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What you don't know

EDMUND A. OPITZ

THE PRACTICE of liberty in human
affairs is an acquired skill and,
like every other skill, the practice
of liberty must be .learned. Im
agine a ballet performed upon a
stage and involving a dozen dan
cers. Each dancer must perfect
various motions and then learn a
routine of steps so that the en
semble creates a moving work of
art before our eyes. The dance
must exhibit a pattern, else the
performers - however skilled in
dividually - would simply get in
each other's way. The practice of
liberty includes the knack of keep
ing out of each other's way, thus
giving free play to the natural
forces of social cohesion.

There is an aspiration toward
liberty inherent in our very be
ing; it's a corollary of the fact of

The Reverend Mr. Opitz is a member of the
staff of the Foundation for Economic Educa
tion. He is the author of the book, Religion
and Capitalism: Allies Not Enemies, recently
published by Arlington House and also avail
able from FEE.

our individuality. But this poten
tiality is not realized unless we
learn techniques for expressing it.
Liberty has to be learned - as
well as earned - and like every
other skill we acquire, it may be
lost. The circus juggler who has
learned to keep six plates in the
air must work constantly to re
fine and improve his skill or he
begins to lose it. And it is the
same with liberty; liberty may be
unlearned, and the unlearning of
liberty goes on at a constantly ac
celerating rate in our time. Per
haps we'd know why, if we knew
more about the learning process
itself.

Everyone of you who plays
golf, or bats a tennis ball, or
bangs away on a piano has mo
ments of frustration. It's not the
occasional bad shot or wrong note
that causes the irritation; it's the
fact that our progress is so un
even. There's such a thing as be-
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ginner's luck, and it may be that
after our first golf or tennis les
son we surprise everyone by mak
ing a number of good shots. And
so we approach the second lesson
with expectations keyed high
only to fall flat on our face. Ev
erything goes wrong. We may ex
perience similar frustrations in
the course of the next several les
sons, and then something seems
to click. We hit the ball, and it
feels right. Enthusiasm flares, but
the improvement doesn't last. Or,
if it does, we seem to bog down
again on this level. Sometimes
there's a slump; but if we persist
there is eventually another break
through, and then the struggle to
consolidate our gains goes on
once more.

All learning takes place in some
what this fashion. The psycholo
gist speaks of "pIateaus of learn
ing'" and if you draw a. graph it
will resemble a profile of a stair
case with deep treads and low
risers. The line does not show a
steady rise; instead, it shows the
learner slogging away on one level,
and then a breakthrough to a
higher level; more slogging, an
other breakthrough, until we reach
our potential.

Unlearning is as much a part
of life as learning. Sometimes we
want to unlearn, but there is also
the all-too-common involuntary
unlearning of a skill we'd like to

retain. The great pianist, Pade
rewski, once remarked that if he
went a day without getting in his
customary hours and hours of
practice, he knew it. If he went
two days without practice, the
critics knew it. If he went three
days, his friends knew it. Ath
letes have the same problem; once
they've reached a peak and then
lost it, the comeback trail is
rough. Similar difficulties beset
all human affairs.

Liberty in Our Time

Our subject is human liberty,
and the fate of liberty in our
world. When this country was
young, the accepted belief was
that men were by nature free, and
that governments were instituted
among men to secure that free
dom by defending the rights of all
men alike. "The God who gave us
life gave us liberty at the same
time," wrote Jefferson. Liberty
now, in the twentieth century, is
viewed as a permissive thing, to
be exercised by the citizen at the
discretion of his political masters
within the lines laid down by the
government. Liberty, once re
garded as a birthright, now par
takes of the nature of a political
favor. The ways of liberty once
learned by some of our ancestors,
and in some measure applied by
them in actual practice, were un
learned by other forebears of
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ours. And a good deal of learning
and unlearning has been going on
in this generation, perhaps even
by us.

If we examine the learning proc
ess more carefully we realize that
there's more to it than conscious
effort, important as this is. A
great deal of learning takes place
behind the scenes, below the level
of consciousness. Weare learning
between one practice session and
the next. It is not by a mighty
effort of will that you move from

'one plateau to another; if you
practice correctly, the break
through will be accomplished for
you. Here's an illustration of the
way it works, taken from the writ
ings of the great French mathe
matician of a generation ago,
Henri Poincare.

Poincare on Insight

Poincare was stumped by a cer
tain problem, and for fifteen days
spent an hour or two a day trying
to work out a proof, with no re
sults. Then, "one evening, con
trary to my custom" 1 drank black
coffee and could not sleep. Ideas
rose in crowds; I felt them collide
until pairs interlocked, so to speak,
making a stable combination. [1
dozed off, and] by the next morn
ing 1 had established the exist
ence of a class of Fuchsian func
tions.... I had only to write out
the results.... The idea came to

r.oe, without anything in my for
mer thoughts seeming to have
paved the way for it."

Poincare is credited by other
rnathematicians with several im
portant breakthroughs, which oc
curred in the manner described,
in the form of sudden illumina
tions. These insights, he says, are
"a manifest sign of long, uncon
scious prior work. The role of this
unconscious work in mathemati
cal invention appears to me in
eontestable." There's a condition
-- persistent prior work. Break
throughs "never happen except
after some days of voluntary effort
'which has appeared absolutely
fruitless and whence nothing good
seems to have come, where the
way seems totally astray. But
these efforts have not been as
sterile as one thinks; they have
set agoing the unconscious ma
chine and without them it would
not have moved and would have
produced nothing."

Genius, as someone remarked, is
90 per cent perspiration and only
10 per cent inspiration. Sir
Francis Galton, who did the pio
neering studies of genius about
a century ago, observed that his
subjects were bigger, stronger,
and more energetic than average
men and women - otherwise they
couldn't have performed the re
quired prodigies of work.

The achiever, then, knows how
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to apply the pressure, and how
long. He also knows that there is
a time to let up, to relax the con
scious effort and let a deeper wis
dom take over. If we may use the
word Application for the first
stage, we might call this second
stage Incubation; ideas appar
ently must ripen before they can
hatch. In order to successfully
negotiate this stage of learning
the period when nature takes its
own course - we must practice the
difficult art of letting things alone
- which is quite different from
doing nothing. Albert Jay Nock,
who edited the old Freeman, from
1920 to 1924, had a stable of
bright young writers under his
editorial command. One day a
friend said to Nock, "Albert, it's
wonderful what you have done for
these young people." "Nonsense,"
Nock replied, "all I've done is let
them alone." "That may be so,"
was the response, "but things
would have been different if some
one else had been letting them
alone."

The Notebook of Coleridge

The mind has a front end or top
layer, and we consciously feed
data into this part of our mind
through our eyes and ears, by ob
servation and experiment. Then
the raw data of experience is
mulled over and reflected upon.
We talk it over with colleagues,

argue it out with opponents, write
it up, act it out~ And all the while,
learning is taking place. At the
proper moment we shift gears and
put the subconscious mind to work
on the material the conscious mind
has prepared for it. And if the
conscious preparation is adequate,
the rest of the job is taken care
of with a finesse and expertise
that is simply astounding.

Let me cite the case of Sam
uel Taylor Coleridge, one of the
supremely gifted poets of our lan
guage. Apart from his published
works, Coleridge left a notebook
in manuscript, in a kind of short
hand, recording his reading and
his observations. This notebook
forms the basis for a classic study
of Coleridge, really a study of the
workings of the imaginative en
ergy itself: The Road to Xanadu,
by John Livingston Lowes. In
cidents and phrases got into Cole
ridge's notebook and thence into
his subconscious mind, to be trans
formed there by his genius, tak
ing final shape in his poetry.
"Every expression of an artist,"
writes Lowes, "is merely a focal
point of the surging chaos of the
unexpressed. And it is that surg
ing and potent chaos which a doc
ument like the Note Book recre
ates." The word "chaos" here is
not used with connotations of con
fusion or randomness; chaos is a
term for the teeming, primordial
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raw material which challenges the
artist to shape it into forms of
beauty by the power of his imagi
nation. "Unless a man has a little
chaos in his soul," wrote Nie
tzsche, "he'll .never give birth to a
dancing star."

The Subconscious

Below the level of conscious
mental activity there are deeper
layers of the mind, and an enor
mous amount of hogwash has been
written about the subconscious
mind, some of it by amateurs but
a lot of it by medical men engaged
in the practice of psychiatry or
psychoanalysis. I have been sug
gesting, by the two examples I
have cited - Poincare and Cole
ridge - that the mental processes
which occur behind the scenes are
mighty allies, able to accomplish
beneficial results we could achieve
in no other way. The subconscious
mind is the silent partner of our
rational faculties, wise and trust
worthy. Turn to the popular liter
ature of psychoanalysis, however,
and the picture is quite different.
There, one gets the impression
that only the conscious mind is us;
that each of us is shackled to an
idiot; that the subconscious mind
is a mere collection of drives, im
pulses, and emotions; that this
unconscious part of us tyrannizes
over our rational faculties and
must be squelched.

Why these conflicting views?
The main reason is that psychia
trists deal with sick people, and
the subconscious mind of psy
chopaths may very well be as psy
chiatrists describe it. Geniuses
and normal people do not ordinar
ily wind up in psychiatric clinics,
and clinical findings, therefore, do
not pertain to great poets and
mathematicians - or to normal
people.

We are not talking about
achievement without tears, or
learning while you sleep, or awak
ening your hidden powers. There
are no short cuts. But we do have
the assurance that if our conscious
thinking is sound, persistent, and
hard, our subconscious mental pro
cesses will cooperate to mobilize
the constructive forces that bring
about the final result.

The capacities of the human
mind are almost limitless, and
those of the human body are only
slightly less so. The incredible
feats of endurance, strength,
speed, and skill that we witness
on track, field, arena, and stage
are beyond most of us. Only a
handful of people will ever run a
four-minute mile, no matter how
hard they train, or win the heavy
weight championship, or break 65
at golf, or perform on a trapeze,
but almost anyone who wills to do
so can play a good game of golf,
or develop unusual strength, or
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multiply his endurance. The rec
ipe is the same as that for acquir
ing mental skills - an alternation
of hard workouts with rest, or Ap
plication followed by Incubation.
Endurance, strength, and skill im
prove even when you do nothing
- provided you preface the quiet
time by intense effort. This phys
ical partner of ours has enormous
potential in many directions, but
few people ever realize their po
tential. When reasonably fit, this
physical partner of ours displays
a remarkable wisdom in its work
ings. Through its organs of sight,
hearing, and touch we are proper
ly oriented toward our physical
environment. There are two other
sense organs: The sense of smell
is not as important to us as to
other creatures, but we know how
important his taste buds are to
an infant. I think it was Gerald
Heard who suggested that a
baby's motto might be: Seeing is
believing, but tasting is knowing.

The Amazing Human Body

This body of ours performs so
phisticated chemical operations
with the raw material we take in
as food, distributes nourishment
to the tissues that need it, cart
ing off the waste products. Chem
ical balances are maintained,
temperature is regulated, foreign
bodies are neutralized, wounds are
healed - and all this is done qui-

etly without fuss or stress, un
less we interfere. We are "fear
fully and wonderfully made," and
the body performs miracles daily.
There's a genius down inside us.
The most awe-inspiring perform
ance of that genius is the master
work he -accomplishes before we
are born. The eminent biologist,
Hudson Hoagland, delivered a
paper at lVI.LT., in 1967, in which
occurs this passage: "Frank Crick
has estimated that the amount of
information contained in the chro
mosomes of a single fertilized
human egg is equivalent to about
a thousand printed volumes of
books, each as large as a volume
of the Encyclopedia Britannica.
This amount of coded instruction
packed into the size of a millionth
of a pinhead is the remarkable
material which transmits informa
tion from parent to offspring to
tell the next generation how to
make a person." Each one of us
passed that test, else we wouldn't
be here.

A skilled adult scientist in an
expensive laboratory gets a do-it
yourself kit with various amino
acids, colloids, and protein mole
cules. He combines these in a cer
tain way and exposes the com
pound to electrical currents for a
week or so. And then, for a. short
time his concoction appears to ex
hibit some characteristics of life.
The scientist gets headlines. But
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each of us, when no more than a
tiny speck, was brilliant enough
to manufacture a person! Stupid
ity, of course, sets in shortly after
birth and full recovery is rare.

Work and Wait

Learning something, whether it
be the mastering of a new subject
matter or the acquiring of a new
skill, is more than conscious ef
fort. Conscious effort is an indis
pensable part of the total learning
process, however, for it is the
spark that gets the machinery
going. Learning is a dual process.
It reminds us of an iceberg with
much of its bulk below the sur
face. Go about the topside matters
correctly, and events of great im
portance take place below the
waterline without any human
agency directing, controlling, or
managing them. This is a fact of
great significance, to be taken
into account in deciding the na
ture of this universe in which we
find ourselves: Things work for
our benefit if we know how to
cooperate w'ith them and other
wise let them alone.

The art of letting things alone
applies to the complex interac
tions we have with nature. Each
spring we are impressed anew
with the exuberance of the earth,
by its fruitfulness, its hospitality
to the endless variety of living
forms. Men poke seeds into the

ground but plants grow by inter
acting with nonhuman forces;
"God giveth the increase," as a
pious old poet said. Make prepara
tions of the right sort, work. hard,
and the good earth cooperates by
focusing nature's powers of
growth to put a multiplier onto
your efforts. We have to overcome
natural obstacles, but we enlist
the help of natural forces to do
so. "A mighty help in our contest
with nature," writes Bohm
Bawerk, "is nature herself."

The Invisible Hand

Move now into our final ex
ample, which has to do with so
ciety and the economic order.
Remember Adam Smith's famous
metaphor of "the invisible hand"?
What was the problem he sought
to explain? He observed countless
millions of people in the different
nations of the world, engaged in
thousands of different occupa
tions and trades, each busy with
his own affairs, pursuing his own
aims. But what is the result of
this seemingly chaotic situation?
The result is an orderly transfer
of goods and services; people are
fed, clothed, and housed; the
wealth of the world is brought
within reach of all who enter into
these multiple transactions. There
is a marvelous harmony in this
situation, just as if some invisi
ble hand were guiding each per-
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son to produce the kinds and
quantities of goods the market is
calling for. It is the result of
human action but not the execu
tion of human design. The right
kind of human effort in the mar
ket place enlists the help of an
other-than-human intelligence.
Anyone who has looked into the
economic order must marvel at
the intelligence displayed in the
way the market works - intelli
gence manifesting itself in the
precise adaptation of means to
ends throughout the system. Yet
no human agency is putting peo
ple through their paces; there is
a spontaneous order which arises
when men obey a few moral rules
and otherwise act in freedom.
Why do things happen this way?
Because it's that kind of a uni
verse!

Three-quarters of a century
after Adam Smith, Frederic Bas
tiat mused over the miracle of
the provisioning of Paris. Here
are a million human beings who
do not grow their own food, nor
do they make most of the things
they use. Yet food and other
ne~essities appear as if by magic!
No Napoleon commands these
movements. "What, then, is the
ingenious and secret power which
governs the astonishing regu
larity of movements so compli
cated ?" Bastiat asks. And he
answers his own question, "That

power is an absolute principle,
the principle of freedom in trans
actions."

I have been stressing the point
that there is wisdom and intelli
gence directing the events which
happen below the surface, or be
low the level of conscious action.
This is not to diminish the im
portance of willed effort; it is to
suggest that we have to know
when to let up and let go, trust
ing the forces of growth and co
hesion we find at work in our
bodies and minds, as well as in -I

nature and the market. This will
ingness to take the plunge is a
matter of mood - a mood of faith
or confidence or trust or belief
that the universe is on our side.
But just as Adam Smith was writ
ing his masterpiece a new and
hostile mood was emerging in
Western nations.

The Age of Enlightenment

The eighteenth century is re
ferred to as the Age of The En
lightenment. It was a period of
great overreaction to the ages of
religion, a time when Man with
a capital M was exalted into a
god, able to fashion men in his
own image. It was an age of op
timistic rationalism, with all
mysteries resolved. It was the age
of the Rights of Man, confident of
its power to wipe out an old
society and manufacture a new
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one at will. A take-charge mood
carne to dominate many minds, a
managerial mentality. The idea
was that the world would fall
apart if we stopped holding it to
gether; things wouldn't work un
less we made them work; every
thing was defective and had to
be patched up, rigged out, put
into functioning order.

This was the mood of the men
who engineered the French Rev
olution, the rootless intellectuals
of the day; but the mood was
infectious and it has spread all
over the globe, seeping into and
out of every sector of life. It
seeped into the theory and prac
tice of medicine about a century
ago. Certain medical theorists ex
amined the human organism and
found it a crude contrivance of
pipes, tubes, levers, and dead
weight. This botched mechanism
could be kept going only if some
one constantly patched and re
paired it. Writing of this anti
quated medical theory, an his
torian says: "This held that the
body was a faulty machine and
Nature a blind worker. The stu
dent made an inventory of the
body's contents and found, as he
expected, some out of place, some
wearing out, some clumsy make
shifts ... and some mischievous
survivals left over." Medical prac
tice, based on this theory, was to
interfere with the body's working

by probing, operating, removing,
and altering. The practice often
proved disastrous to the patient!
Today's medical theory is quite
different.

The Managerial Mentality

The managerial mentality gets
into philosophy, and is especially
marked among the Existentialists.
One of them writes: "Being a
man is deciding what man will be.
... Man remains the author of
his own destiny, the creator of
his own values." Philosophy used
to be the pursuit of truth for its
own sake. No longer. The con
temporary philosopher aims at
knowledge for the sake of con
trol. The primary target of the
controllers is, of course, the eco
nomic order. The free market
must go.

When this managerial mental
ity, this take-charge mood, per
vades a society, it will kill the
free economy where it finds it, or
prevent it from emerging in coun
tries which don't have it. When
the mood .is to manage, you'll
have a managed economy, because
everyone lacks confidence that the
economic machinery will operate
- unless it is directed, controlled,
and planned. The belief is that
some human agency must be in
command or nothing will function.
Social engineering is the order of
the day; society is to be master-
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minded by men waving blueprints
and armed with powers of en
forcement. Nobody is to be left to
his own devices; everybody is to
be assigned a task so that so
ciety can be operated with me
chanical precision.

But men are not robots or pup
pets; they have the gift of free
will, and most people choose not
to be the tools of other men
when they understand the issues.
When they find themselves
trapped in situations which de
mean their humanity they rebel,
and their rebellion takes various
forms. The rebellion sometimes
moves in the direction of free
dom, but more often the rebellion
is just as mindless and bizarre as
the things revolted against.

Ideas Come First

I have suggested that a false
ideology has been percolating into
Western societies for two cen
turies or more. How is it, then,
that things appeared to go so
well for a while - that is, during
much of the nineteenth century
- and only in our time has the
situation gone to pieces? Well,
the impact of ideas is never felt
immediately. Imagine, if you will,
that history is like a huge pipe
line; like the Big Inch, say, which
brings oil from Texas to the east
ern seaboard. If a batch of oil is
pumped into the western end of

this line, and if it travels at
twelve miles per hour, it won't
reach New York until about a
week later. Ideas work the same
way; put them into the pipeline
of history and it may be a gen
eration or a century or longer
before they surface.

Go back two millennia to the
dawn of our era. The Roman Em
pire was authoritarian, and the
new ideas about God and man and
life promulgated in the Gospels
largely d,isappeared into the pipe
line - so: far as their impact on
the history of the first several
centuries was concerned. The Ro
man Empire went from bad
to worse and finally fell, and
Europe was in a bad way for
hundreds of years. The Middle
Ages was a turbulent period
whose major religious thrust was
a blend of Caesarism and Christi
anity. A new style of personal
istic Christianity emerged in the
sixteenth and seventeenth cen
turies, the period which also saw
the beginnings of Puritanism in
England. The political arm of the
Puritans was the Whig Party,
whose later spokesman was Ed
mund Burke, and which became
the Liberal Party in the early
nineteenth century. Ideas were
coming out of the pipeline, es
pecially in nineteenth century
America, where we enjoyed more
religious, political, and economic
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liberty than any people hitherto.
We were reaping the harvest of
sound ideas put into the pipe
line over the course of many cen
turies - including some brilliant
ones added since The Wealth of
Nations . We might mention The
Federalist Papers, 'the writings of
Burke, Mill, Bastiat, and Spencer,
plus the important contributions
of the Austrian School from
Bohm-Bawerk to Mises which
have refined and extended the sci
ence of economics with meticu
lous care, establishing its main
points beyond dispute. In short,
there are some good ideas in the
pipeline in 1970, and if we keep
on stuffing more of them into the
near end they are bound to
emerge in due course.

A Preponderance of Socialist
Literature in the Past Century

But such good ideas as went
into the pipeline during this peri
od were overcome and nullified by
the virulence and sheer bulk of
the bad ideas. F rom the time of
Marx to the present day the so-\
cialists and communists have
written a hundred books for every
book written by a libertarian or
conservative, plus a thousand
pamphlets; and whereas the so
cialists and communists offered a
contagious vision of a new life
for humanity, their opponents
countered with the promise of two

cars in every garage! It is bad
that we have been losing in such
a lopsided contest, but it would
have been worse if we had won.

There are some good ideas com
ing out of our side of the pipe
line, and they are getting better.
But they are not good enough for
the task at hand. They have taken
on some of the protective colora
tion of the collectivists with re
spect to the ends and aims of
human life, objecting merely to
collectivist means.

The Jacobins promise to man
ufacture a new society from
scratch and, with democratic con
trols on scientific power, bring
about a heaven on earth - mean
ing the City of Man in which
everyone is well-housed, well
clothed, and well-fed. All too fre
quently, defenders of the free
market have responded: The City
of Man is our goal, too, but we
can show you how to have better
housing, superior clothing, and
tastier food! The fact is that the
struggle goes deeper than eco
nomics; two ways of life are in
conflict. You don't win a battle
for the minds of men by promis
ing to fatten their pocketbooks.
You might say that if a man's
heart is empty because life has
lost its meaning, the full belly
argument turns his stomach!

Two ways of life are locked in
combat, so let's engage in some
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self-examination and self-criti
cism in order to raise our sights
and change the terms in which
the contest is viewed. Shifting
gears, we begin with a solemn
observation by the eighteenth cen
tury philosopher, George Berke
ley, after whom a certain uni
versity city on the coast was
named:

He who hath not much meditated
upon God, the human mind, and the
supreme good, may possibly make a
thriving earthworm, but will most
indubitably make a sorry patriot and
a sorry statesman.

Raising Our Sights

What do these three ideas
God, mind, and the supreme good
- have to do with the free econ
omy? I think I can demonstrate
that they have a lot to do with it,
and that unless they are taken
into account, economic liberty is
a vain hope.

The idea of God has to do with
the ends or goals for which hu
man life should be lived. The old
catechism said that the chief end
of man is to know God and enjoy
him forever. But most economists
have told us that economics is a
value-free science, that it is neu
tral as to ends. Let men dedicate
their lives to any end that catches
their fancy; to the economist it's
a matter of indifference. This is
a typical line taken by economists,

and it contains potential disaster
for the free economy. Suppose the
chosen end is power. Many men
dedicate their lives to the con
centration of political power in
society, and then scheme to get
that power into the hands of
themselves and their party. Every
minor success by the power
hungry nullifies the free economy
at some point. It is suicidal for
the economist to declare that his
discipline is indifferent as to
what ends in life men pursue.

Or take wealth. Suppose a sig
nificant number of men agree that
the pursuit of wealth is the chief
end of man. Making money in the
free economy is laudable enough,
being a token that you are pro
viding people with things they
want. But if money-making is ac
cepted as a man's chief end then
any means are justified if they
further this end. The free econ
omy is more productive than any
other - on the whole; but you
cannot promise any given individ
ual that he'll better his own cir
cumstances in the free market.
Many people can do better for
themselves if they operate a rack
et. Congresswoman Edith Green
of Oregon has made a calculation
which shows that a welfare moth
er with four children could in one
year net $11,698 of relief funds;
double the number of children and
the ante is upped to $21,093.. But
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this is peanuts compared to the
subsidies some ~Iick operators can
get by political finagling. Propo
nents of the free economy will
continue to lose unless human life
is geared to the goals proper for
man, and this makes the God con
cept a live issue.

Goals Proper to Man

Well, it may be asked, what are
the 'goals proper for man? It is
obvious that there is no pat, copy
book answer to a question of this
magnitude; what is important is
that this question continues to be
asked and that it can be wrestled
with unceasingly. Albert Jay Nock
addresses himself to the problem
when he speaks of "man's five
fundamental social instincts." He
charges that only the instinct of
expansion and accumulation, that
is, for power and wealth, has had
free play during the past century
and more, while "the instincts of
intellect and knowledge, of re
ligion and morals, of beauty and
poetry, of social life and manners,
were disallowed and perverted."

There are many facets to human
nature and we cannot afford to
neglect any. The English philoso
pher, C. E. M. Joad, writes as
follows.

For a guide to the demands of our
nature we should refer to the pur
suits of our fathers. For what man
kind has done uninterruptedly for

thousands of years we may be as
sured that there is a natural itch in
the blood. In all ancestral and cus
tomary pursuits, then, we should in
dulge, but in none of them overmuch.
We should pray a little, fight a little,
play a little, dig a little in the
ground, and go on the sea in ships;
we should make love, speak to our
fellows in public, and expand in the
company of our friends in private.
Above all we should recognize that
we have an instinctive desire for oc
casional· solitude, and a need for
country sights and sounds.

The Nature of the Mind

Berkeley's second point has to
do with the nature of the human
mind. Is the mind a mere offshoot
of the brain or a tool of survival
or an instrument of adaptation to
society? In which case we are
born, marry, work, die, and that's
the end of us. Or is the manifesta
tion of mind in each of us more
than a mere adj unct to the brain
and nervous system; is it some
thing that endures when its phys
ical partner perishes; is it an im
mortal essence? This is an issue
which philosophers have debated
for centuries, but I raise it here
only because of its bearing on the
free economy.

Shakespeare wrote of "this
blessed plot, this realm, this Eng
land." That was nearly four cen
turies ago; a dozen generations
have Iived and died since those
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lines were penned, but hundreds
of years ago men were proudly
conscious of living in a nation
with a long history. And today
they boast that "there'll always be
an England." The nation endures;
individuals perish. The nation ex
isted before any of us were born,
and it will continue in existence

I after everyone here is dead. You
hop aboard this ongoing reality,
last out your three-score-years
and ten, and that's the end of you.
Suppose this version of the way
things are is widely accepted, and
suppose you find yourself out of
step with the nation's consensus
- as many of us would be at odds
with today's establishment. If you
_. a fleeting fragment of an an
cient and enduring nation - chal
lenge the nation's consensus you
would not only be pitting your
puny self against your contem
poraries but tackling past cen
turies and future generations as
well. The encounter would be
somewhat lopsided!

But there is another interpre
tation of the way things are, and
according to this wiser reading
of the human situation, kingdoms
rise and fall, nations come and go,
civilizations finally crumble, but
the person is forever. When there
are firm convictions along these
lines the individual has an enor
mous leverage against any ma
jority, any society, any nation.

The nature of the human mind is
a vital political question.

Human Motivation

Berkeley's third idea has to do
with human motivation. What is
man's supreme good? The tradi
tional answer was: To please God.
Since the eighteenth century the
answer has been: The supreme
good is to please yourself. The
thing gets pretty fatuous in' the
ideology of some would-be de
fenders of capitalism who try to
tell us that the aim of life is to
please customers! What were our
ancestors driving at when they
spoke about pleasing God? Let me
try to frame an answer in con
temporary terms.

I have pointed out that each of
us, in his prenatal stage, knew
how to manufacture a baby. Quite
a stunt! But the full stature of
humanity is an achievement, not
an endowment; all that being born
confers upon us by way of natu
ral endowment is the plastic and
sensitive raw material needed for
evolving a human being. Finish
ing the job is up to us, and it will
take us a lifetime to do it - if we
do it at all! Before birth we had
the advantage of working by in
stinct: the formula was inside us.
But after birth we have to look for
a recipe outside, that is to say,
we must look for a set of rules
which are written into the nature
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of things. These rules for com
pleting our growth are what our
forebears spoke of as God's laws
or Commandments. By discover
ing and obeying these commands,
each of us furthers his own pur
poses and completes his own na
ture.

The Road to Chaos

When men cease to believe in an
objective set of rules, then each
person tries to make up his own
rules as he goes along; he tries to
please himself by "doing his own
thing." But this is like trying to
play baseball when each player
decides for himself how many
strikes are out, or whether to run
bases clockwise, or whatever. "Do
ing your own thing" doesn't work
out, for, if no external standards
are acknowledged, the weak doing
their thing are at the mercy of
the strong doing theirs; the hon
est entrepreneurs doing their
thing are at the mercy of political
finaglers doing theirs; those who
want to be let alone are harassed
by those whose thing is meddling.
Throwaway the rulebook and
chaos ensues. Putting the rules for
living in the order of their prior
ity is a live issue for the freedom
philosophy. We have negJected
this philosophical framework; and
collectivist ideology, taking advan
tage of our neglect, has crowded
into the vacancy.

Nature on Side of Freedom

It is encouraging to know that
the nature of things is ultimately
on our side. The aberrations we
face are against the grain of
things and will fall of their own
weight - if we don't misguidedly
prop them up. Does the opposition
seem strong? Well, said Disraeli,
"the dominant philosophy in any
age is always the one which is on
the way out." Collectivism in our
time has changed into nihilism,
and nihilism is as far as you can
go into a dead end. From there,
the way back is the way ahead.

The collectivism which has come
to full flower in the totalitarian
nations, which is growing in all
countries, including our own, is a
plague that reminds one of the
witchcraft mania of the sixteenth
and seventeenth centuries. How
was that disagreeable episode
transcended? Not by antiwitch
craft crusades nor by social pres
sures on behalf of civil rights for
witches; witchcraft crawled back
into the woodwork when it was
confronted by a quite different
tactic. Aldous Huxley, discussing
the period, says "the theologians
and inquisitors . . . by treating
witchcraft as the most heinous of
crimes, actuaHy spI'ead the beHefs
and fostered the practices which
they were trying so hard to re
press. By the beginning of the
eighteenth century witchcraft had
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ceased to be a serious social prob
lem. It died out, among other
reasons, because almost nobody
now bothered to repress it. For
the less it was persecuted the less
it was propagandized." A new un
derstanding of the nature of the
cosmos, a new world view, began
to gain acceptance in the eight
eenth century, and witchcraft,
finding no foothold in it, withered
on the vine.

Great Changes Come Slowly

History· has a number of great
turning points. We may not be
able to agree on matters of his
torical causation, but all students
are unanimous on one point: these
great changes were in the works
a long time before their effects
were manifested on the surface.

In Victor Hugo's great novel
Les Miserables there is a dra
matic account of the Battle of
Waterloo, after which Hugo re
flects on the cosmic dimensions of
that battle. "Why Napoleon's
Waterloo?" he asks, "Was it pos
sible that Napoleon should gain
this battle?" We answer No. Why?
Because of Wellington? Because
of Blucher? No; because of God!
Bonaparte victor at Waterloo
that was no longer according to
the laws of the nineteenth cen
tury. Another series of events was
preparing wherein Napoleon had
no further place... Napoleon had

been denounced in the infinite and
his downfall was resolved. He
bothered God. Waterloo is not a
battle; it is the universe changing
front."

A novelist may be allowed his
liberties, but Hugo's main point
is clear; every event on the sur
face of history has been manu
factured at a deeper level by hu
man initiative and intelligence co
operating with cosmic energies.

Whenever people of our general
persuasion get together to assess
the world scene the discussion
sounds like an inquest; things are
not going our way; the freedom
philosophy is in disrepute, and
things have fallen apart faster in
recent years than any of us would
ha ve dared predict. Judge the
events of our time from the news
paper or journalistic level and the
mood is despair. But we know on
second thought that many good
and important things are happen
ing at deeper levels. Probe below
the surface and there are signs of
hope. There are good things in the
pipeline, and also good people.

I t is difficult to assess the sig
nificance of contemporary events,
although wisdom after the event
is easy. Hindsight tells us that
the voyage of The Mayflower
three and a half centuries ago
was one of the most important
voyages in history, but few peo
ple of the time were even aware
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of it. It was just another trip for
the seamen involved, writes Wil
liam Baker, the naval architect
who designed the present May
flower after much research. Even
the name, Mayflower, was a com
mon one for merchant vessels in
the seventeenth century, and the
boats hired by the Pilgrims "were
merely common traders." Baker
researched the Port of London
records and traced the voyages of
"The Mayflower, Christopher
J ones, Master," from August,
1609, to October, 1621. There are
no entries for the year 1620. The
Port of London official deemed this
voyage to the New World not even
worth recording! Nor is the name
of their ship recorded by the men
of the Plymouth Colony until
1623. The celebrated Bradford
manuscript, written by the man
who governed Plymouth Planta
tion during most of its first thirty
six years, was missing for gen
erations and not published in full
until 1856. Several centuries went
by before the Pilgrims assumed
their rightful place in American
history.

A Vast New Outpouring

of the Literature of Freedom

The events that disturb us today
have been long in preparation; and
the events that will correct these
disturbances are in the making
right no\v. They are, for example,

in the books now being written
and read. There are now about one
hundred titles listed in the FEE
book catalogue. Apart from the
handful of classics, every book in
this list has been written since the
end of World War II! Almost as
many more books by brilliant lib
ertarian and. conservative think
ers have appeared during this
same quarter century which are
not included in the catalogue, and
the writers of our side continue
to provide a steady stream of ma
terial presenting the case for the
free society.

People on our side didn't write
these kinds of books during the
1850-1950 period; their creativity
went into other channels. They
were doing the work of the world
while the socialists were writing
the books. Our people were exem
plifying the accomplishments of a
society which at least gave lip
service to the ideals of freedom,
while the socialists were writing
millions of words to extol the
planned life and forming all kinds
of organizations to bring about a
collectivist order. Our forebears
probably believed that the free
way of life is its own rationale,
but it is not so. Good deeds are not
enough, we must supply a reason
\vhy. And that is just what is hap
pening today, as libertarian and
conservative literature pours off
the presses.
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The Inherent Stability of the Masses

There's something else below
the surface of today's events,
ready to be engaged in our cause,
and that is the solid core of de
cency and common sense in the
mass of men, covered over now
and again, confused, but waiting
to be enlisted. One often hears
the despairing question, How can
we win the masses back from
liberalism? That's not our prob
lem; the masses have never been
converted to liberalism! To be
come a real liberal you have to go
to graduate school! The average
man, the man in the street, is not
our problem. He may be mean,
shiftless, ignorant, and a wife
beater when drunk, but he is not
a collectivist and he is here by
the millions, waiting to pin his
emotions alongside the flag and
cheer for the home team. Cardinal
Newman was right: "There is al
ways in the multitude an ac
knowledgment of truths which
they themselves do not practice."

When our side gets good enough,
the multitudes will swarm in our
direction.

We have a real mess on our
hands, but no one can say it is
not richly deserved. For the past
couple of centuries we have bull
headedly made a wrong choice at
every opportunity. We have dis
carded the tried and true and let
ourselves be seduced by the myths
of an immanent utopia. We have
embraced phony values and fol
lowed phony leaders. And in con
sequence of our folly things are
in a bad way, but not as bad as
they might be. Things aren't as
bad as they would be if Reality
were neutral. It is our great good
fortune that the nature of things
is on our side, on the side of free
dom, that is; and it's the collec
tivists' tough luck that their pro
gram goes against the grain.
There are forces in us and in the
universe which make for growth
and cohesion; unobstructed they
make for liberty. Let's join 'em!

I)

IDEAS ON

LIBERTY

No Productionism, No Consumerism

CONSUMERISM is based upon productionism; before there can be
consumers there must first be producers. There's no better way to
serve consumers than to reward and encourage producers.

Regulations intended to restrain disservices become in them
selves the worst kind of disservice when they restrict the pro
ducers' freedoms to serve consumers and the consumers' freedom
to be served by the producers.

Taxes, more than anything else, keep consumers from ever get
ting their money's worth.

J. KESNER KAHN



GOOSE

OR

CITIZEN?

GRAHAM SCOTT

PERHAPS you've had an experience
like mine. You've been arguing
over socialism for about an hour
with someone, and you finally con
centrate all your powers of per
suasion on the proposition that
socialism will destroy individual
initiative. Then, without a mo
ment's delay, comes the socialist
rebuttal: "But we don't intend to
kill the goose that lays the golden
eggs."

Reassured? Fairly certain that
under socialism things won't be all
that bad? Well, think again.

(1) The promise, sincere as it
is, is simply that the goose that
lays the golden eggs will not be
killed. This is cold comfort if you
happen to be the goose in ques
tion. I mean, you might want to

The Reverend Mr. Scott is a minister of thE!
United Church of Canada and a doctoral can··
didate at the Universite de Strasbourg.

hatch one or two of those eggs,
but the only promise you've got is
that you won't be killed. Now by
the time you've spent most of
your life laying egg after egg,
death might just seem like a wel
come release, but there is this sin
cere promise that they won't kill
the goose that lays the golden eggs.
Some promise, some reassurance!

(2) The promise is also that
the goose that lays the golden eggs
will not be killed. You might ask
yourself if you are a goose or a
citizen. Are you satisfied with be
ing treated like a bird whose fate
is decided for him, or would you
rather be regarded as a man? You
know, when people start talking
about you as if you were an ani
mal, you'd better let them know
that you're a human being, free
and responsible by nature. You're
no man's creature; and although

725
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you don't produce golden eggs,
whatever you do produce belongs
to you by right.

(3) The socialist promise in
cludes this business of not killing
the goose that lays the golden eggs.
Now a goose lays eggs because
that's its nature, and I suppose
the goose that lays golden eggs
does that by nature too. But your
professional or entrepreneurial
skills do not come naturally. If
they did, we'd all be millionaires
overnight. In fact, professional
and entrepreneurial skills come
from the hard work called learn
ing and from a lot of persistence
when the going gets rough, not to
mention the self-control and intel
lectual judgment that are essen
tial for any successful enterprise.
Although most people are capable
of learning, persistence, self-con
trol, and good judgment, the fact

Alexander Hamilton

is that there are those who could
but don't and there are those who
do. This difference is usually that
of extraordinary effort. Those who
do, make the effort; those who
could but don't, do not make the
effort. And to make an extraordi
nary effort a man needs an incen
tive, and the less the incentive the
less effort a man will make.

(4) Not being killed is sorry
compensation for the kind of ef
fort required to learn and to prac
tice professional and entrepre
neurial skills. In a free society it
is no reward at all, because free
men expect a positive reward for
their efforts, not the negative as
surance that they won't be done
away with. In other \vords, the
goose that lays the golden eggs
may be just a fairy tale, but being
treated like one in real life is defi
nitely for the birds. ~

IDEAS ON

LIBERTY

THE SACRED RIGHTS of mankind are not to be rummaged for among

old parchments or musty records. They are written as with a sun

beam, in the whole volume of human nature, by the hand of Divin

ity itself, and can never be erased or obscured by human power.

This is what is called the law of nature, which being coeval with

mankind and dictated by God himself, is, of course, superior in

obligation to any other. No human laws are of any validity if con

trary to this. It is binding over all the globe, in all countries, and

at all times.



Private Property, Public Purpose

HENRY HAZLITT

THE SOCIALISTS and communists
propose to cure poverty by seizing
private property, particularly
property in the means of produc
tion, and turning it over to be
operated by the government.

What the advocates of all expro
priation schemes fail to realize is
that property in private hands
used for the production of goods
and services for the market is al
ready for all practical purposes
public wealth. It is serving the
public just as much as - in fact,
far more effectively than - if it
were owned and operated by the
government.

Suppose that a single rich man
were to invest his capital in a rail··
road owned by himself alone. He
could not use this merely to trans·-

Henry Hazlitt is well-known to FREEMAN
readers as author, columnist, editor, lecturer',
and practitioner of freedom. This article will
appear as a chapter in a forthcoming book,
The Conquest of Poverty, to be published by
Arlington House.

port his own family and their per
sonal goods. That would be ruin
ously wasteful. If he wished to
make a profit on his investment,
he would have to use his railroad
to transport the p~blic and their
goods. He would have to devote
his railroad to a public use.

And unlike a government
agency, the private owner is
obliged by self-preservation to try
to avoid losses, which means that
he is forced to run his railroad
economically and efficiently. And
also unlike a government agency,
the private capitalist is nearly
always obliged to face competi
tion - which means to make the
services he provides or the goods
he sells superior or at least
equal to those provided by his com
petitors. Therefore the private
capitalist normally serves the pub
lic far better than the government
could if it took over his property.

727
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Looked at from the standpoint of
the service they provide, the pri
vate railroads today are worth
vastly more to the public than to
their owners.

Though socialists chronically
fail to understand it, there is noth
ing original in the theme just
stated. It was hinted at in Adam
Smith:

Every individual is continually ex
erting himself to find out the most
advantageous employment for what
ever capital he can command. It is
his own advantage, indeed, and not
that of the society, which he has in
view. But the study of his own ad
vantage naturally, or rather neces
sarily leads him to prefer that em
ployment which is most advantageous
to the society.l

At another point Adam Smith
was even more explicit:

Every prodigal appears to be a
public enemy, and every frugal man
a public benefactor.... The princi
ple which prompts to save, is the
desire of bettering our condition....
An augmentation of fortune is the
means by which the greater part of
men propose and wish to better
their condition. . . . And the most
likely way of augmenting their for
tune, is to save and accumulate some
part of what they desire.... [The
funds they accumulate] are destined
for the maintenance of productive

1 Wealth of Nations (1776), Bk. IV,
Ch. II.

labor.... The productive powers of
the same number of laborers cannot
be increased, but in consequence
either of some addition and improve
ment to those-machines and instru
ments which facilitate and abridge
labor; or of a more proper division
and distribution of employment. In
either case an additional capital is
almost always required.2

In the history of economic
thought, however, it is astonishing
how much this truth was neglected
or forgotten, even by some of
Smith's most eminent successors.
But the theorem has been revived,
and some of its corollaries more
explicitly examined, by several
writers in the present century.

How Henry Ford Profitably

Served the Public

One of them was George E.
Roberts, director of the U. S. Mint
under three Presidents, who was
responsible for the Monthly Eco
nomic Letter of the National City
Bank of New York from 1914 until
1940.

An example often cited by
Roberts was Henry Ford and his
automobile plant. Roberts pointed
out in the July letter of 1918 that
the portion of the profits of Henry
Ford's automobile business that he
had invested in the development
and manufacture of a farm tractor
was not devoted to Ford's private

2 Ibid., Bk. II, Ch. III.
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wants; nor was that portion which
he invested in furnaces for mak
ing steel; nor that portion invested
in workingmen's houses. "If Henry
Ford had exceptional talent for
the direction of large productive
enterprises the public had no rea
son to regret that he had an in
come of $50,000,000 a year with
which to enlarge his operations. If
that income came to him because
he had a genius for industrial
management, the results to the
public were probably larger than
they would have been if the $50,
000,000 had been arbitrarily dis
tributed at 50 cents per head to
all the [then, 1918] population of
the country."

In brief, only that portion of his
income which the owner spends
upon himself and his dependents
is devoted to him or to them. All
the rest is devoted to the public
as completely as though the title
of ownership was in the state. The
individual may toil, study, con
trive, and save, but all that he
saves inures to others.

But the Ford Motor Company,
from the profits of which the
original owner drew so little for
his own personal needs, is not a
unique example in American busi
ness. Perhaps the greater part of
private profits are today reinvested
in industry to pay for increased
production and service for the
public.

Profits After Taxes Average

4 Per Cent of Sales

Let us see what happened, for
example, to all the corporate prof
its in the United States in 1968,
fifty years after George Roberts
was writing about the Ford Com
pany. These aggregate net profits
amounted before taxes to a total
of $88.7 billion (or one-eighth of
the total national income in that
year of $712.7 billion).

Out of these profits the corpora
tions had to pay 46 per cent, or
$40.6 billion, to the government in
taxes. The public, of course, got
directly whatever benefit these
provided. Corporate profits after
taxes then amounted to $48.2 bil
lion, or less than 7 per cent of the
national income.

These profits after taxes, more
over, averaged only 4 cents for
every dollar of sales. This meant
that for every dollar that the cor
porations took in from sales, they
paid out 96 cents - partly for
taxes, but mainly for wages and
for supplies from others.

But by no means all of the $48.2
billion earned after taxes went to
the stockholders of the corpora
tions in dividends. More than half
- $24.9 billion - was retained or
reinvested in the business. Only
$23.3 billion went to the stock
holders in dividends.

There is nothing untypical in
these 1968 corporate reinvestment
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figures. In everyone of the six
years preceding 1968 the amount
of funds retained for reinvestment
exceeded the total amount paid out
in dividends.

Moreover, even the $25 billion
figure understates corporate re
investment in 1968. For in that
year the corporations suffered
$46.5 billion depreciation on their
old plant and equipment. Nearly
all of this was reinvested in re
pairs to old equipment or to com
plete replacement. The $24.9 bil
lion represented reinvestment of
profits in additional or greatly im
proved equipment.

And even the $23.3 billion that
finally went to stockholders was
not all retained by them to be spent
on their personal consumption. A
great deal of it was reinvested in
new enterprises. The amount is not
precisely ascertainable; but the
U. S. Department of Commerce
estimates that total personal sav
ings in 1968 exceeded $40 billion.

Thus because of both corporate
and personal saving, an ever-in
creasing supply is produced of
finished goods and services to be
shared by the American masses.

In a modern economy, in brief,
those who save and invest can
hardly help but serve the public.
As Mises has put it: "In the mar
ket society the proprietors of capi
tal and land can enj oy their prop
erty only by employing it for the

satisfaction of other people's
wants. They must serve the con
sumers in order to have any ad
vantage from what is their own.
The very fact that they own means
of production forces them to sub
mit to the wishes of the public.
Ownership is an asset only for
those who know how to employ it
in the best possible way for the
benefit of the consumers. It is a
social function."3

It follows from this that the
rich can do the most good for the
poor if they refrain from ostenta
tion and extravagance, and if in
stead they save and invest their
savings in industries producing
goods for the masses.

F. A. Harper has gone so far as
to write: "Both fact and logic
seem to me to support the view
that savings invested in privately
owned economic tools of produc
tion amount to an act of charity.
And further, I believe it to be
as a type - the greatest economic
charity of all."4

Professor Harper supports this
view by quoting, among others,
from Samuel Johnson, who once
said: "You are much surer that
you are doing good when you pay

3 Ludwig von Mises, Human Action
(Third Revised Edition; Chicago: Henry
Regnery Co., 1966), p. 648.

4 "The Greatest Economic Charity."
Essay in symposium On Freedom and
Free Enterprise, Mary Sennholz, ed. Van
Nostrand, 1956), p. 99.
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money to those who work, as a
recompense of their labor, than
when you give money merely in
charity."5
, So, saving and sound investment
are by far the most important
means by which the rich can con
fer benefits on the poor.

Saving and Investment

This theme has found expres
sion in this century by a deplor
ably small number of writers. One
of the most persuasive was Hart
ley Withers, a former editor of
the famous London Economist
who published an ingratiatin~
little book in 1914, a few weeks
before the outbreak of the First
World War, called Po verty and
vVaste. ti The contention of his book
is that when a wealthy man
spends money on luxuries he
causes the production of luxuries
and so diverts capital, energy,
and labor from the production of
necessaries, and so makes neces
saries scarce and dear for the
poor. \Vithers does not ask him

... to giv~ his money away, for he
would probably do more harm than
good thereby, unless he did it very
carefully and skilfully; but only to
invest part of what he now spends

5 James Boswell, The Life of Samuel
Johnson (Boston: Charles E. Lauriat Co.,
1925). Vol. II, p. 636.

6 (London: Smith, Elder, 1914; Second,
Revised Edition, John Murray, 1931.)

on luxuries so that more capital may
be available for the output of neces
saries. So that by the simultaneous
process of increasing the supply of
capital and diminishing the demand
for luxuries the wages of the poor
may be increased and the supply of
their needs may be cheapened; and
he himself may feel more comfort
able in the enjoyment of his income.7

Yet in spite of the authority of
the classical economists and the
inherent strength of the argu
ments for saving and investment,
the gospel of spending has an
even older history. One of the
chief tenets of the "new econom
ics" of our time is that saving is
not only ridiculous but the chief
cause of depressions and unem
ployment.

Adam Smith's arguments for
saving and investment were at
least partly a refutation of some
of the mercantilist doctrines thriv
ing in the century before he wrote.
Professor Eli Heckscher, in his
M ercant,ilism (2 vol., 1935),
quotes a number of examples of
\vhat he calls "the deep-rooted be
lief in the utility of luxury and
the evil of thrift. Thrift, in fact,
was regarded as the cause of un
employment, and for two reasons:
in the first place, because real in
come was believed to diminish by
the amount of money which did
not enter into exchange, and sec-

7 Poverty and Waste, p. 139.



732 THE FREEMAN December

ondIy, because saving was believed
to withdraw money from circula
tion."8

An· example of· how persistent
these fallacies were, long after
Adam Smith's refutation, is found
in the words that the sailor
turned-novelist, Captain Marryat,
put into the mouth of his hero,
Mr. Midshipman Easy, in his novel
by that name published in 1836:

The luxury, the pampered state,
the idleness - if you please, the
wickedness - of the rich, all contrib
ute to the support, the comfort, and
the employment of the poor. You
may behold extravagance - it is a
vice; but that very extravagance
circulates money, and the vice of one
contributes to the happiness of many.
The only vice which is not redeemed
by producing commensurate good, is
avarice.

Mr. Midshipman Easy is sup
posed to have learned this wisdom
in the navy, but it is almost an
exact summary of the doctrine
preached in Bernard Mandeville's
Fable of the Bees in 1714.

Luxury Spending

Now though this doctrine is
false in its attack on thrift, there
is an important germ of truth in
it. The rich can hardly prevent
themselves from helping the poor
to some extent, almost regardless
of how they spend or save their

8 Vol. ii, p. 208.

money. So far from the wealth of
the rich being the cause of the
poverty of the poor, as the imme
morial popular fallacy has it, the
poor are made less poor by their
economic relations with the rich.
Even if the rich spend their money
foolishly and wastefUlly, they give
employment to the poor as serv
ants, as suppliers, even as pand
ers to their vices. But what is
too often forgotten is that if the
rich saved and invested their
money they would not only give
employment to just as many peo
ple producing capital goods, but
that as a result of the reduced
costs of production and the in
creased supply of consumer goods
which this investment brought
about, the real wages of the work
ers and the supply of goods and
services available to them would
greatly increase.

What is also forgotten by the
defenders of luxury spending is
that, though it improves the con
dition of the poor who cater to it,
it also increases their dissatisfac
tion, unrest, and resentment. The
result is increased envy of, and
sullenness toward, those who are
making them better off.

The first eminent economist who
attempted to refute Adam Smith's
proposition that "every prodigal
appears to be a public enemy, and
every frugal man a public bene
factor" was Thomas R. Malthus.
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Malthus's objections were partly
well taken and partly fallacious.
I have examined them rather fully
in another place; 9 and I shall con
tent myself here with quoting a
few lines from the answer that a
greater economist than Malthus,
David Ricardo, made at the time
(circa 1814-21):

Mr. Malthus never appears to re
member that to save is to spend, as
surely as what he exclusively calls
spending.... I deny that the wants
of consumers generally are diminished
by parsimony - they are transferred
with the power to consume to an
other set of consumers.l0

John Maynard Keynes

We have yet to discuss the views
of the most influential opponent
of saving in our time - John
Maynard Keynes.

I t is widely believed, especially
by his disciples, that Lord Keynes
did not condemn saving until, in a
sudden vision on his road to Da
mascus, the truth flashed upon
him and he published it in The
General Theory of Employment,
Interest, and Money in 1936. All
this is apocryphal. Keynes dispar
aged saving almost from the be
ginning of his career. He was
warning his countrymen in a

9 The Failure of the "New Economics"
(Van Nostrand, 1959), pp. 40-43 and
355-362.

10 Notes on Malthus (Sraffa edition),
p. 449 and p. 309.

broadcast address in January,
1931, that "whenever you save five
shillings, you put a man out of
work for a day." And long before
that, in his Economic Conse
quences of the Peace, published in
1920, he was writing passages like
this:

The railways of the world which
[the nineteenth century] built as a
monument to posterity, were, not less
than the Pyramids of Egypt, the
work of labor which was not free to
consume in immediate enjoyment the
full equivalent of its efforts.

Thus this remarkable system de
pended for its growth on a double
bluff or deception. On the one hand
the laboring classes accepted from
ignorance or powerlessness, or were
compelled, persuaded, or cajoled by
custom, convention, authority, and the
well-established order of Society into
accepting, a situation in which they
could call their own very little of the
cake that they and Nature and the
capitalists were cooperating to pro
duce. And on the other hand the cap
italist classes were allowed to call the
best part of the cake theirs and were
theoretically free to consume it, on
the tacit underlying condition that
they conSUll1ed very little of it in
practice. The duty of "saving" be
came nine-tenths of virtue and the
growth of the cake the object of true
religion. There grew round the non
consunlption of the cake all those
instincts of puritanis111 which in other
ages has withdrawn itself from the
world and has neglected the arts of
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production as well as those of enjoy
ment. And so the cake increased; but
to what end was not clearly contem
plated. Individuals would be exhorted
not so much to abstain as to defer,
and to cultivate the pleasures of se
curity and anticipation. Saving was
for old age or for your children; but
this was only in theory - the virtue
of the cake was that it was never to
be consumed, neither by you nor by
your children after you. (pp. 19-20.)

This passage illustrates the ir
responsible flippancy that runs
through so much of Keynes's work.
It was clearly written tongue-in
cheek. In the very next sentences
Keynes made a left-handed retrac
tion: "In writing thus I do not
necessarily disparage the practices
of that generation. In the uncon
scious recesses of its being Society
knew what it was about," etc.

Yet he let his derision stand to
do its harm.

If we accepted Keynes's original
passage as sincerely written, we
would have to point out in reply:
(1) The railways of the world can
not be seriously compared with the
pyramids of Egypt, because the
railways enormously improved the
production, transportation, and
availability of goods and services
for the masses. (2) There was no
bluff and no deception. The work
ers who built the railroads were
perfectly "free" to consume in im
mediate enjoyment the full equiva-

lent of their efforts. It was the
capitalist classes that did nearly
all the saving, not the workers.
(3) Even the capitalist classes did
consume most of their slice of the
cake; they were simply wise
enough to refrain from consuming
all of it in the same year as they
baked it.

This point is so fundamental,
and both Keynes and his disciples
have so confused themselves and
others with their mockery and in
tellectual somersaults, that it is
worth making the matter plain by
constructing an illustrative table.

Results in Ruritania:
A Larger IICakeli

Let us assume that in Ruritania,
as a result of net annual saving
and investment of 10 per cent of
output, there is over the long run
an average increase in real pro
duction of 3 per cent a year. Then
the picture of economic growth we
get over a ten-year period runs
like this in terms of index num
bers:

Total Consumers' Capital
Year Production Goods Goods

First 100 90 10
Second 103 92.7 10.3
Third 106.1 95.5 10.6
Fifth 112.5 101.3 11.2
Tenth 130.5 117.5 13.0

(These results do not differ too
widely from what has been hap-
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pening in recent years in the
United States.)

What this table illustrates is
that total production in Ruritania
increases each year because of the
net saving (and consequent in
vestment), and would not increase
without it. The saving is used year
after year to increase the quantity
and improve the quality of exist
ing machinery or other capital
equipment, and so to increase the
output of both consumption and
capital goods.

Each year there is a larger and
larger "cake." Each year, it is
true, not all of the currently pro
duced cake is consumed. But there
is no irrational or cumulative con
sumer restraint. For each year a
larger and larger cake is in fact
consumed; until even at the end
of five years (in our illustration),
the annual consumers' cake alone
is equal to the combined pro
ducers' and consumers' cakes of
the first year. Moreover, the capi
tal equipment, the ability to pro
duce goods, is now 12 per cent
greater than in the first year. And
by the tenth year the ability to
produce goods is 30 per cent
greater than in the first year; the
total cake produced is 30 per cent
greater than in the first year, and
the consumers' cake alone is more
than 17 per cent greater than the
combined consumers' and pro
ducers' cakes in the first year.

No Allowances for Depreciation

There is a further point to be
taken into account. Our table is
built on the assumption that there
has been a net annual saving and
investment of 10 per cent a year;
but in order to achieve this Ruri
tania will probably have to have
a gross annual saving and invest,
ment of, say, twice as much, or
20 per cent, to cover the repairs,
depreciation··and deterioration tak
ing place every year in housing,
roads, trucks, factories, equip
ment. This is a consideration for
which no room can be found in
Keynes's simplistic and mocking
cake· analogy. The same kind of
reasoning which would make it
seem silly to save for new capital
would also make it seem silly to
save enough even to replace old
capital.

In a Keynesian world, in which
saving was a sin, production would
go lower and lower, and the world
would get poorer and poorer.

In the illustrative table I have
by implication assumed the long
run equality of saving and invest
ment. Keynes himself shifted his
concepts and definitions of both
saving and investment repeatedly.
In his General Theory the discus
sion of their relation is hopelessly
confused. At one point (p. 74) he
tells us that saving and invest
ment are "necessarily equal" and
"merely different aspects of the
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same thing." At another point (p.
21) he is telling us that they are
"two essentially different activi
ties" without even a "nexus."

Produce, Save, Invest

Let us, putting all this aside,
try to look at the matter both
simply and realistically. Let us
define saving as an excess of pro
duction over consumption; and let
us define investment as the employ
ment of this unconsumed excess to
create additional means of produc
tion. Then, though saving and in
vestment are not always neces
sarily equal, over the long run they
tend to equality.

New capital is formed by pro
duction combined with saving. Be
fore there can be a given amount
of investment, there must be a pre
ceding equal amount of saving.
Saving is the first half of the ac
tion necessary for more invest
ment. "To complete the act of
forming capital it is of course
necessary to complement the nega
tive factor of saving with the posi
tive factor of devoting the thing
saved to a productive service....
[But] saving is an indispensable
condition precedent of the forma
tion of capital."ll

Keynes constantly deplored sav-

11 Eugen von Bohm-Bawerk, Positive
Theory of Capital, 1891 (South Holland,
Ill.: Libertarian Press, 1959), pp. 104,
118.

ing while praIsIng investment,
persistently forgetting that the
second was impossible without the
first.

Of course it is most desirable
economically that whatever is
saved should also be invested, and
in addition invested prudently and
wisely. But in the modern world,
investment follows or accompanies
saving almost automatically. Few
people in the Western world foday
keep their money under the floor
boards. Even the poorer savers put
their money out at interest in
savings banks; and those banks
act as intermediaries to take care
of the more direct forms of in
vestment. Even if a man keeps
a relatively large sum in an in
active checking deposit, the bank
in which he keeps it, trying al
ways to maximize its profits or to
minimize losses, seeks to keep
itself "fully loaned up" - that is,
with close to the minimum neces
sary cash reserves. If there is in
sufficient demand at the time for
commercial loans, the bank will
buy Treasury bills or notes. The
result in the United States, for
example, is that a bank in New
York or Chicago would normally
lend out five-sixths of the "hoard
er's" deposit; and a "country
bank" would lend out even more
of it.

Of course, to repeat, a saver can
do the most economic good, both
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for himself and his community,
if he invests most of his savings,
and invests them prudently and
wisely. But - contrary to the the
ories of the mercantilists and the
Keynesians - even if he "hoards"
his savings he may often penefit
both himself and the community
and at least under normal condi
tions do no harm.

To understand more clearly why
this is so it may be instructive to
begin by distinguishing between
three kinds of (or motives for)
saving, and three groups of savers
-roughly the poor, the middle

class, and the wealthy.

Rent-day Saving

Let us call the most necessary
kind, which even the poorest must
practice, "rent-day saving." Men
buy and pay for things over dif
ferent time periods. They buy and
pay for food, for the most part,
daily. They pay rent weekly or
monthly. They buy major articles
of clothing once or twice a year.
A man who earns $10 a day can
not afford to spend $10 a day on
food and drink. He can spend on
them, say, not more than $6 a
day, and must put aside $4 a day
from which to payout part at the
end of the month for rent, light,
and heat, and another part for a
winter overcoat at the end of six
months, and so on. This is the
kind of saving necessary to ensure

one's ability to spend throughout
the year. "Rent-day saving" can
symbolize all the saving necessary
to pay for regularly recurrent and
unavoidable living expenses. Ob
viously this kind of saving, sus
tained only for weeks or a season,
is not cumulative and can in no
circumstances be held responsible
for business depressions. It is ut
ter irresponsibility to ridicule it.

Rainy-day Saving Can't
Cause Depression

The next kind of saving, which
applies especially to the middle
classes, or moderately well off, is
what we may call "rainy-day sav
ing." This is saving against such
possible contingencies as loss of a
job, illness in the family, death of
the breadwinner, or the like.

It is this "rainy-day saving"
that the Keynesians most deplore,
and from which they fear the
direst consequences. Yet even in
extreme cases it does not, except
in very special cyclical circum
stances, tend to bring about any
depression or economic slowdown.

Let us consider, for example, a
society consisting entirely of
"hoarders" and "misers." They
are hoarders and misers in this
sense : that they all assume they
are going to live till 70 but will
be forced to retire at 60; and they
want to have as much to spend in
each of their last ten years as in
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their 40 working years from 20
to 60. This means that each family
will save one-fifth of its annual in
come over 40 years in order to
have the same amount to spend in
each of its final ten years.

Weare deliberately assuming
the extreme case, so let us assume
that the money saved is not in
vested in a business or in stocks
or bonds, is not even put in a
savings bank, earns no interest,
but is simply "hoarded."

This of course would permit no
economic improvement whatever,
but if it were the regular perma
nent way of life in that commun
ity, at least it would not lead to a
depression. The people who re
frained from buying a certain
amount of consumers' goods and
services would not be bidding up
their prices; they would simply
be leaving them for others to buy.
If this saving for old age were
the regular and expected way of
life, and not some sudden unan
ticipated mania for saving, the
manufacturers of consumer goods
would not have produced an over
supply to be left on their hands;
the older people in their seventh
decade would in fact be spending
more than similarly aged people
in a "spending" society, and the
unspent savings of those who died
would revert to the spending
stream. Over a long period, year
by year, there would be just as

much spent as in a "spending"
society.

Let us remember that money
saved, in an evenly-rotating econ
omy, where there is neither mone
tary inflation nor deflation, does
not go out of existence. Savings,
even when they are not invested
in production goods, are merely
deferred or postponed spending.
The money stays somewhere and
is always finally spent. In the long
run, in a society with a relatively
stable ratio between hoarders and
spenders, savings are constantly
coming back into the spending
stream, through old-age spending
or through deaths, keeping the
stream at an even flow.

What we are trying to under
stand is merely the effect of sav
ing per se, and not of sudden and
unanticipated changes in spending
and saving. Therefore we are ab
stracting from the effects pro
duced by unexpected changes in
spending and saving or changes
in the stock of money. If even a
heavy amount of saving were the
regular way of life in a commun
ity, the relative production and
prices of consumers' and pro
ducers' goods would already be ad
j usted to this. Of course, if a de
pression sets in from some other
cause, and the prices of securi
ties and of goods begin to fall, and
people suddenly fear the loss of
their jobs, or a further fall in
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prices, this may lead to a massive
and unanticipated increase in sav
ing (or more exactly in nonspend
ing) and this may of course in
tensify a depression already begun
from other causes. But depres
sions cannot be blamed on regular,
predictable, anticipated saving.

Some readers may contend that
I have not yet imagined the most
extreme case of saving - a society,
say, all the members of which per
petually save more than half as
much as they earn, and keep sav
ing, not for old age, or for any
reasonable contingency, but sim
ply because of a "religion" of sav
ing. In brief, these would be the
cake nonconsumers of Keynes's
satire. But such an imaginary so
ciety involves a contradiction of
assumptions. If the members of
that society intended always to
live at their existing modest or
even mean level, why would they
keep exerting themselves to pro
duce more than they ever expected
to consume? That would be patho
logic to the point of insanity.
Keynes's allegory of the extent of
supposed nineteenth century thrift
was surely his own hallucination.

Capitalistic Saving for

Investment in Industry

We come finally to the third type
of saving - what we may call "cap
italistic" saving. This is saving
that is put aside for investment

in industry-either directly, or in
directly in the form of savings
bank deposits. It is saving that
yields interest or profits. The
saver hopes, in his old age or even
earlier, to live on the income
yielded by his investments rather
than by consuming his saved capi
tal.

This type of "capitalistic" sav
ing was until recently confined to
the very rich. Indeed, even the
very rich were not able to take ad
vantage of this type of saving un
til the modern development of
banks and corporations. As late
as the beginning of the eighteenth
century we hear of London mer
chants on their retirement taking
a chest of gold coin with them to
the country with the intention of
gradually drawing on that hoard
for the rest of their lives.l.:.? Today
the greater part even of the Amer
ican middle classes, however, en
joy the advantage of capitalistic
saving.

To sum up. Contrary to age-old
prejudices, the wealth of the rich
is not the cause of the poverty of
the poor, but helps to alleviate
that poverty. No matter whether
it is their intention or not, almost
anything that the rich can legally

12 F. A. Hayek, Profits, Interest and
Investment (London: George Routledge,
1939), pp. 162-163. See also the numerous
cases mentioned in G. M. Trevelyan's
English Social History (David McCay,
1942) .
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do tends to help the poor. The
spending of the rich gives employ
ment to the poor. But the saving
of the rich, and their investment
of these savings in the means of
production, gives just as much em
ployment, and in addition makes
that employment constantly more
productive and more highly paid,
while it also constantly increases
and cheapens the production of
necessities and amenities for the
masses.

The rich should of course be
directly charitable in the conven-

tional sense, to people who be
cause of illness, disability, or other
misfortune cannot take employ
ment or earn enough. Conventional
forms of private charity should
constantly be extended. But the
most effective charity on the part
of the rich is to live simply, to
avoid extravagance and ostenta
tious display, and to save and in
vest so as to provide more people
with increasingly productive jobs,
and to provide the masses with an
ever-greater abundance of the
necessities and amenities of life.

t)

GEORGE HAGEDORN-------------------~---.

Uses of Ignorance

SOME TIME AGO in Washington,
this writer gave a talk at a meet
ing of fellow economists, in which
a somewhat unusual course of ac
tion was suggested. I will state it
at this point and ask you to re
strain your initial indignation.

My recommendation was this:
Business economists ought, at this
stage of history, to seize aggres-

Mr. Hagedorn is Vice-President and Chief Econ
omist of the National Association of Manufac
turers. This column appeared in NAM Reports,
September 7, 1970.

sively all opportunities for assert
ing the1:r own ignorance.

I start from the premise that
economists have a vast fund of ig
norance to exploit. There are im
portant items of factual informa
tion we do not have, there are
critical relationships we do not
understand, and there are poten
tialities for the future that we
are not aware of.

Economists are generally well
aware of the limitations of their
knowledge. And they do not ordi-



1970 USES OF IGNORANCE 741

narily conceal it from the non
economists with whom they deal.
But their statements of their own
ignorance tend to be apologetic
confessions, whereas my recom
mendation is that they should be
aggressive assertions.

The inability of economists to
know certain important things is
itself a fact of great significance.
We economists are probably the
people best qualified to analyze
the implications, for company ac
tion and for government policy,
of our own ignorance. We should
strive to make our lack of knowl
edge a part of the positive con
tent of decision-making, rather
than a sad apologetic footnote to
it. This is what I mean by an ag
gressive assertion of ignorance.

I have in past writings occa
sionally ventured the opinion that
much of the economic forecasting
that is done in the ordinary way
is not only useless but harmful.
Decision-making is an inescapable
necessity in business operations,
but forecasting is not. Any deci-,
sion has to be made in the light of
relevant facts which are known,
but also in recognition of what is
unknown and perhaps unknow··
able. The worst thing the econ··
omist can do for the decision-·
maker is to obscure the line be··
tween what is known and what is
unknown.

This is almost exactly what is

done in the customary procedures
of forecasting. The economist,
fully aware of his own limita
tions, feels obliged simply "to do
the best he can" in providing fore
casts of anything his principals
want forecasted.

Especially in Political Affairs

I also believe that a more ag
gressive assertion by economists
of ignorance is desirable in the
formulation of national economic
policies. The fine-tuning approach
to monetary and fiscal policy
would, of course, be fully justified
if our knowledge of the changing
economic situation were always
complete. But if our explanations
of the limitations in our knowl
edge are apologetic, rather than
aggressive, we are not likely to
deter policy makers from the fine
tuning approach.

An aggressive assertion of our
ignorance, and an analytic explo
ration of its consequences, leads
howeve'r to a rej ection of the fine
tuning approach altogether. The
decision-making strategy which
takes full account of ignorance
leads in the direction of maintain
ing a relatively steady posture in
fiscal and monetary policy.

National policy in regard to the
balance of payments is a prime
example of how an ,aggressive
assertion of ignorance can be of
great help. I speak feelingly on
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this subject because my own fund
of ignorance on it is so large.
Furthermore, I am proud of the
fact that I came by my ignorance
the hard way - through long study
which revealed that most of what
I knew about the balance of pay
ments wasn't so. An aggressive
assertion of ignorance on the
"balance of payments problem"
(whatever that may be) would
have led to better national policy
decisions in that area than we
have in fact had.

Unknowable in Principle,
Unworkable in Practice

One logical reaction from econ
omists to my emphasis on igno
rance may be to advocate more
and bigger programs of research
to fill in the knowledge gaps. I
don't mean to argue against this
approach but I do have reserva
tions about its fruitfulness. Much
of what we would like to know is,
I think, not only unknown in prac
tice but unknowable in principle.

The reason I say this is that

Wisdom and the Law

there seems to me to be an in
herent contradiction in the belief
that we ever can know certain
things. For example, if we ever
became able to predict the large
and sudden changes in the inven
tory situation that are occasional
ly recorded, they would cease to
happen.

Perhaps what is needed in eco
nomics is an equivalent of the
Heisenberg principle of uncer
tainty in physics. This kind of
precise definition of what we can
know and can't know would, I
believe, be a most notable contri
bution to our science and a most
helpful guide to practitioners of
our art.

All this shouldn't be too shock
ing and it may even be trite. If
economists really knew what they
are supposed (by others and some
times by themselves) to know,
there would be a good case for a
centrally planned economy. We
can save society from that fate by
asserting our ignorance aggres
sively. ~

IDEAS ON

LIBERTY

IF CIRCUMSPECTION and caution are a part of wisdom when we
work only upon inanimate matter, surely they become a part of
duty too, when the subject of our demolition and construction is
not brick and timber but sentient beings.... The true lawgiver
ought to have a heart full of sensibility. He ought to love and
respect his kind, and to fear himself.

EDMUND BURKE, Reflections on the
Revolution in France (1790)
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Throttling the Bailroads

The Grip
of the Unions

GOVERNMENT throttled the rail
roads in three ways mainly. In
the first place, restrictive regula
tion took away crucial managerial
authority from the railroads and
vested it in the Interstate Com
merce Commission. This was sup
plemented, in turn, by various
legislative inhibitions of general
application. In the second place,
government subsidized and other
wise privileged competitive means
of transport. In the third place,
government fostered the organi
zation of railway unions and aided
them in various ways in circum
scribing and hamstringing the use

Dr. Carson is a frequent contributor to THE
FREEMAN and other journals and the author
of several books, his latest being The War on
the Poor (Arlington House, 1969). He is
Chairman of the Social Science Department at
Okaloosa-Walton College in Florida.

of rail facilities. The first two of
these interventions have already
been covered. It is time now to
examine the grip of the labor
unions on the railroads.

Labor unions, in general, are
organized to get higher wages
and improve the working condi
tions of their members. To do
this, they attempt to take the de
termination of these conditions out
of the market place and have them
determined by negotiation with
the employer who negotiates un
der the threat that he will be
denied access to any workers if he
does not comply with their de
mands. The economic impact of
this intervention extends outward
to effect with varying degrees
four distinct groupings of people.
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Effects of Labor Union Activity

on People

Those who are apt to be most
directly affected by labor union
activity are other potential work
ers for an employer. They are
most likely to be the ones against
whom threats and violence are
used if there is a strike - and if
the employer attempts to operate
the struck facility. Other work
ers are the ones, also, who are
denied the opportunity for jobs
which they might have if unions
did not prevent them from being
employed. More broadly, if unions
succeed in getting higher wages
and better conditions than they
would otherwise have got, they do
so by reducing the number who
can be employed in that undertak
ing, as a rule. The general impact
is either to reduce the number
who can be employed or reduce
the wages and working conditions
of some of those employed, or
both.

Less directly, labor union activ
ity is aimed at employers (though
union rhetoric suggests that they
are the primary target). Employ
ers are not usually the victims of
threats and violence, but this
does not mean that they may not
suffer. They may and do suffer
during a strike by sabotage, by
additional charges incurred in at
tempting to protect and maintain
facilities, by having to go to the

trouble and expense of training
new employees, or by being un
able to operate their facilities and
provide goods and services with
all the train of disadvantages that
may follow from that.

Labor union activity may, in
the third instance, have effects
which reach through to all of us
as consumers. This is so, obvi
ously, when a prolonged strike cuts
off goods and services which we
could otherwise have had. It is
so, too, when labor costs are raised
so that goods and services are
made more expensive. In this case,
the consumer may shift to substi
tutes or reduce his consumption
of the goods or services involved.

The fourth effect is rarely, if
ever, discussed and has not, to my
knowledge, had any careful em
pirical studies made which would
tend to verify it. Yet it is an
effect which can be reasonably
adduced and which much evidence
that is common knowledge tends
to support. The effect I have in
mind is on those who work in and
use the facilities of employers
whose employees are extensively
organized into unions. Those fa
cilities are likely to show the
effects of the tampering with the
market which produces an imbal
ance in capital outlay. If an em
ployer has to pay higher wages
for shorter hours, if his workers
attain various perquisites which
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hamper their use, if he must still
compete with others in providing
the goods and services, if he must
compete for money with other
users, then something has to give
if he is to operate successfully.
That something will quite often
be the appearance, style, and qual
ity of his facilities.

I noted in an earlier chapter
that railroad facilities are fre
quently rundown, that freight and
passenger stations are often de
crepit and in poor state of repair,
that passenger cars are old and
dirty, and that facilities in gen
eral are below the standard in
other fields. Railroads have obvi
ously skimped in expenses for
facilities in order to meet other
outlays. This, in turn, has had a
rather predictable effect on em
ployee morale, and helps to ac
count for surly and desultory
service. In one direction, at least,
the union quest for better working
conditions has resulted in worsen
ing working conditions.

Growth of Railway Unions

The railway unions were among
the earliest trade unions organ
ized on any scale within the
United States. The Brotherhood
of Locomotive Engineers was or
ganized in 1863. The remainder
of the Big Four of the Brother
hoods were organized within the
next twenty years. In addition,

two other maj or union develop
ments occurred in the nineteenth
century involving railway employ
ees. The Knights of Labor gained
considerable following among
them, and even brought off a suc
cessful strike against the Gould
System in 1884-85. In the 1890's,
Eugene Debs organized the Amer
ican Railway Union which brought
off, temporarily, a sympathy
strike for Pullman workers. How
ever, the Knights of Labor and
the American Railway Union were
short-lived organizations, while
the Brotherhoods had much great
er permanency.

Union membership grew in the
early twentieth century and had
a great surge during World War I
after the government took over
the railroads. Since that time, the
unions have remained strong and,
though they have rarely struck,
it is generally conceded that they
could shut down the railroads
rather effectively if and when they
did. Many of the unions have re
mained independent, but some of
them are affiliated with the Amer
ican Federation of Labor or with
the Teamsters.

The Government and the Unions

The relationship between the
government and the railway un
ions needs to be made clear at
this point. To do this is no easy
task. Not only has the nature of
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this relationship us ually been
mired in controversy involving the
legitimacy of union activities but
also the relationship itself has
been complex and confusing. Pres
idents, governors, and govern
ment officials have frequently at
tempted either to be or appear to
be neutral in the contests between
unions and railroad companies.
They could not be, though this
fact has frequently been kept
from public attention. They could
not be, most basically, because
union tactics would not permit
them to be. Government must be
either for or against labor unions
as they have been constituted and
operated. There is no middle
ground.

The reason for this can be
made clear by a little examination
into the nature of labor unions.
According to union rhetoric, la
bor is not a commodity. The im
port of this is that wages should
not be determined in the market
but should be determined else
where. Again, according to the
rhetoric, wages should be set as
a result of negotiation. Not, how
ever, by negotiation between the
employer and the individual em
ployee; according to widely held
notions, that became impracticable
due to the development of large
companies and corporations.

The notion that wages are, or
ever have been, determined to any

significant degree by negotiations
is a red herring used to throw the
inquirer off the scent. It is true
that occasionally negotiations may
occur between a prospective em
ployer and someone who has a
much needed skill, ability, or repu
tation, and when the prospective
employee has several prospects.
But this is the exception to the
rule by which wages are deter
mined. There is usually a going
wage in the market at any given
time for a particular job, a wage
rate resulting from competition
among employers for workers and
among workers for jobs - that is,
from the supply of workers and
the demand for their produce.
Any negotiations that would occur
would be on the fringes of the
question of wages and working
conditions.

Can a Union Negotiate?

How, then, could a union in
duce an employer to negotiate
with its leaders for workers? To
put it another way, if a company
could hire workers at a wage its
managers were willing to pay,
why would those managers ne
gotiate the matter with labor
union leaders? The answer, it is
clear both in theory and in his
tory, is that they would not do so
willingly. This means that for the
union to be brought in, some com
pelling reason must exist.
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In order to be able to negotiate
as an equal with an employer, a
union must corner the market of
workers available to him. This can
be done in one of two ways when
the task is stripped to its essen
tials. A union might, in theory,
corner the market by placing
available workers under contract
to it and paying them the wages
and providing the working condi
tions it demanded from any other
employer. This would be a market
operation, and the union would be
going into the market to bid for
workers. Negotiations could then
take place between prospective
employers and the union for work
ers by negotiating to buy the con
tracts. In fact, no such operation
has ever been undertaken by a
union, nor is it likely to be. Unless
a union had unlimited funds em
ployers would only have to hold
out for some period of time to
bankrupt and break the union.

Unions do attempt to corner
the market, but they do not use
market methods to do so. They
attempt to deny the employer ac
cess to workers and the construc
tive use of his facilities until he
comes to terms. They do this, if
he attempts to operate, by intimi
dation - by strikes, by driving
prospective employees away from
the facilities, by sabotage, and by
threats. They have no recogniz
able good or service to sell; they

have no workers under a work
contract for a period of time
which could be transferred to an
employer. All they have to offer
is an agreement to refrain from
their tactics of intimidation for
a period of time in C return for
certain wage scales and working
conditions to prevail for those who
work for an employer.

Government cannot, I say, be
neutral toward the use of such
tactics. It must either prohibit
and inhibit intimidation or it must
condone it. It must either enforce
contracts arrived at by coercion
or it must negate them. Govern
ment must either monopolize the
use of intimidation or concur in
the use of it by others. There is
no middle ground.

Railway unions posed the di
lemma very early in their opera
tions for government of whether
to side with or against them.
They posed it more dramatically
than most unions have done. They
did so because of the nature and
importance of the railroads.
Trains are particularly vulnerable
to the saboteur. A twisted rail, an
incapacitated engineer, a rail
wrongly set to take a train into
a siding, strategically greased
rails, can cause an amazing
amount of mischief. Moreover, a
station or switchyard shutdown
can prevent the effective use of
the extended facilities of a rail-
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road. On the other hand, large
portions of a wheat crop could
be lost by the denial of rail serv
ice at a crucial time, and large
cities would be hard put to sur
vive. In consequence, those who
governed have been confronted
with the dilemma of either pre
venting the use of intimidation
by unions or throwing the weight
of government behind the unions
so that rail companies will be
forced to make sufficient conces
sions or comply with what is
wanted and thus make the unions'
tactics unnecessary. In short, they
have had to use force either on
the companies or on the unions.

Government Sides with the Unions

Government - both Federal and
state - took the side of the unions,
at first tentatively, and then over
the years much more thoroughly.
They have done so in three ways,
mainly. First, the Federal gov
ernment threw its weight behind
the mediation of disputes. This
favored the unions because in the
absence of intimidation there is
no reason to suppose the compa
nies would have wished to resort
to mediation to settle disputes.
(Of course, given the threat of
intimidation, the companies
might, and did sometimes, want
mediation more than the unions
did.) Second, both Federal and
state governments prescribed such

things as hours of work, compen
sation for overtime, and various
sorts of work rules. Third, by
supporting negotiated agreements,
by requiring companies to adhere
to them, and by other tacit aids
governments encouraged the
growth of unions.

The first national labor law of
any sort was the Act of 1888
which was concerned exclusively
with the railroads and the unions.
It was the first tentative step
toward government support for
arbitration of disputes. This Act
provided that if the parties to a
dispute chose to do so they could
submit it to a Board of Arbitra
tion which would have the power
to subpoena witnesses and get
testimony. Compliance with the
decision of the Board was to be
voluntary. The Act also provided
for a Presidential Commission to
be appointed upon request, a com
mission which would be authorized
to publicize its findings.!

This first Act was hardly used;
in consequence, it was supplanted
by the Erdman Act in 1898. This
Act provided that once the dispute
had been submitted for arbitra
tion and a decision made, the de
cision was to be binding on bqth
parties. The Erdman Act also
contained rules which supported

1 See Philip Ross, The Government as
a Source of Union Power (Providence:
Brown University Press, 1965), p. 19.
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labor union organization. "It was
made a misdemeanor for an em
ployer to require the execution of
an oral or written yellow dog con
tract from any employee as a con
dition of employment, to threaten
or discriminate against any em
ployee because of union member
ship ..."2 and so forth. This part
of the Act, ho\vever, \vas shortly
nullified by the Supreme Court,
but it does indicate how far
toward the support of unionism
Congress was willing to go at
this date. The Newlands Act
passed in 1913 strengthened the
mediation features of the Erdman
Act.

Around World War I, the Fed
eral government began to pre
scribe the length of work day for
rail employees, or, more specifi
cally, the terms of payment for
time worked. "In 1916, under
threat of an imminent railroad
strike, Congress within four days
passed the Adamson Act, giving
trainmen the 'basic' eight-hour
day without wage reduction. Over
time payment at 'time and one
half' was required for railroad
workers in 1919."3

The Federal government took
over and operated the railroads
during World War 1. The policy

2 Ibid., p. 21.
3 Merle Fainsod, et al., Government

and the American Economy (New York:
Norton, 1959, 3rd ed.), pp. 163-64.

toward organized labor during
that period, and its results, is de
scribed by one work in this way:
"During federal control of the
railways from 1917 to 1920, pub
lic policy encouraged organization
by forbidding antiunion discrimi
nation and by introducing nation
wide agreements on hours, wages,
and working conditions.... Like
organized labor at large, the rail
way brotherhoods made great
strides during the war years."4
Also, the government devised a
whole series of job classifications
which tended to rigidify the role
of a given worker; in addition,
seniority rules were set up and
enforced.5

The Transportation Act of J920

The Transportation Act of 1920
included extensive provisions that
were supposed to lead to settle
ment of labor disputes. It de
clared that it was the duty of
representatives of management
and labor to arrive at a settle
ment. If they failed, the matter
was then to go before a Labor
Board. The Board was supposed
to decide "all disputes with respect
to the wages or salaries of employ
ees ..." not settled by negotiation.
Not much came of this, however,
because the unions wanted to
deal with disputes nationally-

4 Ibid., p. 184.
:> Ross, op. cit., pp. 29-30.
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that is, treat all railroads as be
longing to a single system - while
the companies insisted upon sepa
rate negotiations for each system.

New methods were set up in
the Railway Labor Act of 1926.
"It places primary emphasis on
direct collective bargaining and
mediation, but also establishes vol
untary arbitration and compulsory
investigation." This Act was
amended in 1934 by an act which
established a National Railroad
Adjustment Board. By this latter
act, also, labor unions were ef
fectively empowered by govern
ment. "The 1934 amendments to
the Railway Labor Act forbid
company unions. The roads must
negotiate in good faith with the
authorized labor representatives
certified by the Board, although
agreement is, of course, not com
pelled. Carriers may not engage
in a number of specified labor
practices, such as promotion of
company unions, yellow-dog con
tracts, and other hindrances to
independent unions."G

The tendency of the Federal
government's special protection of
railroad workers is also indicated
by the Emergency Railroad Trans
portation Act passed in 1933. The
Act authorized mergers and con
solidations of rail facilities to be
overseen by a Federal Coordi-

G FainsocI, 0]). cit., pp. 185-86.

nator. But workers were to be
protected as follows:

The nunlber of employees in the
service of a carrier shall not be re
duced by reason of any action taken
pursuant to the authority of this title
below the nunlber as shown by the
pay rolls of employees in service dur
ing the month of May, 1933 ... but
not more in anyone year than 5 per
centum ... ; nor shall any employee
in such service be deprived of em
ployment such as he had during said
nl0nth of Mayor be in a worse posi
tion with respect to his cOlTIpensation
for such employment, by reason of
any action taken pursuant to the
authority conferred by this title. 7

The above are examples rather
than a full-fledged account of the
way the Federal government aided
in fastening the incubus of union
ism on the railroads. Part of the
effort ,vas motivated by the desire
to avoid ruinous strikes, but all
of it has been undertaken with a
politician's eye to the vote of
privileged union men. The rail
roads were the first to receive
such governm~nt attention. The
laws governing railroads unions
and negotiations betwe~n the~
have been special acts. Other
unions generally fall under gen
eral acts. The effects of this spe
cial status of railroad unions have

'4 Henry S. Commager, Documents of
American History (New York: Appleton
Century-Crofts, 1963), p. 271.
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been with us longer than the
effects of the general legislation.
The government has, on the one
hand, empowered the unions to
act as a monopoly; on the other,
it has attempted to restrain them
from taking full advantage of the
position. The railroads have been
caught between the Scylla of mo
nopoly unions and the Charybdis
of continual government interven
tion in negotiations.

States have also passed legisla
tion along lines sought by unions.
An example of this is the full
crew laws passed by a number of
states. New York State passed
such a law in 1913. The situation
in 1960 was this:

In its present· form, New York's
full crew law specifies a minimum
number of operating employees on
freight trains of more than twenty
five cars, on freights of fewer than
twenty-five cars, on passenger trains
of more than five cars, on light en
gines, on fuel-electric engines and on
locomotives used in switching oper
ations.

For the most part, the minimum
crew specified is larger than crews
required by existing contracts be
tween the railroads and employe or
ganizations. Thus trains entering
New York from other states are
frequently required to stop at border
points to pick up extra crewmen.8

8 Leo Egan, "Rail Crews and Politics,"
New York Times, (January 28, 1960),
p.35.

Other such rules have to do with
distance to be traveled by a work
man, and such like. Where states
have not prescribed crew sizes,
they are usually provided for in
union contracts.

Stultifying Effects of
Government Action

The economic effects of union
action empowered by government
and of government action sup
ported by unions have been bur
densome and stultifying on the
railroads. They have hampered
the use of personnel in economic
ways by the railroads, have con
centrated workmen in the least
productive undertakings, have de
nied the railroads the benefits of
technology, have fastened antique
practices on the roads in perpetu
ity, and have contributed much to
the decline of the railroads and
to over-all railroad employment.
Some examples will show how this
has been done.

Railroads are hampered by rigid
work rules in the employment of
their personnel. For example,
"Where yard service has been
maintained road crews may not
perform switching for their train,
even though no yard crew is on
duty at the time. Such a yard
crew must be called to do the
work; otherwise the road crew
may claim an extra day's pay at
the yard rate for a few minutes'
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Rail Labor Costs Excessive

9 Marvin L. Fair and Ernest W. Wil
liams, Jr., Economics of Transportation
(New York: Harper, 1950), pp. 626-67.

10 Ibid., p. 607.

Railroad costs for labor have
frequently been proportionately
higher than other modes of trans
portation, that is, have accounted
for a higher proportion of oper
ating costs. "In 1939 the per
centage of pay-roll costs, with
taxes and depreciation included
in operating costs, was calculated
for various types of transporta
tion as follows:

work in switching, and the yard
crew not called may similarly
claim payment." Again, "On some
roads a road crew may not double
over in taking a train from a
yard. Transfer crews may set cars
on an industrial siding, but they
may not spot them for loading or
unloading. A switching crew must
be brought up to do that. In most
yards switching crews must be
called at set hours. If called later,
penalty payments accrue. Hence
locomotives and crews, called at
stated hours, stand idle until busi
ness flows in some time later,
but during the same trick."9

There are several reasons for
these higher costs. One is that rail
road workmen frequently work
much less than an 8-hour day to
get credit for one or before over
time begins. One book estimates
that the average crew under aver
age conditions in the freight serv
ice could complete its work day
in 614 hours and that a passenger
crew could do so in 4lh hours.n

This is so because of work rules,
and it obviously drives the cost of
labor upward.

An observer seeing a freight
train pulling 125 cars on a long
distance haul with only a few
crewmen aboard might suppose
that railroads were making money
hand over fist. After all, this looks
as if it would be a much more
economical use of personnel than
could be matched by any other
means of transportation than per
haps barges or pipelines. But such
an observer would only be seeing
that part of railroad operations
that keeps them going despite all
else. In point of fact, a consider
able portion of the labor costs of
railroads is concentrated in the
least productive and least remu
nerative operations. They are em
ployed on freight locals where
several men may handle only a
few boxcars in the course of a
day, on switching and siding oper
ations, on passenger trains, in

11 Ibid., p. 625.

53.8
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Air transportation
Water carriers
Motor truck transportation
Motorbus transportation
Pipe-line transportation
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small stations which do little to
no business but maintain an agent
and sometimes other personnel, on
commuter trains which operate
only at certain hours, and so on.

featherbedding. Practices

When railroads introduce labor
saving technology they are fre
quently prevented from reducing
labor costs significantly. Labor
unions may not oppose the intro
duction of new equipment, but
they do oppose the laying off of
workmen, the shifting of them to
less remunerative employments,
or the reduction of work crews.

Some sorts of services have un
doubtedly been priced out of the
market by work rules. For ex
ample, "The height of absurdity
in full crewing appears to have
been reached upon a medium-sized
railroad when a modified small
auto delivery unit was placed on
flanged wheels to perform passen
ger service on a branch line. When
a crew of five men was required
to man it, its utility for the pur
pose disappeared and the service
was abandoned."12 I used to won
der why railroads did not widely
use one-car self-propelled units to
carry passengers on branch lines.
They could bring long distance
travelers to and from main line
stations as well as provide service
from villages and small towns to

12 Ibid., p. 627.

cities. The reason is now clear.
Despite the fact that one man
operating such a unit would not
have. as much to attend to as a
city bus driver, the unions would
insist that several men be em
ployed in the undertaking.

Decline in Service

The grip of the unions on the
railroads has produced a train of
results of most doubtful desirabil
ity. This grip has contributed to
the decline of passenger and
freight service, to the removal of
the railroads as competitors in
the providing of many kinds of
services and to certain areas, to
the decline of railroad employees,
to the cost to the consumer of his
use of rail service, to the deteri
oration of morale of both em
ployees and consumers, and to the
decrepit state of many of the rail
facilities.

There may be those who suppose
that it was enlightened policy for
government to maintain an un
easy peace in railroading by em
powering unions, by fostering ne
gotiation, and by substituting the
intimidation of government for
that of unions on occasion. There
may be those who suppose that
government established monopo
lies are desirable if the objects
sought are in accord with their
wishes. Yet it is proper to ask
whether those who think in this
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fashion believe that it was desira
ble so to hamper, constrain, and
limit the railroads that they could
no longer effectively offer many
of their services and could no
longer attract customers in some
areas. If this latter was not desir
able then the former could not be

enlightened either. The grip of
the unions, the grip of govern
ment regulators, and the grip of
privileged competitors - all under
the auspices of government power
- have combined to reduce the
railroads to their present debili
tated state. ~

Next: The Future of the Railroads.

The Unplanned Society

IDEAS ON

LIBERTY

MODERN MAN prides himself that he has built [his] civilization

as if in doing so he had carried out a plan which he had before

formed in his mind. The fact is, of course, that if at any point of

the past man had mapped out his future on the basis of the then
existing knowledge and then followed this plan, we would not be
where we are. We would not only be much poorer, we would not only

be less wise, but we would also be less gentle, less moral; in fact

we would still have brutally to fight each other for our very lives.

We owe the fact that not only our knowledge has grown, but also

our morals have improved - and I think they have improved, and

especially that the concern for our neighbor has increased - not
to anybody planning for such a development, but to the fact that

in an essentially free society certain trends have prevailed be
cause they made for a peaceful, orderly, and progressive society.

F. A. HAYEK, from remarks in

What's Past Is Prologue
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The Conscience' of a Majority

VERY EARLY in the nineteen six
ties Barry Goldwater, then an ob
scure Senator from the small (in
population) far western state of
Arizona, caught a significant turn
in the feelings of the average
American. As he puts it in his new
book, The Conscience of a Majority
(Prentice-Hall, $7.95), the people
who were poor in New Deal days
had, in the Eisenhower years,
amassed enormous private savings
and insurance and had "reached
an all-time high in putting aside
funds for their future life." They
were not ready as yet to repudiate
the Welfal'e State, but they were
getting uneasy about the many
proposed extensions of it that
threatened to erode the private in
surance dollar. And, in their ques
tioning mood, the people proceeded
to make Barry Gold\vater's The
Conscience of a Conservative a
best-seller.

If history had gone in a straight
line the new "conservatism," which

was in reality a resurgent classical
liberalism, would have really made
itself felt at the polls in 1964 when
Barry Goldwater was the Repub
lican presidential candidate. But a
malign fate intervened. Barry tells
the story of his own hesitancies,
which paralleled the hesitancies of
the country, in a revealing early
chapter of The Conscience of a
Majority. He had looked forward
to a zestful series of dialogues with
President John F. Kennedy on the
many issues that made them friend
ly enemies. When Kennedy was as
sassinated, however, Barry lost all
heart for political campaigning.
He accepted the nomination of his
party out of a sense of duty to the
young people who pressed it on
him. But he knew that Lyndon
Johnson would never debate funda
mentals with him, and he doubted
that the country, which was still in
a state of shock, was ready for a
fight over basic philosophies. The
result was a half-hearted campaign
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which the popular commentators on
TV and in the press interpreted as
the final death throes of the con
servative movement.

A New Consensus

How wrong those commentators
were: in his story of the "revolt
of the middle American" who car
ried on after the star-crossed 1964
defeat, Barry Goldwater shows
how the old New Deal consensus
broke down. The South, tired of
being dragged along in the dirt by
a northern and urban Democratic
Party that cared only for its votes,
lost its sense of shame in voting
Republican. The "ethnics" - the
poor of the northern cities who had
come late to this country from Eu
rope - now had property, as often
as not in the more affluent suburbs.
The displacement of populations to
the "sunbelt" states and to the Pa
cific Coast gave people scope on the
land and a new sense of well-being.
As Kevin Phillips phrased it, the
old middle class had become en
larged into middle America.

A new consensus was in the mak
ing, and Richard Nixon made the
most of it. He has not been as pure
a man philosophically as Barry
Goldwater, but, as a student of
power, Nixon knows how much he
had to give to the conservatives to
maintain his popularity. Barry
Goldwater is satisfied that the Nix
on victory in 1968 vindicated his

o,vn stand in 1964. He likes what
Nixon is doing to wind down the
war in Vietnam without welshing
on our international commitments;
he approves of Nixon's feelings
about inflation. This is not to say
that Barry Goldwater is the man
to give any occupant of the White
House a blank check. But he is
reasonably certain that the old
trust in the "let the government
do it" philosophy has had its day.

Along with a sense of vindica
tion, Barry Goldwater has a feeling
that he can now speak out on cer
tain subjects without being ac
cused of a sour-grape attitude. He
hated what TV andthe press did to
him in 1964, when they portrayed
him as a warmonger and an eco
nomic antediluvian, but, knowing
that if he said anything he would
be labeled a bad loser, he kept quiet
about his grievances. It wasn't un
til Spiro Agnew, an incumbent
Vice-President and therefore a
success, put TV and the big metro
politan newspapers in their place
that Barry Goldwater felt inclined
to take off his own wraps. The re
sult is some first-rate inside history
of the "media" treatment of the
1964 campaign.

The Voluntary Way

Having paid his respects, mainly
sarcastic, to the malfeasances and
misfeasances of the "liberals" in
1964, Barry Goldwater turns to the
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"shape of the future." He is just
as much of a voluntarist as ever,
and he is consistent about it in a
way that displeases some of his
brother conservatives. For exam
ple, he wants to let the eighteen
year-olds vote. Since he is against
discrimination, he can't see why
the eighteen-year-olds should be
discriminated against by being dis
qualified on election day. After all,
eighteen-year-olders are liable for
income taxes, they can be drafted,
they can be made to stand trial as
adults, and they can be imprisoned.
If they can be taxed they should
have representation, if the spirit
of 1776 is to be honored.

As for the military draft, Gold
water is against it on moral
grounds. The fundamental right of
man, he says, is the right to life.
Besides, it is wrong to assume that
free men won't fight if necessary
for their country.

Goldwater is our most consistent
Senatorial believer in limited gov
ernment, and he wants the state to
stay out of production. The idea of
"nationalizing" industries which
do seventy-five per cent of their
business with the Pentagon fills
him with horror. But he believes
the state does have the duty of pro
tecting its citizens, with the police
at home and a strong military es
tablishment at the border. He de
fends the "military-industrial com
plex," he doesn't regret spending

big money for a "sufficient" num
ber of missiles and for an ABM,
he supports the purchase of mon
ster troop transport planes such as
the C-5A, and he approves of a
diplomacy designed to keep the
communists from outflanking the
free world at the traditional
"hinges" in Southeast Asia, at
Suez, and along the approaches to
the Panama Canal. This is all con
sistent with Adam Smith's idea
that the provision of safety is a
legitimate state function; it sepa
rates Barry Goldwater, the liber
tarian, from the anarchists.

The Quality of Life

Finally, Barry Goldwater is one
of our most articulate conserva
tionists. One of his big issues in
1964 was the "quality of life." Just
as he was premature in raising the
"crime in the streets" issue at the
1964 San Francisco convention, so
he was ahead of his time in stress
ing the pollution issue. He is a real
toughie on this, for he approves in
dictments of big corporations for
dumping blast furnace wastes into
Lake Michigan and for ruining
Lake Erie. He believes in free en
terprise, but he also believes in the
right of peopJe to live in a clean
environment: He likes Nixon be
cause the present Republican Ad
ministration is the first to prose
cute big pollution offenders.

In The Conscience of a Majority
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you get the whole Goldwater. The
young ought to be for him, for he
doesn't object to their "doing their
thing" provided it is with due re
gard for the rights of others. Gold
water likes the young in college; it
is their instructors who get the full
impact of his wrath for their "ir
responsible" teaching, which he
thinks is the source of most of our
troubles.

~ THE CHALLENGE OF WORLD
POVERTY: A World Anti-Poverty
Program in Outline by Gunnar
Myrdal (New York: Pantheon
Books, 1970, 518 pp., $8.95).

Reviewed by Henry Hazlitt

ON FEW ECONOMISTS have more
honors and praise been lavished
than on Gunnar Myrdal. He has
held high office in his native
Sweden. He has been an official of
the United Nations for ten years.
Universities, especially in Amer
ica, have seemed to stumble over
each other in heaping honorary
degrees upon him. John Fischer
of Harper's calls him "the only
man I can think of who has writ
ten two books capable of changing
history." Kenneth Boulding thinks
he "may very well be the world's
top social scientist."

He is surely prolific. The pres
ent book, running to more than
500 pages, seems bulky enough;

but it is only a sort of appendix
to his three-volume work, Asian
Drama: An Inquiry into the Pov
erty of Nations, which ran over
2,000 pages.

Yet in spite of a huge mass of
factual reports, and some sound
recommendations in special fields
- on education in the underdevel
oped countries, for example
Myrdal's latest book must be set
down on net balance as a costly
failure. In the economic field his
recommendations are practically
always in the direction of less
freedom, more state intervention
ism, and more socialism. Their
adoption could only increase and
prolong vvorld poverty.

An outstanding example is his
repeated insistence on the neces
sity of radical "land reform" in
the underdeveloped countries.
What this would involve he never
explicitly spells out. At one point
(p. 111) he suggests that mem
bers of the "landless underclass"
should be given "a small plot of
land"; at another point (p. 261)
he suggests "public ownership
and management." What he never
explicitly mentions is that either
vvould require confiscation of the
land from those who now have it.
Even if (improbably) the full
market value were paid to previ
ous owners, this would mean im
posing a terrific burden of taxa
tion to pay for it - which would
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equally depress investment and
production - in order to benefit
an arbitrarily selected group of
"the poor."

And the results would be ex
actly the opposite of what Mr.
Myrdal expects. The "reform"
would greatly reduce agricultural
production, not increase it. With
all his masses of current "facts,"
Mr. Myrdal never once mentions
the actual results of the enormous
number of "land reforms" in his
tory, even in the twentieth cen
tury - in Bolivia and Mexico, for
example - where they led to a
great decline in agricultural pro
duction and an increase in food
imports, or in Soviet Russia,
where farm collectivization
brought on mass famine in which
millions perished.

Mr. Myrdalinsists that the
underdeveloped countries should
"help themselves," but his notion
of self-help is always more state
socialism. His basic remedy for
poverty is the ancient one of ig
noring property rights and seiz
ing from the rich to give to the
poor - the "remedy" that always
in the long run increases poverty.
He explicitly repudiates the free
mnrket. The troubles of the poor
countries have been "mainly the
natural outcome of the market
forces, which do not work for
equality but tend to increase in
equality" (p. 283, his italics). He

is constantly advocating govern
ment "planning" - price controls,
interest-rate controls, import con
trols, and he does not hesitate to
recommend that South Asian
eountries adopt more "legislation
and regulations enforced by com
puls,ion" (p. 216, his italics).

He is not only against the free
market but specifically against
free trade. In opposition to estab
lished classical theory and all his
toric experience, he argues that
free trade between developed and
underdeveloped countries actually
hurts the underdeveloped coun
tries. Even technological advance
in the developed countries, he ar
gues, hurts the underdeveloped
countries. He even advises the
underdeveloped countries to re
strict "the replacement of labor
by machines" (p. 455, his italics).

There is no space here to analyze
the huge bundle of hoary economic
fallacies that Mr. Myrdal is still
able to embrace. He does not ex
plicitly attack capitalism, but
every major proposal he makes is
anticapitalistic. He demands huge
ly increased foreign aid, given
without strings or conditions. But
so far from wanting increased vol
untary private foreign investment,
he deplores it, and implies that
the seizures of American private
property in Peru, or wherever,
were thoroughly justified. He
thinks (p. 487): "The United
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States should be prepared to tol
erate large-scale nationalization of
American enterprises." He as
sumes throughout that the rich
are mainly to blame for the pov
erty of the poor. He blames the
lack of sufficient "reforms" in the
underdeveloped countries on the
obstructive tactics of an "en
trenched upper-upper class" and
of "reactionaries" in general. The
latter seem to include almost
everybody who disagrees with
him.

The United States is Mr.
Myrdal's special villain. As a self
described "social scientist," he
never tires of comparing that
"overrich country" unfavorably
with his native Sweden. It seems
we do nearly everything wrong,
both at home and abroad, but our
worst crime has been to try to
defend South Vietnam from a
communist takeover. To the "Viet-

The Right of Choice

namese people," Mr. Myrdal in
forms us, the war there is "a war
of liberation, and more precisely
a fight against military intrus,ion
by a foreign, white, and rich na
tion" (p. 433, his italics) - mean
ing us.

Mr. Myrdal would probably re
sent it if we called his thinking
Marxist. "Marxism," he decides in
a footnote, is not a scientific term.
But he also boasts in the same
footnote that, "from a study of
how [Marx] worked, I rather be
lieve that in regard to Latin
America he would have reached
conclusions not very far from
those" reached by Mr. Myrdal
himself (p. 518). I shall not con
tradict him.

There are a few serious publish
ing defects. It is inexcusable, for
example, that a book of 518 pages,
crammed with factual references,
should have no index. ~

IDEAS ON

LIBERTY

MAN MUST HAVE THE RIGHT OF CHOICE, even to choose wrong, if
he shall ever learn to choose right. The child walks as we unwind
the swaddling clothes; the building stands in its full beauty as
we remove the scaffolding. Let us beware lest we make gods of
the scaffolding; lest by making more intricate the wrappings of
law, more strong the rods of coercion, man himself remain
feeble and imperfect.

JOSIAH c. WEDGWOOD
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