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THE RT. HON. J. ENOCH POWELL, M.P.

My THEME is human folly. It is a
theme so prolific and inexhausti
ble that one wonders at the sur
vival of a species incessantly pre
occupied with the assertion of
absurdities, that is, with the de
nial of salient facts about the en
vironment in which it exists.

All nations have their own local
and national nonsense; but on
none of these would I presume to
address you. I am in a foreign
country. Decency, therefore, for
bids me to expatiate upon the foi
bles of Britain; and good manners
debar me from referring to those
of my hosts. There is, however,
no lack of material on that ac
count, because you and we and
many other nations participate
together in one and the same
grand nonsense, which is respect
fully referred to as "the interna-
From an address of May 19, 1969, before
Trustees and guests of The Foundation for
Economic Education.

tional monetary system." This
huge pyramid or Tower of Babel
is constructed upon a simple but
perfectly adequate foundation.
This is the assertion that the val
ues of the different national cur
rency units in terms of one an
other and of ounces of pure gold
ought not to vary from month to
month or from year to year or
even from decade to decade - at
least, unless they are altered by
a committee decision among the
nations. It is similar to, and as
absurd as, asserting that all the
prices of stocks and shares are to
remain unaltered unless and until
this one or that is revised by the
Stock Exchange Commission.

I will not detain you by argu
ing, what is obvious, that neither
in the one case nor the other will
the prices ever be right - except,
by some remote chance, for an in
stant of time. Apart from this

A.Ell



452 THE FREEMAN August

extreme exception, they are all
bound to be more or less wrong,
in one direction or the other, all
the time. Of course, if the various
national currencies were gold,
chopped into bits of different
sizes, or gold represented by
pieces of paper which could in
stantly and unconditionally be ex
changed for a specified bit of gold,
then indeed their respective values
in terms of one another would be,
if so desired, immutable, because
they would all be one and the same
stuff.

This used, until just after I was
born, to be the case; and the
memory like the memory of so
much else prewar (which to me
means "pre-World War I) still
haunts mankind and is part of the
etiology of the collective aberra
tion I am discussing. This was
specially plain when we in Britain
plunged into it in 1925 by what
was miscalled "going back onto
gold." After a decade of war and
confusion, at last the blessed, the
magic, the prewar equation of
£3 :17 :10Y2 sterling with an ounce
of fine gold occurred in the mar
ket. It was a nostalgic moment,
and small wonder if we tried to
grapple it to ourselves forever,
saying, like Faust to the passing
hour: "Oh, tarry yet; thou art so
fair."

Within six or seven years the
decision was found to be unsus-

tainable and presently it became
widely accepted that it had also
been inherently wrong and one
of the causes of the depression
into which we and other countries
descended around 1930 and from
which some recovery was percep
tible after 1931. It is one of the
ironies of our age that those who
wholeheartedly accepted this view
hastened to re-establish the sys
tem of 1925 again after 1944 and
have maintained it pertinaciously
ever since, explaining that all that
was wrong in 1925 was the par
ticular figure chosen to be fixed.

$35 an Ounce

You in the United States still
live under the influence of a sim
ilar popular emotion. Having once
asserted, thirty-five years ago,
that the price of fine gold was $35
an ounce, you have persisted in
that assertion as though the mere
repetition could make and keep it
true. There is an enormously deep
human yearning- which finds mul
tifarious religious expression 
for something changeless and
eternal to which to cling: "0
Thou that changest not, abide
with me."

H.ere was an equation, closely
allied with the concept of the na
tion itself, something around
which in any case the human in
stinct for survival and diuturnity
strongly centers - the equation be-
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tween a piece of gold and a dollar
bill, the very symbol of America.
Surely its permanence could be as
serted and, being asserted, be se
cured? Once again, if and so long
as that dollar bill was instantly
and unconditionally exchangeable
with gold, the statement would be
a truism and therefore true; but
when it ceased to be so exchange
able, there was no reason why, ex
cept for a brief chance moment,
the price of gold in terms of dol
lars or of dollars in terms of gold,
should remain at any particular
figure: the conditions of supply
and demand, of production and de
sirability, of the two things hav
ing no specific and necessary rela
tionship. Yet, to maintain the
assertion, you have more than half
emptied Fort Knox and spun a
web of controls and compulsions
around American citizens.

Trapped by Error

So here are our two nations,
along with others, making asser
tions about the respective values
of our domestic currencies which
are manifestly untrue, and asser
tions about the stability or per
manence of those respective values
which are manifestly absurd. Yet
to these assertions we are com
mitted by dint of habit and repe
tition and the most solemn and
repeated asseveration.

This is no new phenomenon. In-

deed, as I have suggested, one
form or another of it is perfectly
normal. Consequently, we have
ample experience from which to
predict with assurance how peo
ple will react in order to defend
and shore up the untruth and ab
surdity, because, of course, being
untrue and absurd, it is always
threatening to collapse. One reac
tion - I will not dilate on it at any
length - is to shout at anyone who
points out the untruth or ab
surdity, to drive him away with
stones and curses, and, in primi
tive times, if possible to kill him.
Those who in recent years have
been so bold as to talk in public
about a floating pound or a mar
ket price for gold will be person
ally familiar with this kind of
treatment.

The next reaction is to invent
a range of imaginary terrors de
picting what would happen if the
untruth or absurdity were aban
doned. This may, psychologically,
be an attempt to frighten oneself
out of thinking, and is perhaps
close kin to those medieval elabo
rations of the horrific torments
which awaited those who ques
tioned the dogmas of ecclesiastical
authority. These superstitious
fears are, I believe, worth exten
sive and patient examination, be
cause they illustrate one of the
great dangers to freedom, whether
it be freedom of thought and
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speech, or of trade and economic
decision. This is that, once free
dom has been lost, it can so easily
be made to appear impracticable,
and indeed chimerical.

Unfounded Fears

As soon as the price of an arti
cle is controlled, men are soon per
suaded that unless it were con
trolled, the article would be
unobtainable: if food prices were
decontrolled, they imagine they
would starve; if house rents were
freed, they imagine they would
perish of exposure. Thus the loss
of a freedom becomes self-perpet
uating through fear of the un
known, and habit soon teaches
men to believe there is no alter
native to the state in which they
find themselves. This is cognate
with the awkward fact that while
the effect of control is easy to ar
gue - "if the government fixes the
price, then that is the price which
will apply" - the practicability and
superiority of freedom are in the
last resort demonstrable only ex
perimentally, by experience.

We know that men can walk
erect on two legs, because in fact
they do; but if we had been kept
for long enough on all fours, we
should treat with skepticism and
ridicule any bold spirit who sug
gested that it would be much
easier and simpler to walk about.
We should have become convinced

that any such dangerous and un
proven experiment would speedily
result in broken noses or cracked
skulls.

The terrors with which imagi
nation has invested the simple no
tion that gold and the various na
tional currencies should be allowed
to price themselves, like anything
else, in the market and that all
the contortions and controls de
signed to fix their respective
prices are futile and harmful, find
close parallels wherever the mar
ket has been distorted or des
troyed. Hence, in examining the
superstitious fears attendant on
the preservation of "the interna
tional monetary system," we are
confronting the same imaginary
monsters as bar the road to every
freedom.

I take the first. "We should be
plunged into uncertainty, and
never know the exchange rates
from one day to the next." This
is the cry of the prisoner of the
Bastille, who pitifully longed for
the security of his confinement.
He, however, did at least get reg
ular meals and Iive in the same
old cell. The irony today is that
the very people who express this
fear never know at present a mo
ment's freedom from anxiety. Day
by day the headlines scream at '
them about impending devalua
tion, or revaluation, or some other
abrupt and disagreeable contin-
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gency. The pains they dread are
those with which they are already
suffering - but in a specially acute
form, for one more uncertainty
and unknown is added to all those
which exist anyhow: namely, the
uncertainty as to whether, when,
and how the arbitrary fixed price
will be .altered.

An Added Uncertainty

There is no uncertainty in this
world quite so great as the uncer
tainty about what a government
is going to do next. These uncer
tainties already have to be taken
into account in every transaction
in which the future exchange
value of currencies is a factor. In
the j argon, only "spot" is fixed
while "forward" varies from day
to day, reflecting as best it can
the opinions which those con
cerned hold about the future.

The moral is this. We. do not
banish change and uncertainty by
pretending, or asserting, that they
do not exist. We thereby only
make them even harder to antici
pate and to guard against. A
premium has always to be paid
to insure against the unknown.
That premium will be higher if
the unknown includes the actions
and decisions of politicians and if
trends and changes in the real
world are not constantly being re
flected, genuinely and freely, by
changing market prices. What a

terrifying position it would be if
the spot prices on the Stock Ex
change were pegged - and inci
dentally, therefore, rigged and
subsidized by the controlling au
thorities - while only the futures
were allowed to move.

I have disposed, just now, inci
dentally of the argument that in
ternational trade would be inhib
ited by a higher cost of insurance
against currency risks, by point
ing out that the opposite would
in fact be expected. I pause only
to note that this argument is a
special form of the general claim
that control is economical and
minimizes costs by substituting
certainty for uncertainty - a prop
osition which any person or trade
with practical experience of state
control finds highly satirical. The
actual effect is to replace continu
ous adjustment by large, jerky,
and belated concessions to a real
ity it is no longer possible to deny
or defy - in this context, the sud
den, long-anticip·ated but long
delayed jolts of devaluation and
revaluation.

Planned Chaos vs. freedom

Sometimes, however, it is sim
ply stated as self-evident that the
growth of world trade would suf
fer if the respective currencies
and gold were continuously priced
against one another in the market.
This is a recognizable variant of
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the well-known "chaos" supersti
tion, whereby the operation of the
market in any area is described
as "chaotic," immediately creating
by this metaphor the impression
that the movement of individuals
and their relations with one an
other are impeded. We are so fa
miliar with such terms as "tra.ffic
chaos," "administrative chaos,"
"chaos and dark night," that the
mere mention of the word is suf
ficient not merely to suspend
judgment but to neutralize experi
ence.

People who are perfectly and
daily familiar with the market
where it exists - in the shopping
center, for example, or on the
stock exchanges - will instantly
persuade themselves wherever
they are not accustomed to it that
it would produce "chaos." This im
pression is reinforced by the ap
plication of the solemn and im
pressive term "system" to the op
posite. It is wonderful what can
be achieved by giving to the, truly
chaotic, behavior of national gov
ernments in the last twenty years
the title of "the international mon
etary system," and describing as
"a threatened collapse of the sys
tem into monetary chaos" the
prospect of those governments be
ing forced to recognize the true
respective values of their curren
cies.

The "system" - to call it for

once by its nickname - incidentally
necessitates, and has in fact al
ways necessitated, the repeated
and abrupt interference of gov
ernments in the trade and invest
ment of their subjects, internal
and external: changes of taxation,
import controls, import deposits,
import surcharges, alterations of
interest rates, prohibitions on
loans. To be able seriously to
argue that such a system is actu
ally favorable to international
trade is striking evidence of the
depth to which superstition has
penetrated. The fear of the un
known like all fear renders its vic
tims irrational and blind to their
surroundings.

The Course 01 Trade

Another superstitious fear-we
may be more familiar with this in
Britain than you are here - is
that if the exchange rate of a
country's currency were to fall, it
would be unable to buy the raw
materials for its industries or even
the food which it needs. This is
a particular version of the general
cry in defense of control: "If it
were not there, we should starve."

There is, of course, absolutely
no rational basis for this fear. If
a given number of British prod
ucts of a certain kind exchange
for a given amount of raw materi
al or finished goods in Brussels or
Buenos Aires or New York on one
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day, so they do the next day, ir
respective of any alteration over
night in the exchange value of
sterling. The supply and demand
equation in Brussels or Buenos
Aires or New York is unaffected
by the number of pounds the ex
porter gets for his francs or
pesos or dollars when he changes
them to come home, or by the
number of pounds the importer
has to find to buy the goods in
francs or pesos or dollars. The
realities are unaltered: the same
volume of British goods and ser
vices exchanges in the outside
world for the same volume of for
eign goods and services. In other
words, our ability to buy what we
want from abroad is unaffected:
our standard of living remains
absolutely unchanged.

What would happen is that if
the exchange rate fell, and con
sequently importers had to find
more pounds while exporters
earned more pounds, there would
be a shift - ever so slight, but
enough and just enough to pro
duce a balance without borrowing
- away from imports and toward
exports. The shift would be so
slight as to be imperceptible
less, at the moment, than one per
cent of the national product or
much less than the gain which we
make year by year in production
- and the shift in jobs would, of
course, be even smaller still.

This tiny margin is the sole
extent to which Britain's standard
of living is being, even tempo
rarily, maintained by the rest of
the world: it is a margin so nar
row that the economic growth
even of a single average year is
sufficient to swamp it. Yet, it is
the only basis for the accusation
which the British positively enjoy
leveling against themselves, that
they "imagine the rest of the
world owes them a living."

IISa/ance of Paymentsll

Another common but equally
irrational fear that prevails in
countries which, under a system
of fixed parities, inevitably have
what is called "a deficit on the bal
ance of payments," is that if the
current parity were not artificially
maintained but were to be replaced
by a free and therefore fluctuating
and at first presumably lower val
uation, foreigners would, as the
phrase goes, "take their capital
out." The victims of this delusion
imagine, as many of us do in
Britain, that they would thereby
be impoverished, like a village,
which has been pillaged by a
horde of marauders.

In the first place, no productive
capital, whoever it belongs to, can
be shipped abroad: these assets
are, as you might say, landlord's
fixtures, and the refineries, re
torts, and furnaces are there to
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stay. The most that a foreigner
who holds shares in them can do
is to try to find somebody to buy
the shares from him for cash, and
then exchange the cash for for
eign currency. The capacity of the
country to produce goods and ser
vices remains the same.

Let us, however, follow through
what would happen. To the extent
that foreigners decide to exchange
their shares, or other interest
bearing securities, for the cash
of the country, the demand for
cash is increased and for shares
and securities is lowered. In other
words, the prices of the shares and
securities fall, and the interest
obtainable on them - or the re
ward for surrendering one's cash
in exchange for them - corre
spondingly increases. When the
foreigners, having realized their
securities, proceed to convert them
into other currencies, to that ex
tent they drive down the rate of
exchange of the currency out of
which they are getting in favor
of those into which they are get
ting; and thus, in effect, they ob
tain a lower rate of return on
their money - or suffer a loss of
value, whichever way you like to
look at it - in the new situation
compared with the old. Thus, the
more foreigners "take their money
out," the more the inducements
not to do so mount up, in the
form of higher rewards for stay-

ing and severer penalties on go
ing. It is a sobering experience
which, even with fixed parities,
has befallen a number of investors
in Britain in recent years.

So the fear of a "rush of money
out of the country" is pure bogey
man. I have spelled it out in terms
of the foreign holder; but obvi
ously the same logic applies to
one's own nationals. By all means,
if they like to exchange their as
sets for cash and then convert and
invest it abroad, good luck to
them! They take the consequences,
but none of the rest of us suffers.
If internal interest rates rise
somewhat in consequence, that is
nothing to the rise in rates which
we have actually suffered in the
effort to "keep up with the
Joneses." In itself, a fall in the
rate of exchange neither harms
nor impoverishes a country. In
deed, there is no such thing as a
"high" exchange rate or a "low"
exchange rate, but only a "right"
exchange rate and a "wrong" ex
change rate.

Projecting a Trend

Then comes another "but," in
troducing another superstitious
fear. "But if we let the exchange
rate go free, it may fall and fall
and never stop." This is, in fact,
a very common argument against
the market in any area where it
does not already prevail: if prices
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are free to rise, they will go on
rising forever; or alternatively, if
prices are free to fall, they will go
on falling forever. It is, of course,
nonsense, but none the less dan
gerous for that. This is why, when
food prices were controlled, peo
ple feared they would skyrocket
otherwise: so long as the price of
an egg is controlled at 6 pence,
you cannot prove that this does
not prevent it from rising to one
shilling, or two shillings or any
figure you care to name. When the
pound is pegged at $2.40, there
are people who come to you, seri
ous, educated adults, and say that
if it were free, it would fall to
$1.00. It is their version of the
two-shilling egg. One retort, as
above, is: "Well; and if so, what
of it?" But another, perhaps more
suitable for' the weaker brethren,
is: "No, it wouldn't; because if
the discrepancy between the fixed
price and the free price were any
thing like that, nothing on earth
under our sort of conditions - not
even a combination of central
bankers - would be able to main
tain the present fixed price for
any length of time." But all this
illustrates once again the force of
the superstitious fear of the un
known.

Inllation Jitters

My last group of superstitions
centers around inflation. We have

been having a bad dose of these
superstitions in Britain lately, be
cause it has paid the politicians
to support (whether knowingly or
not) the myth that a fall in a
country's exchange rate automati
cally causes a general rise in
prices. This served both as a
bogey to protect the absurdity of
the fixed rate system, and also as
a blind to cover the causes of the
higher prices which actually oc
curred in the fiscal year 1968
when the pound sterling was de
valued.

When a market exchange rate is
substituted for a fixed exchange
rate, two things happen; the def
icit (or surplus) - that is, the
loan to or from foreigners of a
certain quantity of goods and ser
vices - disappears; and secondly,
relative prices alter internally so
as to accommodate that change.
Other things being equal, the re
sult would be a general rise (or
fall) in prices, the total of goods
and services available being that
much less (or more). However, as
I have pointed out, the proportion
was in our case minute and, in
any event, more than compensated
for by the rise in domestic output.
There would, therefore, have been
no general rise in prices if other
factors had been neutral.

After the change-over from a
fixed to a market rate has taken
place, further changes in the rate
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will cause an alteration in some
internal prices relative to others
if, but only if, there is a change
in the terms of trade; that is, if
a given quantity of a nation's
goods and services exchanges for
more or fewer than before in the
outside world. When this happens,
there may also, but will not neces
sarily, be a rise or fall in the gross
national product in consequence
and thus, in the absence of other
factors, a general fall or rise in
prices.

However, the principal context
in which inflation appears in this
whole debate is the belief that
fixed rates of exchange are a safe
guard against domestic inflation,
and - according to taste - either
prevent the politicians from in
dulging in it or force them to
keep control upon it. There are
three answers to this, at different
levels. One is that fixed rates of
exchange demonstrably do not pre
vent domestic inflation, and that
there is no correlation between
the stability or otherwise of do
mestic prices in various countries
and their showing in deficit or
surplus under the system of fixed
exchange rates.

The second answer is one I am
entitled to give with confidence
as a working politician: it is that
if there were no such thing as
the balance of payments, if the
country concerned were the only

inhabited land on the globe, the
politicians would still be punished
by the electorate for indulging in
more than a certain mild degree
of inflation. The true sanction on
inflation, and the true penalty for
practicing it, is the effect on peo
ple of the defeat of expectations
and the shift of power from per
son to person, class to class, gov
erned to government, which it
causes. That is what the politician
has to answer for when he meets
his constituents.

But the third, and last, answer
is a defiance. "If we here want to
inflate our currency, what busi
ness is it of any other country,
provided we do not try to insist
on everybody else financing us?
That is, provided we accept the
consequences in terms of truth
ful exchange rates, it is part of
our sovereign independence to do
as we will with our own domestic
currency and to be as much, or as
little, pseudo-Keynesian as we
please."

Finally, Common Sense and
Reason Become Suspect

I conclude by confronting the
last and most dangerous of the
demons which keep people im
prisoned in the cage of control
and falsification, once the spring
door has closed behind them. This
is, that common sense and reason
themselves become suspect. "If
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you were right," the prisoners
protest, "we would have walked
out of prison long ago; if the bars
were illusory, we should not then
have all lain in fetters so many
years. What you say is too simple
and obvious to be true. Away with
you; you are a false prophet." So
the prisoners are made to act as
their own wardens, and the world
has witnessed these last twenty
five years, if it would but look, the
ironical spectacle of whole nations
wrestling with conundrums, com
monly miscalled "economic prob
lems," which are the creation of
their own persistence in absurd,
and manifestly absurd, practices.

How, then, if rational argument
thus becomes counterproductive,
are the superstitions to be de
stroyed and the imaginary pris-

oners liberated? Don Quixote
turned sane on his death bed, but
that cure will not do. My own
guess is that sooner or later, quite
accidentally and unpredictably, an
inrush of reality occurs, against
which even the most entrenched
superstitions and self-punishing
delusions are not proof, and the
edifice of control and falsification
collapses, leaving the former vic
tims out in the open, bewildered
but intact. That will be the mo
ment, with encouraging and re
assuring words, to approach and
say: "That's all right. There was
nothing to be afraid of all along.
I told you so!" This uttered, it
will only remain to turn smartly
away, and open the attack upon
some ensuing folly. ~

AT THIS TIME the whole Federal
income tax system is under scru
tiny, with the possibility that sub
stantial changes will be made in it.
In the discussion, the subject of

Mr. Hagedorn is Economist and Vice-Presi
dent of the National Association of Manufac
turers. This article is from his column in
NAM Reports, June 9, 1969.

tax treatment of capital gains is
being brought up. Frequently, the
attitude is expressed (or implied)
that capital gains are, after all,
simply one kind of income which
should be taxed in the same way
as any other.

We see this assumption em-
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bodied in some of the statistical
horror stories, intended to illus
trate how wealthy taxpayers get
away with murder. The usual pro
cedure is to show that the tax
payer really pays a much lower
rate on his income than the sched
ule of tax rates would suggest he
should. In the computation of his
"actual" tax rate, capital gains are
included in the divisor, on a par
with the wages, dividends, and
interest received.

The same view appears more ex
plicitly in a statement by Profes
sor Robert Eisner, of Northwest
ern University, recently included
in the Congressional Record. After
protesting generally against tax
"loopholes," Professor Eisner goes
on to say: "Most conspicuous and
substantial are the huge amounts
of income now enjoyed in the form
of capital gains." A little later he
argues: "For those who take the
capital gains route of earning
money, taxes are of course mini
mal. ..."

This raises a question which we
will try to analyze in this column.
Are capital gains simply another
form of income - to be logically
included in income totals, and
taxed, on the same basis as any
other form?

We may note, first, that the De
partment of Commerce, in its com
pilations of the national income,
does not include capital gains. This

is a matter of well-established sta
tistical practice on which there is
no dispute among experts. The
reasons for it are obvious. To in
clude in the total of the national
income an item resulting solely
from the revaluation of existing
assets would be to give a com
pletely false picture of the state of
the economy. We cannot make each
other prosperous by selling each
other things which have been
around all along, even if we raise
the figure on the price tag. There
is no real income for the nation
in such exchanges.

But this still leaves the ques
tion of whether capital gains may
be a real item of individual in
come. Is it possible, in some
strange way, that a realized capi
tal gain is an integral part of a
person's income, without being
part of the total national income?

This question is often dismissed
impatiently with the comment that
anyone may spend capital gains in
just the same way he spends his
salary or his dividends. A person,
if he chooses, may spend all of his
past savings and not only the part
he regards as a capital gain. But
this doesn't mean that when we
draw down on past savings they
become current income.

When this is brought up, the
argument usually shifts to another
ground. It is contended that a per
son may spend his capital gain,
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and still leave his savings intact.
This sounds persuasive until we

analyze its implications. Suppose
your savings are in the form of
ten acres of land, for which you
originally paid $900 an acre but
which are now worth $1,000 an
acre. You might figure that you
could sell one acre and spend the
money on consumption without
impairing your original savings.
After all, you would still have
$9,000 worth of land left. It sounds
good but, if the price kept going
up and you kept selling land an
acre at a time and spending the
money, it would be hard to main
tain indefinitely that you weren't
impairing your savings as your
landholdings declined toward zero.

It seems clear· that when the
government taxes capital gains, it
is taking a share, not of the indi
vidual's current income, but of his
past savings. The fact that the
market might have revalued the
assets in which those past savings
are embodied doesn't change that
situation.

Of course, political leaders who
pride themselves on being "prag
matic" may brush all this aside.
Capital gains are there and, since
the government needs revenue,
why not tax them? A fine theo
retical distinction as to whether
they are or are not income may
seem beside the point.

We will not comment on this
pragmatic view beyond pointing
out that it would be hard to com
bine it with moralistic protests of
outrage at the present special tax
treatment of capital gains. We do
feel some qualms at the thought
that the government could j ustifi
ably tax anything that is handy,
simply by declaring it to be in
come.

We suppose that some form of
the pragmatic argument will con
tinue to prevail and that capital
gains will continue to be taxed.
We hope, however, that political
pragmatism will include some rec
ognition of the practical effects of
capital gains taxation on the
economy.

The impairment of individuals'
past savings by capital gains taxa
tion is matched by an equal im
pairment of the nation's supply of
capital for use in production. The
fact that such impairment, in
either sense, is currently made
good from other sources doesn't
change the matter.

Presently there are strong
voices calling for more severe tax
treatment of capital gains, on the
ground of equity as among tax
payers. It seems to us a case of
an invalid argument being used to
support an economy-damaging
proposal. •



PAUL L. POIROT

MONEY

and the MARKEl'

JOGGING is great for the circula
tion, but it is no cure for inflation.
A man simply can't outrun a
printing press.

"A printing press run wild" is
not a perfect definition of infla
tion, but it will do for a start. The
details have to do with the ex
change of goods and services and
with the money supply which
serves as the mediurn of exchange
and the foundation for economic
calculation or business accounting.

Goods and services can be ex
changed directly as a matter of
barter. But the process is primi
tive and cumbersome. Supply and
demand are continuously chang
ing for each item; in the absence
of money, there is no easy or con
venient way for any buyer or sel
ler to compare various costs of
production or to determine the
profit or loss from his operations.
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If he is to specialize in production
and trade, really go into the busi
ness of serving consumers, he
needs a special tool: a unit of ac
counting or economic calculation 
a medium of exchange that will
enable him to compare with rea
sonable accuracy the cost of one
commodity or service with the
cost of various other factors of
production. In other words, he
needs a money so that he can
know the money prices at which
economic goods are available for
trade.

This is not to imply that anyone
ever sat down and logically in
vented money. Tradesmen proba
bly discovered by a process of trial
and error and long experience that
some particular item of commerce
was more universally traded, more
easily recognized, more readily ac
cepted than most other items -
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perhaps some precious metal such
as silver or gold. Whatever it was
that thus facilitated trading came
to be used as the medium of ex
change or money - and then it
was possible to determine the
money prices of other scarce and
valuable resources.

It's true, of course, that money
is a great convenience to traders.
It facilitates the process. And it's
doubtless true that money was dis
covered or came into use because
traders found it helpful. But the
great value of money and the most
important reason for having a
monetary unit is that it permits
the· entrepreneur to operate in a
businesslike manner. It makes pos
sible the record keeping and cost
accounting by which he can de
termine, with workable accuracy,
the profit or loss from various op
erations, combinations of re
sources, transactions. It takes
enough of the guesswork out of
the process to enable competitive
private enterprise to function in
an open market and to efficiently
serve the most urgent wants. of
consumers. It is the essential life
blood of specialized industrial pro
duction and trade.!

The future is always uncertain,

1 For further development of the im
portance of money for economic calcula
tion, see Human Action by Ludwig von
Mises (Chicago: Regnery, 1966 revised
edition), especially pp. 212-231 and 398
478.

to be sure. The conditions of sup
ply and demand for each and ev
ery item of commerce are con
stantly changing. And the most
successful entrepreneur is the one
who· can most accurately predict
or guess the direction of such
change and plan his operations ac
cordingly. Money prices, of course,
do not eliminate the uncertainties
of the future in an ever-changing
world. Prices simply extract from
the giant computer of the market
place the most accurate possible
representation of the latest avail
able conditions of supply and de
mand. Not perfect, but something;
and this is information vital to the
conduct of business and trade.

Formulas for Perfection

Are Doomed to Fail

There is a grave temptation
among those who appreciate the
necessity of money to try to set
forth its specifications and create
an artificial money system that
would perfectly serve the purpose
of trade. The natural money that
grows out of trade - gold, for in
stance - is subject to more or less
unpredictable changes in purchas
ing power: the discovery of new
mines or mining techniques might
augment the supply; or various
new nonmonetary uses for the
metal or a popular urge to hoard
gold would affect the demand. In
other words, gold is a monetary
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yardstick that might shrink or
expand in general purchasing
power from time to time. So the
temptation is to create an artifi
cial yardstick that might be of
stable purchasing power. Instead
of relying on the market to deter
mine what the money unit ought
to be and how much of it there
ought to be, some men believe
that a better money system can
be provided through government
definition, regulation, and control;
if it is to be gold (or whatever
else may be chosen as money), let
government regulate the supply
and set the price in order that the
money unit may have greater sta
bility; let government take charge
of coinage or printing to assure
that each monetary unit is of the
precise weight and fineness as ad
vertised ; let government devise
an index of the cost of living or
of purchasing power as a guide
to the quantity of coins or other
monetary units to be allowed in
circulation.

To yield to such temptation is
to mistake the nature and purpose
of money. Money comes into being
only as the result of trading in
the market. Artificial money sub
stitutes are relatively worthless as
the tool for economic calculation
upon which industry and trade de
pend - the greater the artificial
ity, the less the value for mone
tary purpose.

Stop the Counterfeiters

There is one useful service gov
ernment can perform with respect
to money. It can apprehend and
punish counterfeiters who might
try to substitute "fool's gold" for
the real thing, thus to withdraw
goods and services from the mar
ket by defrauding rightful own
ers. But governments are rarely
content to limit their activities to
the defense of life and property.
Politicians bend easily to popular
demand, and will as quickly serve
the purposes of counterfeiters or
other pressure groups as they
would serve the purposes of hon
est and peaceful men and women.
This is why no honest, peaceful
person ever should delegate to
government any responsibility for
or control over the money system,
other than to stop counterfeiters.

Anything the government does
must be paid for in taxes. There
is hardly any limit to what a gov
ernment will attempt to do if it
can gain control of the money sys
tem and resort to inflation as a
method of taxation to extract
goods and services from rightful
owners. And this is one of the
major reasons why the market re
lies upon gold as money. Govern
ments have discovered no way to
artificially augment or inflate the
supply of gold.

Unfortunately, not all consum
ers and - more unfortunately still
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- not all businessmen understand
the vital necessity for a market
originated and market-regulated
money if the market economy is to
survive. In consequence of such
misunderstanding, governments
have been authorized-or, at least,
permitted - to tamper with the
money system until inflation has
become the order of the day in
practically every significant na
tion of the world. "Paper gold,"
we are told, "is better than the
real thing!" And it's true that fiat
money affords one of the most
effective ways for government to
get control of all scarce resources,
including people. But for honest,
hard-working men and women,
this is not a condition to be pre
ferred above any other. Nor is an
inflationary situation one that can
last indefinitely, for it destroys
the source of its sustenance - the
market economy of competitive
private enterprise.

Fueling the Fires of Inflation

Because they do not understand
the cause and the nature of in
flation, businessmen as well as
consumers at every level of in
come and property-ownership turn
more and more to government to
uphold their particular interest at
the expense of other persons or
groups. But by this process of
begging for relief, they delegate
to government additional powers

that only aggravate the basic
problem and further fuel the fires
of inflation.

For example, many of the aged
have placed their faith in Social
Security, which leaves them en
tirely dependent upon the future
taxing power of government. The
personal thrift and saving so vital
to future production of goods and
services are thus discouraged. Un
der pretense of keeping faith with
senior citizens, Social Security
benefit payments are continuously
escalated to try to keep pace with
the ever-rising cost of living. So,
taxes must be raised; yet there
are larger and larger Federal defi
cits financed by new printings of
"paper gold."

It bears repeating here that
government-created fiat monies,
artificial and irredeemable paper
promises that have been declared
legal tender, are not the same as
real money originating through
voluntary trade; nor do these fiat
monies adequately serve to facili
tate business and trade arid pro
vide a useful unit of business ac
counting. This fiat money, as in
the case of any other form of gov
ernment price fixing, only creates
shortages or surpluses that
amount to waste of economic re
sourC2S. For instance, the irre
deemable paper simply induces
buyers and sellers to stop trading
and start hoarding. Gresham's
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Law that bad money drives out
good money means that tradesmen
will hoard gold instead of going
about their business as usual. So
phisticated recipients of irredeem
able paper promises hasten to con
vert the paper into any and every
available tangible resource. If they
can't redeem in gold, they will try
to redeem in some other form of
real property. They may not real
ize it, but they are trying to find
something that will serve as
money.

So it is that the prices of real
property are bid up to levels that
reflect not only anticipated annual
earnings but the higher resale
price that is to be expected with
further inflation. And the gov
ernment collects a tax on the so
called capital gains whenever an
owner can be tempted or forced to
sell; or else it imposes an inherit
ance tax likely to ruin the busi
ness in case the late owner could
not rid himself of it in time.

Misuse of Scarce Resources

Instead of plowing earnings
back into productive but taxable
enterprises that would serve the
wants of consumers, businessmen
are tempted by such policies of
exorbitant taxation to divert earn
ings into tax-exempt charitable
trusts that more often than not
become propaganda agencies for
the socialistic principles upon

which they are based. So, the rev
enues of competitive private en
terprise are diverted, by taxes or
through various tax loopholes, to
causes that are detrimental rather
than conducive to perpetuation of
the market economy. The profits
or rewards consumers have desig
nated for those who best served
them are thus turned against the
consumer-oriented system of pri
vate ownership and trade.

Businessmen are bound to do
their best to avoid the impact of
heavy taxation. They seek special
depletion allowances to quickly
write off the value of natural re
sources that are being used in the
course of production. Also, they
apply for extra...;rapid depreciation
schedules on tools and equipment
and other production facilities; or
they try to add a cost-of-living
clause in the depreciation schedule
so that the write-off of the old ma
chinery will be sufficient to cover
the higher-priced new machinery
at time of replacement.

This is not to condemn the busi
nessman for trying to do his best
with his business. But these ef
forts at tax avoidance tend to be
largely wasted, in the long run.
And they certainly do nothing to
halt the inflation that is causing
the problem. Changing the rules
of accounting to accommodate an
encroaching socialism is certain
to ruin the accounting system, but
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it will not curb the socialistic
trend. Socialism affords no way to
make use of the money prices of
a free market; business account
ing or economic calculation is a
unique feature of the market econ
omy.

Creating the Climate for Trade

Instead of wasting time and ef
fort to change the system or the
principles of economic calculation
and accounting - instead of ask
ing the government to grant tax
exemption and at the same time.
to assume power to regulate and
control more and more of the econ
omy, including control over money
and over people - the first order
of business ought to be the limita
tion of government and the pres
ervation of the only kind of a
free market economy in which
business can logically function for
the satisfaction of the wants of

. the consumers.
Only when money and its regu

lation and control is taken from
government and left to the mar
ket, only then can .entrepreneurs
and consumers enjoy the blessings
of private ownership and compet
itive enterprise, specialized indus-

trial production, and free trade.
And free trade in gold is the key
to sound money and sound busi
ness procedure.

Finally, it should be understood
that all the wasted resources and
the wasted efforts of businessmen
to avoid the consequences of gov
ernment tampering with money
ultimately mean fewer goods and
services available at pric.es the
poorest of consumers can afford.
This is not a deliberate war
against the poor. Government
planners and spenders fully in
tend to help the poor through var
ious welfare programs. But these
very programs lead to the govern
ment deficits that lead in turn to
inflationary policies that distort
and eventually dry up the opera
tions of business and trade. The
resultant hoarding of economic re
sources, by those who can afford
to fight against inflation in that
manner, isolates from the market
resources that good business prac
tice otherwise would have made
available as efficiently as possible
for use by the poor. The ultimate
victims of inflation are the ones
who can least afford the malin
vestment of scarce resources. ~



THE FORGOTTEN MAN

WILLIAM GRAHAM SUMNER

THERE IS no such thing on this
earth as something for nothing.
Whatever we inherit of wealth,
knowledge, or institutions from
the past has been paid for by the
labor and sacrifice of preceding
generations; and the fact that
these gains are carried on, that
the race lives and that the race
can, at least within some cycle, ac
cumulate its gains, is one of the
facts on which civilization rests.
The law of the conservation of
energy is not simply a law of
physics; it is a law of the whole
moral unive-rse, and the order and
truth of all things conceivable by
man depends upon it. If there
were any such liberty as that of
doing as you have a mind to, the
human race would be condemned

William Graham Sumner was Professor of
Political and Social Science in Yale Univer
sity when he delivered his memorable speech
on "The Forgotten Man" in 1883, portions of
which are presented here.
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to everlasting anarchy and war
as these erratic wills crossed and
clashed against each other. True
liberty lies in the equilibrium of
rights and duties, producing peace,
order, and harmony. As I have de
fined it, it means that a man's
right to take power and wealth
out of the social product is meas
ured by the energy and wisdom
which he has contributed to the
social effort.

N ow if I have set this idea be
fore you with any distinctness and
success, you see that civil liberty
consists of a set of civil institu
tions and laws which are arranged
to act as impersonally as possible.
It does not consist in majority
rule or in universal suffrage or in
elective systems at all. These are
devices which are good or better
just in the degree in which they
secure liberty. The institutions of
civil liberty leave each man to run
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his career in life in his own way,
only guaranteeing to him that
whatever he: does in the way of
industry, economy, prudence,
sound judgment, and the like,
shall redound to his own welfare
and shall not be diveTted to some
one else's benefit. Of course, it is
a necessary corollary that each
man shall also bear the. penalty of
his own vices and his own mis
takes. If I want to be free from
any other man's dictation, I must
understand that I can have no
other man under my control. .

"The Poor and the Weak"

Now you know that "the poor
and the weak" are. continually put
forward as objects of public inter
est and public obligation. In the
appeals which are made, the terms
"the poor" and "the weak" are
used as if they were terms of ex
act definition. Except the. pauper,
that is to say, the man who can
not earn his living or pay his way,
there is no possible definition of
a poor man. Except a man who is
incapacitated by vice or by phy
sical infirmity, there. is no defini
tion of a weak man. The paupers
and the physically incapacitated
are an inevitable charge on so
ciety. About them no more need
be said.

But the weak who constantly
arouse the pity of humanitarians
and philanthropists are the shift-

less, the imprudent, the negligent,
the impractical, and the inefficient,
or they are the idle, the intem
perate, the extravagant, and the
vicious. Now the troubles of these
persons are constantly forced
upon public attention, as if they
and their interests deserved espe
cial consideration, and a great
portion of all organized and unor
ganizedeffort for the common wel
fare consists in attempts to re
lieve these classes of people. I do
not wish to be understood now as
saying that nothing ought to be
done for these people by those who
are stronger and wiser. That is
not my point. What I want to do
is to point out the thing which is
overlooked and the error which is
made in aU these charitable ef
forts.

The notion is accepted as if it
were not open to any question that
if you help the inefficient and vi
cious you may gain something for
society or you may not, but that
you lose nothi:q.g. This is a com
plete mistake. Whatever capital
you divert to the support of a
shiftless and good-for-nothing per
son is so much diverted from some
other employment, and that means
from somebody else. I would spend
any conceivable. amount of zeal
and eloquence if I possessed it to
try to make people grasp this idea.
Capital is force. If it goes one
way it cannot go another. If you
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give a loaf to a pauper you can
not give the same loaf to a laborer.
Now this other man who would
have got it but for the charitable
sentiment which bestowed it on a
worthless member of society is the
Forgotten Man. The philan
thropists and humanitarians have
their minds all full of the
wretched and miserable whose
case appeals to compassion, at
tacks the sympathies, takes pos
session of the imagination, and
excites the emotions. They push
on towards the quickest and ·easi
est remedies and they forget the
real victim.

The Simple, Honest Laborer

Now who is the Forgotten Man?
He is the simple, honest laborer,
ready to earn his living by produc
tive work. We pass him by because
he is independent, self-supporting,
and 'asks no favors. He does not
appeal to the emotions or excite
the sentiments. He only wants to
make a contract and fulfill it, with
respect on both sides and favor on
neither side. He must get his liv
ing out of the capital of the coun
try. The larger the capital is, the
better living he can get. Every
particle of capital which is wasted
on the vicious, the idle, and the
shiftless is so much taken from
the capital available to reward the
independent and productive la
borer.

But we stand with our backs to
the independent and productive la
borer all the time. We do not re
member him because he makes no
clamor; but I appeal to you
whether he is not the man who
ought to be remembered first of
all, and whether, on any sound so
cial theory, we ought not to pro
tect him against the burdens of
the good-for-nothing. In these last
years I have read hundreds of
articles and heard scores of ser
mons and speeches which were
really glorifications of the good
for-nothing, as if these were the
charge of society, recommended
by right reason to its care and
protection. Weare addressed all
the time as if those who are re
spectable were to blame because
some are not so, and as if there
were an obligation on the part of
those who have done their duty
towards those who have not done
their duty. Every man is bound to
take care of himself and his fam
ily and to do his share in the work
of society. It is totally false that
one· who has done so is bound to
bear the care and charge of those
who are wretched because they
have not done so.

The silly popular notion is that
the beggars live at the expense of
the rich, but the truth is that
those who eat and produce not,
live at the expense of those who
labor and produce. The next time
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that you are tempted to subscribe
a dollar to a charity, I do not tell
you not to do it, because after you
have fairly considered the matter,
you may think it right to do it,
but I do ask you to stop and re
member the Forgotten Man and
unde-rstand that if you put your
dollar in the savings bank, it will
go to swell the capital of the coun
try which is available for division
amongst those who, while they
earn it, will reproduce it with in
crease.

liThe Working Classes"

Let us now go on to another
class of cases. There are a great
many schemes brought forward
for "improving the condition of
the working classes." I have shown
already that a free man cannot
take a favor. One who takes a fa
vor or submits to patronage de
means himself. He falls under ob
ligation. He cannot be free and he
cannot assert a station of equality
with the man who confers the fa
vor on him. The only exception is
where there are exceptional bonds
of affection or friendship, that is,
where the sentimental relation
supersedes the free relation.
Therefore, in a. country which is
a free democracy, all propositions
to do something for the working
classes have an air of patronage
and superiority which is imper
tinent and out of place.

Noone can do anything for any
body else unless he has a surplus
of energy to dispose of after tak
ing care of himself. In the United
States, the working classes, tech
nically so called, are the strongest
classes. It is they who have a sur
plus to dispose of if anybody has.
Why should anybody else offer to
take care of them or to serve
them? They can get whatever they
think worth having and, at any
rate, if they are free men in a
free state, it is ignominious and
unbecoming to introduce fashions
of patronage and favoritism here.
A man who, by superior education
and experience of business, is in
a position to advise a struggling
man of the wages class, is cer
tainly held to do so and will, I be
lieve, always be willing and glad
to do so; but this sort of activity
lies in the range of private and
personal relations.

I now, however, desire to direct
attention to the public, general,
and impersonal schemes, and I
point out the fact that, if you un
dertake to lift anybody, you must
have a fulcrum or point of resist
ance. All the elevation you give to
one must be gained by an equiva
lent depression on someone else.
The question of gain to society
depends upon the balance of the
account, as regards the position
of the persons who undergo the
respective operations. But nearly
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all the schemes for "improving the
condition of the working man" in
volve an elevation of some work
ing men at the expense of other
working men.

When you expend capital or la
bor to elevate some persons who
come within the sphere of your in
fluence, you interfere in the con
ditions of competition. The advan
tage of some is won by an equiva
lent loss of others. The difference
is not brought about by the energy
and effort of the persons them
selves. If it were, there would be
nothing to be said about it, for
we constantly see people surpass
others in the rivalry of life and
carry off the prizes which the
others must do without. In the
cases I am discussing, the differ
ence is brought about by an inter
ference which must be partial, ar
bitrary, accidental, controlled by
favoritism and personal prefer
ence.

I do not say, in this case, either,
that we ought to do no work of
this kind. On the contrary, I be
lieve that the arguments for it
quite outweigh, in many cases, the
arguments against it. What I de
sire, again, is to bring out the
forgotten element which we al
ways need to remember in order
to make a wise decision as to any
scheme of this kind. I want to
call to mind the Forgotten Man,
because, in this case also, if we

recall him and go to look for him,
we shall find him patiently and
perseveringly, manfully and inde'
pendently struggling· against ad
verse circumstances without com
plaining or begging. If, then, we
are led to heed the groaning and
complaining of others and to take
measures for helping these others,
we shall, before we know it, push
down this man who is trying to
help himself.

The Abuse of Legislation

Let us take another class of
cases. So far we have said nothing
about the abuse of legislation. We
all seem to be under the delusion
that the rich pay the taxes. Taxes
are not thrown upon the con
sumers with any such directness
and completeness as is sometimes
assumed; but that, in ordinary
states of the market, taxes on
houses fall, for the most part, on
the tenants and that taxes on com
modities fall, for the most part,
on the consumers, is beyond ques
tion. Now the state and munici
pality go to great expense to sup
port policemen and sheriffs and
judicial officers, to protect people
against themselves, that is, against
the results of their own folly, vice,
and recklessness. Who pays for it?
Undoubtedly the people who have
not been guilty of folly, vice, or
recklessness. Out of nothing comes
nothing. We cannot collect taxes
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from people who produce nothing
and save nothing. The people who
have something to tax must be
those who have produced and
saved.

When you see a drunkard in the
gutter, you are disgusted, but you
pity him. When a policeman comes
and picks him up you are satis
fied. You say that "society" has
interfered to save the drunkard
from perishing. Society is a fine
word, and it saves us the trouble
of thinking to say that society
acts. The truth is that the police
man is paid by somebody, and
when we talk about society we for
get who it is that pays. It is the
Forgotten •Man again. It is the
industrious workman going home
from a hard day's work, whom
you pass without noticing, who is
mulcted of a. percentage of his
day's earnings to hire a police
man to save the drunkard from
himself.

All the public expenditure to
prevent vice has the same etfect.
Vic-e is its own. curse. If we· let
nature alone, she cures vice by
the most frightful penalties. It
may shock you to hear me say it,
but when you get over the shock,
it will do you good to think of it:
a drunkard in the gutter is just
where he ought to be. Nature is
working away at him to get him
out of the way, just as she sets
up her processes of dissolution to

remove whatever is a failure in
its line. Gambling and less men
tionable vices all cure themselves
by the ruin and dissolution of
their victims. Nine-tenths of our
measures for preventing vice are
really protective towards it, be
cause they ward off the penalty.
"Ward off," I say, and that is the
usual way of looking at it; but is
the penalty really annihilated? By
no means. It is turned into police
and court expenses and spread
over those who have resisted vice.
It is the Forgotten Man again
who has been subjected to the
penalty while our minds were full
of the drunkards, spendthrifts,
gamblers, and other victims of dis
sipation. Who is, then, the For
gotten Man? He is the clean,
quiet, virtuous, domestic citizen,
who pays his debts and his taxe-s
and is never heard of out of his
little circle. Yet, who is there in
the society of a civilized state who
deserves to be remembered and
considered by the legislator and
statesman before this man?

State Regulation and Control

Another class of cases is closely
connected with this last. There is
an apparently invincible prejudice
in people's minds in favor of state
regulation. All experience is
against state regulation and in fa
vor of liberty. The freer the civil
institutions are, the more weak or
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mischievous state regulation is.
The Prussian bureaucracy can do
a score of things for the citizen
which no governmental organ in
the United States can do; and,
conversely, if we want to be taken
care of as Prussians and French
men are, we must give up some
thing of our personal liberty.

Now we have a great many well
intentioned people among us who
believe that they are serving their
country when they discuss plans
for regulating the relations of
employer and employee, or the
sanitary regulations of dwellings,
or the construction of factories,
or the way to behave on Sunday,
or what people ought not to eat or
drink or smoke, All this is harm
less enough and well enough as a
basis of mutual encouragement
and missionary enterprise, but it
is almost always made a basis of
legislation. The reformers want to
get a majority, that is, to get the
power of the state and so to make
other people do what the reform
ers think it right and wise to do.
A and B agree to spend Sunday
in a certain way. They get a law
passed to make C pass it in their
way. They determine to be teeto
tallers and they get a law passed
to make C be a teetota.ller for the
sake of D who is likely to drink
too much.

Factory acts for women and
children are right because women

and children are not on an equal
footing with men and cannot,
therefore, make contracts prop
erly. Adult men, in a free state,
must be left to make their own
contracts and defend themselves.
It will not do to say that some
men are weak and unable to make
contracts any better than women.
Our civil institutions assume that
all men are equal in political ca
pacity and all are given equal
measure of political power and
right, which is not the case with
women and children. If, then, we
measure political rights by one
theory and social responsibilities
by another, we produce an im
moral and vicious relation. A and
B, however, get factory acts and
other acts passed regulating the
relation of employers and em
ployees and set armies of commis
sioners and inspectors traveling
about to see to things, instead of
using their efforts, if any are
needed, to lead the free men to
make their own conditions as to
what kind of factory buildings
they will work in, how many hours
they will work, what they will do
on Sunday, and so on.

The consequence is that men
lose the true education in freedom
which is needed to support free in
stitutions. They are taught to rely
on government officers and in
spectors. The whole system of gov
ernment inspectors is corrupting
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to free institutions. In England,
the liberals used always to regard
state regulation with suspicion,
but since they have come to power,
they plainly believe that state
regulation is a good thing....;. if they
regulate.- because, of course, they
want to bring about good things.
In this country each party takes
turns, according as it is in or out,
in supporting or denouncing the
noninterference theory.

Who Is the Victim?

Now, if we have state regula
tion, what is always forgotten is
this: Who pays for it? Who is the
victim of it? There always is a
victim. The workmen who do not
defend themselves have to pay for
the inspectors who defend them.
The whole system of social regu
lation by boards, commissioners,
and inspectors consists in reliev
ing negligent people of the conse
quences of their negligence and so
leaving them to continue negligent
without correction. That system
also turns away from the agencies
which are close, direct, and ger
mane to the purpose, and seeks
others.

Now, if you relieve negligent
people of the consequences of their
negligence, you can only throw
those consequences on the people
who have not been negligent. If
you turn away from the agencies
which are direct and cognate to

the purpose, you can only employ
other .agencies. Here, then, you
have your Forgotten Man again.
The man who has been careful and
prudent and who wants to go on
and •reap his advantages for him
self and his children is arrested
just at that point, and he is told
that he must go and take care of
some negligent employees in a
factory or on a railroad who have
not provided precautions for them
selves or have not forced their
employers to provide precautions,
or negligent tenants who have not
taken care of their own sanitary
arrangements, or negligent house
holders who have not provided
against fire, or negligent parents
who have not sent their children
to school.

If the Forgotten Man does not
go, he must hire an inspector to
go. No doubt it is often worth his
while to go or send, rather than
leave the thing undone, on account
of his remoter interest; but what
I want to show is that all this is
unjust to the Forgotten Man, and
that the reformers and philoso
phers miss the point entirely when
they preach that it is his duty to
do all this work. Let them preach
to the negligent to learn to take
care of themselves. Whenever A
and B put their heads together
and decide what A, B, and C must
do for D, there is never any pres
sure on A and B. They consent to
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it and like it. There is rarely any
pressure on D because he does not
like it and contrives to evade it.
The pressure all comes on C. Now,
who is C? He is always the man
who, if let alone, would make a
reasonable use of his liberty with
out abusing it. He would not con
stitute any social problem at all
and would not need any regula
tion. He is the Forgotten Man
again, and as soon as he is brought
from his obscurity you see that he
is just that one amongst us who
is what we all ought to be....

The One Who Pays

Such is the Forgotten Man. He
works, he votes, generally he prays
- but he always pays - yes, above
all, he pays. He does not want an
office; his name never gets into
the newspaper except when he
gets married or dies. He keeps
production going on. He contrib
utes to the strength of parties. He
is flattered before election. He is
strongly patriotic. He is wanted,
whenever, in his little circle, there
is work to be done or counsel to be
given. He may grumble some oc
casionally to his wife and family,
but he does not frequent the gro
cery or talk politics at the tavern.
Consequently, he is forgotten. He
is a commonplace man. He gives
no trouble. He excites no admira
tion. He is not in any way a hero
(like a popular orator) ; or a prob-

lem (like tramps and outcasts);
nor notorious (like criminals);
nor an object of sentiment (like
the poor and weak) ; nor a burden
(like paupers and loafers) ; nor an
object out of which social capital
may be made (like the benefici
aries of church and state chari
ties) ; nor an object for charitable
aid and protection (like animals
treated with cruelty) ; nor the ob
ject of a job (like the ignorant
and illiterate); nor one over
whom sentimental economists and
statesmen can parade their fine
sentiments (like inefficient work
men and shiftless artisans).
Therefore, he is forgotten. All the
burdens fall on him, or on her, for
it is time to remember that the
Forgotten Man is not seldom a
woman....

It is plain enough that the For
gotten Man and the Forgotten
Woman are the very life and sub
stance of society. They are the
ones who ought to be first and al
ways remembered. They are al
ways forgotten by sentimentalists,
philanthropists, reformers, enthu
siasts, and every description of
speculator in sociology, political
economy, or political science. If a
student of any of these sciences
ever comes to understand the posi
tion of the Forgotten Man and to
appreciate his true value, you will
find such student an uncompro
mising advocate of the strictest
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scientific thinking on all social
topics, and a cold and hard
hearted skeptic towards all arti
ficial schemes of social ameliora
tion.

A Wasted Productive force

If it is desired to bring about
social improvements, bring us a
scheme for relieving the Forgot
ten }.VIan of some of his burdens.
He is our productive force which
we are wasting. Let us stop wast
ing his force. Then we shall have
a clean and simple gain for the
whole society. The Forgotten. Man
is weighted down with the cost
and burden of the schemes for
making everybody happy, with the
cost of public beneficence, with
the support of all the loafers, with
the loss of all the economic quack
ery, with the cost of all the jobs.
Let us remember him a little
while. Let us take some of the
burdens off him. Let us turn our
pity on him instead of on the
good-for-nothing. It will be only
justice to him, and society will
greatly gain by it. Why should we
not also have the satisfaction of
thinking and caring for a little
while about the clean, honest, in
dustrious, independent, self-sup
porting men and women who have
not inherited much to make life
luxurious for them, but who are
doing what they can to get on in
the world without begging from

anybody, especially since all they
want is to be let alone with good
friendship and honest respect. Cer
tainly the philanthropists and sen
timentalists have· kept our atten
tion for a long time on the nasty,
shiftless, criminal, whining, crawl
ing, and good-for-nothing people,
as if they alone deserved our at
tention.

The Forgotten Man is never a
pauper. He almost always has a
little capital because it belongs to
the character of the man to save
something. He never has more
than a little. He is, therefore, poor
in the popular sense, although in
the correct sense he is not so. I
have said already that if you learn
to look for the Forgotten Man
and to care for him, you will be
very skeptical toward all philan
thropic and humanitarian schemes.

It is clear now that the interest
of the Forgotten Man and the
interest of "the poor," "the weak,"
and the other petted classes are
in antagonism. In fact, the warJll=
ing to you to look for the For
gotten Man comes the minute that
the orator or writer begins to talk
about the poor man. That minute
the Forgotten Man is in danger of
a new assault, and if you intend
to meddle in the matter at all,
then is the minute for you to look
about for him and to give him
your aid. Hence, if you care for
the Forgotten Man, you will be
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sure to be charged with not caring
for the poor. Whatever you do for
any of the petted cla$ses wastes
capital. If you do anything for the
Forgotten Man, you must· secure
him his earnings and savings, that
is, you legislate for the security
of capital and for its free employ
ment; you must oppose paper
money, wildcat banking, and usury
laws, and you must maintain the
inviolability of contracts. Hence,
you must be prepared to be told
that you favor the capitalist class,
the enemy of the poor man.

Needed: an Understanding
and Practice 01 Liberty

What the Forgotten Man really
wants is true liberty. Most of his
wrongs and woes come from the
fact that there are yet mixed to
gether in our institutions the old
medieval theories of protection and
personal dependence and the mod
ern theories of independence and
individual liberty. The conse
quence is that the people who are
clever enough to get into positions
of control, measure their own
rights by the paternal theory and
their own duties by the theory of
independent liberty. It follows
that the Forgotten Man, who is
hard at work at home, has to pay

both ways. His rights are meas
ured by the theory of liberty,
that is, he has only such as he can
conquer. His duties are measured
by the paternal theory, that is, he
must discharge all which are laid
upon him, as is always the fortune
of parents.

People talk about the paternal
theory of government as if it were
a very simple thing. Analyz~ it,
however, and you see that in every
paternal relation there must be
two parties, a parent and a child,
and when you speak metaphorical
ly, it makes all the difference in
the world ,vho is parent and who
is child. Now, since we, the people,
are the state, whenever there is
any work to be done or expense to
be paid, and since the petted class
es and the criminals and the j ob
bers cost and do not pay, it is they
who are in the position of the
child,and it is the Forgotten
Man who is the parent. What the
Forgotten Man needs, therefore, is
that ,ve come to a clearer under
standing of liberty and to a more
complete realization of it. Every
step which we win in liberty will
set the Forgotten Man free from
some of his burdens and allow him
to use his powers for himself and
for the commonwealth. ~



HENRY HAZLITT

Protected to Death

THE FEDERAL TRADE COMMISSION

now wants to require all forms of
cigarette advertisements to carry
the following warning: "Cigarette
smoking is dangerous to health and
may cause death from cancer, cor
onary heart disease, chronic bron
chitis, pulmonary emphysema, and
other diseases."

In other words, the cigarette in
dustry would be ordered to com
mit suicide.

Personally, I own no tobacco
stocks and haven't smoked a ciga
rette since the age of 11. I am even
willing to concede that the sub
stance of the proposed warning
may be true. Nevertheless, certain
aspects of it strike me as odd.

It is perhaps true that if you
smoke two packs of cigarettes a
day, you may end up 20 years from
now with lung cancer. But it is
almost certainly true that if you
were to drink two quarts of
whisky at a sitting, and could hold

it down, you would end up dead
within 24 hours. Yet the FTC is
not planning to force the whisky,
gin, or vodka distillers to announce
that their product is even mildly
dangerous to health.

Moreover, once this compulsory
warning precedent is established,
logic and nondiscrimination would
require that it be applied across
the board. There is evidence that
excessive quantities of milk and
butter lead to excessive cholesterol
in the arteries, which may also
lead to coronary heart disease,
which may also lead to death.
Should not the dairies be forced to
print this warning on their milk
cartons?

Driving an automobile may also
cause death. Should not the auto
companies be compelled to print
this warning on the outside of the
driving-seat door?

Under the guise of "protecting
the consumer," Congress in recent
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years has been delegating to ap
pointive administrative boards life
and-death powers over private in
dustries.

An outstanding case was the
law of 1962, passed during the
alarm caused by the thalidomide
tragedy in that year. Prior to
1962, Federal law already gave the
Food and Drug Administration
power to prevent the marketing of
unsafe drugs. The old law allowed
a new drug to be marketed if the
government took no action within
60 days after an application was
filed.

But the new law inaugurated a
few very dubious legal and ad
ministrative precedents. It re
quired that a new drug must be
shown to be "effective" as well as
safe. It put the burden of proof on
the industry to supply "substan
tial evidence" that a drug was
effective before it was permitted
to go on the market. And it allowed
a government official to withhold
a drug from the market indefi
nitely simply by not acting on the
application.

This gave bureaucrats power of
life or death over a product or a
company. They have not hesitated

to use or abuse this power. As one
result, there has been a dramatic
fall in the number of new drugs
reaching the market.

The FDA has tried to discour
age the sale of nearly all vitamin
tablets. It recently took initial
steps to ban from the market about
90 fixed combinations of antibiotics
because in its own opinion they
aren't needed. It says that neither
the drug companies that put them
out nor the doctors that prescribe
them know what they are doing.
It seems never to have occurred to
the FDA that, so long as a prod
uct is not shown to be unsafe, the
best way to find out whether it is
effective is to allow it to be tried.

Thus one industry after another
is in danger of slow strangulation
from bureaucratic controls.

When will Congress, learn that
in the long run the best way of
"protecting the consumer" is to
encourage the competition of pro
ducers, to treat the consumer as
a responsible adult and not as a
half-wit and to allow him to make
his own decisions and his own
mistakes? ~

Copyright 1969, LOS! Angeles Times. Reprinted
by permission.



t audience is one!

LEONARD E. READ

TIME AND AGAIN, over the years,
friends of the freedom philosophy
have urged FEE to go on radio,
TV, and into other public media.
Or, "Get that excellent article in
the Reader's Digest; it reaches
millions."I Implicit in such ad
vice is the notion that ours is a
selling rather than a learning
problem, that the job is to insinu
ate our ideas into the minds of
others rather than having some
thing in our own minds that oth
ers will wish to share. Theirs is
an inversion of the educational
process.

Let me state my own position
at the outset: Were some philan
thropist to say, "Put FEE on TV

and I'll foot the bill," my answer

1 Noone "gets" an article in the
Reader's Digest any more than in THE
FREEMAN. Editors and publishers do their
own getting precisely as you get your
own ideas.

would be, "No, thank you." And
that would be to turn down mil
lions of dollars. Why would I re
ject such an offer? Not because
of any objections to the use of
our material in public media; far
from it! I simply frown on wast
ing other people's money and I
have an aversion to kidding my
self.

Any experienced lecturer or per
sonal counselor, who ignores ap
plause and accurately assesses re
sults, knows full well that the best
audience is one, though he may
not know the reason why!

The biggest live audience I ever
addressed was 2,200. But the ap
plause must have been for "a good
show" rather than for any ideas
that might have been garnered,
for I have yet to find the slightest
trace of any ideological impact or
of any lasting interest aroused by
that lecture.

483
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Often, when I have been sched
uled to address a convention or an
annual meeting, a friend in that
community has at the same time
arranged for a small, invitational
gathering. The big affair pays my
expenses in dollars, and little
more. But the small one invariably
yields handsomely in terms of
FEE's objectives.

Experiences with Groups

My experiences over several
decades attest to the fact, and I
believe many teachers would con
firm, that the smaller and more
personal the audience the better
are the educational results. From
the inexperienced, however, comes
the general insistence on "reach
ing the masses." Nor should we
expect any change in this falla
cious attitude unless we are able
to explain why the best audience
is one.

In the case of a national con
vention, for instance, the program
chairman may share my ideas on
liberty and invite me for this rea
son and this alone. His aim is to
"educate" the members or, at the
very least, to get them interested
in the freedom philosophy. Over
looked is the fact that he may be
the only one attending the con
vention who is. really interested in
these ideas. The others, by and
large, couldn't care less; they are
not looking for my ideas and, as a

consequence, do no "drinking in"
at all. I might as well have spoken
to so many cemetery headstones.

However, if the message is pre
sented in a highly entertaining
manner, audiences will loudly ap
plaud and, on occasion, give the
speaker a standing ovation. And
the speaker, unless severely real
istic, may think they are approv
ing his message rather than the
entertainment he furnished. More
often than not, the program chair
man is primarily interested in
"a warm body" who can amuse. If
all of his speakers are rousingly
applauded, his associational fel
lows will adj udge him the best
chairman they ever had - and
that's the reward he seeks. But
from the speaker's standpoint, the
honorarium comes pretty close to
all that counts.

The smaller invitational gather
ing is another matter. Only those
accept the invitation who are in
terested in the ideas for which the
speaker is reputed. As a result,
such sessions often continue for
hours with a give and take of
ideas edifying not only to the
guests but to the speaker as well.
Parenthetically, of the small gath
erings, a FEE Seminar with many
hours of concentration on and dis
cussion of the freedom philosophy
is the best of all when viewed in
the light of our aims. But in all
of these smaller sessions the
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"drinking in" is incalculably
greater than in the large, wholly
impersonal conventions.

However, even these small get
togethers, rewarding as they have
been over the years, do not meas
ure up educationally to the man
to-man confrontation between two
individuals, each in a high spirit
of inquiry.2 One times one beats
2,200 times zero!

A lecturer, if at all experienced,
"feels" an audience. He knows
whether or not they're listening.
There comes to mind an audience
of 500 really first-rate people. I
knew they were not tuned in, that
I wasn't even entertaining them.
Later that night, the reason
dawned: the lighting or, rather,
the lack of it; I had been speaking
in near darkness, as ineffective as
if through the loudspeaker of a
radio.

A few weeks later, when asked
to give the same lecture before an
equally first-rate audience, I ar
ranged to be spotlighted. Never
have I had a more responsive au
dience. There's a good reason why
stages have footlights. Ido not
wish to leave the impression, how
ever, that the responsive audience
"got the message"; only that they

2 "My definition of a University is
Mark Hopkins at one end of a log and a
student at the other." Attributed to James
A. Garfield in a letter accepting nomina
tion for Presidency - July 12, 1880.

were listening and were, at least,
entertained.

Such are the highlights of my
experience which lead me to the
conclusion that the best audience
is one. Bearing in· mind that "get
ting the message" of the freedom
philosophy is the sole problem here
at issue, let us now examine how
the educational process works as
related to our aims.

The Process of Education

In the first place, no person can
ever grasp these ideas who has not
done some thinking about them on
his own. A truism: "A man only
understands that of which he has
already the beginnings in him
self." In a word, regardless of how
powerful a magnet may be, it can
never attract straw or sawdust.
This fact drastically limits the
number of those who are educable
in economic, moral, and political
philosophy. It makes nonsense of
the notion that educating the
masses is even a remote possi
bility.

Next, of the few who have done
some thinking on these matters
for themselves, only that fraction
of them are further educable who
eagerly seek additional enlighten
ment. A person who is satisfied
with what he knows will never add
to his knowledge, and one might
as well talk to a book as to him.

There is a further crucial point,
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well expressed by Cardinal New
man:

The general principles of any
study you may learn by books
at home, but the detail, the
color, the tone, the air, the life
in it, you must catch all these
from those in whom it already
lives.3

"You must catch all these from
those in whom it already lives"!
You can "catch" the idea that the
best audience is one far easier
when it is made available for read
ing than you can by listening to
the same idea over radio or TV or
as a member of a large audience.
When reading, you can reread but
you do not relisten to the difficult
ideas in speeches, that is, not when
the speaker is before large audi
ences. But if you are one of a
dozen in a discussion session,
where you are in personal contact
with the one "in whom it already
lives," there is a back-and-forth
exchange which brings you and the
other to a common level of under
standing, that is, if you "have the
floor" to the exclusion of the other
eleven.

When the audience is you and
you alone, you do, in fact, "have
the floor." Assuming that the
teacher is intelligent and that you

3 From "What Is a University 1" re
printed in The Essential Newman, ed.
V. F. BIehl (New York: New American
Library, Inc., Mentor, 1963) p. 162.

are at once eager to know and per
ceptive, you will become a better
teacher yourself as a result of the
experience. There is no other get
together in which the transmittal
of ideas is so assured of success
as in this one-to-one arrangement.
The best audience is always one!

The experiences and reasons I
have cited are enough to convince
me that the best audience is one,
but there is a deeper reason which,
if I understood and could explain,
would be even more convincing.
It's in the area of radiation. There
is an enormous dissipation of ra
diating energy in large audiences.
The "sending" is weakened by
spreading it out, and the atten
tion - "receiving" - markedly di
minishes. I know this to be true
from experience and not from anal
ysis, just as I know that the law
of attraction - magnetism - works
its wonders, though I do not know
why.

Hurrying in Wrong Diredion

The rebuttal to these observa
tions is heard over and over: The
process is too slow.

Overlooked are two unassailable
facts. The first is that no ground
is gained except as new teachers
of the freedom philosophy come
into existence. And good teachers
are not made from large audi
ences. Any effort, such as FEE's,
which does not result in more
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teachers is meaningless. And the
hope must be that they will far
excel our own capabilities.

The second is that ours is defi
nitely not a numbers problem in
the sense of tens of thousands or
millions; like every constructive
movement of ideas throughout his
tory, ours is exclusively a quality
problem. Studying the history of
movements, it is clear that you
alone could turn the world toward
freedom were you competent
enough. Until you reach that state
of competence, it will behoove
others of us in our varied en
deavors to try to fill in where there
may be deficiencies.

True, the educational process is
slow, but it alone merits our at
tention and effort. While the prop
agandizing, proselytizing, selling
the-masses techniques get quicker
results, the results are no good;
they lack any upgrading quality.
Indeed, they tend to turn uncom-

mitted citizens away from the
freedom philosophy. It is folly to
hurry in the wrong direction! As
Charles Mackay expressed it in
the preface to the 1852 edition of
Extraordina,ry Popular Delusions
and the Madness of Crowds, "Men,
it has been well said, think in
herds; it will be seen that they go
mad in herds, while they recover
their senses slowly, one by one."

Above all, we must bear in mind
that good results depend on the
power of attraction which, in
turn, rests on excellence. Any in
dividual can assess his own com
petence in this respect by merely
observing the extent to which
others are seeking his tutorship on
free market, private ownership,
limited government, and related
concepts.

If, hopefully, the seekers be
numerous, may they appear one
by one, for that is the magic num
ber of the perfect audience. ~

The Maturing Process

THOSE ON OUR SIDE who are looking to the young to lead this
nation back to freedom will look in vain. For most of us, it is only

with age, if ever, that we acquire the wisdom to be content to live
under always imperfect rules that will permit us imperfect men
to make our own imperfect decisions, with consequences for each
man and for all men that no one can fully predict and that will
always be something less than the New Jerusalem.

BENJAMIN A. ROGGE, What's Past Is Prologue



TARIFF WAR

Libertarian Style

GARY NORTH

"COMMON SENSE ECONOMICS" is a
phrase used to describe the eco
nomic reasoning of the proverbial
man in the street. In many in
stances, this knowledge may rest
on principles that are essentially
correct. For example, we have that
old truism that there are no free
lunches. If some of our profession
al experts in the field of govern
mental fiscal policy were to face
the reality of this truth, they
might learn that even the skilled
application of policies of mone
tary inflation cannot alleviate the
basic economic limitations placed
on mankind.! Such policies can
make things worse, of course, but
they are powerless to do more than
redistribute the products of in
dustry, while simultaneously redis-

1 Cf. Gary North, Marx's Religion of
Revolution (Nutley, New Jersey: Craig
Press, 1968), pp. 56-57.

Mr. North is a Ph.D. candidate in history at
the University of California, Riverside.
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stributing power in the direction
of the state's bureaucratic func
tionaries.2 On the other hand, not
all of the widely-held economic
beliefs are even remotely correct;
some of these convictions are held
in inverse proportion to their val
idity. The tariff question is one of
these.

The heart of the contradictory
thinking concerning tariffs is in
the statement, "I favor open com
petition, but. . .." Being human,
men will often appeal to the State
to protect their monopolistic posi
tion on the market. They secretly
favor security over freedom. The
State steps in to honor the re
quests of certain special interest
groups - which invariably pro
claim their cause in the name of
the general welfare clause of the
Constitution - and establishes sev-

2 Bertrand de Jouvenel, The Ethics of
Redistribution (New York: Cambridge
University Press, 1951), pp. 72-73.
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eral kinds of restrictions on trade.
Fair trade laws are one exam

ple. They are remnants of the old
medieval conception of the so
called "just price," in that both
approaches are founded on the
idea that there is some underlying
objective value in all articles of
fered for sale. Selling price should
not deviate from this "intrinsic"
value.3 Monopolistic trade union
laws are analogous to the medieval
guild system; they are based in
turn upon restrictions on the free
entry of nonunion laborers into
the labor market.

Tariffs, trade union monopolies,
and fair trade laws are all praised
as being safeguards against "cut
throat" competition, Le., competi
tion that would .enable consumers
to purchase the goods they want
at a cheaper price - a price which
endangers the less efficient pro
ducers who must charge more in
order to remain in business. The
thing which most people tend to
overlook in the slogan of "cut
throat competition" is that the
person whose throat is slashed
most deeply is the solitary con
sumer who has no monopolistic
organization to improve his posi
tion in relation to those favored
by Statist intervention.

People are remarkably schizo
phrenic in their attitudes toward

3 Gary North, "The Fallacy of 'Intrin
sic Value'," THE FREEMAN (June, 1969).

competition. Monopolies of the
supply of labor are acceptable to
most Americans; business mo
nopolies are somehow evil. In both
cases, the monopolies are the prod
uct of the State in the market,
but the public will not take a con
sistent position with regard to
both. The fact that both kinds
operate in order to improve the
economic position of a limited spe
cial interest group at the expense
of the consumers is ignored. Busi
ness monopolies are damned no
matter what they do. If they raise
prices, it is called gouging; if they
cut prices, it is cutthroat compe
tition; if they stabilize prices, it
is clearly a case of collusion re
straining free competition. All
forms may be prosecuted. No firm
is safe.

The State's policies of inflation
tend to centralize production in
the hands of those firms that are
closest to the newly created money
- defense industries, space-orient
ed industries, and those in heavy
debt to the fractional reserve
banking system. It is not surpris
ing that we should witness a ris
ing tide of corporate mergers dur
ing a period of heavy inflationary
pressures, as has been the case
during the 1960's in the United
States. Yet, with regard to busi
ness firms (but not labor unions),
the courts are able to take action
against almost any firm which,
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is successfully competing on the
market.

As Dr. Richard Bernhard has
pointed out, "What is becoming
illegal under federal law in the
United States is monopolizing 
as the law now defines monopoliz
ing; and, since this is now con
sidered a crime, it is possible that
perfectly legitimate business ac
tions by one firm may, if they
'inadvertently' lead to monopoly
power, put a firm in jeopardy of
the law."4 Thus, we see a rational
economic response on the part of
business firms - consolidation for
the sake of efficiency on an in
creasingly inflationary market
prosecuted by the State which has
created those very inflationary
pressures. There is an inconsist
ency somewhere.

Tariffs Are Taxes

A tariff is a special kind of tax.
It is a tax paid directly by impor
ters for the right to offer foreign
products for sale on a domestic
market. Indirectly, however, the
tax is borne by a whole host of
people, and these people are sel
dom even aware that they are pay
ing the tax.

First, let us consider those in
the United States. One group af-

4 Richard C. Bernhart, "English Law
and American Law on Monopolies and
Restraints of Trade," The Journal of Law
and Economic8 (1960), p. 142.

fected adversely by a tariff is that
made up of consumers who ac
tually purchase some foreign prod
uct. They pay a higher price than
would have been the case had no
duty been imposed on the im
porter. Another consumer group
is the one which buys an Amer
ican product at a high price which
is protected by the tariff. Were
there no tariff, the dom~stic firIns
would either be forced to lower
their prices or shift to some line
of production in which they could
compete successfully. Then there
is the nonconsumer group which
would have entered the market
had the lower prices been in effect;
their form of the "tax" is simply
the inability to enjoy the use of
products which might have been
available to them had the State
not intervened in international
trade.

Others b~sides the consumers
pay. The importer who might have
been able to offer cheaper prod
ucts, or more of the products, if
there had been no tariff, is also
hurt. His business is restricted,
and he reaps fewer profits. All
those connected with imports are
harmed. Yet, so are exporters.
They find that foreign govern
ments tend to impose retaliatory
tariffs on our products going
abroad. Even if those governments
do not, foreigners have· fewer dol
lars to spend on our products, be-
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cause we have purchased fewer of
theirs.

Two groups are obviously aided.
The inefficient domestic producer
is the recipient of an indirect gov
ernment subsidy, so he reaps at
least short-run benefits. The other
group is the State itself; it has
increased its power, and it has
increased its revenues. (It is con
ceivable to imagine a case where
higher revenues might in the long
run result from lower tariffs, since
more volume would be involved, so
we might better speak of short
run increases of revenue.) We
could also speak of a psychological
benefit provided for all those who
erroneously believe that protective
tariffs actually protect them, but
this is a benefit based on igno
rance, and I hesitate to count it as
a positive effect.

A second consideration should
be those who are hurt abroad,
although we seldom look at those
aspects of tariffs. Both foreign
importers and exporters are hurt,
for the same reasons. The fewer
foreign goods we Americans buy,
the fewer dollars they have to
spend on American goods and
services. This, in turn, damages
the position of foreign consumers,
who must restrict purchases of
goods which they otherwise might
afford. This leaves them at the
mercy of their own less efficient
producers, who will not face so

much competition from the Amer
icans, since the availability of
foreign exchange (U.S. dollars)
is more restricted.

The tariff, in short, penalizes
the efficient on both sides of the
border, and it subsidizes the in
efficient. If we were to find a bet
ter way of providing "foreign
aid" to other countries, we might
provide them with our goods
(which they want) by purchasing
their goods (which we want).
That would be a noninflationary
type of aid which would benefit
both sides, rather than our pres
ent system which encourages bul
lies in our government and creates
resentment abroad.

Protecting Vita/Industries

What about our vital industries,
especially our wartime industries?
If they are driven out of business
by cheaper foreign goods, what
will we do if we go to war and
find our trading patterns disrupt
ed? Where will we find the skilled
craftsmen?

There is some validity to this
question, but it is difficult to meas
ure the validity in a direct fash
ion. It is true that certain skills,
such as watchmaking, might be
unavailable in the initial stages
of a war. There are few appren
tice programs available in the
United States in some fields~ Nev
ertheless, if there really is a need
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for such services, would it not be
better to subsidize these talents
directly? If we must impose some
form of tax subsidy, is it not al
ways preferable to have the costs
fully visible, so that benefits might
be calculated more efficiently?

A tariff is a tax, but few people
ever grasp this fact. Thus, they
are less willing to challenge the
tax, re-examine it periodically, or
at least see what it is costing. In
direct taxes are psychologically
less painful, but the price paid
for the anesthetic of invisibility
is the inability of men to see how
the State is growing at their ex
pense. ,What Tocqueville referred
to as the "Bland Leviathan" - a
steadily, imperceptibly expanding
State - thrives on invisible and
indirect taxes like inflation, tar
iffs, and monthly withdrawals
from paychecks.5 It ought to be a
basic libertarian position to dis,"
cover alternative kinds of tax pro
grams, in an effort to reduce the
economic burden of the State by
making the full extent of taxation
more obvious.

Trade War, Statist Style

One advantage of the direct sub
sidy to protected industries is that
such subsidies would not normally
result in trade wars. When one

5 Robert Schuettinger, "Tocqueville and
the Bland Leviathan," THE FREEMAN

(January, 1962).

nation sees its products discrimi
nated against by another State, it
is more apt to retaliate directly. It
threatens to raise tariffs against
the offending country's products
unless the first country's tariffs
are reduced. If there is no re
sponse, pressures arise within the
threatening country's State bu
reaus to enforce the threat. That,
it is argued, will frighten other
nations which might be consider
ing similar moves. So the tariff
war is born. The beneficiaries are
the inefficient on both sides of the
border and the State bureaucrats;
the losers are all those involved in
trade and all consumers who would
have liked to purchase their goods
at lower prices. This kind of war
is therefore especially pernicious:
it penalizes the productive and
subsidizes the unproductive.

There are many reasons why
these wars get started. During
periods of inflation, certain coun
tries wish to keep their domestic
currencies from going abroad.
These currencies, if they have in
ternational acceptability, are
grounded in gold or in reserve
currencies theoretically redeema
ble in gold. Foreign central banks
can ask for repayment, and the
inflating nations can be put into
extreme financial embarrassment
when too many of these claims are
presented at one time. So they try
to restrict purchases of foreign
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goods by their domestic popula
tions. Tariffs are one way of ac
complishing this end. Tariffs, in
short, prevent international "bank
runs," at least for limited periods
of time.

Another cause is the fear of
State bureaucrats during times of
recession or depression that do
mestic industries will not be fa
vored when domestic populations
buy from abroad. This was the
case under the infant neomercan
tile philosophies so popular in the
1930's.6 The depression was ac
companied by a wave of tariff
hikes in most of the Western na
tions, with reduced efficiency and
economic autarchy as a direct re
sult. Domestic manufacturers cry
for protection from foreign pro
ducers. What they are crying for
with equal intensity is protection
from the voluntary decisions of
their own nation's domestic pur
chasers; it takes two parties to
make a trade, and protection from
one is equally protection from the
other.

The effect of tariff wars is re
duced efficiency through a restric
tion of international trade. Adam

6 "The interests which, in times of
prosperity, find it hard to enlist support
for their conspiracies to rob the public
of the advantages of cheapness and the
division of labor, find a much moresym
pathetic hearing." Lionel Robbins, The
Great Depression (London: Macmillan,
1934), p. 65.

Smith, in the opening pages of
Wealth of Nations, presents his
now famous argument that the
division of labor is limited by the
size of the market. Reduce the
size of the market, and you reduce
the extent of the division of labor.
The cry for protection should be
seen for what it is: a cry for a
reduction in efficiency.

In a country like the United
States, where less than 5 per cent
of our national income stems from
foreign trade, the cry is especially
ludicrous. We hurt the other na
tions, whose proportion of inter
national trade to national income
is much higher (West Germany,
Japan) , without really aiding very
many of our own producers. But
there are so few vocal interest
groups representing those who
benefit from freer trade, while
those who have a stake in the in
tervention of the State make cer
tain that their lobbyists are heard
in Washington. The scapegoat of
"unfair foreign competition" may
be small, but being small, it is at
least easy to sacrifice.

The Balance of Trade

In precapitalistic days, econo
mists believed that nations could
experience permanent "favorable"
balances of trade. A favorable bal
ance was defined as one where you
sold more goods abroad than you
imported, thus adding to the na-
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tional gold stock. Wealth was de
fined primarily in terms of gold
(a position which, even if falla
cious, makes more sense than the
contemporary inclination to define
wealth in terms of indebtedness).
Prior to the publication of Wealth
of Nations (1776), the philos
opher, David Hume, disposed of
the mercantilist errors concerning
the balance of trade. His essays
helped to convert Adam Smith to
the philosophy of classical liberal
ism. Hume's essay, "Of the Bal
ance of Trade," was published in
1752 in his Political Discouri~es;

it established him as the founder
of modern international trade
theory.

The early arguments for free
trade still stand today. Hume fo
cused on the first one, which is
designated in modern economic
terminology as the price rate ef
fect. As the exported goods flow
out of a nation, specie flows in.
Goods become more scarce as
money becomes more plentiful.
Prices therefore tend to rise. The
converse takes place in the for
eign country: its specie goes out
as goods come in, thus causing
prices to fall. Foreign buyers will
then begin to reduce their imports
in order to buy on the now cheaper
home markets; simultaneously,
consumers in the first nation will
now begin .to export specie and
import foreign goods. A long-run

equilibrium of trade is the result.
A second argument is possible,

the income effect. Export indus
tries profit during the years of
heavy exports. This sector of the
economy is now in a position to
effect domestic production, as its
share of national income rises. It
will be able to outbid even those
foreign purchasers which it had
previously supplied with goods.

Last, we have the exchange rate
effect. If we can imagine a world
trading community in which we
have free floating exchange rates
on the international currency mar
kets (which most governments
hesitate to permit), we can see
the process more easily. In order
to purchase domestic goods, for
eigners must have a supply of
the exporting nation's domestic
currency. As demand for the
goods continues, the supply of
available currency drops lower.
Foreigners competitively bid up
the price of the exporting na
tion's currency, so that it costs
more to obtain the currency nec
essary to buy the goods. This will
discourage some of the foreign
buyers, who will turn to their own
markets. Where we find fixed ex
change rates, the same process ex
ists, but under different circum
stances. Either black markets in
foreign currencies will be estab
lished, or else some kind of quota
restrictions will be placed on the
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availability of the sought-after
currency, as demand rises for ex
change. Foreigners will simply
not be able to obtain all the cur
rency they want at the official
price. Thus, what we witness is
an equilibriating process of the
exchange of goods; there can be
no long-run imbalance of trade.
No nation can continue to export
more than it imports forever.

Tariff War, Libertarian Style

When some foreign State de
cides to place restrictions on the
importation of goods from another
country, what should be the re
sponse of that latter country's eco
nomic administrators? Their goal
is to make their nation's goods at
tractive to foreign purchasers.
They should want to see the inter
national division of labor main
tained, adding to the material
prosperity of all involved. If this
is the goal, then policies that will
keep the trade barriers at low
levels should be adopted. Instead,
there is the tendency to adopt re
taliatory tariff barriers, thus sti
fling even further the flow of
goods. This is done as a "warn
ing" to other nations.

If the 1930's are anything like
representative years of such warn
ings, then we should beware of
conventional tariff wars. In those
years a snowballing effect was
produced, as each nation tried to

"out-warn" its neighbor in an
attempt to gain favorable trade
positions with all others. The re
sult was the serious weakening of
the international specialization of
labor and its productivity. At a
time when people wanted cheaper
goods, they imposed trade restric
tions which forced prices upward
and production downward.7 Pro
fessor Mises' old dictum held true:
When a State tries to improve
economic conditions by tampering
with the free market, it usually
succeeds in accomplishing pre
cisely the results which it sought
to avoid (or officially sought to
avoid, at any rate).

The best policy for "retaliation"
would be to drop all tariff barriers
in response. A number of things
would result from such action.
For one thing, it would encourage
the importation of the goods pro
duced by the offending country.
Then the three effects described
earlier would go into operation.
The offending nation would find
that its domestic price level would
rise, and that its citizens would
be in a position to buy more for
eign goods (including the goods
of the discriminated country).
What would be done with the cur
rency or credits in the hands of
citizens of the high tariff nation?

7 Wilhelm Ropke, International Eco
nomic Disintegration (London: Hodge,
1942), ch. 3.
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They could not spend it at home.
If we, as the injured party, con
tinued to make it easy for our
citizens to buy their goods, we
would provide them with lots of
paper money which could be most
easily used to buy our goods in re
turn. We would gain the use of
the consumer goods produced
abroad, and we would be losing
only money.We would be getting
the best possible goods for our
money, so the consumer cannot
complain; if we had imposed re
taliatory tariffs, consumers would
have had to settle for domestically
produced goods of a less desirable
nature (since the voluntary con
sumption patterns are restricted
by the imposition of a tariff) . Our
prices would tend to go down,
making our goods more competi
tive on the international markets.

The tariff is a self-defeating de
vice. As American dollars came
into the high tariff nation, they
could be exchanged for our gold.
But this would tend to increase
the rate of inflation in that coun
try, as the gold reserves would

most likely serve as the founda
tion for an expansion of the do
mestic money supply. Domestic
prices would climb, and the citi
zens would attempt to circumvent
the tariffs in various ways. Black
markets in foreign currencies and
goods are established; foreign
goods are purchased in spite of
tariff barriers; pressures for freer
trade can arise, especially if the
discriminated nation has wisely
refused to turn to retaliation in
the traditional way.

The statist tariff war is irra
tional. It argues that because one's
citizens are injured by one re..
striction on foreign trade, they
can be aided by further restric
tions on foreign trade. It is a
contemporary manifestation of
the old cliche, "He cut off his nose
to spite his face." It is time that
we accept the implications of Da
vid Hume's two-hundred-year-old
arguments. The best way to over
come restrictions on trade, it
would seem, is to establish poli
cies that encourage people to trade
more. ~

Free Trade

FREE TRADE is such a simple solution for so many of the world's
ills. It doesn't require endless hours of debate in the United Na
tions ... or any other world-wide debating society. It requires
only that one nation see the light and remove its restrictions. The
resuIts will be immediate and widespread.

w. M. CURTISS, The Tariff Idea
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H. Creativity

"THE CHIEF wonder of education
is that it does not ruin everybody
connected with it, teachers and
taught," Henry Adams once re
marked. Such may indeed be the
sad consequence of an education
that fails to teach people to think,
to participate in some small way
in the creative process which dis
tinguishes man from animal.

If we would better understand
the creative process, we might
begin with the recognition that
creativity does not originate in
and cannot be measured by stand-
Dr. Roche is Director of Seminars for the
Foundation for Economic Education. He has
taught history and philosophy in college and
maintains a special interest in American edu
cation.

ardized controls. The concepts of
standardization and creativity are
mutually exclusive. Our society's
continuing attempt to judge its
success by the degree of "con
sensus" it achieves, by the extent
to which it imposes "adjustment"
on the individuals who are its
members, is a demonstration of
our failure to realize the mutually
exclusive nature of that relation
ship. We seem to insist that the
individual will find fulfillment to
the extent that he makes his peace
with the system.

It is true enough that we must
be able to live and work with our
fellows. But, is mere "adjustment"

497
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enough? A Fortune study under
taken a few years ago asked 150
corporation presidents and 150
personnel directors whether, if
they had to choose, they would
prefer: (1) the adaptable admin
istrator, skilled in managerial
techniques and concerned primar
ily with human relations and with
making the corporation a smooth
working team; or (2) a man with
strong personal convictions who is
not shy about making decisions
likely to upset tested procedures.
The vote: the presidents divided
half-and-half; the personnel men,
3-to-l in favor of the administra
tor.1 This preference for "adjust
ment" over creative leadership is
widespread in our society.

Adjustment vs. Creativity

When creative capacity is sac
rificed to adj ustment, the results
are likely to be futile and unin
spiring. In fact, human beings owe
most of their conspicuous histori
cal advances to periods when "ad
justment" and control could not
be forced upon social life. The
dead hand of conformity and
spontaneous forces of creativity
simply do not act in concert. The
periods historians usually describe
as "civilized" were invariably trig
gered by lapses of enforced con-

1 William H. Whyte, Jr., "The New Il
literacy," The Public Schools in Crisis,
ed. by Mortimer Smith, p. 108.

formity, thus making possible a
creative flowering.

There can be no such thing as
"creativity on command," because
genuine originality arises within
the individual, not the collectivity.
That aristocratic element in cre
ativity implies a reliance upon
higher standards than can be
expected of society as a whole.
The personal aspect of creativity
cannot be mass-produced. Indeed,
the process works in reverse. Con
fucius had the idea that if an in
dividual could only come to terms
with his own personality and de
velop his own potential, that de
velopment would extend, in ever
widening circles, throughout a
larger and larger area of influ
ence, first touching those nearest
the individual, finally spreading to
the community at large. Since so
cieties on the whole have proven
notoriously unwilling to accept
high standards and truly advanced
ideas, the result of such individual
creative development, when it has
occurred, has been the apparent
"social maladjustment" of the
unique and creative personality,
whose only guilt consists in his
possessing more wisdom than so
ciety can accept. When societies
have chosen to penalize such "mal
adjustment" and have demanded
conformity, they often have de
str0yed the creative impulses
which gave them viability.
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Creation in the Service of Truth
and a Higher Morality

Thus, society is obligated to
allow freedom to the creative indi
vidual or risk its own destruction.
A form of that same obligation
applies to the creative individual.
Unless his capacities are used to
serve truth, the creative individual
is also finally destroyed. Those
who live immediately after a pe
riod of free creativity are espe
cially vulnerable in this regard. Be
cause previous creative genius has
already "thought through" a prob
lem, subsequent generations often
feel it unnecessary to rethink it,
thus failing to recreate the solu
tion within themselves. Few men
have realized that the true must
be not only discovered, but peren
nially rediscovered and redefined.
Any moral code which does not
allow for individual, internal ex
pansion of an ethical ideal is
doomed to extinction. In Ortega's
words, "The good is, like nature,
an immense landscape in which
man advances through centuries
of eXPloration."2

There are signs that the modern
world displays little enthusiasm
for advance along such lines. We
seem to feel that we can free the
whole world from material con
cerns, but one need ask, "What
does it profit a man to free the

2 Jose Ortega y Gasset, Meditations,
p.37.

whole world if his soul is not
free?"3<

And how free are our souls if
we are valued by the world around
us only for our ability to shed our
personalities, to "adapt" to the
values and standards of our soci
ety, to suffer the death and burial
of the originality and creative ca
pacity which should give us our
identities?

In this world of utilitarian and
materialist values, we seem to have
forgotten that truth is not the
servant of man. Unless the indi
vidual is the servant of truth, both
he and his society are doomed.
Society cannot do without the
services of the creative individu
al; the creative individual is like
wise doomed unless his capacities
serve a higher morality than his
own devising. The individual
achieves his fulfillment only as he
overcomes his own limitations and
transcends himself in service of a
higher ideal.

... If there is no God, as Truth and
Meaning, if there is no higher Justice,
then everything flattens out, and there
is neither anyone nor any thing to
which man can rise. If on the other
hand, man is God, the situation is
flatter still, hopeless and worthless.
Every qualitative value is an indica
tion that in the path of man's life
there lies something higher than man.

3 George Santayana, Character and
Opinion in the United States, p. 118.
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And that which is higher than man,
i.e., the divine, is not an exterior force
standing above and ruling him, but
that which, in him, makes him truly
man - his higher freedom. 4

The Key to Creation

True education must recognize
the individual nature of original
ity and creativity. No matter how
dynamic the teacher, the effective
force in genuine education is the
student's will to learn and to grow.
All learning and discovery, with
or without a teacher, takes place
deep in the individual's personal
ity. Sir Isaac Newton, when asked
how he had reduced the vast quan
tity of physical phenomena to ap
parent simplicity, replied, "Nocte
dieque incubando" (turning them
over day and night). The one fact
which we know about that "turn
ing" process was that it demanded
a tremendous withdrawal into self,
tremendous thought and introspec
tion.

To compare Newton's answer
with the methods all too common
in modern academic research pro
vides a revealing insight. First
the researcher "structures" a re
search project, gathers a team of
co-workers, and requests founda
tion grants in support of his work
- then, if the corporate judgment
so wills it, the "team project" be-

4 Nicholas Berdyaev, The Realm of
Spirit and the Realm of Caesar, p. 40.

gins. That such research provides
"facts," one cannot deny. It is less
clear that it yields the intuitive
perceptions which can be achieved
when a gifted individual takes
those facts and "turns them over
day and night."

The collective approach to wis
dom is forever suspect. Emerson
once insisted:

Ours is the age of the omnibus, of
the third person plural, of Tammany
Hall. Is it that Nature has only so
much vital force, and must dilute it if
it is to be multiplied into millions?
The beautiful is never plentiful.5

"The beautiful is never plenti
ful." How true. When we complain
of the "failures of our age," do we
not label ourselves unrealistic?
Haven't all ages and all societies
been filled with shortcomings? The
great achievements have always
been individualistic. Indeed, any
original achievement implies sep
aration from the majority. Though
society may honor achievement, it
can never produce it.

The morning after Charles
Lindbergh flew the Atlantic non
stop from New York to Paris, an
associate of Charles Kettering
rushed into the research expert's
laboratory in Dayton, Ohio, shout
ing: "He made it! Lindbergh
landed safely in Paris!" Kettering

5 Emerson: A Modern Anthology, ed.
by Alfred Kazin & Daniel Aaron, p. 182.
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went on working. The associate
spoke again: "Think of it - Lind
bergh flew the Atlantic alone! He
did it all by himself!" Kettering
looked up from his work momen
tarily and remarked quietly:
"When he flies it with a commit
tee, let me know."

It seems as if the Deity dressed
each soul which he sends into nature
in certain virtues and powers not
communicable to other men, and
sending it to perform one more turn
through the circle of beings, wrote
UNot transferable" and HGood for
this trip only," on these garments of
the soul. There is something decep
tive about the intercourse of minds.
The boundaries are invisible, but they
are never crossed.6

If each of us is to perform his
unique function, each must be
free to do so. The word "freedom"
means nothing unless it consists
first of all in freedom of personal
ity, the individuality possible· only
if a person is a free creative spirit
over whom neither state nor so
ciety is omnipotent. The individual
must be free to listen to that still
small voice within:

There is a time in every man's ed
ucation when he arrives at the con
viction that envy is ignorance; that
imitation is suicide; that he must
take himself for better or worse as
his portion; that though the wide uni
verse is full of good, no kernel of

6 Ibid., p. 215.

nourishing corn can come to him but
through his toil bestowed on that plot
of ground which is given to him to
till. The power which resides in him
is new in nature, and none but he
knows what that is which he can do,
nor does he know until he has tried.7

The individual who is thus cul
tivating his own little piece of the
universe may well be engaged in
the production of a unique and
valuable vision, a vision which no
collection of men, no "consensus"
can possibly evaluate:

... the only difference is that what
many see we call a real thing, and
what only one sees we call a dream.
But things that many see may have
no taste or moment in them at all, and
things that are shown only to one
may be spears and water-spouts of
truth from the very depth of truth.8

Intuition

These "water-spouts of truth
from the very depth of truth" are
the product of individual intui
tion. Such intuition operates large
ly outside the conscious mind. It
goes under many names and is
subject to many interpretations,
ranging from "a flash of insight
into Absolute Truth" to "prompt
ings from a guardian angel."
Those who are responsive to such
promptings are the creative among
us. Probably many more of us

7 Ibid., p. 99.
B C. S. Lewis, Till We Have Face8, p.

277.
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might participate in Creation if
we would only respond to our in
tuitions, if we would fan the tiny
spark into a flame. Unless we leave
the individual free to do that job
for himself, unless we prepare him
for such an ,expectation, we do
not have an educational system
worth its name.

The Role of a Demanding Environment

Granted the necessity for intu
ition, how does a man learn to
discipline himself and respond to
the call when it comes? Imagina
tion there must be, but imagina
tion disciplined by intellect. The
development of intellect demands
work and academic standards. Only
an education with a well-developed
hierarchy of values, demanding
much from the individual, can lay
the groundwork for the union of
imagination and intellect which
allows creative thinking.

What are some of the elements
in such a hierarchy of values? One
necessary element would be a well
developed memory - reminding the
world that lasting accomplishment
is produced not by the easily
pleased forgetter of hard truths,
but by the man who remembers
and understands reality, even
when it is most painful. Another
element would be a. well-established
set of values which the individual
has accepted as his own. A dis
tinguished psychiatrist has recent-

ly made it clear that sound char
acter formation is not possible
unless the individual clearly knows
who he is and what he believes.9

Here again, lasting accomplish
ment has never come from those
willing to shift their personality
or their principles for a more com
fortable "adjustment" with the
world. Accomplishment, intuition,
and creativity have always come
from those who knew who they
were and what they believed, even
when they suffered at the hands
of the world for their firm grasp
of reality and personal identity.

Self-Esteem

Such creative people, knowing
who they are and what they value,
tend to reflect self-esteem. A re
cent study of self-esteem among
young boys reflected a high cor
relation between what the boys
did and what they thought they
could do. Those boys coming from
homes where parents maintained
a close interest in them, where
parents demanded high standards
of behavior and performance,
where firm discipline was a fact,
not a debating point, proved to be
boys of strength and achievement,
capable of creative application of
intellect, personality, and imagi
nation.

9 William Glasser, Mental Health or
Mental Illness? p. 15.
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The findings from these studies con
cerning the factors that contribute to
the formation of high self-esteem sug
gest important implications for par
ents, educators and therapists. They
indicate that children develop self
trust, venturesomeness and the abil
ity to deal with adversity if they are
treated with respect and are provided
with well-defined standards of value,
demands for competence and guid
ance toward solutions of problems.
It appears that the development of
independence and self-reliance is
fostered by a well-structured, de
manding environment rather than by
largely unlimited permissiveness and
freedom to explore in an unfocused
way.l°

Just as the individual must be
free to pursue his intuition, so he
must be the product of a disci
plined environment to develop
properly his capacities of intellect
and imagination. Once again, those

10 Stanley Coopersmith, "Studies in
Self-esteem," Scientific American, Feb.
1968, p. 106.

interested in education are faced
with the necessity of providing
freedom for the individual to
choose, but defining it as freedom
to choose within an already estab
lished framework of values. It
appears to be true that man can
only be genuinely free when he
accepts the discipline of a higher
standard. Perhaps each of us can
only be a creator to the extent that
he is in harmony with The
Creator.

The man who lives his own vo
cation and follows his own destiny
is the creative man, since his life
is in full agreement with his true
self. It is the business of educa
tion to allow the individual to
develop that harmony of capacity
and opportunity, of intent and ful
fillment, of creativity and creation,
which provides the chance for the
individual to use his life in pur
suit of everlasting goals and
achievements. ~

The concluding piece in this series will discuss
"A Philosophy of Growth."



The Consequences Are

ABSOLUTE
JUNE 1. WARD

CONTRARY to much popular belief,
we of the planet earth live by
certain unalterable absolutes. In
America since the late 1800's our
intelligentsia have been trying to
teach us that this is not true. "The
only absolute is change," they say
- which statement is a contradic
tion in terms, since by sound defi
nition an absolute is that which
does not change.

There are in fact certain abso
lutes that no amount of wishing,
hoping, praying, or hiding will
destroy. The basic one is - we live
in a world where nothing is given
to mankind except life itself and
the elements of the earth. Even
these so-called free gifts cannot
be used without some effort on the
part of the recipient. It is then
safe to say absolutely: Nothing is
free.

NO"N, if this is a basic natural

Mrs. Ward is a housewife and full-time stu
dent at Bowling Green University in Ohio,
majoring in American history.

law, then the human beings on
this earth must take it into con
sideration when they build philo
sophical, political, religious, and
economic systems. But do they?
Our philosophy is based on prag
matism - whatever works is true;
our politics are based on com
promise - promise them anything,
but get elected ; our religions are
built on humanitarianism - man's
highest good comes from serving
other men; and our economic be
liefs tell us we can spend, waste,
destroy, and borrow indefinite1y
without coming to a. day of reck
oning - we never have to pay a
debt we owe ourselves.

Let us apply this law of built-in
costs to just one of these fields of
human endeavor. Let us explore
the damage done to our economic
life as a result of ignoring the ab
solute - nothing is free!

Goods come into existence by
the use of three things: elements
(ma.tter), thought (ingenuity),
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and labor (energy). Man takes
the elements of the earth, applies
thought, and then proceeds with
his labor to bring into being a re
sult or good which is useful to
him. If man does not think or if
he reasons incorrectly, he suffers
want and the elements are wasted.
If he applies labor alone, his
harvest is meager and might not
sustain him. Only when he applies
both thought and labor to the ma
terial universe does he produce an
adequate harvest.

By taking thought, mankind has
been able to harness the earth's
elements in the form of energy to
make them work for him. In this
way - that is, by using capital
he can reap a larger harvest than
would be possible by the use of his
manual labor alone. But no matter
how ingenious man's technology,
he can never come to the place
where he no longer needs matter,
thought, and labor (all three) to
produce goods.

But what are the new breed
economists telling us? "We have
achieved perpetual motion through
our harnessing of energy. Man no
longer needs to work because he
has machines to work for him. All
man needs to do now is redistrib
ute the produce and we will all
have enough."

Weare free to hold all manner
of beliefs about this world, but we
are not free to select the conse-

quences of our beliefs. If we ig
nore the law which states, "A
force cannot be applied in any di
rection without an equal force in
the opposite direction," or, more
simply, Nothing is free, we will
still reap the consequences of that
law.

If we ignore the fact that a
totalitarian trend is generated
whenever any society tools up for
the political redistribution of
goods, if we presume that a totali
tarian society can produce enough
goods and services so that society
en masse can have a high standard
of living, and if we believe that a
secure "utopia" is a positive good,
we still have the problem of price.

The price, fellow men, is free
dom. Cradle-to-grave economic se
curity demands that the receiver
give up his conscious volition, be
come a robot, and allow himself to
be spoon-fed by the giver of this
"good."

"But that is not what the seeker
of security is looking for," you
say. "What he really wants is to
live without mundane tasks and
have complete freedom to do what
he wishes with his time." Now,
there's a noble aim - and one
which is impossible to achieve in
this world. The world can support
a few nonproducers, but not non
producers in large groups. This
is true because many men have
sufficient ingenuity and energy to
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produce more than they personally
need and are willing to do so as
long as they are allowed the de
cision as to its distribution. When
they are no longer allowed this
decision, they cease to overpro
duce, because they know that no
one has the right to make: them
work for others. In the realm of
human endeavor, the division of
labor is from choice, not, as is true
with the lower forms of life, from
physiological differences.

In the last fifty yea.rs America
has been more and more ignoring
the absolute, Nothing is free, and
\ve have come to a. time of deci
sion. We can recognize this law
and gradually reverse our direc
tion, slowly lopping off those seg
ments of our economy which are
doles and, over a period of years,
become once again free and self
reliant; or we can continue in the

path we're on and become com
pletely totalitarian and impover
ished like the rest of the world;
or we can try to retain our free
dom in a partially controlled econ
omy until we go down in· an eco
nomic heap with a world-sized
monetary collapse"

We have these three choices
but we have no choice about the
e"nd results of the path we take.
These results are preordained by
law and will come to pass regard
less of our wishes in the matter.
That is the way the laws of nature
operate.

If we choose the wrong path at
this point in time, one can always
retain the hope that human free
dom will ultimately rise like the
Phoenix from the ashes of its own
funeral pyre with renewed youth
Mdb~~~ •

Franklin Pierce

I READILY, and I trust feelingly, acknowledge the duty incumbent

on us all, as men and citizens, and as among the highest and

holiest of our duties, to provide for those who, in the mysterious
order of Providence, are subject to want and to disease of body or

mind, but I cannot find any authority in the Constitution for
making the Federal Government the great almoner of public

charity throughout the United States. " .. It would, in the end, be
prejudicial rather than beneficial to the noble offices of charity." ..

From a Veto Message in 1854
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Bastiats Influence
IT IS a sobering experience to read
Dean Russell's Frederic Bastiat:
Ideas and Influence (Foundation
for Economic Education, $2). Not
that Mr. Russell's intellectual bi
ography of the great French pio
neer of the "freedom philosophy"
lacks its exhilarating moments.
Bastiat had his triumphs, many of
which came after his premature
death in 1850 of tuberculosis. Un
der the Second Empire of Louis
Napoleon French commercial pol
icy took a more liberal turn (iron
ic, inasmuch as the Second Empire
was essentially a dictatorship). It
was Bastiat's influence that caused
the Emperor of the French to
draw back from the extreme pro
tectionist policy that had been the
rule ever since the first Napoleon.
But the "interventionist" fallacies
which Bastiat exposed in many a
witty parable have as many lives
as a thousand cats, and the sober
ing quality of Mr. Russell's book
derives from the obvious parallels
that may be drawn between early
nineteenth century France and the
present day in both England and
the U.S.

When Bastiat went up to Paris
from his childhood home at Mu
gron in southwestern France, it
was the time of Louis Blanc, the
socialist, and Proudhon, the anar
chist. Marx had not yet succeeded
in evolving what he called "scien
tific socialism" (a contradiction in
terms if there ever was one), but
socialist ideas were in the air
nevertheless. Blanc believed the
State owed every man a living, and
he had organized the movement
for National Workshops. W,ell, it
was just a few months back that
Senators Eugene McCarthy and
Abe Ribicoff were telling us that
it is the duty of government to be
come the "employer of last resort"
if people can't find jobs in the free
enterprise system. The fact that
Bastiat had exposed all sorts of
government compulsions as a drag
on job-creating production and
consumption has yet to penetrate
large areas of the modern con
sciousness. But what a prophet
Bastiat was!

Writing about Bastiat's career
as a legislator, Dean Russell quotes
the Bastiat "Law of Bureaucracy."

507
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Said Bastiat, "I am a firm be
liever in the ideas of Malthus
when it comes to bureaucrats. For
their expansion in numbers and
projects is fixed precisely by Mal
thus' principle that the size of
the population is determined by
the amount of the available food.
If we vote 800 million francs for
government services, the bureau
crats will devour 800 million; if
we give them two billion, they will
immediately expand themselves
and their projects to the full
amount." These words date back
to December of 1849, which means
that what we now know as Parkin
son's Law was formulated by Bas
tiat a century and more before
Parkinson told us that the bureau
crat's work always expands to fill
the time available to do it.

Bastiat, the Economist

Dean Russell does not make any
exaggerated claims for Bastiat's
originality as an economist. After
all, the ideas which Bastiat ex
pressed in his major work, Har
monies of Political Economy, had
been present for the most part in
Adam Smith and Jean Baptiste
Say. Say's famous "law of mar
kets," which emphasizes the tru
ism that production creates its
own purchasing power (in wages,
interest, and dividends), is simply
a statement of the "harmony of in
terests" that is the result of a free

market. And Adam Smith's figure
of the "invisible hand" is Bastiat
in a metaphor.

The prime virtue of Bastiat as
an economist resided in his style,
which turned the "dismal science"
into something full of life and
sparkle. Beyond that, Dean Rus
sell thinks Bastiat's greatest con
tribution was as a theorist of gov
ernment. Actually, Bastiat did not
go much beyond Adam Smith in
his definition of the duties of the
State. He thought government
should be limited to providing the
courts, the police, and the money
system needed to guarantee equal
justice to all. Well, Adam Smith
had said before Bastiat that gov
ernments were instituted among
men to provide cheapness, safety,
and health, which meant that there
must be a free economy (to keep
prices low), a good police force
and adequate preventive measures
to keep the environment clean.
But Bastiat, with his genius for
the sardonic turn of phrase,
summed up the case for the anti
statists in words that will never
be forgotten when he remarked
that "the State is the great fiction
by which everybody tries to live
at the expense of everybody else."
Herbert Spencer was never able
to beat that for memorable verbal
ization, and only the late Isabel
Paterson, among moderns, has
come close to Bastiat when it
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comes to giving anti-intervention
ist ideas an epigrammatic turn.

Before I knew anything of Bas
tiat I was impressed by Mrs. Pat
erson's statement that the Recon
struction Finance Corporation, a
Hoover Republican idea, was the
inevitable precursor of the Roose
veltian Works Progress Adminis
tration. Said Mrs. Paterson, when
the RFC tried to bail out U.S.
corporations in the 1929-32 period,
"You can't put J. P. Morgan on
the dole and keep poor people from
demanding their share." And, of
course, it turned out just that
way. But Mrs. Paterson's wisdom
was simply a restatement of Bas
tiat's warning to the "upper class
es" of France. In his Harmonies
of Political Economy Bastiat had
chastised the upper classes for
setting a "fatal example for the
masses." "Have they not," so Bas
tiat wrote of the upper classes,
". . . had their eyes turned per
petually toward the public treas
ury? Haven't they always tried
to secure from government more
special privileges for themselves
as manufacturers, bankers, mine
owners, land owners? Haven't
they even gotten subsidies from
the public treasury for their bal
lets and operas? . . . And yet they
are astonished and horrified when
the masses adopt the same course!
When the spirit of greed has for
so long infected the wealthy class-

es, how can we expect it not to be
adopted by the suffering masses?"

Proponent of Free Trade

Dean Russell is especially good
in showing how Bastiat became
the link between the early suc
cesses of Richard Cobden and the
Anti-Corn Law League in Eng
land and the work of Michel Che
valier in converting the govern
ment of the French Second Em
pire to a moderate tariff policy.
Bastiat, the friend of Cobden, had
never been able to combat the anti
English prejudices of his own
countrymen during his lifetime.
Realizing that the French masses
would never adopt an English
idea, Cobden had warned Bastiat
that free trade must first be sold
in France to an intellectual and
governmental elite. But Bastiat
was a popularizer, and hence con
stitutionally unable to resist mak
ing a mass appeal. Unable to stir
either the masses or the elite to
accept free trade, he left it up to
his disciple, Michel Chevalier, to
move the legislators and the elite
of a later period to turn things
around.

Bastiat's ideas were in the as
cendancy in the 1850-1914 period;
even in protectionist America the
free traders kept forcing the issue
until they achieved a victory with
the Wilsonian Underwood Tariff.
After World War I, however, mer-
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cantilist ideas came back into
vogue. There were Keynes in Eng
land, the New Deal in the U.S.,
Hjalmar Schacht in Germany.
Things haven't improved since
World War II. But Bastiat's prin
ciples are incontrovertible, for the
"freedom philosophy" is in accord
with man's instinct for life. As
the 1968 events in Czechoslovakia
proved, the demand for freedom
will re-emerge in the most un
promising places. It can be sup
pressed with bayonets, but the
men with the bayonets cannot
force a society to produce beyond
the subsistence point. Bastiat will
have his great revival when the
world has had enough of the high
cost measures that intervention
and protectionism entail. ~

~ THE ECONOMY OF CITIES by
Jane Jacobs (New York: Random
House, 1969, 268 pp., $5.95)

Reviewed by Robert M. Thornton

CITIES CAME FIRST, declares Jane
Jacobs; urban man antedates the
farmer; agriculture and animal
husbandry were "invented" in pre
historic cities and "exported" to
rural areas when cities grew
crowded. Similarly with industry,
for do we not see manufacturing
plants, the. latest "export" of cit
ies, moving into the countryside?
This matter of priority is impor
tant, for cities, according to Mrs.

Jacob's thesis, are the rejuvenat
ing or reproductive element of
the whole economy. As go the cit
ies, so goes the nation. Hence the
importance of understanding just
what makes cities rise and pros
per. The answer, Mrs. Jacobs con
tinues, is the emergence of new
enterprises with opportunities for
men to work, repeated not once
but many times over and over.
When cities fail to do this (De
troit, Pittsburgh, and New York
are some of the examples she of
fers) , they stagnate and the whole
economy slides into a decline.

What is needed to revive the
decaying cities of our nation? Not
massive injections of money; for
while money is needed, creativity
is more important - entrepreneurs
with new ideas for using wealth
to create more wealth. (The same
is true of "underdeveloped" na
tions and minority groups; they
could generate their own capital
by creating new work.) To whom
do we look for the creation of new
work? Not so much to large, well
established companies as to small
companies and new companies not
bound by the old ways of doing
things or the sterile divisions of
labor that often go with mass pro
duction of undifferentiated goods
and services. One is reminded of
Gerald Heard when Mrs. Jacobs
speaks of the dangers of over
specialization and superefficiency.
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Look what happened to the ants
with their strict division of labor!

What do we do? Wen, in one
sense, "ve can do nothing. Mrs.
Jacobs, like F. A. Hayek, under
stands that you do not just put a
city together like a child playing
with building blocks. Rather you
try to set up the right conditions
which will pe.rmit, and even en
courage, a city to grow more pros
perous, trusting to human crea
tivity for the rest. What are some
of the conditions? Mrs. Jacobs ex
plains that "enterprises serving
city consumers flourish most pro
lifically where the following four
conditions are simultaneously met:
(1) different primary uses, such
as residences and working places,
must be mingled together, insur
ing the presence of people using
the streets on different schedules
but drawing on consumer goods
and services in common; (2) small
and short blocks; (3) buildings of
differing ages, types, sizes and
conditions of upkeep, intimately
mingled; and (4) high concentra
tions of people."

Eight years ago, in her The
Death and Life of GreatAmerican
Cities (reviewed in THE FREEMAN

January, 1962), Jane Jacobs took
a lonesom·e stand in opposition to
city planning and critical of "the
Federal bulldozer." Now, once
again, she takes a solitary posi
tion startlingly different from

most of those who proffer diag
noses of urban malaise. Implicit
in the whole book is the idea, fa
miliar to readers of THE FREEMAN,

that where government or unions
or business have the power to re
strict competition or in any way
thwart new ways of doing things,
there will eventually be stagna
tion. What puzzles the reader is
why Mrs. Jacobs fails to come out
a.nd say it plain and clear, espe
cially with regard to government.
No monopoly, business or union,
can exist without at least the tacit
approval of the' political powers.
But whatever the reason, libe.r
ta.rians and conservatives may re
joice that still another book, and
a most fascinating and unusual
one., is added to the stack of vol
umes defending individual liberty
and the free market against cen
tral planning by the State. ~

~ FREE SPEECH AND PLAIN
LANGUAGE by Albert Jay Nock
(Freeport, N. Y.: Books for Li
braries Press, 1968, 343 pp., $9.50)

• THE BOOK OF JOURNEYMAN
by Albert Jay Nock (Freeport,
N. Y.: Books for Libraries Press,
1967, 114 pp., $6.50)

Reviewed by Robert M. Thornton

ADMIRERS of the late Albert Jay
Nock - editor of THE FREEMAN,

1920-24 - will be pleased that two
of his long out-of-print books have
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been republished. Free Speech and
Plain Language, a collection of es-

says issued in 1937, includes the
morale-raising "Isaiah's Job." The
short pieces which comprise The
Book of Journeyman were first
published by the New Freeman in
1930. Nock, a first rate social critic,
was chiefly interested in the qual
ity of civilization in the United
States; this is the theme that knits
together most of these essays.

A truly civilized society, Nock
contends, encourages the full col
lective expression of all five social
instincts - the instincts of expan
sion and acquisition, of religion
and morals, of beauty and poetry,
of social life and manners, and of
intellect and knowledge - and per
mits none to predominate at the
expense of the rest. When a society
goes on the rocks, as they've all
done sooner or later, it is the col
lective overstress of one or more
of these fundamental insights that
wrecked it.

Nock indicted American society
for leaving "the claim of too many
fundamental instincts unsatisfied;
in fact, we are trying to force the
whole current of our being through
the narrow channel set by one in
stinct only, the instinct of work
manship; and hence our society
exhibits an extremely imperfect
type of intellect and knowledge, an
extremely imperfect type of re
ligion and morals, of beauty and

poetry, of social lif.e. and man
ners." The trouble with our civili-

zation, then, is that "it makes such
limited demands on the human
spirit; such limited demands on
the qualities that are distinctly
and properly humane, the qualities
that distinguish the human being
from the robot on the one hand
and the brute on the other."

Nothing can be done about this
problem unless people acquire a
brand-new ethos: "We have hope
fUlly been trying to live by mechan
ics alone, the mechanics of peda
gogy, of politics, of industry and
commerce; and when we find it can
not be done and that we are making
a mess of it, instead of experienc
ing a change of heart, we bend our
wits to devise a change in mechan
ics, and then another change, and
then another." But "it is the spirit
and manners of a people, and not
the bewildering multiplicity of its
social mechanisms, that determines
the quality of its civilization."

A thorough reading of Nock's
social criticism gives an excellent
perspective on the age we live in;
it may help us understand why so
many of the young are disgruntled
with life as they see it lived in this
nation today. Nock is the most
charming of writers, and has
proved a better prophet than many
of his highly touted contempo
raries. ~
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