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Economics

The Free Market

Penrils of the Free Market,
National and International

My grandfather grew up as a member of a pioneer family in
the wilderness of Michigan, among the Indians. He used to tell
me many interesting boyhood experiences, full of sage advice.

“If you want to be a successful hunter, my boy,” he said, “you
must first learn to recognize the tracks of the animal you wish to
hunt. Then learn to recognize the animal itself.”

That advice was good for hunting wolverines in 1847. And itis
equally good for hunting the economic fallacies and perils to the
free market in 1947.

Most of the world’s economic aches and pains are merely
surface symptoms for lack of freedom in the market. Many
people do not understand the connection between market free-
dom and a healthy economy. They have not learned how to
recognize the processes by which freedom of the market is de-
stroyed.

I shall discuss them briefly.

The free market is founded on one simple rule. I firmly
believe it to be a basic rule for human conduct, without which an
orderly, voluntary society cannot possibly continue to exist. The
rule is this: A person has a right to the product of his own labor, either in
kind or in other forms that are its equivalent in trade.

My grandfather’s family could not easily have become con-

Reprinted with permission of National News Service, Inc. from The Commercial
and Financial Chronicle, August 21, 1947.
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fused on this point. They were practically self-sufficient. What
they produced was largely consumed by them, because the
nearest market, Detroit, was 150 miles away by ox-cart and
wilderness trails. What they produced was their own, to do with
as they wished. They had to guard it, however, from raids by wild
and predatory men and beasts who knew not the Golden Rule
and the golden harvest of betterment which it makes possible for
people.

A second family of settlers finally arrived in that Michigan
wilderness, then a third and, finally, a large number of others.
Today, the grandsons of those early settlers, if they are farmers,
sell most of what they produce in order to buy all sorts of other
things which they prefer. Other grandsons of those settlers work
in auto factories at a money wage which they spend for whatever
they want among the goods and services of our complex
present-day economy.

In a complex exchange economy, such as that of any leading
nation today, most of what the people produce is sold or traded
for a variety of other things. I once “guesstimated” that indi-
viduals in the United States, as an average, consume only 10%, or
less, of what they themselves produce. The other 90%, or more,
is sold or traded for other things. This means that the market has
grown in importance from near zero to at least 90% in a few
generations.

This great change has resulted in much material betterment,
but it has apparently spawned much economic confusion. The
seeds of miseducation have been planted in the soil of economic
illiteracy. We have been led to think that this change, from a
self-sufficient economy to one wherein exchange dominates the
scene, has necessitated changes in the basic rules of a sound
society. But not so. The same rules that were sound in the
wilderness of Michigan, or in the Garden of Eden, are just as
sound today. What has changed is the importance of the market.
The design of what is sound and just has not changed, any more
than did the law of gravity when man developed the airplane.



What Constitutes Free M arketing?

What is freedom in the market process? And what is its
importance?

Freedom in the market is merely another way of expressing
the right of a person to the products of his own labor. If you have
that right, it means that the bushel of wheat you have grown is
yours—to eat, to store for later use, to feed to your chickens, to
trade for some corn, to sell for money at any price agreeable to
both you and the buyer, to give away, or to dump in the ocean.
Your rights of ownership give you this range of choice.

Does freedom of the market mean that you can dispose of
your wheat as you wish, without any limits whatsoever? No. You
cannot dump it on your neighbor’s flowerbed as a nuisance of
“retaliation;” you cannot scatter it on your neighbor’s field in
order to harm him by contaminating another of his crops; you
cannot use it to throw at your neighbor in order to injure his
person. Acts such as these are violations of other rules of an
orderly, voluntary society. They should be outlawed for that
reason, and not as abuses of freedom of the market—which they
are not, because none of them arises as a part of the exchange
process. They are not problems of the market and, therefore, let
no one convince you that freedom of the market should be
curbed in order to regulate such abuses. There is a clear distinc-
tion, from the standpoint of rights, between dumping your
wheat on your neighbor’s flowerbed and selling it in a market
where he also sells wheat, at a price different from what he would
like to have you sell it for.

If the free market concept is to be fully comprehended, it must
be viewed from both directions.

The one side, previously mentioned, is the right of a person to
the product of his own labor, with the associated right of its
disposal in whatever proper and lawful manner he may choose.
The corollary of this is that no other person shall be allowed to
violate this right. One shall not be allowed to deprive another of
the product of his labor against his will, in part or in whole, by
any device whatsoever. To allow one to do so would cancel out



the basic right of ownership, because two conflicting rights can-
not exist at the same time any more than two objects can occupy
the same space at the same time. One is a basic law of economics
and the other a basic law of physics. Both are outside the rights of
man to violate, even legislative or bureaucratic man.

This, quite briefly, describes the reason for the economic and
social justice of the free market. It is founded on the concept of
the Golden Rule in universal application. It describes a voluntary
cooperative society which is the highest order of social attain-
ment. Itallows for voluntary contract between any two parties on
terms mutually agreeable to them. It prohibits another indi-
vidual from interfering with this mechanism of free and volun-
tary exchange; no matter what his title may be; no matter
whether a crown is on his head, a row of decorations on his chest,
or a majority of the ballots in his hand; no matter how enticing a
name or however seemingly benign the objectives of the scheme
by which he claims the right to dictate either the price or the
terms of the exchange.

Freedom of the market means freedom of action to the two
individuals in the exchange, the one selling his ownership and
the one buying it, or, to their properly designated representa-
tives. It does not mean the giving to others, who neither pro-
duced the commodity, own it, nor propose to buy it themselves,
any rights of predation or control.

Perils to Free Market

I shall mention four perils to the free market. Two of them are
national in character and the other two are international.

(1) The Growth of Government, as a Drain on Our Private Enter-
prise Economy—The most important peril to the free market, by
all odds, is the overgrowth of our government.

Government activities are mostly monopolies. Of all the sepa-
rate governmental activities, how many allow any competition
from private enterprise? A century and a half ago, when the
national government took less than a cent from each dollar of
income (“national income”), most of the activities which now



make up the total of governmental expenditures were private
and competitive. They were then a part of the free market.

Whether or not a certain activity should be a monopoly of
government is an interesting question, but one outside the scope
of this topic. For present purposes, let it be noted that when any
activity is taken over by government, it will probably move from
the free market into the controlled market of a non-competitive
monopoly. Having the monopoly “publicly owned” does not
alter this fact. Britain is offering us many interesting illustrations
these days of how this transformation takes place.

In addition to its monopolistic, non-competitive feature, gov-
ernmental activity usually violates the free market in another
respect. Note the contrast between governmental activity and
the free market as found in a grocery store. You walk into the
store, observe the prices of the items on the shelves, go across the
street to another store and observe what they have and at what
prices, and appraise the contents of your pocketbook; then you
decide which items to buy from each store; you pick up your
purchases and pay your bill for what you have bought. This is the
process of the free market.

Now go into the “store of governmental activities.” The opera-
tion is quite different. The store manager and his clerks allocate
to the people the items from its shelves, including cash, on the
basis of their “needs,” or “rights,” or special privilege, or friendly
acquaintance and political loyalty, or whatnot. Their shelves are
stocked by sending bills to people, but not on the basis of what
each person gets off the shelves of the store. Other bases are
used.

In the main, each person is billed for the costs of government
on the basis of how successful he is in making goods or perform-
ing services efficiently and in large volume. The billing is, in
part, on the basis of ownership of property, or the exchange of
property, or certain habits of consumption, etc. At times the
people object to the large bills under these methods of billing;
then the manager simply manufactures some money for his use
which is exactly like that which the people have earned for use in



their personal spending; this method amounts to the same thing
as sending tax bills direct to the people, but it avoids the embar-
rassment of sending people these objectionable bills. The point
is, briefly, that in the “store of government” individuals do not
have to pay directly for what they get off the shelves; it is a
procedure quite distinct from the free market process.

This explanation has been more detailed than would be neces-
sary if I thought it was generally understood how the growth of a
government, beyond its basic functions of preventing fraud,
violence, predatory practices and monopolistic abuses, involves
abandonment of the free market process. Only by realizing this
can one understand the seriousness of our present plight.

In 1946, the expenses of government in this country took an
average of 31 cents of each dollar of individual incomes. The
large amount and the upward trend are both alarming. As
recently as two decades ago only 12 cents were taken out of the
dollar for the expenses of government.

It would seem by this reasoning then, that the market in this
country is about one-third not free. But this is only a rough
measure and doubtless an understatement. We know that in a
country with complete Communism, where the government
takes all of people’s incomes and grants them, in return, what-
ever they see fit, there is no market freedom, legally, whatsoever.
Thatis the ultimate of loss of market freedom which this country
and Britain are approaching at an alarming rate. In a country
where control is less than complete, precise measurement is
difficult.

A country where one-third of the people’s income is taken by
government—is taken away from spending in the free
market—may have lost more than one-third of its market free-
dom. This is because government expenditures for control may
not parallel the degree of control. A country may, for instance,
pass comprehensive price-control laws, thus making every mar-
ketable item in the nation unfree and do so at only a nominal
expense for passing the law.

It is generally believed that practically all controls have been
abandoned in this country since the end of the war. But they
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have not. Direct and indirect controls still operate over many
parts of the economy which are not fully reflected in this 31%
figure for government expense. Note, as one of the many illus-
trations, the creation, under governmental encouragement and
support, of monopoly controls over the laboring man by much of
“organized labor.” Note also the present controls over transpor-
tation rates and operating costs, in an industry nominally in
private hands. Many others could be listed.

In my opinion, the essence of a voluntary society, of private
enterprise and free markets, cannot long be preserved if the
economy of the nation does not rapidly abandon a sizable part of
its present burden of government.

(2) An Unstable Money System—A thoroughly free market, as
we know it, is not likely to be preserved if money is highly
unstable.

Money is as essential to an exchange economy as is the con-
ducting wire for the transmittal of electric current. In many
respects the two are similar. The exchange process is conducted
on the transmittal belt of money. The goods of exchange, not the
money, is what people really want, just as it is the electricity
rather than the electric wires which they want.

Neither transmittal process works well on faulty conveyors. If
the conveyor is faulty, the flow of electricity or of goods is
interfered with and, if faulty enough, it will stop the flow com-
pletely. In the case of exchange, one should say almost com-
pletely. If people lose all confidence in the money, they can
exchange goods only by the awkward device of barter. Barteris a
free market operation, but it could not sustain a very large
portion of the exchange of goods and services in an advanced
economy. For this reason, one may say that loss of the money aid
to exchange would eliminate most free market trading in our
economy.

We all know that our money has become highly unstable. I
mention it here merely to list its instability as one of the greatest
perils to the free market, with only brief evidence of its degree of
instability.

If you had sold commodities at wholesale in 1939 and put the
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dollar received therefrom into your sock, and if you were to take
the dollar out now and buy back the same types of commodities,
you would find that you had been short-changed in the process
by nearly half. Even that does not fully reflect the dilution of our
money that has occurred since 1939. Money in circulation, for
instance, has been diluted four times since then.

The continuance of a free market is seriously endangered by
such an unstable money. The danger comes in part from the
reluctance of people to engage in exchange if there is a threat
that the value of the money will change rapidly one way or the
other.

More serious as a threat to free markets, however, is the
damage done to the exchange process when misguided indi-
viduals attempt to control the effects of an unstable money. That
is how price control and other similar schemes come into being
and destroy the legality of the free market.

As prices continue to rise, with further rises in wage rates and
as people try to spend the sterile dollars “saved” during the war,
the cries of “inflation” and demands for all sorts of government
controls may be expected to increase. There will then be an
important test of whether even the essence of the free market is
to be preserved. The only effective way to meet the issue is to first
have a correct diagnosis of what causes the trouble in order to be
able to avoid suffering from the wrong treatment.

* ok 3k
The two perils to the free market which have been mentioned
may be considered “national” perils. Most other nations suffer
the same perils in even greater degree than we do. But these are

national perils in the sense that each nation can, if it chooses,
avoid them.

International Perils to Free Market

Then there are two important types of “international” perils.
(3) International Commodity Controls—Most people think that
the idea of controlled prices, with which we had such vivid
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wartime experience, has been effectively buried—with a few
exceptions like rents and sugar. More accurately, I believe, the
idea still strongly persists although it seems to have moved into
prominence in the international sphere. Some might say that the
idea of controls has merely “grown up,” which I would accept as
a description of the situation, remembering that a mistake is still
a mistake after it has grown into long pants.

The program for elimination of free markets on the interna-
tional level marches under many labels. It appears as a compo-
nent of plans for “international wartime relief,” “reconstruction
aids,” “permanent relief of the poorer nations,” “orderly inter-
national trade,” “allocation of limited supplies,” “settlement of
debts between nations,” “meeting the dollar shortage,” and
many others.

The entering wedge for control in world markets appears
harmless enough to those not discerning in such matters. In a
blueprint plan, drawn up in this country, the “general purposes”
provide that the nations agreeing to the plan shall solve their
economic problems by neighborly collaboration. It provides that
fences hindering greater welfare through exchange are to be
reduced, trade is to be set free, and discriminatory practices of
favor between nations are to be abhorred and later forbidden.
As fruits of the plan in action, there is promised great increases
in welfare, full employment and peace.

These are the stated objectives. They sound enticing and
reminds one of some of the internal rules of economic conduct
by means of which this nation acquired its greatness. It is only
when looking behind the mask of these general objectives, into
the stated or implied aspects of the plan, that one can fairly
appraise it.

It is proposed that an international council table be set up to
solve such problems as the allocation of surpluses and deficits.
Does that sound like the description of a free or of a controlled
market? Such a council, like the administrative body of OPA, is
not designed to spend all its time playing chess. Their function is
intended to be the control of something.

AN 1%
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So we study it further. No nation is to be allowed to engage in
“exporting its unemployment” to other nations. Through this
world organization, it shall be compelled to retard its production
and carry its share of the then-existing world unemployment, as
an obligation under the Charter. Think this one over. What does
it mean? It amounts to someone with power of control sitting in
Jjudgment on matters of production and price for the participat-
ing nations. It is like a factory that is working full time while an
inefficient competitor, working only half-time, suffers partial
unemployment; the more efficient producer would not be al-
lowed to continue to “export his unemployment” to the market;
he would be compelled to reduce his operations to that of his less
able competitor. Does that describe a free or a controlled mar-
ket? Is it descriptive of our traditional system in this country,
which brought such phenomenal progress, or is it reminiscent of
the controlled economies of other nations?

Time does not allow me to go further into the analysis of this
plan; you can do it for yourself—always having in mind as your
test of its wisdom the characteristics of a free market, as I have
attempted to set them forth. You will then see why I list such
schemes as an important peril to free markets throughout the
world.

It is strange that this nation, still perhaps the world leaderin a
free economy, however much battered, should take leadership
in a plan having as its essential features various forms of control
of the markets of its participating members. It is easy to see why
other nations, with opposite ideologies from ours, should favor
it. But why the United States?

National planning, it should be noted, does not force interna-
tional planning on other nations. While one nation chooses to go
completely totalitarian, another may pursue economic liberalism
as this nation did during the last century. But once international
planning is agreed to, controls are thereby forced on all par-
ticipating nations in the same manner as OPA was imposed on
every person down the road. '

Where would that leave the free market and our traditional
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system of a voluntary, competitive economy?

(4) Control of Exchange Rates—Lastly, I wish to mention briefly
the control of exchange rates between currencies. It operates in
international trade, as a result both of national policy and of
international agreements.

The idea of controlling exchange rates is based on the same
economic fallacy that argues for price control of commodities
within a nation. It is precisely the same basic idea, though this
one is a little more obscure to our view.

We are familiar with the way commodity price control works,
andits tragic effects. Suppose that the price of wheat in a free
market is $1 a bushel. That means that the consensus of opinion
reports (1) $1 and (2) 60 pounds of wheat, to be of equal worth in
trade. Suppose that the currency becomes diluted by pouring
into the exchange system counterfeit or worthless dollars, until
the consensus of opinion fixes $1 as worth only 30 pounds of
wheat. If the government, “to stop inflation,” steps in with a law
that prohibits wheat prices from rising above the former level of
$1, legitimate trade will be stopped, as was so well illustrated by
meat and other products under OPA. If law thus flies in the face
of reality, and if it is enforced, trade will stop and force produc-
tion for sale to stop too.

The effects of exchange control are exactly the same. By
merely substituting a foreign currency for either the money or
the wheat, the rest of the story will remain the same. What
happened in the wheat illustration was that the money lost worth
because of its counterfeit dilution. Suppose in this exchange
question that the currency of one or two nations loses worth for
the same reason. The idea of control is to attempt to conceal its
reduced worth by fixing its exchange value out of line with its
true market value. As a result, legitimate trade will be shut off
between the two countries.

We are now under the spell of worldwide attempts to conceal
the true degree of worthlessness of many national currencies.
The control method of meeting the situation might be called an
“international currency OPA.” Just as under our OPA the results
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were called a “meat shortage,” etc., under the exchange control
schemes the results are called “dollar shortage,” etc.

These currency controls are raising unbelievable havoc with
world trade and recovery. They are a serious threat to the
reestablishment of free world markets.

% k%

I have listed what seem to me to be the four principal perils to
free markets, national and international. In summary, they are:

1. The Growth of Government, as a Drain on our Private
Enterprise Economy.

2. An Unstable Money System.

3. International Commodity Controls.

4. Control of Exchange Rates.

If the nature of these perils do not promptly become known
through education, so that sound action will follow, future histo-
rians may write of the economic marvels and progress that was
once America, just as they have written of the past glories of
other famous civilizations.

At the heart of the problem of re-education is an understand-
ing of the functioning of the free market and its result in
economic and social justice.

Let’s not abandon the free market without even understand-
ing it. I am confident that if it is understood it will not be
abandoned.
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Gawning the Free Market

When your Program Committee invited my views on the
freedom of persons to work and to trade their wares, I was
tempted beyond my power to resist. The subject is a vital one
to me, not only as a member of this Association but also as a
member of mankind which today faces one of its gravest is-
sues.

In the United States, the high level of economic welfare we
have long enjoyed is in immediate and serious danger. What
is more, I believe that the only moral base on which any high
civilization can be sustained is being subverted. As one looks
around with a detachment of historical perspective, it is clear
that the last vestiges of economic freedom are fast crumbling
and that if the trend is not reversed, the demise of all our
other hallowed freedoms will follow in the immediate wake
of this lost economic freedom.

I propose to speak with what some persons may call a bias.
But I offer no apologies for having a viewpoint. Why is the
holding of certain specific beliefs in social science scorned as
“bias,” “prejudice,” and “lack of objectivity?” This attitude is
not taken toward other fields of contemplation—arithmetic (2
plus 2), geography (the shape of the world), chemistry (the
composition of water). Why treat social science differently?
True, the views one holds in either social science or chemis-
try may be wrong, but it should be evident that a person’s
opinion on any subject can’t possibly be right if he holds no
opinion at all.

So I should like first to offer some basic assumptions as a
working hypothesis and then, with them as a background,
discuss the present plight of the free market and what can be
done about its reestablishment.

Reprinted from Gaining the Free Market (Irvington-on-Hudson, New York: The
Foundation for Economic Education, Inc., 1952). Copyright ©1952 F. A.
Harper.
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The Right to Life

If I should, at this instant, draw a gun from my pocket and
shoot our esteemed Chairman, everyone here would be duly
shocked. Furthermore, newsmen would photograph the
corpse and the culprit and spread the shocking story across
the land.

Why would people be shocked by the murder? It must be
because they accept my first assumption: 4 person has the right
to life.

I am here using the term “right” in the sense of a person’s
natural or inherent right as opposed to statute law or social
custom; in the sense of having divine origin rather than of
stemming from a permit or prohibition designed by one’s
fellow-men; in the sense of a recognition that sovereignty
rests with God rather than with any collective of humanity,
and that the individual person is therefore directly responsi-
ble to God rather than to any collective of humanity which
may presume to grant him rights. This concept of rights as-
sumes the existence of a divine law that controls the consequ-
ences of men’s acts in a manner which no one of them, nor
any group of them, can alter at will. Man can break divine
law and suffer the consequences, but he cannot rewrite di-
vine law in any degree. The nature of rights, as I use the
word, is reflected in what one means when he says: “This
above all I believe to be right in the eyes of God.” One is
bound under this concept of moral rights to proclaim for
others the same rights that he claims for himself.

Each of us was born with a right to life and a right to con-
tinued life. And why do I believe that? Because I think it is
logical to assume that the event of birth is itself purposeful—
that a purpose is implied in the very fact of birth. We see this
innate right to life reflected even in the infant’s instinctive
struggle for continued life. As the infant grows into adult-
hood in a free society, his every act of planning and building
toward a better future for himself and for those he loves and
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respects seems predicated on the glorious fulfillment of this
right to life.

It is this same right to life that underlies the Command-
ment, Thou shalt not kill, and its likeness in other moral codes
which have guided civilized man.

The founding fathers, in the early history of this nation,
incorporated this concept of the right to life into the Declara-
tion of Independence by proclaiming the rights to “Life, Lib-
erty and the pursuit of Happiness.” They declared these
rights to be self-evident. But time seems to have blurred their
self-evidentness, or it would not now be necessary for us to
be concerned about them.

Means of Sustaining Life

My second assumption is: A person has the right to all proper
means of sustaining his life. Life is sustained only if, in addition
to agents of health like the inborn antibodies of the blood,
one has sufficient food and protection. These are economic
goods and services with which we are concerned in market-
ing.

Now how can a person obtain these economic means of
sustaining his life? And what is meant by proper means?

If a person existed alone, rather than as a part of society,
there would be only one way:

1. He would have to produce them himself.

But, since he is a person in a society of persons, these three
additional ways are possible:

2. He may receive them in free exchange from someone who
has produced them.

3. He may receive them as a gift from someone who has
produced them.

4. He may steal them from someone who has produced
them.

The last of these—theft—must be eliminated, along with can-
nibalism, as a proper means of sustaining one’s life in society. If,
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for instance, our Chairman and I constituted a society, we could
not sustain our lives on the fruits of theft from one another, any
more than we could do so by eating each other in cannibalism. It
is improper, then, to exist on either the life or the livelihood of
another against his will.

When the founding fathers spoke of rights to life, liberty,
and the pursuit of happiness, were they not speaking of life
and livelihood as being essentially the same? If 1 were to
murder our Chairman, you might be more shocked than if I
were to pick his pocket. But you would still be shocked at the
thievery, for the reason that the two are closely similar in the
sense of the rights which have been violated.

Martin Luther aptly expressed the connection between
theft and murder by saying that whosoever eats up, robs, and
steals the nourishment of another commits as great a murder
as he who carves a man or utterly undoes him. That, as I see
it, is the logical and moral basis for the Commandment: Thou
shalt not steal. It is why theft as well as murder must be ruled
out, leaving only production, exchange, and gifts as proper
economic means of sustaining one’s life in society.

I have retained gifts, in contrast to theft, as a proper
source of sustenance because giving is voluntary and derives
from the will of the one who has produced the gift. The
spigot controlling the volume of voluntary gifts is self-
regulating, in the sense that the producer himself decides the
rate of flow. Voluntary giving does not have the suicidal ef-
fect on production that theft has. In fact, production is
stimulated by the urge to give—witness the stimulus from the
desire to care for the members of one’s family.

The Right to One’s Own Product

The right to sustain one’s life would be meaningless with-
out the right to a source of sustenance, for to deprive a man
of his sustenance is to deprive him of his life. If we add the
specification that sustenance must be from a proper source—a
source other than theft in any of its forms—my third as-
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sumption follows: A person has the right to what he has produced.

The contribution of this right to the peaceful relations of
mankind can be perceived if one will reverse it and assume
that nobody has any right to what he has produced, which is
the concept of socialism or communism. One immediately
wonders why—to what end—anyone would then produce
anything at all. But let us assume that a person would go on
producing, even though he has no right to what he has pro-
duced. To use it himself would, by this code, be improper.
How, then, could one subsist? Only by theft—only by taking
what others have produced—would it be possible for him to
continue to live. Fantastic? Yes, so fantastic that such a state
of affairs is difficult to visualize. But that is the meaning of
the absence of the right to what one has produced. That is
the meaning of socialism-communism, which denies these
rights of man. And it shows how theft—the only alternative
of this third right—is immoral and therefore destructive of
the very person who practices it.

Once a thing has been produced and has acquired worth in
the market place, it becomes the property of someone until it
has been consumed or loses its worth for some other reason.
Under the right to have what one has produced, it is the
producer who becomes its rightful owner initially, at the in-
stant of production. He may keep it for a minute or a month
or longer before consuming it or disposing of it to some
other person who then becomes its rightful owner. The pro-
ducer may have sold it or given it away, but each of the three
proper types of private property which sustain life—(1) what
one has produced for his own consumption, (2) what he has
received in exchange for what he has produced, and (3) what
others have given him from what they have produced—is
founded in the right to have what one has produced.

The Right to Property

If a person is entitled to what he has produced, he is also
entitled to keep it. So, closely akin to the right of a person to
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what he has produced, but different in an important respect,
is my fourth assumption: 4 person has the right to private prop-
erty.

I would make a definite distinction between the right to
what one has produced and the right to private property al-
though the latter is clearly founded on the former. The dis-
tinction arises from the fact that ownership may pass from
one person to another, and I shall speak further of that in a
moment. So whatever is obtained through free exchange and
voluntary giving, as well as what one has himself produced, is
properly the object of private ownership of property.

How about ownership of things in the name of a corpora-
tion? Does not this type of ownership violate personal rights
to property? No. This is not a violation of private property
rights because corporation officials, under a revocable grant
of consent, act as agents for the individuals who own the
corporation.

What, then, about government ownership? Is it not like
corporate ownership? No. Ownership by government is a vio-
lation of private property rights because, although seemingly
acting as agent for the individual persons, government is in
this respect quite different from a corporation. A person can
sell his share of a corporation whenever he desires, sever his
participation, and buy oatmeal with the proceeds. But he
cannot do so with what is owned by the government. Can a
person in Russia or anywhere else sell his “share of owner-
ship in common” in the collective? No. After being forced
against his will to invest the fruits of his labor in what the
government owns, he is then prohibited from withdrawing
his contribution at will. If one is not free to sell a thing, he
really does not own it. That is the test of ownership which
should be applied; and by this test, government ownership
fails to meet our requirements of personal rights to property.

So, we must conclude that private ownership of property is
the only moral basis for ownership in society. As Dr. D. Elton
Trueblood has aptly said: “Stealing is evil because ownership
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is good.” The right of private property and the right to have
what one has produced are clearly implied in the Com-
mandments about thievery and coveting. They are also im-
plied, though less directly, in the Commandment about tak-
ing the life of another person. Just as I could not kill you if
you did not have life, neither could I steal from you nor
covet what is yours if you did not have private property.

Based on this concept of the right to private property and
the sources of things which may be owned, this definition of
theft evolves: Morally, theft is the taking from another person,
against his will, of anything which he has produced and has chosen
to keep, or which has come into his possession by voluntary exchange
or voluntary giving. That is the test of theft to be applied in
any instance under survey by any person who really believes
in private property and in the chain of rights from which it is
derived. And it allows of no modification without renouncing
belief in these rights.

The Right To Dispose of Property

My fifth assumption is: Inherent in the right to private owner-
ship of property is the right of the owner to dispose of it at will—to
sell t, trade it, or give it away.

And if this right is to be admitted, it requires the existence
and operation of a free market. A market, as I understand it,
is any place where owners sell or exchange their private
property at will. And it is this selling or exchanging in a free
market that COl’an‘ISCS marketing.

Marketing is not to be confused with production. The two
are not synonymous. One widely used marketing text says:
“Marketing is the business of buying and selling.” Production
is the bringing about of any change that will command a
price—that can be bought or sold. It is true that if there were
no production, there could be no marketing. But that does
not make them the same. Similarly, there could be no elec-
tricity from a water-power generator unless there were a
waterfall, but that does not make the electricity and the
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waterfall the same thing. Marketing—willing exchange—can
take place only after production has occurred.

The free exchange of goods and services—the essence of
marketing—should not be confused with some of the devices
commonly used to move goods from one place to another, or
otherwise to better fit them to the wishes of a buyer. Let me
illustrate.

If you were to visit all the markets of the world, you would
find a variety of transportation aids—jinrikishas, camels,
trucks, and the like. But the use of these, in and of itself,
does not comprise marketing; they are only facilities which
may be used where trading—marketing—is being carried on.
They may also be used where no marketing is being done—
by a farmer hauling his product from the field to his own
barn, or by slaves performing some task on a plantation or
slaving at the salt mines as political prisoners in a completely
communized state. In none of these latter instances was any
marketing involved because all vestiges of a free market and
willing exchange between private owners were lacking.

As another illustration, I do not consider the constant re-
painting of the George Washington Bridge to be marketing,
even though it helps maintain transportation of persons and
things. This occupation might be continued with labor under
orders of a dictator, if the United States were to become
completely communized. The presence or absence of market-
ing is to be judged solely by whether or not there is free ex-
change of goods and services, not by the motions people may
be going through.

If we do not want to contribute to the destruction of mar-
keting, it is necessary to see clearly what is marketing and
what is not and to understand why freedom is as essential to
marketing as apples are to apple pie.

ko ok

So, I offer you these five assumptions: (1) the right to life,
(2) the right to sustain life by means consistent with moral
conduct in a society, (3) the right to what one has produced,
(4) the right to private ownership of property, and (5) the
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right to sell or trade or give away whatever one owns without
restraint or interference from non-owners. These are the
rights spoken of 175 years ago as the rights to “Life, Liberty
and the pursuit of Happiness”—which phrase, incidentally,
was originally written in this form: “Life, hiberty and prop-
erty.” Anyone who rejects these assumptions may also reject
everything else I have to say. But anyone who accepts them
as “self-evident truths” should then be willing to test the pre-
sent plight of the free market against this background of
rights by considering a few significant figures.

The Present Plight of the Free Market

About 35 cents of every dollar of personal income, as
nearly as I can derive the figure, is now being taken by the
government. What is more, the funds appropriated by the
government to be spent during the current year—if all
spent—would amount to over 40 cents out of every dollar of
personal income. This figure represents the proportion of
the productive effort of this nation that is being removed by
direct means from the area of free choice. Those who pro-
duced it and earned it—like the slaves in our earlier history
and the present victims of Stalin’s rule—are denied free
choice in its use to whatever extent their product and prop-
erty are taken from them against their wills. A test of
whether or not you have lost your freedom of choice would
be to refuse to pay your taxes—in whole or in any part.

If these figures of 35 to 40 cents lack meaning as to their
full import, they may be compared with some similar figures
for other countries in 1929-30, at a time when a comparable
figure for the United States was only about 14 cents out of
the dollar:

Taxes as per centy
of national income

USSR 29
Germany 22
France 21
United Kingdom 21
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This means that government in the United States is now
removing free choice from a far higher percentage of the
livelihood of the people of this country than were the gov-
ernments of Russia, Germany, France, and the United King-
dom two decades ago. And the proportion in the United
States today is more than double what it was two decades
ago. If the tide cannot be turned, may not the present plight
of citizens in those four countries foreshadow our future
here? ‘

Let me interpret the meaning of these figures in another
way. I spoke of the popular resentment that would be
aroused by my murdering our esteemed Chairman or by my
picking his pocket. But this taking of about one-third of the
average life (livelihood) of 150 million persons is equivalent
to taking in full the economic life of upwards of 50 million
persons each year.

Upwards of 50 Million Slaves

In speaking of upwards of 50 million persons each year, I
mean an uncertain number up to a possible maximum of 50
million persons each year. It will be said that in return for
these taxes, we get back certain services we need or want.
True. But included in one’s tax bill are many things he
would not buy at any price—for instance, the use of subsidies
to bribe some persons to refrain from producing what other
persons are willing to buy. Also included are many things
which, though appealing to him at some price, are forced
upon him. by the governmental monopoly at excessive
prices—prices higher than he would pay for those services in
a free and competitive market. Say, for instance, that you
would willingly pay, in a free market, one-tenth of your
yearly income—and no more—for all the services of govern-
ment, and that the average of all the other citizens valued
them the same. This would mean that, by the test of the free
market, the present tax-cost for these services is an overpric-
ing by more than three times the worth. The only way to de-
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termine the degree of overpricing would be to put these ser-
vices to the test of appraisal by citizens in a free market.

My reason for speaking of life and livelihood as equivalents
to be thus compared is that whatever one produces, and his
property, can quite appropriately be called the econimic ex-
tensions of the individual. A person who is totally a slave—a
person who enjoys no powers of free choice, who has no lib-
erty to develop his own potential and to do what he thinks is
best according to his own wisdom and conscience, who is
prohibited from having what he has produced for his own
use or for whatever trade or charity he deems wise—such a
person should be considered dead economically, politically,
and morally, even though he seems still to be alive by the test
of a stethoscope. He is dead so far as the free market and
marketing are concerned. I have already quoted Martin
Luther’s excellent statement on this point of similarity between
lost economic liberties and murder. And Hamilton once said that
control over a man’s subsistence amounts to control over his will.
Most certainly!

This is not just a theory of Luther’s and Hamilton’s; it stands
also as a legal interpretation of the United States Supreme
Court: “The power to dispose of income is the equivalent of
ownership of it.”? One who is deprived of the right to spend his
“income” as he wishes never really owned it. And to deprive him
of it is to deprive him of his livelihood—his economic life—to
that extent.

Yet, in contrast to the indignation caused by the outright
physical murder of one person, this taking of upwards of 50
million economic lives each year frequently is lauded as a
public service, and the persons in charge of the operation are
generally honored and revered.

If I have given anyone a new feeling of partial economic
rigor mortis, I have accomplished one of my purposes. And
if you don’t yet sense that feeling clearly, please try it again
when you fill out your next tax return.
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Indirect Losses

But that is not the only loss of a free market. In addition
to the income taken from citizens by government in the form
of taxes, nearly all of the remaining two-thirds is now either
actively under wage and price controls—as well as other
controls—or is daily threatened under latent powers of con-
trol. For instance, the one-third of your income taken by the
government includes only certain costs of administering wage
and price controls. Your personal budget must carry all the
added costs of meeting their burdensome requirements—to
say nothing of the adverse affect on your income of the con-
trols themselves.

Then there are many other long-standing controls, such as
those on railroad fares and freight rates, and the “emergency
control” by which the government recently took over the rail-
roads for nearly two years. Yet the budget for running the
railroads of the nation during these periods is thought of as
private business and free choice when, in fact, it is not.

And, then, there are innumerable other laws and licenses.
The United States Department of Commerce itself has said:

Practically every business, large or small, is affected by some form of
governmental licensing control. A license is a permit or authorization
to engage in some business or activity.?

Licenses are power; otherwise, they might as well be dis-
pensed with.

Controls that are at the moment inactive—“stand-by”—are
no less controls in the sense of power over the person. When
the power is there but inoperative, it is like a noose around
the victim’s neck that has not yet been drawn tight by the
person holding the other end of the rope. The victim must
not confuse the slackness of the rope with its absence. He
should bend his every effort toward its removal rather than
let his attention be diverted by the “freedom of choice” of
who shall hold the rope and serve as his hangman later.
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Now I ask you, in view of all this: What is the status of the
free market and marketing in the United States today? This
important aspect of freedom seems to me to be practically
nonexistent. Unless things are changed drastically, I say in all
seriousness that we might as well abandon the American
Marketing Association and join the American Historical
Association—or perhaps even better yet, join either the
American Foundation for the Blind or the American Prison
Association.

The Great Hypocrisy

When, at the start of my discussion, I spoke of how shock-
ing it would be if I were to draw a gun and shoot our
Chairman, I was not merely trying to be dramatic. My pur-
pose was to focus one side of this professional hypocrisy: The
taking of only one life in a certain manner causes a rightful
upsurge of resentment against the murderer, whereas if the
same person were to administer an infinitely greater crime of
a similar nature, he would be called a public servant, lauded
as a hero, honored and revered.

We all recall that during World War II a leading advertis-
ing executive became the administrator of price controls, and
that in World War 112 a former top executive in the com-
munications and transportation equipment field participated
in the attempt to force all his countrymen to abandon the
free market.

Such positions of power are probably accepted with good
intentions, but intentions do not determine the consequences
of one’s acts. One who professes a faith in the free market
while engaging in its destruction is like one who murders a
person while claiming to be his friend. He is engaging in
sheer hypocrisy. Perhaps he did not know that the gun was
loaded; but one who cannot tell, or will not take the care to
find out, is not to be entrusted with a weapon of power be-
cause no plea of ignorance nor carelessness will bring the vic-
tim back to life.

Realizing this, it is one’s individual obligation to refrain
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from “honor” and “public service” in this sort of hypocrisy
and to refrain from doing homage to those who are practic-
ing it. If homage there must be, let it be showered, instead,
on persons like Donald R. Richberg who in the early thirties
was engaged in a tremendous effort to control prices, and
who now says: “In retrospect 1 can only explain, as did the
man who threw a champagne bottle into the chandelier, that
it seemed to be a good thing to do at that time.”

Emergencies Not the Time for Weakness

I realize full well the contention that there seem to be
times of emergency when the free market seems unable to
take care of the situation. In answer, I would only repeat my
earlier assumptions and observe that if these are truly our
rights, they are likewise justice; that justice is strength, not
weakness; that it is during an emergency, of all times, when
the strength of justice is most needed. What is good should
not be rationed. There is no more sense in our substituting
weakness for the rules of justice in an emergency than for an
engineer to lay aside the rules of strength when he is con-
structing a bridge to be used for the emergency of heavy
loads. One who believes that there is strength in violating the
free market must believe that control will yield strength and
Jjustice. And if he believes that, why does he not advocate the
same measures for all time, not merely in emergencies?

It must be that the proposal of abandoning the free market
during emergencies really stems from the belief that the free
market is a sort of immoral luxury—that whatever may be
said economically for the free market in the course of normal
events, there is somehow a moral virtue in its violation dur-
ing emergencies. On the contrary, the free market is both
economic and moral. Its abandonment is both uneconomic
and immoral and, therefore, constitutes a weakness when
strength is most needed.

If the consumer is to be king in a free market, nobody else
can be crowned king over prices and the market—nobody, at

28



any time, because duplicate rule by overlapping ownership is impossi-
ble even in an emergency.

Gairing the Free Market

Our chairman earlier today spoke of the free market as
being the world’s greatest democracy. Isn’t it, then, an empty
pride that espouses political freedom when it means only the
right to vote for who shall have the dishonor of administer-
ing the destruction of what he spoke of as the greatest
democracy—the free market?

How, then, is freedom of the market to be brought about?

I like very much the concept in Patrick Henry’s famous
remark: “I know not what course others may take, but as for
me. . . .” It is my clear responsibility to so conduct myself
that there is no avoidable conflict between what I profess to
believe and how I conduct myself. And if anyone should care
to know the reasons for my beliefs and my conduct, I would
try to explain them as best I can.

If we are engaged in some national error—such as violat-
ing the rights of free men in the market place—it is because
of our individual errors. A nation does not err; it is people
who err. And the collective error is no more or no less than
the summation of individual errors. My part of that problem,
then, is my own conduct.

First, in order to erase from view all these confusing details
of the problems that confront us, I must understand that
freedom is not a thing to be created because the disposition
toward freedom is something inherent in man. Along with
the basic rights listed at the beginning of my remarks, it may
also be assumed that man is created in harmony with these
rights. Even the small child evidences this innate harmony
with freedom, as all of us know who have watched children
assert their individuality.

Freedom exists naturally in the absence of man-made re-
strictions or violations of rights. In this sense, it is like the
force of gravity moving water along an incline unless barriers
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are placed in its way. All that need be done is to let freedom
reign.

Viewed in this light, then, my part of the task of regaining
the free market is simply to do everything within my power
to remove the barriers to free exchange of property at a rate
of exchange mutually agreeable to the two parties to the deal.
No third person has the right to intercede in the exchange
nor to prohibit it nor to dictate its terms; if he does so, he is
practicing the moral equivalent of theft and murder and de-
serves to be dealt with accordingly. If one would feel more
comfortable with some Biblical reference for these charges of
theft and murder, it can be found in Matthew 20:15, which
proclaims: “Is it not lawful for me to do what I will with
mine own?” The answer is to be found among the Com-
mandments.

Two Types of Catalogue

But just where shall I take hold of this tremendous prob-
lem? What, specifically, are the obstacles to a free market in
the form of laws, of administrative rulings that have the
power of law, of practices condoned and protected by law-
makers and their hired agents? Just what can I do?

I hesitate on this occasion even to begin to deal with
specifics. To illustrate the reason for this hesitancy, I have
brought with me two sources of information which portray
the nature of the problem:

Exhibit A. Here are two mail order catalogues represent-
ing the free market. Together, these two companies last year
handled nearly $4 billion in orders. You are familiar with the
use of these catalogues. In them, you will find almost any
item you want, from pins to insurance—and soon, au-
tomobiles. If you don’t want something they offer for sale,
the solution is simple—you don’t order it.

Exhibit B. Here are some ‘“catalogues” of another sort,
which are outside the free market. They are the budgets of
various governmental units. Their goods and services are
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supplied under a monopoly granted by the government to it-
self, with bills for the cost being sent to users and nonusers
alike—bills payable under compulsion of law.

If there is something in the governmental kit of offerings
that you do not want, its rejection is not so simple. You must
arrange to have it removed from the catalogue completely, so
that not even those who want it can get it from that source.
This requires power enough to control government—you
must be able to plead your case well enough so that a control-
ling majority becomes convinced. Immediately after you have
succeeded in doing this, the defeated minority has before it
the same task to accomplish—reversing your action. Always
minorities to do battle! Always a struggle! And there is no es-
cape from this sort of conflict so long as there is prohibition
of free choice by individuals in a competitive market. This is
what happens when the design of social affairs is one of a
monopoly power forcing its offerings on the citizens at its
own price.

Clue to Battle

Here is the clue to the cause of the everpresence of battle
over the affairs of government, in contrast to competitive
business where free choice prevails—as among the grocery
stores in any town. It is not customary for a citizen to throw
bricks through the window of the grocery store at which he
does not choose to trade, nor at his neighbor who does
choose to trade there; but there seems to be a temptation to-
ward violence wherever there is a “monopoly grocery” where
everyone must trade and where everyone’s business thereby
becomes the business of everyone else.

Assume that you start the task of redesigning the offerings
of government. You must first study the whole “catalogue” to
learn the business and its parts. Suppose you were to start
with the federal budget. Devoting one working hour to each
$1,000,000 of this budget (which is far less careful scrutiny
than your wife gives to her spending), you would finish the
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study of this one year’s federal government appropriations in
about the year 2000. Then you would be ready to start study-
ing the other governmental budgets which affect you—state,
city, county, etc. There are some 120,000 other governmental
units in the United States.

This illustrates, I believe, why I hesitate here to even start
listing details. The governmental budgets which affect me
comprise about 3,000 pages of detailed figures.

No Easy Choice

So, what 1 am confronted with in the present situation in
the United States is a matter of choosing between moral law
and statute law—a choice which not one of us can escape.
Isn’t it a strange paradox that when government—the pre-
sumed servant of the people and guardian of their liberty—
removes the right of free choice from the citizens, it automat-
ically creates another unavoidable choice between being im-
moral and being illegal? If I choose the one, I can be at
peace with my conscience and my God, but I shall be at war
with my political ruler. If, on the other hand, I throw my
choice the other way, I may be at peace with my political
ruler, but I shall be at war with my conscience and with what
I believe to be right and good. Since, to many of us, the polit-
ical ruler seems closer than God—at least for today—we bow
to the law rather than follow the moral course when the two
are in conflict. And we call it expediency. I wonder if eternal
justice will excuse our acts on this basis.

The choice is not an easy one, but it is the price we must
now pay for our past sins in relinquishing the rights of free
men. Perhaps this is what Emerson had in mind when
prophetically he said in his famous essay on Politics: “Every
actual State is corrupt. Good men must not obey the laws too
well.”

Perhaps this is what Patrick Henry had in mind when he
questioned the bargaining away of one’s freedom.

Perhaps this is what our forefathers had in mind when
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they dumped tea into the ocean and otherwise openly defied
an unjust and immoral rulership. We are faced with an
equally serious plight now.

An Epidemic Needed

I believe it is inadvisable to seek the solution by a highly
organized and bloody violence. History tells us that the out-
come of such an attempt on behalf of freedom, even though
seemingly successful in overthrowing a tyrant, has often been
merely to crown another tyrant. The danger inherent in try-
ing to use force to wrest freedom from the grip of power is
that victory goes to whoever is most adept in the use of vio-
lence; it does not necessarily go to whoever is right on the
issue over which the battles are fought—because victory is
judged according to the use of the weapons chosen. The ad-
vocates of freedom are certainly not assured of being
superior in the use of violence. And even though their side
wins the battles, its leaders are liable to choose, for personal
reasons, to retain the power that has been given them—as
happened after the French Revolution—leaving the cause of
freedom still the loser in the end.

People fight only when they have something to fight
against. When they find out what it is, and if it be an idea,
physical force and bodily battle can be avoided. In fact, the
use of force to battle an idea tends to generate it rather than
to kill it. I doubt if an idea has ever been killed by means of
force. The enemy of the free market is an idea—the belief
that controls can serve the freedom of man.

No, the educational approach is not only the safest road to
success, but the only sure one to lasting success. This may
seem like cowardice, but is it cowardice for one to choose the
best weapons for victory in any cause? This we know: Any
law or regulation will be nullified whenever enough persons
judge it to be unwise and improper, and not until then. Not
every person needs to become convinced that it is unwise.
Not even 51 per cent of them need to become convinced. All
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that is necessary is for a few thought leaders in all walks of
life to become convinced because they are the ones to whom
many others turn for guidance and advice. It is this under-
standing among the thought leaders that we now lack and
that we must have for success in regaining freedom to trade.

Each of us can, to this end, dedicate himself to the task of
convincing several thought leaders among his friends of the
reasons why this freedom is morally just and why the free
market is the most efficient source of economic livelihood,
liberty, and happiness. If this view of the justice and purpose
of free exchange is right and if each of us becomes suffi-
ciently well informed as to why it is right, we should then be
able to convince others. And they, in turn, would become
able to convince still others in an ever-widening circle. The
question is: Do we have the intelligence to master the under-
standing required of teachers, as well as the patience neces-
sary to allow an educational epidemic to develop? If we do
have enough intelligence and patience, the free market—a
vital bastion defending our right to life—can in that way be
gained.

NOTES
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Fighting Fires Privately

A spectacular fire broke out in the city of New York on
Valentine’s Day [1958], and six fire fighters were killed. Two
were members of the City Fire Department, and the other
tour were members of the Fire Patrol.

Who are these Fire Patrolmen? They are men privately
employed to fight water damage to property while the City
Firemen are fighting fire with water. A group of nearly 200
fire insurance companies hire 180 patrolmen under an or-
ganization called the New York Board of Fire Underwriters.
Responding to fire calls from four points of departure and
using their own trucks and equipment, patrolmen answer all
fire alarms—which number about 20,000 yearly in New York.
About $25,000,000 in water damage is said to be prevented
each year by their efforts—about $140,000 per patrolman.

Despite the hazards of such work, the Fire Patrol’s honor
roll shows only thirty-two dead during the last hundred
years. So four deaths in this one fire is a tragedy of note in
their annals.

As frequently happens, the private Fire Patrol on Valen-
tine’s Day arrived at the scene of the fire before the City
Firemen did. In fact, twelve minutes after the first fire alarm
sounded there was a cave-in which killed the four patrolmen.

But the main point of this story has to do with the processes of
self-interest, self-reliance, and private enterprise. The advocates
of more and more governmental services frequently cite fire
fighting as a sure-fire justification for more and more gov-
ernmental operations. They deny that private processes could
possibly do such work.

“What about fire protection?” they ask. “You wouldn’t dare
risk that social hazard to the whims and selfish convenience
of private citizens, would you? For once a fire broke out, it

Reprinted, with permission, from The Freeman, August, 1958. Copyright ©
1958 The Foundation for Economic Education, Inc.
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would spread from house to house because private citizens

would not concern themselves about it until their own house

became endangered. So whenever any O’Leary cow kicked
over a lantern, entire communities would burn.”

The work of the New York Fire Patrol shows how a volun-
tary system of dealing with fires can operate under private
endeavor. 2
1. Persons who want to insure against fire losses rather than

to carry their own risks take out policies in insurance
companies and pool their risks with others.

2. Insurance companies, banding together under a mutual
interest, hire fire patrolmen to serve them all, thereby re-
ducing the cost of damage claims they would otherwise all
have to pay.

It is self-interest that motivates persons to join voluntarily
in the mutual insurance plan. It is self-interest that induces
the insurance companies to join voluntarily in a fire patrol
system. No outsiders are compelled to carry any of the costs
involved. In fact, as we shall see, outsiders also benefit.

It would be foolishly expensive for each person to maintain
his own fire patrol. It would even be foolishly expensive for
each insurance company to do so, having to wait at the time
of each fire to see which company’s policy covers the building
that is burning—whose patrol shall go forth to do the job.
The owner probably doesn’t remember which company it is,
and his insurance policy is probably at the bank or perhaps
even in the burning building. The building could burn to the
ground during any such delays, leaving nothing for the pa-
trolmen to do when they get there.

So the patrolmen answer every fire alarm promptly with-
out waiting to see which company carries the insurance, if
any. Such delay would negate their function. Uninsured per-
sons thus get protection, too, and commonly reward the servers
after the service has been rendered—insurance of a sort, with
payment after the fact, on a basis somewhat different, to be sure,
from when a person pays regular insurance premiums in ad-
vance.
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That is how private, voluntary enterprise takes care of part
of this classic problem of fire protection service even in New
York where a city fire department is operating under a tax
system to pay its costs. Self-interest causes private enterprise
to find ways of doing things more promptly and effectively
than where the force of monopoly is used to compel partici-
pation. Why shouldn’t interested persons, motivated by self-
interest, be more inventive and more sincerely devoted to the
search for better ways of doing the job than are disinterested
persons whose search is motivated primarily by political in-
terests? People left to their own devices will not allow fire
damage to persist without trying their best to devise ways of
preventing it.

The miracle of the voluntary way of pursuing self-interest
in no sense denies mutual assistance nor does it even pre-
clude personal sacrifice. It may be argued that people are too
ignorant and shortsighted to serve their own interests
through voluntary mutual assistance; that this must be ac-
complished by the political route. Yet the same persons are
presumed to have sufficient wisdom to select from among
their nummber a ruler who will use political compulsion un-
selfishly and wisely.

The voluntary way of doing things cannot, of course, per-
form the miracle of making people wiser than they are. But
the alternative—the involuntary way of monopoly force—
prohibits us from attaining the full use of the limited wisdom
with which we are endowed.

One thing the voluntary method accomplishes, having al-
most the appearance of a miracle, is to induce competitors to
cooperate in phases of their operations where it is mutually
advantageous to do so. The fire patrol system is an excellent
example of this wholesale aspect of the voluntary way of ren-
dering services. Competition does not blind wise competitors to
the opportunity of mutual advantage in cooperation, wherever it
is deemed to exist. Competition means freeing competitors from
the disadvantage of forced cooperation—a highly important
right of escape in a progressive society of free persons.
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As an expression of respect and mourning for those four
patrolmen who were killed rendering fire protection in New
York on Valentine’s Day, let us ponder this lesson which
might otherwise have gone unnoticed and unlearned.
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An Introduction to Value Theory

With interest in the “Austrian School” of economics in-
creasing, it may be helpful to indicate some of the aspects of
the value-concept which is so central to the theories of this
group. The term “School” as used here refers, not to any in-
stitution or corporate set of buildings, but to a body of
economic theory developed largely in Austria during the
1870’s and 1880’s. This term can be misleading, however, be-
cause similar concepts of value had been developed earlier
and other individuals were coming to similar views at the
same time as the Austrians. Preceding the “Austrian” concept
of marginal utility analysis—the basis for saying that price de-
termines cost rather than vice versa or that they are mutually
determined—much the same idea had been formulated in
the 1600’s and 1700’s in an elementary form by some French
and Italian economists. Subsequently, leading English
economists wandered off on bypaths of theory until the “Aus-
trian School” brought it back again.

To understand why the English economists wandered from
the path which the French and Italian economists had
charted earlier, it may be well to outline, very briefly, some
high spots of value theory in the history of economics. But
first, the extreme importance of value theory in the science
of economics should be stressed. Economics deals with those
aspects of living which are capable of commanding a price in
the market of exchange. This situation arises from the fact

~ that the things we desire are not available in ample enough
supply to avail us of them without sacrifice of some sort. A
thing must be both desired and scarce to be a player on the
field of economic affairs; lacking either of these conditions, it
must retire to the bleachers. When anything—whether of a
material nature or not—is both desired and scarce, it then
has value for any person who concerns himself with it from

Reprinted from An Introduction to Vatue Theory (Menlo Park, California: Insti-
tute for Humane Studies, Inc., 1974). Copyright © 1974 Institute for Humane
Studies, Inc.
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this dual perspective. Value, then, is at the very base of every
economic consideration. To avoid value theory is to avoid the
essence of economic science.

When early formulators of economic theory grappled with
the value concept, many if not most of them began with the
assumption that a thing has value in some intrinsic manner.
They thought of value as a quality similar, for example, to
the pigment of a red pencil—a quality embodied in the pencil
itself so that, if you threw it out the window, the pigment was
still embedded in it; if you lost it forever in the forest, the
pigment was still there intrinsically.

Having begun with this assumption of intrinsic value, it was
perfectly natural and logical to assume that the next step was
to discover or invent some means of measuring the value in
an objective sense, i.e., in some manner whereby any two or
more persons could agree on the amount of value a specific
item contained intrinsically. In trying to design such a scien-
tific measurement, they were simply following the lead of the
older physical sciences. For instance, once the concept of dis-
tance was perceived, a measuring stick with regular grada-
tions was developed whereby any two persons could agree
reasonably well on the distance from here to there. Likewise,
when the concept of mass was perceived, balance of scales
came into being, whereby any number of persons could agree
on the weight of a dipper of spices. In like manner, then,
these early economic theorists turned naturally and at once to
trying to identify precisely what value is, so that the means of
measuring value objectively and in precise quantative terms
could be developed.

It is not at all surprising that these early economists hit
upon the idea that it is the labor required to produce a thing
that gives it value. Everything of value, it seemed to them,
had to be “produced” in the economic sense, requiring a cer-
tain number of hours of work or thought to bring it into the
desired form and location. Otherwise, it seemed, the thing
would become so plentiful that nobody would be short of it
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for his needs, and it would become a noneconomic item of
our environment. Thus, there arose in those early days of
economic theory the “labor theory of value,” which gained
widespread acceptance; in fact, its tracks are still deep and
pervasive, but mostly in forms without this label.

Many attempts to fix value objectively, especially in earlier
times, assumed it to rest on the hours of work measured by
the clock. The error in this calculation soon became apparent
to any discerning person because productive ability varies so
widely from person to person and even from hour to hour
for the same person.

To correct the apparent error of using the time clock, at-
tempts were made to measure value on the basis of the cost
of the labor input—hours of work times the rate of pay. This
procedure, it seemed, corrected for differences in productiv-
ity because individuals are paid different rates per hour. But,
again, the thoughtful person realized that rates of pay, at
best, reflect the differences in what it is expected laborers will
produce rather than what they actually do produce. Further-
more, in most instances a worker is paid at a constant rate over a
period of time during which his production varies widely from
hour to hour.

Still another feature in the development of economic
thought should be mentioned, namely, the so-called con-
tributory factors of production. Among the factors which
have been included by influential theorists are (1) labor only,
(2) land and labor, (3) land, labor, and capital, (4) land, labor,
capital, and management, and so on. Differences of opinion
in this respect centered largely on whether or not a given fac-
tor was assumed to be separate or imbedded in another fac-
tor. For instance, one leading proponent of the labor only
theory recognized that capital tools are involved in the pro-
ductive process, economically as well as physically. But he
held that capital is really labor expended to produce the tools
in the first place and that, if one views production in its es-
sence rather than its visual form, he will see it all as labor
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which gives rise to value and thus determines value. A similar
view was taken about management, as being only a name
given to labor in one of its many forms.

Land involves a special case in analysis, quite apart from
tools and management, in this question of other factors being
reducible to labor. Some theorists have said that what we call
land (including not only soil as the farmer thinks of it, or as
the urban dweller thinks of it when he builds his house on a
city lot, but also all physical materials like coal, minerals, and
even the gasses of the earth’s atmosphere) is in part segments
of the universe in its natural form, untouched by human
hands and labor, and in part natural materials reformed by
human effort. So these persons reasoned that an operating
farm, for example, is in part the soil and its fertility and in
part something comparable to tools; they often preferred to
call only the former aspect “land” and the latter, “improve-
ments.”

It can be seen that all these ideas about the meaning of
value were the results of the struggle to find an objective
cause and thus an objective measure of value. Whichever of
the many solutions a person might choose, he was in effect
looking for a “just price” for any item to be sold in the mar-
ket place by anyone. To whatever extent the price asked or
obtained in the market place deviated from such an objective
measure of justice, the item was being unjustly priced—either
over-priced or under-priced. And the person pricing it un-
justly should, by this test of justice, be brought to task for this
economic crime. Ideally, he should also be made to recom-
pense the buyer he has wronged, just as in a case of outright
theft; as a minimum, he should go forth and sin no more.

The writings of most of the early economic theorists were
beclouded on these points of value concept, and numerous
contradictions appeared. Though one of them might, for in-
stance, advance a theory of value based on labor time or
labor cost, at certain points in his writings there would ap-
pear clear evidence that he felt uncertain about his underly-
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ing premise. This feeling may have been more unconscious
than conscious, as reality peeked through in unsuspected
places.

In short, the work of the Austrian School on value cannot
fairly be said to have been completely original. As noted,
elements of it appear as early as the 1600’s. The distinctive
contribution of the Austrian School is that for the first time
in the development of economic theory there appeared, in
spite of all the inevitable differences among the ideas of indi-
viduals in that group, a complete and consistent theory of
value which made all the predecessors appear to be wrong
not only in detail but in a fundamental sense as well.

The Austrian Value Concept

The first step in understanding the Austrian concept is to
realize that value is entirely subjective, rather than something
objective. Value, therefore, is something that each individual
person weighs on a purely private, not a public, set of scales.
To try to find something akin to a yardstick for distance or a
balance for weight, by which to measure value so that two or
more persons can see and agree on a “just price,” is futile.
There is no such thing according to the Austrian concept of
value. To try to find value that way is like trying to find the
trail for an animal, and hence find the animal, when there is
no such animal.

Hence, any two persons will not and need not agree on the
value of the same item at the same instant of time. If they
should agree, it is a coincidence of no significance whatever
so far as discovering value objectively is concerned. For any
item at any given instant of time, each person sets his own
value in a way that is a mystery to others. He takes into ac-
count a vast range of considerations, many of which are
peculiar to him alone and which may be so deeply subjective
that he cannot even describe them to another person.

According to the Austrian premise, then, value is not in-
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trinsic in the sense of being susceptible to objective mea-
surement by any means whatever. Certain qualities of things
are, to be sure, intrinsic and measurable, and affect value for
this or that person. But they affect value in different ways
for different persons and are at best only a part of the ori-
gins of value. To illustrate, age in cheese or in eggs adds
value for some persons in the world and detracts from their
value for others.

The error of the early search for a universal and objective
measure of value should be apparent to anyone by merely
visiting a grocery store and watching business for a few min-
utes. Did you ever see a housewife inquire about the hours of
labor or the labor costs in the production of the loaf of
bread before deciding whether or not she would part with
29¢ in exchange for it? Or, in like manner, the storekeeper
when he buys it from the baker or sells it to the housewife?
These factors are not totally unrelated to the price, but in a
precise sense they have nothing more to do with the decision
to buy or not buy than have many other untold influences.
And as a specific consideration in the mind of the housewife
or the grocer, probably nothing could be further from their
thoughts at the moment of the exchange than facts about
total labor input. This could be tested easily by asking any
housewife or any grocer at the time of sale whether they had
adequately weighed its value on some scale of labor input.
Would they even know what you were talking about, no mat-
ter how simply and clearly you explained it? No! How, then,
could any such thing determine the value of a loaf of bread?

Value as Relative Matter

In addition to being subjective for each person rather than
being an objective thing to be weighed on some universal
scale or observable calibrations, value is a relative concept
within the appraisals of each individual. In other words, the
loaf of bread does not have an independent value separate
from all other things for Mrs. Jones. The value of the loaf of
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bread is the relationship of the bread to something else Mrs.
Jones wants. In a money economy, she will usually think of
the relative value of bread in terms of money—the particular
form of value which we call “price.” She will decide whether
the bread has a superior or inferior value to the 29¢: if
superior, she may buy the bread if it seems to her the best
use for the 29¢; if inferior, she will keep the 29¢ or buy
something else.

Value is a quantitative thing because it is the ratio of the
two quantities. Though it is quantitative in this ratio sense,
however, we essentially never have to reduce it to any defi-
nite quantity. In conducting the economic affairs of life, we
need not go beyond the direction of balance in its ratio as-
pect; we have no need to know precisely the two quantities
that are being compared with one another. If Mrs. Jones
considers the loaf of bread to be preferable to the 29¢ and to
be preferable by an excess over any other use of the 29¢, she
will buy it and need not determine by precisely how much it
is preferred. The condition of “greater” is all that she need
know and all she considers. To try to carry the decision
beyond that point of precision is unnecessary for Mrs. Jones
and for everyone else, then and forever.

It may seem to be an amazingly complex problem to buy
even a loaf of bread when we consider all the alternative uses
of the 29¢—the almost endless array of values that are avail-
able to Mrs. Jones. Yet even the most ignorant and careless
persons solve such problems easily all the time. They know
that someone else cannot appraise things correctly for them.
Unfortunately, many economists do not have this knowledge
of value theory which even the most ignorant housewife pos-
sesses. The child understands it, as evidenced by his great
preference for spending his pennies himself rather than hav-
ing his parents keep making “mistakes” involving his judg-
ments.

The value of the loaf of bread to Mrs. Jones is not deter-
mined precisely—or at all, really—by any one factor in its
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production or by any combination of factors. Due to the fact
that Mrs. Jones and Mrs. Smith attach different values to the
same thing, and also that they both attach different values
from one time to another, it is easy to see that value has no
predetermined and fixed quantities in terms of either hours
or costs of labor. For, if predetermined and fixed quantities
of ingredients determined its value, they would have to be
the same for a person every time and the same for one per-
son as another.

Furthermore, the loaf of bread has the same value to Mrs.
Jones at that instant of time even if, miraculously, it had
dropped from heaven in precisely the form in which it exists
on the grocer’s shelf. In this case, there would have been no
labor input in any form or degree. It would, in fact, be like
“land” in a concept of certain factor-in-production theories.
But the market process would come out the same as before,
in terms of her price values. This result means, then, that
value i1s not only subjectively based, but also is derived from
something outside of the economic “input factors.”

Profits in Every Exchange

Every voluntary exchange, like the purchase of a loaf of
bread, yields a gain to both sides of the exchange. Mrs. Jones
valued the bread more than the 29¢, which is the reason she
traded. The grocer valued the 29¢ more than the loaf of
bread, and that is the reason he traded. In economic terms,
an exchange yields a profit to both exchangers. In other
words, every voluntary exchange yields double profits of
amounts that cannot be determined in any quantitative sense
and in amounts that could not be added together meaning-
fully, even if they could be precisely determined.

The fact that these profits are not subject to precise mea-
surement does not mean that they do not exist, nor does it
mean that the fact is meaningless to us. It tells us only that
we cannot and need not know any more about it than this,
for a smoothly and efficiently functioning economy. The
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other side of that coin—that value, being the person’s subjec-
tive appraisal, cannot be objectively determined—is that it is
not the proper concern of any other person. The two per-
sons in the exchange make the decisions which they alone
can and should make. Others concern themselves only with
what is properly their own business.

The above disconcern of others should not be confused
with the admitted usefulness of information about prices at
which goods exchange. It is a due concern of others what the
terms of exchange are among transactions by other persons.
This is helpful knowledge about “the market.” If bread is sell-
ing in Zabrisky’s grocery for 29¢, housewives want to know
this in order to determine the best place to buy bread. This
information, in fact, is what sellers pay money to make
known—advertised prices. But this sort of information never
tells us anything precisely about value. To say that Zabrisky is
offering bread today for 29¢ does not identify the value of
bread for either Zabrisky or Mrs. Jones; it tells us only the
terms of offered exchange, at which price Zabrisky’s value
for bread is somewhere below the 29¢ figure at which he is
glad to part with the loaf. The price measures the value for
no particular person. It expresses only the terms of exchange
for whatever sells at that price; no more.

All that has been said above applies in like manner to the
selling of one’s time to an employer (wage rates), or to the
lending of money (interest), or to any other transaction involving
goods or services. Traders on both sides make a profit in every
voluntary exchange, due to the spread between their values and
the terms of that exchange.

By the same reasoning, every compulsory or involuntary ex-
change, where one person confiscates the goods or services of
another or dictates the terms of the exchange under force or the
threat of force, entails an economic loss for the unwilling par-
ticipant. Economically as well as morally, all such transactions
are the same as outright theft.

It follows that a wholly voluntary economy results in the
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greatest general welfare to all the persons of that society. In
such an economy, every person profits to the maximum, no
matter where he plays in the field of economic activity—as
employer or employee, buyer or seller, lender or borrower,
etc. It likewise follows that in an authoritarian society losses
will be the universal experience of everyone except the dic-
tator himself.

The Market Price

Since values are subjective, independent, and highly vari-
able as well as changeable, it may seem perplexing that there
is any prevailing “market price” for goods or services, around
which all exchanges tend to hover in close proximity. How
can this be? How can the market find one answer to all of
these unknown quantities?

The answer lies in the simple fact that each person at-
tempts to maximize his profit in each exchange. Each buyer
tries to buy as cheaply as possible; each seller tries to sell as
dearly as possible. Each would push his gain to unlimited
proportions, were it not for the fact that the other party
whose willing cooperation he must have for an exchange to
take place has alternative opportunities. Others are buying
and selling, too. The buyer can always forgo a purchase, ac-
cepting substitute satisfactions available for his dollars. Sellers
can always keep their offerings for later sale or quit produc-
ing them for future supplies.

Taking into account all the complexities of the process of
market determinations and decisions, everything available for
sale finds a buyer in the end at ¢ market price. Neither a
shortage nor a surplus is economically possible in a free mar-
ket. There may be physical quantities remaining unsold be-
cause the seller would rather keep it himself than to sell it at
a price lower than he is asking; he “bids it in himself,” as we
say about one who does this at an auction sale. And there are
those who desire products but who do not get them because
they are not willing to pay the price sellers reserve as the
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minimum they will accept—below which they “buy it back”
themselves.

Since all buyers will buy as cheaply as they can and all sell-
ers will sell as high as they can, open knowledge in the mar-
ket drives all trades toward a uniform price in a manner simi-
lar to the way a body of water tends to settle to a common
level over its entire surface, no matter how large. Winds and
waves and all sorts of other forces—comparable to controls
introduced into the free market—may come and go, but the
leveling force persists just the same.

According to the theory of the Austrian School, the mean-
ing of a “just price” is that price which emerges from the
freely made decisions of all the participants, rather than from
an outside person sitting in arbitrary authority. Subjective
values of all those who are dealing with their own property in
time, goods, and services determine the just price. The justice
of the prices so determined is to be found in the process, not
in the magnitude of the price. One person may sell a bushel
of wheat to a willing buyer at $2 a bushel, or he may give it
to the Salvation Army, or he may feed it to the pigeons; each
of these “prices” would be just as long as he makes the deci-
sion in disposing of his own wheat.

We are indebted to Vilfredo Pareto for a vivid illustration
of the marvelous way the free market resolves the complexity
of varied values and widely differing opinions of persons in
the market place. He calculated that for a small, simple soci-
ety of only 100 persons trading only 700 goods and services,
it would require the solution of 70,699 simultaneous equa-
tions in order to equate supply and demand in the manner
the free market does so easily. If one recalls how difficult is
the task of solving only two or three simultaneous equations
in algebra class, he will appreciate the task of solving 70,699!
Not only that, but the equations keep changing all the time
for any number of reasons, including the “whims” of every
trader. Yet this complex equation is easily solved by free ex-
change among persons who may be unable to count and who
may not even read in some instances.
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The Authoritarian Substitute

Because value determinations are subjective by nature,
economic decisions cannot be delegated by one person to
another; they can only be abdicated to the other person. In
its extreme form this means acceptance of a complete dic-
tatorship, with its lesser degrees and forms amounting to the
same thing. But none of these alters the nature of value; it
alters only whose value is being realized.

The dictator makes value decisions in the same way as any
other person—on a purely subjective basis. The difference
lies only in the scope of his power to exercise it. The head of
a family may do the same thing for its members, and the
head of any organization may do the same thing for its
members. In all such instances, the decision—the control, the
essence of ownership—is his and not that of the members.

The hopeful vision of a “benevolent dictator” should be
indulged with caution. If he were to try to make his value
decisions by taking into account the presumed wishes of his
subjects, he really could not do so. The welfare of others is
likely to be best assured when their benefactor has no power
whatever over them—when he leaves them to make their de-
cisions in their own right and acts in their interests only with
his own means as a friend. When a person acts toward others
dictatorially rather than with goodwill and friendship, he is
likely to ignore their value preferences and be “benevolent”
only in the sense of forcing upon them what he thinks they
should want, but what in fact they do not.

So value theory in its subjective sense, as well as the process-
es of marginal utility and all the rest, operate at the level of
dictators or heads of corporations and families, as though
each were an independent individual acting for himself
alone.

Though some contend that economics is completely and
permanently separate from the concerns of political and
philosophical matters, most adherents to the Austrian School
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of economic thought have been classical liberals. There have
been some variations in detail, of course, and the classical lib-
eral position has also been upheld by persons with other
economic views. Historically, however, there seems to be a
close relationship between the two.

The reason for this is probably due to the fact that when
one accepts the views of the Austrian School on subjective
value and all that this entails, he sees a deeper meaning in
individual rights and in private property. He sees that one
person cannot accept the responsibility for making another
person’s decisions; he can only make decisions in his own
right, under the abandonment by the other person of his
rights. This alternative, as he can then see, ultimately leads to
complete centralization of power in the hands of one person
as dictator.

While it would be unfair to charge the earlier economists
with being disloyal to the tenets of human liberty, it is true
that they left important problems unsolvable because of their
deficient value theory. Many later economists who are sin-
cerely in favor of the maximum of human liberty are in like
manner still searching in vain for a formula for some collec-
tive determination of what, by its nature, is strictly an indi-
vidual matter—even with the works of the Austrian School at
hand to help them.

The key question in so many of the problems which
perplex us and which seem so complex and difficult is: Who
owns it? He who owns it has thereby the right to determine its
use and the terms of its disposition; he alone, under the Austrian
School of value theory, can answer that question, and to answer
it is his exclusive right.
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Agriculture

Improving the World’s DietIs a
Tremendous Problem

Idealism and realism are again in conflict. This time it is over
the world food problem. Idealism aspires to setting the world’s
dinner table with a luxurious fare, containing a large proportion
of foods that are both highly nutritious and delicious to our
taste—meats, dairy products, eggs, fruits, and many vegetables.
Realism, on the other hand, asks whether we have enough or can
produce enough to fill this order for the world’s two billion
people.

Idealism, in moderation, is a fine thing because it serves as a
guide and an incentive for betterment. But once we forget its
nature and transform it into immediate expectations, only bitter
and harmful disillusionment can result. One high governmental
official in one of our large cities said recently, in effect, that
enough meat and milk was available in the world so that
everyone could have an ample supply, if only it was properly
distributed. Statements as much in error as this one can do no
conceivable good, and serve only to indicate the ignorance
among many urban residents about the problems of food pro-
duction and the natural factors that limit food production.
When a person has lived all his life in one of our large cities,
where he can go a few steps to the corner grocery store and buy
in abundance practically anything he wants, he is bound to lose
touch with realism about how the world eats, and why they do
not eat better.

We in the United States eat far better than most of the rest of
the world. In fact, were we to sit down to dinner with every
family in the world, we would probably find only about one

Reprinted from Certified Milk (Scranton, Pennsylvania: American Association
of Medical Milk Commissions, Inc. and The Certified Milk Producers’ Associa-
tion of America, Inc., February, 1945). Copyright © 1944 Certified Milk.
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person out of every 100 eating as well, economically, as the
average person in the United States. And this average for the
United States includes all the “poverty-stricken,” “ill-fed,” and
“underprivileged,” on whom we have bestowed much sympathy
and a little free food. We would find most of the people
elsewhere in the world living mainly on the starchy, low-cost
foods, such as cereals, potatoes, and manioc. Asia’s teeming
millions, for instance, have little more than an occasional whiff of
meat, or a tiny morsel for flavoring their rice. The diets of most
of the people living in Africa, eastern Europe, South America,
and the islands of the equatorial belt are also lacking in animal
protein foods.

The world’s diet is poor because of limited production of these
better foods. We eat whatis produced and, of course, no more. If
we are to raise the world’s consumption of these products, we
must recognize at the beginning that it is a production problem.

Prevention of waste of foods from animal sources would help a
little, but not much in the overall problem. Skim milk is often
mentioned as an outstanding illustration. Yet the “huge”
amount of skim milk fed in the United States to calves, chickens,
and pigs, and used for industrial purposes, would feed the
world’s population only a little more than one day a year. The
mental picture of the world’s wide expanses being thickly popu-
lated with buffalo, jackrabbits, wild turkeys, and wild hogs, all
available to be hunted, is a useful concept only for works of
fiction. Most of the uninhabited parts of the world are literally
deserts, where only an occasional hunter here and there can eke
out a meager existence from his catch.

Why not, it is suggested, improve the world’s diet by shifting
production from the less well liked and less nutritious starchy
foods to the desired foods of animal origin? If this were to be
done, it would result in widespread starvation—the extent de-
pending on how far the shift was carried. The world’s food-
producing animals, taken together, probably require eight or
more calories of feed to produce one calorie of human food in
the form of meat, milk, and eggs. Some animals, of course, are
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more efficient than others; the dairy cow ranks high provided we
do not throw away the skim milk. Livestock are fed partly on
grain that humans could eat, and partly on roughage that hu-
mans cannot utilize. But this roughage is to a large extent pro-
duced on land that could be used to produce crops useful for
direct human consumption. The meats and animal products are
expensive, relative to the starchy foods. They take so much land
and labor in their production that they are economically out of
reach for most of the world’s people. This is not to deny that they
are delectable and good for us, but only a few people, in the
United States and elsewhere, can afford much of them because
of the cost and effort required in their production.

To bring the entire world up to the level of the average diet in
North America, we would need to increase by nearly three times
the world’s production of foods from animal sources. To divide
up what we are now able to produce, on an equal basis through-
out the world, would deprive the most poverty-stricken few per
cent in the United States of nearly half of their accustomed
consumption of these types of foods.

Milk serves as an excellent illustration of the problem of rais-
ing the world’s diet to desired levels. There has been some talk of
a quart of milk daily for everyone in the world because it is his
rightful heritage—a goal to be looked forward to and demanded
of a bounteous nature. This objective does not sound particu-
larly fantastic for this country, but how does it appear on a world
basis?

Milk from a variety of animals—cows, buffalo, goats, sheep,
camels, etc.—is produced all over the world. Part of it is used to
produce butter, ghee, etc., and the skim milk fed to livestock.
Even though all the milk produced was consumed by humans as
whole milk, we would have to increase the world milk production
about three times to attain the amount needed for a quart per
person daily.

Where would we get the feed for that additional milk produc-
tion? It would require the equivalent of enough grain to feed the
entire world on a grain diet—a world already living on a diet little
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above the starvation level. The dairy cow is high among animals
in efficiency, yet it requires 23 times as long to produce a pound
of food (Dry basis, United States average) in the form of milk as
in the form of soybeans; comparable figures for wheat and corn
are 15 and 11. As desirable as is the quart of milk a day, we are
not likely to let hundreds of millions of people starve in order
that the remainder may attain that desirable objective.

There is still the alternative of meeting the goal by increasing
total world agricultural production. This involves either (1) in-
creased production from present acreage, or (2) expanded acre-
age. There are too many angles of these problems for full discus-
sion here but, very briefly, prospects are not too promising. A
careful study of known evidence on climate, soil, and topog-
raphy around the world reveals no large areas adapted to ag-
ricultural production that are not now being used. More than
nine-tenths of the earth’s land surface is barren waste, or other-
wise of no use for farming. The world’s intellectuals, living in the
few garden spots of the world like western Europe and parts of
the United States, instinctively overestimate the food-producing
capacity of the world. We are already fighting nature along the
frontiers of adverse conditions over most of the world. A few dry
years in the United States, Australia, and other countries dis-
courage the “Okies” who become migrants from borderline
areas where they have been trying to farm. To be sure, a little
additional land here and there will be brought into production,
and progress will be made in improving seeds and production
techniques. But these have been and probably will continue so
slow as to give little promise in the race with an increasing world
population. In other words, the world food problem is a produc-
tion problem to begin with, but a population problem in addi-
tion. Otherwise, it will be impossible to translate more food
production into better diets rather than into more people exist-
ing near the starvation level.

There is no denying the appeal of the world task plotted by the
idealists, but we must not lose sight of the facts. Attainment will
be painfully slow.
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The Food Situation

I Introductory

The production and distribution of food is the world’s largest
industry, and also the world’s largest economic headache. Its
importance as an industry is suggested by the fact that even in
the United States—the wealthiest nation on earth—about one-
fourth of all economic effort is devoted to this basic want,
whereas the poorer half of the world devotes a major part of its
time to a futile struggle fo an adequate diet, by standards of
adequacy accepted by nutritionists. That the food industry has
no equal as an economic headache is evidenced by all the pro-
posals and programs around the world to deal with its economic
ills, both real and imagined.

Those who are charged with the responsibility of establishing
national policies and programs have an especially difficult task
under present conditions. Their first task is to separate the real
from the imagined difficulties. The second need is for a correct
diagnosis of the causes which is based on sound and unbiased
evidence, divorced as far as possible from emotionalism, special
interest, and prejudice. Lastly is the need for sound judgment as
to what are the proper functions of government in administer-
ing to these economic ills, and for which of them the cure lies in
the direct action of people either as individuals or as voluntary
members of groups for cooperative self-help.

In diagnosing the illnesses and their causes within our food
industries, Congressmen and other leaders are constantly being
bombarded from all sides with contradiction, confusion, and
conflict. The “evidence” is frequently conflicting, and frequently
there is woeful lack of basic facts properly interpreted. Programs
and policies of our government, now in effect or proposed,
contradict one another and cancel each other’s efforts; it is like a
team of horses that has been separated and hitched to opposite

Reprinted from “The Food Situation,” in National Economic Problems, No. 421
(Washington, D.C.: American Enterprise Institute for Public Policy Research,
1946). Copyright © 1946 American Enterprise Institute for Public Policy
Research.
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ends of the wagon, where they toil to no avail and serve only to
create a stir and to employ the horses while the wagon remains
unmoved. Before reviewing some of the facts about the food
situation in the United States, a few of the major “food” issues
facing this country will be noted briefly, together with some of
the existing contradictions of policy.

In a world of widespread starvation and near-starvation, or-
ganizations and agreements have been developed to deal with
the opposite condition—food surpluses. Even in the United
States, fear of surplus and fear of shortage exist side by side.’
The fear of shortage is supported by evidence of heavy demand
for food at home as a result of wartime prosperity, heavy with-
drawals for military uses and foreign relief feeding, reduced
imports and low stockpiles. In recognition of the threat of a
shortage, the Secretary of Agriculture has called for an increase
in crop acreage in 1946 to meet “almost unlimited need for
food.” We are reminded, also, that for about two decades prior
to World War II this country consumed more food than it
produced (on a value basis), and that for the previous half
century the net surplus for export averaged less than 3 per cent
of our production. In fact, on a net basis this nation has never fed
a very large part of the outside world.

In support of the fear of a threatening surplus, we are re-
minded that the period between the two World Wars was one of
“almost continuous agricultural surplus,” and that the rum-
blings of its return are becoming audible in the distance. Many
believe that our capacity to produce food has soared to phe-
nomenal heights during the past decade so that we are
threatened with a veritable avalanche of food, bringing renewed
agricultural distress in its wake. It is noted by the prophets of
surplus that total production of food crops in this country in
recent years has reached a point about one-fourth higher than
the average for 1935-39. And so, viewed from all the evidence, is
our danger one of surplus or of shortage—or of neither?

The nation faces another important problem. How much food
shall we send abroad for relief, and what types of food should it
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be? This problem is linked to the previous one. What we do
about relief feeding will depend in part on the pressure of
surplus or shortage of food within our own borders. But it
depends also, in part, on the pulling power of the need for this
food in other countries. There are ways of “tightening our belt,”
if the need is impelling enough. As to the desire for this food in
other countries, there is not the slightest doubt. The quantity of
food actually needed is less than that desired, but it is nonethe-
less considerable. We cannot avoid the issue of what our national
policy is to be about contributions of relief food, and forces are
pulling in opposite directions.

What about our price policies for food products? Those in
existence are in serious conflict, or give evidence of great uncer-
tainty. We have both price floors to support prices and price
ceilings to keep them down, simultaneously. Whereas we have
ceilings and price control to keep prices down, we pay subsidies
in recognition of the error of this concept and in recognition of
the need for a supplement to the market price. Whereas price
ceilings discourage production, one effect of subsidies is to en-
courage consumption by adding to the buying power of con-
sumers; yet we cannot consume what is not produced—in fact,
production must exceed consumption by the amount of what-
ever food we send abroad. Production is encouraged by official
request and by various enticements, but is discouraged by
policies having the effect of raising farm wages and other costsin
the face of attempted enforcement of price ceilings on these
products. It all makes a confused picture.

There are other important problems too. Should we promote
projects to reclaim more land for agricultural production in the
years ahead so as to boost production, or should the abandon-
ment of land be encouraged in part to curb production? Should
we encourage the search for methods to encourage production,
or discourage it for fear of surpluses? Or is the main problem
distribution, which should receive our major attention? Should
low income diets be subsidized as a joint project to improve
health and dispose of food surpluses, or is our problem more
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likely to be one of how best to ration a shortage? Should we
subsidize exports as a means of disposing of burdensome
surpluses in this country, or should we remove all import restric-
tions and perhaps even subsidize imports as the only possible
means of attaining the high dietary standards being proposed by
some as a “national policy?” Should we support prices within the
country above the world level for products which we can pro-
duce cheaply enough and in volume enough for export, thus
having to reduce production to our own needs or otherwise have
to wrestle continuously with the resulting unsalable “surplus”?
Cutting across all these problems, and others that might be
listed, is the ever present question of the proper function of
government as related to food production and distribution. One
important function of government, about which there is little
disagreement, is the collection and publication of accurate fac-
tual information about food supplies, trade, prices, etc., that
should properly be made available to all the public. Long ago we
came to accept with confidence the factual material about ag-
riculture and commerce that emanated from governmental
sources in this country. The Division of Crop and Livestock
Estimates, for instance, acquired long ago an enviable reputation
for integrity; if their answer was not always exactly correct, at
least the error did not arise from the injection of purposeful bias
or “colored interpretation” on the part of the Division itself. The
integrity of such work should be protected with the greatest of
care. The threat to accuracy of such work increases greatly when
a government becomes more and more engaged in the direct
supervision of the economic affairs of citizens, in the manner
that has increasingly characterized this country for the past two
decades. Any government that promotes or accepts political
ownership of any program is likely to lose its capacity for cold
blooded objective appraisal of its results, much as a fond parent
is reluctant to face untasteful facts about his own children.
The sending of relief food abroad seems clearly to be a gov-
ernmental function, but even therein lies the question of how
much of the task should be left to charitable organizations. For
most of these other questions, the place of government in con-
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trast to individual responsibility is even more clearly a debatable
question. At least one responsibility of government seems clear,
namely to avoid running frantically in all directions at once on a
given problem, for to do so is to burden further an already
overburdened governmental budget and to confuse the issues
even further.

The aim of this analysis is not to answer all these questions, but
to review briefly the domestic food situation as it relates to all of
them. It will deal primarily with (1) food supplies and prospects
for production, (2) possible changes in consumption, and (3)
causes and cures of surpluses and shortages. The first two parts
will deal with food production and consumption primarily in
terms of physical quantities whereas the one about surpluses and
shortages will discuss these problems in an economic sense involv-
ing the function of price and the market. Lastly, in view of the
current interest in the problem, will be given a brief appraisal of
the question of food for relief to other countries.

II Food Supplies and Prospects for Production

The production side of the food question will be discussed
first, because in one sense it may seem much more important
than the consumption side. This is because production sets the
limits of what can be consumed, and also because the origins of
variations from year to year in the quantity aspect of the food
situation arise mainly from the production side. The weather,
the bugs and the diseases all conspire, with varying success from
year to year, to defeat the efforts of farmers and the aims of
governmental planners. We must then cut and fit our consump-
tion to whatever shrinkages occur in production.

Confusion in the Meaning of
“Food” Supplies

Confusion may result from speaking of food production with-
out first making clear what is included as “food.” Possible con-
cepts may differ by as much as four times in the quantity rep-
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resented, both of which are reasonable for their own purposes.
What are some of these different concepts?

For our purposes we shall speak in terms of what 1s custom-
arily eaten in this country, although if we were willing to change
our eating habits the quantity of “food” available would be much
greater. In a year before the war, food and feed crop production
in the United States was enough for over a billion people, or half
the world’s population—provided it had all been edible for humans
(Chart 1). But more than half of this amount, including the hay,
pasture, silage, and other “roughage” livestock feeds, was totally
inedible even for people on the verge of starvation. We pro-
duced, however, enough edible crops to supply nearly half a
billion people with their yearly food, by one simple test.?

Different meanings arise from disagreement as to which
products are “human foods.” A person accustomed to a diet of
caviar, lobster, avocado salad, frozen green peas, and apple pie a
la mode is likely to think of soybeans and cornmeal as “so much
cow feed.” Yet a large part of the world’s population subsists
regularly and almost completely on foods of this type. Further-
more, certain animals or parts of animals considered by some to
be delicious are to others repulsive or “inedible.” Differences of
opinion exist, for instance, about the edibility of horse and camel
meat, snails, grasshoppers, worms, rodents, and some of the
internal organs of animals.

Only one-fifth of the edible plant food we produce is normally
eaten by humans. The remaining four-fifths serve mainly as
livestock feed, with a little used for industrial purposes. Most of
that used for livestock feed goes to animals producing meat,
milk, and eggs, though some goes to horses and mules as
“power” for farm work. Most of the livestock feed grains go to
pigs and poultry which use little roughage, to dairy cows as
supplements to roughage, and to beef animals and lambs for
“finish feeding.”

In the conversion of livestock feeds into meat, milk and eggs,
there is an average “wastage”® or loss of over 90 per cent in
feeding power, assuming that humans could subsist on all the
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FOOD AND FEED PRODUCTION, UNITED STATES

(Expressed in terms of human feeding power, as though all livestock feed was
edible; feeds converted to corn equivalent, and all converted to human  food at
1,022,000 calories per person yearly; exclusive of seed; mainly 1941 data.)
Sources of basic data: mainly reports and bulletins of the United States Department of
Agriculture, together with various commodity trade reports.
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livestock feeds. But we cannot digest roughage as do the cattle
and sheep. Even aside from the roughage, though, we “waste”
great quantities of food in the form of grain fed to livestock; a
population nearly three times that of the United States could
subsist on these grains, if need be.*

Why do we allow such wastage? It is because we like the meats
and livestock products better than foods like corn pone, and they
are considered to be more nutritious; we would like to make
them perhaps half our diet, if they were available and we could
afford that luxury. So in an economic sense it is not a wastage at
all. It merely represents our choice of a more palatable and
nutritious diet, as the object of use for a part of our prosperity.

After converting all livestock feeds (both the edible and the
inedible) into meats and livestock products, our vast crop and
livestock production barely feeds our own population, plus the
luxury of a little to throw into the garbage or as feed for the dogs.
In the most favorable years a little is left as a reserve or for
export. So by one concept we produce barely enough food for
our own needs, whereas by another there is enough for our own
people and nearly three times as much additional. According to
the latter concept we would be using for human food all the
edible crops, without converting any of them into meat, milk,
and eggs. By going a step further we could, if we wished, pro-
duce an even greater amount of human food by replacing hay,
tillable pasture, and forage crops with other crops that are di-
rectly edible by humans. But these procedures differ from our
practices. Eating as luxuriously as we do, this country produces
roughly enough food to feed itself in normal times, or perhaps
even short of enough.

Reasons for Recent
“High” Food Production

An exaggerated impression seems to prevail as to the high
levels of food production in this country recently. We are sup-
posed to be on a new high base of production that, if we are to
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avoid large surpluses, calls for greatly increased consumption.
How high has production been? What conditions explain this
“high” production? The answers are pertinent to any sound
estimate of future food prospects.

During the war years the per capita production of crops in the
United States varied around the 1909-29 average (Chart 2). It
was considerably above the levels of the drought years of the
thirties, and also above the 1935-39 average which has com-
monly been used as a base for measuring our wartime ac-
complishments. In terms of the record, the 1935-39 period
seems to be too low a base for reasonable comparisons with
“normal.” Its use gives the illusion of high production recently.
Study of crop production per capita for nearly half a century
shows that in recent years it has not been notably high. In fact,
with normal weather it would have been even less impressive.
One authority after careful study of crop yields and weather
came to the conclusion that, with normal weather, yields in
1933-36 would have been higher by 18 per cent; in 1935-39,
higher by 5 per cent; in 1942-45, lower by 10 per cent.

Some believe our recent “high” production to have been due
mainly to the federal agricultural programs of the last decade
and to vastly improved production techniques, rather than to
favorable weather. Time alone will reveal where the truth lies. It
can be noted with safety, however, that any program started in
the early thirties to improve yields was destined to enjoy notable
“success” as a result of the aid of the weather man. If the low
yields of the middle thirties were due to “acts of God” rather than
of man, so also were the high yields of recent years. These high
yields, whatever the cause, in no year raised production per
person to the levels common thirty years ago, even with the aid of
hybrid corn as an important yield booster.

So much for crops, but how about livestock products? Produc-
tion per capita since 1940 has been continuously above the long
time average, and far above the low levels of the years before the
war. The peak was reached in 1943, from which declines oc-
curred in 1944 and again in 1945.
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To explain fully these high levels of recent years, we must go
back ten years. The drought years of the middle thirties forced
drastic liquidation of livestock.> Rebuilding herds and flocks
takes time, and so with better weather and larger crops in the late
thirties the stock was not there to consume all the feed. Further-
more, the storage loan program and the pegging of grain prices
above levels of the world market contributed to large accumula-
tions of grain. At the outbreak of the war in Europe we had
excess carryover of perhaps half a normal wheat crop and one-
fifth of a normal corn crop. Then livestock numbers increased.
They caught up with normal feed supplies, and even went
beyond the point justified by the high yields of recent years. We
fed up our accumulations of grain in about two years and im-
ported, in addition, large quantities of feed grains from Canada.
These are the factors that made possible our high production of
meat and livestock products during the war. They cannot be
expected to continue. We cannot expect weather to continue
better than normal, our huge reserves of grain are gone, and we
are not likely to continue to import large quantities of feed grains
as we did during the war.®

Future Production Prospects

In the light of historical perspective, prospects are for consid-
erably lower food production per person in this country than
occurred during the war years. Crop production about 5 to 10
per cent below the average for 194°-45, and livestock produc-
tion about 15 to 20 per cent belcw, is not an unreasonable
expectation for the near future. Production varies widely from
year to year, due to unpredictable weather and other reasons,
which makes any specific guess for 1946 hazardous to the
prophet. For the last one-third of a century the per capita pro-
duction of crops has varied an average of 8.0 per cent from one
year to the next; meat and livestock products, 3.4 per cent. In
half the years crop production and livestock production varied
in opposite directions, so as partially to offset one another in
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terms of total agricultural production. So we cannot estimate,
with much confidence, production for next year, but the proba-
bility is strong that it will be lower than during the war years—
especially for meat and livestock products.

Factors like (1) service men returning to civilian life, (2) plenti-
ful farm machinery and farm supplies, and (3) new production
techniques will have their effects in boosting production in fu-
ture years, but we must be cautious not to bank on them too
much. The principal effects of increased efficiency in agriculture has
been to release workers for other occupations rather than to increase
agricultural production. And despite all improvements, the
hazards of the bugs, the diseases, and the weather still combine
to defeat the efforts of man. As we learn to control one hazard,
another is likely to arise and stump the scientist. Furthermore,
these favorable factors are of no avail when there is not sufficient
moisture to grow the crop well. And finally, this practice will
probably have fewer price incentives and less patriotic urge
leading farmers and their families to work such long hours, as
they did during the war. In the final analysis, production pros-
pects can probably best be judged on some simple basis such as
the inspection of historical data like that shown in Chart 2.

III Possible Changes in Food Consumption and Use

On the consumption side of the food problem, the most im-
portant consideration is the level of urban prosperity. In coun-
tries like China and India, near the starvation level and with high
birth rates, the initial effect of prosperity is to lengthen the
average life span and increase the population, resulting in more
mouths to be fed on a continuing poverty diet.

In the United States prosperity affects the food market in a
very different manner. The number of mouths to be fed changes
little as a result of prosperity, because population is controlled
primarily by means other than the food supply. Neither does
prosperity have much effect on the quantity of food intake (in
calories or in pounds of dry matter). What prosperity does affect
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PRODUCTION OF ALL CROPS
AND LIVESTOCK PRODUCTS
PER PERSON, UNITED STATES

Sources of basic data: United States Department of Agriculture Farm Income report for

August 1944, and other current reports; Bureau of the Census.
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in the United States is (1) the prices paid for food and (2) the
quality level of people’s food living. A prosperous people eat
practically no more quantity of food than they do in depression,
but they bid up prices and consume greater quantities of the
better liked foods such as the livestock products, to whatever
extent they are available for purchase. These are the principal
ways in which urban prosperity affects our demand for food in
this country; depression has the opposite effect.

What are the prospects for postwar urban prosperity? This is
not the place to make such an appraisal but the outlook may be
said to be hopeful, notwithstanding serious dangers ahead. The
overwhelming opinion seems to be that we shall have several
years of urban prosperity and near-full employment—provided
(1) we pass through the reconversion period without stumbling
too badly, and (2) wage rates are not boosted relative to prices of
goods and services in excess of labor’s productivity, with the
resulting economic unbalance generating widespread un-
employment.

One of our greatest present dangers lies in the popular con-
cept that money rather than the production of goods and ser-
vices constitutes prosperity. By this belief, prosperity is thought
to be insured by the policies of supporting the dollar national
income even with increasing unemployment, a shorter work
week, “make-work” projects, slow-downs, and feather-bedding.
Such “prosperity,” artificial in character, is not the type meant
here, and pursuit of such policies will, in the long run, ensure
nothing but inflation and a lower level of living.

Another important aspect of future demand for food is the
amount of foreign relief feeding that is to be done. The need is
great—doubtléss far in excess of what we can possibly supply. An
estimate of the amount of food that we are likely to actually send
is too speculative for even a guess at this distance from the center
of decisions. Published reports of intentions differ widely, and
the final outcome is still a matter of conjecture.
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Changes in demand other than those just mentioned are un-
important in the entire immediate picture. This includes new
developments like the new processes for drying various foods,
quick freezing, and some new methods for the handling of
meats. Some of these processes were of practical usefulness only
for the abnormal conditions of war. Others will doubtless find
some increased civilian favor in the postwar years, but in total
they are not so important, in the immediate overall outlook, as
are the factors of urban prosperity and the demands for relief
feeding abroad.

Consumption About Equals Production

On a national basis consumption of all foods about equals
production, year by year. A large part of our food production is
perishable and cannot be stored for long. Storage capacity is
limited largely to what is needed for seasonal reserves until the
next harvest. We cannot, by means of storage, stabilize consump-
tion greatly as compared with production—except for one im-
portant indirect method to be mentioned later. During the late
thirties we accumulated grain stocks that strained our storage
capacity to the limit, yet the increase in carryover of those grains
was probably less than 1/20th of a year’s total agricultural pro-
duction, on a value basis. All the other forms of storage—the
pantry shelves, etc—do not help much in absorbing the shocks
of variations in crop production from year to year.

The important exception to the statement of limitations in
capacity to store food is the use of livestock as a means of
“storage.” One pound of meat and livestock products, on the
average, represents the storage of 14 pounds of corn-equivalent
feed (Chart 1). One way by which we vary the food stored in this
manner is to vary the weight of stock being grown for market;
another is to speed up or slow down the accumulation and
liquidation of breeding stock and thereby the total number of
animals. As stock are held back on farms in years of large crops, it
reduces the marketings of these products and leads to an in-
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crease in the “wastage” (condensation into livestock products) of
the large supplies of crops.

When crops are short the reverse is true; more meat is thrown
on the market and a larger proportion of the edible crops is
retained for use in direct human consumption, with an increase
of many times in feeding power.

The function of the livestock enterprises as a shock absorber
makes it possible for “total agricultural production” to vary only
3% per cent when the variation in crops alone averages 8 per
cent. The livestock industries become a means of protecting us
against the “unreliabilities of nature.” Poverty-stricken nations
cannot afford this safety valve of food supply, and in lean years
many of their people starve. The worst that happens when a
country like the United States is confronted with such a crisisis to
be compelled to liquidate some of the livestock and live for
awhile thereafter on a diet higher in direct plant foods, like the
cereals.

Despite the cushioning effects of the livestock industries, we
eat in normal times more or less what we produce each year.
Graphs of food production and consumption year by year look
very much alike. Only in rare critical periods is there much
divergence between them.

IV Causes and Cures of Surpluses and Shortages

Any appraisal of the seriousness of threatening surpluses and
shortages, mentioned at the outset of this discussion as being an
important problem of national interest, must start with a defini-
tion of terms. What do we mean by a surplus or a shortage? What
causes them? We cannot hope to avoid or to cure them without
first knowing their nature, any more than a hunter could be
expected to shoot a crow while blindfolded.

The term surplus, for instance, means many things to many
people. For some it means any increase in the quantity for sale;
for others, any condition that either lowers the price, or resultsin
a price that is “too low” by some test; for others, any quantity that
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remains unsold. Correspondingly, a shortage has a variety of
parallel meanings, including that of an unsatisfied demand.

For purposes of this discussion, these terms will be used to
mean any condition where the quantity available for sale fails to
equal the quantity that would be bought at the prevailing price.
An excess on the supply side is a surplus; on the demand side, a
shortage.

A common observation is that food may be going to waste in
one place (a “surplus”) while it is wanted in another (a “short-
age”). Transportation and other marketing costs are the reason
for this seeming anomaly. If it is known that the cost to transport
and market a product is $1.00 a bushel, and only 90 cents will be
offered for it at destination, it will not be shipped and there will
be “waste” at one end and “want” at the other. This can be
corrected only by (1) increased efficiency and lower costs of
marketing, (2) convincing consumers that the product is worth
$1.00, or more, or (3) subsidizing distribution, which is merely a
device for failing to face squarely the economic judgments re-
flected in the market.

As long as the marketing of food costs anything, there will
always be instances of this sort where some food will always be
“going to waste” because of sound economic reasons. Some low
quality apples will always be rotting under the tree, or some low
yield wheat will not be worth harvesting, or some waste land will
not be grazed, or some water will be unused in the irrigation of
crops—all for the simple reason that the country has decreed
that the end product was not worth the cost, or that the cost and
effort might better be directed elsewhere. Even people on the
verge of starvation might starve to death in attempting to pre-
vent waste, if the food saved by an hour of work failed to feed
them an hour. Or, if they were better off, preventing waste
might lower their level of liying provided it was less productive
than working at something else.

All schemes of “surplus food disposal” in existence and pro-
posed, should be tested against the basic issue of whether or not
the economic judgment of a nation as to what will be produced
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and consumed is to be supplanted by the “wisdom” of a few. In
other words, are we to adopt policies which displace free enter-
prise and a free market with controlled and subsidized produc-
tion and consumption? Such proposals, frequently sponsored
under guise of humanitarianism, should not be adopted without
realizing clearly where they may ultimately lead.

Although a surplus or a shortage is likely to be thought of in
quantitative terms such as bushels, tons, etc., they are in reality
functions of price. An increase in the price of any product
quickly discourages consumption and (more slowly but surely)
encourages production; the result is a “surplus.” A decrease in
price has the opposite effect, and results in a shortage. This rule
of the market is so common that we seem to forget it. When a
buyer says “How much?”, and, if the price is low enough, “T’ll
take two,” he confirms this principle and makes it operate. At
some specific intermediate price, and only at that price, there
exists neither a surplus nor a shortage. The finding of this point
in price, where neither surplus nor shortage exists, is an impor-
tant function performed by the free market. In other words, the
free market equates the volume supplied and the volume de-
manded. Man-made devices have been tried for centuries in the
attempt to duplicate the free market’s performance in solving
this riddle, but so far none has been found to succeed so well.

When a surplus exists, in the absence of a free market and a
free price, some artificial device outside the market place must
then be created to dispose of it. Or if a shortage exists, it must
somehow be rationed either formally or informally. Both condi-
tions describe a situation where the market has been forcefully
displaced as the natural and automatic device for disposing of
the surplus or the shortage. When the free market is allowed to
do the job, all consumers and all producers are thereby given an
equal right to the economic vote. When it is displaced, they are
disfranchised and the power of decision is vested in one person
or in a committee of persons whose judgment is bound to differ
from that of the people.

Itis important to note that surpluses and shortages are strictly
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price phenomena, and result solely from prices that are either too
high or too low by the tests of the market place. This is not to
deny that many other factors or conditions may cause the price
to change from time to time. We always become plagued with
surplus or shortage whenever we attempt to control prices, by
whatever devices and by whatever agencies administered.

Most of the attempts to control price have been on a national
basis. Having observed some of the consequences of controlled
prices within a nation, there has been a growing tendency to
excuse the resulting difficulties on the basis of too restricted a
scope of control. As an answer to the new problems thus created,
worldwide agreements have been proposed to replace the inde-
pendent actions of any one nation by itself. But worldwide scope
does not change the nature of the penalties that will inevitably
result from prices forced out of line with the judgment of a free
market. Broadening the scope of the “agreement” (control)
merely broadens without necessarily solving the problem.

Dealing with “unfavorable” economic conditions for any food
product by means of controlled prices creates either a surplus or
a shortage for the simple reason that it fails to correct the fun-
damental difficulty. It simply alters the form of expression of the
difficulty, from what appears as a price problem to one that
appears as a quantity problem—a quantity either too large or too
small for the market to absorb at the controlled price. The only
basically sound solution is to attack the cause instead of its sur-
face symptom of price. The use of price control as a means of
treatment is comparable to changing the scale of the thermome-
ter as the means of treating the patient’s fever.

A policy of dependence on a free market to dissolve or avoid
either surpluses or shortages inevitably meets opposition. But
the issue must be met fearlessly, and with conviction. If a higher
price is called for, consumers will object; if a lower price is called
for, producers will object. It is easy to fall prey to the device of
subsidies, which afford an unfortunately appealing means of
avoiding—temporarily—both horns of the dilemma. By their
use, the governmental agency which has assumed responsibility
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for control of people’s economic affairs can buy for itself a sort of
insulation from reality, or a cushion for its uncomfortable seat.
The purchase of this insulation of subsidies has to be made with
the people’s own money, which must be paid for by either taxa-
tion or inflation. These are the costs and penalties for the at-
tempted detour around reality. Subsidies (by any name and in
any form), as a means of redistributing a surplus or a shortage,
are not a means whereby the nation can avoid the underlying
difficulty. They are only the means whereby certain individuals
can avoid the consequences, with the bill for the costs being sent
to others. Subsidies afford an excellent illustration of how con-
trols tend to degenerate into politics rather than to generate
economic wisdom.

Surpluses and shortages are basically problems of the produc-
tion and consumption of individuals. The government, apart
from the individuals of the country, can produce or consume
nothing. By no process of collective action can we buy ourselves
out of a difficulty which we must face as individuals. Collective
devices to handle surpluses and shortages by governmental ac-
tion cannot solve these individual problems. If the two quantities
(produced and consumed) do not correspond, we are in diffi-
culty. The free market is the best method, free of political pres-
sures, for deciding which individuals will make the necessary
adjustments. To describe the free market with charges of cruelty
in its operation is the equivalent of charges of cruelty when a
doctor gives needed medicine to the patient who is ill from a
disease that might become chronic; admittedly the medicine may
not be pleasant for the patient at the moment of taking, but to
take it is a mark of wisdom and foresight.

V' Food for Foreign Relief

This country now faces the major problem of what quantity
and types of food to send abroad for relief feeding. There is no
denying either the need or the want of this food. People in other
countries would like to have—what in prewar days few of them
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had—abundant quantities of livestock products, including meat,
dairy products, and eggs. By the test of nutritional needs, these
are the products most lacking in their diets even before the war.
They are the products most affected by the war, as home pro-
duction declined and imports were reduced. All these points
argue for sending large quantities of such foods. But on the
other hand these are the products most in demand here at home,
especially under present conditions of prosperity and high buy-
ing power of consumers. They are also among the products
involved in plans to improve diets of people in this country. Itis a
tussle between these two forces. What is a reasonable policy to
pursue?

The first step toward a sound solution is to realize the
hopelessness of any aspirations to send enough livestock prod-
ucts abroad so as to make much of a ripple in world needs.
Although we in the United States have about four times as much
of the livestock products as the average for the rest of the world,
there are so few of us that to share equally with the rest of the
world would increase their consumption of these products by
less than one pound a month, per person. The amount of food
help we can give them is, at best, small as compared with their
wants or their needs. As observed previously, the United States
has never fed much of the outside world, and for two decades
before World War II we imported more dollars worth of food
than we exported.

During the recent war we exported more food than we im-
ported, but even there the picture has been exaggerated. Much
has been said about the large amounts of food we sent abroad
during this War. We should remember that the total figure
includes the food sent abroad for our own personnel, thereby
merely replacing, in part, what they would have eaten here as
civilians. The “privation” which we felt in this country was due
mainly to our inability to buy all the increased quantity of luxury
foods we wanted and could afford as a result of swollen wartime
incomes and ceiling prices. Not being able to buy all we wanted, it
was easy to fall prey to anillusion of the amount going abroad for
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extra wartime uses. The extra demands of war in 1942-45 proba-
bly took no more than one-tenth of our total food production, or
no more than the extra production with which we were tem-
porarily blessed as a result of favorable weather and the extra
efforts of farmers and their families, together with the use of our
feed reserves and of imports. Consequently, we were able by the
good fortune of circumstances to meet these wartime needs
without any overall sacrifice, to speak of, in our level of food
living in this country.

Any sizable amount of relief feeding of people in other coun-
tries in the future will be possible only by the use of stocks already
acquired and allocated for this use, or by being blessed with
unusually large crops, or by the drainage of supplies away from
civilians to an even greater extent than occurred during the war.
In other words, our contributions to relief, except for small
amounts or for only a short time, is likely to require overall food
sacrifices in this country even greater than we experienced dur-
ing the war. The nature of the necessary sacrifice in our diet
means a reduction in the numbers of livestock and a subsequent
release for human use of the edible plant foods (see Chart 1). It
would require that we eat different foods, less favored foods,
although not any less food in a quantitative sense. Except for
starvation or temporary loss of weight on a mass basis, the
quantity of food that a nation consumes must be maintained at
nearly a constant. But if we were to shift our diet so as to include
fewer livestock products and more foods like the cereals, we
could release much more food for sending abroad. Using pork
as an illustration, enough grain to feed a person (in calories) fora
year will produce enough pork to sustain him less than two
months. Stated another way, enough pork to feed a person one
day requires enough grain in its production to feed seven per-
sons one day. Some of the other animals are far less efficient than
the hog.

The way in which such a shift of diet increases feeding power
was well illustrated by the adjustments made in England and on
the continent of Europe during the war. Drastic reductions were
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made in the numbers of grain-consuming livestock. The people
had the meat to eat but, what is more important, it gave them on
a continuing basis the additional amount of grain which would
otherwise have been fed to these animals. After these slaugh-
tered livestock were eaten, Europe was on a diet much lower in
livestock products, especially pork, poultry, and eggs. The
people wisely chose to live on this less palatable diet rather than
to starve on a more palatable one.

The wartime experiences in Europe taught us another impor-
tant lesson about food. Little can be done on a quick emergency
basis to increase the food production of a nation. Faced with an
emergency, it can meet the situation quickly by killing the live-
stock instead of letting the people starve. Also, some shifts can be
made in the use of land, such as from tillable sheep pasture to the
production of grain or potatoes and thus feed many times as
many people per acre of land. One or the other of these types of
shift is necessary in the United States if we are to send any great
amount of food abroad.

The question that confronts this nation, then, is whether we
are willing to tighten our belts and sacrifice in foods much
wanted here at home so as to be able to send food abroad. To
what extent are we willing to shelve our governmental programs
and personal aspirations for better diets in this country, now that
we think we can afford it? Will a government faced with elections
be willing to meet the wrath of livestock producers and of pros-
perous consumers, both of whom want more production and
domestic consumption of these livestock products?

Even after all these obstacles are overcome, a decision must be
made as to which of all the needy countries is to receive the
limited amount of food we can send. The real scarcity of these
livestock products is in Asia and Africa, where before the war
consumption was only about one-fifth that of Europe. If the
whole world’s supply of these products was to be divided equally,
Europe, even in its present destitute position, probably would
have to become a donor rather than to enjoy the privileges of a
donee. In fact, the most poverty stricken five per cent in the
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United States would also have to become donors, because they
consume about 5 times as much of the animal products as do the
- poorer half of the world’s population.

The case for sending animal products to Europe rather than
elsewhere in the world would seem to be justified only on the
basis of some test other than that of present consumption levels.
It might be justified on the basis of international politics or to
meet what is felt to be a temporary acute need. A sharp decline
occurred during the war in Europe’s consumption of these
products, so that they are now suffering from the privation of a
sudden change; for other parts of the world the privation is
more chronic, if not fully as “painful.”

One of the principal problems of Europe’s food supply, ac-
cording to reports, is the disruption of transportation and the
resulting poor distribution of available supplies. The only cure
for that problem is to rebuild the transportation and distribution
systems, irrespective of where the food comes from.

In summary, whatever food we send abroad is at best likely to
be disappointing as compared with the need. It may, for special
reasons, be sent to parts of the world less in need than other
parts, though far below our own level of food living. And lastly, if
we wish to send the greatest amount possible, it will be in the
form of nutritious plant foods instead of meats and livestock
products produced from them.

NOTES

1. The Director of War Mobilization and Reconversion, in his Sep-
tember 4, 1945 report to the President, said: “Many food and agricul-
tural products are still short of demand here and abroad. In some
fields, however, agricultural surpluses have already appeared.” (The
meaning of shortages and surpluses will be discussed at a later point in
this analysis.)

2. Measurement was in terms of calories. Measurement by the
weight of dry matter would give essentially the same result. Measure-

79



ment in terms of food nutrients would give a wide variety of answers,
dependent on which nutrient was being considered. From a nutritional
standpoint all the individual nutrients are important, of course, and
nutritional adequacy in most parts of the world is limited by a few of the
“marginal” nutrients. To fail to stress them here is not to ignore their
importance, but to leave the task to a nutritionist.

3. Wastage in the sense of calories and of digestible dry matter, but
not waste in an economic sense for a wealthy nation like the United
States that can afford these products in fairly large volume. Further-
more, the degree of wastage is less for many of the important vitamins
than for the calories, since livestock serve as a sort of “condenser” for
some of these items.

4. See footnote 2.

5. Hogs were reduced 37 per cent in the two years from 1933 to
1935, and various other types of livestock were reduced from 5 to 20
per cent from 1934 to 1938.

6. For a more complete discussion of these points see Pearson, F. A.,
Myers, W. 1., and Vial, E. E., “Monthly Production of Livestock Prod-
ucts,” Farm Economics, No. 144, p. 3666, February, 1945. Cornell Uni-
Versity.

80



The Government’s Agricultural Policy
and Inflation

In this general topic of “The Government and Inflation Prob-
lems,” my assignment is to test the causal relationship between
inflation and the government’s agricultural policy.

During recent months prices have climbed to where butter has
sold for a dollar a pound, wheat for more than three dollars a
bushel, and cotton for more than 35 cents a pound. In common
parlance that is inflation, currently so much disdained. To most
persons high prices and inflation are but two names for the same
thing.

These high prices have come on the heels of more than two
decades during which the belief has been nurtured that an
“agricultural program” was necessary to prevent economic de-
struction of the farming industry. This notion underwent an
incubation period of several years after which, in the late twen-
ties, a program was started. Since then it has gone through
changes in form and name from time to time. Now and then it
became necessary to rechristen this political child, as failure in its
avowed purposes made claims of parentage a doubtful honor.
As the program now stands, its most vivid part is the “Steagall
Amendment” whereby the government establishes price floors
for many agricultural products and accepts offerings at that
price when the market would otherwise drop below that pointin
price.

When a person observes the current high prices for food and
other agricultural products in the light of this program, the two
may seem to be clearly and completely connected as cause and
effect. The answer to the question before us seems to be just that
simple. But is it? That is the hypothesis to be tested.

Reprinted, with permission, from The Proceedings of the Academy of Political
Science, Vol. 23, No. 1 (May 1948), pp. 30-36. Copyright © 1948 The Academy
of Political Science.
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Inflation Defined

Before any further discussion, it becomes necessary to define
the term inflation.

To most persons, as has been said, inflation is a technical term
for high prices or for rising prices; but inflation, in this discus-
sion, will be used to describe an increase in the means of payment,
used in exchange, relative to the volume of exchange being performed.
“Use in exchange” takes account of changes in the idleness of
available money, which is sometimes referred to as “velocity” or
“turnover” of money.

Inflation may be defined more simply, but less accurately, as
“too much money.”

As inflation progresses under a condition of freedom in ex-
change, it can be expected to be revealed in the form of higher
prices, more or less promptly and proportionately. These higher
prices are the result of inflation, however, and are not the same
thing as inflation. This distinction is important for any correct
diagnosis of the inflation disease, if one would hope to treat the
disease instead of dabbling with its symptoms.

Under this definition of inflation, then, our question can be
reduced to this form: to what extent is the government’s agricul-
tural program a cause of increase in the means of payments?

Agricultural Program and Inflation to Date

The inflation that has occurred up to the present time offers
an opportunity for post-mortem study of causes. Later we shall
speculate on the possible future effects of the program on infla-
tion.

The Test of Relative Sizes

The inflation of which we are speaking, the crime under
scrutiny, amounts to a sum of $130 billion to date. That is the
amount by which the means of payment' has increased from its
low point in the early thirties.

As one test of the innocence or guilt of this accused party, the
agricultural aid program, we shall first have to arrive at a figure
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to represent the cost of that program, inflationwise. The result-
ing figure can then be compared in size with the $130 billion
total. There can be no doubt but that the agricultural aid pro-
gram has contributed somewhat to the crime of inflation, and is
therefore guilty in some degree. But how much?

What should be included in the “agricultural aid program”? It
would seem that the subsidy payments of the federal Depart-
ment of Agriculture should all be included, at a cost of about $10
billion from 1934 to 1947;2 but that is not all.

A more inclusive figure is the total of “aid to agriculture”
appearing in a functional classification of the expenditures of
the federal government, with a total of $15 billion for the
fourteen-year period. This includes nothing for the loans to
agricultural business because they were less at the end of the
period than at the beginning, despite a rise over the middle of
the period. Nor does it include the costs of several other pro-
grams. Is the school lunch program an agricultural program or a
school program? Is food for relief an agricultural program or a
relief program? Is the T.V.A. an agricultural program or some
other program? Not knowing how to settle all these questions
with assurance, I shall use the figure of $15 billion for purposes
of this analysis.

It might seem, then, that the responsibility of the agricultural
program for our inflation to date is 15/130 of the total. In my
opinion, however, that would be a mistaken conclusion by over-
statement. In explaining the reason for this belief I should like to
use the conundrum of the boys on a raft.

It seems that ten boys attempted, simultaneously, to climb
aboard a raft that would hold only nine. The raft sank, and the
question is: Who sank it? It was the tenth boy, but precisely which
one was the tenth? Full blame might be placed on each of them,
one by one, until in the end it would appear that ten rafts had
been sunk, not one. If this dilemma is to be resolved, one must
resort to the concept of joint responsibility, and a proportional
division of responsibility among the participants.

Similarly it can hardly be said that all of the $15 billion cost of
the agricultural program became a part of the $130 billion of

83



increase in the means of payment. T'o do so would be to make the
same type of error as saying that one particular boy had sunk the
raft.

We must, then, adjust the $15 billion downward. The total cost
of government, of which this is a part, was financed in part from
taxes and in part from funds raised by selling bonds where they
did not immediately become a part of the increased means of
payment involved in inflation. These non-inflationary forms
paid $11 billion of the costs of aid to agriculture. This leaves $4
billion as the corrected figure, or 3 per cent of the $130 billion
total.?

The importance of the agricultural aid program as thus mea-
sured, if we were to express it in terms of the increased cost of a
person’s food in 1947 as compared with 1933, is $9 per year; the
amount due to other causes would be $145, out of the total
increase of $154 in food costs.

The Test of Correlation

The correlation method was also used to test the answer to this
question. In the interpretation of results by this method, it must
always be remembered that a test of relationship is not a definite
test of causation. The acid test of causation is to be found in the
reliability of the results for purposes of prediction. Does it tell
what is going to happen? What degree of confidence does the
answer justify in a prediction that a certain result will follow the
assumed cause?

By this test of correlation, changes in the agricultural aid
program were found to be practically worthless as a basis for
predicting the progress of inflation over this period of fourteen
years.*

Conflict with Prevailing Opinion

We are forced to conclude, then, that the agricultural aid
program to date has been a minor cause of the inflation we have
had. Its contribution to inflation has been hardly noticeable in
competition with other more important causes, beside which it
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pales into insignificance in explaining three-dollar wheat and
dollar butter.

My topic did not encompass all the causes of inflation. But for
the sake of the record, these other more important causes might
be noted in passing. The basic cause of the inflation to date has
been the newly created money to finance sixteen continuous
years of deficits of the federal government, totaling $244 billion.
The major contributing cause was the war and its associated
costs, but prior to that were ten years of deficit financing. These
deficits were financed in part by bonds that did not become new
money at that time. But some of the deficits were financed
through the banking system in a manner that became the infla-
tion we now bewail.

As people spent this newly created money, the prices of all
products, of which food is a significant item, were increased.
Food costs were boosted, too, by large shipments of food abroad.
And for a few products, like potatoes and eggs, the program of
price supports also boosted prices.

Future Effects of Agricultural Program

We have been speaking of the inflation that has already oc-
curred. The agricultural program may, however, become an
important contributor to inflation in the future. In judging its
threat to inflation in the future, it is helpful to review the past
progress of the program.

In the late twenties, when the agricultural aid program was
born, the value of production on farms was a little less than $8
billion yearly. Aid to agriculture was then less than $100 million a
year. :

At the bottom of the depression of the thirties, the value of
production on farms fell to about $3 billion yearly and the cost of
the aid program for agriculture rose to several hundred million
dollars.

Since then both farm incomes and aid to agriculture have
increased. In 1947 the value of production on farms was $20.7
billion; the “parity income ratio” was 68 per cent higher than in
the period before World War I, which is considered to be normal
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for purposes of most of the “parity price calculations.” Aid to
agriculture in 1947 was the highest on record, $2.4 billion! This
was several times what it amounted to at the lowest point of the
depression of the thirties when corn, unsalable in the western
corn belt, was being used for fuel.

Under a new device in the agricultural aid program, the price
support scheme, the government now buys any offerings below
the support price and then must dump, destroy or dispose of its
purchases. You will recall that the government last year bought
large quantities of potatoes, then bought kerosene to pour over
them, when potatoes were selling for over $2 a bushel in retail
stores; these activities were a part of that program.

The price support plan, in effect, means the creation of blank
checks for the purchase of products whenever the price falls
below the price floor for any reason whatsoever. I would not
presume to be able to guess the amount that will be written on
these blank checks. It could become tremendous.

Having largely absolved the agricultural program from blame
for the inflation that has already occurred, I would not want to
absolve it from blame on other counts.

These aid programs should be reviewed from the standpoint
of whether or not they are consistent with the outlines of a
liberal, voluntary society. To what extent do they interfere with
freedom of exchange in the marketplace? To what extent do
they abrogate the right of a person to hold property and use it as
he sees fit in production? To what extent do they prohibit him
from keeping the fruits of his labor, or selling it in the mar-
ketplace and keeping the income that he receives therefrom? To
what extent do they make farmers the hired men of government,
against their will? All such aspects of the program should be
reviewed, as well as the question of whether any organization—
in this instance the government—is in position to give “aid” to
any group when it is $250 billion in debt!

In such a program it is the hope of many to be able to receive
subsidies and aid from the government while retaining freedom
to manage their farms as they wish and to sell their products as
they wish. They hope to gain the security of a hired man while
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retaining the freedom of an owner. To all who thus aspire I
would quote from the unanimous decision of the United States
Supreme Court in a case involving a farmer who contested the
government’s right to take away his freedom under the program
of aid to agriculture: “It is hardly lack of due process for the
government to regulate that which it subsidizes.”?

NOTES

1. Total deposits in banks plus currency outside banks. Total de-
posits are used instead of demand deposits because during the war a
large part of the means of payment was stored in this form and is, in the
common practice of the banks, convertible into demand deposits at the
request of the depositor.

2. Included in this figure are the payments for conservation and the
use of agricultural land resources, parity payments, advances for
A.A.A. payments, payments for agricultural adjustment, other A.A.A.
payments, Sugar Act payments, exportation and domestic consump-
tion of agricultural commodities, C.C.C. operations in the price sup-
port programs and wartime subsidies, etc.

3. If one should prefer to consider demand deposits, instead of time
deposits, to be the constituent of means of payment, this figure would
become 4 per cent.

4. The degree of correlation between the two was low and the
relationship, however slight, was a negative regression. The fact that
the two tended to vary in opposite directions from each other instead
of in the same direction as is presumed in our hypothesis, should not
lead to the conclusion that inflation should be attacked by increasing
the amount of aid to agriculture. Rather, the author preiers to consider
this negative regression as one of “chance.”

5. Wickard v. Filburn, 317 U.S. 111, at p. 131, October term 1942.
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Agriculture’s Sacred Seventh

The American farmer has long been considered the most
likely guardian of the last bastion of freedom. But under the
spell of some political “economists” and farm leaders who believe
in mystic numbers and other such forms of superstition, he is
more and more surrendering any claim to that honor.

In the recent vote of farmers to have the government dictate
how much wheat each of them shall be allowed to grow, it is true
that many farmers voted “No.” Many upheld vigorously their
individual rights to manage their own farms as they alone deem
wise. Knowing, perhaps, that the plan on which they were voting
is patterned closely after the Gosplan of the Soviet Union, they
see little sense in draining our resources to fight communism
abroad while adopting it piecemeal at home. But under the
concept that the might of the majority makes right, the beliefs of
this opposing minority are now to be disregarded. They were
outvoted by the 87 per cent who apparently lack confidence in
themselves and their fellow farmers to manage their own farms.
They were outvoted by those who rely, instead, on political farm
management. There are ample instances like this to show that a
revolution has occurred among American farmers.

The beginning of this major change seems to me to have
started with the collapse of farm prices following World War I. It
was then that a class consciousness began to appear conspicu-
ously among farmers, and they began the clamor for ascendancy
into the political saddle under the slogan “Equality for agricul-
ture.” The move gained adherents but showed few outward
signs of victory until the late Twenties when the Federal Farm
Board was established under a Republican administration. This
became the forerunner of the New Deal and Fair Deal agricul-
tural programs. And itis now clearly supported by many Repub-
licans and Democrats alike.

Reprinted from Agriculture’s Sacred Seventh (Irvington-on-Hudson, New York:
The Foundation for Economic Education, Inc., 1952). Copyright © 1954 F. A.
Harper.
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Seven to One

It seems to me that this change among farmers is reflected in a
beliet in the sacred seventh for agricultural incomes. In simple
terms, this is the idea: By some miraculous fixity, the national
income is presumed to be tied to agricultural income in the ratio
of seven to one.

Itis of passing interest to note how down through history the
number seven has again and again come to be an object of
devotion. Itis encountered frequently in mythology, in religious
practices, in gambling, and in other places. Various reasons have
been given for the repeated appearance of the mystic seven. One
explanation is that it symbolizes completeness, being a com-
pound of the numbers three and four—the number of sides
bounding the triangle and the square.

And now again the number seven has come to castits spell, this
time over the farmers who are to be guaranteed, by one device or
another, one-seventh of the national income. The size of the
agricultural income, be it noted, is considered as the cause of the
size of the national income, rather than the other way around.
The agricultural tail wags the national dog, so to speak. The
distinction is important in understanding how this concept has
come to dominate the politics of agricultural policy.

Faith in this doctrine, now so widely held, is reflected in the
words of one of its most effective proponents who speaks of it as
one of the “eternal verities,” as one of the “unalterable laws of
exchange” whereby it is easily possible to “not only protect the
income of agriculture but also protect the income of other
groups in direct proportion” by means of these “most profitable
investments.” He proclaims that “several billion dollars” spent
during 1930-1941 would “have been a good investment to pre-
vent the loss of $500 billion.” He speaks of this automatic
“seven-fold turn of the initial dollar” as a “key factor in our
economy and [one that] assumes fantastic importance.” And
admittedly it does assume great importance; if it is true, it should
be followed, but if it is untrue, it becomes fantastically danger-
ous.

89



Scattering Seed Dollars

Let us first presume it to be true. To follow it would then
greatly simplify the problem of attaining a continuing national
prosperity for all of us, farmers and others alike. By its miracu-
lous power, we could have any national income we want. All that
would be needed would be to scatter amply the seeds of income
(money) among farmers. These dollars would thereafter return
home to all of us, each dragging six additional dollars behind it
for others in the national income as a whole. It would be just that
simple, by this concept, to assure national prosperity.

In carrying out this scheme, there is the political problem, of
course, of how and where to scatter the income seed among the
five million farms of the United States. Some wag has suggested
that it might be scattered geographically by airplane. Or it might
be sent to all RFD box holders, as congressmen once sent garden
seeds. Or it might be sent to the various local political potentates,
each of whom would parcel it out among farmers in his locality.
But these simple ways of doing it all have the difficulty of being
too vividly exposed to scorn and the danger of discrediting the
theory. So more profound ways of doing it have been devised
and are now in effect. They are designed to befuddle the be-
holder sufficiently to cast the proper spell of mysticism.

Parity Programs and the Like

It is not necessary here to review all these forms of scattering
the presumed seeds of income. They are familiar to all of us
under the various and sundry names by which federal checks are
being sent to essentially every farmer in the land, directly or
indirectly, ostensibly in return for something they have done.
Merely being a farmer enables one, according to the rule of
seven, to serve his nation by being a seed bed for the national
income.

The rule of seven is not always trotted out in front of every
program, but it is evident in the background just the same. Take
the parity price idea, for instance. It amounts to the same thing,
because its leading proponents assert that maintenance of farm-
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ers at a fixed “parity” of prosperity is essential to assure the
prosperity of others in the nation. And the same principle
applies to essentially all the other farm programs.

The source of the money to serve as seed for the seven-fold
national income presents another political problem, but it is one
which its proponents resolve easily in terms of the concept itself.
If the rest of the nation is predestined to share in the harvest, it is
obviously their responsibility to share in the cost of the seed. So
the cost is declared to be a proper use of funds collected under
the compulsion of taxation. Were anyone to be allowed to shirk
his share of the cost of the seed, he would then become a free-
riding reaper. Therein lies the rationale for the source of funds
to operate the scheme.

No Basis in Fact

What, if anything, is wrong with the idea of turning the na-
tional income into this gigantic “numbers” game?

In the first place, the fixed ratio of seven to one has no basis in
fact. Over the period from 1929 to date, with its ups and downs,
the ratio between gross farm income and gross national income
has varied rather widely and has averaged eight and one-half to
one instead of seven 10 one. The person who assumes it to be
seven to one will have erred, on the average, by more than
one-fifth of the figure he was estimating. And yet something
with this degree of error is proffered as justification for a con-
trolled economy for an entire nation.

One can easily see why this ratio can’t be so. In the early days of
the nation, essentially everyone was a pioneer farmer, close to
self-sufficiency. Even in 1790 farmers still made up 96 per cent
of the population. The ratio then had to be near one to one—
farmer incomes, that is, were nearly all of the national income,
rather than merely one-seventh of it. And over the years the
nonfarm part of our economy expanded more than did the farm
part. The nonfarm end of the ratio had to increase; it couldn’t
have remained fixed. And there is no reason whatever to assume
that it will remain where it is at any given moment. At some time
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in the future it is conceivable that farmers may be prosperous at
only one per cent of the national income.

The Fly on the Chariot Wheel

Another thing wrong with the seven-to-one idea is that it
assumes a causal sequence which the facts do not bear out.
Causation is a pulling force like that of a tug boat hitched to an
ocean liner—the one in front pulls the other one along behind it.
If changes in farm incomes were the cause of changes in national
income, as claimed, one would expect over the years to find
changes in farm incomes preceding changes in national income.
No such sequence is evident in a study of the changes in incomes
over the years. The claim of causation reminds one of the fly on
the chariot wheel which imagined itself to be powering the
vehicle in its dash down the raceway. Farm and nonfarm in-
comes tend to change direction together, indicating that their
changes are induced by a common cause rather than for either of
them to be the cause of the other.

If this seven-to-one ratio represents one of the “eternal ver-
ities” for the United States, why should not similar reasoning
apply for Britain, for New York State, for New York City—
everywhere? Yet, in reality, it is not true for any of these.

Let’s consider John Smith for a moment. On careful study, I
suspect one would find that his income over the years has been as
near some fixed proportion of the national income as the one-
seventh has been for agriculture. Why not, then, accept John’s
income as the key to national prosperity? Why not shower largess
upon him in order to make the rest of the nation more prosper-
ous, proportionately? Every dollar we give him, by this theory,
would make us that much more prosperous. If the one-seventh
works for agriculture, some other proportion should work for
John. And it would be so much more simple to administer the
scheme with a seed bed of national prosperity based on only one
key person instead of five million farmers.
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Both Sides Cause a Trade

The total trade of a nation, out of which alone a “national
income” is derived, is composed of innumerable individual
trades between persons or their duly delegated agents. If we look
at integral parts, any miracle of prosperity by such as the theory
of the sacred seventh becomes clearly an illusion. Neither side of
a trade is its sole cause. It requires the approval of both sides.
One is as necessary to trade as the other, whether the traders be
farmers or bootblacks. To endow any one occupation with such
presumed economic generative powers is to fail to understand
the nature of trade itself.

It is undoubtedly true that if you give a person a dollar, he is
inclined to spend more dollars than before. But this is not a trait
peculiar to farmers. Everyone is so inclined.

If money were to be made freely and scattered by airplane,
there would be a scramble to spend it. But prices would be
correspondingly higher, and persons would be no better off
than before in terms of their real economic welfare. And
likewise, if money obtained by taxation were to be scattered,
some persons might have more dollars than before and others
less. But these would cancel each other out so that the average
person would have no more than before.

Production Makes Welfare

For the nation as a whole, production is the key to national
prosperity, the only source of economic betterment. That alone
is the substance of which prosperity is composed. No amount of
added purchasing power can empower anybody to buy some-
thing that has not been produced. Whatever is produced is
available to consume, no more and no less by whatever magic
formula. As with a cake of any given size, there is no way to cut it
so that the sum of the parts will exceed the size of the whole. Nor
can an artificial increase in the size (in dollars) of the sacred
seventh of agriculture perform any like miracle on the welfare of
the nation as a whole.

93



Pattern for Disaster

In the history of farm programs both here and abroad is
written clearly the portent of national disaster. The government
first supports an industry above its merit as judged by consumers
in a free market. The less efficient producers are keptin business
and continue competing with the best. The market refuses to
take the output at this supported price; there is “overproduc-
tion.” The government buys the surplus. The attempt to dispose
of the government’s stocks makes enemies, and so itis decided to
impose birth control on production. The license to produce then
becomes a black market commodity, and perpetuates official
power and graft. Producers—in this instance, of one crop—turn
to producing other crops which are, in turn, put through the
same cycle, one after another. The government soon will have to
decide whose sons are to become farmers, as has been done in
many countries under socialist regimes. Other industries follow,
one by one. The dead end of this new brand of “justice” is
complete communism, the complete abandonment of competi-
tive private enterprise.

This certainty of authoritarian control following in the wake
of subsidies is already backed by our own Supreme Court which
has logically proclaimed that the government may properly reg-
ulate that which it subsidizes.

Rights of Free Men

If we acknowledge the rights of free men, to the defense of
which I hope farmers in large numbers will one day return, it
requires above all else in economic affairs that each person have
what he produces. He then has the right to use it himself, or to
give it away, or to trade it for something he prefers instead. And
when free men trade, the same rights must prevail equally on
both sides.

There is no justice in robbing either side of a trade in order to
give the other side more purchasing power. Each starts with
what is properly and wholly his personal property, and retains
equally full rights over the terms of its trade. To justify theft by
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either side—in any form and by any name—under any mystical
manipulation of some presumed message from On High is, I
believe, a major violation of justice and a defilement of the ethics
of a good society. As the moral code of private property breaks
down in favor of legalized theft, farmers—a distinct numerical
minority group—are sure to lose out to the power of greater
forces elsewhere. Their interest lies in strict dominance of the
moral code, as is true for every other minority group and for
every person.

Democratic Socialism

And finally, I would point out a fundamental error of proce-
dure being practiced in our society. By this process, collective
injustice is imposed upon persons whose personal ethical codes
are doubtless not otherwise subject to serious question. Take, for
instance, the recent vote for political control of wheat produc-
tion. This process goes under the euphemism of “letting the
farmers work out their own salvation by democratic methods.”
The right to vote on this question, however, is completely out of
gear with the property rights of free men. Wheat farmers were
first given a subsidy on their wheat, and then acreage control was
demanded by the government under threat of discontinuing the
subsidy. So when the farmers voted on production control, they
were really voting, as they saw it, on whether or not they wanted
to continue to receive the subsidy.

Now let us set up what seems to me to be a fairly close analogy
to this process. Suppose the government were contemplating
granting a hundred thieves the right to steal ten bushels of wheat
from each of a hundred farmers every night. Having decided to
settle the question democratically, it is put to vote among the
hundred thieves who are “allowed to work out their own salva-
tion by democratic methods.” Would it be surprising if they were
to turn in a vote of “yes” by at least 87 per cent? One might ask,
however: Why were the hundred prospective victims—the own-
ers of the wheat—not allowed to vote? Why were they disfran-
chised when it was their property that was to be taken? Why, in
fact, were the prospective victims not given the full and exclusive
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right of vote? Or why put it to vote at all?

Coming back to the wheat vote: Why were just the wheat
farmers allowed to vote on this question? Why not also allow
other farmers and consumers, who buy wheat, to vote on it? Why
not include all taxpayers, all of whom are prospective victims?
Why not, in fact, give the prospective victims the full and exclu-
sive right to vote on this question? Or why put it to vote at all?

A Positive Suggestion

Perhaps, if these private matters are to be put to vote at all,
housewives should have the exclusive right to vote on whether
wheat production will be controlled; farmers should have the
exclusive right to vote on the closed shop and wage demands in
tactories producing farm machinery; foreign producers plus
prospective domestic consumers should have the exclusive right
to vote on our tariff question; and so on. I submit that such a
procedure would make more sense than the present pattern
where everyone votes on whether some gang of which heis a part
shall not only fleece others but also force them to finance the task
of shearing. Better still, I would condone neither plan, uphold-
ing instead the personal rights of property and its management.

Why not go back to the basic tenet of free men—the rigorous
protection of the rights of individual persons to what each has
produced, either in the form of wages or as some other form of
private property? Why not renounce this new divine right of
majorities and deny that majority vote makes a thing either
morally right or economically sound? Such, as I see it, is the only
sound and permanent solution to “the farm problem.” And the
same solution applies to all the other class problems which have
grown up to plague us as we have advanced further and further
into socialism in America.
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Inflation and Taxes

Are Price Controls Necessary
For the “Unprotected”?

It is claimed that wage and price controls must be maintained
to protect the American people against disaster. We must in-
quire: Protect against what disaster? Protect all of the people or
some of the people? Do these controls accomplish what is
claimed for them?

This is no small subject. What we are really discussing is the
whole general philosophy that has been sweeping across this
country and a large part of the “civilized” world. It is a reversion
to the pattern of most of history—the belief that government can
perform temporal economic salvation for the people. This coun-
try was founded, and has enjoyed unique success, in the belief
that the reverse was true. Wage and price controls are an adapta-
tion of that historically unsuccessful notion.

Protection against What?

It is impossible to be protected against nothing. The protec-
tionist argument can have no meaning unless there is a threat or
a fear, real or imagined.

What are these fears? Consumers fear inflation and producers
fear deflation; governmental officials apparently fear both at the
same time, which may be called uncertainty and confusion. Pro-
ducers fear that wage rates will go up and workers fear that they
will not. Business fears falling profits. The returning veterans
fear that they will have to continue to live in tents. The ladies fear
no nylons, the men fear no shorts, and the shorts fear a bull
market, etc., etc. Among the new things currently in abundance
are fear and money.

Reprinted, with permission from National News Service, Inc., from The Com-
mercial and Financial Chronicle, March, 1946.
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An overly ambitious government, in attempting to be all
things to all people, is likely to welcome fears, then the people
will demand more protection. Such a government might even
use people’s tax money to finance a campaign of fear.

Not that all these fears are groundless! The fear of inflation
and rising prices is the one most talked about, most real. Who
suffers from inflation, and, therefore, who needs protection
from it?

Who Needs Protection?

A person is harmed, economically, if he is prevented from
producing or if any part of the worth of what he produces is
taken from him. On a national basis, the first of these affects the
size of the melon, so to speak, and the second affects the way it is
sliced. Inflation may affect either, and one who receives a small-
er piece for either reason thus becomes “unprotected.” A reduc-
tion in the size of the melon forces most everyone into the
unprotected class; otherwise, the unprotected are only those
who suffer from a change in the way it is sliced. I shall discuss
both.
< There are also the renters, who feel unprotected, and I will
have a word to say about that situation.

Finally, but to be discussed first, is the plight of the poor.

Protecting the Poor

I wish first to discuss the protecting of the poor, because itis a
mental decoy that gets us off the main track of wage and price
controls in this emergency period of inflation. It is an important
and fascinating subject, but there is not the time to treat it fully.

“The poor we have with us always.” At least, we have with us,
always, the would-be benefactors of the poor. They are claiming
in current discussions that these controls should be continued in
order to protect the poor during inflation. But the plight of the
poor is not a new and emergency problem, calling for peculiar
measures at this time. In fact, it is even less of a problem now
than before the war, because the incomes of the lower third have
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increased more than those of the middle or upper third.

Production is of prime importance in helping the poor. A
nation can consume no more than is produced for consumption.

And when I say “production,” I mean quality as well as
quantity—uwhat people want, as well as how much. The idea of
production in any other sense makes nonsense. If the demands
of the people in a free market do not guide what is to be pro-
duced, the production figures are inflated. The net effect of
controls is to reduce production, and, therefore, to reduce what is
available for consumption—for the poor along with the unpoor.
Any haberdasher must know that you cannot sell shirts when
there are no shirts, and any advertising executive must know that
advertising does not produce shirts.

The original work of Pareto, confirmed by many others since,
was the scientific discovery of the ever presence of the poor in
any country. His studies revealed an amazingly similar pattern of
inequality of income in different countries at different times and
under all sorts of different governments and conditions. In
other words, in each country there will always be a third that is
ill-fed, ill-clothed, and ill-housed as compared with the other
two-thirds; this seems to prevail as a sort of “natural law.” It
affords an excellent issue for any political party aspiring to
permanent rule, because as a platform it is so permanent.

In view of this evidence, those who request continuation of
controls in the interests of the poor, during this emergency of
inflation, are not really asking for temporary extension. They
are, in terms of their argument, asking that they be made
permanent—as permanent as the ever presence of the poor.

But we need not be so pessimistic about the plight of the poor.
In another and more useful sense, Pareto’s work shows how
poorness in an absolute sense is not the necessary destiny of any
part of any nation. The lowness of the low third in any nation
depends on the average production of that nation. The poorest
of one nation may be economic royalists compared with the
poorest of another, as illustrated by the United States compared
with Asia. The average person here produces in an hour nearly
ten times as much as the average for the continent of Asia. That
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is why the most poverty-stricken few (per cent) of our population
are able to consume six times as much of the luxury meats and
livestock products as the average of Asia, both rich and poor, and
how they can indulge in other luxuries almost unheard of by
anyone there.

On a short time basis, the poor can be given a larger share. One
way to do this would be to allow everyone to rob his more
prosperous neighbor, but there are other supposedly more re-
spectable techniques for accomplishing transfers of wealth and
income. Any of these offer only short time benefits, after which
the share “for the poor” becomes a smaller and smaller piece
because of reduced production.

The greatest total production and the greatest welfare of the
poor, on a sustaining basis, will occur in the absence of controls,
where each person is free to be enterprising and to get ahead,
and where he receives as nearly as possible the equivalent of what
he produces. In all truth and verified by the experience of all
history, such is the way to protect the poor. We must, if we really
wish to give them sustained help, discard the belief that a nation’s
economy is like a pack of wolves fighting over one sheep carcass.
Ours is not that kind of an economy. It is more like shepherds
who produce sheep, and who know that the more they produce
the more they will have. They will quit producing if there are too
many ravaging wolves.

So much for the plight of the poor. Now let us return to the
special problem of inflation and those who become unprotected
as aresult of inflation. This is entirely separate from the problem
of the poor.

Changes in the Size of the Melon
without Controls

In the absence of controls, moderate inflation does not reduce
the size of the melon (national total of economic production). In
fact, it has a stimulating effect on production. Even during
violent inflation, as in Germany during the early twenties, pro-
duction seems to run at a high level for a long period. At a later
point production is retarded.
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With Controls

The inevitable result of controls, on the other hand, is to
reduce the size of the melon because of interference with pro-
duction. In other words, controls clog the economic pipe lines
and thus tend to make everyone charter members of the unpro-
tected or disadvantaged class. How, then, can it fairly be said that
controls are necessary to protect the unprotected, when without
them there would not be this wholesale unprotection? A compa-
rable line of reasoning would be to demand protection by quack
doctors who busy themselves spreading epidemics.

Controls raise such havoc in this country because ours is such
an intricate economic machine. This intricacy makes possible
our high standard of living, the highest in the world. Our system
may be compared with the intricate network of water pipes
underlying a great city. We all know how one or a few breaks or
clogs in these pipe lines will affect the city’s water supply; it may
be left without water, éxcept that carried in pails. When controls
break our economic pipe lines the same thing happens. It drives
us back toward self-sufficiency, probably no more than one-fifth
of our present level of living. Some will observe that no such dire
disaster occurred under wartime controls; I would answer that
true prices were not held, that these controls were in a large
measure either ignored or evaded—and that was the salvation of
the situation. :

As to how controls affect production, consider automobiles,
for instance. They are a complex assemblage of many, many
parts. Lack of even one small part makes all the rest of it useless.
Automobiles cannot and will not be produced under enforced
controls. I believe every automobile producer knows that, and
will tell you so, privately. The public must either be told convinc-
ingly that this is true, and why it is true, otherwise they are likely
to have to learn the hard way and go without cars. And who gains
by that process? The poor as well as the millionaires would go
without cars, because in this country even the poor have the best
Jjalopy they can afford, and will even go without “adequate hous-
ing” in order to have a car—one that will run.

Another good illustration of the effects of controls highlights
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the news these days. I refer to the wheat situation. Remember
that wheat is too valuable as human food, even in this prosperous
nation, for much of it to be used as livestock feed in normal
times. Remember, too, that the human feeding power (calories)
of grain is reduced by 85 to 98% when fed to livestock. In spite of
an all-time record wheat crop in this country last year, added to
an unusually large carryover, we now find ourselves in danger of
being short of wheat for bread. Why? If you could, for instance,
sell a bushel of wheat for no more than $1.50 as wheat, but you
could get $1.75 for it in the form of the livestock products it will
produce, which way would you sell it? That is what they did.
More wheat was fed to livestock than was sent abroad during the
first six months, and the amount was three-fourths as much as
we ate, ourselves. The basic cause of the trouble was price, and it
is not yet corrected nine months after harvest. Heartrending
appeals for wheat to send abroad, orders about milling percent-
ages, and all the other similar devices do not change existing
price relationships, the heart of the problem. Nor will they bring
back the wheat that is gone. So we are asked to continue, in the
interests of the poor for whom bread is the staff of life, these
devices for protecting them. I would say, instead, that price
controls could be the cause of widespread hunger in urban areas
of this country, a land of plenty.

Here is another illustration to show how people spend untold
time trying to get whatisn’t there, at bargain ceiling prices. When
leaving my hotel a few weeks ago, I traced a line of people to a
little hosiery store; 427 people in line at 8:30 a.m. and about 50
still in line at 1:00 p.m. Probably it takes only a few minutes of
work to make a pair of nylon hose, but people were standing in
line hours to buy a pair. Is that the way to protect the unpro-
tected?

These and countless other illustrations show how controls
reduce the size of the melon, both in “production” and in “dis-
tribution.” With a smaller melon, the average size of the pieces
must be reduced. Controls create emergencies, and the resulting
fear is used to extend controls in the name of protection. Con-
trols, in other words, breed unprotection on a wholesale basis
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rather than protecting the unprotected.
So much for the size of the melon.

Changes in the Division of the Melon

Aside from the size of the melon, inflation affects the way it is
sliced. Who becomes unprotected for that reason? I am refer-
ring now to selective, not wholesale, unprotection.

If everyone’s income and the worth of their savings increased
in exact proportion as inflation proceeded, no one would lose in
buying power. For instance, if they all increased ten per cent
while the prices of everything increased ten per cent, everyone
could buy what he could before. People would merely have to
carry more money. This would hold true for inflation of 10%,
100%, or 1,000,000%. But that is not the way it works. As
inflation proceeds, some persons are shorted in the size of their
pieces; they become “unprotected” while others benefit.

Since 1939, the income of the average family has about dou-
bled. In other words, anything that has not doubled in price is
now cheap by comparison, for the average family. Any family
whose income has gone up less than this (double) has lost in
bidding power for what is available; that family has become one
of the “unprotected.”

Items thus adversely affected by inflation include savings in
the form of money, or its equivalent in the many forms that are
loaned, and also the group of items like pensions, contracted
items, and slow-moving salaries and wages. How this group is
affected is illustrated by the plight of professors in China during
its recent inflation. From 1937 to 1944, their pay increased 58
times. How could they be called “unprotected,” with this in-
crease? Because the cost of living rose 515 times, which left them
in a position equivalent to a reduction in pay from $2,000 to a
little over $200 a year.

Note, however, that whereas some items of income lose out in the
inflation race, we are concerned with persons. The two are not the
same thing. Any person’s income may be one item, or a mixture
of items. The number of possible combinations are as numerous
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as the blades of grass on the prairie. In order to identify the
disadvantaged persons as individuals, it would be necessary
(though I am not recommending it) to collect detailed informa-
tion about the income of every person in this country, and to do
so continuously (because of constant change). Then we would
find that both rich and poor are among those disadvantaged by
inflation.

The control authorities, apparently conceding the impossibil-
ity of such continuous personal interview, attempt wholesale
protection by giving everyone the controlled price and the con-
trolled wage. The gambler and the speculator in Florida real
estate, along with the widow on pension, can buy goods at the
same controlled price (if they can find them). And the same rise
in wages is allowed, more or less, to everyone, despite the aroma
of fairness introduced by the name “fact-finding boards.” These
boards perform the complicated mathematical feat of adding
together a wage offer and a wage demand, dividing the total by
two, and arriving at the prescribed answer of 18 cents.!

These wholesale devices for helping the unprotected fail in
their avowed purpose. Their operation can be compared to a
philanthropist who would aid the children at a sports event to see
over the shoulders of the taller grownups in front; so he gives
everybody, tall and short alike, a two foot box to stand on. Or it
can be compared, also, to a community medical project which
gives colored water to everybody rather than real medicine to the
one small boy who is sick.

Why do we fall into the trap of reasoning that everyone can be
protected this way? I believe it results from the confusion be-
tween money and real welfare. We forget that money is the
means to the end, and not the end in itself, and so are enticed by
schemes to raise the incomes of everybody and reduce the cost of
things everybody buys. Even with prices at zero and incomes at
infinity, we could have no more to consume than what is pro-
duced. We cannot eat the money, and even for purposes of
wearing apparel and housing it has serious disadvantages as
compared with other materials in common use. This is regretta-
ble, since money is so easy to produce.
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So much for the question of the division of the melon, as
affecting people differently during inflation.

Those Who Rent

The current housing situation makes of those who rent a
special group, supposedly in need of protection. I am giving
rents this emphasis because nearly everyone I know—even in-
cluding most of those who understand why controls will com-
pletely stop the production of automobiles when the production
of one small piece of the carburetor is interfered with—says:
“Yes, but rents—; I agree as to the wisdom of taking off these
other controls, but we need rent control under present condi-
tions.” So let us take a look at that problem.

According to the official figures, rents are now only about half
their prewar burden on the average family because rents have
gone up little and incomes have about doubled. This point has a
great deal to do with the critical housing shortage, and we are
likely to forget the importance of this demand side. When any-
thing is offered at a bargain, there will always be a critical short-
age of it. The shortage will disappear only when it is no longer a
bargain.

Suppose rents were no burden at all—housing was free. How
much space would people use? One family might try to use all of
it, except for the costs of upkeep, and there would then be forty
million too few houses and apartments in this country. Strange
as it sounds, the “unprotected renter,” if he wants a place to live,
is best served by a free market. A controlled market, with rents
too low, allows the protected to use too much space and crowd
out the unprotected, as between renters; the inflation gambler
will crowd out the widow on pension.

The assumption is always made that the landlord is protected
and the renter is unprotected during inflation. This is not neces-
sarily true. He may have less wealth than his renter; I know of
many such instances. And under present conditions he is being
penalized about half in his share of the nation’s dollar income. Is
it a crime for the landlord to share equally in the doubling of the
money that is floating around? Has it become a crime to own
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property in this country, too?

This brings us to the supply side. With low rents and high costs
of building and upkeep, who can build the additional houses for
rent? Under these controls, the government is the only one in
position to do so, because it alone has the legal power to send
others a bill for the losses; it now proposes to violate its own
ceilings, and to send us a bill for the difference. Who is rendered
protection by that process?

So much for the plight of the renters and the housing situa-
tion.

Summary (Re: “Who Needs Protection?”)

We have considered, from several angles, the question of “who
needs protection.” It seems that from all these angles, the argu-
ment about the unprotected is merely window dressing for the
real issue. The real issue is whether we shall continue to expand
these practices of National Socialism (of our own brand and
label, of course).

Controls reduce production and, therefore, generate
wholesale unprotection. Price and income benefits to everybody
are protection to nobody. And the problem of the poor, neither
new nor newly critical, is made worse by the adverse effects on
production. Controls do, of course, offer a form of protection to
some politicians and governmental employees.

In thinking of the government as a device for protection, we
must, I think, consider briefly what government should and
should not try to do. It should punish those who practice fraud,
predation and violence. In this the government can perform an
important function, but it has no mysterious capacity in that
respect. It merely specializes in the job. It cannot prevent crime;
it can only punish those who practice it, in such a way as to
discourage others or even sometimes eliminate the practitioner.
All this we could do as individuals, but we prefer to hire able
specialists like J. Edgar Hoover to do the job for us.

How do wage and price controls fit into this pattern? The
presumption in this plan is that any wage or price arrived atin a
free market or by free bargaining may be of a criminal nature.
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We treat them as such under controls, and punish the offenders.
By the same token 1 would be rendering my country a service in
its fight against inflation if I used fraud, predation or violence to
force my neighbor to sell his wheat below what he can get
elsewhere. Is not the government itself, by these controls, prac-
ticing or encouraging the very things itis supposed to be protect-
ing us against? I submit that a government may hire a non-
specialist to render punishment for what should not be consid-
ered as a crime.

And the government should also protect us against instability
in our national currency. As has been pointed out (by Mr. Tem-
ple), these controls fail in that purpose, too. The panicky at-
tempts to conceal the failure perpetuate and enlarge it.

All this may suggest what further might be said about the claim
that wage and price controls protect the unprotected.

How Wage and Price Controls Operate

Our inflation problem, and the way wage and price controls
attempt to solve it, is about like this. Here is a dollar bill, a sort of
warehouse receipt entitling me to some of the goods and services
of this country. The number of these in the hands of the publicis
about 100 billion (dollars) more than before the war, but the
warehouse is empty. So, if we were to try to use them, we would
find them to be worthless. Just paper. We call it wealth. and
savings, but we should think of it, instead, as the increased
government debt that created it. These dollars are lying quietly
at the moment, but they are like a sleeping volcano that may
suddenly come to life.

Our current operations (income and expenses) add to the
problem, about like this. Let us say that $6 represents people’s
incomes remaining after personal taxes and normal savings. But
we spend only $5, leaving $1 as an economic orphan. So we are
daily issuing more warehouse receipts than there are goods
going into the warehouse (in addition to all the dollars that have
accumulated).?

What can be done about all these accumulated claims, and the
continuing excess? We can issue fewer warehouse receipts, or
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reduce the amount of goods that each will buy (“higher prices”),
or declare some of the warehouse receipts invalid (“price con-
trol”).

The policy of price control causes endless problems and con-
fusion. It makes people spend unproductive time standing in
line. It generates black markets and all sorts of premiums for
dishonesty and shady practices. It interferes with production
and reduces the goods in the warehouse while increasing the
warehouse receipts. This generates the inflation it was supposed
to prevent (as Mr. Temple has so well explained).

Reduced production in time of want makes a hot seat for the
control agency to sit on, so it has been insulated by the use of
subsidies which are an idea borrowed from the totalitarian re-
gimes of the ancient, medieval, and recent past. First a wartime
expedient, subsidies have become a peacetime “necessity,” ever
increasing. We subsidize abroad and at home. No one seems able
to tell us the total amount of subsidies now in effect, including
both the direct and the indirect. But one columnist from
Washington suggests that if subsidies planned by the Adminis-
tration for the next year were put into effect, in addition to what
we have, the total would be boosted to somewhere between 12
and 15 billion dollars, which adds further to the pile of useless
warehouse receipts when we are supposed to be fighting infla-
tion.

I have here a little piece of paper costing $6.33. It entitles
somebody to some butter, cheese, milk, ice cream, beef, lamb,
sugar, beans, corn, cotton, peanuts, tobacco, flour, soybeans,
wool, and goodness knows how many other things. It also entitles
me to a ride on a railroad (a “railroad ticket”). As nearly as I can
figure, $4.40 of the full amount represents the cost of the ride
and the other $1.93 covers the other things (taxes). The ride is
mine and I pay for it as such; the other things I may or may not
get, though I must pay for them in order to ride on the railroad.
This applies to a millionaire and a poor man alike; both, whether
they ride for pleasure or to work, are prohibited by our govern-
ment from buying the ride at its cost without also paying for a
part of somebody’s grocery bill (subsidies). Under guise of a
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program for helping the poor and the unprotected, we are as
individuals forced to invest in a type of economic organization
common in the Old World where the poor have for untold
centuries remained poor.

What the government is doing to help the unprotected is
comparable to a project to flood the country with water, to be
followed by another project to build protective walls around
every home, farm, and factory, and to hire guards to plug the
innumerable leaks in the walls. Jefferson said: “Were we di-
rected by Washington when to sow and when to reap, we should
soon want bread.” The same sort of statement could well be
made about wage and price controls. The government cannot
successfully guide these detailed phases of our intricate
economic system any more than it can steer everyone’s car from
Washington.

We may be seeing a test of the wisdom and foresight of Madi-
son, who warned that a common passion would come to sway the
majority in a democracy; that they would quickly force the ruler
to become a tyrant, that a swift and violent death would be its
fate.

Perhaps our descendants will look back on these economic
experiments, which we are discussing, and ridicule them as we
now ridicule the pagan beliefs of the ancient world where tribute
to Zeus and Jupiter was confused with production, and people
starved.

Shall We Discontinue Controls
Now or Later?

If these controls are unwise, they should be discontinued now.
If they are wise, they should be continued forever. The question
is one of type, not of degree or of time. In my opinion, we should
junk the entire control machine now, not just keep changing
drivers or replacing nuts here and there.

Those who support continuation of controls fall into two
groups: (1) those who favor the basic idea of controls, and (2)
those who are being dishonest in supporting something they
know is unwise.
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Some profess to be opposed to controls after July 1, 1947, or
some other future date. A person either believes in these con-
trols, fundamentally, or he does not. The calendar has nothing
to do with the question. A control which is judged to be unsound
in 1960, or 1950, or July 1 of 1947 is also unsound on July I and
March 21 of 1946. And if the idea is basically unsound for one
person, one industry, one commodity, it is unsound for another.

Suppose we were discussing the question of robbery. Some
might take the position that robbery should be approved, and
some that it should be condemned. What would you think of
those who professed opposition to robbery, but not until after
July 1, 1947? You might suspect such persons of having in mind
a little project which they hoped to have completed by that date.
What would you think of those who professed in the belief that
robbery should be condemned, but who said their minds had
been changed by the results of a public opinion poll?

I cannot stress too strongly my belief that we should not
temporize with this issue. Let me repeat; the question is one of
type, not of degree or of time. Itis no time for those who believe in
economic freedom to weaken in the face of charges of greed and
selfishness, or other accusations. If we abandon what is right, the
rewards for being right will abandon us. Truth pays no attention
to expediency, nor to mob psychology.

NOTES

1. There is some difference of opinion on the derivation of this
figure. Some say it can be found by subtracting 15% from 33%.

2. Survey of Current Business, January 1946, p. 4. In the final
quarter of 1945 at annual rates: Income payments, $154.5 billion;
disposable income, $135.2 billion; consumer expenditures, $107.0 bil-
lion; net savings of individuals, $28.2 billion. Normal rates of saving
might be somewhere between the $6.0 billion of 1939 and $10 billion
which would be about 9% of disposable incomes without any excess
savings.
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31¢

A liberal, voluntary society is one wherein the people, gener-
ally, enjoy the greatest possible degree of liberty.

Anarchy, or the complete absence of government, fails to meet
this test. Under anarchy, the most powerful and tyrannical indi-
viduals will enslave their fellow men, up to the extent of their
ability as masters to gain and keep control over others.

But an all-powerful government likewise fails to meet this
requirement, irrespective of how that government may be de-
signed. Those who are in the driver’s seat, whether placed there
by accident of birth, choice, or force, hold all the power in their
hands; this leaves the people without any liberty except as the
ruler may choose to dole it out to them.

If a person enslaves himself voluntarily, or if his liberty is
taken from him piece by piece via the majority consent of his
neighbors through the mechanism of government, it is com-
monly believed that he will not have lost his liberty at all! Under
the spell of this great illusion, liberty is lost and its loss is not
discovered until too late.

The design of a liberal society, then, becomes the task of
finding a point, somewhere short of anarchy, where liberty
among the people generally will be at a maximum. It will be a
society operating under law—Ilaw that is limited and precise, but
rigidly enforced. Rule will be by law, not by the opinions of
government’s administrative servants. The laws will be only
those that are necessary to repress the few individuals who
persist in abusing their rights under liberty by gaining power
over others, and thereby destroying the liberty of others. As the
penalty for their social avarice, these few individuals shall be
forced to give up their own liberty, in whole or in part depending
on their crime.

In the liberal society, justice is dealt to all persons equally; that
is, each person stands equal before the law. Judicial decisions
based on favoritism are not sold over the counter, nor are they

Reprinted from 31 ¢ (Irvington-on-Hudson, New York: The Foundation for
Economic Education, Inc., 1947). Copyright © 1947 F. A. Harper.
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traded for crowns or for votes at the polls.

In the liberal society, any coercive power is viewed with suspi-
cion, whether its growth has been attained in the form of busi-
ness monopolies, labor monopolies or government—which by its
very nature is coercive and monopolistic. To government should
be delegated, of course, the power to govern under limited,
precise law. Up to that point, government is an instrument that in-
creases liberty throughout society; beyond that point, government reduces
the liberty of the people.

This report surveys the increasing power and size of govern-
ment, which is by far the largest monopoly and the greatest
concentration of power in this nation. The federal government,
alone, is about twice as large as the fifty largest manufacturing
corporations combined. And its size is not its only danger; in
most of its operations the government does not allow any com-
petition by which to judge its efficiency.

When a government controls 100 per cent of the product of
people’s labor, the citizens are, in fact or in effect, the complete
slaves of that government. This situation would describe the
point furthest removed from a liberal society.

We shall now turn to the question of what has been happening
in the United States over recent decades to the size and scope of
government. In order to understand the nature of the trend,
attention will first be given, in some detail, to the present size and
scope of government—what it seems to be, and what it really is.

What Happened
To Your 1946 Dollar

Let’s look at what happened to a typical dollar of your income
in 1946.

The government had first claim against your dollar." But
before considering how much government took, let’s look at
what happened to the rest of it.

Begin with food. Food prices were “out of sight.” Remember
meat prices, for instance? And butter? And eggs? You shopped
around for the groceries from store to store and from shelf to
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shelf. You compared prices, decided how well you could afford
to eat, and then made your purchases. You allowed for an
occasional spree to take the family to your favorite restaurant, or
for a snack at the hot-dog stand. Food purchases accounted for
18 cents of your dollar, as the amount you paid to have the food
brought to you at the store and in the restaurant.

For housing and all aspects of its operation you spent 14 cents.
Clothing took 9 cents, beverages and tobacco 4 cents, etc.

Altogether, expenditures for consumption, from the costs of
living to the costs of dying, took 60 cents. In spending this part,
you selected what you wanted, and the qualities you wanted. You
could be as different as you liked from your neighbors, the Smiths, whose
spending notions you might not agree with. You had free choice in
spending this 60 cents.

Free choice does not mean free spending in the sense of no
restraints on the amount spent. There operates the most effec-
tive restraint in the world—you run out of money. You don’trun
out of money in a literal sense, because you keep some for
investing, or for saving. Last year you saved 8 cents of the dollar.

So all told you spent and saved 69 cents (60.3 cents spent, 8.3
cents saved). That is the part, and the only part, over which you
had free choice. The other 31 cents was spent for you by the
government, which took it from you as prior claimant to your
Income.

Government spending of a part of the income of individuals
amounts to an admission that government can spend it more
wisely than individuals can spend it themselves. In 1946 you
relinquished both the ownership of the 31 cents and the right of
individual judgment in its use.

The Cost of Government

The 31 cents which the government took from you in 1946 is
about equal to all you paid private producers, aside from taxes,
for supplying you with food, housing, and household operation.

Or, the government took more than half as much as you paid
private producers for all the “goods and services” you con-
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sumed, from bread and overalls to steaks and fur coats.

You were obliged to work part of the time for the government.
Out of each hour you worked, the pay for 19 minutes was taken
by the government. This left the pay for 41 minutes out of the
hour to be spent as you liked, privately, or for saving. This
situation calls to mind the concession to freedom granted to
Prussian serfs centuries ago: their masters allowed them to work
for themselves two days out of each week.

The amount you paid for government was more than the fotal
income per person outside the United States.

Government
In Your Cost of Living

It may come as a surprise that the government took 31 cents of
your dollar. If so, the explanation probably is that only about
one-third of it is conspicuous as direct personal taxes, such as
income taxes and property taxes. The other two-thirds is mostly
in forms concealed from view, thus making it seem either that
they do not exist or that someone else is paying for them. But in
the final analysis, individuals must pay all the costs of govern-
ment, directly or indirectly.

Most consumers believe that all the retail price goes to private
producers as reward for their job of production. That is not so.

“Hidden taxes,” collected in these less-evident forms, are at-
tached to the prices you pay for the items bought from private
producers and the “fees” of professional people and service
agencies.

For instance, take your food bill: Out of the 23 cents of your
income dollar that is paid for food, only 18 cents goes to private
producers for the jobs they have done in producing it, and in
making it available to you in the store and in the restaurant. The
difference of 5 cents is the amount of taxes, added in one way or
another to the price you have paid, as a charge for the expenses
of government. You cannot buy groceries without paying these
taxes—not even a loaf of bread or a pound of potatoes or a
newspaper.
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This amount taken by government should be thought of as
adding to your “cost of living.”

The Question of Worth

After first knowing the cost of government, the next questions
are: What did you get and what was it worth? You must answer
these questions for yourself. But the approach to the answers is
the same as for any purchase in a store. The worth of govern-
ment should be compared with its cost, using the same hard-
headed judgment you use when you buy an item in a store; you
do not buy it unless, to you, it is worth the money.

When an item in a store is priced too high, whether because of
inefficiency in its production or for other reasons, it will stay on
the shelf unsold. That will compel the producer either to im-
prove his efficiency or to go out of business and turn his hand to
some other, more useful task. Why not use these same powers of
judgment and rights of economic discipline toward govern-
ment?

Perhaps the question of worth can best be put this way: What
would you pay for everything government did for you in 1946,
viewed as though it were offered to you at an auction sale? How
much would you bid for it in terms of cents out of each dollar of
your income?

If you are concerned with high and rising costs of living, don’t
forget to include the expenses of government—including the
two-thirds part of government expenses that you pay in forms
other than directly as a personal tax.

And even more important, you should consider how much of
this 31 cents is spent for things that you do not believe to be the
proper functions of government in a liberal society. To the
extent these can be eliminated, you can reduce your cost of living
and at the same time increase your liberty and freedom of
choice—all in one fell stroke. Can you think of a better deal?
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WHERE YOUR LAST YEAR’S DOLLAR WENT

Where it may have seemed to go Where it actually went
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Progressive Loss
of Free Choice

This nation was founded on the principle of a limited gov-
ernment. And that is the way it operated throughout all its
earlier history, judging from the costs of government. But pro-
gressively more and more of people’s incomes have been taken
by government, especially over the last two or three decades.

Prior to the Civil War, the federal government took between 1
and 2 cents from each dollar of personal income; all branches of
government probably took less than a nickel.

From the Civil War to World War 1, all government took about
9 cents, consistently. During the twenties it took about 13 cents.

In 1930 began the first sizeable peacetime increase in our
history, which ran the figure up to around 25 cents—double the
level of the twenties, triple the 1870-1916 level, and five times
the level that prevailed prior to the Civil War.

The 1946 figure of 31 cents, previously discussed, includes
only that form of control represented by direct government
expenditures. In addition, the government exercises control
over some of the remaining 69 cents. All told, the people of this
nation have now lost control of nearly half their incomes; this
includes, in addition to the 31 cents actually taken and spent by
government, the part where government dictates the prices that
people must pay to “private industry” for various goods and
services.

It is doubtful if a nation of “free” people, or anything like it,
can long prevail in this situation. Certainly it cannot make
economic progress as in the past. History shows how economic
progress follows closely the growth of capital—the added tools of
production which give man’s efforts greater and greater lever-
age, thus increasing his output and raising his level of living. As
government has absorbed more and more of people’s incomes,
destroying free choice in spending, it has likewise encroached on
their opportunity and on the incentives to contribute to prog-
ress.

In addition to the high and increasing burden of government,
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THIS IS WHAT BECAME OF A

Cents
The Government Took 314
You bought from private production:

Food ..cooveiiiiiiiiiii 18.3
Housing and its operation ............ccccecveiennnen. 13.8
Clothing ... 9.3
Beverages and tobacco ... 4.0
Transportation and travel ... 3.6
Recreation .........cccccceiiiiiiiiniiiiii e 3.3
Medical ......cccooiiiiiiiiiiiii e 2.5
Personal business service ...........cccoeceeveineernneeene 24
Personal care, jewelry, etc. .....cocevviiiiiniiiiiinn, 1.6
Religious and welfare contributions ................. 0.7
Private education and research .............cccoce... 0.4
Death expenses ..........ccccoviiiiiiniiniiinienienn, ..0.4

Total consumption from private production 60.3

You invested, saved or left unspent 8.3

Total 100.0

The figures apply to 1946, and to the average of all consumers. They were derived
mainly from information in the “Midyear Economic Report of the President, July 21,
1947,” and the “National Income Supplement to the Survey of Current Business,” July

the changed placement of the burden has helped to discourage
productive effort and to curb progress.2

The blight on progress has been unmistakable. In the decade
following World War I, when government took 13 cents, the rate
of capital formation, which makes possible a greater output and
a higher level of living, had slackened noticeably from former
rates of the first century and a half of this nation’s history. Under
conditions of the thirties, when government took about 25 cents,
capital formation stopped completely. What would happen if gov-
ernment continued to take 31 cents, or struck a new peacetime
high of 40 or 50 cents? A foretaste of what would happen is
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DOLLAR OF YOUR 1946 INCOME:
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1947, by the United States Department of Commerce. Some of the information was from
the United States Treasury Department.

suggested by the fact that production per person in the United
States was less for the period 1935-39 than during the decade of
the 1920’s—despite all the supposed technological improve-
ments in the meantime. ‘

Every major war has brought additional loss of freedom. And
another war would probably mean disaster, unless the country’s
economic house were first restored to order; it would complete
the destruction of the liberal foundations of this nation. In order
to withstand this shock, a reduction of at least half in the gov-
ernment’s “take” from each dollar of personal incomes would
first seem necessary. Even this reduction would leave the spend-
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LOSS OF FREE CHOICE
IN THE SPENDING OF INCOMES
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“Incomes” represents personal incomes to individuals. It includes both production for
sale and the estimated value of production for home use, which was so important in the
early history of the nation.

Deficit financing, common in wartime, was considered to be a form of taxation.

ing of incomes more restricted than in the decade following
World War 1.

Thus, if the trend is not reversed, a third world war would
bring an end to individual liberty, even in this “citadel of free-
dom.”

The Parable
of Your 1946 Dollar

Your wife gave you a dollar of the family earnings and asked
you to go shopping. On the way to the store you were met by a tax
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collector who took 11 cents of it as a personal tax. You went on
down the street with the 89 cents that was left.

At the store you selected the item to buy, and said to the clerk,
“Weigh me out 69 cents’ worth.”

He weighed it out, handed it to you, and you handed him 69
cents. “That will be 89 cents,” he said.

“But I only asked for 69 cents’ worth,” you complained.

“That’s all you got,” he said. “The other 20 cents is tax, which
we are forced to collect in order to pay for all those costs of
government not covered by the 11 cents direct personal tax you
paid on your way down here.”

So your dollar was all gone.

When you returned home, your wife was suspicious of what
you did with the change, on such a hot day. But, on second
thought, being a trusting soul, she merely complained about the
high cost of living and the profiteering of private producers. But
that was not where the blame belonged, because all forms of
capital used in production (“profits,” “dividends,” “plowed-back
earnings,” “interest on loans,” “rent for property,” “royalties for
inventions,” etc.) received only 10 cents of your dollar.

So you began to ponder the question of inflated prices. Why
did this purchase use up your entire $1.00, when the private
producers who made it and brought it to you in the store re-
ceived only 69 cents for their work?

29 ¢ % 4

NOTES

1. “Government,” in this report, includes federal, state, and local;
the cost of government includes all expenditures, whether financed by
direct taxes or not.

“You” means the average of all consumers; later studies will deal with
important aspects of variations among individuals.

2. See: Bradford B. Smith, “Liberty and Taxes,” The Foundation
for Economic Education, Irvington-on-Hudson, New York.
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Stand-By Controls

It was a cold winter’s night, and our child was seriously ill with
virus pneumonia. His temperature had soared to 104}%°, and he
was fitfully sleepless. What the doctor prescribed by telephone
happened to be in our medicine cabinet. So in a moment’s time,
we were able to apply the treatment. My wife and I were mighty
glad that we had provided a “stand-by” supply of medicine.

Such an experience is common to many of us, I suspect. It has
been used to illustrate the purpose of stand-by governmental
controls over wages and prices—including rents—now being
proposed to replace active controls when the present law ex-
pires. What position should one take on this issue? Should it be
thought of as a stand-by economic first-aid kit, like the medicine
cabinet in one’s home, ready for quick use in the event of a
possible emergency? Or is there a catch somewhere, so that the
analogy is not the parallel that it seems?

Essentially, the question is this: Is the medicine any good for
curing the illness? If it is, then it should be in the first-aid kit,
unless it is too expensive or deteriorates too quickly. If, on the
other hand, the medicine fails to cure, or even aggravates the
illness, the expense is foolish and it would be the height of folly to
rely upon it in an emergency.

So we shall explore the question: Are wage and price controls
effective medicine for the illness? Does the bottle contain a
potent remedy, or is it filled with the false potions of quackery?

A doctor diagnoses illness from his knowledge of a healthy
body and how it functions. The economic doctors must do
likewise. So our first step is to study the anatomy of a healthy
trading economy.

The Anatomy of Trade

Ours is a nation of 158 million persons. Like any other giant
and complicated machine, its operation can best be seen by
focusing our attention on its small, integral, and essential work-

Reprinted from Stand-By Controls (Irvington-on-Hudson, New York: The
Foundation for Economic Education, Inc., 1953). Copyright © 1953 F. A.
Harper.
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ing parts, so that we may clearly observe how they relate to one
another.

So let’s start with Jones, a pioneer in the primeval forest. He
hunts and fishes and grows some crops in his little clearing. He
tames a few animals and uses them for toil or to provide food.

Then along comes Smith to be Jones’ neighbor. He, too, hunts
and fishes and farms. But Jones is the better hunter, and Smith is
the better farmer. As they follow their respective abilities, Jones
comes to acquire an abundance of furs, but is short of corn for
his meal; Smith has a goodly supply of corn, but is short of furs.
So one cold day in winter, Jones—warm in his furs, but
hungry—wanders over to see Smith, who is well-fed but shiver-
ing in his cave. Jones proposes to trade some furs for some corn.

The two men may higgle and haggle over the terms of the
trade. The margin for bargaining may appear to be wide in this
instance, in contrast to real life in our complex economy. No
alternative market exists for the product each has in surplus,
except to keep it himself. But on closer scrutiny, we find that
each has an effective bargaining tool against the other: Each
knows that the other realizes the advantage of making a trade, as
compared with keeping his surplus product. Each knows that
there is little sense in driving so hard a bargain that it kills off a
trade. Each realizes the absurdity of continuing to suffer for
want of what the other has for trade. So we may assume that a
trade will somehow be arranged between them.

Now, what terms of the trade between Jones and Smith might
be called fair and just? '

The question of a just price presumes certain antecedent
questions: Says who? In whose judgment? By what right to
speak? Justice always presumes a judge with some principle by
which to judge. Who is to be the judge, and what is the principle
involved?

Would it be fair to make Jones the sole judge, empowered to
force upon Smith whatever terms of trade he shall dictate?
Hardly; for to do so is to deny Smith all rights of ownership of
the corn he has labored to produce. It would allow Jones to
confiscate Smith’s property.
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Would it be fair to make Smith the sole judge? No—and for
the same reason.

The Haustorical Concept

Historically, the concept of “a just price dictated by a disin-
terested third party” has usually been offered as the solution of
this seeming dilemma. This concept has persisted in the affairs
of man since earliest times—since ancient man first congregated
into groups of three or more, thus making it possible for one
person to interject himself into the economic affairs of two other
persons. Let us say that the third party in this instance is Joe
Doakes, a new and distant neighbor. Joe seems to be qualified to
render justice since he is “disinterested, impartial, unprejudiced,
and objective.” He might be called the “public representative.”
Shall it be left to Joe to decide what is a fair price?

Joe’s presumed qualifications for judging what price is fair—
being disinterested, and all that— are precisely the reasons why
he is not really qualified at all. He has not one iota of right to
speak as an owner because he has done nothing to produce
either the furs or the corn. He has no relevant information
except what he might obtain from Jones and Smith. They alone
can know their own wants, and whether, at each specified price,
they should keep what they have produced or exchange it. At
best, Joe knows less about it than does either Jones or Smith.

Bluntly and in simple terms, Joe is unqualified for the job of
determining a fair price; and furthermore, it is none of his
business. To empower him to throw the bargain this way or that
is to grant him the equivalent of ownership of both products;
and by the test of who has produced them and who owns them
under private property, he deserves no such right. At best, he is
an interloper; at worst, he is an outright racketeer, holding a
power by which he can demand a bribe from either or both
parties.

What is wrong with this theory of an impartial judge determin-
ing what price is fair? Why is this any different from a judge in a
court of law who presides, let us say, in a civil suit concerning an
alleged violation of contract?
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Such a civil suit involves an impasse of conflict, in which one or
the other side must lose by a judgment of “guilty” or “not guilty.”
A judgment is rendered based on the evidence: Was there a
contract? Was it valid? What were its terms? Were the terms
violated by the actions of the person?

Yet none of these conditions exists in the instance of Jones’
and Smith’s trade. There is no impasse which must be resolved
against one party or the other; each may keep his property and
maintain his status the same as it was before they met. In that
sense, neither must lose. If they trade voluntarily, both will be
better off than before. And the ownership of what is his own
gives to each the right of veto—the right to decree that there
shall be no trade between them. As we said above, to violate this
right by allowing Joe to force a trade at terms he dictates is to
violate the right of ownership.

Dual Judgeship

How, then, is the problem to be resolved? Jones has been
disqualified as the sole judge. And so has Smith. And so has Joe.
Since that excludes all who comprise this society, the problem
may appear to be insolvable. But it seems that way only if one
persists in looking for a single judge—some one person qualified
to make the decision.

There is the appeal of simplicity, among other things, in
having authority reside with one person—some Joe—
empowered to establish a just price. Throughout all history, this
practice has been in evidence. In Medieval times, for instance,
kings or lords fixed prices for goods, and thereby supported the
traditional thought of the time, which presumed a just price
according to the powerful church influence and the ecclesiastical
“logic” of the time. More recently, various arrangements of
government have done likewise. But always there has been some
Joe occupying the seat of authority, like our own heads of OPA
and OPS. There has always been the urge, in other words, to find
some one person who should be empowered, as the all-wise, to
decide the price that would be just. And therein lies the error of
the search.
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Under the beginning concept that Jones owns his furs and
Smith owns his corn, it is clear that no rights are violated if no
trade occurs and each keeps what he has. There is no conflict in
that sense. The only sense in which a conflict can arise is if either
Jones or Smith—or some third Joe—presumes ownership of
what is not his, and acquires a power to dictate the terms of a
trade beyond his own rights as owner. But so long as the basic
right of ownership is preserved, a contemplated trade is never a
conflict; it is an attempted act of cooperation under which both
parties, not merely one, stand to benefit. Each has a voice in the
decision. Since both reserve the right of veto, their voices are
equal in a decision that must be unanimous or else there is no
“case in court” and no verdict.

The exchange process involves two persons, not just one.
There is no free exchange unless and until fwo persons, serving
as judges, agree on what the price shall be. The only persons who
qualify as judges are the owners of the goods to be exchanged.
This dual judgeship seems to be an abstraction difficult to con-
template, yet it is really quite simple. Is it not strange that men
have mastered the intricate mathematics of modern physics and
engineering, and still seem unable, in economic affairs, to con-
ceive of a dual judgeship rather than one authority as the deter-
minant of a price that will be fair and just?

Yet this same principle of dual judgeship is accepted in a
couple’s decision to enter matrimony. In the modern Western
world, we have raised this matter from the level of an act decreed
by an outsider, up to the level of a joint and voluntary agreement
between the two parties involved. What would we think of the
argument that the only “just” matrimonial arrangement is one
where the selection and terms are arranged by some “disin-
terested” party—some Joe—appointed to his post by a political
figure selected by majority vote? Here again, where willing co-
operation rather than conflict is the objective, the fact that he is
disinterested—and that it is none of his business, anyhow—
totally disqualifies him in the prescribing of justice. Letting the
participants in the matrimonial contract serve jointly as judgesin
the matter, with unanimous agreement requisite to a decision, is
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accepted as justice. That is also the way “justice” is decreed in the
free market.

The 158 Million Traders

In our 1953 economy, there are some 158 million Joneses and
Smiths. The ebb and flow of their trade and exchange is too
complex for any human mind to fully grasp. What is a just price
for shoes or wheat or a day’s work in this economy?

There is no one just price for all shoes sold today. Justice, as
already analyzed, rests on freedom of exchange for each pair of
shoes, between the store which offers it for sale and the con-
sumer who considers buying it. So the only way to have justice in
the price for shoes today is to have free trade and free terms of
exchange for each and every separate deal. Justice in prices,
then, precludes any legal or authoritative decree of price for any
trade of anything.

Justice on a large scale cannot be composed of subsidiary
injustices. Justice in the aggregate comes only from justice in
each of its parts—free and voluntary terms of exchange for each
buyer and seller. That demands the preservation of private
property rights, above all else. Justice resides in the right to keep
what is one’s own, if all buying offers are unsatisfactory; in the
right of every offerer and bidder to resist coercion—even by the
government, the presumed agency of legal justice. Once the
search for justice ceases to focus on individual buyers and sellers
and scans the national “price of wheat” or “hourly wage,” the
hound is off the trail. In a free economy where personal rights
are preserved, there is no national price of anything; there are
innumerable prices, trade by trade.

When prices are freely arranged between each buyer and
seller, an over-all condition develops which is one of almost
miraculous balance. Both surpluses and shortages disappear.
Peace appears where otherwise there would be chaos and con-
flict. “Who shall have what?” is resolved in the only way possible
if a person’s time is to remain his own; if what he has produced is
to remain his; if he may give his property to whom he wishes, or
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trade it on whatever terms are satisfactory to both him and the
buyer.
The manner in which this balance occurs is revealed by the

chart above. It combines two simple economic facts:
1. Consumers will buy less of a thing at a high price than at alow

price.
2. Producers will produce more of a thing in anticipation of a

high price than of a low price.
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Another economic fact, not shown in the chart, is important in
interpreting it: For a society as a whole, the consumers are the
producers, and the producers are the consumers. This fact,
coupled with the simple truth that we cannot consume what is
not produced, necessitates a balance between consumption and
production. As the chart shows, a balance in this instance is
found at the free price (at 30¢), where neither surplus nor
shortage exists. The free price also generates a maximum
amount of trading; and the terms of trade will have been ac-
cepted by every seller and every buyer as benefiting himself—as
evidenced by their having traded willingly. The only just price is the

free price.

“Economic Illness”

Against this background of the anatomy of a sound economic
body, we may now proceed with its pathology. What is the
economic illness for which the stand-by controls are intended?
What are the symptoms that will signal a rush to the economic
medicine cabinet for the presumed remedy?

“It will be when wages and prices soar due to war or inflation
or some other serious disruption; when some emergency causes
acute shortages of certain things.” These, in the minds of those
who favor stand-by controls, are the symptoms of the illness.

Appearing before Congress, a former Defense Mobilizer said:
“I am always delighted to see a return to the free market, but I
must be sure that circumstances permit it.”!

The same view has been expressed recently in a release from
the Chamber of Commerce of the United States, in saying: “In
case of a serious new national emergency, a price and wage
freeze would be the most effective way of dealing with the
situation, as we learned in both the World War II and Post-
Korean periods.”?

Such persons believe that the free market with free exchange
is a pleasant luxury—a lovely thing to be enjoyed only in those
happy times when the economy is sailing over untroubled wa-
ters. At all other times, the government should prohibit the
citizens from such wasteful indulgence, and should dictate prices
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and wages under the control of administrative law. Freedom of
exchange, by this reasoning, should be considered a pleasant
pastime—a privilege granted to us and bestowed upon us by the
government only when officials of government consider that the
circumstances warrant it.

Weakness in Emergencies

As clearly implied in the Defense Mobilizer’s statement, those
who favor stand-by controls for emergencies look upon con-
trolled prices as strength and upon free prices as weakness. Why,
otherwise, would they prescribe the medicine of controls in
emergencies?

Any price either above or below the point of a free price,
forced by some “Joe” armed with political authority rather than
with rights as owner, is injustice. As prices depart from that point,
more and more trading is killed off, to the detriment of both
buyers and sellers. Then further controls over the affairs of
workers and producers are likely to be added in order to obfus-
cate the new difficulties brought about by the first injustice.
Error is piled on error in an inverted pyramid of interferences,
until eventually the monument of mistakes must be dismantled
or collapse under its own unstable weight. Whenever a false
premise is adopted for medication, the “cure” is likely to aggra-
vate the condition; then there is the temptation to apply more
and more of it under the assumption that the dosage was in-
adequate or that the area of application was too narrow.
Nothing—not even the famous guinea pig—is as prolific as con-
trols in the hands of political authorities, during so-called
emergencies.

In the light of the previous analysis, enacting stand-by controls
of wages and prices amounts to having a medicine cabinet
stocked with injustice to be used in times of emergency; to
creating surpluses and shortages, rather than balanced distribu-
tion, when emergencies arise; to giving a poison as an antidote
for itself. If justice is strength and injustice is weakness, it
amounts to prescribing weakness at precisely those times when
strength is most needed. Goodness and justice, it would seem,
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are luxuries to be tolerated during an indulgent binge; but when
the going gets rough and sobering realities must be faced, it
seems that the emergency bottle should contain injustice.

Hustorical Failure of Controls

For those who find the proof of the pudding only in the eating,
history affords continuous and ample evidence, since the first
known price control laws were enacted in Babylonia 3,800 years
ago. They failed of their purpose, as has every similar attempt in
recorded history since that time.

Itis ever the same. When a government inflates the money or
some other cause pushes prices upward, attempts are made to
conceal the symptoms, rather than to attack inflation at its source
or otherwise get at the root-cause. The attempt is made to adjust
the scale on the thermometer by edict, rather than to cure the
fever that causes the mercury to rise—so to speak. The treatment
applied to the fever victim is to throw him into a deep-freeze.

National Socialism Via Controls

The evidence against controls, even during emergencies, is so
overwhelming—by logic, and as revealed in the historical
record—that one wonders how their enactment has gained so
much credence in this “land of the free.” Could it be that we have
been so busy manning the machines of physical defense that an
intellectual mass attack upon our bastions has gone unnoticed?
Sometimes our perspective on such matters is helped if we back
away from the illusory belief we have embraced and look at the
evidence from a distance.

Lassale, the German Socialist, in a letter to Bismarck on June
8, 1863, wrote: “The working class instinctively feels attracted to
dictatorship, if they can first be convinced that it will be practiced
in their interests.” Spengler accurately forecast an age of gov-
ernmental demagogy when he wrote:

What is truth? For the multitude it is that which they constantly read
and hear . .. what it [the press] wants, is true. Its commanding officers
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engender, transform, and exchange truths. Three weeks’ work by the
press, and all the world has perceived the truth.

In the early forties, when we were at war with national socialist
Germany, the United States Department of State published a
revealing treatise on these ideologies of our then enemy. It is
revealing because it shows that we embraced, and are still em-
bracing, the ideologies of our enemy in national socialism.?

This source warned us that as the plan of national socialism
progresses, an authority is to be made supreme; his decisions are
to be final and always right; his followers are to owe him the duty
of unquestioning obedience. This is the same concept that was

advocated by the ardent nationalistic philosopher, Johann
Gottlieb Fichte.

A Prophecy

But under the influence of Napoleon’s repulsive example,
Fichte later opposed absolutism in the state, foretelling the
character of a future fiihrer and describing how he might come
to attain his power: The future fiihrer would educate his people
in cool and deliberate piracy; he would encourage extortion;
robbery would be made the honorable token of a fine reason; the
state should virtually eliminate private enterprise, setting up a
rigidly planned corporate economy—including, of course, price
controls and other controls of various sorts; there would be strict
governmental control of labor and production, concealed infla-
tion and blocked currency, international barter agreements, and
intensive armament as a prelude to territorial expansion.

Those are the concepts embodied in controls, whereby
legalized looting of some persons by others is authorized under
guise of fighting inflation. Itis the blueprint of national socialism
as told by our own State Department. We should read it again
and again now—a decade later—and judge our own acts by its
measure.

This quotation from Henry J. Taylor, of what Goering said in
an interview long after Goering, Ribbentrop, and others had
been jailed following the surrender of Germany, is revealing:
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Your America is doing many things in the economic field which we
found out caused us so much trouble. You are trying to control people’s
wages and prices—people’s work. If you do that, you must control
people’s lives. And no country can do that part way. I tried it and failed.
Nor canany country do it all the way either. I tried that too and it failed.
You are no better planners than we. I should think your economists
would read what happened here.

Germany has been beaten, eliminated, but it will be interesting to
watch the development of the remaining great powers, the stupidities
they practice within their home lands, their internal strife, and their
battles of wits abroad.

Will it be as it always has been that countries will not learn from the
mistakes of others and will continue to make the mistakes of others all
over again and again?

This same view—believe it or not—was confirmed by the then
Vice President of the Council of People’s Commissars and
People’s Commissioner of Foreign Trade, in an interview
printed in all Soviet newspapers on May 18, 1945.* In explaining
the serious food situation in Germany, he blamed the Hitler
regime for having forbidden free trade of all articles of daily
consumption. He stated that the trouble was due to the closing of
all markets and the forced delivery of all farm products to the
government, thus killing the incentive to produce.

Itis not, perhaps, entirely a coincidence that the man who was
the administrative head of German Price Administration until
1923, when their inflation exploded, came to the United States,
wrote the book entitled Price Control in the War Economy in 1943,
and became chief consultant in the Office of Price Administra-
tion.

Now, rather than being at war with a national socialist Ger-
many, we are involved in a “cold” war with communist Russia.
Let’s take a look at the advice from that quarter. Not that there is
much difference between the communism of Russia and the
socialism of Germany prior to World War II. Communism is
merely socialism in a hurry. Even Marx spoke of what we now
label “communist” as being socialist, and the Soviet state was
named the Union of Soviet Socialist Republics. Moreover, the
Communist party in the United States, in its advice about recruit-
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ing new members, says that it should be easy to recruit a Socialist
by showing him that the Communist party is the only real fighter
for socialism in America; that the most effective way to help
attain his ideals is to join the Communist party.®

In 1848, Karl Marx, the “father” of communism, listed ten
measures for a successful communist-socialist revolution.
Among them are several which specify controls by the state of
prices in their various forms, and also the confiscation of private
property.

In 1950, Earl Browder, former leader of the Communist party
in America, discussed the American trend toward communism.
He listed 22 specific attainments which he said had furthered the
communist program in this country even beyond that attained in
Britain under their much-maligned Labor government. Among
those listed were controls over prices, credit, money, laborers,
and businesses; also bribes, in the form of special privileges to
various groups. The program is so far advanced already that the
government owns nearly one-fourth of all wealth other than
land, and has licensing and other controls over practically every
type of business.

Stand-By Controls For What?

The most kindly charge that can be made against one who
favors stand-by controls for emergencies, it seems to me, is that
he does not understand the workings of a free market and that
he lacks confidence in the performance of free men working
with private property in a voluntary exchange economy. And if
that be his belief, why does he not propose government controls
of everything, all the time? Why not use the “strength” of controls
all the time, not just in emergencies?

Stand-by controls? For what? Not, to be sure, for the purpose
of either productive efficiency or justice! Not to maximize trade,
nor to balance distribution so that shortages and surpluses will
disappear! Not to further the freedom of man in this land which
we claim will be the last bastion of freedom in the world struggle
in which we are now engaged!

To enact stand-by controls would mean putting into the law of the land
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a permanent endorsement of a basic tenet of socialism—the principle
that control of the vital mainstreams of commerce and confisca-
tion of the rights of private property are sound and just prac-
tices. A nation of freedom cannot enact even stand-by controls
and remain basically free.

it hath been found by Experience that Limitations upon the Prices of
Commodities are not only ineffectual for the Purposes proposed, but
likewise productive of very evil Consequences to the great Detriment of
the public Service and grievous Oppression of Individuals.

June 4, 1778
Journals of the Continental Congress
(1908 ed.), p. 569, Vol. XI.
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A Seeming Paradox about Inflation

You say that it is inflationary for the government to sell its
bonds in order to finance a deficit in its budget. But I have also
heard it said that it is inflationary when the government buys

bonds. How can that be? How can both buying them and
selling them be inflationary?

This seeming paradox must be resolved if one is to understand
how our present money system works and how inflation con-
tinues to erode the worth of our money and other savings.

In order to grasp the full picture, it might be well to start back a
few notches in the history of money.

Many things have been used for money, including wampum,
cattle (pecus, cattle; pecuniary, pertaining to money), and gold.
But let’s skip directly to gold.

In the beginning, gold metal itself was used for money.
Whether as dust, nuggets, or minted into coin, it was traded for
things in the market.

Then, later, the local goldsmith became the safekeeper for the
gold, giving receipts redeemable in gold in return for the gold
deposits made with him. These receipts, rather than the gold
itself, then began to circulate as the money of trade.

Noting that not all depositors redeemed their receipts in gold
atone time, the goldsmith began to write “extra receipts” as loans
to persons who had no gold to deposit. For this he charged a fee.
These persons could use these receipts for money—just like
gold. How could it ever become known that no gold was there to
redeem these extra receipts? If one or two persons should test
the validity of their own receipts, the goldsmith would be able to
meet their demands from the gold stock lying there unused, for
which valid receipts had been issued.

This game of providing “extra receipts” had its limits, how-
ever. The goldsmith must be ready to meet whatever demands
might be made for gold at any time. He must have this much
actual gold in reserve, in relation to all outstanding claims. Thus

Reprinted, with permission, from The Freeman, December, 1956. Copyright ©
1956 The Foundation for Economic Education, Inc.
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arose the original “fractional reserve” plan, whereby the
goldsmith set his own limit on “extra receipts” as a protection
against peaks of claims for redemption in gold. If, for instance,
he should assume that half the receipt holders might someday
descend on him and ask for their gold, he would then need a 50
per cent reserve. Butif he should assume that only one-fourth of
them would do so, a 25 per cent reserve would suffice.

These “goldsmiths” eventually became “bankers,” and more
or less the same process continued. The “extra receipts,” or
“loans,” gave the borrower a deposit claim on lawful money.
Lawful money of an earlier day meant that it was redeemable in
gold at a specified rate—for a long time at the rate of one ounce
of gold for $20.67 of these paper claims on gold.

The “goldsmith’s panics” of old then became the “bank
panics” of later days. In both instances these terms described a
situation where the demands for gold exceeded the reserves
available to meet them. There were “runs on banks,” as people
tried to get the gold they normally did not really want, but which
suddenly gained appeal when they found that perhaps it
couldn’t be obtained on demand.

In 1913, the Federal Reserve System was established by law in
the United States. Under this arrangement the twelve regional
Federal Reserve Banks became the central depository for re-
serves of all commercial banks that became members of the
System—representing, at the present time, about three-fourths
of all bank deposits. Under this System, Congress sets broad
limits of reserve requirements, and the Board of Governors of
the Federal Reserve sets the specific requirements. At the pres-
ent time the average reserve requirement is about one-eighth of
total deposits in member banks.!

With this background, we are now ready to unravel the seem-
ing paradox about government bonds and inflation.

Deficits and Inflation

Let us say that in a given year the federal government has a
deficit of $100. This is the amount of excess of its spending over
itsincome from all forms of tax revenue. Being unable to pay out
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money it doesn’t have, the additional $100 must be obtained
somewhere. The government must borrow what it has been
unable to obtain in any other way, before it can pay all its bills.

So the government writes an IOU for $100, for which it must
find a buyer.

Perhaps you, as a private individual, buy the bond and pay for
it from cash in your pocket or from your bank account. The
government then has the $100 to pay its unpaid $100 bill. And
you, as a consequence, have $100 less to spend. There has been
no inflation here, since the total of money has remained the same
as before. The $100 has changed hands—from you to the person
who received it from the government in payment.

Suppose no individual or business outside the banks wants to
buy that bond. The government may then turn it over to a
commercial bank, which accepts the bond as evidence of a loan
and enters a deposit of $100 in the name of the government. The
government can now draw a check against this deposit and pay
its unpaid $100 bill. When this course is followed, there has been
created at once an additional $100 of money which was not in
existence before. There has been an inflation of $100 at this
point. Itis like an expansion of credit-money through any other
kind of bank loan, except that in this case the borrower happens
to be the government rather than a corporation or individual.

Pyramiding Inflation

Up to this point there has been an inflation of $100, due to the
government’s borrowing the $100 of newly-created credit from
a bank.

Now let us assume that prior to this transaction commercial
banks had already loaned up to the limit allowed by their re-
serves. In other words, their deposits—including all unpaid
prior loans—were already eight times their reserves at the Fed-
eral Reserve Banks. No further expansion of deposits through
further loans would have been permissible until more gold or
other legal reserves had been sent to the Federal Reserve Banks.
Buying the $100 government bond and adding $100 to its de-
posits would at once make the bank $12.50 short of reserves.
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But the shortage of reserves can easily be met, since the law
provides that this very same government bond is as good as gold
in meeting reserve requirements. So to square their reserve
requirements, the bank would merely have to send a $12.50
fractional bond to the Federal Reserve Bank, thus meeting the
reserve requirement of one-eighth of the new deposit of $100.

If there are no private borrowers wanting to borrow more
funds on safe terms, the local bank would probably send only the
$12.50 and keep the remaining $87.50 as an interest-bearing
investment of its own. But if good potential borrowers are wait-
ing to be served, the bank will probably send the entire $100
government bond to the FRB and increase its reserves by the full
amount. Then it will be able to loan an additional $700, and keep
within the reserve requirements. In doing that, the increase of
reserves of $100 will meet the one-eighth reserve requirement
for $700, in addition to the $100 loaned to the government in the
beginning.

After this has taken place, we can see how the issuance of the
single government bond to meet a federal deficit of $100, creat-
ing an initial inflation of only $100, subsequently grows into a
total inflation of $800. This process is sometimes called monetiz-
ing the debt because the increase in government debt has been
turned into new money that can be carried around in our pock-
ets. Or the process might be called inflationary pyramiding of the

federal deficit because the effect is one of building an inflation
pyramid upon a government deficit.

One phase of our seeming dilemma about government bonds
and inflation has now been explained. And the conclusion is that
selling government bonds to banks in order to finance a gov-
ernment deficit is, in fact, inflationary. It may even be violently
inflationary, if the pyramiding effect which has been described is
carried out in full.

How Buying Bonds Is Inflationary

Now comes the other side of the seeming paradox. Is it true
that under present monetary management “it is inflationary
when the government buys bonds”? For have we not just con-
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cluded that it is inflationary for the government to sell its bonds
to banks in meeting a deficit?

Were the government itself—the United States Treasury—to
buy back its own bonds, the process would be the reverse of what
has just been described. If it were to rebuy bonds from individu-
als, it would cause neither inflation nor deflation because there
would be only a shift of money from one individual to another;
the government would have to collect $100 from some taxpayer
in order to get the $100 with which to buy the bond from some
other individual. But if the bonds were to be rebought from
banks, it would be deflationary because there would have to be
liquidation of outstanding credit in the process, reversing the
inflationary credit expansion just described.

But it is not the buying of bonds by the government that is
referred to under present monetary management. Whatis being
referred to in this connection is not the rebuying of its own bonds
by the government—by the United States Treasury. What is
meant is the purchase of government bonds by the Federal
Reserve Banks instead of by the government. These two, as
buyers, are quite separate and distinct from one another, and the
effects of the two are quite the opposite of one another so far as
the effect on inflation is concerned.

When the Federal Reserve Banks buy a bond, it is similar to
our earlier illustration where the local bank deposited a new
$100 government bond with the Federal Reserve Banks in order
to replenish its reserve requirements. Then, as will be recalled,
the sale of $100 in bonds to the FRB paved the way for a large
increase in new money—pyramiding inflation. And itis the same
when the Federal Reserve buys bonds in its open market opera-
tions. The only difference between the two is the matter of where
the initiative lies in the transaction. In the first instance, the local
bank took the initiative and sent the bond to the Federal Reserve
as a sale in order to replenish and expand its reserves. In the
latter instance, the Federal Reserve took the initiative and went
into the open market to buy the bond. Let us say it was bought
from this same bank. The effect on reserves is the same in both
cases, no matter which way the transaction was initiated. In both
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instances, the reserve balance—the credit base—has been ex-
panded by as much as eight times the amount of the bond
deposited with the FRB.

The mere buying of the bond by the Federal Reserve in the
open market was not, in a technical sense, inflation. For the act
itself created no more active money. Rather, it should be called
potential inflation. The reserve base is thereby increased so that
there can be a subsequent increase of credit, and new money, by
as much as eight times the amount of bond deposited.

For this broader credit to become inflation in fact, there must
be persons who want to borrow and banks willing to lend them
the expanded credit which has now become possible. Only then
will there be loans—new money, inflation. The reason why the
buying of government bonds in the open market by the Federal
Reserve Bank is said to be inflationary is the assumption that
credit will be expanded as a consequence. And normally thatis a
safe assumption. :

Thus, as to the seeming paradox, it is true that selling govern-
ment bonds and buying government bonds are both inflation-
ary. The distinction which resolves the seeming paradox is the
matter of who does the buying and who does the selling.

In summary, we might unravel the seeming paradox this way:
When the government sells a bond to the banking system, it is
inflationary. It may even be highly inflationary if that bond
comes to rest in the Federal Reserve Banks to serve as reserves
for additional credit expansion. And that is why we say that it is
inflationary when the Federal Reserve Banks buy bonds in the
open market. It is similarly inflationary whether the commercial
banks take the initiative and send bonds to the Federal Reserve
Banks to increase their reserves, or whether the FRB takes the
initiative and enters the open market to buy the bonds. Both are
highly inflationary.

NOTES

1. The different reserve requirements for banks of different classes,
and for demand deposits as against time deposits, are not separately
identified in this overall illustration.
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The Graduated Gadinkus Tax

It was New Year’s Day and Alonzo Brown had a headache. Not
because he had imbibed too much, for he was a teetotaler. His
head ached because he was making out his federal income tax
return. The further he figured, the more he fumed.

Alonzo’s final calculations showed:

Adjusted gross income $300,000
Tax bill 194,804
Left for himself $105,196

Belinda, his wife, tried to console him by pointing out that
$105,196 was no mean income, even if he had worked long and
arduous hours. He agreed with this, but his ire was generated by
the fact that he was going to have to pay the government
$194,804—"for doing nothing,” as he expressed it.

Belinda tried to console him further by observing that he did
get something for the $194,804. “You got all those services
people get from their government,” she said.

“True enough,” Alonzo replied. “We do get services from the
government, even though we differ in what services we want and
how much we are willing to pay for each of them. But aside from
that, one gets these services whether his tax is $194,804 or $1,000
or nothing. In fact, some persons who pay no tax at all get food
and other things that the rest of us have to buy for ourselves.”

Alonzo’s business is the making and selling of gadinkuses. A
gadinkus is a hypothetical gadget Alonzo discovered after ten
years of intensive study and experimentation. Nobody else
knows how to make it.

The raw materials Alonzo uses to make the gadinkus are air,
water from the brook that runs through his property, and heat
from the sun’s rays. He does all the work himself. ‘

In the first year of operation Alonzo had sold gadinkuses at
$10.00 each. Let us say that you had been his first customer.

“How can you in good conscience charge me $10.00 for some-

Reprinted, with permission, from The Freeman, March, 1956. Copyright
©1956 The Foundation for Economic Education, Inc.
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thing made from materials that are God-given and free?” you
had asked.

“I’'m not charging you anything for the materials,” Alonzo had
replied. “If all you want is some of these materials, just step
outside and take all you want for free. What I'm charging for is
my time in making the gadinkus, plus some return for the ten
years of work discovering how to make something consumers
want. Plumbers, you know, are now getting nearly $4.00 an hour
around here.”

“I am setting my price by guess,” Alonzo had continued. “I
want to work steadily all year producing gadinkuses. If I have
any left unsold at the end of the year, I'll know my price was too
high and that consumers wouldn’t pay this price for as many as I
could produce. If, on the other hand, buyers queue up at my
shop, I'll know the price was set too low.”

By the strangest chance, Alonzo happened to have hit exactly
the free-market price for gadinkuses. In that year he produced
30,000 of them. Everybody wanting one for $10.00 or more was
able to buy one. The last gadinkus was sold just before Alonzo
closed his shop on December 31 to go home for his New Year’s
Eve dinner with his wife and two children.

It was the next day that he made out his income tax return and
had his headache.

The more he thought about it, the more the meaning of this
tax system began to form in his mind. He began to see clearly a
new picture of how it affected him and his business.

Beginning On January 2 of the new year, he sold gadinkuses at
$10.00 as before. Then at about 10:00 a.m. on January 5 he
raised the price to $12.50 each. A lady buyer protested the new
price, saying: “I just saw you sell one at $10.00 to the lady who
bought one before I did!”

“But it cost me more to produce yours than it did hers,”
Alonzo replied. “And I'm going to try to price gadinkuses so that
my customers throughout the year will each pay the same price
after taking account of changing costs. What consumers will pay,
rather then precisely the cost, finally rules the market, of course.
But unless a producer covers his costs, he can’t stay in business
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long. And anyhow, it seems to me that the fair thing for me todo
is to price them to my various customers equally in proportion to
the costs. That sort of ‘equality’ seems just, and I'm willing to
help put it into practice in economic affairs.”

“But,” the lady replied, “your costs haven’t gone up atall. Your
materials are still free, and it didn’t take you a bit longer to make
the gadinkus I want to buy then it did the one you sold to the
other lady. Why, then, the jump in price?”

“But my time costs more now than it did then,” he countered.

“Why?” she persisted. “In both instances it was all your own
time. You can’t just suddenly say your time is worth that much
more.”

“It’s not me saying it,” Alonzo replied. “The government says
$0.”

“How? You work for yourself and not for the government.
They don’t set your wage.”

“I worked fully for myself from the beginning of the year till
now,” he replied. “But I am not allowed to do so any more.
Beginning now I am forced to work one-fifth of my time for the
government. You see, from the first of the year till now my
income was not taxed. Now it has reached a point where the
government begins to take 20 cents out of every additional dollar
I get. That is why I must charge you $12.50 in order to continue
to have $10.00 left after the 20 per cent tax. If I were to charge
you only $10.00, I would be selling it to you cheaper than to those
who had bought earlier—much cheaper relative to costs of pro-
ducing them.”

Being unable to refute the fact, and being a willing buyer even
at that price, the lady took it. She would have liked, of course, to
have been able to get it for $10.00, just as the lady who had gotten
one earlier for $10.00 would have liked to have gotten it as low as
possible.

Then on January 15 at about 11:00 a.m. the price took another
jump. This time it went up to $13.51, as required to cover the
new tax rate of 26 per cent applying to additional dollars of
income, leaving him his $10.00 net after the tax. And he had to
go through an explanation of taxes and prices all over again.
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Again and again during the year Alonzo had to raise the price
for the same reason—to $17.54 on February 6, to $26.32 on
March 24, to $40.00 on June 8, and to $90.90 by the end of the
year. And there were many other intermediate increases.

FEDERAL TAX RATES
Married Couple with
Two Children, 1955

Income before tax Tax on another
(adjusted gross dollar of
income) mcome
$ 2,672 20¢

12,000 26
30,000 43
70,000 62

132,000 75

300,000 89

Most buyers probably never did understand how taxes had
caused the prices to advance. They just assumed it was a personal
“monopoly” grab by Alonzo. But no matter how they looked at it,
those who bought gadinkuses did so because they were willing to
pay the price rather than to go without. Others went without, of
course, because as the price rose it became too expensive for
them—just as a price of $10.00 or $5.00 or even $1.00 would be
too high for some.

The demand for gadinkuses was such that—no matter what
the price—about the same number of dollars would be spent on
them by all people, or $300,000 combined, during the year. So as
the price went up during the year, a corresponding number of
buyers became discouraged from buying. Finally, at the end of
the year, Alonzo was selling only about one-ninth as many
gadinkuses in a day as he was at the beginning of the year. As
sales fell off, Alonzo had more and more leisure time—time to sit
on the seashore, or to enjoy other pursuits of his choice.

Near the end of the year a lady asked him why he hadn’t kept
his price at $10.00 throughout the year, whereby all the gadink-
uses he could produce by working full time during the year
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would be bought. “Look at all the additional people who could
then have gadinkuses to enjoy,” she said, “but must now go
without.”

Alonzo replied that out of each $10.00 received at the end of
the year he would be allowed to keep only $1.10 after taxes, as
pay for his time. And he couldn’t see why his time at the end of
the year was worth any less than at the beginning of the year—
still making the same product that people still wanted as much as
ever.

“I look at it this way,” said Alonzo. “If eight-ninths of the pay
for my time is going to be taken from me, I prefer to sit on the
seashore or do something else. Why should I work nine times as
long to get a dollar at the end of each year as at the beginning of
the year? That doesn’t make any sense to me, especially when the
government takes some of these taxes to pay people not to
produce things the rest of us want and are willing to pay for. I'll
forego $1.10 and have the leisure rather than to produce
gadinkuses and provide $8.90 in taxes to be used to induce
someone else not to produce something I would like to buy.”

“After all,” Alonzo continued, “I don’t see thatit is my respon-
sibility alone to solve this problem. Go speak to the others who
want gadinkuses. I would gladly produce for them if we were
allowed to do business directly with one another without this
penalty. Have them help me solve it.”

Well, they haven’t solved it yet, and consumers are still going
without gadinkuses they want and could have.
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How Are You Doing—Paywise?

Each of us is interested in the pay he receives for his work.
Not only are we interested in what we get this week, but also
how we are doing as the years go by.

Experience should add to one’s worth at his work. If your
pay is not increasing over the years, either your pay is not
following the upward trend of your work or your work out-
put is not increasing as it should. In either event, one should
probably change jobs to where he can get the pay due him
and find a new stimulus that will increase his output.

It seems a simple matter to tell how you are doing paywise
over the years, doesn’t it? Simply compare the dollars of pay
year by year. But is it that simple?

Suppose your job has been one that has moved you from
country to country, year by year. And suppose that your pay,
in the currency of each country, has been as follows:

Year Country Yearly pay
1 USA. 5,000 dollars
2 Mexico 50,000 pesos
3  England 2,000 pounds
4  Chile 2,500,000 pesos
5 Turkey 50,000 lira

How have you been doing, over the years?

And suppose that next year’s post would be in France
where you would be paid 2,000,000 francs. How good an
offer is that compared with what you have been getting? Will
you accept that offer or not?

Need for Common Denominator

These questions cannot be answered from the evidence giv-
en. Every man knows that. He can know nothing about how
well he is doing until after he first converts these rates of pay

Reprinted, with permission, from The Freeman, March, 1957. Copyright ©
1957 The Foundation for Economic Education, Inc.
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in different currencies into some common denominator. He
must first find, as best he can, some way to express them all
in terms of comparable things he wants that can be bought
with each year’s pay. If he shuns the task of making such a
comparison because of the difficulties it entails, he will never
be able to know how well he is doing as the years go by. Un-
less he does this, he will never find answers to such questions.
And if he fails to answer them because a common de-
nominator seems to him imperfect, he will continue to live in
economic blindness, subjecting himself to serious mistakes as
a consequence.

The Changing Dollar

All this is quite clear when the problem is one of pay com-
parisons in lira, dollars, and pounds sterling, which we are
never tempted to try to compare directly. But when our pay
over the years is all in dollars, we compare it directly and
thereby suffer a serious illusion about how well we are doing.

Suppose you had worked at these rates of pay in the
United States over a period of years:

Year Yearly pay in dollars
1 5,000
2 5,200
3 5,400
4 5,600
5 5,800

Since all are expressed in dollars, it seems valid to compare
them directly. It appears clear that you have had a steady in-
crease in welfare over the years.

But have you? Actually, it may be that you can tell no more
about it than if the amounts year by year had been in terms
of different currencies, as in the previous illustration.

Suppose, for instance, that there had been a steady infla-
tion of 5 per cent each year. In that event, your pay would
have been declining steadily in “real” terms, after making the
dollars comparable in buying power.
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Although your pay has been in dollars each year, dollars
change in value. They may be as different, one year from
another, as the peso of Mexico is from the peso of Chile, or
the franc from the dollar.

There is no easy way to tell how you are doing year by
year under an unstable money system and changing tax rates.
In fact, you can’t tell anything about it until and unless you
first make an adjustment for changes in the worth of your
units of money remaining after taxes, with passing time.

Income after Taxes

The chart and tabulation show a comparison of 1956 pay
dollars and 1940 pay dollars for a married person with two
dependents. For other years and other tax dependencies the
comparison would be different, of course.

To illustrate how the chart can be used, assume that you
are such a person and that in 1940 your income was $10,000
(base line). Your income in 1956 would have had to be about
$24,000 if its buying power after taxes were to be as much as
in 1940.

Or to state it another way, pay increases averaging about 6
per cent each year over the previous year would have been
necessary, if you were merely to hold your economic
position—umerely to hold your own in the worth of your pay
after taxes, over the sixteen-year period.

The $14,000 additional required in 1956, in order to main-
tain your buying power, was needed to meet the increase in
taxes—if inflation is considered as a form of tax, as seems
proper.! What we commonly call taxes, both direct and indi-
rect, absorbed some of the increase, but most of it was due to
the inflation tax.

If you are interested in a 1956 comparison with other than
a $10,000 income in 1940, it can be derived in like manner
from this same chart. But if you want a comparison for some
other years, or for other than a married person with two de-
pendents, you will have to prepare another similar chart.
Laborious? To be sure. But that is another price to be paid
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for inflation and increasing taxes, before we can know how
well we are doing paywise. We can’t eliminate the question by
failing to answer it.

INCOME COMPARISONS
EQUALIZED AFTER TAXES*

1955 PAY, DOLLARS

60,000

50,000

40,000

30,000

20,000

10,000

I 1 1 1 ( 1 1 1 71

0 5,000 10,000 15,000 20,000
1940 PAY, DOLLARS *INCLUDING INFLATION TAX

SOURCE: Basic information from issues of the Statistical Abstract of
the United States and National Income Supplements to the Survey of Cur-
rent Business, United States Department of Commerce. The tax
burden on income at each income level was determined by adding
the personal income tax at that level to the proportional share of
expenditures of government not covered by the personal income
tax. This amounts to assuming that, aside from personal income
taxes, the process of bargaining for goods and services in our
economy throws the other costs of government on all income levels
in proportion to their incomes remaining after the personal income
tax. Although any such assumption is unprovable, this one seems as
reasonable as any other would be.
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INCOME COMPARISONS
1956 AND 1940

Earned 1940 1956 after
net after taxes, in 1940
mcome taxes buying power
$ 600 $ 467 $ 241
1,000 778 401
2,000 1,556 802
3,000 2,335 1,155
5,000 4,001 1,797
8,000 6,034 2,747
10,000 7,440 3,373
25,000 16,676 7,514
100,000 44,398 19,290
500,000 132,576 39,129
NOTES

1. See “The Hiddenest Tax.” The Freeman. October 1954, p. 138.
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The Shrinking Whate Collar

Mine is “white collar” work. My collar is grayed a bit, to be
sure, because 1 wear it when I work on my car or paint my
house—as I have to do in order to make ends meet. And I
want, in this article, to talk about why I have to.

For half a century now the prevailing economic trend has
been inflationary. At times, of course, there have been sharp
rises in the buying power of a dollar. But a dollar I saved in
1910 will now buy only about one-third as much as it would
then.

One reason for my plight is that taxes have taken a higher
and higher toll. Property taxes on our home, for instance,
have risen from about $300 ten years ago to about $700
now—on the same house. But the key reason is higher and
higher prices, brought on by continuing inflation. Because of
it, the net buying power of my income after taxes is today
only 68/100 what it was ten years ago. The same rate of ero-
sion over another decade would cut it to 46/100; over two
decades, to 31/100.

Nor am I anything special in this regard: All workers the
land across have experienced a considerable shrinkage in the
net buying power of their pay after taxes during the past de-
cade. Some have had increases in nominal pay sufficient to
cover perhaps three-fourths of the added burden of taxes
and rising prices.

Others have seen their pay go up sharply, far more than
enough to cover the higher taxes and prices. The pay of the
average steel worker, for example, has risen to about $5,000.
But that of few white-collar workers has done so. Nearly all
of them have been hit hard. And what has happened in the
past makes them view the future with concern. For there is
every indication that inflation will continue indefinitely
(though perhaps with violent irregularity). Moreover, they'd

Reprinted, with permission from National Review, Inc., 150 East 35th Street,
New York, New York 10016, from National Review magazine, May 19, 1957.
Copyright © 1957 National Review.
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better view it with concern; for white collar pay tends to lag
behind other forms of pay and behind rising prices. And in-
flation makes serious inroads into the savings typical of the
white collar group.

About the lagging pay increases there is little the individual
can do except to move into another line of work, where the
market demand is more responsive to inflationary trends.
About the savings, however, there are some things each per-
son can do—or at least try to. Under inflation the debtor
gains and the creditor loses. If the dollar I saved in 1910 will
now buy only about one-third as much as it would have
bought then, by putting it in the bank (and so becoming the
bank’s creditor) I took a hand in a losing game. Had I fore-
seen in 1910 what was to happen, of course, I could have
tried to “hedge” the future by borrowing, since the dollar I
borrowed in 1910 I can now repay with only one-third the
quantity of things it represented then. By borrowing a dollar
for every dollar I saved, therefore, I could have come out
even. (Inflation, or the threat of inflation, thus invites people
to go into debt.) But hedging of that kind involves two seri-
ous risks. One is that you may not get your borrowed dollar
into a form of investment that will rise in value along with in-
flation prices; what you buy with it, that is to say, may go
down, not up, in which case the hedge fails of its purpose.

The second is this: the dollar I borrow to match the dollar
I save leaves me with two dollars of assets and one dollar of
debt; and, while inflation does seem probable through the
indefinite future, it is sure to be punctuated by periodic gen-
eral setbacks in prices. And if my loan falls due during such
a setback, it may take my two dollars’ worth of assets to pay
off the one dollar I owe. Even if I have guessed the long-
term trend correctly, in other words, I can lose on an unex-
pected short-term trend. During such a downward movement
of prices, moreover, I may—worse still—conclude that long-
time inflation is over, and begin to handle my savings accord-

ingly.
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Protection of Savings

What, then, is the white collar worker to do with his sav-
ings in order to protect them? How can he get reasonable
safety for his savings in terms of buying power?

Well, first, he must alter completely his concept of what is
conservative. “Conservative” investments used to be invest-
ments of the dollar-to-be-returned-plus-interest type govern-
ment bonds, for instance. Under inflation, such investments
are not conservative, because they let you in for capital losses
in direct proportion to the inflationary rise in prices. The in-
terest, to be sure, offsets the loss to some extent. But listen to
the London Economist on this point: “Here is a remarkable
fact: The ‘real’ rate of interest on bonds (short or long term)
is negative. An investment accumulating at 5 per cent com-
pound loses purchasing power, because prices rise more than
5 per cent compound.”

“As sound as a dollar” becomes a joke like “as solid as
quicksand.” All he can do, as I see it, aside from trying to
terminate the processes of inflation, is to put his savings into
the ownership of working assets—in addition to a modest
home for himself, direct ownership of a business, or part
ownership as represented by stock shares. He will then share
the gains resulting from inflation.

That is why colleges and universities, for instance, which
have always been regarded as conservative investors, have
been shifting their investments increasingly from bonds to
stocks. Some now have as much as three-fourths of their
funds in stocks.

A recent new development in this connection is the vari-
able annuity type of plan now being offered by one major in-
surance company. Insurance premium payments go into a
composite of stock equities, and later pay annuity benefits ac-
cording to the going price of the composite. If inflation dou-
bles the value of the stock equities, thus halving the value of
the dollar, the investor evades the loss by participating in the
gain. The traditional form of insurance ended him up only
with the loss.
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Or the white collar worker may choose to invest his savings
himself in stock equities, either using his own judgment as to
what to buy, or buying a “package” of stocks through an in-
vestment trust. And I might add that reasonable conservatism
during an inflationary period suggests purchases with bor-
rowed money—although debt may put you in the position of
having to sell your shares when prices are in a temporary
downward movement.

At best, however, the road of inflation is rocky, and pre-
sents perplexing problems to the white collar worker. But it
seems to be our road, and it behooves us to learn how to
drive on it.
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Dollars down the Drain

The story that follows could be told for practically any
community in the United States, in type if not in degree and
form. It could be your own community.

Westchester County, north of the City of New York, is said
to be the wealthiest residential county in the United States.
Not every resident there is a millionaire, of course. But the
area, overall, is one outstandingly wealthy in the United
States; fabulously wealthy for the world as a whole.

It has been said that everyone who works in the City of
New York wants his bedroom to be as far from his place of
work as he can afford. Far to the north in Westchester
County lies a typical village community among those near the
fringe of possible commutation to New York. It is a pleasant
little community, full of good country air and airy residences
filled with kindly and pleasant people.

But in this rarefied rural atmosphere a sewage disposal
“crisis” has descended upon the good people who live there.
The County Health Department has proclaimed that a seri-
ous pollution problem exists.

A disposal system to take care of the problem has been es-
timated to cost $3,400 per family. Though this is only one-
tenth to one-sixth of the value of a common new residence in
the area, and no more than the cost of a new car such as the
residents frequently buy, the cost has been semiofficially de-
clared to be unbearable—"“excessive.”

Aid as the Solution

Now what is to be done when an irresistible economic force
meets a near-empty pocketbook? Either the person must ad-
just his appraisal of what are necessities in his life, releasing
funds to pay the cost of this particular “necessity,” or he must
find ways of reducing its cost to fit his budget without
foregoing other “necessities.”

Reprinted, with permission, from The Freeman, December, 1957. Copyright ©
1957 The Foundation for Economic Education, Inc.
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The first solution—doing without other things—is the
more painful process of the two and is usually avoided or ig-
nored if possible. The alternative, then, is either to find
someone who will do the job more cheaply or do the work
for oneself.

But the ingenious residents of this particular community,
like their counterparts in untold others in the United States,
have discovered yet another way to cut the costs: by obtaining
federal aid. By taking the necessary steps to qualify, about
one-third of the cost, or $1,133 per family, can be obtained
from Uncle Sam. And then the remaining cost of providing
this necessity, it is hoped, will be within the reach of these
residents whose needs exceed their means.

The procedure for federal aid is simple. The gravy train is
already loaded, ready, and waiting. All the villagers have to
do is to ask in the proper way, and it shall be given. If half
or more of the residents want to set up the district and ap-
peal for alms—about $100,000 in this instance—Uncle Sam is
ready, willing, and waiting. Congress this year has already
appropriated $45 million for aid in such projects, and a
bounteous $23 million of it has been allocated to New York.

Source of Aid

Since Heaven does not send showers of blessings in just
this form, any thoughtful and curious citizen may ask: From
whence cometh all these federal alms? He knows that Uncle
Sam’s pockets are notoriously full of holes and empty.

These alms come from taxes, of course, which may be
thought of as just an indirect way by which people pay their
bills. There is no source of such governmental funds other
than taxes. These are collected from the same villagers and
their counterparts throughout the land. In the main, these
taxes have to come from persons far less able to pay for such
“necessities” than are these particular villagers. They come in
part from some poor Negro widow in Little Rock, Arkansas;
from some poor orphan in Wyoming; from some young
couple in Woodbine, Iowa, who are trying to save enough
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money to buy a small house of their own. People of such cir-
cumstances will find in their tax bills an amount sufficient to
allow Uncle Sam to be generous and send the $100,000 to
these folk.

The Service Charge

But it’s even worse than that, because while the tax money
is traveling from all these places to Washington and back
again, much of it disappears as service fees under one name
or another. Not too high a proportion ever gets back to these
communities at all.

To call this process “aid” is a careless use of language, in-
deed. When a banker takes a far smaller fee for handling our
money and settling payments from one person to another,
some are tempted to use harsh words about the banker and
his fees. But when the government handles transfers of our
money at a much higher fee, we accept it in common par-
lance as “aid,” even commending the government officials for
their “goodwill and charity.”

It may seem that this one little project is a trivial matter,
costing the average family in the United States only one-fifth
of a cent. But precisely therein lies the danger. Each little
piece added to our tax bill seems too small to be worthy of
concern. And though it is said to be done democratically,
about the only people who concern themselves with it are the
direct beneficiaries who vote on whether or not they will, in
effect, pick the pockets of every citizen of the United States.
If over half of the pickers approve, the picking becomes
legalized and the policeman is assigned to protect the picker
rather than the victim.

Drops Make a River

Yet we go on and on with projects of this sort. Just as drops
of water make a Niagara, it is these little bits of tax added to other
little bits which together comprise the terrific tax burden we are
now being forced to bear. In the current year, for instance, these
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federal grants to the states alone will amount to about $80 per
family—an increase from only about $30 per family ten years
ago. And for next year the Administration has programs of this
sort which will cost the average family perhaps $110. Every
family, in other words, will have to pay the seemingly trivial
separate costs of the equivalent of 55,000 such projects all over
the United States—must, in other words, pay for about 200 of
them out of his income every working day.

The Losing Gamble

Some persons understand the process well, however. Not
everyone is fooled into thinking that he can win in this gam-
ble at the roulette wheel of federal “aid.” In one other
Westchester community the question recently arose as to
whether the school board should endorse an increase in gov-
ernment “aid” for the schools. The issue was acute in this
community because, like so many others, it had foolishly
overextended the citizens’ pocketbooks in building some
fancy new schools. The head of a well-known women’s or-
ganization asserted that it was merely a question of whether
“we in this community” will get more in state aid than we
have to pay in taxes. In the gamble of government aid, of
course, one community cannot possibly win except as another
loses, even aside from the “house-take.” The lady did not
bother to consider the moral issue involved in forcing minor-
ity objectors to play a losing game which the majority decides
they shall play—a losing gamble called government “aid.”

Our moral code in this respect is not very consistent. When
Jesse James robbed a bank for the necessities he couldn’t af-
ford, we took quite a different view of the matter. Even
though a Jesse, the aggressor, votes a full 100 per cent in
favor of the project, the rest of the citizens deny him these
acquisitive rights; they do not even allow him one single vote
in the matter.

Shouldn’t we use the same concept in connection with fed-
eral aid? Why not in like manner put all such proposals, like
aiding this community in their sewage disposal project, to the
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vote of all the citizens who will have to pay the bill? Why not
disfranchise the pocket pickers, so far as voting on this mat-
ter i1s concerned? Why give the takers of the money all the
seats in the court of justice?

Freedom Lost

Highly important in this process is the loss of freedom in-
volved. The citizens of these communities who by majority
vote have thrown everyone’s pocketbook into the gamble of
federal aid may not realize the loss of freedom till it is too
late. If you go into a gambling casino with a few dollars and
later depart with empty pockets, you still have your shirt and
your trousers and your freedom. You are free to decide that
you will never be a player in this losing game again. But how
about federal aid? The law of the land, as laid down by the
Supreme Court, has decreed that you shall lose an important
part of your freedom as well. Even the minority who objected
but are forced to play the game lose their freedom along
with the others. For the Court has said:

It is hardly lack of due process for the Government
to regulate that which it subsidizes.!

This means that if federal aid is given for any such con-
cern of your life, the government is thereby empowered to
control that part of your life.

In the light of all this, one wonders if a sewage disposal
problem is really the evil most to be feared. Perhaps we
should fear most the disposal of our money and our freedom
through federal aid. For if this process of federal aid con-
tinues to progress as rapidly as it has in recent years, the time
is fast approaching when we shall all be largely enslaved to
the government. And slaves down through history have al-
ways suffered troubles which make our worst sewage prob-
lems trivial by comparison.

Would you, for instance, knowingly sell a large degree of
your freedom for a few dollars of “aid?” Suppose the offer
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were made clearly and in the open in terms of its reality;
would you buy it? Would you buy the loss of freedom know-
ing that even on a purely cost basis the house-take is heavy
and you are sure to lose? If we wouldn’t buy enslavement as
a total package, we shouldn’t buy it in enticing little pieces
under subterfuge.

NOTES

1. Wickard v. Filburn, 317. U.S. 111, October term, 1942.
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Your Tax Burden
1. Fruits of Intolerance

Taxes are now taking your earnings for almost twenty min-
utes out of each hour of work, if you are a typical United
States citizen. The proportion is higher than that which was
taken by the governments of any of the leading European
nations a quarter of a century ago, including Germany and
the dictatorship of Russia.

Not only are these taxes a terrific economic burden on
everybody at all levels of income, but they represent a serious
loss of liberty as well.

Some careful students of the subject, who have watched
our taxes increase rapidly over the last half century and have
compared our experience with that of other nations, believe
we have already gone beyond “the point of no return.” They
believe, in other words, that despite our surface evidences of
prosperity and welfare and a carefree life, we have already
gone as far as to undermine the economic, intellectual, and
moral foundations of our civilization to a point where we
shall surely slide into another dark age. The undermining,
they believe, is as hidden from common view and realization
as are the depredations of termites, which eat away the foun-
dation of a building before anything serious happens to what
can be seen on the surface—happens while the roof and out-
side walls remain intact, and appear as sound as ever when
viewed superficially.

Such a prophecy of doom is gloomy indeed. We all tend to
dislike having shadows cast on the horizon of the rosy future
for which we yearn. All pessimism is detested, even when it is
soundly based on correct analysis. If the going is currently
pleasant, we are prone to project our momentary pleasures
into future hopes. And that seems to be the reason why most
persons prefer to walk into their troubles blindfolded to real-
ity.

Reprinted, with permission, from The Freeman, April, 1957. Copyright © 1957
The Foundation for Economic Education, Inc.
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I do not know whether such a gloomy prophecy is correct
or incorrect. It is a question too large for me to presume to
be able to answer. But I at least reject it as an inevitable future
in store for us. Every collapse of a civilization must have been
a man-made destruction. And in theory, at least, all man-
made destruction is avoidable by man. The only question is:
Are we wise enough to avoid it? Can we learn in time to
avoid another dark age?

Time alone will reveal the answer. But an initial step in
prevention is for us to understand the problem. One must
know what it is that can lead to a collapse of our civilization.
Knowing the problem and the cause, we then know the
means of its avoidance.

So, in this article I shall begin to diagnose the tax problem.
Taxes, in one way or another, have provided the path over
which civilizations have collapsed economically throughout
history. What, really, are taxes?

Taxes Defined

Taxes are the economic burden we impose upon one another by
means of force through government, in attempting to deal with those
human differences that we refuse to tolerate. They are the expenses
incurred when some persons try to control or change the conduct of
other persons by means of the government as a monopoly agent of
force.

In explaining the meaning of taxes, I have not included
any qualifier as to whether or not these differences between
persons should be tolerated. The definition merely states that
taxes are a cost of attempting to repress or eliminate these
differences by the governmental agency, without either ap-
proving or condemning these differences per se. The defini-
tion of taxes does not attempt to ascribe to any particular as-
pect of conduct the quality of either good or evil.

Those moral aspects of human conduct are important, to
be sure, and will be considered later. At another point we
shall consider conduct from the standpoint of good and evil,
together with a consideration of various methods of dealing
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with evil conduct from the standpoint of the wisdom and ef-
fectiveness of the method employed.

The condition which gives rise to taxes can be seen most
clearly, I believe, if we will consider first and in some detail
this problem of human differences from which taxes are
spawned as an economic cost in society.

Good and Euvil

Superficial observation blinds us to the extent of human
variation among us. We hear remarks like this, for instance,
from our first day on earth: “He looks exactly like . . . ,” or
“He is a spit and image of . . ..”

I recall how all Chinese persons looked almost exactly alike
to me when first I met a few of them. They appeared as alike
as grains of rice. Only after becoming better acquainted with
them did their innumerable differences come into focus for
me, which at first I had been unable to discern. Only after
closer observation did I come to realize that Chinese persons
are as different from one another as are Englishmen,
Irishmen, and Germans.

You, too, at an earlier age, have probably sensed this seem-
ing alikeness among some race of humans then unfamiliar to
you, or perhaps among trees or elephants or something. But
as your perception became sharper, the differences—
differences which had always been there—came into focus.

Human Variation

Perhaps one of the most distinctive things about humans
is their extreme variation. Humans are said to be the most
advanced and complex form of life, thus exhibiting differ-
ences that are presumably greater, one individual from
another, than for any other form of life.

No two persons are exactly alike, not even so-called identi-
cal twins. Terrific differences exist among us in size, shape,
color of hair and skin, muscular development, sensory as-
tuteness, mental equipment, and in many other features.
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Take, for instance, the one matter of man’s “mind.” One
authority, who has made extensive study of the human mind,
claims to have identified over forty totally separate dimen-
sions of the mind. He speculates further that there are prob-
ably as many as sixty dimensions in all.! Ponder the scope of
Jjust this one aspect of variation. With sixty separate dimen-
sions of the mind, each of which can be anywhere along a
wide range from high to low for any one person, an endless
variety of patterns of the human mind becomes possible. The
mental processes of any one person may, therefore, be quite
beyond the comprehension of most other persons.

It is only the most learned observers who can see these
innumerable human differences of all sorts. They know best
how infinite is the extent of human variation. So I shall not
attempt to explai‘n human variation in full here. I shall leave
that to the masters of biological and philosophical knowledge,
such as Professors Roger Williams and Hans Thirring.? 1
shall pass that over and go on to the point of our concern
here. We need only, for our purposes here, to realize the ex-
tent of human variation and to appreciate the nature of its
terrific impact on all affairs of man’s relationship to man in
society.

Human variation becomes, on the one hand, a price we
must pay for the exceedingly high development embodied in
the human form of life. For if we were a simple form of life
like the algae, variation would be far less extensive and life
would be far less complex. The algae do not Lave the prob-
lems we have, such as that of taxes with which we are here
concerned. But, on the other hand, neither do the algae have
the potential of attainment that humans have.

So in our variation we live with a powerful tool for attain-
ment, which is also a powerful tool for self-destruction. If we
can learn how to deal with these human differences so that
they fructify rather than sterilize attainment, variation can be
a blessing instead of a suicidal plague. The consequences of
failing to use it as a good instead of an evil could mean the
extermination of our civilization. The consequences could
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even eliminate human life itself, though I believe this to be
unlikely. If we should persist in pursuing suicidal endeavors
on which we have embarked, however, we could dive into
another dark age.

It is precisely this quality of human variation which de-
velops into all sorts of problems, at all levels of social
contact—within the family, within organizations, within and
between nations, and the like. Our immediate concern, how-
ever, is to focus the way in which human variation becomes
involved in the matter of taxes—the economic burden of
government which we impose upon one another by means of
force, in an attempt to cope with certain human differences
which we refuse to tolerate.

Government: To Govern

Government is engaged in governing—govern-ment. To gov-
ern means to rule, control, hold back, restrain, shackle, bridle.
Government refers to the means or the agency in the name of
which one or more persons govern others.

Governing, of course, means the forcing by some persons
upon other persons of some form or degree of unfreedom.
For it would obviously be ridiculous to say that a person who
is being governed is being left alone to do as he deems
proper and wise—who is, in other words, being allowed to
operate as a truly self-governed and self-controlled person.
On the contrary, he is being governed to the extent he is not
allowed to be self-governed, self-controlled.

In common usage and as related to taxes, then, the word
government refers to the sole legal agent of compulsion
among persons. It refers to the business that is engaged in
performing the “service” of governing.

Compulsory or Forbidden

In a completely governed society, as the saying goes, every-
thing that is not compulsory is forbidden. A completely au-
thoritarian government holds unlimited powers to rule, to

166



control, and to restrain all the citizens except the governor
himself, who sets the rules of restraint for all others. The
governor is the victim of his task, but he is not otherwise in a
condition of involuntary servitude.

I should point out again that I am not attempting here to
differentiate between acts which should be restrained and
those which should not be restrained, from the standpoint of
morals or propriety. Governing is composed entirely of re-
straint, which may be the restraint of the good as well as of
the bad. It is unrealistic to assume that all governing will be
of one moral hue. And so to govern is to restrain, whether of
good or of evil.

Intolerable Differences

We govern one another as a consequence of our differ-
ences rather than our similarities. If we were all completely
alike in all respects, including our beliefs as well as our con-
duct, I fail to see how there should be any governing de-
manded at all. For then everyone would be conducting him-
self exactly as others must deem proper. Any constabulary
under such a circumstance would be a foolish wastage, and
surely we would not burden ourselves with taxes for such as
that. So there would presumably be no government among a
completely homogeneous population.

All governing, then, arises from differences rather than
from similarities among people. Yet, not all differences grow
into government, either. Some differences are tolerated or
even welcomed. In those instances no control of one another
is attempted. To illustrate, differences that are accepted and
even enjoyed are reflected in the admissions paid to see
major league ball games or the opera, or to view some
human freak exhibited in the side show at the county fair.
We are willing to pay in order that these may endure; we do
not want them destroyed or restrained.

Some differences, however, are ones we refuse to tolerate.
And these are the ones which become embodied in the pro-
cesses of government. That is why the human form of life,
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with its highly developed differentiation between individuals,
is so susceptible to the threat of a cancerous growth of gov-
ernment. For with infinite variation between persons, intoler-
ance of differences can easily lead to inordinate growth and
economic suicide.

When such intolerance grows unchecked, we more and
more engage ourselves in a futile attempt to remake mankind
from his biological pattern of variation; to saddle ourselves
with more and more of the costs and wasted effort involved,
toward an end where we would eventually starve. Fortu-
nately, however, the urge to survive always exceeds the urge
to reform. And so it is that the human race has never yet laid
itself entirely on the altar of any sacrificial efforts to attain
conformity among humans. The robber Procrustes, whose
bed of violent conformity became legendary, never became
much of a success as a leader of societal betterment.

Costs Become Taxes

The task of governing requires both material means and
human effort. These both have value in the market. They
are among our economic goods and services, in competition
with the production of bread and shoes and shelter. And that
is why there is a money cost in governing. That is why taxes
are assessed to pay the costs of this collectivized service of
governing, collectively hired and performed by government.

True, some governing may be gratuitous, as when the citi-
zens join voluntarily in a posse to track down a murderer,
and the like. When that is the case, there is no direct money
cost involved and no taxes are collected for it. The only cost
involved is what the participants might otherwise have done
with the time and tools they devoted to the hunt.

It is probably fair to say that as governing moves further
and further away from controlling those forms of conduct
which essentially all the people deem to be reprehensible, the
process becomes more and more expensive. This is because
fewer and fewer people are willing to contribute their time
and means voluntarily under these circumstances. Governing
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then becomes merely a job for those employed in governing.
They demand pay for their work—as much pay as the mar-
ket would offer them, perhaps, to dig ditches, to practice
medicine, or to do something else in workaday life.

As things stand today, an insignificant part of the processes
of government is in the form of contributed time and means
by those who do the tasks of governing. Essentially all of it,
other than conscripted military personnel, is now hired and
bought in the wage and product market places. And the
price may be high.

Collected by Force

The service of governing involves, then, costs which are fi-
nanced by these taxes. Taxes are collected by force from the
citizens on some predesigned pattern of assessment.
Customarily, government employees themselves decide to
whom the bills shall be sent.

Using an analogy, and remembering that governing is
merely a service performed at a price, the process is some-
thing like this: Let us say that a lady—as does the
government—goes shopping to buy a hat or a dress or a
mink coat, which she “needs.” After she has decided what she
wants, she buys it. She then decides to whom the purchase
will be charged: “Put this on the bills of all persons in the na-
tion, in the following amounts . . .”

Government must pay its costs this way because it has no
net worth. It is constantly insolvent, obligating itself to spend
something it does not yet have. It has no earned revenues
from prior services rendered and sold in the market at a net
gain, as you do when you go shopping with money you
earned at yesterday’s work. The government, instead, must
obtain by force of taxation the revenue with which to pay its
bills.

An exception to this description might seem to be certain
fees charged those who use certain government services. But
the revenue from such sources is minor and insignificant as
compared with the total cost of government. And further-
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more, even in these instances, with hardly an exception, the
service which the government offers is one which it has as-
signed to itself under a strict monopoly. So even these excep-
tions are charges that you must pay at a monopoly price, or
go without the service altogether.

Tax assessments to pay almost all the costs of government
are imposed by force. Payment is obligatory on everyone,
whether he wants the “service” or not—whether he uses it or
not. He must accept it from the government source at a dic-
tated price, even though he may know a better and cheaper
way of obtaining a service he wants. So all tax collection rests
on intolerance—intolerance for all persons who may believe
that those human differences being governed should be tol-
erated rather than controlled; all who believe that even if
there is to be an attempt to control, there is some better and
more efficient way to do it.

The Long-time Pattern of Taxes

With this background of the nature of government and
taxes, the long-time changes in the tax burden in the United
States may become especially meaningful in new perspective.

The accompanying chart shows, for almost the entire
period of our nation’s history, the changing level of taxes.

The tax burden is shown on the chart in terms of the part
of each hour of work taken to pay the costs of government.
It represents the part of our labor product taken to govern
one another, taken to restrain and control human differ-
ences. By expressing the tax burden in this manner, the
problems of changing population, of changing hours of
work, of changes in rates of pay, and the like, are all elimi-
nated from view so that we can more clearly see the point of
our concern—taxes.?

The concept may be seen by first considering only two per-
sons on a desert island. If one of them should become so
concerned with restraining the peculiarities of his neighbor
that he catches the neighbor and sits on him all the time, a
full 60 minutes out of each hour of his work would then be
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devoted to governing the island’s population. And the victim,
being totally restrained, could produce nothing either. So all
the island’s “production” would be absorbed by government.
Both would then starve, unless they were to discover how to
tolerate some of their human differences and do something
besides govern.

Now suppose that some ungoverned action is to be al-
lowed. Some time can now be spent gathering coconuts and
catching fish. As more and more freedom is allowed, the
proportion of the time absorbed in controlling one another
would decline to 50 minutes, 40 minutes, etc., out of each
hour of work.

Perhaps the two would never be able to figure out how to
reduce government to zero. Perhaps intolerable differences
would persist. These become “government,” due to efforts to
control what is not tolerated. This part would persist as a cost
of governing. Let us say, for instance, that one of the two
persons persists in trying to filch the coconuts which the
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other has gathered, causing the other to devote some time
standing guard or building some sort of protective storage.
This would become a cost of government, in one form or
another. In this instance, the process would be considered as
“good business,” and a wise expenditure of time and means.
And in that sense, governing would be a valid cost of doing
business, a wise way to spend part of one’s time.

But it is likewise true that the process described above
might be exactly reversed and be worse than wasteful.
Perhaps the one bent on filching what someone else has pro-
duced is the bigger and brawnier man of the two. By one
means or another, then, he will become the governor, living
on loot taken by force of sheer strength from the hard-
working producer of coconuts and fish.

So the costs of government are not necessarily the costs of
controlling evil acts of other persons, in the interests of what
you and I deem to be moral, or ethical, or proper. It may be
precisely the reverse. Witness, for instance, the predominant
pattern of governments throughout all history, as they have
become more and more corrupt.

All we can say—all we shall say at this point—is that the
costs of government are the costs of controls which the dom-
inant faction in any nation is able to impose on the others.
These controls may take any form. The one sure thing is that
it will be the rule of coercive might.

One-Third of Our Effort

Referring to the chart again, we see how the proportion of
our productive effort in the United States which has been
taken in the attempt to control the actions of one another has
grown fabulously and dangerously over the years. It was rela-
tively insignificant in earlier years. But for a century it has
grown and grown, until now taxes take about twenty minutes
out of each hour of work.

This growth is in spite of all the business efficiencies which
should have made it possible to cut costs in the devices of
governing—automobiles for the policemen, business
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machines to help in all sorts of tasks, and all the rest.

The question with which I shall end this discussion is: Has
the average person in the United States become so much
more corrupt and evil over the years that we must spend
one-third of our time in controlling each other? Does the
present generation require six times as much governing as
their grandparents and great-grandparents did? I think not.
But even if they do, is this the means by which to regain
honor and self-control?

If we are not so much more evil than our ancestors, then
we must look upon this growing burden of government as a
suicidal expression of growing intolerance for human
differences—differences which are the mark of a higher
order of creation in the form of mankind which could, in-
stead of inducing a cancerous growth of government, become
the means of unbelievable human attainment.

NOTES

1. “The Structure of Human Intellect” by Professor J. P. Guil-
ford, University of Southern California. A paper presented before
the meeting of the National Academy of Sciences, Pasadena,
California, November 2-4, 1955.

2. For instance, see Professor Williams’s recent book Biochemical
Individuality, New York: John Wiley & Sons, 1956, and also his ear-
lier book, Free and Unequal, University of Texas Press, 1953; Profes-
sor Thirring’s Homo Sapiens, Vienna: Ullstein Verlag, 1947, and his
recent article, “The Step from Knowledge to Wisdom” in American
Scientist, October 1956, pp. 445-56; Liberty, a Path to Its Recovery by
F. A. Harper, Chapter 8 and Appendix II, Irvington-on-Hudson,
N.Y.: The Foundation for Economic Education, 1949; reprinted
in volume one of The Writings of F. A. Harper.

3. The method by which this is done is to relate the total costs of
government in the United States to the total of all personal in-
comes. All incomes finally become the incomes of one person or
another. That ratio was then expressed in terms of minutes out of
each hour of work, taken as taxes.
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Your Tax Burden
2. Lumits of Tolerance

Principles are always less exciting than matters of their ap-
plication. Riding a motorcycle or tinkering with a car is more
enticing to a boy than doing his homework on the principles
of physics, from his high school text. Yet it is with principles
that truth can be tested in the details of mundane affairs.
Only by means of principles can we project our thinking so
as to solve new problems or overcome superstitions and mis-
taken habits of thought. And that is why, in discussing taxes,
it seems to me wise at the outset to consider the principles of
morals as they relate to taxes. The moral aspect of control-
ling others underlies any appraisal of taxes because that is
the purpose to which taxes are devoted.

The value of a principle is the number of things it will explain.
Emerson, 1867

Two Concepts of Morals

Two conflicting concepts of morals now prevail, as always.
They are in mortal combat philosophically. No one person
can hold both views any more than two objects can occupy
the same space at the same time.

One concept of morals is that there are moral principles
which are stable and unchanging despite passing time and
human ignorance of them. Though moral principles apply to
human conduct and our relations with one another, they can
in a sense be compared with rigid physical laws of the uni-
verse, such as gravity. The rule of such a law has nothing to
do with popular understanding or sentiment. Whether only
one per cent or 99 per cent of the people know and act in
accord with such a law, all who violate it must suffer the con-

Reprinted, with permission, from The Freeman, May, 1957. Copyright © 1957
The Foundation for Economic Education, Inc.
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sequences. Increasing violations do not diminish the power of
its rule. The force of gravity, for instance, is the same for the
hundredth person to walk off a cliff as it is for the first one
to do so.

The first concept of moral law is similar. A person holding
this view of morals believes that there are fixed consequences
of acts in the moral realm, whether or not we know at the
moment just what the truth about it may be.

Believing this, there is no escaping a responsibility for con-
duct according to our understanding of moral truth at the
moment, in the same way we abide by our best understand-
ing of physical and chemical laws of nature at any moment.
The important point about this concept is the belief that
there are absolute, unchanging moral truths to be sought and
accepted as guides for conduct.

The other concept of morals is that there are no absolutes,
no timeless and self-ruling moral principles of human con-
duct. This concept is not merely the proclaiming of our ig-
norance of what these moral laws are, or the assertion that
we may be uncertain about them to some degree; it denies
their very existence. It denies as a guide to action any possi-
ble wisdom that is based on the assumption of universal
moral truths, unchanging with passing time and impervious
to human ignorance.

Where, then, do the followers of this concept find their
guidance for conduct? They find it in the mode of the times,
as does the slave of fashion in selecting his clothes for the
season’s wear. According to this view, one style is as good as
another, so long as others are also wearing it this season. It is
a concept that might be called the tumbleweed concept of mor-
als, being always driven about by the current social wind; or
some call it the muddle way concept, or the conformist concept,
or the pragmatic concept, or the popular vote concept, or the
majority rule concept, or the democratic concept of morals.

No objective truths are tolerated as a moral guide by those
who hold this view because absolutes are vigorously denied.
Whether murder is good or bad, whether theft is good or
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bad, are considered to be dependent solely on the prevailing
fashion of the society in which one happens to be living at
the moment. According to this view, causes have no fixed
consequences in the moral realm—a denial of the first rule of
any science.

It has always seemed to me that the latter, or tumbleweed,
concept of morals is a logical impossibility. It reminds me of
a totally mirrored room and nothing within it. By itself alone
this concept can no more give an answer to any moral ques-
tion than a totally mirrored room can reflect anything except
the reflections of mirrors. Something of content must first be
introduced from outside before any mode of conduct, any
social fashion of the times, can arise to be followed. Where
did the start come from?

Lacking anything else in a totally mirrored room, even a
tiny object becomes so magnified in importance as to domi-
nate the scene. Likewise with the tumbleweed concept of
morals, any little ethical microbe can dictate the fashion of
morals for the whole of any society which has succumbed to
pragmatism.

Seeking the Truth

So my position for purposes of this discussion will be that
of the first concept, namely, that moral law must be thought
of in terms of absolutes of eternal truth, however dimly and
incorrectly we may perceive them at the moment. As a part
of this concept, it seems to me, one should be somewhat
humble in the degree of his certainty about truth. Yet despite
such humility, he must always abide by his best judgment,
denying any truth per se in the mode of popular belief
among his contemporaries. Merely because something is be-
lieved by many persons does not prove its rightness. He de-
mands better evidence than popular ignorance for the moral
truths he holds. This view, I believe, is founded on a logical,
philosophic position.

Proof of principles lies outside human experience, which
merely confirms the proof. Or according to the legal maxim,
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Principia probant, non probantur (principles are not proved;
they prove).

Such a position upholds certain moral precepts which are
not followed perfectly in any society, of course. Violations
may be flagrant. But moral principles are in a sense like
stars, guiding the seafaring man on toward his destination,
though he may never touch the stars with his hands.

The Base for Morals

The belief underlying a moral code is that each person is
an independent, self-responsible unit with certain rights and
corresponding responsibilities.

This was once stated clearly in our Declaration of Inde-
pendence: “We hold these truths to be self-evident, that all
men are created equal, that they are endowed by their
Creator with certain unalienable Rights, that among these are
.. ..7 That is to say, each person has certain rights equal to
those of any other person. It is these rights which we shall
review shortly.

But before doing so, it is well to review one aspect of mor-
als. The only possible meaning of morals is that there shall
exist for the individual person the option of choice between
doing right and doing wrong.

A person is unlike a stone which is subservient to the
forces of nature which bombard it, having no evident capac-
ity for choice. The stone exists outside the realm of moral
concern. It can’t do right and it can’t do wrong. Nature has
laid out a course for it that is neither moral nor immoral. It
is the complete slave of its environment.

A person, unlike a stone, has choices to whatever extent he
is free. Insofar as he has liberty, he has choice. In having
choice, he unavoidably has the option of choosing either
good or evil in the sense of objective truth—the concept of
morals accepted for this discussion.

It can be seen, then, that the scope of morals coincides
precisely with the scope of liberty. It can be no more and no
less because choice is requisite in both.
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Removing liberty from a person or persons in a society,
then, solves no moral questions whatever. It only makes
amoral those acts which are controlled—perhaps even induc-
ing immorality elsewhere.

Or to put the matter another way, the first step to making
a society of persons moral is to make them free. This is not
to say that when people in any society are made free, they
will resolve all their moral questions wisely in the sense of eter-
nal truth. It is only to say that they cannot choose wisely
without first being free to choose; that liberty is, therefore, a
prerequisite to moral wisdom.

Many persons have asserted in error, it seems to me, that
persons in a society should be given liberty only after they
have proved that they will act wisely. This is something like a
mother saying that she is not going to let her boy go near the
water till he has learned to swim; or that she is not going to
let him start arithmetic until he has proved that he will solve
all its problems correctly. The risks of error go with the pro-
cess of learning, just as liberty entails risks as related to moral
questions.

Liberty, then, is the base for morals. And liberty is predi-
cated on the concept that each person is answerable to the
rule of eternal truth; that no man has the right to answer
these questions for another against the other’s will; that all
one person may properly do to another is to resist attack on
one’s own liberty, on his own rights. In short, man is free, as
proclaimed in the Declaration of Independence, and may
with propriety defend his continuing right to be a free and
morally self-responsible individual. But he may not in justice
encroach on these same rights of any other person, either.

Outline of Basic Rights

The human rights to be derived from such a base for mor-
als under liberty are as follows:

(1) The Right to Life. Except for this right all other human
rights would be unfounded. In the absence of this basic right
the others would become merely sham and nonsense. With-
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out this right the admonition against killing, in all the world’s
great religions, would be negated. Without this right vested
in each person, there would be nothing to stop a ruler from
assuming the right to sacrifice any number of human lives
for his own purposes. In the words of a communist Russian
leader, it would be an unquestioned privilege of the ruling
potentate to break the eggs at will in order to make a social
omelet of his own personal design.

If there is the right to life, it follows that you have:

(2) The Right to Sustain Your Life. You have the right to use
your life as you will, so long as you do not violate the same
right of others. The right to life assumes, in other words,
your right to devote your efforts to sustaining and develop-
ing both your own life and whatever else you deem worth-
while.

In working to sustain your life, you have:

(3) The Right to What You Produce. This right derives its va-
lidity from the fact that life is sustained by the production of
scarce things—economic things, desired beyond the available
supply. Food is basic among these needs, but there are num-
berless other things that are also essential to a full life.

Flowing from the right to what you have produced is the
right to keep it:

(4) The Right to Own Property. Whether you keep what you
have produced for an instant or for a day or for a lifetime,
under this right it is your property until you choose to do
something else with it.

So the final right among this series of human rights, flow-
ing logically from the right to life, is:

(5) The Right to Dispose of Your Property. When you do not
wish to use your property yourself, you may sell it or trade it
or give it away. You are beholden to nobody under this right.
You may choose both the time and the terms yourself, so
long as the other party agrees, accepting or rejecting the ad-
vice of others as you see fit.
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Some Classic Codes of Conduct

Against this background of the nature of morals and the
five sequential human rights, some classic codes of conduct
may have more meaning in relation to the problem of toler-
ance.

Almost every great religion of the past, I am told, has had
a code closely approximating the Decalogue and the Golden
Rule of our leading present-day religions. Throughout all the
varied societies of history—in widely differing times and con-
ditions, under different leaders with differing claims to re-
ligious authority, with differing details and wording—all lead-
ing religions have had this much in common with one
another.

This is not, of course, definite proof of the validity of this
moral code. It merely evidences a great accumulation of
human experience for survival, like the actions of infants
which reflect the human instinct to protect themselves from
mortal hazards to life. We may also assume a tendency for
truth to persist and become evidenced in matters of moral
conduct and lasting moral codes—the distillation of experi-
ence about moral truths. There can be errors in this sort of
evidence, of course. Misinterpretations and adulterations
creep into religious codes, which sometimes are no more than
fanatical dogma. But available evidence, so far as the Deca-
logue and the Golden Rule are concerned, is that these
have endured with the persistence of truth throughout the
ages in all great religions.

What do these codes tell us? Among other things, we find:

Thou shalt not kill.
Thou shalt not steal.

The five rights listed above are in complete harmony with
them. For if it is wrong to kill, a person must first have had a
right to life. If it is wrong to steal, a person must first have
had a right to the product of his labor and to other property
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he has acquired without theft from others who previously
owned it.

So these classic religious codes of conduct reinforce the va-
lidity of the five basic human rights listed above.

Proper Intolerance

Why all this concern about moral codes and human rights?
It i1s because any consideration of intolerance must begin
there. Any consideration of controls, from which taxes arise,
must begin there. Of what conduct should we be intolerant?
The question is entirely one of good and evil, or rights and
violations of rights. Not all intolerance is evil, per se. How
could intolerance of evil itself be evil?

If this analysis of good or evil is sound, so that we can
identify human rights and human wrongs, we thereby have a
basis for identifying proper social intolerance:

Social intolerance is justified against all violations of basic human
rights; against violations of the Decalogue and the Golden Rule, as
embodied in human rights.

The greatest intolerance of all should be directed to one’s
own conduct in violation of this moral code. For in starting as
we did by saying that man is free, that he has a moral nature
involving choices, that he is responsible for his own conduct,
then one’s own conduct is surely his first order of business.

Even at the risk of preaching beyond my ability to practice,
I would ask: Is not one’s own conduct his sole task? Perhaps
one should not waste his time trying to do anything about the
misconduct of others until his own attainment in this respect
has become lily white. And isn’t that a full-time task for us
all? Such a rule would change our way of life considerably;
and if we were to abide by it, the whole problem of taxes
would be resolved at once.

By going through the moral code and listing of rights step
by step, anyone can see that taking care of one’s own conduct
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is a challenge to the best of us. Who among us has any
license to concern himself at all with the task of controlling
or changing the conduct of others, if he must perfect himself
first in order to obtain that license?

Defensive Intolerance

But perhaps this is too strict a test. Perhaps we have a per-
fect right to be intolerant of the misconduct of others under
certain circumstances. Take, for instance, the murderer or
thief who may be attacking you and your property. Surely
you have the right to defend yourself, the right to protect
and retain that which is yours. That right, I assume, is really
a part of the right to life and property in the first place. You
have as much right to keep life and property, or to recover
property as to have had them at the outset.

I see no reason for questioning your right, then, to defend
yourself and that which is your own; to recover your prop-
erty, if you can; to cooperate with any other person or per-
sons in such endeavors, insofar as all participants individually
accept the cooperation and the terms of the arrangement, as
separate and free persons.

But at the same time, I would strongly emphasize that no
one person has the right to force participation in these en-
deavors upon another person if it is not freely acceptable to
him. A good end does not justify an evil means. Human
rights cannot be defended by violating them; morals cannot
be upheld by their violation.

Let me illustrate: You and I may fully agree that a person
has a right to life; that it is wrong to kill; that it is proper to
restrain acts of murder. Now suppose that 1 say I am going
to Africa to kill a person who is going to kill somebody. I ask
your support, but you refuse me. Would I be justified in steal-
ing from you to finance my trip? I think not. It seems to
me that you have a perfect right to resist my theft of your
property; that in resisting theft you do not become a mur-
derer, in failing to finance my project.
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Such are the limits of justifiable intolerance, as 1 see it.
One may properly be intolerant of all violations of the basic
moral code embodied in the Decalogue and the Golden Rule.
He must first take care of his own conduct in these respects
as a part of protecting himself, his dependents, and his prop-
erty. He may also cooperate with others to this end, employ-
ing his own time and means to do so.
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Jobs for AUl (Who Want To Work)

If our society were economically sound, there would be jobs
for all who want to work. Whenever such jobs are not available in
any society, it is certain evidence that some serious economic
disease is invading the affairs of men.

The following analysis is directed at those conditions that
force persons into idleness against their will. Not only does this
reduce production and therefore the welfare of society, overall,
but it unjustly strikes some persons harder than others. Those
who suffer most are: (1) unfortunate persons who, through no
direct fault of their own, are denied jobs at which they would like
to work, while others continue in fulltime jobs at the same, or
even higher pay, and (2) employers who have saved, whose
savings suffer because they are denied the chance to hire those
who want to work.

The Present Situation

“Unemployment” has been four million persons, more or less,
in recent months. This is only six per cent of the labor force—not
especially alarming, viewed against the background of the many
rosy economic forecasts which heralded the decade of the
1960s.

But economic forecasting is a hazardous sport. If one were to
be absolutely certain about the future, in both time and degree,
he would have to know much that is unknown about all the
complex forces that make events what they are. Yet nobody
can avoid the risk of forecasting, if he is to live and act at all. A
storekeeper forecasts when he opens his doors tomorrow; a
housewife forecasts when she goes there to buy. A wise
economist knows this, and is full of uncertainty even though, as a
living and acting person, he cannot avoid making one assump-
tion or another about the future. To forecast the future on the
basis of the present and the recent past, is almost unavoidably

Reprinted from Jobs For All (Who Want To Work) (Larkspur, Colorado: Pine
Tree Press, 1960). Copyright © 1958 F. A. Harper.
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tempting. All who use this method now are complacent and
strongly optimistic about the future.

Some Danger Signals

Signs abound that all is not well within the economy of the
United States. Other countries may be in danger, too. One would
be remiss to dismiss all these danger signals as trivial. When
adversity hits, we should be as well prepared as possible; to
expect adversity sooner or later in some form, is the first step in
preparation. Then if we understand the cause, the correct rem-
edy can be applied with the promptness and forthright courage
that the occasion will surely demand.

Serious economic adversity in the United States is within the
adult business experience of few persons under forty-five years
of age. For all of them, each year has seemed better than the
previous year; prices were generally rising, so that delayed buy-
ing proved costly and advanced buying proved economical. Few
such persons are wise enough to prepare themselves for adver-
sities contrary to experience, about which they may have only
read in books.

Yet for all who either know the history of the past or who
reason correctly about the nature of man’s actions, a continuous
one-way economic street is the least safe forecast of all. The one
certain way to be wrong at every turn is to persist in forecasting
the future on the basis of the present and recent past.

Every period during which adversity has long been delayed
has spawned its own form of rationalized complacency. In the
1920’s, there was the vague “new era” in which former dangers
no longer ruled. Recently, there has arisen reliance on the
“built-in economic stabilizers.” But can these stabilizers be relied
upon, in the face of mounting threats to our money and our
economy? Have we truly learned how to evade the consequences
of careless living and profligate borrowing and squandering? I
believe not, despite uncertainty about the time and the precise
form of the day of reckoning.

The late Felix Somary, a Swiss banker whose unique forecast
of the debacle of the 1930’s brought him a fame he little sought
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or prized, gave a second dire forecast in an informal paper
delivered before high officials of Harvard University four years
ago.! Somary foresaw what he called an unavoidable crisis.
Though he carefully avoided giving either a precisely dated
prediction or the exact form the crisis might take, many have
guffawed at his concern while our economy continues to evi-
dence no visible crisis.

In speaking of the “stabilizers” in our economy, Elliott Bell
once reminded us that “thus far, however, we have had no really
critical test of our capacity to stabilize the business cycle.””

Many persons feel that continuous prosperity is assured by the
outlook for continuous world-wide inflation. Is this a safe as-
sumption? Per Jacobson has averred: “In all likelihood, world
inflation is over.”?

Professor Robert Triffin of Yale University has warned of a
“liquidity crisis”—a fear that obligations cannot be met with cash
or nearcash—in international finance, which could spread from
country to country. It has been created in large part by building
up “reserves” abroad at the price of persistent deterioration of
our own reserve position.* In any event, within a few months the
foreign claims against dollars are likely to exceed our total gold
reserves. Outsiders can redeem these claims in gold bullion.

Gold—the direct and indirect base for money in our part of
the world—has been for years in low rates of monetary accretion,
due to the historic lows in its exchange worth. This puts a heavy
drag on commodity prices, in gold-money terms.

Taking a longer view, wars more than any other one thing
have generated major economic crises in our country. If recent
wars do not bring some sort of crisis, sooner or later, it will be
unique. There has, however, been a tendency for the time to
lengthen between the end of the war and the subsequent
economic debacle:

Date of economic collapse

Years after Years after

start of war end of war
Napoleonic War 14 4
War Between the States 12 8
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World War I 15 11
World War II and
Korean War ? ?

So as to timing for any forthcoming economic setback, and its
form, each person must make his own estimate. It might come
soon, or later; it might take the form of declining business and
rising unemployment, or of considerable inflation from trying to
avoid them, or both.

Prior to and during the early stages of any crisis, we can expect
repeated assurances of national economic health from business
and political leaders, especially the latter. Like a cook asked
about the meal’s prospect, or a taxi driver about the chances of
missing the lamp post, any politician is more than inclined to-
ward optimism under his reign. Samples of such predictions
during the early months of the depression starting in 1929 are
worth rereading.? Perhaps some enterprising person even now
is assembling evidence for another edition of “Oh Yeah!”

Top-Selling Cures

Once a depression starts, and deepens, economic medicinals
are more and more in demand. Certain nostrums lead all others
in sales and popularity:

1. Confidence

2. Political invasion of economic affairs

3. Higher wages

But if these will cure a depression, why did they fail to prevent
its onset? They are usually in abundance beforehand. Confi-
dence is never so high as just before a depression. Wages are
usually at their peak, and rising. Political invasion of economic
affairs is in vogue. Yet depressions have repeatedly struck in
spite of all this—due, evidently, to something else.

Before speaking of the underlying cause of business declines,
let us first consider these nostrums one by one.

The Faith Cure

Confidence alone will not move economic mountains. It fol-
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lows rather than leads changes in underlying economic forces.

Consider a specific instance. Mrs. Jones refuses to buy a
$29.95 dress which Miss Smith has made and is offering for sale.
Why? Because she prefers the $29.95 more than the dress. So
she keeps her cash.

According to the confidence nostrum, we would ask Mrs.
Jones to engage in positive thinking and have faith—in short, to
live dangerously and trade the money she prizes more, for the
dress she prizes less. In other words, we would ask Mrs. Jones to
have more confidence in the dress and less confidence in the
cash.

Suppose Mrs. Jones buys the dress. Now it is Miss Smith who
lacks confidence—in the dress, thatis. Otherwise, she would buy
the dress back. Would her “lack of confidence” cause a depres-
sion? Mrs. Jones” would, but Miss Smith’s wouldn’t.

Confidence alone solves nothing. The question is one of rela-
tive preferences. Mrs. Jones has plenty of confidence, but it is
bestowed on the $29.95 rather than on the dress; Miss Smith has
plenty of confidence, too, but her preference is also for Mrs.
Jones’ $29.95 rather than for the dress she is trying to sell. Not
until Miss Smith offers a better dress at the price, or this one at a
lower price, will Mrs. Jones acquire enough confidence in the
dress to lead her to part with her money. Only in this way can a
willing trade be consummated. There is no other way.

The confidence nostrum for curing depressions amounts to
asking one person to alter his judgment of worth as between two
things in the market of trades, to accommodate some other
person. So long as the two persons agree as to which of the two
things is worth the more, no voluntary trade can occur. Things
must be priced so that there is disagreement, before there can
ever be a willing trade.

Admonishing the need for confidence in general is not a cure
for adverse economic conditions. Confidence, overall, is never
lacking. Confidence in certain things is lacking, but at the same
time there is excessive confidence in other things. The underly-
ing problem is that of price relationships, which have gotten out
of gear with what buyers think they are worth.
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Political Nostrums

A concept of the place of government in our society which is
ascribed to Lincoln by its frequent and approving users is this:

“The legitimate object of government is to do for a community
of people whatever they need to have done, but cannot do at all,
or cannot do so well for themselves, in their separate and indi-
vidual capacities.”®

This belief has done unbelievable harm to liberty, because it
gives an aura of respectability to many advances into slavery.

It seems fine for the government to do for us what we cannot
do for ourselves. If I fail to earn enough to buy a $10,000 car, or
perhaps two or three, should the government give them to
me—that which I cannot do for myself?

A totally different concept of government which the Found-
ing Fathers envisaged is this: To protect every right of persons to
do things for themselves, either separately or together in volun-
tary arrangements, each using his own time and means, or that
which has been properly assigned to him by some other person.
The distinction between “doing things for people,” and protect-
ing their rights as free men to do things for themselves, is great
indeed.

The government could do for us what we cannot do for
ourselves only if it sits on the right hand of Creation itself.
Otherwise, unless it be possessed of the powers of God, it cannot
possibly do anything that people can’t do for themselves, for the
simple reason that people comprise all that is government. Gov-
ernment is manned by the very same persons whose deficiencies
are presumed to disappear when combined into a legal structure
with bureaucratic, political trappings—a process which makes an
ordinary person, if anything, less able than before to accomplish
things. The bureaucratic whole is, for this reason, really less than
the sum of its freely cooperating individual parts. Yet we con-
tinue to follow the piper’s tune that government can do for us
what we cannot do for ourselves in accomplishments like curing
a depression.

Political prescriptions as cures for depressions are legion, but
mainly of two types:
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1. Have government collect less in taxes;
2. Have government spend more.

Tax Reduction Fraud

A fraud is implied in asking the government to collect fewer
taxes without reducing its own expenditures. Government has
no funds except those it gets from the people by one or another
form of tax. Every cent of the government’s yearly expenditures,
therefore, must come from the people in taxes, no matter what
else we may call them; no matter whether collected from the
citizens directly and openly, or indirectly by concealed means.

Let us say that the government spends $80 billion and collects
only $70 billion in “taxes”—through forms of taxation com-
monly referred to by that name, that is. Where does the $10
billion deficit come from? It can come only from the people,
because there is no other source. But the game is faster than the
eye, and we often fail to realize that they are taxes just the same.

Where does the government get the required $10 billion? By
manufacturing it, by inflating the money of the land. Persons
who receive this newly-made money have in their hands “legal
tender,” with rights in the market equal to those of any other
people with any other money. So everyone’s money becomes
diluted and every dollar is taxed in buying power. It should
always be thought of as a tax.

So there is absolutely no way for the government to reduce
taxes except by reducing its expenditures. A “tax reduction”
scheme changes the form of the tax, but not the amount.

Increased Government Spending

Having the government take more of our money and spend it
for us is surely not something we cannot do for ourselves—not a
thing the government must do for that reason. When the gov-
ernment spends more, all it is doing is to dip deeper into the
citizens’ pockets; take out even more money; spend it according
to political whims rather than by the personal choice of those to
whom it belonged previously.
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Take, forinstance, the case of Mrs. Jones and the $29.95 dress.
The government might increase Mrs. Jones’ taxes by $29.95,
then buy the dress and turn it over to Mrs. Jones. But that is what
she had rejected because she valued the $29.95 more than the
dress. Anything else the government were to do with her $29.95
probably would suit Mrs. Jones even less than the dress she
didn’t deem worth the price, even without the sizeable gov-
ernmental handling fee.

Surely, there is some way to accomplish the objective of restor-
ing exchanges in the market place that is better than for the
government to take money from people by force, and spend it
for them. Though not a serious proposal, would it not be better
to merely give each of us the right to draw on each other’s bank
accounts, or the right to claim each other’s paychecks? This
would be another way to spend for people what they do not
choose to spend for themselves.

So having the government increase its own spending to cure a
depression merely assures that the depression will be needlessly
severe. And to allow consumers to increase their spending by
reducing their taxes requires that the government reduce its
own expenditures, not increase them.

Purchasing Power

Itis commonly argued that the cause of a depression is lack of
money in consumers’ hands. In trying to cure this, another
highly dangerous nostrum is proposed: “Wage rates should be
increased—if necessary, through overt government action—to
give people the added buying power necessary to buy things
unsold in the market.”

The reasoning goes like this: A thing remains unsold in the
market because the buyer lacks enough money to buy it. Unsold
things cause producers to quit producing. If more money were
in the buyers’ pockets, they would buy the excess inventories and
unemployment would disappear.

Let’s try out this purchasing power idea on Mrs. Jones and
Miss Smith, and the $29.95 dress. Mrs. Jones, let us say, consid-
ers the dress worth $29.00 but not a cent more. So in terms of
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purchasing power, she lacks the 95 cents which would induce her
to trade. The only real source for the 95 cents is to get it from
Miss Smith.”

There are only two ways of getting the 95 cents from Miss
Smith, either voluntarily or by force. By the voluntary method
Miss Smith could merely reduce the price to $29.00, which she
has refused to do. The only other way is to take the 95 cents from
Miss Smith by force and give it to Mrs. Jones.

The purchasing power notion is so prevalent it may be worth
another illustration, to test its validity. Leaving aside the device
of money for trading, not really relevant to present purposes, let
us assume a direct trading situation between two farmers. One
has two bushels of wheat for trade; the other, three bushels of
corn. They alone comprise the trading community. One day
they meet, and attempt a trade. The wheat grower is willing to
part with his two bushels if he can get the three bushels of cornin
exchange. But the corn producer will part with his corn for no
less than 2% bushels of wheat, at which ratio the wheat man
refuses to trade. The purchasing power nostrum would say that
the trouble is insufficient purchasing power. How much “defi-
cient” purchasing power now exists? The total purchasing power
is exactly two bushels of wheat and three bushels of corn. More
purchasing power will exist only after more wheat or corn, or
something else, has been produced for the market. There is no
other source of increased buying power.

Trade between the wheat grower and the corn grower was
prohibited only because the offer of one was not acceptable to
the other. What prohibits an exchange is the offers being made
between parts of existing purchasing power, not a deficiency of
overall purchasing power per se.

If more purchasing power should arise from an increased
production of the things of trade, there could then be an in-
crease in trading. But if the terms of trade remained unsatisfac-
tory to either person, trade would still be prohibited. Changing
the terms of the offers would be the only way for trade to be
resumed.

Introducing money into the mechanics of trade changes the
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above analysis only in detail, but not in principle. In a money
economyj, it 1s still the offered terms of trade and not the total of
purchasing power which either allows or prohibits trade. In a
money economy, if trade is being prohibited, it is due to some-
body’s price offer and not the total of purchasing power.

The correct diagnosis of a depression is that things in the
market remain unsold because, at prevailing prices, people have
more confidence in what their money will buy later, or
elsewhere, than they have in what is being offered. That is the
only reason why things ever remain unsold. Subsequently, pro-
duction is curbed and unemployment rises; adjustments then
follow in its wake—many of which prevent a correction of the
basic cause.

Price and Trading

Adapting this concept of trading to the problem of depres-
sions requires a tool to help in analysis.

When I was a graduate student, my economics professor in
Value and Distribution gave this advice: “This will be a dry,
drowsy course. Some of you may be asleep when I ask you a
question. Should you awake just then, not having heard the
question, you need only answer ‘supply and demand’ and you
will probably be right.”

That advice applies also to analyzing the causes of a depres-
sion. The principle of supply and demand as affected by price is
so important that an illustrative chart for a single commodity can
be most helpful. It is hypothetical in its detail, but correct in the
general principles to be derived. (See chart, page 128.)

The simple ideas revealed by this chart are these:

1. Less of a thing will be wanted at a high price than a low

price, progressively.

2. More of a thing will be produced in anticipation of a high
price than of a low price, progressively.

3. Supply and demand are equal at only one point, which is
the free market price where trading will be at a maximum.
Prices forced either way from the free market point will
reduce trading, creating increases in “surplus” on the way
up and in “shortages” on the way down.
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It can be seen, then, that the quantities available and the
quantities wanted operate like a counterbalanced seesaw, mov-
ing in opposite directions as the price changes.

When individuals are left alone to buy and sell freely what is
their own, equality between wants and offerings will be reached
in the same way two bodies of water reach a common level, if
connected and free to do so. No outsider is necessary to manipu-
late it. No superplan is required. The innumerable decisions of
individual buyers and sellers will maximize trade at the free
point of price.

Trade, economic welfare, and peace will be at their maximum
at the free price. Prices rigged very high or very low will kill off
practically all trading and reduce welfare to a meager point,
generating terrific conflict.

The idea portrayed by this chart is an old one, common in
every course in “Econ. 1.” It is properly a part of even a high
school course in the simple problems of living. Its newness, if so it
seems, is only in this particular design.

This concept is readily accepted for beans, for potatoes, for
shoes. It is, however, almost never applied to the idea of pay for
hired work. And therein lies a form of ignorance which does
unbelievable harm to the welfare of employees at times like
these.

Pricing Work

It has become fashionable to assert that since we discarded
slavery a century ago, labor is not a commodity and therefore the
price of work—wages—does not act like the price of a commod-
ity. This illusion does not square with the facts. For in principle,
the supply and demand for hired labor—most clearly the de-
mand for labor, as applied to this analysis—responds to changes
in its price (wage) exactly as does any commodity.

True, persons in the flesh are no longer bought and sold on
the slave auction block in our country. But the services men offer
in the market place are subject to the same economic rules as
beans and automobiles, because it is only what the services pro-
duce that makes them worth anything. When a person offers his
services to an employer at a price, or when an employer offers a
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Jjob to someone at a price, the other party responds favorably or
unfavorably in the same way as does a farmer selling his produce
or an auto dealer discussing a trade with a prospect. There is
really no difference, in this sense, whether a farmer is selling the
potatoes he has grown or is offering his services to a neighbor to
help grow potatoes.

Unionized labor obscures the pricing process as applied to
hired work but it does not change the principles.of price action.
The only difference unionization makes is that the package
being traded is larger than when each single person sells his own
services. A mistake is more serious when more people are af-
fected. So unionization of labor, rather than freeing members
from the rule of price action, makes it all the more imperative
that these laws be known and observed in all wage negotiations.

Productive work of any type and under any selling arrange-
ment has a price and is subject to all the rules of price action.

Penalty of Over-Wage

When the price of a commodity like potatoes is set above the
free market level, fewer are wanted and more will be produced
as quickly as incentive can become an accomplished fact. With
fewer wanted and more offered, a “surplus” results for which
there is no other cause. The higher the over-price, the larger the
surplus and the less trading there will be.

Exactly the same thing happens when services are offered in
the market. At the free market point—and at no other—those
wanting work and those for whom work is waiting will be equal;
there will be no real unemployment. As wages rise above the free
market point, however, more people want to work and fewer
people are wanted at hire; trading declines; unemployment
rises, as more and more people want jobs that do not exist at that
wage level.

No man is wise enough to know, without evidence of the
market’s action, what the free price for potatoes should be at any
time. He knows it only after the fact; if a surplus exists, the price
will be known to have been above the free market point; if a
shortage exists, he knows that it was too low. He knows the trail
of the free price, in other words, only by the tracks it leaves in
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terms of surplus or shortage.

The same can be said for hired labor. The trail of the free price
can be found only by the unemployment tracks it leaves. The
more unemployment, the higher the over-wage must be.

All of us know how this works if we reduce the problems to
instances within our own experience. When we say that millions
are employed or millions are unemployed, these are only sum-
mations of individual experiences.

One can surely think of some task around home where the
wages being asked by those for hire are just too much to pay, so
he does the job himself—perhaps he paints his own house or
repairs his own roof. Or he may decide to do without something
the high wage puts out of his reach. Perhaps he lets the painting
go for another year or two, or leaves his locks uncut a few more
days—barber rates being essentially the same thing as a hired
wage.

Moving from direct work to products in our complex
economy, we find the same thing. Deciding that new car prices
are too high, one may use the old one another year or two, or
forgo acquiring a second car. When he does any of these things,
he is in effect discharging—through remote control—all the
workers who would have produced and assembled the car and all
its parts. But rather than to reject the wage offer directly as with a
house painter, the message is sent indirectly to unknown auto
workers all along the long chain of jobs involved in its produc-
tion. It takes time to send the message all this distance, during
which inventories pile up. Unemployment piles up, too, becom-
ing a serious problem because the price message was not trans-
mitted quickly and accurately.

So for indirect work, the prices process still works the same as
with direct work, but suffers delays and temporary mistakes.

Since excessive wage cause more and more unemployment,
wage changes can cure unemployment and boost business activ-
ity. We know how this works for one person in a specific job, and
for another person in another specific job; so it must work for
the entire labor force when viewed as an aggregate.

Unemployment depends on the wage level, and on the top
wage the consumer market will offer.
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Wage Changes

The notion prevails that during depressions wages would,
under free market pricing, fall to starvation levels and leave
untold numbers of persons without work at any price. It is true
that as an economy becomes more and more complex, it is more
and more difficult to see how its problems could be resolved. An
intricate machine is the work of many hands. So when the
economic machine fails to operate, it affects many persons. This
means that mistakes in a complex economy are more serious
than in a primitive one. By the same token, more persons should
want to prevent pricing errors.

Economic complexity does not mean that wages would go to
near zero under free pricing, even in times of depression. Some
of the best work on this question has been done by Douglas and
Pigou.® Their studies indicate that employment, instead of re-
sponding sluggishly to wage changes, responds by large
amounts. Their conclusions, essentially in agreement, show that
a decline of one per cent in wages will uncover jobs for 3 or 4 per
cent more persons.

If we apply their minimum figure of 3 per cent to the total
urban hired labor force of 53 million persons, in a manner
indicated by the earlier chart, we can see the power of wage rates
in causing and curing unemployment:

Wages as per cent Unemployment
above free market in millions

0 (Free market) 2.0 (“normal”)?

1 3.6

2 5.1

3 6.6

4 8.1

5 9.6

6 11.0

7 12.4

8 13.8

9 15.1

10 16.5
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From these figures we may conclude that the 1958 high of 5%
million excess unemployment was the result of over-pricing
hired labor by an average of only 2 per cent; that the above-
normal unemployment could have been cured by dropping
wages where they were too high by an average of only 2 per cent.

From these figures we can also estimate, based on the
Douglas-Pigou studies, the levels of unemployment we would
have if we pushed wages higher and higher in relation to the free
market level. For instance, a wage-rate excess of only 5 per cent
would presumably disemploy about 10 million persons; 10 per
cent, about 16% million persons.

This danger is important in the face of a continuing tendency
for wages to outrun productivity; for prices to be pushed up
more and more in relation to prices in the international markets.
Many workers in major industries have been given automatic
raises, irrespective of the unemployment these may generate.

We get whatever level of unemployment we deserve, according to the
powerful leverage of wage rates and the consumer responses to
resulting prices.

Inflation’s Effect

As inflationary money is poured into the money stream,
higher wages are not what they seem. Inflation robs dollars of a
part of their buying power, reducing the worth of the higher
wage in terms of what it will buy. It takes cents out of each dollar,
in buying power.

There are plenty of reasons to oppose inflation, but it must be
admitted that inflation could reduce unemployment to the ex-
tent it outruns wage increases and makes them a lesser burden.
The “cost of living” escalators in wage contracts, however, au-
tomatically prevent this adjustment. They prohibit even this one
advantage of inflation, as a crude way to cure unemployment.

The way these escalators work is well illustrated by repeated
events in the automobile industry. An increase in the basic wage
of auto workers pushes up the prices of cars. The higher car
prices then become the major factor in a new rise in the index of
the cost of living, which in turn escalates the wages of auto
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workers still higher. The circuit is then ready for another whirl.
Such a process will no more adjust affairs in a depression than
would climbing a ladder even higher and higher get you back
down to ground level—short of a fall.

So long as organized labor is empowered to force wages above
the free market level, only a chronic optimist could assume that
this power will not be used in a futile pursuit of inflated prices.
And so long as that power exists, the effect will surely be to
perpetuate unemployment and deepen depressions.

Historical Tests

This theory of how wage rates cause and cure unemployment
is not an untested theory of the Douglas-Pigou ivory towers.
Depressions have tested the matter, time and again.

The depression which began in 1929 and reached its depth in
1932-1933 caused unemployment of over one-third of our
employee labor force at that time. As best we can judge, this was
the consequence of wage rates less than 15 per cent above the
free market level. Unemployment continued at a somewhat less-
er level from 1933 to 1939, when unemployment was still almost
ten million. Never in that entire period did wage rates adjust to
the free market point.'°

Another interesting test of this concept is the experience of
Britain following World War I, as reported in two articles by Sir
Josiah Stamp in the London Times, June 11 and 12, 1931. His
articles brought up to date the work originally done in 1925 by
M. Jacques Rueff, a brilliant young French economist. By relat-
ing wage rates in Britain to the market prices of the things they
produced—essentially the same concept being discussed
here—Professor Rueff had been able to determine unemploy-
ment in Britain from 1919 to 1925 with some 95 per cent accu-
racy. When Sir Josiah Stamp had the relationship tested again
for the years following 1927, it showed a continuing high degree
of accuracy (89 per cent).
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Doles Instead of Jobs

In Britain following World War I, as wages came more and
more in line with prices, unemployment continued to decline.
Then, in 1923, unemployment reached a floor of 1,200,000,
resisting further decline. At first this perplexed the inquirer,
until he realized that the British dole at this point maintained the
level of unemployment.

The dole was set so high that the least productive workers and
the sloths were being given more income for doing nothing than
they produced at work. These persons would ask themselves:
Why take a job, if well paid for doing nothing? The 1,200,000
persons who looked at it this way became the chronic un-
employed of Britain in the 1920’s. Their support in paid idleness
had to be borne by those who worked.

The same plight will surely plague us here in the United
States, if we likewise reward idleness. If a dole chases wage rates
up, so that a “wage for doing nothing” competes with jobs, we
shall permanently saddle ourselves with the costs of untold
numbers who will live in idleness and mischief.

To illustrate, unemployment benefits in the amount of $45 a
week mean $1.12 per hour for doing nothing for 40 hours per
week—if it makes any sense to speak of the length of a work week
not worked. Or we can look at it this way: Working 40 hours a
week at the legal minimum of $1.00 per hour would earn $5.00 a
week less than this dole for doing nothing.

Suppose you wanted to hire an unemployed person at half
again the legal minimum, or $1.50 an hour for 40 hours, i.e., $60
a week. Being able to get $45 a week for not working, your offer
yields only $15 a week—37% cents an hour—for all the pain of
working, for the expense of getting to and from work, and the
like. This “starvation wage rate” of 37% cents is created by the
unemployment benefits offered for not working. The effect of
these “benefits” is to reduce your wage offer, in effect, from
$1.50 per hour to a mere 37% cents an hour. And you are, in
addition, taxed to pay the dole for idleness.

In fact, the situation is even worse. The $45 dole is tax free,
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whereas if he accepts your offer and takes the job, he will be
taxed on the pay for work done.

So the higher the dole is boosted for not working, the less
attractive becomes any wage as compared with idleness. That is
why the British dole maintained high unemployment during the
1920’s; why a dole can permanently saddle our economy with the
burdens of idleness, as we repeat the same mistakes here.

The selfish advantages of paid idleness are evidently apparent
to labor union leaders. Witness how the United Auto Workers in
1958 demanded that employers lay off some workers com-
pletely, rather than spread available work among all workers.
Why? Because they knew that unemployment compensation
plus supplemental unemployment benefits would exceed the
pay for working. The fact that these “gains” had to be paid by
those who continued to work seemed of no concern to them.

The Cost of Wage Excesses

The cost to the entire economy of excessive wage rates is
fabulous, indeed. An unemployed person produces nothing for
the market, so whatever he gets must be provided by those who
work.

In speaking of wage rates forced above the free market point
by monopoly privilege, Professor Simon Rottenberg has iden-
tified it with corruption in unions.'* This astute observation
amounts to saying that the free market wage is justice; that a
higher wage becomes a fund that can spawn corruption of varied
sorts.

Let us illustrate the price we pay for excessive wage rates by
specific figures. Were the average wage rate to be set by decree at
10 per cent above the free market level, and kept there, I would
estimate that production lost as its consequence would reduce
the level of living for the average family in the United States by
more than one-fifth—an expensive “benefit.”

The burden of excessive wage rates, however, does not fall
evenly on all the people. Those who fare the best will be those
who enjoy longtime contracts or monopoly status—government
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employees, for instance, whose fixed incomes while prices are
falling give them every reason to welcome a depression. The
burden falls most heavily on those who lose their jobs, except for
a dole which they may be able to extract legally from their fellow
men.

‘Taking a single person who has overpriced his services, we can
see 1ts foolishness most clearly. Let us say that he is now getting
the limit the market will bear, $2.50 an hour; that at $2.51 an
hour the market will refuse to take what he produces; that at
$2.51 his employer would have to terminate his employment. If
he demands the $2.51 wage “to raise the purchasing power of
the nation,” he will instead lose the $2.50. In forcing one’s wage
to where the job disappears, it reduces to zero the earned pur-
chasing power of that person. A mere one cent excessive wage
demand will eliminate the job and what it could produce.

One wonders how many New York workers will feel they can
pay three hours for one, to buy electrical work under their new
wage contract? Or how many West Coast workers can pay four
hours for one for plumbers and electricians; or more than one
for one to hire ordinary garden or other unskilled labor?

A Quick Cure

Depressions are a price we pay for our economic ignorance of
how an advanced economy works. Were we wise enough, we
would realize that we can create any level of unemployment
through the asking price set on wages; that for the same reason,
we can cure any level of unemployment, promptly, by eliminat-
ing the overpricing of wages and the products of labor.

When wages are overpriced and buyers fail to buy, for the
nation as a whole it is a case of refusing to pay ourselves the prices
we demand in wages. The housewife, so to speak, is refusing to
pay the price necessitated by her own husband’s wage demands.
I dare say that plenty of automobile workers are among those
rebelling against the automobile prices necessitated by their
zooming wages over recent years; that many steel workers bypass
in the market place the products made from their steel, because
of the “excessive prices.”
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In a complex economy like ours, of course, the lines that
connect wage demands and the retail counters are long and
entangled. Were they shorter and more direct, we could see this
relationship more clearly and accurately, and we would deal with
such problems more wisely. But in failing to realize that pay for
current work is about 85 per cent of the average price of things
for sale—rents, royalties, interest, and dividends combined
being only about 15 per cent—we commonly pin the tail on the
wrong donkey, in placing blame for high prices.

If employees would only accept a continuation of employment
as of even more concern than any particular wage rate, I am
confident—based on figures given earlier—that abnormal un-
employment could at any time be eliminated by an amazingly
small reduction in hourly wages.

Suppose, for instance, that the manager of a certain firm
enjoyed sufficient confidence of his employees for them to
negotiate an agreement like this:

“We prefer that all continue working at whatever wages we can
earn. Whenever the prices and wages which previously prevailed
no longer enjoy a market for the full output, we propose, for the
duration of the emergency, a continuation of full output. This
will be sold at the best prices the market will pay. After paying all
costs other than payroll and profits, management will divide the
proceeds proportionately among the participants, share and
share alike. We trust management to honestly account to us on
this basis, paying us the highest possible wage the market will
allow for full employment in continued productive work.”

This program would, without question, cure unemployment
wherever it were to be adopted. In most instances, I believe the
decline in “real” wage would be surprisingly small—especially as
firms in increasing numbers joined in the same program of full
employment.

Such a procedure, however brought to pass, is the only way to
really cure unemployment. The quicker it is done, the better for
all concerned. But it is a program that employees and manage-
ment of individual firms can start whenever they decide to do so,
curing their own unemployment at once, hoping that the rest of
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the economy will do likewise.

Those who take such a step might object to having to carry the
heavy costs of a dole to those who refuse to do likewise. Then
pressure would mount to eliminate the dole in favor of adjusted
wage rates and voluntary full employment; that would be whole-
some, too.

The Dismal Science

Economics has been called the dismal science, possibly because
it denies that (economically) 2 plus 2 can equal 5; it denies that we
can consume what has not been produced; it denies that we can
raise buying power merely by raising wage rates; it denies that we
can cure unemployment by asking for even higher wages—
already so high that consumers are refusing to pay the prices
they necessitate.

It is strange that economics alone is called a dismal science,
merely because Utopian schemes are denied by evident truths.
After all, other disciplines and sciences are rigid, too. Algebra is
strict in matters of equality within an equation. Geometry holds
firmly to the total of the angles within a triangle. Chemistry
identifies anything other than sodium and chlorine as impurities
in table salt. Rigidities are parts of an ordered universe.

Depressions call for prescriptions that will cure the patient,
not make him worse. What is needed is to find prices and wages
at which full employment will again prevail. Why not enthrone a
dictator? Pareto found that for a simple community of 100
persons trading 700 products, a dictator had to know facts he
could not know and keep solving 70,699 simultaneous equa-
tions. Yet the solution is found “automatically” in a free market
by persons who can barely count; each solves only that which is
his business.

Outlook

There may now be even less general understanding of what
causes depressions and what will cure them, than there was in
1929; less understanding that labor is subject to the same laws of
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price as is any commodity; less understanding that unemploy-
ment is the fever on the brow of an over-priced wage economys;
less understanding that purchasing power of employees can be
raised by lowering wages instead of raising them, in times of
depression.

The next economic upheaval, when it comes, will probably not
be a near-image of the 1929-1939 depression. Each seems to
have its own pattern. But in one way or another, wage rates and
unemployment will probably again be in the forefront. We
might then sow the seeds for the greatest peacetime inflation this
country has ever known, while fiddling with political futilities to
effect a cure. Or, we might do for ourselves what government
can’t do for us: negotiate wages at the free market point and restore jobs
to all who want to work.
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Defending Private Property:
Devaluation and Inflation

These are extremely difficult times during which to protect
private property and its buying power. Inflation and devalua-
tions are causing increased monetary chaos around the world.
... The primary responsibility of a free man is to defend him-
self, his family, and his private property. Unfree persons (slaves)
with no private property are almost totally ineffective in helping
others to be free. He serves mankind well who defends his own
freedom and property.

Devaluation

Few things are more wisely used but less understood than
money. The worth of a paper dollar could double or treble in
value, or plummet to a trillionth of its former worth, without
changing its size, weight, appearance, feel, or taste. When such
things are done to money, they go largely unnoticed by most of
the victims and baffle most of the others. ...

To understand the effects of devaluation, one must first grasp
a few simple fundamentals about money and exchange. Unless
this is done, the endless violations of sound money that occur in
countries the world over are confusing indeed.

To understand the essence of money, one must think of the
money of each country as if it were an economic commodity,
which it is, just like any other commodity. Whether money is
gold, silver, or something else is irrelevant here. What is impor-
tant is that money is a commodity and acts as a commodity
economically.

Any economic commodity has value only because (1) people
wantitand (2) itis scarce. Because it is scarce, there must be some
method to determine who gets what there is. Some who want it

Reprinted from Defending Private Property (Menlo Park, California: Institute
for Humane Studies, Inc., 1975). Copyright ©1968 F. A. Harper. Copyright ©
1975 Institute for Humane Studies, Inc:
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must go without. No amount of wishing otherwise and no
scheme of “common ownership” can change that fact.

By what test of merit should the selection be made? Before
trying to answer that question, we should first consider how any
commodity acts in the marketplace.

The chart on page 128 answers many important questions.
The principles it teaches apply to any commodity, including real
money. From the chart we can conclude:

1. The lower the price, the more will be wanted.

2. The lower the price, the less will be produced and offered

for sale.

3. Freedom in the marketplace pulls the price toward that
point where the amount wanted will equal the amount
offered—at that price.

4. Prices pushed above the free-market point cause
“surpluses;” prices pulled below the free-market point
cause “shortages;” surpluses and shortages are economi-
cally, not physically, determined.

5. At the free-market price, the greatest quantity will be
traded, therefore the greatest prosperity will occur; both
trading and prosperity will decline as the price is forced
either above or below the free-market price.

Money, like any other commodity, obeys those principles.

To understand the value of money, we must first consider

what “value” means. Two features are important:

1. Valueis a ratio of worth between two things. Nothing has a fixed
or intrinsic value aside from other things. To ask, “What is
the value of wheat?” is meaningless until we inquire, “Rela-
tive to what?” If the reply is “relative to corn,” for instance,
then one might say that a pound of wheat is worth two
pounds of corn. This is the same as saying that the value of
corn is half that of wheat, per pound. One cannot speak of
the value of wheat alone, nor of corn alone.

2. Value is subjective, not objective. Value is determined by each
person’s subjective judgment at any given time, and this
keeps changing for all sorts of reasons. Measures in the
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physical world, such as distance, can be viewed alike by all
persons and measured with a common ruler. Values, on
the contrary, are determined by each person differently
from every other person.

The subjective and changing nature of value is extremely
important. Itis the basic reason why freedom in the marketplace
is essential to freedom elsewhere. Itis why every control, without
exception, brings trouble and distress; controls move people
toward poverty and destitution instead of toward economic bet-
terment. Subjective value applies to money as well as to other
things.

We come, then, to the question of the value of money, and we
must ask, “Which money, and relative to what?”

“Price” is a ratio of exchange between money and some other
commodity. Money is one end of every price ratio. If a bushel of
wheat sells for two dollars, we call this ratio its price. Or, at the
same ratio, we could say that one dollar is worth half a bushel of
wheat.

The value of money, then, calls for a different answer for each
and every one of untold millions of things that are being bought
and sold. Need we go further in trying to answer the endless
question of money’s value?

How fantastic it is that governments presume to be able to
regulate the value of money! Yet governments persist in trying.
And citizens persist in requesting their governments to try to
regulate the value of money.

Even the United States Constitution contains this provision:
“Congress shall have the power . . . to coin money, regulate the
value thereof, and foreign coin. ...” Regulate the value thereof?
What a fantastic illusion this is! No government can really regu-
late the value of anything. The nature of things denies govern-
ment this power. Only people can do it individually as they
determine values and express them in the marketplace. And the
larger the combination of governments that attempts to regulate
value, the greater will be the failure and the worse in the end will
be the debacle.

Just as two commodities have a ratio of value between them
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(like a pound of wheat being worth two pounds of corn), and
each has a ratio in terms of money (wheat valued at $2 per
bushel), in like manner two monies have a value ratio between
them. For example, until 1967 the United States currency price
of sterling was $2.80 to the British pound (or vice versa). Every
country’s money has a value in terms of the money of every other
country.

Devaluation is the arbitrary change by a government of the
official ratio of its money to other money. This may take either of
two forms:

1. A change in the country’s price of the commodity that
underlies its own currency. For instance, when the United
States in the early 1930s changed the price of gold from
$20.67 an ounce to $35.00 an ounce, this was one form of
devaluation. (To de-value means to take value away from
something. In this instance, the dollar was devalued by 69
per cent in terms of gold.)

2. A change by one country of its price for another country’s
currency. Britain’s 1967 devaluation was of this type. The
dollar price of the pound sterling was reduced (devalued)
from $2.80 to $2.40. Thus, sterling became less valuable in
terms of the dollar. No other currency was necessarily
affected, except as other countries chose to act in accord
with the British action and did likewise. The currencies of
uninvolved countries—Switzerland and Germany, for
instance—were not devalued in terms of the other, and
trades between them remained unaffected.

Britain’s devaluation was relative to the dollar and not directly
relative to gold. But indirectly the devaluation automatically
devalued the British pound in terms of gold, to whatever extent
and so long as United States money is based on gold. Indirectly,
the devaluation raised Britain’s currency price of gold by one-
seventh.

Another type of action might also be mentioned. Itis possible,
but most unlikely, that every country in the world would raise the
price of gold by the same amount and simultaneously; hence,
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exchange rates between currencies would remain unchanged.
We could then say that every currency was devalued in terms of
gold but not in terms of each other’s monies. This is a highly
unlikely event and deserves only brief mention.

The effects of a worldwide monetary up-pricing of gold would
be these: Each unit of paper money would then buy proportion-
ately less gold; each ounce of gold, either newly mined or sold
from existing supplies, would buy that much more paper money
or other things until other prices rose; gold mining would be
stimulated; much privately owned gold would be sold for indus-
trial and monetary uses; the bases for governmental issuance of
paper money would be increased unless offset by curbs on cur-
rency issue; inflation would run apace with the increase in paper
money issuance and/or credit expansion; the inflationary effects
would appear the same as from any other cause.

It should be emphasized, however, that an increase in the
monetary price of gold up to the free-market point would not be
inflationary in an adverse and improper economic sense; it
would merely permit gold to resume its proper place in human
affairs and welfare as a semi-industrial metal. The “shortage” of
gold would disappear throughout the world almost im-
mediately.

The British devaluation was an arbitrary change in the con-
trolled price of United States money—that is, in the controlled
exchange rate between British and United States currencies.
The control operates under the state monopoly of the power to
issue money. The British government increased the price of the
dollar from 7.14 shillings to 8.33 shillings in the same arbitrary
way it might increase the controlled price of any commodity
from 6 shillings to 7 shillings. Thus, British money immediately
lost one-seventh of its value in terms of the official exchange rate
for United States money, and vice versa.

Trading money for money is not the heart of our question,
however. Monies are used mainly to buy other things. So the
immediate practical effect of British devaluation was to change
the relative prices of things for buyers in the two countries. A
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British car selling for 1,000 pounds sterling formerly cost a
United States buyer $2,800; after devaluation it suddenly cost
only $2,400. In like manner, a United States car selling for
$2,800 formerly cost a British buyer 1,000 pounds sterling; after
devaluation it shot to 1,167 pounds sterling. Bargains suddenly
appeared for dollars buying things in Britain and disappeared
for pounds sterling buying things in the United States. The
stimulus to British sales and curbing of United States sales will
persist until and unless export prices rise in Britain and/or de-
cline in the United States to offset the amount of devaluation.
Until then, the influence on business volume, employment, prof-
its, and stock prices in the two countries is clearly to the short-
term advantage of Britain and to the short-term disadvantage of
the United States.

The speed of adjustment in prices between the two countries
will depend on circumstances. All sorts of adjustments to the
change begin at once, of course, and immediately affect the new
situation that devaluation has brought about, but at different
rates for different things. One may compare it to two tubs that
contain a variety of fluids and other items and are connected
with conduits. Let us assume that the contents of the two tubs
have been at the same level for some time. If suddenly one of the
tubs is elevated, some of its contents will begin to move through
the conduits to the other tub. The rate of flow will be fastest for
the most free-flowing items, and more slowly or not at all for
other items.

Let us now consider commodity prices in two countries whose
foreign exchange rate has been changed by one of them, as was
Britain’s in the 1967 devaluation of the pound sterling from
$2.80 to $2.40.

For a commodity widely traded in world markets and easy to
move from one country to the other, such as platinum and silver,
the relative prices can be expected to adjust almost immediately
in exact response to the degree of devaluation. Let us say that
before devaluation a certain commodity of this type was selling
in the United States at $2.80 an ounce and in Britain at one
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pound sterling per ounce. Immediately after devaluation but
before prices have adjusted to the $2.40 situation, anyone in the
world with $2.80 in his pocket can buy 1-1/6 ounces of it in
Britain, but only one ounce in the United States. Anyone any-
where in the world with a pound sterling in his pocket can buy
one ounce in Britain but only 6/7 of an ounce in the United
States. Fantastic profits can be made by buying it with either
currency in Britain and then selling it in the United States. Very
little is likely to move, however, because free-market trading will
close the price gap almost immediately and eliminate the profit
that devaluation introduced. Once the gap has been closed, the
price within the United States might still be $2.80 as before, in
which event its price in Britain would have risen by 1/6; or the
gap could be closed at some other price.

That effect of devaluation would be automatic and precise if
markets were free and if there were no costs of moving the
commodity from one country to the other. Itis well illustrated by
the action of the price of silver in London at the time of the 1967
devaluation; immediately after the British price of the dollar
went up one-sixth on Saturday, November 18, the price of silver
also went up one-sixth (relative to New York prices) after some
temporary market confusion.

Rents in London, on the other hand, were the same on Mon-
day as on the Friday before devaluation. Slowly the effect of
devaluation flowed into rents, however, which rose due to sud-
denly having become cheaper than silver and other things.

Prices of other things respond somewhere between the two
types illustrated by silver and rents, which represent objects with
the most and the least sensitivity. . . .

Toillustrate the action of commodities that respond acutely to
influences such as devaluation, it is worth reviewing what hap-
pened in 1933-34. The United States left the gold standard, in
effect, on March 3, 1933. No control was placed on gold prices
for more than eight months, after which an escalating price
control was used. Finally, a price of $35 an ounce was reached, or
69 per cent above the previous year’s price. When the price was
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freed in March, 1933, the price of gold rose rapidly but fluc-
tuated as waves of opinion swept back and forth about prospec-
tive inflationary and deflationary acts of the various govern-
ments. The overall action of commodity prices relative to the
price of gold during that period is shown by the chart below. It
can be seen that the patterns are highly similar, though differing
in detail and for short periods.

PRICE CHANGES: Gold & 30 Basic Commodities, U.S.
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It is well to remember, especially under conditions of such
uncertainty, that economic decisions and prices in the market
are made by all sorts of people, for reasons that may or may not
seem reasonable to others. . . . What makes the price of anything
is the amount of money laid on the line in the marketplace, not
the intelligence of those who placed it there or their reasons for
doing so. A free price is always at the point of balance between
those who think the price is “too high” and those who think it is
“too low”. . ..

A successful manager of funds and property will, therefore,
set sail on a wise course guided by the long-term fundamentals of
the situation. He will also leave plenty of room for intermediate
swings caused by unpredictable persons and events. One who
thinks there will be devaluation would be wise to act by these
general guides:

1. A higher gold price is inflationary of both the money sup-

ply and prices.
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2. During inflation, “things” rise in value but money loses
value.

3. The borrower gains and the lender loses, in terms of buy-
ing power.

4. Things that are easily traded, easily moved, and cheaply
stored will rise quicker and more in price than other things
lacking these features. Precious metals illustrate the pri-
mary beneficiaries of inflation, especially when persons the
world over are wanting more and more to keep their sav-
ings in such things rather than in paper money or bank
accounts.

Inflation

Inflation means too much money. The way to prevent infla-
tion is to close down the money factory. It is just that simple. All
the complicated gibberish one hears and reads about inflation
simply blocks an understanding of the essentials of the problem.
Making the task of preventing inflation seem hopelessly compli-
cated, however, may impress the ignorant or hide the negligence
of those responsible for inflation.

The money factory in our present money system is operated
by the federal government, either directly or by farming it out to
subcontractors under government control. Government makes
paper money to replace that which is dirty or worn out. It makes
new paper money to increase the supply. It makes pennies,
nickels, and other coins. It permits the banks to grant credit to
borrowers, which becomes money that is interchangeable with
any of the other forms of money in use.

For purposes of seeing where responsibility lies in the inflation
problem, however, we need not concern ourselves with all these
different kinds of money. It is necessary only to say that at
present all forms of money come out of the government factory,
or are controlled by the government, under a complete
monopoly.

If anyone doubts the existence of the government money
monopoly, he can test it by manufacturing some money
himself—even one cent. He would then be charged with coun-
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terfeiting and be given a penitentiary sentence for having in-
fringed on the monopoly. The policeman—prosecutor and
judge in this instance—actually enforces the monopoly!

The money monopoly is a strange one. We usually think a
monopoly restricts output, which can then be sold at a much
higher price. But in the money monopoly the government can
force the citizens to take the entire output of its product.

Not only that, but the operation is highly profitable—nearly
100 per cent, or almost the entire price of the product. This is
one clear case of an “excess profit” that victimized customers are
forced to pay.

If the money monopoly were not so profitable, there would
now be no inflation problem. The profit incentive works with
money and stimulates its production, just as it does with anything
else. In olden days when some otherwise useful commodity, gold
for instance, was used as money, anyone who wished could
produce as much of it as he liked. The production of money was
then legal and competitive, rather than a crime as it is today. Its
production was so costly in time and expense that inefficient
producers were crowded out, just as they are crowded out of the
production of brooms or mousetraps.

This is not so with the paper bills and deposits that make up
most of our present-day money of exchange. It doesn’t cost
much for the paper and ink and printing needed to make a $100
bill. It is probably the most profitable monopoly that ever
existed, and the entire force of the federal government is avail-
able to protect its monopoly against the infringement of private
counterfeiting.

When a private citizen counterfeits money, the wrath of other
citizens is aroused. They say, “He did no useful work to get that
money, yet he spends it in the marketplace, taking food, cloth-
ing, and other things away from those of us who earned our
money by working for it. He takes useful things out of the
market without producing other useful things to go into the
market, as we do. The effect of his chicanery is that prices go up,
and the rest of us receive less and less for our money.”
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That is a correct statement of what happens under counter-
feiting. It is the reason for objecting to counterfeiting, because
the counterfeiter gets something for nothing. Itis also the reason
for objecting to legal counterfeiting. If everybody tried to live off
counterfeit money, one would discover at once its effect in the
extreme. There would be nothing to buy with the money; it
would be completely worthless.

When the government makes new money and spends it, the
effect on the supply of things in the market and the effect on
prices are exactly the same as when any private counterfeiter
does so. The only difference between the two is whether it is a
private counterfeiter who gets benefits looted from others, or
whether it is a counterfeiting government spending it on pet
projects—projects that citizens are unwilling to finance either by
private investment or by tax payments. . . .

The government makes this new money in order to cover what
it spends in excess of its income—its cost in excess of its tax
revenues. The government makes up the shortage with the new
money made in its monopolistic money factory. For our present
purposes, it makes no difference whether this is done with paper
bills directly or with bills that it obtains by issuing another form
of paper money, government bonds, which are forced upon the
banking system.

What the government does is like a counterfeiter who con-
tinuously spends more than his earnings and who goes to his
basement print shop each evening and makes enough counter-
feit money to balance the shortage. His print shop might put out
either paper money directly or counterfeit bonds that he sells to
banks in exchange for money; the effect would be the same in
either instance.

The way—the only way—to stop this form of inflation is for
the government to live within its income. This can be done either
by raising enough taxes to meet its costs or by paring down its
costs to equal its income.

A family’s breadwinner might try the former method by ask-
ing for a raise or hustling for more sales, but in the end a family
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must always resolve the problem by spending less than it would
like to spend and by living within its income.

The government holds unlimited power to tax every family in
the nation and for several decades has been raising more and
more taxes. But it has never resolved the problem that way. It
appears to have forgotten the possibility of reducing expenses as
the means of living within its income and avoiding inflation.

The only way to prevent inflation is to prevent governmental
deficits—to pay currently and in full all the expenses of govern-
ment that we either demand or tolerate. To do this it is necessary
either to increase taxes or to cut government costs. We are only
kidding ourselves if we say that we can avoid both taxes and
governmental frugality, by inflation-financing of the excess of
Costs over income.

Inflation of the type we are discussing is in reality a form of
tax, not an alternative to taxes. It is, in fact, perhaps the most
pernicious form of tax, for the reason that it is not recognized as
such. It can ply its evil way under cover of ignorance and without
the resistances and disciplines of a tax that is open and recog-
nized.

We speak of direct and indirect taxes. Property taxes or in-
come taxes that are paid by individuals are direct taxes; only
about one-third of all taxes are of the type we can see clearly.
Indirect taxes, making up the other two-thirds, are collected at
some point away from the consumer and are buried in the prices
of things we buy and the services we employ. All these direct and
indirect taxes are at specific rates that are set by a government
body charged with that responsibility. They decide what will be
taxed, and how much.

With inflation, however, which is also in reality a tax, it is not
these taxing bodies that designate the tax. It is a tax created by
default. When the spending part of government outruns the
taxing part, the difference is financed by governmental counter-
feit, by inflation that falls as a tax on each person in the mar-
ketplace in the form of higher prices for what he buys. Everyone
who uses money for buying in the market pays some of this form
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of tax. It is the close equivalent of a sales tax on everything. One
who favors deficit spending—the “inflation-tax”—should not be
opposed to a sales tax imposed on all purchases of goods and
services, without exceptions. The only important difference is
that the sales tax is known to be a tax, but the inflation-tax is
thought to be avoidance or postponement of the tax. Also, the
inflation-tax penalizes the saver more than does a sales tax.

People who would otherwise protest and curb the extrava-
gances of government are lulled by the foolish notion that infla-
tion is a means of postponing payment of some of the current
costs of government. It is especially tempting to try to avoid taxes
when the government is spending with abandon for a “national
emergency.” It is then argued that, since the expensive projects
of government are largely for the benefit of later generations,
why shouldn’t part of the costs be left for them to pay?

The truth is, however, that if the government this year dips
into the national punch bowl of goods and services that are
produced and available, what it takes out and squanders this year
is not there for others this year. The more government takes and
squanders this year, the less someone will get back this year
compared with what he produces.

Why, if we ignore the item of foreign trade balances, is it
believed that a nation can postpone this year’s cost of govern-
ment? Probably it is the presence of money that confuses us. If
we were to think only of punch and potatoes, and things ex-
changed by barter, we would not be confused because we would
then realize that we cannot eat potatoes this year that are to be
grown next year.

A whole nation of persons can’t go on year after year consum-
ing more than it has to consume. It can’t do it for one year or
even for one day. It can’t do it by allowing inflation or by any
other means. Failure to realize that inflation is a form of tax leads
to the false belief that inflation affords a means of postponing
some of the costs of government. . . .

Our present situation comes into clearer focus when inflation
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as a form of tax is understood as such. A part of the cost of
government is paid for by what is commonly called taxes, in both
direct and hidden forms, levied by the taxing part of govern-
ment. The remainder of the cost of government is paid for by the
inflation-tax, which is in reality levied by the appropriations part
of government over the protest of the taxing part of government
that has refused to raise all the taxes needed to cover all appro-
priations. This results in inflation, and prices rise.

Then there is said to arise a “need” for another big project in
government—the “inflation fighters.” A big force of lawyers,
economists, and “policemen” is hired. They organize the citizens
into community inflation-fighting gangs, to lend an appearance
of local respectability to the endeavor. These local organizations
also insure that neighbors will be enrolled to serve as policemen
over their neighbors in the front line trenches where the fiercest
fighting is most likely to occur.

Why does all this new machinery seem to be necessary? What
are they doing? The new branch of government is set up for the
purpose of fighting the payment of the inflation-tax that has
been assessed by another branch of government—the appropri-
ations division. It would be as logical to have the government set
up a big unit in Washington with citizen committees to conduct a
tax revolt against the payment of income taxes—to fight the
Internal Revenue branch of the Treasury Department.

Every illusion floats on a plausibility. . . . When there is infla-
tion, prices rise. It would appear, then, that inflation is caused by
rising prices. And this is the weapon of plausibility selected by
the price-control part of government to justify its fight against
the appropriations part: “The way to fight inflation is simple—
just establish price controls, and prohibit prices from rising.”

There are two ways, in general, to test the truth of a proposal
like this and to prevent the practice of quackery: judging from
experience, and reasoning to the right answer. By both of these
tests, price control is shown to be economic quackery.

There has been a wealth of historical experience with price con-
trols. In fact, a recent archaeological discovery reveals that the
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oldest known laws in the world were price control laws—3,800
years ago in Babylonia.

One of the best summaries of historical experience with price
controls is easily accessible to government officials and others. In
1922, Mary G. Lacy, librarian of the government’s Bureau of
Agricultural Economics, addressed the Agricultural History
Society on the topic, “Food Control During Forty-six Centuries.”
She pointed out how her search of history over this entire period
revealed repeated attempts in many nations to curb by law in-
flationary price rises. She reported:

The results have been astonishingly uniform. . . . The history of
government limitation of price seems to teach one clear lesson: That in
attempting to ease the burdens of the people in a time of high prices by
artificially setting a limit to them, the people are not relieved but only
exchange one set of ills for another which is greater . . . . The man, or
class of men, who controls the supply of essential foods is in possession
of supreme power.. .. They had to exercise this control in order to hold
supreme power, because all the people need food and it is the only
commodity of which this is true.

We need not go so far back into history, and to a foreign land,
for evidence. During World War II we were experiencing some
of the vivid consequences of these controls in the form of the
“meat famine.” It was not a true shortage of meat at all. The
trouble was that controls were preventing its exchange, all along
the lines of trade from producer to consumer. This was only one
small sample of the consequences of those wartime controls.
How short are our memories?

Some may be tempted to ignore the long history of failure of
price controls on grounds that “conditions are now different.”
Then they evidently do not understand the reasons why price
controls must always fail. These reasons are perhaps the best test
of whether price controls are likely to fail at any time.

It is impossible to consume something that has not been pro-
duced, and it is foolish to produce something that is not going to
be consumed—to throw itaway or letitrot. It follows, then, thata
balance between what is produced and what is consumed is the
most desirable condition—if, in fact, it is not economically im-
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perative to have this balance. How is this balance of “supply” and
“demand” to be attained?

Under a condition of price freedom, those who produce and
those who consume will resolve the problem peacefully. The
means by which they do it can best be visualized by reexamining
the chart on page 128. The details, shown here as equal changes
in price and quantities, differ from one product or service to
another and change with passing time. But despite these differ-
ences, the principles we shall derive apply to each product; and
they apply whether the price is controlled directly by govern-
ment or by any other form of monopoly.

These zre the principles of price—free and controlled—
revealed by the chart:

1. Reductions in price cause increases in the quantities
wanted (on the chart, five times as much at 10 cents as at 50
cents).

2. Reductions in price cause decreases in the quantities of-
fered (one-fifth as much at 10 cents as at 50 cents).

3. Supply and demand are equal at only one point—the
free-market price (30 cents); higher prices always cause
surpluses (four-fifths remaining unsold at 50 cents); lower
prices always cause shortages (four-fifths or the demand
not supplied at 10 cents).

4. Trading and the economic welfare of both producers and
consumers are greatest at the free-market price and are
prevented as prices are forced either higher or lower.

The only instance in which “price fixing” fails to have these
consequences occurs when it is set at the free-market level (30
cents), in which event the governmental edict is a sham because
that is what the price would be in the absence of this pointless
edict. This is the point where people are freely acting in response
to the inexorable signals of the marketplace. Yet, doing business
at this price becomes “lawlessness” and “irresponsibility” by edict
when price control sets it elsewhere.

Prices that are rigged very high or very low will kill off practi-
cally all trading. Attempts to stimulate production, consump-
tion, and trading by forced labor, the socializing of property, and

222



the subsidizing of producers and consumers, are all awkward
attempts to replace the performance of people in a free market.

Under controls, those near the source of supply get most of it,
and those at a distance have to go without. Black markets spring
up. Distant consumers try to get some of the supply. Confusion
increases and tempers mount. More and more price policemen
are hired who, instead of producing useful things, try to quell
the confusion and the chaos. The bill for their salaries and other
costs 1s sent to the unfortunate victims of the controls.

The chart reveals the answer to the question: Will price con-
trol stop inflation? All history has shown it has failed. There is
only one point of price where supply and demand are in balance,
where both shortage and surplus are avoided, where trade is
most peaceful, and where true welfare is at a maximum. If this
incontestable fact is understood, the belief that we can escape
reality by enacting price control laws must be dispelled as an
illusion.

Price control really means that laws are passed to make official
prices tell lies. One of the penalties for such lying is the creation
of shortages that cannot be peacefully resolved.

The shortage, once created, must be dealt with by further
powers of government and law. There must be “rationing” by
the government of the shortage it has created by law, rationing
of goods and services to individuals because the government
failed to limit the output of its money factory.

When the free market is allowed to operate and to set the price
ata point where supply and demand will equate, each person will
have tickets, or purchase rights, in the market that correspond to
the supply of something he puts into the market. Gifts, of course,
are an exception; but in the case of gifts, the rights to draw on the
market are still given by the person who supplied the market
with something to be bought. These purchase rights are tickets
of merit based on production. And the whole thing balances out,
as we have said, peacefully.

When the government intervenes with price control laws, the
balance is no longer maintained. There are now more tickets for
things than there are things to redeem. There are shortages
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created by law. Then governmental rationing seems to be
needed, whereby government officials are empowered to decide
who shall get the short supplies. Those interventions substitute
political considerations for the merit of production under a free
price in a free market.

Not only do government-controlled prices lie, but the process
also rapidly promotes dishonesty among all groups—merchants,
producers, consumers, government employees, everybody. The
temptation to bribe government officials becomes great. In the
last days of World War II, a grocer of extremely high integrity
and wide experience told me that it was absolutely impossible for
any grocer to practice honesty according to the law and still stay
in business under price controls. The reason for this should be
clear when we consider the legislated falseness and interference
with business operations that become involved.

If the United States is to play a part in the world’s moral
leadership, it will have to be grounded in the morality of indi-
vidual persons. This base is destroyed by such laws.

The shortages that result from price and wage controls are
purely a legal creation, created by the price control law and
nothing else. In an otherwise free economy, the “success” of any
price control law can be measured by the extent of the shortage it
creates or the decline in production it causes. And if such con-
trols were complete and effective, they would probably stop all
production for trade that uses money. This conclusion is ines-
capable.

Under modern conditions of inflation, caused by rampant
governmental spending—with laws aimed at the symptoms of
inflation rather than dealing with its cause—the time is short for
making an important choice. Its nature is indicated by what
Lenin allegedly said in 1924: “Some day we shall force the
United States to spend itself into destruction.” And Lord Keynes
reports: “Lenin is said to have declared that the best way to
destroy the Capitalist System was to debauch the currency. By a
continuing process of inflation, governments can confiscate,
secretly and unobserved, an important part of the wealth of their
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citizens.” Lenin probably knew that price and other controls—
one of the main objectives of the system he favored—would then
be imposed.

The disrupting influence of strict price-control laws will lead
to governmental enslavement of labor and confiscation of pro-
duction facilities. They will lead us to adopt, in other words, a
socialist-communist system, which the United States presumably
opposes.

The only escape from the consequences of these laws seems to
be for citizens to ignore them. This means lawlessness, techni-
cally, in the form of black market operations and other forms of
evasion. It places the honest citizen who favors human liberty in
a strange dilemma. He must choose between practicing lawless-
ness, in this technical sense, or supporting socialist-communist
measures.

If we add to a moral breakdown of the people the confusion
created when illusions and wishful thinking bump up against
economic laws that cannot be revoked by man-made laws, and
add to that the animosity that grows under these conditions and
the utter distrust of one another that is aroused, then the pros-
pect is too sobering to be ignored. :

A step in the direction of taking away the government’s
monopoly in the production of money and restricting govern-
ment to the judicial aspects of exchange, would be to compel the
government to live within its income. This means limiting gov-
ernment expenditures, strictly and absolutely, to taxes that are
openly acknowledged to be taxes. It means prohibition of the
concealed and deceptive tax of inflation. If this were to be done,
there would no longer be an inflation problem, and there would
no longer be any excuse for the enactment of socialist-
communist measures—these deceptive processes of legalized
price fictions and interference with exchange. If this were to be
done, it would no longer be “necessary” to give up our liberty
under futile controls aimed at the consequences of inflation
rather than at its cause. . . .
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Money is of primary importance to liberty and private prop-
erty. Money is the greatest invention of all time for economic
betterment. It began as private property for purposes of ex-
change. But with passing time and the rise of states, the state
control of money developed as a means of gaining and holding
authoritarian power. Persons were permitted to possess money,
of course, but always strictly under state control.

“Coin clipping” by the state, in whatever form and by whatever
name, has been a traditional method by which the state exerts
and extends power over its subjects. Inflation is a concealed form
of tax. The inflation-tax causes privation and unrest, in response
to which the state commonly imposes yet another inter-
vention—price control. Unless reversed, one control leads to
another until the completely authoritarian state emerges.
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Other Economic Essays

Economic Witch Doctors

It would become an endless task to deal with every
economic fallacy held by someone. Every problem, every
question, has only one right answer but it has innumerable
wrong ones: this applies to economic questions in the same
way as it applies to the product of 10 times 10, or to the dis-
tance to Mars, or to the composition of water, or the cause of
a disease.

The distressing feature of the economic world of today is
the way in which economic fallacies keep recurring over and
over again. Hegel may have had this in mind in his cynical
philosophy of history, that “we learn from history that man
will not learn from history.” That philosophy has been all too
true in economic affairs. Why?

The reason why we have not learned from history, in
economics, is that we have failed to treat it as the science that
it is. This same fatalistic view formerly prevailed in all scien-
tific fields at one time or another. Medicine is a good illustra-
fon.

Before Medicine Became a Science

In the early days before the fundamentals of medicine, for
example, before the germ theory of disease had been discov-
ered and before it became widely accepted—the treatment
of illness was full of fallacies. Death recurred over and over
again as a result of treatments based on these fallacies. No
progress seemed to be made. Superstitions of all sorts were
prevalent. In this environment of confusion it is not surpris-
ing that medical dictators arose who claimed that they could
cure all ills. They were known in those days as “witch doc-
tors” or “medicine-men,” and plied their trade in a shroud of

Reprinted, with permission, from Savings Bank Journal (New York: Thrift
Publishers, Inc., December, 1946). “Copyright 1946” Thrift Publishers, Inc.
Registered in U.S. Patent Office.
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mystery, the more mysterious the better, as a shield for their
fraudulent practices. We are amazed now at how they were
able to continue in their practice of fraud. Why did people
patronize these continuous failures? And what brought about
the change we enjoy in our day?

Witch doctors were able to continue in practice because no
one knew more about illness than they did. Medicine had not
yet become a science wherein careful study of cause and ef-
fect led to some apparent truths about the cause of illness
and how to treat it. Until medicine became a science and
“grew up,” there was little use in shooting the witch doctor,
because he would immediately be replaced by another who
founded his practice on fallacies equally devoid of truth.

Economic Quackery

Shooting the witch doctor is not the way to reveal medical
truth. Nor is the solution solely the exposure of fallacies.
What finally destroys the practice of the witch doctor and
exposes his fallacies, in one fell stroke, is the revealing of the
true cause and cure of the illness. The discovery of truth
(medical research) and the widespread understanding of it
through education is the only positive and permanent solu-
tion to the problem brought about by a hopeless pursuit of
medical fallacies.

Economics is today wallowing in a mire of superstition
much as was the treatment of illness a few decades ago.
Economic witch doctors are in the saddle in the treatment of
economic illnesses, and their kits contain seemingly number-
less vials of nostrums. Yet the consequences of economic
malpractice are far more serious as a threat to mankind than
quack medicine ever was. Quack medicine was practiced
largely on patients who submitted voluntarily as single indi-
viduals; the patients submitted to the quackery only when al-
ready ill, so that about the worst that could be charged
against it was failure to cure a person already ill; their
medicine was merely ineffective. Economic quackery is far
more serious. The medicine prescribed is usually poisonous
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rather than merely ineffective; it is applied through coercion
to economically healthy patients; the patients are usually en-
tire nations rather than a spattering of gullible individuals.
But, most important, the consequences of economic fallacies,
imposed on a healthy nation, spread as does a virulent dis-
ease to other nations and to the entire world.

The problem of economic quackery is serious and the hour
is late. What is to be done? The needs are three: (1) recogni-
tion of economics as a science, (2) promotion of economic re-
search, and (3) promotion of sound economic education
based on the findings of research.

The hour is late, because economic fallacies nullify much
of the marvelous progress that has been made in other fields
of science—medicine, engineering, etc.—because an unhealthy
economic body cannot afford the luxuries made possible by
progress in these other sciences.

The economic counterpart of the medical witch doctors,
who were medical dictators of their day, are the economic
dictators and economic bureaucrats of today.

Economucs as a Science

One of the greatest barriers to the pursuit of economic
truth, and the dispelling of economic illusions, is the failure
to treat economics as a science. The concept of any science
rests on the existence of exact cause-and-effect relationships.
Medicine could not have become a science until there was ac-
ceptance, as a starting assumption, that illness is caused by
something tangible and preventable; it deals with causes and
effects. The same applies to all the other sciences, to chemis-
try, to physics, etc.

Until this starting assumption has been accepted, research
in any of these fields could not have been approached scien-
tifically. No one would have searched for cause-effect rela-
tionships until it was assumed that they could exist. Evidence
of truth would then have remained unrecognized, with the
result that truth and fallacy would stand side by side as appar-
ently of equal validity.
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As with other areas of human interest, so it is with
economics; there must be a recognition that it can be scien-
tific, in that it deals with causes and effects. It must be rec-
ognized that economic actions have direct and definite
economic consequences. This applies to all questions like fix-
ing prices, raising or lowering wages, social security programs,
governmental finance, monopolies, etc. There must be the start-
ing assumption that the effects are just as predictable as is the
weight that an engineering structure, like a bridge, will support.
It must be acknowledged as a starting assumption that any
economic problem has only one right answer, not two or three or
four; but it has innumerable wrong answers.

Science requires another concept, too, which must be
applied before economics can be raised from its present mire
of mystery and confusion. As with other sciences, in the
study of economics there must be recognition of the existence
of certain forces of the type commonly called “natural law.”

Natural law, like truth, is a creation of God and not of
man. Man neither creates nor alters truth; at best he only
discovers it, acts in harmony with it, uses it. He does not
cause the product of 10 times 10 to yield 100; he only dis-
covers the rule and applies it. He does not create the law of
gravity; he only discovers it and works with it. He does not
even alter the law of gravity when he builds bridges and
airplanes; he only develops uses that maintain respect for the
law of gravity, and which operate in harmony with it.

Natural laws are supreme. The penalty for violation of
them is serious. When the laws of gravity and of inertia are
violated, for example, when one jumps off a high bridge or is

involved in an automobile accident—the penalty may be
death.

Promotion of Economic Research

So it is with economic law and economic truth. People suf-
fer and even starve when they violate economic laws. The ob-
ligation of economic science is to discover these economic
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laws, and the first step in their discovery is to accept the pos-
sibility that they exist.

The prevalent belief that economics is not, and cannot be,
a science is no more than a reflection of its infancy as a sci-
ence. Since economics has not gained the stature od maturity
already attained by other sciences now centuries old, it is
concluded that it is not susceptible to the scientific approach.
The evidence that will finally convince most people on this
point will be education about scientific economic discoveries,
not parlor arguments embracing only logic.

As to the need for economic research, little comment is re-
quired. This is the only means of discovering economic truth.
The connection between cause and effect must be observed
and verified before one can know what will happen if a cer-
tain economic action is taken, or before one can know what
caused something to happen.

Economic research involves putting into action, in the
search for truth, the concept that economics is a science. As
one realizes that the precision of cause and effect operates in
the economic realm as well as in medicine, physics, and
chemistry, he is then ready to begin the search for its truths.

The research method most useful in discovering truths in
economics differs from that of many other sciences. But that
does not deny its existence as a science, nor does it reduce
the need for research. The contrast can be illustrated by two
events highly publicized during the recent war—one was the
development of the atomic bomb and the other was price
control. One was conducted with great secrecy in laboratories
obscure from the eyes of the general public, and it dealt with
minute quantities of physical matter. The other was con-
ducted on a national scale and was conspicuous to the extent
that it was a popular nuisance; it dealt with the economic
abstraction of pricemaking forces. How different the ap-
proach of research on these questions had to be! Yet both are
real, both are scientific, both involve observations of cause-
effect responses, both are phenomena operating subject to
natural laws that man can neither rescind nor amend.
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The Lessons of Economic History

The raw materials of research in economics are not lodged
in the bowels of the earth, as in chemistry; they are found
mainly in the day-by-day acts of people, or of organizations
of people, or of governments. The experiments are not gen-
erally of special design, conducted in a specially-constructed
laboratory; the laboratory of economics is in every mar-
ketplace of the nation, every workshop where laborers toil,
every corporation office, every office of a governmental offi-
cial. They are recorded in the annals of history, showing how
various peoples and various governments did certain things,
after which other things happened.

Though economics is new as a science—the pioneer work
of Adam Smith, “The Wealth of Nations,” is only 170 years
old—almost every question now bothering us has bothered
others in earlier days; almost every quack medicine now
being tried as a cure for economic ills was tried on other oc-
casions, and the results are written clearly into the historical
record.

The Bible is, in parts, a remarkable document of economic
truth in its record of events. Ancient Rome, some 2,000 years
ago, conducted many economic experiments almost exactly
like those now being imposed on on the people—the same
old nostrums with new labels on them. There is the interpre-
tive work of Adam Smith and of others who followed him.
And 70 years ago, the renowned historian, Andrew Dickson
White, wrote “Fiat Money Inflation In France,” an address that
is likely to become a classic as one of the most remarkable
scientific economic documents of all time.

Such is the nature of economic research, as a science.
Hegel's pessimistic philosophy can be repudiated; we can
learn from history, if only we take the trouble to observe
what it teaches.

Sound Economic Education

Economic education, to be sound, must be based on economic
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“truths.” That means that it must be preceded by and based on
careful economic research.

Two observations stand in apparent conflict: (1) the world
economy is in a sorry plight, and the hour is late, as a result
of the nearly world-wide reign of economic fallacy; and (2)
relatively little of the world’s past scientific endeavor has been
devoted to economic research, and it is, as a science, still in
its infancy. So far as economic education is concerned, the
first of these observations says, “hurry, hurry,” and the sec-
ond says, “take it easy, until you are more sure of the nature
of economic truths.” What is to be done under these cir-
cumstances?

The answer is to proceed in economic education with the
greatest possible speed, using whatever economic truths are
fairly well established as a result of research and observation.
What is now known may seem to our descendants a few gen-
erations hence to be of kindergarten simplicity; we hope
economics will then be advanced to that extent. But, however
simple and elementary are the economic discoveries now well
established, their adoption today as guides to our conduct
would vyield results as startling as present-day medical prac-
tices would have seemed in our great-grandfather’s day.

The crying need of these critical days is to practice what we
now know, and to promptly dethrone present-day economic
witch doctors from their positions of power over unwilling
patients. This means economic education, conducted speed-
ily. The simple economic truths that constitute present
economic knowledge are ample fuel for great progress in
understanding and in world welfare.

Economic Truths

What are some of these economic “truths,” now sufficiently
established to serve as a basis for a major operation in
economic education? The following partial list would seem, to
the writer, to be fundamental in preventing much of the an-
guish which results from uneconomic sins currently in vogue:
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10.

. Consumption is limited by what is produced.
. A sound money is essential to the smooth operation of

an exchange economy.

Only in a free market will people’s effort, and the use

of productive materials and equipment, be used for

the greatest satisfaction of human wants.

A sound economy must be founded on:

a. protection of the right of those who produce to
enjoy the full product of their labor, or the equiva-
lent thereof if they choose to exchange it in a free
market; and

b. protection of the rights of those who produce to
postpone the consumption of their products, or of
what is received in exchange.

Improvement in economic welfare of people has corre-

sponded closely with the rate of growth of capital tools,

by the use of which laborers have been able to produce
more and more in an hour of work.

. The prospect of profit induces people to be enterprising,

to try new ventures, to save, and to create these new
capital tools.

Profits are small, on the average; profit for some busi-
ness units are nearly offset by the losses of others.

The economy of a community, or a nation, or the
world is a complex system of offsets; an income to one
person is equally a cost to someone else; nationalistic
devices and centralization of economic power cannot
allow economic music to be enjoyed without someone
having to pay the fiddler.

An economic good or service is anything wanted, but is
something not plentiful enough to be free; the only
way for an exchange economy to operate is for price,
or its equivalent as a means of resistance, to dictate
who shall go without; the higher the price the less will
be taken; the lower the price, the more will be taken.
A healthy economy requires that government perform
the important function of preventing fraud, predation
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and violence; it shall preserve equality of opportunity
for all people (within the framework of those guides
listed above, such as one’s right to the product of one’s
own labor and the right of private property); it shall
maintain the sanctity of contract, when entered into
without coercion by either party.

Further progress of the science of economics in the future
may lead to some changes in this listing. But probably most
of these will stand the test of time. The changes of the future
will probably be in the nature of additions to the list rather
than alterations, as more and more is learned from economic
research.

Uneconomic Programs

To many persons these points will seem to be almost
axiomatic truths, unworthy of even the trouble of listing. But
are they generally understood to this extent? Are they known
and understood well enough so that they are used automati-
cally in answering day to day questions as such questions
arise? Apparently not; the evidence is overwhelming that
they are not.

If these points were generally understood, how is one to
explain acceptance of national programs such as inflating the
currency as a means of attempting to postpone paying for
the war and as a means of meeting the costs of “relief pro-
grams,” or a “social security” system, or price controls and “ra-
tioning,” or the protection by government of labor
monopolies, or the operation of or protection by government
of many other forms of monopoly, or the subsidization of
many pressure-group gangs within the nation, or the sociali-
zation of housing?

The essence of many of these points can be reduced
further, as guides to conduct, in the form of two simple
statements not commonly labeled as economics:

1. Thou shalt not steal.

2. Do not do unto others what you would not have others

do unto you.
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Reduced to these two simple ideas, along with the ten
given earlier in more detail, the answers to many perplexing
current economic questions come easily and clearly. Against
this background, it may then be asked, “how can a compul-
sory social security program be operated, for instance, with-
out taking from people against their will some of the product
of their labors, and without also taking from them some of
the free choice of how and when their incomes will be spent;
can it be operated without the exact equivalent of theft?” It
should be noted that the guiding rule is not “thou shalt not
steal in excess of __ per cent of a person’s income.”

And does the coercive power of labor leaders over their
union members, over the owners of the tools of production,
and over the consumer’s choice of products, square with the
Golden Rule, and does it square with the right of people to
save and invest their savings in productive tools and with
their right to use those tools?

It is needless to go further here, in a detailed discussion of
economic problems that currently confront this nation and
the world. These serve as illustrations of why economic edu-
cation is so badly needed. Economic specialists who are ac-
complished in their field must, by means of economic educa-
tion, help others to diagnose economic ills and to prescribe
the proper economic remedies.

A great problem and a serious threat to our nation as a
democracy is that the right to vote, when coupled with the
possibility of economic nostrums on a national basis,
threatens to wreck the economy of the nation. Operating in
this manner, economic ignorance has power over economic
wisdom. What would we say, by comparison, if a dear friend
was at death’s door from an illness that baffled the family
doctor, and if it was proposed that the question of whether
or not to operate on the patient be submitted to a “conclu-
sion of doctors” composed of citizens drawn at random from
the community? What if such a solution were imposed by a
compulsion, in harmony with the dangerous doctrine of the
Divine Right of The Majority? This is exactly the manner in
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which economic questions are now being settled.

Our plight will never be resolved except by widespread
economic education, based on sound economic research. It
must include education on the simplest economic principles.
It must include help in solving current economic problems in
the light of these principles. It must, to some extent, educate
people as to the necessity of “seeing the economic doctor,”
wherever complex economic remedies are called for and
where simple home diagnosis and simple home remedies are
not adequate.

The need for economic education is great, and the hour is
late.
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Eating the Seed Corn

A person who has just borrowed some money at a bank,
and walks away with a lot of it in his pocket or has it depo-
sited to his checking account, is likely to feel prosperous.
Now he can pay off all those bills. Perhaps he even has
enough left over to make the down payment on a new car.
The grocer and the doctor, whose bills he has now paid and
who see him sporting the new car about town, agree that he
has become prosperous. The fact that he is really in a worse
financial fix than he was before borrowing from the bank is
not generally known.

As the end of the month rolls around, he owes more bills,
including the note at the bank and the monthly payment on
‘the car. This makes him feel poor again—unless he can float
another and even larger loan at the bank, in which event the
prosperous feeling and appearance may be made to return.
This can go on and on, as long as the bank will allow it.

But we know that real prosperity does not come this way.
This is an illusory prosperity, leaving the victim in a poorer
and poorer financial plight because of a debt that is ever
growing larger and larger as compared with what he owns or
what he is able to earn. Finally, the off-balance reaches a
point where he is dumped into disaster, losing both his car
and his other property. If death should come in time, he
might be “saved from disaster;” but that would only throw
the burden on his family instead.

A Mass Illusion

No escape from eventual disaster is to be found by having
two persons engage in the same kind of financial arrange-
ment; the debacle is merely enlarged. Nor for three persons
to do so. Nor for a hundred. Nor for the 150 million who
comprise this nation. Yet America today is suffering the illu-

Reprinted from Eating the Seed Corn (Irvington-on-Hudson, New York: The
Foundation for Economic Education, Inc., 1950). Copyright © 1950 F. A.
Harper.
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sion of mass escape from this form of certain, eventual disas-
ter. There prevails a happy sense of national prosperity, as
individually and collectively we go deeper and deeper into
debt. We borrow from each other. We increase our “savings,”
according to the government’s figures. We compliment each
other on how well we are doing. Not only do we buy many
new things for ourselves, but we also try to play the part of a
continuous Santa Claus for favored groups both within the
nation and throughout the whole world. The rules of simple
first-grade arithmetic should warn us that there must be
some catch in this Aliceous Wonderland. But where is the
catch?

Economic Suicide

When we look at the record, we find that while our debts
are going up and up, the tools and equipment necessary to
maintain production and repay these debts are falling dis-
mally behind. We are in the position of a man who spends all
his income, and more, on fast living while making promises
of good intentions about providing for his old age and infir-
mities; IOU’s, made out to himself from himself, are placed
into his strong box at the end of each month, thereupon con-
firming, he believes, his capacity for foresight and thrift.

Cutting through all economic and sociological gingerbread
about the soundness of the procedure we are following, the
sad fact is that we have for a long time been neglecting our
industrial plant. We have been eating up the most fruitful
part of our wealth. We have been eating the seed stock from
which our high standard of living flows.

Our machines and factories have already fallen into ob-
solescence and lack of repair, although as yet the effects do
not appear on the counters of the shops and stores where we,
as consumers, can see them clearly. Our tax policy, as if skill-
tully contrived for such an evil purpose, has made it difficult
if not impossible for industries to maintain and modernize
their plants. New tools and new plants, needed to replace
machines that have been worn out or have become obsolete,

239



and to meet the needs of an increasing population, are being
sent abroad at the expense of a declining productive machine
at home. This is economic suicide with a vengeance, and the
fact that we may not realize what is happening does not alter
the situation.

A 17 Per Cent Decrease

Let us look at our corporations—some 400,000 of them in
all—to see what has been happening to that important part
of our productive machine. We shall first look at what is
happening to their productive plant in the form of real es-
tate, buildings, and tools; and then at their holdings of gov-
ernment bonds, intended for use in replacing worn out or
obsolete equipment. The facts to be used for evidence on this
point are from the United States Treasury. These corpora-
tions conduct about half of all the economic activity of the
nation; for the “industrial” part, the corporations do far
more than half of the business of the country.

In 1946, the value of all the real estate, buildings, and
equipment of the corporations was about 17 per cent less
than it had been in 1930, even though the number of corpo-
rations in 1946 was greater than in 1930 by about one-tenth.
This comparison includes information on all but about two
per cent of corporate productive property for both years—
1930 and 1946—leaving out some of the smaller companies.

This does not mean that no new buildings and equipment
have been added between 1930 and 1946, because we know
that there have been. What it means is that the wearing out
of our productive machine, at rates of depreciation approved
by the United States Treasury, has exceeded all these new
buildings and machines. The loss in dollars of reported
worth is $20.7 billion, or about $1 of every $6 of the 1930
corporate investment in the productive machine.

These figures for 1946 are the latest available with full de-
tails. What has happened since, as indicated by Department
of Commerce reports, suggests that net additions since 1946
have been no more than $10 billion, and perhaps no more
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than $5 billion, at 1930 prices. This would mean a net loss
from 1930 to 1950 of somewhere between $10 billion and
$15 billion.

But this is not all. This loss occurred over a period during
which the population of the United States increased by about
one-fourth.

A $100 Billion Lag

How much would be required to bring this productive
machine up to its 1930 level per person? It would seem to
require, at present prices, somewhere between $75 billion
and $100 billion worth of productive equipment to make up
the present shortage for these corporations alone. This is
from $1,500 to $2,000 per family. This is the amount we are
now in the hole, as compared with 1930, in the productive
buildings and equipment of corporations in relation to the
population of the nation. Even this does not allow for the in-
creases in our productive plant necessary for an advancing
economy.

Appearance Versus Reality

Now let us return to the 1946 figures. It may be asked:
How can this be? The national income for 1946 was $2.39
for each dollar it had been in 1930. Surely the national in-
come could not have been so high if there had been any such
decline in the equipment used in production.

But if we are to compare these two national income fig-
ures, they must first be put on the same basis of comparison.
Four steps are required for such a comparison:

First, the 1946 national income is in inflated dollars. If we
adjust for the lower worth of the dollar, the national income
in 1946 was only $1.70 for each dollar it had been in 1930.

Second, the civilian labor force was larger by about one-
fifth in 1946 than in 1930. This made it possible to use the
available equipment nearer full time. But more persons
shared in the larger national income, too, as consumers.
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Third, a machine that is nearly worn out—or even out-
moded by known methods of production—can continue for a
time to turn out large quantities of product. It may, in fact,
turn out more for a time than would be possible if time were
taken to make and install new and improved equipment. It is
like the pioneer homesteaders who raced westward in their
wagon caravans; one pioneer could pass others and lead in
the race for a time, if he were not to stop and give his horses
food, water, and rest; but if continued, his horses would die
and he would be out of the race altogether. Buildings and
machines do not, of course, give out all at once, as with the
death of a horse or “the collapse of the one-hoss shay,” but
the same thing happens in a slow and less spectacular man-
ner.

Fourth, the national income includes “goods and services”
other than the products which flow directly from the produc-
tive plant of these corporations. Those parts other than cor-
porate business enjoyed more increase from 1930 to 1946
than did the corporations—mainly governmental activities,
agriculture, and the wholesale and retail trades.

Living Beyond Our Means

Taking all these adjustments into account, the large in-
crease in the dollar income of the nation since 1930 does not
explain away the sorry state of neglect in the upkeep and re-
placement of industrial equipment. Apparently we have been
living on our capital fat, and seeming to have a prosperity
that is not capable of being sustained. As a nation, we have
been like the man who went deeper and deeper into debt, as
month by month he refused to face the realities of his plight,
and continued to borrow more and more from the bank
while living beyond his productive means.

Are Bonds Assets?

These machines and buildings of which we have been
speaking are not the only assets of these corporations, of
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course. They also have cash, investments such as government
bonds, inventories, and the like. Do these brighten the
gloomy picture?

More specifically, government bonds were said to have
been used in recent years to build up a fund for later re-
placement of capital equipment. It is true that there was an
increase of about $100 billion in corporate holdings of gov-
ernment bonds from 1930 to 1946. Does not this make up
for the shortage in buildings and equipment? Isn’t it available
to replace the depleted equipment?

It seems, if we look at the figures in dollars, that the in-
crease in government bonds owned by these corporations far
more than offsets the decline in buildings and equipment.
But these bonds were held mainly by financial corporations,
such as banks and insurance companies, rather than by the
manufacturing or “industrial” corporations. And in any
event, a government bond doesn’t mill a piece of wood, or
make a piece of metal into a useful gadget. Government
bonds themselves are not productive equipment, which we
are discussing. They could become productive equipment
only after they have been cashed, and the cash has been used
to pay for the making of new productive equipment not now
in existence. Before this can be done, a buyer must be found
for the bond that is to be sold—a buyer who is willing to
forego the new cars and steak dinners the money will now
buy, for the entire period while his money is tied up in buy-
ing and holding the bond. And further, someone must quit
making bread and new cars for persons to enjoy, before he
can be freed to help make the equipment to replace that
which has been worn out.

Sharing the Deficit

It may even be questioned whether these billions of dollars
of government bonds are really available as “national wealth”
from which to finance the retooling of industry. They are
listed as an asset by corporations, to be sure. But they came
into being to pay for governmental deficits—money spent by
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the government in excess of its income in former years.
When the government did this, it printed shares in the deficit
and sold them to the public to finance the deficit. They are,
in effect, similar to a tax receipt in what they represent, ex-
cept that the tax receipt carries no guarantee of repayment
and is not called an “asset” by the taxpayer.

The clue to the answer to our question lies in the security
behind these government bonds. What is behind them? What
makes them worth anything? Only the power to tax. The
government has no inventory of goods produced by the use
of these funds, which can be sold to repay the bonds—as
when a business borrows money to make cars or bread, and
sells them to repay the debt. Government must tax to repay
its bonds. And whom shall it tax? The citizens of the nation,
including the depositors and owners of these very same
banks and other corporations—the ones who list these bonds
among their “assets.” The corporate owners, in fact, face a
double tax to repay these bonds; they must pay a corporation
tax in addition to the tax on any personal income received
from the corporation by its owners.

Government Bonds are Liabilities

So, if these government bonds are “assets” to the business
of America, they are also “liabilities” of the business of
America. They should be on both sides of the balance sheet,
or neither. There is no national net worth in these bonds, be-
cause as a nation we owe as much as we own. They are only a
fiction of something of net worth. The depleted equipment of
the nation cannot be replaced from assets which have no real
net worth. A person who spends more than his income does
not consider this deficit to be any asset on his statement of
property he owns. Why, then, do we as a nation consider
shares in governmental deficits to be “assets”?

A Sorry Picture

This idea that government bonds are national net worth,
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and can be cashed to replace our depleted equipment as a na-
tion, is one of the greatest illusions of our illusory time. It is
the same as though we were to believe that a nation could be
swept into prosperity by scattering I-owe-me’s by airplane all
over the land; you can’t eat them; you can’t wear them; you
can’t reside in them; at best the process might be credited
with being a form of amusement.

This analysis paints a sorry picture of what has been hap-
pening to our capital seed stock. We have been “eating the
seed corn” in a sort of Bacchanalian banquet. Its contrast
with the pleasant aroma of prosperity is a measure of the il-
lusion we are suffering. If sober thought is not given to the
means of curing this creeping death, it will mean the end of
America’s industrial greatness. We then shall have lost our
means of national defense, and also most of what is worth
defending, while surrendering to a full-blown national
socialism.
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Prosperity by Procreation

Economics and obstetrics must have engaged in adultery to
beget the new theory of baby prosperity.

A quarter of a century ago, when we were being plagued with
imagined surpluses, many economists were concerned with what
they called the nation’s propensity to consume. Now this is being
replaced with concern over the nation’s propensity to procreate,
and belief in baby prosperity is sweeping the land through publi-
cations ranging all the way from light reading for the layman’s
Sunday afternoon to technical business forecasts.

Here are a few samples: A popular magazine, having a
thousand readers to The Freeman’s one, recently published an
article entitled “Our New Weapon Against Depression: The
Baby Boom.” A bankers’ bulletin heaped more dirt on Malthus’
bones by asserting: “It’s hard to see much depression coming up
if the present population is to increase two and two-thirds mil-
lions yearly through 1960.” A renowned Harvard economist,
speaking of an “extraordinarily bright” prospect for the
economy, says: “In part, these bright prospects are the result of
the rapid rate at which population has been increasing.”

The baby prosperity argument goes like this: A click every
twelve seconds on a machine in the Washington Census Bureau
announces the birth of another consumer for the market in
America. As every storekeeper knows, new consumers mean
new business, and new business means prosperity. Stock which
the merchant has sold must be replaced. This sets in motion a
new wave of business all the way back to the manufacturer and
the producer of raw materials—not overlooking all the related
services.

Or, to express the idea another way: The national income this
year is said to be about $1,750 per person. Since there would
have been no demand and no national income without any
population, this amount is what the average person added to the
market demand. Every newborn baby, then, adds $1,750 (plus

Reprinted, with permission, from The Freeman, December 1954. Copyright ©
1954 The Foundation for Economic Education, Inc.
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or minus) to the national income; he is precious not only to his
parents but also to the general economy.

This concept that babies give birth to prosperity calls to mind
the traditional Chamber of Commerce program of enticing new
businesses and more people to come to the town. In promoting
these programs, it is often implied that if the population of the
town can be doubled, everyone will be twice as prosperous—well,
much more prosperous at least. But since one town’s gain is
another’sloss, the claim can be made that babies bring prosperity
without provinciality and selfishness. The stork doesn’t use any
moving van and disadvantage some other town; everybody
gains.

That is the idea in brief. The article already mentioned con-
cludes with this beautiful economic rainbow: “The blueprint for
tomorrow is clear—the Children’s Decade is unquestionably
America’s wealthiest asset for a depression-proof future.”

The Appeal to Patriotism

The idea of baby prosperity adds another appeal to the
natural emotional urge toward parenthood. Every procreator a
patriot! The prospective sire of even a moron can believe that in
adding another child he is adding umpteen dollars to the na-
tional income. All countrymen should tender to him their
thanks. The sleep of long-suffering parents may be disturbed in
the process, but that sacrifice is for the national welfare.

It is perhaps not an accident that a popular theory of baby
prosperity came just at this time. It came in the wake of a gloomy
business forecast which threw quite a scare into business circles a
few months ago. Dr. Colin Clark, the noted Australian and
British economist, flatly predicted that the United States faced a
major economic setback. Coming from such a source, it
frightened the fearsome and most of their complacent cousins.
Its influence as a gloomy forecast was so great that it received the
distinction of inducing a counterprediction from Washington.
But even that was not enough to allay economic fears in a nation
that has come to treat the Statue of Liberty as though it were a
symbol of Mammon.
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More persuasive than the official pronouncements of business
health, I believe, has been the growing faith in baby prosperity.
Its power lies in its plausibility, since it is so much easier to
understand than the complex curves and depression curatives
usually found in the economist’s kit.

In self-defense against misguided business advice, it behooves
us to take a critical look at the theory. I do not believe that the
baby boom and increasing population assures prosperity. We
may have prosperity during a period of increasing population,
but without the one being the cause of the other.

In challenging the theory I do not mean to predict, either, that
an increasing population will bring a depression. I am merely
saying that to predict the business future one must consult
sources other than the stork and the mortician.

In challenging the theory of baby prosperity I am not presum-
ing to advise parents about having offspring. That is for them to
decide on their own responsibility. I only suggest they omit this
national welfare buncombe from their precalculations, leaving it
entirely to the Socialists for use as one of their political nostrums.

If the theory of baby prosperity were correct, why do we not
find China among the most prosperous nations of the world?
And India? They have a plenitude of offspring. They have great
concentrations of population per square mile. If these make
welfare in a nation, it should be rampant in such places. Yet they
are among the least prosperous in the world. By looking at the
matter in this way—simple observation and deductive
reasoning—the theory is exposed as not only false, but false with
a vengeance.

A Matter of Production

Its falseness, if we look beneath this surface evidence, lies in
the simple fact that low production per person is what really
causes the low level of living in any nation. Another baby does
not raise the production per person automatically. After the
baby has grown to a productive age, special conditions might
result in increased production per person; but these conditions
do not prevail in any nation already rather fully populated,
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where more babies will almost certainly have the effect of reduc-
ing the level of living.

Every baby is born full of wants, and this adds to the pile of
wants within the nation, to be sure. But it is production and not
these wants which makes economic welfare. I have never known
a person whose wants as a whole seemed to have any limit. One’s
want for a thing like salt is limited, but not his total wants for
everything, including vacation trips and services and the like. If
wants alone assured prosperity, there could never have been
anything but unlimited prosperity anywhere in the world.

So the error in the theory of baby prosperity really lies in
confusing wants with the things which satisfy these wants; in
confusion between wants and effective market demand, or the
means of buying. You and I want things but cannot have them
unless we produce them, or produce the means of buying them,
or have them given to us by someone who has produced them.

The level of living we now enjoy in the United States is in large
degree due to the increased production made possible by the use
of tools operated by electrical and other nonhuman sources of
power. These tools have been accumulated for our use by per-
sons who have saved and invested in them. I would say that
perhaps 95 per cent of our level of living in the United States is
due to the aid they have given to human hands. If we lacked most
of these tools, as does the person in China or India, we would be
producing little if any more—per person—than he does.

Baby Brings No Tool Kit

The newborn baby has neither goods nor real buying power
attached to him when he comes. We are all born nude, economi-
cally as well as physically. And neither does he bring with him a
kit of tools like those making possible some 95 per cent of what
we are able to produce. So when he attains a productive age,
others must share with him the use of tools already there.
Everyone then has fewer tools to use and less can be
produced—per person. The result is that the level of living must
go down, not up.

Let us presume that the population were to double, due to a
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friendly invasion from Mars. If the Martians brought with them
no tools and we were to share our tools with them, the produc-
tion and level of living of those already here would have to
decline by half, plus or minus. Our economic welfare would go
down.

When the population increases faster than the tools with
which to work, the use of tools will have to be spread thinner and
thinner. And since tools give productive leverage to hand and
brawn, there would then be less production and a lower level of
living, as surely as four divided by two is two.

He who projects his business plans on a false premise, such as
the assumption that more babies assure prosperity, will some day
come out of his economic stupor on the sheriff’s doorstep, broke.

But a false basis for predicting business prospects is not the
only danger in the idea of baby prosperity. The concept is
dangerously close to denying the right of man to be free, and
that is perhaps its most serious aspect.

The idea that babies are valuable is not new. In the Homeric
period of ancient Greece parents sometimes sold their children
into slavery. Like goats, children had a price in the market place.
Anyone trying to promote Planned Parenthood in that day
would have been laughed out of home and goat-yard alike.

Then a new idea came to dominate people’s thinking. It was
the belief in the dignity of each individual under God, under
rights and responsibilities of self-ownership. The child was not
for sale, nor was he thought of as an economic asset of any other
person or any collective of persons, like a nation. He was not a
digit of national wealth or income, for the calculations of some
bureaucrat. So it came to pass that a child, in growing up to be a
free man, was considered free from the day he was born and this
new theological concept came to dominate the economic prac-
tices of mankind. And child slavery faded.

Over the intervening centuries the dominant culture of the
Western world left the matter of the birth rate to the family,
where it belongs—no longer weighing its children as economic
assets. To do so has become a sacrilege. We love them, and thatis
that.
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An Old Concept Reappears

And now the reactionary concept that babies are economic
assets is again rearing its ugly head. To say that a baby is worth
something to the market of America is dangerously close to
saying that a baby has worth in the market as a direct object of
sale. For a thing of worth is an asset, and an asset is saleable in the
market.

The concept which made child slavery tolerable to ancient
Greece is thus reappearing in respected intellectual circles, in the
form of this idea of baby prosperity. It is a symptom of the
collectivized thinking embodied in modern socialist-communist
doctrine. We first accept the idea that our economic welfare is
the responsibility of government rather than ourselves. Then we
discover that babies are national economic assets, assuring pros-
perity. It is a perfectly logical derivative of this to say that the
government may claim control of the means of welfare for which
it has been acclaimed responsible.

And the government then becomes the logical manager of
procreativity—perhaps, one day, under a new Department of
Genopropagation empowered to select for you your mate and to
control all your family affairs. The government in its new role, of
course, must make the children work and produce when they are
old enough.

Such steps into collectivism do not entail any disharmony of
logic, and in that sense may not be as fantastic as they may at first
appear. Children need not be auctioned off in a market place, as
in ancient Greece. Enslavement to government is as truly ser-
vitude as if children are sold to private owners on the auction
block.

It is never too early to destroy seed-thoughts which can grow
into colossal destroyers of human dignity and freedom, like

belief in baby prosperity.
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Guaranteeing Your Income

A friend asked me to look into this so-called guaranteed in-
come plan; to obtain a copy of the “model contract” and see what
its provisions are.

So I wrote to a noted labor authority and to several other
places. It seems that a model contract doesn’t exist. At least I
could not find one. The nearest I could come to it was a yellow
pamphlet from the UAW-CIO entitled “Preparing A Guaran-
teed Employment Plan. . .. That Fits U.A.W. Members Like a
Glove.” The main ideas of the plan are explained therein.

“Who is to participate?” All workers in any company that signs
such a contract with the union are in it. If as one of them you
object, you can’t stay out.

“What do I get out of it?” If you are called to work at all during
any week, you are to be paid the full week’s wage even if you are
laid off during part of the week—even if laid off an hour after
arriving on the job Monday morning. And in event of a longer
shutdown, you are to continue to receive pay for as much as a
52-week layoff. But such detailed specifications are still subject
to change by negotiation for each individual contract.

“What wage am I to receive while not working?” You are to receive
full pay for the week when you are laid off during the week. And
if the layoff continues, or you are laid off for weeks at a time, you
are to receive enough to enable you to maintain “the same living
standards as when fully employed,” whatever that may mean.
But these details are also subject to negotiation.

“Does everyone get the full pay guarantee of 52 weeks unemploy-
ment?” No. If you are a new worker, you first have to build up
“seniority status.” This means that you must first work two years,
or some such length of time to be determined by negotiation,
before you attain the full 52-week pay status. New workers have
lesser claims to layoff pay—less than 52 weeks—proportionately
by the length of time they have worked.

Reprinted; with permission, from Guaranteeing Your Income (Irvington-on-
Hudson, New York: The Freeman, 1955). Copyright © 1955 The Foundation
for Economic Education, Inc.
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“After having drawn unemployment pay for a year on this basis, and
having gone back to work, does a new 52-week claim come into existence
at once?” No. It has to be rebuilt over a period of two years, or so,
as with a new worker.

“Can I work at any other job during the layoff?” Yes, if the powers-
that-be decide it is “suitable” work for you. They will assume
control of that, in other words. But you will get guaranteed
income payments only if needed to supplement your other pay
and bring it up to the “living standard” figure.

“Who pays the costs?” The employer, except as state unemploy-
ment payments are available to cover a part of the guarantee.

“Where will the money come from?” Out of his current income
from his sales, except that a small reserve fund is to be set up to
be used for the 52-week pay guarantee, in amounts and under
specifications to be negotiated with each contract.

“Who 1s to adminuster the plan?” A Board with an equal number
of representatives of the employer and the union, plus an “im-
partial chairman to break deadlocks.” (One wonders how he
could break a deadlock without being partial.)

And so it goes. Most of these specifications, as has been said,
are left for determination by negotiation with each contract. And
so it is futile to try to appraise the plan in terms of such things as
whether payment rates are too high or not high enough, or
whether reserves are adequate. Any precise specification be-
comes subject to specific attack, and so the UAW-CIO states that
such details are flexible. Apparently, they do not want to en-
danger their general objective by stating details in advance. The
union leaders firmly demand, however, thatsome sort of guaran-
teed annual income plan be instituted on the best terms obtain-
able in the contract.

The plan has unquestionable appeal to an employee. Who
doesn’t prefer some income to none at all? That is only a human
urge we all must endure, like the desire that a recently deceased
uncle shall have been industrious, frugal, and charitable toward
all, especially toward his poor nephew.

Last year the union had pressed a similar proposal, which was
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then stated in terms of “wage guarantee.” Then someone appar-
ently discovered that employees’ families live the year around,
and the proposal evolved into: “Wages the year round because
families live the year round.” Perhaps next year it will evolve
further and become: “Income for life because a person lives
during his entire lifetime.”

Does the plan mean more income to you as an employee over
the next few years than you would get without it? That is where
several “ifs” enter the picture, which should be thought out
carefully. Things are not always what they seem in such schemes.

First, suppose that your job is one where next year you were to
have had full-time work on the job anyhow. In that event the
plan would be of no use to you; and worse than that, you would
lose by it because money that your employer could have used to
pay you a higher wage would have to be used to pay the adminis-
trative costs of the plan and to build up the reserve fund re-
quired under the plan.

Now suppose that next year you are to be laid off for part of
the year. Then, seemingly, you would gain from the plan be-
cause you would be receiving pay for the time laid off, whereas
otherwise you would be receiving nothing. But . . .

Where does the employer get this money he is to pay you? A
part of itis to come from him on a “pay-as-you-go basis,” which is
a profound way of saying that he is expected to reach down into
his pocket for it at the moment of payment, as he does for the
church on Sunday. The other part comes from a reserve fund
which the employer is supposed to have built up over the years.
But it hasn’t been, so he must start that only after the plan is
started. The reserve fund comes from his pocket, too. So it all
comes out of the employer’s pocket.

Now how does it get into the employer’s pocket in the first
place? This is important because unless it is to come from a safe
and continuing source, you, as an employee, would be foolish to
rely upon it in time of need. It comes from the sales of what is
produced under his management. Unless he can keep his
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outgo—including wages—below income from sales, there can be
no fund and no continuing payments. If wages and other costs
have been taking all the traffic could bear anyhow, there is no
slack to be taken up to pay the costs of any pay-as-you-go guaran-
teed income.

Couldn’t your employer obtain this money from his day-to-
day operations? Perhaps. But that means that he will have to pay
you less now as wages than he otherwise could have paid, in
order to be able to meet these contracted obligations for guaran-
teed income. This applies not only to the pay-as-you-go part, but
the reserve fund as well. They reduce what he is able to pay you
as a current wage, just as an increase in any other cost would
do—an increase in taxes, or coal prices, or freight rates. It should
be noted that all available cash of all United States manufactur-
ing corporations would carry their payrolls only about three
months. Then they would be without any working cash what-
soever with which to carry on their businesses.

So somebody’s current wage rates will have to carry the bur-
den of the costs involved. If the employee’s income is to be
guaranteed, somebody will have to guarantee the market to the
employer. And nobody but consumers can do that, however
devious and concealed may be the picture as presented to us.
The money can’t really come from company reserves or from the
government. The government has no independent source of
income; all it pays out must first be taken from consumers. And
if this is forgotten, and the government is once enthroned as a
middleman, it will take a cut like any other middleman and will
also then be in position to call the tune with union members who
would, in effect, become government employees. Both company
officials and union officials would then be acting as agents of the
government.

The question then really becomes this: Would you rather have
your employer keep back further money with which to pay any
benefits under a guaranteed income plan, or would you prefer
to get it now in current wages, to be used by you in whatever way
you deem safest and best in guaranteeing your own future
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income? Would you rather have it managed by your boss and
your union under this plan—or perhaps through them by the
government—or would you rather manage it for yourself?

Under the proposed plan of guaranteed income, if you don’t
like the way it is being operated and want to change it, you—and
others of like mind—must either gain control of the union or buy
out the owner. If you manage your own guaranteed income
plan, however, you can change it the moment you decide how to
improve its safety; and in event of need you can draw on your
own private fund as lightly or as heavily as you wish, according to
your prospects as you see them.

How about safety in the holding of your reserve fund? Would
it be safer to keep it yourself? What will the company do with the
fund? Will they keep it idle so that inflation will go on robbing it
of its worth? What if the company uses the fund to overexpand
and then goes broke with the first major depression—precisely
at the time when you were depending on the fund to pay you
some income? Or what if the company goes broke for any other
reason—fund or no fund? Do you prefer to tie your future to
one company in that way, or would it be safer for you to buy
shares of ownership in several sound companies with your own
guaranteed income fund?

When your company lays off part of its force, who gets laid off
first—the better or the poorer workers? The poorer ones, of
course. And presuming you are not one of these, do you want
them to be paid from the reserve fund you have helped build up,
so that when a more serious layoff hits, the fund will have been
spent, leaving nothing to fulfill the guarantee of income—your
income?

Suppose that through lower wages than could have been paid,
you have helped build up a sizeable reserve fund in one company
and then want to change jobs. Do you suppose that either the
company or the union is going to allow you to withdraw any of
the fund and take it with you? Or will the plan come to operate
under national union control of all the reserve funds of all
employees? Do you want to give anyone power to freeze you to
your present job, or to control where you shall go?
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Under the proposed plan, when you are laid off, somebody
besides yourself becomes empowered to decide whether or not
another job avilable to you during the layoff period is a “suitable”
job. It may be suitable to you, but if it is not suitable to those in
control, you will be forced to remain unemployed even though
you want to work at something available to you. That forces you
to live on “your reserves” unnecessarily, thus weakening your
protection against additional layoffs.

Or what is to prevent some unscrupulous fellow-employees
from quietly getting unapproved and unknown jobs on the side
during periods of layoff? They would then be getting pay from
another job while at the same time drawing unemployed
“guaranteed income” from the fund you helped build up. That
would erode your protection.

The whole thing boils down to the fact that the costs of any
such plan of guaranteed income must, in essence and in the long
run, be paid by the employees. No matter how the plan is stated,
the employer cannot really pay it out of his share because his
funds are insufficient to do it if he is to continue to operate a
thriving business, safely financed. It cannot really be paid by the
employer personally. He just deducts it from the pay check, that
is all.

Who wants to work if he would be paid for not working?
Under this plan it would be possible to get three years pay for two
years work. And there is no way under God’s heaven to produce
three years product in two years time. So, since what isn’t pro-
duced just isn’t available, the level of living would have to suffer.
No guarantee to maintain a living standard without work could
supply even a loaf of bread that hasn’t been produced.

Unemployment always is the result of a consumer rebellion
against the price of the product. This means that it is a consumer
rebellion against wage rates, really, because current pay for the
nation as a whole is about five-sixths of the total cost of produc-
ing things. Careful students of these matters, like Senator Paul
Douglas and Professor A. C. Pigou of Britain, have told us that
unemployment can be reduced by as much as three or four per
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cent, merely by reducing wage rates only one per cent. That
course of action, if the union officials would only adopt it with an
enthusiasm equal to that for the guaranteed income plan, would
assure continuous employment for most everyone. It would
prevent the necessity of any mass program of guaranteed in-
come.

So the guaranteed income plan amounts to doing precisely the
wrong thing. Since it is about the same thing as a wage increase in
times when the consumer is already protesting against the high
price of the product, it gives further upward pressure to prices
when the product is already not selling. Who is going to guaran-
tee the market for products already overpriced and unsold?

In casting doubt on the proposed plan of guaranteed income,
I would not, of course, prohibit any really voluntary arrange-
ment which both employer and employees of a given company
may want. Such an arrangement is just another way of getting
paid; and if both parties want it that way, they should be allowed
to do so. It would be nothing more than like shifting part of the
pay to a Christmas bonus. Firms like Nunn-Bush and Procter &
Gamble have had a type of guaranteed income for along enough
time to say that some plan can be made to work successfully, if
both sides really want it. What I question is only the forcing of
any plan on either side by undue pressure or economic threat
from the other side. And I doubt that any guaranteed income
plan can be found that will be any panacea against the forces of
unemployment on a national basis.

There is something incongruous when a union threatens a
major work stoppage (strike) in the hope of gaining protection
against work stoppages; when they are ready to spend $25 mil-
lion of their members’ money in the process; when the “gain”
promised is probably neither a gain nor the way to attain their
laudable objective of continuous gainful employment for all who
really want to work. And it is especially incongruous, if, as
reported, the union has not bothered to canvass its members on
the matter of whether they prefer to have their union and
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company officials manage their security reserves, or do it for
themselves.

This incongruity, as well as many of the problems I have raised
about this plan, would be dispelled if the union would merely put
it to the vote of their members, as in the following proposition:

Proposed, that the UAW-CIO set up its own guaranteed income
plan; that the union dues be increased by whatever amount may be
necessary to pay all the costs of the unemployment wage and the costs
of its administration.

This would allow the union to operate the plan as efficiently as
they can. It would avoid any interference from employers who
may have diverse interests from that of union members. It would
eliminate the necessity of such a thing as an “impartial” member
of a committee of diverse interests. It would allow the preserva-
tion of a member’s rights in the fund when—still as a union
member—he moves to another job in the same union. No
paralyzing strike would be required to force the plan upon any
employer, since it would no longer be any of the employer’s
business. And the $25 million to be devoted to pressing for this
plan could be put into the fund as a nest egg, rather than to
dissipate it in trying to start this plan.
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Organized Incentives
NOT To Work

When visiting Sweden recently to study the impact of their
advancing socialism, I was surprised to find almost universal
acceptance of the principle of paying workers on a piecework
basis. And I recall that early in World War II a political leader of
the United States was severely criticized by our Russian allies
because he opposed bonuses to individuals for extra output in
the war plants.

These anomalies were brought to mind recently by the asser-
tion in an issue of the AFL-CIO Collective Bargaining Report (Vol.
2, No. 12) that unions in the United States “ordinarily are op-
posed to wage incentive plans.”

The AFL-CIO argues that incentive pay “puts a strain on the
entire collective bargaining process . . . creates friction between
workers.” It charges that such schemes are “based on the notion
that workers will not perform an ‘honest’ day’s work unless they
are ‘bribed’ by the promise of ‘extra’ money,” and that
employers, in hope of higher profits, promise monetary reward
to induce workers to “produce more than a ‘fair days’s work.””
Then comes the frank admission: “When workers are paid ac-
cording to their individual efforts, the union’s function of secur-
ing high guaranteed wages for all workers becomes more dif-
ficult. The local union’s ability to present a unified position for
base rate increases is weakened.”

In other words, incentive pay plans take over the presumed
union function of getting a fair and reasonable wage and thus
threaten the maintenance of union power. “Wage incentives
deemphasize the union’s role in securing higher wages,” accord-
ing to the report, and “may threaten the union’s entire exis-
tence.”

Reprinted, with permission, from The Freeman, May, 1958. Copyright © 1958
The Foundation for Economic Education, Inc.
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A Continuing Problem

There is no denial, of course, that incentive pay plans are often
difficult to design. But this problem is not peculiar to incentive
pay plans. It is a problem with any plan of pay determination.
Incentive pay involves the question of how much Jones produces
relative to Smith, his co-worker. This is the same sort of question
thatis involved in deciding how much of a product is “produced”
by tool operators vs. tool investors vs. the electrical power and
telephone suppliers, etc.

Problems of accurate determination of a fair wage exist, to be
sure. But that only emphasizes that they should be solved as
fairly as possible. Incentive plans may be one way to do this.

It will be readily admitted that in some instances the fruits of
an incentive pay system may not be worth its cost. Many of the
points raised by the AFL-CIO report are important questions.
But whether in an incentive pay system the cargo will be worth
the freight, is a matter which management must judge in each
case. To say that no industrial plants should design and use an
incentive plan is as foolish as to say that all should use them. The
former is the position of the AFL-CIO and of most other unions
in the United States, whereas even socialist Russia and Sweden
reject this form of equalism.

When unions oppose the general policy of extra pay for extra
work, under incentive or piecework payment, they are merely
extending the practice of featherbedding which is so common in
union contracts. The difference is only one of degree—equal
pay for less work is like equal pay for no work at all.

Something for Nothing

Labor unions are not alone in demanding equal pay for less
work. This is a policy which has been adopted again and again in
our economy. Farmers demand a price for products not pro-
duced and a rent for land not farmed. Teachers demand about
equal pay for unequal jobs of teaching, with salary based almost
entirely on hours spent in training and in the classroom rather
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than on proficiency at the task. Many other illustrations could be
given, too.

The whole question of incentive pay needs a point of focus.
And, to me, it s this: So long as economic goods and services are
to be made available for exchange in our society, they will be
made available either with or without incentive to the one who
receives them.

There is no avoidance of this choice, no possible compromise.
A person gets goods in exchange for something, or he gets them
in exchange for nothing. A “laborer” receives pay for working,
or he receives pay for not working. What other alternative can
there be?

On the question of incentive pay, it would appear that union
leaders find it to their advantage in maintaining themselves in
power to uphold the principle of pay for not working. This is just
another instance where personal rights are being sacrificed for
the furtherance of personal power. When incentive pay is de-
nied in principle, the least diligent worker gets as an excess part
of what the most diligent worker has earned but is not to be
allowed to receive, according to the union policy propounded in
this report.

Itis a late day for individual justice in the United States when
we have to look to Russia and Sweden for some leadership in
rejecting equalism—for leadership in upholding the rights of

the more productive employee to receive the fruits of his hand-
iwork.
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On Breeding Prosperity

The population explosion in our country and around the
world is commonly met with mixed emotions. On the one hand,
there is the discomfort of being so pressed together that we stand
on each other’s feet, elbow our way through crowded subways,
become submerged in traffic jams, or find distant recreation
forests about as peaceful as Times Square at 5:15 p.m. On the
other hand, there is the appeal of more customers for all who
believe that a rising population assures prosperity.

The fact that the population has been rising rapidly during
recent decades, and that more is in prospect for some time,
seems beyond question. A common prediction is that the present
world population of nearly three billion will reach nearly five
billion by 1984.

Some authors in a Science article a few years ago reported that
by extrapolating from past trends of recorded data, the world
population will approach infinity on November 13, AD 2026.
But the outlook cannot be as gloomy as that. Before that time the
trend would flatten out from a new Malthusian corrective be-
cause persons would become crushed to death. And even before
that, as a university president once reminded us, the population
increase will probably terminate before reaching the point of
standing room only, due to other obvious reasons.

Leaving these predictions for others to ponder, our present
concern is with an economic notion which seems even more
prolific than the human organism itself, namely that increasing
population assures prosperity. To review the notion briefly, as
any restaurant owner or storekeeper knows, his sales and profits
are raised by more persons entering his store to buy. And they
cannot enter his store without having first been born. Each birth
today, then, means more persons in stores later; diapers will be
bought at once, children’s clothes later, and adult needs on
through life. The more the births, the more will have to be sold to
meet the growing needs, ipso facto, according to this simple

Reprinted, with permission, from The Freeman, August, 1963. Copyright ©
1963 The Foundation for Economic Education, Inc.
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reasoning. But on further thought and analysis, is this reasoning
sound?

Wants Are Insatiable

Let us begin to analyze it this way: Human wants, over-all, are
insatiable. If a President of the United States with “rigorous
economy” spends $111,000,000,000 in a year, it seems probable
that he might easily spend the entire national income if he were
to let himself go on a spending binge.

Any one person’s capacity to eat popcorn at one sitting may
have its limits, but there is no known limit to his capacity to own
more suits, cars, servants, servants for the servants. ... So if
there is any limit to human wants, it surely lies beyond the
horizon of our imagination. This means that the limit on sales in
stores, and the like, is set by something other than too few
persons. By the same reasoning, more persons do not assure
more sales and more welfare. What is it that sets the limit?

The limit to the satisfaction of wants is set by the quantity of
things produced. Should some of production be wasted, fewer
wants will be satisfied, but no miracle is available by which to
satisfy wants with things not produced. Some persons may get
more of the supply and others less, b