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The Kingdom on Earth

TH ANNIVERSARY OF FEE

LEONARD E. READ

MARCH 1971- the 25th Anniver
sary of The Foundation for Eco
nomic Education!

"Well, what on earth have you
accomplished in a quarter cen
tury?"

That is a valid question which,
alas, cannot be answered with a
Victory salute. Indeed, surface ap
pearances point to nothing but
losses, the broad social practice of
freedom having steadily waned
through the years since FEE
began. In the light of such evi
dence, why keep trying?

There is reason aplenty for per
sistent effort, not only on our part
but on yours, whoever you are.

The private ownership, free ex
change, limited government way of
life, more stumbled upon than
brought about by any precise de
sign, has no long-range survival
value except as a supporting ra-

tionality comes to the rescue.! This
remarkable politico-economic' ar
rangement cannot last without in
tellectual, moral, and spiritual un
derpinnings, many of which have
yet to be discovered, understood,
explained. In the absence of un
derstanding, coercive collectivism
- statism - spills in to occupy the
vacuum. Witness what's happen
ing!

In a sense, then, these 25 years
have been a period of probing be
neath our waywardness to solid
foundations upon which to erect
and refine a rationale that will
make a free society possible.

Do our troubles stem from eco
nomic illiteracy? We thought so in
the beginning. Without discount-

1 For a development of this point, see
"A Role for Rationality" in my Let
Freedom Reign (Irvington-on-Hudson,
N. Y.: The Foundation for Economic Ed
ucation, 1969), pp. 9-24.
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132 THE FREEMAN March

ing the need for economic under
standing, we no longer view it as
the bedrock on which to build. For
were everyone lacking in moral
scruples, the mastery of economics
would not make a whit of differ
ence. Fundamentally, ours is a
moral problem.

What Accounts for the
Rises and Declines of Society?

All history attests to the rise
and decline of nations, societies,
civilizations. And any thoughtful
person, when his own society ap
pears to be on the wane, will try
to get at the root of the rnatter.
What is the unique strength of an
emerging society or the peculiar
weakness that leads toward social
decline? What accentuates these
ups and downs? Why this monot
onous evolutionary-devolutionary
sequence?

If there were a simple and ob
vious explanation, it long since
would have been brought into the
open for all to see and, hopefully,
bent to our purpose.

I believe that this obscure force,
or the lack of it, must be identified
with the human psyche; it is a
quality that develops or deterio
rates in the minds of men. The
cause of these ups and downs oc
curs within each individual. Con
tagious, yes, for like begets like;
but this would be the only sense in
which the force might be con-

strued as social. Unquestionably,
this is a personal problem.

What, then, can it be? I suggest
that it has to do with the rise and
decline of integrity: the accurate
reflection in word and deed of
whatever one's highest conscience
dictates as Truth. Such dictates of
conscience may not in fact be
Truth but they are the nearest
approximation possible for any
human being - the closest he can
ever come to The Kingdom.

What is to be inferred from
"The Kingdom"? If one posits, as
I do, an Infinite Consciousness, an
out-of-reach Ideal - Creation
then Infinite Truth is The King
dom. And the eternal challenge to
imperfect man is that he bring
himself into as much possession of
Truth as he can.

The key is familiar, though
rarely understood as related to the
ups and downs of societies: "Seek
ye first the Kingdom of God and
his Righteousness, and these
things will be added unto you."
This admonition is being ignored
and thus lies in near obscurity.

In other words, if one will first
and foremost seek Truth (The
Kingdom) and Righteousness (in
tegrity), then these things - a
societal rise being one of "these
things" - will be the dividend.
But, seek first the dividend, there
by relegating Truth and Right
eousness to an inferior position,
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then the result surely will be a so
ciety in decline. In the words of
C. S. Lewis, "Aim at Heaven and
you get earth thrown in. Aim at
earth and you will get neither."2

Truth Is Righteousness

Now to my point: Truth and
Righteousness cannot be torn
asunder without obliterating
Truth; these are two sides of the
same moral coin, that is, they are
the inseparable components of The
Kingdom on earth! To illustrate:
It is a sin to feather my own nest
at the expense of others. My high
est conscience pronounces this as a
Truth. For me to speak or write or
act in a contrary manner is to in
dulge in dissimulation, to flout
Righteousness, to live a. lie, to deny
the Truth that is within me.

With reference to the rise and
decline of integrity, it is neces
sary, at the outset, to re-empha
size that whatever any individual's
conscience dictates as Truth may
not in fact be Truth but here, and
here alone, reside such Truths as
mankind possesses. One's highest
conscience not only can but often
does hold fallacies and errors to be
Truths. No human being is or ever
has been free from this flaw. Thus,
even our most accurate reflections
- integrity - pronounce fallacies

2 See Mere Christianity by C. S. Lewis.
(London: Goeffrey Bles, Ltd., 1953), p.
106.

and errors, perhaps more often
than not.

Reflect on the millions of people
who make perfectly honest pro
nouncements on subjects about
which they know little, if anything
at all. For instance, according. to
the tenets I hold to be Truths,
Karl Marx expounded numerous
errors. Yet, he was - at some
points - a man of integrity and
in 1848 proudly claimed this vir
tue for himself and his kind: "The
communists disdain to conceal
their views and aims." I like the
young Marx for that!

AndI admire integrity in every
one despite the fact that accurate
reflection in word and deed pro
jects an enormous amount of non
sense.

Consider those who speak or
write or act contrary to what they
believe to be Truth, those who
practice dissimulation. Is nonsense
thereby curbed? Indeed, it is not;
it is multiplied. Were everyone to
behave in this manner, Truth
would have no way of coming to
light - mankind confronted en
tirely with falsehood!

There are Truths and many are
kno'wn, else we would not be here.
But we must look upon man-per
ceived Truths as extreme rarities
when compared to Infinite Truth.
These rare and precious gems of
Truth, like diamonds, are mined
- brought to the surface - for
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man's use in company with inordi
nate amounts of useless residue.

When integrity is the rule, fal
lacies and errors are brought hon
estly into the open, where they
can be seen and discarded. Pre
cisely as in mining, the waste is
relegated to the slag pile!

"We are all dwarfs mounted
upon the shoulders of giants."3
Who are the giants, the ones on
whose shoulders all of us are
mounted? Exclusively the ones
who have, over the ages, combined
Righteousness with such Truths as
they apprehended - men of integ
rity! Civilization, indeed the very
existence of mankind, rests on in
tegrity! Civilizations can rise only
as that virtue is practiced and held
sacred; they must decline when
dissimulation is the mood and the
mode.

Wrong Procedures

What of those who seek first the
dividends rather than the King
dom? What are "these things"?
One need not look into the be
havior of others in order to find
this reversal of emphasis. I can
look into the mirror and there are
plenty of examples. True, some of
these desires for "things" have
been overcome, disciplined out of
practice, but the scars remain and
the memories persist as tempta-

3 Fulbert of Chartres (Eleventh
Century)

tions. However, they must be rec
ognized for what they are - "these
things" or dividends - if I am not
to yield to them.

For instance, I wish to be favor
ably received, by a certain schol
arly, affluent individual who be
lieves in the essentially free so
ciety - except tariffs. Shall I con
ceal from him my belief in free
exchange, thus trying to win his
approbation, or shall I reveal what
my conscience dictates as Truth,
inviting his enmity? This is a con
siderable temptation. But if I were
to yield, and everyone else did the
same, freedom in transactions
would be an unknown concept. To
yield is dissimulation; not to yield
is integrity.

Or, take the thesis I'm pro
pounding here. Suppose HThe
Kingdom" were positively scorned
by everyone else rather than sim
ply ignored as it is today by those
who proclaim that God is dead.
Shall I reveal, or conceal, what
my conscience dictates as Truth?
One is tempted to "go along"
with the crowd, rather than risk
abuse and disgrace.

"I must be practical" is among
the most forbidding obstacles to
Righteousness. When socialism is
rampant, as now, there is the
temptation to weasel, to com
promise or, at best, to counsel a
cautious and gradual retreat, thus
condoning by implication the so-
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cialistic thesis. I once asked a dis
tinguished economist why he in
serted one socialistic chapter in an
otherwise excellent book. He
thought it would save him from
excessive condemnation by the
academic fraternity. There is the
temptation not to stand alone with
conscience; one fears being re
garded as "a nut."

Fame, fortune, acclaim, popu
larity, and the like are "these
things." And to seek them first is
to risk a substitution of dissimu
lation for integrity. Seek Truth,
then "these things" come along as
the dividend.

Admittedly, this basic admoni
tion calls for faith in something
beyond the obvious. Why my
faith?

Not Dangerous to Be Honest

Twenty-six years ago, I came to
New York City as the Executive
Vice-President of the National In
dustrial Conference Board. Short
ly after arrival, I was invited to
meet with a dozen top corporate
executives, an ad hoc affair unre
lated to the NICB. Following din
ner, the purpose of the meeting
was revealed : "We are here not to
discuss the merits or demerits of
the Full Employment Act; we are
all opposed to it. The question is,
what shall we do about it?" Im
mediately, I resolved to be a listen
er only. For how these men might

appraise the newcomer would have
much to do with my career.

For two hours I listened : "We
must not reveal our position; in
stead, we shall hire college pro
fessors to appear before the Con
gressional Committee and speak
our piece." And so on.

Finally, one of them asked my
views. The thoughts that raced
through my mind! If I tell these
men what I really think, I am
a goner. Not to tell them is to
live a lie, to seek approval before
men rather than God. I told them!
There was dead silence, my fate
seemingly sealed. Then one of
them exclaimed, "Read is right!"

As it turned out, their views
were presented openly to the Con
gress by one of them. As for me,
this was among the most reward
ing and instructive experiences of
my life. Everyone of that group
welcomed me as a friend, often
seeking my counsel. Why? Each
felt certain that I would tell him
the truth as I saw it.

Experience tells me it is not
dangerous to be honest, to practice
integrity. Indeed, accurate reflec
tion of what one believes to be
Truth engenders respect, trust,
friendliness - assuming, of course,
that one is not argumentative,
abusive, cantankerous. And why
should one be? I have no call to
compel anyone to accept my views;
my moral obligation is to express
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my thoughts honestly for what
ever others may wish to make of
them.

Truth for Its Own Salce

While it is true that integrity
breeds respect, trust, friendliness,
and other desiderata, it is well to
keep in mind that these are only
dividends. Therefore, it is not for
these that one is righteous but
for Truth's sake, and that alone.
It is simply a matter of getting
the priorities in proper order.

Finally, the individual who
practices integrity is teachable
for, by definition, he is a Truth
seeker. The dissimulator, on the
other hand is, at best, no more

To Reverse the Direction

than a dividend seeker. He has
torn Truth and Righteousness
apart and, thus, has alienated
himself from such Truth as is
within him. Until he reverses the
priorities, he is not educable.

As one reflects on this subject,
it becomes obvious that when dis
simulation is widespread, as it
seems to be now, nations, socie
ties, civilizations suffer decline.
To reverse the direction requires
only that integrity become the
way, the mode, the style. Then
Truth will out - not all at once,
never fully to any man or any
generation or even during any
century, but bit by bit to those
who persist in the eternal search.,

IDEAS ON

LIBERTY

ONE FREE MAN says frankly what he thinks and feels in the midst

of thousands who by their actions and words maintain just the
opposite. It might be supposed that the man who has frankly ex

pressed his thought would remain isolated, yet in most cases it

happens that all, or the majority, of the others have long thought
and felt the same as he, only they have not expressed it. And what

yesterday was the novel opinion of one man becomes to-day the
general opinion of the majority. And as soon as this opinion is

established, at once by imperceptible degrees but irresistibly, the
conduct of mankind begins to alter.

LEO TOLSTOY. from the essay.
"Patriotism and Christianity" (1894)



HENRY HAZLITT

The Poor Laws of En"land

(Bettmann Archive)

ONE WOULD GET the impression,
reading most of the discussions in
today's American newspapers and
magazines, that no one had ever
thought of doing anything for the
poor until Franklin Roosevelt's
New Deal in the 1930's, or even
until President Johnson's "war on
poverty" in the 1960's. Yet private
charity is as old as mankind; and
the history of governmental poor
relief, even if we ignore the an
cient world, can be traced back
more than four centuries.

In England the first poor law
was enacted in 1536. In 1547 the
city of London levied compulsory
taxes for the support of the poor.
In 1572, under Elizabeth, a com-

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.

pulsory rate was imposed on a na
tional scale. In 1576 the compul
sion was imposed on local author
ities to provide raw materials to
give work to the unemployed. The
Statute of 1601 compelled the Ov
erseers of the Poor in every parish
to buy "a convenient stock of flax,
hemp, wool, thread, iron and other
stuff to set the poor to work."

It was not compassion alone, or
perhaps even mainly, that led to
these enactments. During the reign
of Henry VIII, bands of "sturdy
beggars" were robbing and terror
izing the countryside, and it was
hoped that the relief or the provi
sion of work would mitigate this
evil.

Poor relief, once started, kept
growing. According to the early
statistician, Gregory King. (1648
1712), toward the end of the sev-

137



138 THE FREEMAN March

enteenth century over one million
persons, nearly a fifth of the whole
English nation, were in occasional
receipt of alms, mostly in the form
of public relief paid by the parish.
The poor rate was a charge of
nearly £800,000 a year on the
country and rose to a million in
the reign of Anne.

"There was seldom any shame
felt in receiving outdoor relief,
and it was said to be given with a
mischievous profusion. Richard
Dunning declared that in 1698
the parish dole was often three
times as much as a common labor
er, having to maintain a wife and
three children, could afford to ex
pend upon himself; and that per
sons once receiving outdoor relief
refuse ever to work, and 'seldom
drink other than the strongest ale
house beer, or eat any bread save
what is made of the finest wheat
flour.' The statement must be re
ceived with caution, but such was
the nature of the complaint of
some rate-payers and employers
about the poor law."1

Guaranteed Income

In 1795 a momentous step was
taken that enormously aggravated
the whole relief problem. The jus
tices of Berkshire, meeting at
Speenhamland, decided that wages
below what they considered an ab-

1 G. M. Trevelyan. English Social His
tory (David McKay, 1942), p. 278.

solute minimum should be supple
mented by the parish in accord
ance with the price of bread and
the number of dependents a man
had. Their decision received par
liamentary confirmation the next
year. In the succeeding 35 years
this system (apparently the first
"guaranteed minimum income")
brought a train of evils.

The most obvious to the taxpay
ers was a geometric rise in the
cost of relief. In 1785 the total
cost of poor law administration
was a little less than £2 million;
by 1803 it had increased to a little
more than £4 million; and by 1817
it had reached almost £8 million.
This final figure was about one
sixth of total public expenditure.
Some parishes were particularly
hard hit. One Buckinghamshire
village reported in 1832 that its
expenditure on poor relief was
eight times what it had been in
1795 and more than the rental of
the whole parish had been in that
year.2 One village, Cholesbury, be
came bankrupt altogether, and
others were within measurable
distance of it.

But even the public expense was
not the worst of the evil. Much
greater was the increasing demor
alization of labor, culminating in
the riots and fires of 1830 and
1831.

2 Encyclopaedia Britannica, 1965. Ar
ticle, "Poor Law." Vol. 18, p. 218.
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It was in the face of this situa
tion that the Whig government
decided to intervene. In 1832 a
royal commission was appointed to
inquire into the whole system. It
sat for two years. The report and
recommendations it brought in be
came the basis of the reforms
adopted in Parliament by a heavy
majority (319 to 20 on the second
reading) and embodied in the Poor
Law Amendment Act of 1834.

The report was signed by the
nine commissioners. The secretary
was Edwin Chadwick; one of the
commissioners was the eminent
economist, Nassau W. Senior. The
text of the report itself ran to 362
pages; together with its appen
dices it came to several bulky vol
umes. It was widely regarded as a
"masterly example of a thorough,
comprehensive, and unbiased in
quiry." As late as 1906, one Brit
ish writer, W. A. Bailward, de
scribed it as a "Blue-book which,
as a study of social conditions, has
become a classic."3

Repeating Ancient Errors

But today the report is just as
if it had never existed. Schemes
are being proposed on all sides,
which their sponsors assume to be
brilliantly original, but which
would restore the very relief and

3 J. St. Loe Strachey (ed.), The Manu
facture of Paupers (London: John Mur
ray, 1907), P. 108.

income-guarantee systems that
failed so miserably in the late
eighteenth and early nineteenth
centuries, and which the report of
1834 so devastatingly analyzed.

The Speenhamland plan, and
schemes like it, endeavored to in
sure that people were paid, not in
accordance with the going rate of
wages, or the market value of their
services, but in accordance with
their "needs," based on the size of
their families. A married man was
paid more than a single man, and
paid still more on a scale upward
in accordance with the number of
his children. The government
Le., the taxpayers - paid the dif
ference between his market rate
of wages and this scale of mini
mums.

One effect, of course, was to de
press the market rate of wages,
because the employer found he
could reduce the wages he offered
and let the taxpayers make up the
deficiency. It made no difference to
the worker himself who paid him
how much of the fixed total that
he got. Another effect was to de
moralize the efficiency of labor, be
cause a man was paid in accord
ance with the size of his family
and not in accordance with the
worth of his efforts. The average
unskilled laborer had nothing to
gain by improving his efforts and
efficiency, and nothing to lose -by
relaxing them.
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Conditions in 1834

But let us turn to the text of the
Commission's report, and let the
following excerpts speak for them
selves. They are taken almost at
random:

"The laborer under the existing
system need not bestir himself to
seek work; he need not study to
please his master; he need not put
any restraint upon his temper; he
need not ask relief as a favor. He
has all a slave's security for sub
sistence, without his liability to
punishment. As a single man, in
deed, his income does not exceed a
bare subsistence; but he has only
to marry, and it increases. Even
then it is unequal to the support
of a family; but it rises on the
birth of each child. If his family is
numerous, the parish becomes his
principal paymaster; but small as
the usual allowance of 28. a head
may be, yet when there are more
than three children, it generally
exceeds the average wages given
in a pauperized district. A man
with a wife and six children, en
titled, according to the scale, to
have his wages made up to 168. a
week, in a parish where the wages
paid by individuals do not exceed
108. or 128., is almost an irrespon
sible being. All the other classes
of society are exposed to the vicis
situdes of hope and fear; he alone
has nothing to lose or to gain....

"The answer given by the mag-

istrates, when a man's conduct is
urged by the overseer against his
relief, is: 'We cannot help that;
his wife and family are not to
suffer because the man has done
wrong.' ...

"Too frequently petty thieving,
drunkenness, or impertinence to a
master, throw able-bodied labor
ers, perhaps with large families,
on the parish funds, when relief
is demanded as a right, and if re
fused, enforced by a magistrate's
order, without reference to the
cause which produced his distress,
viz., his own misconduct, which re
mains as a barrier to his obtain
ing any fresh situation, and leaves
him a dead weight upon the hon
esty and industry of his parish....

"It appears to the pauper that
the government has undertaken to
repeal, in his favor, the ordinary
laws of nature; to enact that the
children shall not suffer from the
misconduct of their parents - the
wife for that of the husband, or
the husband for that of the wife:
that no one shall lose the means of
comfortable subsistence, whatever
be his indolence, prodigality, or
vice: in short, that the penalty
which, after all, must be paid by
some one for idleness and improvi
dence, is to fall, not on the guilty
person or on his family, but on
the proprietors of the lands and
houses encumbered by his settle
ment....
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" 'In the rape of Hastings,' says
Mr. Majendie, 'the assistant over
seers are reluctant to make com
plaints for neglect of work, lest
they should become marked men
and their lives rendered uncom
fortable or even unsafe. Farmers
permit their laborers to receive
relief, founded on a calculation of
a rate of wages lower than that
actually paid: they are unwilling
to put themselves in collision with
the laborers, and will not give an
account of earnings, or if they do,
beg that their· names not be men
tioned. . . . Farmers are afraid to
express their opinions against a
pauper who applies for relief, for
fear their premises should be set
fire to....

"'In Brede, the rates continue
at an enormous amount. The over
seer says much of the relief is al
together unnecessary; but he is
convinced that if an abatement
was attempted, his life would not
be safe.' . . . 'I found in Cam
bridgeshire,' says Mr. Power, 'that
the apprehension of this dreadful
and easily perpetrated mischief
[fire] has very generally affected
the minds of the rural parish offi
cers of this country, making the
power of the paupers over the
funds provided for their relief al
most absolute, as regards any dis
cretion on the part of the over
seer.' .. 0

"Mr 0 Thorn, assistant overseer

of the parish of Saint Giles, Crip
plegate, London, says -

"'The out-door relief [i. eo, re
lief given outside of a poorhouse]
in the city of London would re
quire almost one man to .look after
every half dozen of able-bodied
men, and then he would only suc
ceed imperfectly in preventing
fraud. They cheat us on all
hands....

" 'By far the greater proportion
of our new paupers are persons
brought upon the parish by habits
of intemperance. . . . After relief
has been received at our board, a
great portion of them proceed with
the money to the palaces of gin
shops, which abound in the neigh
borhood. However diligent an as
sistant overseer, or an officer for
inquiry, may be, there are numer
ous cases which will baffle his ut
most diligence and sagacity....

" 'It is the study of bad paupers
to deceive you all they can, and as
they study their own cases more
than any inquirer can study each
of the whole mass of different
cases which he has to inquire into,
they are sure to be successful in a
great many instances. The only
protection for the parish is to
make the parish the hardest task
master and the worst paymaster
than can be applied to.' "

To economize space, my remain
ing quotations from the Commis
sioners' criticisms of the condi-
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tions they found must be few and
brief.

In many parishes, "the pressure
of the poor-rate [i. e., taxes on
property] has reduced the rent to
half, or to less than half, of what
it would have been if the land had
been situated in an unpauperized
district, and some in which it has
been impossible for the owner to
find a tenant...."

"Says Mr. Cowell: 'The acquain
tance I had with the practical op
eration of the Poor Laws led me
to suppose that the pressure of the
sum annually raised upon the rate
payers, and its progressive in
crease, constituted the main in
convenience of the Poor Law sys
tem. The experience of a few weeks
served to convince me that this
evil, however great, sinks into in
significance when compared with
the dreadful effects which the sys
tem produces on the morals and
happiness of the lower orders....' "

The relief system was found to
encourage "bastardy." "To the
woman, a single illegitimate child
is seldom any expense, and two or
three are a source of positive prof
it.... The money she receives is
more than sufficient to repay her
for the loss her misconduct has
occasioned her, and it really be
comes a source of emolument....

"The sum allowed to the mother
of a bastard is generally greater
than that given to the mother of a

legitimate child; indeed the whole
treatment of the former is a direct
encouragement to vice....

"Witness mentioned a case
within his own personal cogniz
ance, of a young woman of four
and-twenty, with four bastard chil
dren; she is receiving 1s.6d. week
ly for each of them. She told him
herself, that if she had one more
she should be very comfortable.
Witness added, 'They don't in re
ality keep the children; they let
them run wild, and enjoy them
selves with the money.' "

Much Like Today

Given a modernization of phras
eology and an appropriate change
in the monetary amounts men
tioned, this description of relief
conditions and consequences in the
early years of the nineteenth cen
tury could easily pass as a descrip
tion of such conditions in, say,
New York City in 1971.

What, then, in the face of these
results of the prior Poor Law,
were the recommendations of the
commission? It desired to assure
"that no one need perish from
want"; but at the same time it
suggested imposing conditions to
prevent the abuse of this assur
ance.

"It may be assumed, that in the
administration of relief, the pub
lic is warranted in imposing such
conditions on the individual re-
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lieved as are conducive to the bene
fit either of the individual himself,
or of the country at large, at
whose expense he is to be relieved.

"The first and most essential of
all conditions ... is that his situa.
tion on the whole shall not be
made really or apparently so eligi
ble [i. e., attractive] as the situa
tion of the independent laborer of
the lowest class. Throughout the
evidence it is shown, that in pro
portion as the condition of any
pauper cla.ss is elevated above the
condition of independent laborers,
the condition of the independent
class is depressed; their industry
is impaired, their employment be
comes unsteady, and its remunera
tion in wages is diminished. Such
persons, therefore, are under the
strongest inducements to quit the
less eligible class of laborers and
enter the more eligible class of
paupers.... Every penny be
stowed, that tends to render the
condition of the pauper more eli
gible than that of the independent
laborer, is a bounty on indolence
and vice....

"We do not believe that a coun
try in which ... every man, what
ever his conduct or his character
[is] ensured a comfortable subsist
ence, can retain its prosperity, or
even its civilization.

"The main principle of a good
Poor-Law administration [is] the
restoration of the pauper to a po-

sition below that of the independ
ent laborer."

The report then followed with
its detailed recommendations,
which involve many administra
tive complexities.

The Workhouse System

In 1841, seven years after the
enactment of the new Poor Law,
when a whole series of amend
ments were being proposed to it
by various members of Parlia
ment, Nassau Senior, in an anony
mous pamphlet signed merely "A
Guardian," came to the defense of
the original act, and explained its
rationale perhaps in some ways
better than did the original report.

"In the first place," he wrote,
"it was necessary to get rid of the
allowance system - the system un
der which relief and wages were
blended into one sum, the laborer
was left without motive to indus
try, frugality, or good conduct,
and the employer was forced, by
the competition of those around
him, to reduce the wages which
came exclusively from his own
pocket, and increase the allowance
to which his neighbors contrib
uted.

"Supposing this deep and wide
ly extended evil to be .extirpated,
and the poorer classes to be divid
ed into two marked portions - in
dependent laborers supported by
wages and paupers supported by
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relief - there appeared to be only
three modes by which the situa
tion of the pauper could be ren
dered the less attractive.

"First, by giving to the pauper
an inferior supply of the neces
saries of life, by giving him worse
food, worse clothing, and worse
lodging than he could have ob
tained from the average wages of
his labor....

"A second mode is to require
from the applicant for relief, toil
more severe or more irksome than
that endured by the independent
laborer....

"The third mode is, to a certain
degree, a combination of the two
others, avoiding their defects. It
is to require the man who demands
to be supported by the industry
and frugality of others to enter an
abode provided for him by the
public, where all the necessaries of
life are amply provided, but ex
citement and mere amusement are
excluded - an abode where he is
better lodged, better clothed, and
more healthily fed than he would
be in his own cottage, but is de
prived of beer, tobacco, and spirits
- is forced to submit to habits of
order and cleanliness - is separat
ed from his usual associates and
his usual pastimes, and is subject
to labor, monotonous and uninter
esting. This is the workhouse sys
tem."

The Royal Commission, in de-

fending that system, had argued
that even if "relief in a well-regu
lated workhouse" might be, "in
some rare cases, a hardship, it ap
pears from the evidence that it is
a hardship to which the good of
society requires the applicant to
submit. The express or implied
ground of his application is, that
he is in danger of perishing from
want. Requesting to be rescued
from that danger out of the prop
erty of others, he must accept as
sistance on the terms, whatever
they may be, which the common
welfare requires. The bane of all
pauper legislation has been the
legislation for extreme cases. Ev
ery exception, every violation of
the general rule to meet a real case
of unusual hardship, lets in a
whole class of fraudulent cases,
by which that rule must in time be
destroyed. Where cases of real
hardship occur, the remedy must
be applied by individual charity,
a virtue for which no system of
compulsory relief can be or ought
to be a substitute."

Destroying the Beneficiary

To later generations the reforms
introduced by the Poor Law
Amendments of 1834 came to seem
needlessly harsh and even heart
less. But the Poor Law Commis
sioners did courageously try to
face up to a two-sided problem
that the generation before them
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had ignored and many of the pres
ent generation seem once more to
ignore - "the difficult problem" as
Nassau Senior put it, "how to af
ford to the poorer classes adequate
relief without material injury
to their diligence or their provi
dence." In his 1841 pamphlet we
find him rebuking "the persons
who would legislate for extreme
cases - who would rather encour
age any amount of debauchery,
idleness, improvidence, or impos
ture, than suffer a single applicant
to be relieved in a manner which
they think harsh.... [They] would
reward the laborer for throwing
himself out of work, by giving
him food better, and more abun
dant, than he obtained in inde
pendence. . . . They are governed
by what they call their feelings,
and those feelings are all on one
side. Their pity for the pauper ex
cludes any for the laborer, or for
the rate-payer. They sympathize
with idleness and improvidence,
not with industry, frugality, and
independence. . . . It is scarcely
necessary to remind the reader of
the well-known principle, that if
relief be afforded on terms which
do not render it less eligible than
independent labor, the demand for
it will increase, while there is a
particle of property left to appease
it."

However the Poor Law reform
of 1834 may be considered by many

today, it proved sufficiently satis
factory to successive British gov
ernments to be retained with only
minor changes until the end of the
nineteenth century. But there was
mounting sentiment against it a.s
the· years wore on. Much of this
was stirred up by the novels of
Charles Dickens and others, with
their lurid pictures of conditions
in the workhouses. Toward the
end of the century the more
stringent regulations were gradu
ally relaxed. In 1891 supplies of
toys and books were permitted in
the workhouses. In 1892 tobacco
and snuff could be provided. In
1900 a government circular recom
mended the grant of outdoor re
lief (i. e., relief outside of the
workhouses) for the aged of good
character.

A 1905 War on Poverty

A new Royal Commission on the
Poor Laws was set up in 1905.
(One member was Beatrice Webb.)
It brought in a report in 1909,
but as the report was not unani
mous, the Government took no ac
tion on it. However, new "social
legislation" continued to be en
acted. An Old Age Pensions Act
was passed in 1908. And in 1909
David Lloyd George, the radical
chancellor of the exchequer, an
ticipating President Lyndon John
son's "war on poverty" by more
than half a century, exclaimed in
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introducing his new budget: "This
is a war budget for raising money
to wage implacable warfare
against poverty and squalidness."

Finally, the National Insurance
Act of 1911, providing sickness
and unemployment benefits on a
contributory basis to a selected
group of industrial workers,
marked the birth of the modern
Welfare State in England, which
reached maturity with the enact
ment of the Beveridge reforms in
1944.

But the Poor Law Commission
ers of 1834, and the Parliament
that enacted their recommenda
tions, had frankly recognized and
faced a problem that their politi
cal successors seem, as I have said,
almost systematically to ignore
"the difficult problem," to quote
once more the words in which
Nassau Senior stated it, "how to
afford to the poorer classes ade
quate relief without material in
jury to their diligence or their
providence."

How to Afford Relief

Without Destroying Incentives

Is this problem soluble? Or does
it present an inescapable dilemma?
Can the state undertake to pro
vide adequate relief to everybody
who really needs and deserves it
without finding itself supporting

the idle, the improvident, and the
swindlers? And can it frame rigid
rules that would adequately pro
tect it against fraud and impos
ture without as a result denying
help to some of those really in
need? Can the state, again, pro
vide really "adequate" relief for
any extended period even to the
originally "deserving" without un
dermining or destroying their in
centives to industry, frugality,
and self-support? If people can get
an adequate living without work
ing, why work? Can the state,
finally, provide "adequate" relief to
all the unemployed, or, even more,
guaranteed incomes for all, with
out undermining by excessive tax
ation the incentives of the work
ing populatio,n that is forced to
provide this support? Can the
state, in sum, provide "adequate"
relief to all without gravely dis
couraging and inhibiting the pro
duction out of which all relief must
come? - without letting loose a
runaway inflation? - without go
ing bankrupt?

This apparent dilemma may be
surmountable. But no relief sys
tem or welfare-state system so far
embarked upon has satisfactorily
surmounted it; and the problem
certainly cannot be solved until the
alternatives it presents are can
didly recognized and examined. ~



HANS F. SENNHOLZ

RADICAL ECONOMICS
OLD
AND

NEW

MOST modern economists openly
profess disinterest in ideological
and political matters. They go
about their studies, proclaiming
ethical neutrality and freedom
from bias, to specialize in a great
many details of economic phenom
ena. The profession is more and
more divided into groups specializ
ing in diverse kinds of research so
that few members are able to un
derstand the whole field or relate
to it the work done in these spe
cialties. The writing of compre
hensive treatises on "principles of
economics" has virtually ceased
and few students are ever intro
duced to the eternal principles of
human action.

Yet, these same economists who
claim the scientific dignity of ethi
cal neutrality readily pass judg
ment on social and political af
fairs. In fact, they are busily un-

Dr. Sennholz heads the Department of Eco
nomics at Grove City College and is a noted
writer and lecturer for freedom.

dermining the classical economics
that believed in the harmony of
interests and social beneficence of
the competitive private-property
economy. Espousing the theory of
"monopolistic competition," they
condemn the structure and work
ing of the market system and the
power of private firms which are
said to administer their outputs
and selling prices and fix their
payments to labor. The main body of
the profession embraces "Keynes
ian" doctrines and theories, which
have dealt a severe blow to the
economics of individual enter
prise and promoted radical gov
ernment intervention. Keynesians
are convinced that the market
economy fails to attain and main
tain an appropriate flow of money
through the system, or "effective
demand" for all products, that it
lacks over-all stability or steady
growth. The system's grave liabil
ity, they proclaim, is its. failure to
automatically correct its own mal-
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adjustments which occur as de
pressions and inflations.

These modern developments of
economic theory contributed to the
growth of new attitudes among
the electorate and clamor for new
public policies. Hence, the ideo
logical and political trends toward
new-style liberalism and control
type socialism. And above all, a
new radicalism bubbles through
the profession.

The old radicalism consisted of
a few Marxian professors who had
the rare courage to openly confess
allegiance to the concepts and doc
trines of their master. But while
there are few professed Marxians
in the American economic profes
sion, a great deal of Marxism has
swayed the thinking of countless
economists. Marxian surplus value
theory, commonly called "exploita
tion theory," has been widely ac
cepted in economic thought, in
American legislation and labor
policy. The Marxian theory of
capital concentration and business
monopoly is embraced by most
Americans and is used as a guide
post by the Department of Justice
in its antitrust activities. Finally,
Lenin's doctrine of capitalist co
lonialism and imperialism is wide
ly accepted as the explanation of
foreign affairs, causing our gov
ernment to help purge European
colonialism from an corners of the
world.

The new radicalism represented
by an organization of younger
economists in the Union for Rad
ical Political Economics, with
counterparts, in most other social
sciences, demands drastic domes
tic reforms and an end to the war
in Vietnam.

The private-property-individual
enterprise order is summarily con
demned in terms of Marxian anal
ysis. In addition, it is criticized
for its tendency to create such
problems as inflation, urban decay,
pollution, racial conflict, and many
other ills of contemporary society.

Even economists schooled in the
classical tradition are joining the
chorus of vocal critics. The pri
vate enterprise system, they con
tend, does not lead to maximum
welfare because many social costs
are ignored in the calculation of
welfare. Large blocs of externali
ties, which are social costs not in
cluded in private costs, are charac
teristic of the enterprise system.
These externalities are destroying
our physical environment and pre
cipitating disaster for the human
race.

Robert U. Ayres and Allen V.
Kneese make such charges in an
essay on "Production, Consump
tion and Externalities." (Ameri
can Economic Review, June, 1969,
pp. 282-297). Private businessmen
are discharging wastes into the
atmosphere and water courses
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without cost to themselves. And
consumers do not fully use up,
through the act of economic con
sumption, the material elements
that enter production. Almost 3
billion tons of residue are going
back annually into our environ
ment. This is becoming unbear
able, especially in mass urban so
cieties with growing populations
and rising material output. Ad hoc
taxes and government restrictions
are not sufficient to cope with the
growing problem. Central, or at
least regional, control is needed;
and above all, a new economics
must be devised that considers
waste disposal an integral part of
the production and consumption
process, and places it within the
framework of general equilibrium
analysis. "Under conditions of in
tensive economic and population
development the environmental
media which can receive and as
similate residual wastes are not
free goods but natural resources
of great value with respect to
which voluntary exchange cannot
operate because of their common
property characteristics."

Such observations reflect an un
bounded faith in the political and
bureaucratic process. No matter
what the grievance may be, the
blame is always laid on private
propertyand individual enterprise,
and the solution is always more
government!

Who is Polluting?

Even some of the facts are
grossly misstated. The worst of
fenders are not private business
men in their search for profits, but
government itself rendering eco
nomic services in a primitive man
ner. Urban communities are pol
luted by an increasingly formid
able cascade of solid waste, such
as garbage and trash, rubbish and
debris. According to a preliminary
report made in 1968 by the Bureau
of Solid Waste Management in the
U. S. Public Health Service, only
64 per cent of the nation's people
lived in communities that had ref
use collection systems. About half
of household wastes were collected
by public agencies, and one-third
by private collectors; the rest was
disposed by householders them
selves. Most commercial and in
dustrial wastes were handled by
private collectors. And most of the
dumps and incinerators were oper
ated by public authorities or li
censed contractors working for
public authorities.

These facts primarily indict
government rather than profit
seeking enterprise for our envi
ronmental crisis.

Or take the pollution of our
waterways. Who is discharging
pollutants into streams and rivers,
lakes and oceans? Lake Erie, the
most polluted inland body of
watell"'" is an example. According to
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independent surveys, the city of
Cleveland is by far the worst of
fender, followed by Toledo and
Buffalo and other cities. Numerous
public sewer authorities discharge
thousands of tons of waste into
the lake every day. So filthy is
Cleveland's Cuyahoga River that
it catches fire occasionally and
traps tugs and boats in its flames.
Surely, Lake Erie would suffer no
serious pollution were it not for
sewer authorities established and
operated by government.

Under common law, the beds of
navigable bodies of water are gov
ernment property. Can it be sur
prising then that government it
self either is polluting the lakes
and rivers or permits them to be
polluted? To blame individual en
terprise is an obvious distortion of
facts.

It is true, public attitude toward
government property usually dif
fers from that toward private prop
erty. While the latter is generally
respected and the owner protected
in its use, government property is
treated as a common good without
an owner. Unless it is guarded by
a host of inspectors and policemen,
it is used and abused by the citi
zenry as if it were free. This com
mon attitude can hardly be con
strued as recommendation for
more government ownership or
control over environmental re
sources.

The Air We Breathe
The third pollution that is often

laid on the doorstep of profit-seek
ing enterprise is the contamina
tion of the air we breathe. In a
stinging criticism of the "conven
tional wisdom" of economics, E. J.
Mishan of the London School of
Economics and Political Science
called the private automobile one
of the great disasters of the hu
man race. It pollutes the air, clogs
city streets, and contributes to
the destruction of natural beauty.
The economic growth it represents
conflicts with social welfare.
("Economic Priority: Growth or
Welfare" in Political Quarterly,
January, 1969).

Such a severe indictment of the
automobile is tantamount to a re
jection of one of the most splendid
fruits of private enterprise. There
are few, if any, private automo
biles in collective economies, from
Soviet Russia to Castro Cuba. The
automobile means high standards
of living, great individual mobility
and productivity, and access to the
countryside for recreation and en
joyment. In rural America it is the
only means of transportation that
assures employment and income.
Without it, the countryside would
surely be depopulated and our
cities far more congested than
now.

The air pollution in our cities,
the smoke, haze, and smog, never-
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theless present grave health haz
ards to millions of city dwellers.
Is individual enterprise that man
ufactured those millions of auto
mobiles not responsible for most
of the city pollution?

Zoning and Other Intervention

Again, the blame for the in
tolerable pollution of city air rests
mainly with government. In par
ticular, three well-established po
litical practices have contributed
to the environmental dilemma.
First, zoning has become a popu
lar legislative method of govern
ment control over the use of land.
Primarily applied in urban areas,
zoning constitutes government
planning along "orderly lines," to
control congestion in houses and
neighborhoods, height, size and
appearance of buildings and their
uses, density of population, and so
on. Surely, zoning has shaped the
growth of American cities ever
since the 1920's when it became
popular.

Take Los Angeles, for instance.
Radical zoning ordinances made it
the largest U.S. city in area, a
vast sprawling metropolis of more
than 455 square miles in which
transportation is an absolute ne
cessity. The resident of Los An
geles may travel a hundred miles
every day to work, shop, eat, to
attend school or church, or to seek
recreation or entertainment. Pub-

lic transportation cannot possibly
meet the millionfold needs of Los
Angeles transportation; only the
private automobile can.

Secondly, in nearly all Ame-ri
can cities public transportation
has deteriorated to disgraceful
levels of inefficiency and discom
fort. The private companies that
first provided the service were
regulated and taxed into losses,
and finally replaced by public au
thorities. Under their control,
mass transportation has generally
deteriorated in quality and quan
tity while the costs have soared,
as in the New York City subways,
for example.

Public transport authorities are
easy prey for militant unions. Pol
iticiansor their appointees can
not easily resist the demands of
teamsters locals and their allies,
despite the resultant inefficiency
and high cost. The traveling pub
lic is frequently left stranded by
organized work stoppages, slow
downs, and other union tactics.
When public transportation is
most urgently needed, in the vaca
tion or holiday season, it is often
struck by one of the unions.

The privately-owned mass trans
portation media are taxed by a
host of government authorities
until their services deteriorate or
even sputter to a halt. The ex
amples are legion. But the recent
bankruptcy of the Penn Central
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Railroad illustrates the point.
Even in bankruptcy, public tax
authorities are crowding the
courts to force collection of their
levies. While labor unions threaten
nationwide walkouts, government
tax collectors prey on railroad in
come and assets. And when a com
pany finally petitions its regula
tory authority to halt some loss
inflicting service, it may be denied
the right to do so. If permission
is granted, local courts· may order
the company to continue the serv
ice and bear the losses. Can it be
surprising, then, that service re
luctantly rendered is minimal and
poor?

When public transportation is
dismal, undependable and ineffi
cient, neglected and uncomforta
ble, primitive and costly, people
naturally provide their own trans
portation. And millions of private
automobiles are clogging the city
streets adding their exhaust fumes
to the city air.

Finally, there is the tendency to
treat road and highway invest
ments, no matter how huge, as
"free goods" that are available to
anyone without charge. City gov
ernments endeavor to provide ade
quate approach roads for unre
stricted use of the automobile,
continually constructing new ex
pressways on the city's fringes. It
is true, a great number of high
way taxes are levied on those who

use the highways. The Federal
government collects taxes on gaso
line, lubricating oil, new automo
biles, tires and tubes. A highway
trust fund established by the
Highway Revenue Act of 1956 re
ceives and expends· the excise tax
es, which are the sole source of
funds for the Federal aid highway
systems. But as soon as an ex
pressway is completed it is over
crowded with countless automo
biles speeding or crawling to the
city. No matter how many millions
of dollars were expended on its
construction, it is "free" to the
user who simply does not relate
the ltax on his gasoline or tire to
a pariicular trip to the city. But
even If he were mindful of the tax
cost~ to him,' the use value of the
expressway, its convenience, speed
and safety, may exceed by far the
tax cost. Thus, millions of sub
urban automobiles are rushing to
or from the cities on billion-dollar
highways, adding their exhaust
fumes to our environment di
lemma.

Ignoring Property Rights

The problems of smoke, soot,
noise, waste, and water pollution
reveal unfortunate legal deficien
cies in the protection of private
property. The law has always been
and continues to be inadequate in
its treatment of property rights,
in particular, the liability and in-
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demnification for damages caused
by the owner's use of property.
Ideally, the right of property as a
market phenomenon entitles the
owner to all the advantages of a
given good, and charges him with
all the disadvantages which the
good may entail.

Over the centuries governments
have again and again restricted or
even abolished the· rights of pri
vate property. At other times the
law, either by design or default,
shielded the owner from some
disadvantages of his property, and
charged other people with some of
the costs, the external costs. Obvi
ously, if an owner does not reap
all the benefits of his property, he
will disregard such benefits in his
actions; and if he is not charged
with all its costs, he will ignore
such costs.

During the nineteenth century,
legislation and adjudication re
flected enthusiasm for the rapid
industrial and commercial devel
opment. Legislators and judges
understood the great importance
of capital investment for economic
betterment. They favored invest
ments in industry and transporta
tion and the productive employ
ment of property. Unfortunately,
they decided to hasten the eco
nomic development through tariffs,
subsidies, land grants, and relief

from some external costs. Thus,
as the tariffs and subsidies en
couraged some production, so did
the relief from externalities. Some
investments were made and some
consumption took place just be
cause part of the costs was shifted
from the owners to other people
and their property. The pollution
of air and water was overlooked
as a "public price" for economic
progress, that is, some costs were
shifted from one owner to another
to encourage economic activity
favored by government.

The growing awareness of en
vironmental problems/ is laudable
indeed. But the explanations given
by "experts" today are taken
straight from the armory of po
litical and economic radicalism.
The private property order is
summarily condemned, and gov
ernment is hailed as the only
saviour from our self-destruction.
More taxes and regulations, or
better yet, comprehensive govern
ment planning and control, are to
correct a deplorable situation. In
reality, the no-man's-land of "pub
lic property" and government ma
nipulation of private property
constitute the pollution problem.
Only sincere respect for private
property and its unbiased protec
tion by the law can alleviate a
deplorable situation. I)
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q <x~~<i A CRISIS:

The shocked surprise in the spring of 1970,
when the graduating class suddenly found
out that they had to go out and look for jobs,
may thus have been the first sign of a typi
cal "inventory crisis" - which always takes
everybody by surprise. Whatever the eco
nomic climate, the next few years will be
years of sharp readjustment in the "careers
market." The "career" boom of the 1960's is
as much a thing of the past as the stock mar
ket boom in "takeovers," "conglomerates,"
and "growth ventures."

PETER F. DRUCKER

The Public Interest (Fall, 1970)
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GARY NORTH

THE TEACHER GLUT, 1971

ADVOCATES of the free market as
a tool for the efficient allocation of
scarce resources have long been
critical of the way in which educa
tion is financed in the United
States. A host of studies are avail
able that deal with the lowering
of quality, the uncreative uni
formity, and the spiraling costs
of public education.! Only in recent
months have communities even
conte.mplated the possibility of a
system like Milton Friedman's
voucher program, in which the
parent would receive the educa
tional subsidy rather than the

1 Cf. Benjamin A. Rogge, "Financing
Higher Education in the United States,"
New Individualist Review, IV (Summer,
1965); available also from the Center for
Independent Education, Wichita. E. G.
West, Education and the State (London:
Institute for Economic Affairs, 1967).
Roger A. Freeman, "Crisis in American
Education," Christian Economics (Sept.,
1970) .

Mr. North is Secretary of Chalcedon, Inc., a
nonprofit Christian educational organization,
and a Ph. D. candidate at the University of
Ca.lifornia, Riverside.

local public schoo1.2 The obvious
crises since 1965 in our public
schools, coupled with the realiza
tion on the part of black militants
that educational pluralism is ad
vantageous, have led to at least
some rethinking of the assump
tions of American public educa
tion. With the realization that
education is not neutral, some
former advocates of racial, in
tellectual, and cultural integration
have come to the conclusion that
"democratic education" has pro-

2 Milton Friedman, Capitalism and
Freedom (University of Chicago Press,
1962), ch. 6; Robert L. Cunningham,
"Education: Free and Public," New In
dividualist Review, III (Summer, 1963).
Governor Reagan of California mentioned
the possibility of instituting a voucher
system as an experiment; this, however,
was in a campaign speech. The Center for
the Study of Public Policy, located in
Cambridge, Mass., has recommended the
establishment of a 5-8 year experiment
of 12,000 elementary students; the plan
would cost $6-8 million. This was the
conclusion in the Office of Economic Op
portunity-financed study, Education
Vouchers.
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duced a generation of uprooted
graduates - drones and revolution
aries - who are not really very
different from Dustin Hoffman's
caricature.

This realization, however, has
been a distinctly minority revela
tion. The message has not come
to the institutions of higher learn
ing in this country. They have
gone on as before, tinkering oc
casionally with the curriculum,
adding a handful of courses like
Black Studies or Chicano Studies,
but generally proceeding in a "busi
ness as usual" fashion. Never
theless, the violation of supply
and demand that is fundamental
in any system of subsidized edu
cation has now resulted in some
thing wholly unforeseen by the
bulk of American educators: the
perennial shortage of teachers
came to an end, quite abruptly, in
1968. The shock waves of that
event are only now registering on
the bureaucratic structure of
American higher education.

The Glut 01 the Degree Holders

For how many years were Amer
icans subjected to the perpetual
hand-wringing of professional ed
ucators over the teacher shortage?
How many news releases from the
National Education Association
were printed, without any criti
cism, by the public news media?
It was one of the favorite themes

of nearly everyone associated in
any way with public educational
institutions. Yet the myth was
shattered in one academic year,
1968-69.3 The glut of teachers at
all levels, from kindergarten to
the graduate school, appeared al
most overnight. The teacher-job
"gap" simply was swallowed up
in the outpouring of graduates in
June of 1968; only in "special ed
ucation" - the euphemism for the
handicapped, the culturally de
prived, and the retarded - is there
a comparable gap, and the open
ings there are being depleted by
falling school revenues.

This glut is not strictly an
American phenomenon. It is as
serious in the British Isles, per
haps worse. The British teaching
certificate is just that, a license
to teach; it is not easily trans
ferred to any other occupation.
The English have overbuilt their
institutions of higher education,
and the graduates are now reaping
the whirlwind.

Previously sacrosanct fields like
physics are now oversupplied. The
post-Sputnik era saw a seemingly
endless barrage of propaganda in
favor of expanding our pool of
available scientific talent. The

3 Newsweek (June 29, 1970) reports
that the first year in which a surplus
existed was 1967-68. This was not mani
fest at the time, however; it took a year
for the glut to register as a permanent
phenomenon.
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"science fairs" in the high schools,
the Federal scholarships, the tele
vised miracles of space travel all
combined to convince American
students that the ticket to guaran
teed security was the engineering
degree and the Ph.D. in physics.
Easy Street has once again turned
into a dead end, as too many peo
ple crowded down its narrow path.
Federal grants from such agencies
as NASA have fallen dramatically;
Federal loans to students have
begun to dry up. Budget cutting
has removed the fat from many
Federal science programs, to the
dismay of those scientists who
have an ideological commitment to
state-financed research. 4

The extent of the glut in physics
can be seen through a very spe
cific case. Heidelberg College in
Ohio last year had an opening for
a teacher in physics. It received
a total of 361 applications. Tiny
Dayton High School, in Dayton,
Texas, received applications from
15 Ph.D.'s in physics, yet the
school has only 455 students, and
it offers only a single course.5

Industry has been less and less
willing to interview Ph.D.'s due

4 Cf. Michael D. Reagan, Science and
the Federal Patron (New York: Oxford
University Press, 1969). Reagan favors
such patronage, but he shows the prob
lems inherent in such a relationship. He
also provides considerable economic data
on the extent of the aid.

5 Time (June 29, 1970).

to the highly specialized, unflexi
ble nature of Ph.D. training. The
cut-backs in aerospace have hurt
the market for these trained spe
cialists. An astounding 40 per.
cent of the 1969 graduates in
physics were on post-doctoral fel
lowships in 1970.6

In the Social Sciences

The situation in the humanities
and social sciences is even worse.
A fantastic 1,000 applicants ap
plied for eight positions in the
English Department of the Uni
versity of Massachusetts.7 A total
of 29,000 Ph.D.'s were turned out
in 1969-70, perhaps double the
number needed for college teach
ing posts. The Chronicle of Higher
Education, a newspaper for college
administrators, ran a series of
articles on the crisis in late spring
and early summer of 1970 dealing
with the oversupply of teachers.
It reported that the Cooperative
College Registry, a nonprofit place
ment service for some 300 Prot
estant colleges, announced that in
mid-May there were still 45 per
cent of its 9,500 applicants·· with
out offers. Some 55 per cent of
the applicants had the Ph.D.; prior
to 1970, 45 per cent had been the
maximum.

The extent of the crisis may be

6 The Chronicle of Higher Education,
IV (June 8, 1970), p. 8.

7 Time (June 29, 1970).



158 THE FREEMAN March

estimated by the fact that the
Cooperative College Register is the
"last chance" employer registry.
The colleges tend to be small, low
prestige schools that can afford
only below-average salaries. This
normally makes them more flexi
ble, however, since pay scales are
more responsive to the conditions
of supply and demand. A glut here
indicates a crisis unrivaled since
the mid-1950's.

Causes of the Crisis

A standard explanation offered
by the educational establishment
is that there really is no over
supply of teachers, and there still
is a shortage. However, the de
mand has dried up, a direct con-

o sequence of short-sighted legis
lators and angry citizens who
keep rejecting bond issues.8 In
other words, the failure of the
educational market to clear itself
of all prospective teachers is in no
way related to the excessive zeal
of academic departments in ex
panding course offerings and grad
uate fellowships; it is due to the
tight-fisted taxpayers who refuse
to spend additional billions on ed
ucational facilities, programs, and
salaries.

8 Cf. statements by Cleo Craig and H.
R. Rouse of the Wilson Scholarship Foun
dation (whose Ford Foundation funds
were recently cut off): Chronicle of
Higher Education, IV (May 25, 1970),
p.7.

This makes for good propa
ganda; economically, it skirts the
real issue. Naturally, there is a
limited supply of teachers. There
is a limited supply of automobiles,
televisions, diamonds, clean air,
pure water, tortilla chips, and
anything else that commands a
price. We live in a world of scar
city. A scarce good, by definition,
is one for which there is greater
demand than supply at zero price.
Imbalances in any market can be
blamed on high or low demand,
just as they can be blamed on high
or low supply. The problem arises
when prices are not flexible, thus
creating permanent imbalances. If
the phrase, "shortage of teachers,"
.is to have any meaning at all, it
must be qualified by the phrase,
"at a particular wage level." There
is no question about the fact that
at present high wage levels, there
is nothing resembling an under
supply of teachers. There is no
question that there is an imbalance
of supply and demand at present
wage levels.

Educators need to ask them
selves two crucial questions. First,
why are' wages so inflexible down
ward? Second, why were those
whose task it is to forecast the
needs in education so short
sighted? How did it happen, for
example, that in 1963 the esti
mated need for new teachers at
the college level in history was set
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at 390 for 1969-70, whereas the
actual need turned out to be 500,
and the actual supply was 881?9
Why did so few graduate advisors
take seriously the estimates pre
sented by Clark Kerr, then Presi
dent of the University of Cali
fornia (1966), that only two
thirds of the 1971 Ph.D.'s could be
employed in the colleges ?10

Minimum Wage Floors

About 75 per cent of those at
tending institutions of higher
learning are in tax-supported pub
lic schools. By their very financing
structure, these institutions are
notoriously unresponsive to mar
ket conditions of supply and de
mand. For many decades, legisla
tures have met the basic budget
demands of the colleges in the
United States, and this has tended
to insolate the schools and scholars
from external economic realities.
They are not paid to forecast mar
ket conditions in the future, and
they do not concern themselves
with such matters, at least not at
the graduate advisory level. The
private schools, supported by foun
dations and government research
grants, are frequently as lax as

9 Chronicle (June 8, 1970), p. 1.
10 Kerr's estimate was revealed at a

meeting of California Club, the student
advisory body in the University of Cal
ifornia. He was simply reporting the data
gleaned in a study which apparently was
available to all college administrators.

the public schools. They are, in
every sense of the word, guilds.

Historically, guilds have resist
ed price and wage competition.
They speak of themselves as
"quality-oriented," which implies
an elitist perspective, since it is
price competition which has al
ways characterized production for
a mass market.ll Educational in
stitutions have been caught in a
dilemma: they are supposed to
maintain quality without compro
mise, yet supply the needs of mass
education. Schools are to be simul
taneously democratic (supported
by tax funds) and elitist (pre
serving quality, ignoring "crass"
economic affairs). Higher educa
tion in America is institutionally
schizophrenic.

A competitive market institu
tion would respond rapidly to new
conditions of oversupply of a fac
tor of production by bidding down
the price of the good. That is
what faculties should do in the
face of the Ph.D. glut. They
should drop salaries at the start
ing level. It would enable schools
to hire more people, and it would
make very plain to prospective
Ph.D. students just what the eco
nomic facts are in the employ
ment market. But that is not the
response of faculties. Faculties

11 Max Weber, General Economic His
tory (New York: Collier, [1920] 1961),
p.230.
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like high salaries for all those
employed; it supposedly is a sign
of institutional prestige to pay
high wages, and thus prestigious
to be employed by such institu
tions.

Faculties also have the. ultimate
job security: tenure. This protects
those who have tenure from being
fired. Thus, any drop in demand
must be exercised at the level of
the new professors, fresh out of
graduate school. But if their sal
aries are lowered disproportional
ly, considerable institutional con
flict may result. It may even lead
to the decision by the administra
tion to lower the salaries of those
men whom it cannot dismiss.
There is a built-in preference,
therefore, for high wages and low
competition on a semiclosed mar
ket. It is a guild-like attitude.
Those outside the system have a
hard time breaking in. Their chief
economic weapon, namely, their
willingness to take a lower wage,
is not easily exercised.

This is especially true in state
schools which have fixed wage
floors set by the legislature or
local junior college school district.
The California junior colleges are
the prime examples. Like the high
schools from which they recruit
their teachers, the junior colleges
pay men in terms of formal edu
cational achievement: so many
units beyond the B.A~ yields so

much extra pay. So much experi
ence yields so much extra pay.
The new Ph.D. has to be paid, in
1971, about $13,000; there is no
bargaining possible. Few districts
want to pay that much to a man
who (1) may quit and go to a
four-year college, (2) may em
barrass a local administrator who
holds only an M.A. in education,
(3) may not teach the junior col
lege's substandard students as
well as a man who has taught
high school for ten years. The
Ph.D. is effectively locked out of
junior college employment (un
less he started as an M.A. and
earned his degree while em
ployed). There is simply no wage
flexibility. As a result, junior col
lege districts are permitting an
opportunity to "upgrade" their
faculties at less cost than before
to slip through their administra
tive fingers.

Tenure

Tenure supposedly protects the
professor from being fired for
expressing opinions abhorrent to
administrators, legislators, or lo
cal citizens (including students).
This was a keystone in Prussia,
where state-supported higher ed
ucation was pioneered in the nine
teenth century. It ma~s very
little sense today. As Robert Nis
bet has argued in his iconoclastic
and reasonable eS$ay on our Per-
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manent Professors, no one is fired
for mental or moral incompetence
any longer, the two chief ways of
dismissing tenured men. The ex
ceptional mobility of modern
teachers removes any serious
threat to academic freedom, since
institutions are varied enough to
let men find a platform to teach
almost anything. The very guild
structure promotes a basic uni
formity of methodology today, in
suring general agreement within
most academic departments - or
so we found until the mid-1960's.
Finally, Nisbet argues, if aca
demic freedom is really the issue,
why limit it? Why not let junior
members have it? "On what logi
cal grounds, then, do we claim
exemption for age and rank, in
certain respects the most feudal
of all feudal qualities ?"12

Tenure, far from protecting
men in their expression of contro
versial opinions, has enabled men
to express no opinions at all.
Teaching has become lethargic as
men pursue their academic ca
reers in the academic journals
(100,000 in the world today13)
and their annual meetings. Tenure

12 Robert A. Nisbet, "The Permanent
Professors: A Modest Proposal," (1965)
in Nisbet, Tradition and Revolt (New
York: Random House, 1968), P. 241.

13 M. King Hubbert, "Are We Retro
gressing in Science," Geological Society
of America Bulletin, LXXIV (1963),
p.366.

protects the man without the flair
for teaching, the man who has no
controversial opinions to distin
guish his lectures, the man whose
very biandness insures his pro
tection from "academic witch
hunters,h but who has never
learned to compete in the world
of student education. Tenure has
turned the university over to the
drone, the pedant, the writer _of
overfootnoted, mindless articles.
It might even be true to say that
the spirited junior teacher with
controversial opinions has more
to fear from his tenured, spine
less, drab colleagues than from
the outside public. And drones, it
should be noted, are not known
for their flexibility. Wage scales
reflect this, especially when con
ditions dictate a downward re
vision. Institutional inflexibility
rewards the inflexible. Nonmarket
financing keeps the structures in
flexible.

The Subsidized Product

The discussion above focused
on the implications of the demand
side of the equation. We must now
turn to the supply side of the
Ph.D. equation. Why are there so
many of them being produced?

Many reasons exist. A primary
factor was the existence, until
1968, of the graduate school mili
tary draft deferment. This func
tioned as an indirect subsidy to
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graduate departments. "Canada"
was as close as the nearest uni
versity. Another factor is the
tendency of all bureaucracies to
expand to the limits of their fiscal
capabilities. For example, aca
demic departments in most state
schools are funded in terms of
student enrollment; this figure es
tablishes the so-called FTE rat
ing: Full Time Employees. In Cal
ifornia, a fixed formula is used.
A 28-students-to-one-faculty-mem
ber ratio operates, with lower di
vision students rated 1, upper di
vision students at 1.5, Master's
Degree candidates at 2.5, and
Ph.D. candidates at the maximum
weighting, 3.5. As David Brene
man comments: "Note that each
advanced doctoral student enrolled
brings the campus VS FTE faculty
position."14 He adds that no strict
mechanical relationship exists at
the departmental level, but faculty
appointments relate closely to
weighted student enrollments.
Furthermore, once the number of
faculty appointments is estab
lished, "other resources such as
office space and nonacademic per
sonnel can be functionally related
to the faculty members."15 It pays

14 David W. Breneman, An Economic
Theory of Ph.D. Production: The Case at
Berkeley, mimeographed, June, 1970, a
study sponsored by the Ford Foundation,
p.49.

15 Ibid., p. 50.

a department to expand graduate
programs.

This does not mean that it pays
departments to actually award a
large percentage of degrees. On
the contrary, departments must
limit such awards to those stu
dents who will produce the great
est prestige for the department in
the academic community. Also,
some science departments must
provide access to sophisticated ex
perimental equipment to Ph.D.
students, so some attempt will be
made to flunk out inferior stu
dents at an earlier stage. This is
not true, however, in the humani
ties. Breneman's comments are
illuminating:

From the perspective of the French
faculty, then, the graduate student
must be viewed as a very valuable
member of the department's econ
omy. Not only does the graduate stu
dent teach the dull introductory
courses, but he is a source of student
credit hours and demand for advanced
instruction. Departmental technology
is such that having graduate students
in residence for several years is cost
less to the faculty, and not without
certain advantages.... Consequently,
in this type of department faculty
members have no incentives to make
rapid decisions to terminate Ph.D.
aspirants.l6

The taxpayers, of course, bear
the major costs of this decision.
The student may drop out for

16 Ibid., pp. 67-68.
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many reasons, but the longer he
stays in, the closer he believes
himself to be at the pay-off poil!t,
the granting of the degree. In the
humanities, the degree is all-im
portant, since it is the union card
for college level teaching, and in
dustry has little need for highly
specialized humanities students.
Thus, departments get bloated
with graduate students, and while
the percentage of those who are
awarded the degree may stay low,
the absolute number of awards in
creases. Jobs open up in other uni
versities which are also expanding
their graduate programs, thus cre
ating demand for more Ph.D.'s.
The entire structure is geared to
the growth of graduate enroll
ments.

Colleges gain greater prestige
by becoming full universities. If
they do, they can gain access to
Federal research funds, and these
have expanded exponentially since
1950 (the cut-off came in 1968).
Fellowships and teaching assist
antships were multiplied, while
loan programs at low interest were
made available to those students
who did not become part-time em
ployees of departments. These
loans, especially under the Nation
al Defense [the magic budgetary
word in the mid-1950's] Education
Act, could be canceled after five
years of teaching of the recipient.

Graduate students in the hu-

manities do not generally under
stand economics. They are not so
aware of the employment situa
tion, and as Breneman shows, de
partments are often rewarded by
keeping their students in the dark
on this issue, thus encouraging
them to stay in the program. Stu
dents without the Ph.D. have few
college teaching employment op
portunities, so the opportunity
costs of staying in the program
are lower than, say, an engineer
who can take his M.A. and get a
good job in industry (again, be
fore 1968). So the main concern
for the student in a state univer
sity is the size of his state-sup
ported subsidy: the number of
campus jobs, the size of tuition
costs, the availability of loans.

Graduate education is costly.
Obviously, in terms of faculty
members employed, the Ph.D. stu
dent is around three times as cost
ly, especially if he does not as
sume any teaching load as an as
sistant. There is simply no way of
estimating the cost per student per
year, or so I am told by the uni
versity budget department. French
students cost less than physics
students in applied physics, and
possibly more than those in the
oretical physics or mathematics.
But it is possible to estimate in a
crude fashion that it costs, at an
average, $3,500 per student in the
University of California; graduate
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students are more costly, though
by how much it is difficult to say.
But tuition, until 1970, covered at
best less than 10 per cent of this,
or $300. For the graduate student,
the subsidy would be even greater.

Subsidies Have Consequences

Subsidize the production of a
scarce economic good, and there
will be an oversupply of that good
in terms of true market demand.
That law is as applicable in the
Ph.D. market as in that for sur
plus wheat or Army fatigues. This
is the fundamental cause of the
oversupply of Ph.D.'s: planning
was not made in terms of an un
hampered market but rather in
terms of a government-subsidized
market. Demand was cut off
sharply by falling school budgets,
but candidates for the Ph.D. de
gree are not rapidly responsive to
this contraction: the other man
may not be able to find a job, but
each candidate believes that he
will finish his dissertation and get
the available position. A market
geared to the dream of continual
expansion has been cut short, and
few persons within the structure
are economically oriented enough
to respond as rapidly as free mar
ket participants are forced to do.
Like the civilized Eskimos who
have forgotten how to build an
igloo, those supplying Ph.D.'s have
forgotten the hard realities of a

market characterized by uncer
tainty. The result has been the
teacher glut.

Market forces

This market, like all markets,
will eventually respond to the con
ditions of supply and demand. De
partments will cut back on enroll
ments, especially as budgets are
trimmed during a time of infla
tion. Fellowships will shrink in
number. Federal grants to the sci
entists will not increase exponen
tially any longer. In time, teaching
loads will be increased in many
universities; wage inflexibility
downward will be compensated for
through these increased teaching
responsibilities. But it is unlikely
that these changes will come over-
,night. It is likely that the glut will
continue for some time. New grad
uates will find it very difficult to
break into their first jobs; pro
fessors' mobility will drop, the in
evitable result of wage inflexibil
ity. One rigidity creates others.
Inflation will continue to eat away
at teachers' salaries, thus bring
ing real wages into line with the
conditions of supply and demand,
and the oversupply of available
talent will thwart attempts to
unionize the profession - attempts
which are on the increase now, as
the Ph.D., in and of itself, no
longer functions as an effective
barrier to entry into the guild.
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What we are witnessing is a
major transformation of the func
tion of the Ph.D. degree itself.
Once a prestige indicator and a
monopolistic grant to the holder,
today it is faltering in both ca
pacities. In the long run, this de
velopment may be for the best.
The mystique of the Ph.D. has for
too long been unchallenged. It has
degenerated into little more than
an official certification of intellec
tual drudgery. As E. Alden Dun
ham of the Carnegie Corporation
of New York has written:

Every ill besetting our colleges and
universities is related in one way or
another to the Ph.D. degree - stu
dent alienation, irrelevant curricula,
uninspired teaching, ironclad adher
ence to what may be outmoded tra
ditions, absentee professors, extrava
gantly high costs of research and
graduate education.... [It is] in
appropriate for most college teach
ing jobs in this country, especially
at the lower division level. Yet it
remains the only respectable degree
for college teachers as we move into
an era of mass higher education. The
percentage of Ph.D.'s on the faculty
continues to be the index of quality.
Our system makes no sense.l7

17 Dunham, quoted in The Chronicle of
Higher Education, IV (March 16, 1970),
pp. 1, 5. Edmund Wilson, in his devastat
ing essay, The Fruits of the M.L.A. [Mod
ern Language Association] (New York
Review of Books Publication, 1969),
writes that we missed our chance to
abolish the Ph.D. as a "German atrocity"
during World War I.

Pluralistic Education
For too long, to paraphrase a

generally accepted slogan when it
applies to the military, education
has been in the hands of the edu
cators. Monopoly grants continu
ing over long periods of time tend
to degenerate into less efficient
units of service or production. Yet
the crisis of the teacher glut is
only one aspect of a major crisis
in education. It is essentially a
crisis of faith; relativism has led
to irrelevance on the campus. Few
students - few bright students
are dazzled by the initials "Ph.D."
after a name, at least not beyond
the sophomore year. Noone knows
where the educational crisis will
lead us by 1980, but this seems
certain: any crisis in financing
will produce radical changes in the
operation of any bureaucracy,
even the educational bureaucracy.
Inflation will take its toll; so will
the allocation problem with regard
to the creation of Ph.D.'s. Radical
students will strike the institution
at a time of change, internal con
fusion, and financial contraction.
Few schools that have been caught
up in the race for academic pres
tige will escape the coming trans
formation.

There is cause for hope among
people who have not clung to a
philosophy of relativism as a
means of academic salvation. If
both public and private academic
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institutions that have embraced
relativism are now reaping the
whirlwind, parents and students
are going to be looking for alterna
tive educational structures. Pro
spective teachers may not be able
to compete in terms of price or
academic degree on most academic
markets, but they can compete in
terms of both price and ideological
commitment on those academic
markets that are more openly com
mitted to a particular view of the
world. Pluralistic education has
been stifled for almost a century
by a philosophy of neutral educa
tion grounded in relativism and
enforced by the various academic
guilds. But the fruits of that view
of education are exploding on
those campuses that have been the
formulators of the creed. Colum
bia, Harvard, Berkeley have all
been hit precisely because the very
bright students have seen through
the myth of educational neutral
ity. Pluralistic education can con
ceivably be the ultimate bene
ficiary of the institutional crisis
which we face.

Since the vast majority of the
people holding the Ph.D. and other
higher degrees are not really com
mitted to anything beyond the
latest fad among the professorial
guild, the serious man who holds a
degree but who also holds a sys
tematic philosophy of life now is
in a position to distinguish him-

self from the hordes of other ap
plicants for jobs. The savings in
search costs that the Ph.D. once
offered ("no non-Ph.D.'s need ap
ply") no longer works in a glutted
market. There is an oversupply of
degree-holders, but not an over
supply of free market advocates
holding the degree. If the swing
away from the intellectually cas
trated philosophy of neutral edu
cation (the only kind legally per
mitted by state-financed schools)
continues, there should be a new
demand for men and women com
mitted to a consistent view. Only
with such a view can serious edu
cation that is content-oriented
rather than mere technique-ori
ented, Le., liberal education in the
traditional meaning, be main
tained. Only value-oriented teach
ing can pick up the institutional
pieces. This should be the hope of
those behind private educational
institutions.

The Elfect of Controls

There is one last consideration.
The imposition of price and wage
controls becomes more and more
of a possibility. These controls
have disastrous effects in the long
run, but initially certain zones of
the economy are favored. 18 One of

18 Gary North, "Price-Wage Controls:
Effects and Counter-Effects," Commer
cial and Financial Chronicle (Aug. 21,
1969) .
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these, as Prof. Hans Sennholz has
pointed out, is private education.
As money continues to be printed
by the state and the state's central
bank, it seeks markets. Controlled
markets within the economy dry
up, as capital and labor shift to
the uncontrolled zones - collectors'
markets, luxury goods, entertain
ment, travel, and education. State
financed '\ educational institutions
are caught in the wage-price
squeeze: legislatures and bond
voters are tight-fisted (as their
purchasing power continues to de
cline). But the private schools
reap at least an initial subsidy.
State schools limit or close enroll
ments, but people have money to
spend, and these funds find their
way increasingly into educational
outlets. We should expect to see
the expansion of private education
of all kinds: high schools, colleges,
night schools, cultural institu
tions. A true opportunity for the
establishment of truly universal,
pluralistic education would make
itself available. The shift away
from the public educational mo-

]ohnF. Kennedy

nopoly that is already showing
signs of life would be subsidized
by the very imposition of statist
controls.

In the last analysis, the educa
tional system has become overly
dependent upon the state and the
necessary educational philosophy
of all state-financed education, i.e.,
the philosophy of neutral educa
tion. Today we see the erosion of
the monopolistic foundation of the
professorial elite, as the overpro
duction of members continues
an overproduction financed through
the taxation of the democratic
masses. The masses are finally
saying no with their funds. A
glutted elite will feel the pinch,
as only an elite which has never
faced squarely the realities of sup
ply and demand can feel an eco
nomic pinch. The facts of econom
ic scarcity can no longer be avoid
ed in the ivy-covered halls. And
that very fac~ may herald a new
day for the advocates of value
oriented education. Technocratic
liberal arts departments are run
ning out of funds. ,

IDEAS ON

LIBERTY

THE FREE MARKET is not only a more efficient decision maker than

even the wisest central planning body, but even more important,

the free market keeps economic power widely dispersed.

Quoted in the Wall Street Journal, October 3, 1962



Thomas Cooper:
EARLY LIBERTARIAN

OSCAR W. COOLEY

TWENTY YEARS before Frederic
Bastiat wrote his parable of the
broken window, Thomas Cooper
was saying to his students at
South Carolina College (now Uni
versity of South Carolina) :

"Suppose a. tailor to get into a
law suit and to pay a .lawyer fifty
dollars for successfully conducting
his cause - or to break his leg and
pay a surgeon fifty dollars for set
ting it; these payments are pru
dent, and the services rendered
fully justify them; but is he the
richer for these misfortunes? Even
though the lawyer·and the surgeon
should la.y out the fifty dollars
with him for a suit of cloaths, it
is no compensation, for he fur-

Mr. Cooley is Associate Professor of Economics,
Ohio Northern University.
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nishes the cloaths after having
furnished also the money that pays
for them. It is melancholy to think
that these positions should require
to be gravely argued, but the pres
ent state of public opinion requires
it."

Born in London and educated at
Oxford, Cooper emigrated to the
United States in 179'3. A man of
strong opinions, he expressed him
self freely on current public ques
tions and was so critical of the
Adams Administration that he
was arrested and tried under the
Sedition Act (the Alien a.nd Sedi
tion acts are usually bracketed to
gether). Cooper believed the act
was unconstitutional, and the
court so hela.He later wrote a
book on freedom of speech.
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Cooper practiced law in Penn
sylvania and beca.me a. judge. On
recommendation of Thomas Jef
ferson, he was appointed profes
sor of natural science and law at
the University of Virginia. From
there he went to South Carolina
College, where he taught chemis
try and political economy. A man
of parts, he was made president
of the institution, a post he held
for 12 years.

Champion of Free Trade

While head of South Carolina
College, Cooper published his Lec
tures on the Elements of Political
Economy, a comprehensive treatise
expounding the classical economics
in a forthright manner. With es
pecial vehemence, he championed
free trade. One can imagine this
did not detract from his popularity
in a state that put great store
upon the export of cotton to Great
Britain .and the import therefrom
of manuf~~tured goods. Indeed,
Cooper aw,ears to have been
hardly 198 influential than John
C. CalhoWlllin egging on the South
Carolinians to declare, in 1832,
that the Federal tariff laws were
null and void in their state. On
the basis of the theory of state
nullification, the doctrine of inter
position has been put forward in
recent years by Southerners who
resented Washington's efforts to
enforce racial integration.

For the most part, Cooper took
his economics straight from Adam
Smith. The private enterpriser
knows best - far better than any
government official - how to use
his resources. Let self-interest
reign. "If every man in the coun
try trades beneficially for himself,
he trades beneficially for the com
munity, which does not exist inde
pendently of the individuals who
compose it."l

Governments should be kept
small. "The dreadful evil of all
governments (I wish I could ex
cept our own) is the evil of gov
erning too much."

All laws, suggested Cooper,
should be reconsidered every ten
years and, if found unnecessary,
repealed. This recalls Jefferson's
proposal that the Constitution
should be reconsidered and over
hauled every 20 years.

Cooper warned especially of the
"general welfare" clause of the
Constitution: "There is no tyranny
that it will not authorize."

But it is against government
strictures on foreign trade that he
waxed most eloquent. "Shallow
politicians have ... acted on the
shop-keeping maxim that what one
nation gains by commerce, some
other loses. The fact is otherwise;
each gets its wants supplied and
both are gainers."

1 This and all other quotations in this
article are from the Lectures (1826).
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He attacked the "infant indus
try" argument for protective
tariffs, saying that this theory
seeks to justify injuring consum
ers in the present for the hypo
thetical benefit of producers that
might be employed by the pro
tected industry in future.

Friedrich List, then sojourning
in America, took critical notice of
Cooper and his free trade opinions,
implying that he was little less
than an anarchist. List himself, it
will be remembered, was an early
promoter of the customs union
which established free trade be
tween the German states - but def
initely not with the outside world.

Champion of Foreign Trade

Cooper felt that even Adam
Smith had conceded too much to
the protectionists. Smith had held
that it might be advisable to pro
tect an industry whose product
promised to be of strategic impor
tance in war. Cooper held that such
products would not be wanting for
they would be stockpiled by a
provident government, and in any
case, wars seldom if ever com
pletely isolated a country from
foreign sources of strategic goods.

The great service of the science
of Political Economy, he said, was
to teach the importance of free
world trade. The following are
hardly the words of an anarchist:

"If Political Economy had ren-

dered no other service to mankind
than to make them just and rea
sonable in this respect (in respect
to foreign trade), it would be of
incalculable benefit. It has taught
us that human improvement and
national prosperity are not pro
moted in any particular nation by
depressing every other but by aid
ing, encouraging, and promoting
the welfare of every nation around
us; that we are all in turn cus
tomers to each other, and that no
man or nation can become wealthy
by impoverishing his customers;
(that) the richer other nations
are, the more they are enabled to
purchase, the cheaper they can af
ford to sell, the more improved
they become in all the arts of liv
ing, in all intellectual acquirement,
in everything desirable for other
nations to imitate or improve
upon; that if other nations become
powerful by our assistance, we also
of necessity become wealthy and
powerful by our intercourse with
them; and that peace and good
neighborhoods are the means of
mutual happiness among nations
as among individuals...."

In the Lectures Cooper ranged
over the whole area of economic
theory. On many facets of the sub
ject, he was far ahead of his time.
For example, cost of production,
he said, does not determine value
of a product. It must be in de
mand. "No purchaser cares a cent
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what the prime cost of an article
is; that is not his lookout. His
only enquiry can be, .is it worth
to me the price asked for it?"

He admitted that the introduc
tion of machines might create un
employment but it would be tem
porary. (He was, of course, as
suming a free labor market).
When printing presses were first
put into operation in Paris, he
said, 6,000 copyists lost their jobs,
but "in Paris there are now 60,000
persons who live by printing."

He attacked the policy of en
dowing corporations with limited
liability, holding that since the
stockholders are allowed to enjoy
unlimited profit, they should also
endure whatever losses may be in
curred.

Champion of Private Spending
Rather Than Government Spending

There were rudiments of a wel
fare state even then, but Cooper
would have none of it. "All relief
to persons in this country able to
work is absolutely indefensible
and wrong," he said. "Even cases
of disability should be left to pri
vate charity...." To combat pov
erty, he urged the "modern remedy
of Savings Banks," and suggested
that the clergy teach people to save
and accumulate deposits in such
banks. He was, perhaps, aware
that the first savings bank in the
British Isles had been established

by a Scottish dominie and that the
first such banks in the United
States were founded, not for profit,
but for a charitable purpose.

He condemned Sir Robert Peel's
suggestion that a national debt
might be a "national blessing"
(Alexander Hamilton had averred
as much) and argued that there
was no merit in government spend
ing as compared with private
spending. To the extent that
spending benefited the spender, it
benefited society.

However, he was not averse to
all public works. Whether govern
ment should undertake a public
work or not, he held, depends on
how great a public benefit it is and
whether it is too costly for in
dividuals. Then follows a state
ment which showed that he was
quite familiar with the principle
of cost-benefit analysis. "The guid
ing rule ought to be that an under
taking which is not likely at an
early period of its completion to
insure at least legal interest upon
the capital expended after all de
duction is not deserving of public
encouragement. I think many of
our canal schemes liable to this
objection. Money can be laid out
so as to produce this return. It is
therefore misapplied when it does
not. Wait until it will."

Lawyer, chemist, political phi
losopher, the versatile Cooper was
pre-eminently an economist. He
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saw the importance of "political
economy" in determining the
course of this country's history.
Written at a time when texts in
that subject were few, his Lec
tures must have made consider
able impress on American think
ing.

Common Sense

John Adams described him as
"a learned, ingenious, scientific
and talented madcap." Certainly
he was outspoken. Unorthodox ut
terances regarding religion are
said to have brought about an end
to his career at South Carolina
College. He died in 1839. ~

IDEAS ON

LIBERTY

THE PERCENTAGE of correct decisions which individuals make is

very high when they are risking their own money and their own

future. The percentage of correct decisions is very low when made

by politicians, so-called intellectuals, and others, regardless of

their intelligence, who are not faced with the discipline of having

to pay for their own mistakes with their own earnings.

This is a major reason for the success of free enterprise and the

free market. The percentage of correct decisions made by individ

uals directly increases and is higher as they directly participate in

the results of those decisions, whether good or bad. Individuals

participating in this way quickly learn from their mistakes, and

although they will make others, they will usually not make the

same mistakes twice. This is common sense at work and only under
the free enterprise system does common sense prevail.

A. W. STEWART

From the "President's Column"
of the Southern States Industrial
Council Bulletin, January 1, 1971



ANTITRUST HISTORY:

The American Tobacco Case of 1911

D.T.ARMENTANO

A LONG ACCEPTED assumption in
the area of government and busi
ness relations is that the "classic"
monopoly cases of antitrust his
tory clearly demonstrate the need
for, and justify the existence of,
the antitrust laws. The impression
created by almost all the textbooks
en this subject is that the busi
ness monopolies or "trusts" in
dicted in the past were - as the
textbook theory suggests - actu
ally raising prices, lowering out
puts, exploiting suppliers, driving
competitors from the market
through predatory practices, and,
generally, lowering consumer wel
fare. Ironically, few if any of
these same texts provide the stu
dent of antitrust with the neces-

Dr. Armentano is Assistant Professor of Eco
nomics at the University of Hartford in Con
necticut. This article is a chapter from his forth
coming book, The Myth of Antitrust.

sary empirical information that
might allow an independent judg
ment as to the relative conduct
and performance of these "mo
nopolies." For the most part, the
student is asked to accept the
judgment of the author, without
being permitted to scrutinize the
"brief for the defendant." Such
one-sidedness is the kind of poor
economic history that leads, in
evitably, to poor public policy.

The following is a brief history
of the American tobacco industry,
and particularly of the American
Tobacco Company, prior to the fa
mous antitrust decision of 1911.1

Unlike many previous accounts,
this one will attempt to explain
and evaluate the conduct and per
formance of the American Tobac-

1 United States v. American Tobacco
Company, 221 U.S. 105.
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co Company in the full context of
the tobacco industry between 1890
and 1907. While this history might
be interesting for its own sake,
the ultimate purpose is to demon
strate that the court decisions
against the American Tobacco
Company prior to 1911 did not
turn on any sophisticated economic
analysis of that firm's market con
duct or performance. The firm was
eventually found guilty of violat
ing the Sherman Act, but the de
cision was not a consequence of
any serious evaluation of the eco
nomic costs and benefits of the
firm's activities in the market
place.

Cigarettes in America

Although cigarettes appeared in
America in the early 1850's, and
were unpopular enough with the
government to rate their own spe
cial penalty tax of up to $5 per
thousand by 1868, there was hard
ly what could be termed a ciga
rette manufacturing industry be
fore the 1880 period.2 Up to that

2 For information concerning the cig
arette industry prior to 1911, see Meyer
J acobstein, "The Tobacco Industry in the
United States," Columbia University
Studies, Vol. 26 (1907); ·Richard B. Ten
nant, The American Cigarette Industry,
(New Haven: Yale University Press,
1950); William H. Nicholls, Price Poli
cies in the Cigarette Industry, (Nash
ville: The Vanderbilt University Press,
1951); John W. Jenkins. James B. Duke:
Master Builder, (New York: George H.
Doren Company, 1927).

point, the cigarette business had
been concentrated in the New York
City area where many small firms
employed cheap immigrant labor
to "hand roll" mostly Turkish
blends of tobacco. But the raw
material was relatively expensive,
and the hand rolling operation
was relatively inefficient and cost
ly. Besides, there appeared to be
great popular reluctance to ac
cept the small cigarettes. Conse
quently, the outputs and markets
were severely limited. Total output
of all "manufactured" cigarettes
was never more than 500 million
in anyone year prior to 1880.

But the rather rapid shift in
public taste to Virginia blends of
tobacco, the slow adoption of ma
chinery for manufacturing ciga
rettes, and the extensive use of ad
vertising to popularize particular
brands or "blends" of tobacco,
changed the industry radically be
ginning in the 1880's.

The use of rapidly improving
machines that manufactured cig
arettes quickly drove down the
costs of manufacture and placed a
profit premium on mechanization.
Labor costs alone were reduced
from 85 cents per thousand with
out machines to 2 cents per thou
sand with machines.3 While an ex
pert "hand roller" could make ap
proximately 2,000 smokes a day, n

3 Tennant, The American Cigarette In
dustry, pp. 17-18.
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properly operating cigarette ma
chine could make 100,000.4 A few
leased cigarette machines - par
ticularly the "Bonsack" machine
-- could, in a matter of days, gen
erate the entire yearly output of
cigarettes. Thus, almost overnight,
the optimum size of an efficient
cigarette firm increased many
fold, and almost the entire indus
try emphasis shifted to creating
or expanding demand for particu
lar blends of "manufactured" cig
arettes. Advertising and market
ing expenditures began in earnest
in the late 1880's, and it was not
at all surprising to find only five
large firms doing most of the trade
in manufactured cigarettes by
1889. Though there were hundreds
of small cigarette producers (most
ly hand-rolled varieties) in that
period, the firms of Goodwin and
Company, William S. Kimball,
Kinney Tobacco, Allen and Binter,
and the W. Duke & Sons Company
came to dominate the young in
dustry and did an estimated 90
per cent of total domestic ciga
rette sales.5

The name of James B. Duke is
almost synonymous with ciga
rettes and the rapid rise of the to
bacco industry in this country.
Though a relative newcomer to

4 Jenkins, James B. Duke: Master
Builder, p. 66.

5 Tennant, The American Cigarette
Industry, pp. 19-25.

the cigarette industry (he entered
in 1882), Duke quickly pushed his
firm into industry leadership by
rapid mechanization of all his op
erations and, accordingly, huge ad
vertising schemes to increase de
mand for his increased outputs.6

He took huge newspaper ads and
rented billboard display space to
push "Duke of Durham" and
"Cameo" brands; he placed re
deemable coupons inside his new
and improved cigarette boxes to
popularize "Cross Cut" and
"Duke's Best"; and he enticed job
bers and retailers with special
bonus plans and gimmicks if they
would handle and stress his prod
ucts. This unusual marketing ap
proach was extremely successful,
and by 1889 DJ,lke's cigarette firm
had over 30 per cent of industry
output and wa.s netting almost
$400,000 a year on gross sales of
$4.5 million. Duke's firm was the
largest and most profitable firm
in the manufactured cigarette in
dustry, and appeared to be grow
ing much more quickly than its
rivals could or would.

Consolidation in 1890

In January of 1890, the five
leading cigarette firms came to
gether to form the American To
bacco Company and installed J. B.
Duke as President. Although com-

6 Jenkins, James B. Duke: Master
Builder, pp. 73-84.
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petition between the leading firms
had been severe in the late 1880's,
there is Iittle evidence that the
combination was the direct conse
quence of a "destructive trade
war" as some accounts relate.7

Rather, it was an almost inevita
ble consequence of the economics
of the cigarette industry in 1890.

Potentially, the cigarette indus
try appeared immensely profitable.
The price of leaf tobacco, the raw
material, was historically very
low (about 4 cents per pound);
the cost of manufacture - even
with less than optimal utilization
of equipment - was extremely low;
and the existing market prices for
cigarettes were already high
enough to allow adequate profits.
Two things alone remained to
cloud the potential profits picture
of the industry: maximum utiliza
tion of the largest, most efficient
machinery to drive the costs per
unit down to an absolute mini
mum; and an elimination or se-

7 Nicholls, Price Policies in the Ciga
rette Industry, states flatly that The
American Tobacco Company was formed
in 1890 following an expensive business
war begun by James B. Duke (p. 26).
But neither the Report of u.s. Commis
sioner 0/ Corporations, Vol. I (Feb.,
1909), which Nicholls indicates was his
source, nor the lower court decision
against American Tobacco in 1909, ap
peared to bear this out. See William Z.
Ripley, Trusts, Pools and Corporations,
revised edition (Boston: Ginn & Com
pany, 1916), pp. 269-270; and, see 164
Fed. Reporter 722.

vere reduction in total advertising
expenditures as a per cent of total
output or sales.

Merger provided both of the
last-mentioned economies. Con
solidation would allow concentra
tion on those blends of tobacco
that could be produced most effi
ciently. Consolidation would also
allow great economies of scale to
be realized in advertising expend
itures. Thus, production and sell
ing expenditures could be lowered
per unit of output, and profits
could grow accordingly. A combi
nation or "trust" of small ciga
rette firms was, thus, a natural
and predictable economic arrange
ment since it was clearly more ef
ficient than a decentralized mar
ket structure.

Diversification

Between 1890 and 1907, Ameri
can Tobacco or the "Tobacco
Trust" diversified into a number
of related industries. Diversifica
tion was to be expected since ciga
rettes, although extremely profit
able, represented only 3 to 5 per
cent of the entire tobacco industry
in 1890.8 In addition, the public's
changing tastes obsoleted particu-

8 Even in the 1900-1904 period, ciga
rettes, by weight, represented only 2 per
cent of all tobacco products consumed.
See Nicholls, Price Policies in the Oiga
rette Industry, p. 7. Cigarettes did not
achieve any sort of national popularity
until after World War 1.
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lar brand names and even whole
products rapidly and, thus, made
any specialization extremely dan
gerous.9 Furthermore, there was
a distinct prejudice against ma
chine-made cigarettes and sales
simply did not expand as rapidly
as anticipated. While American
Tobacco had produced slightly
more than 3 billion cigarettes in
1893, they produced only 3.4 bil
lion in 1899 and less than 3 billion
annually between 1900 and 1905;
American's production of ciga
rettes in 1907 was only 3.9 billion.
Even more importantly, Ameri
can's share of domestic cigarette
sales declined from over 90 per
cent when the firm was formed in
1890 to 74 per cent in 1907.10

For the most part, A'merican
Tobacco's diversification and
growth in the tobacco industry
was accomplished through the di
rect purchase of existing firms
with cash or stock. It is estimated
that American may have bought
as many as 250 firms between 1890
and 1907.11 A very few of these

9 Jenkins, James B. Duke: Master
Builder, pp. 91-92.

10 U.S. Research and Brief, 221 U.S.
106, Appendix "F", p. 318. Also see Jones,
The Trust Problem in the United States,
p. 140. Higher percentage figures in some
accounts (83 per cent is a common figure
for 1907; see Nicholls, Price Policies in
the Cigarette Industry) measure Ameri
can's share of total output rather than
output for domestic consumption.

11 Tennant, The American Cigarette
Industry, p. 27.

purchases were competitive ciga
rette manufacturers - though the
bulk of them were not. Most of
these cigarette purchases were
made, apparently, to acquire a
successful brand-name, since
brand-name loyalty was the great
est asset of any tobacco firm.12 The
bulk of American Tobacco's pur
chases, however, were firms pro
ducing noncigarette tobacco prod
ucts. For example, diversification
into firms that made smoking to
bacco, snuff, plug chewing tobac
co, and cheroots was begun as
early as 1891. These tobacco prod
ucts were noncompetitive with
cigarettes and with each other,
and had their own particular mar
kets and used their own particular
kind of leaf tobacco.13

In 1898, after many years of
competitive low-price rivalrY,14
American purchased the leading
plug manufacturers, including, at
a later date, the large and impor
tant Liggett & Myers Company.
They were subsequently organized
into the Continental Tobacco Com
pany, partially owned and com
pletely controlled by Duke and
American Tobacco interests.

12 Jenkins, James B. Duke: Master
Builder, p. 149.

13 Transcript of Record, 221 U.S. 106,
Volume I, p. 254.

14 It was not established at court that
American Tobacco started this price war;
see 164 Fed. Reporter 723, and 221 U.S.
160.
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Shortly after, in March, 1899, the
Union Tobacco Company - manu
facturer of the famous Bull Dur
ham smoking tobacco - was pur
chased. The American Snuff Com
pany was then organized in
March, 1901, with a paid in capital
of 23 millions, and the stock was
paid out to the three leading, for
merly independent, snuff manufac
turers. The American Cigar Com
pany was also formed in 1901, and
became the largest firm in that
sector of the tobacco market. In
addition, American purchased lic
orice firms, bag firms, box firms,
firms that made cigarette machin
ery, tin foil, and processed scrap
tobacco.

By 1902, American Tobacco was
manufacturing and selling a com
plete line of tobacco and tobacco
related products - including over
100 brands of cigarettes - and
over 60 per cent of the nation's
smoking and chewing tobacco,
about 80 per cent of the nation's
snuff, and 14 per cent of its cigars.
And when the newly organized
Consolidated Tobacco Company.,
Continental Tobacco Company, and
the American Tobacco Company
all merged in October, 1904, to
form the new American Tobacco
Company, the last phase of the di
versification and consolidation of
tobacco properties was complete.
The American Tobacco Company
was now a major factor in all

phases of the tobacco industry do
mestically and internationally (al
though relatively weak in cigars),
and its position would be main
tained (and even increased in plug
chewing tobacco) until dissolu
tion by the courts in 1911.

The J890- J9 J0 Period: Acquisitions

Though American Tobacco did
acquire many firms in all phases
of the tobacco business between
1890 and 1911, the total number
of their acquisitions must be put
in perspective. While over 200 ac
quisitions appears high - and cre
ates the impression that only a
few independent tobacco firms re
mained-the tobacco industry con
tained thousands of independent
firms in the period under consid
eration. While American Tobacco
did the great bulk of much of the
tobacco industry in a few large
manufacturing plants, thousands
of smaller independent firms sold
their 'products at a profit 'in the
open market in competition with
the "Trust."

For example, as many as 300 in
dependent cigarette manufactur
ers may have existed in 1910. 15

similarly, while the Trust p~o
duced a great percentage of the
nation's output of smoking tobac-

15 See Nicholls, Price Policies in the
Cigarette Industry, p. 17. Jones mentions
528 independent plants in 1906; see
Jones, The Trust Problem in the United
States, p. 146.



1971 ANTITRUST HISTORY 179

co in fewer than 25 plants, there
were as many as 3,000 plants man
ufacturing smoking tobacco in
1910.16 In addition, the Trust ac
counted for only about seven of
the nation's estimated 70 snuff
manufacturing plants.17 And fi
nally, the American Cigar Com
pany operated just 29 manufac
turing operations in 1906, while
the cigar industry contained up
wards of 20,000 independent
firms.t 8 Thus, the tobacco indus
try contained thousands of firms
in spite of the acquisition activi
ties of the "Trust."

Entry and Economies of Scale

The major reason for the num
bers of rival sellers is not difficult
to discover. With or without the
"Trust," entry into tobacco manu
facture was relatively easy. The
raw material was available to all
at the going market rates and the
Trust itself owned no tobacco land
whatsoever. Anyone who wanted
to compete could purchase the
available raw materials and at
tempt to sell his product in the
open market. In addition, the
Trust possessed neither discrimi
natory transportation rates or re
bates19 nor any superior produc-

16 Nicholls, Price Policies in the Ciga
rette Industry, p. 15.

17 Ibid.
18 Ibid. p. 13. Also, see· Ripley, Trusts,

Pools, and Corporations, p. 295.
19 221 U.S. 129.

tion method protected by patent.20

Thus, it was not surprising to find
many independent firms in an in
dustry where neither the raw ma
terial nor the efficient means of
production were, or could have
been, "monopolized."

The major reason for the Amer
ican Tobacco's policy of acquisi
tions is not difficult to discover
either: it made economic sense.
For example, much emotional non
sense has been made of the fact
that American acquired firms and,
subsequently, shut them down.21

The crucial point, of course, is
that American concentrated to
bacco production - and particu
larly cigarette production with
only two large plants in New York
and Richmond - to achieve quite
obvious and substantial scale econ
omies.22 Most of the acquired fa
cilities were mechanically ineffi
cient, and had been acquired only
to secure the immensely more
valuable competitive brand name.
Once acquired the product itself
could be produced more efficiently
in American's own modern and
efficient facilities. Thus, it made

20 Jacobstein, "The Tobacco Industry
in the United States," P. 10l.

21 Wilcox, Public Policies Towards
Business (Homewood, Illinois: Richard D.
Irwin, 1966), says that one of the Ameri
can's "unfair" methods of competition
was buying plants to shut them down
(p. 139).

22 Transcript of Record, 221 U.S. 106,
Volume I, pp. 208-211.
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good sense and good economics to
close down marginal manufactur
ing operations, and no tears need
be shed for the "dismantled fac
tories." There is no evidence that
any of the former owners shed
such tears since American Tobac
co's terms (stock in the Trust or
cash) were admitted to be gen
erous to all concerned. Thus, the
plants were not acquired just to
shut them down.

Other Economies Achieved

Other economies of the acquisi
tion policy were achieved in im
portant though not so obvious
ways. For example, American's
huge production made the owner
ship of its own foil, box, and bag
firms almost mandatory, and the
advantages and savings to be re
alized by accurate and continuous
deliveries of these products made
economic sense. Its acquisition of
MacAndrews & Forbes and Mell
& Rittenhouse, the two leading
manufacturers of licorice paste,
was predicated on possible econo
mies and on the very real fact that
the Japanese-Russian War threat
ened Near East licorice supplies
and, consequently, American To
bacco's expansion of plug tobac
CO.23 Independent foil, box, and
bag firms still remained in the
market place, and at least 4 other
manufacturers sold licorice paste

23 Ibid., pp. 227-231,

independent of the American To
bacco firms. There is also no evi
dence that American's paste firms
refused to sell to anyone who
wanted licorice at the going mar
ket prices. Thus, this aspect of
the vertical integration of Amer
ican Tobacco was economically
logical and certainly cannot be
condemned as necessarily restrain
ing trade.

American's integration into dis
tribution also realized economies.
With the virtual elimination of
the middleman, the jobbers not
unhealthy margin could be realized
by the tobacco manufacturer.24

Wholly owned retail establish
ments could also push particular
brands more effectively and be
come an important advertising and
marketing innovation. American
Tobacco's United Cigar Stores, the
most famous and effective tobacco
product's retail chain - with over

, 1,000 stores by 1910 and at least
300 in New York City alone
were certainly important in this
respect.

There were still other more sub
tle economies. A certain amount
of inefficient cross-hauling or
cross-freighting was automatically
eliminated since American Tobac
co could fill orders for finished
tobacco products from a number
of different manufacturing loca-

24 Tennant, The American Cigarette
Industry, pp. 51-52.
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tions.25 In those modernly equipped
factories labored nonunion help,
and this saved American from 10
to 20 per cent on its wage ex
penses vis-a-vis most of its com
petitors which employed Tobacco
Workers Union labor.26 The To
bacco Trust could demand prompt
settlement of all outstanding ac
counts (30 days), while it was
quite common for smaller manu
facturers to wait two to four
months for payment.27 It could
employ fewer salesmen per prod
uct since many of its brands were
long established; orders could
even be filled by mail without
agents of any sort.28 And, lastly,
it could employ, and did employ,
some of the keenest managerial
talent in the industry,29 and they
proceeded to implement and extend
the potential economies already
discussed above.

Consumers and Competitors

But while the "Tobacco Trust"
enjoyed "economies," what became
of the tobacco consumer and of
the "Trust's" competitors? Did
American Tobacco simply act like
a "classical" monopolist by re
stricting output and raising price?
Or did American act like a "preda-

25 Jacobstein, "The Tobacco Industry
in the United States," p. 126.

26 Ibid., pp. 125-126.
27 Ibid., p. 127.
28 Ibid., p. 128.
29 Ibid., p. 123.

tory" monopolist and use its mar
ket power to lower prices, and,
consequently, drive its competi
tion from the market? Actually,
there is little evidence that Amer
ican Tobacco followed either mo
nopolistic-like conduct: they nei
ther restricted outputs nor raised
prices, nor· engaged - as a general
rule - in predatory pricing prac
tices designed to eliminate their
competition.30 For example, Amer
ican Tobacco's cigarettes (per
thousand, less tax) sold for $2.77
in 1895, $2.29 in 1902, and $2.20
in 1907; fine cut (per pound, less
tax) sold for 27 cents in 1895, 33
cents in 1902, and 30 cents in
1907; smoking tobacco sold for
25 cents (per pound, less tax) in
1895, 26.7 cents in 1902, and 30.1
cents in 1907; plug sold for 15.5
cents (per pound, less tax) in
1895, 27.7 cents in 1902, and 3004
cents in 1907; and little cigars
sold for $4.60 (per thousand, less
tax) in 1895, $4.37 in 1902, and
$3.60 in 1907.31 In the same period
(1895-1907), the price of leaf

tobacco per pound rose from 6 to
10.5 cents.32 Thus, the pricing
record indicated above on tobacco
products was accomplished during
a period when the price of the es-

30 Tennant, The American Cigarette
Industry, pp. 49-57.

31 U.S. Research and Brief, 221 U.S.
106, Appendix "P," p. 329.

32 Tennant, The American Cigarette
Industry, p. 53.
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sential raw material had increased
about 40 per cent.

Predatory practices are expen
sive, and it is not usually profita
ble to attempt to eliminate com
petition through this technique.
This would be especially true in
an industry where entry was rela
tively easy, where nonprice com
petitive factors were crucial, and
where there were hundreds - even
thousands - of competitive sellers
already in existence. Such a gen
eral policy on the part of Amer
ican Tobacco would have been fool
ish and foolhardy, and no such gen
eral policy was attempted. Although
there may have been some isolated
instances where price-cutting
played an important part in merg
er or consolidation,33 such prac
tices were not the rule.

33 The "plug war" (1894-1898) is prob
ably the most famous example. During
this "war," American sold plug at a loss
until the large independent plug manu
facturers defaulted. The "independents"
came together to form the Continental
Tobacco Company whose president was
James B. Duke.

But some additional facts complicate
an easy interpretation of this "war." In
the first place, it was not established that
American started the "plug war." Sec
ondly, the price reductions were limited
to only a few "fighting brands"; while
American Tobacco lost money on plug, all
the large independent plug manufac
turers continued to earn a profit. Lastly,
pIug sales increared from 9 million
pounds in 1894 to 38 million pounds in
1897. See Tennant, The American Ciga
rette Industry, p. 29.

The Lower Court Decision
The comments concerning Amer

ican Tobacco's efficiency and price
policy related above are certainly
not original. Amazingly, the same
sort of comments can be discovered
in a reading of the Circuit Court
decision (U.S. v. American Tobac
co, 164 Federal Reporter, 1908)
that first determined that Amer
can Tobacco had violated the
Sherman Act. Although Circuit
Judge Lacombe found American
guilty of violating the Sherman
Act, he stated, with respect to the
economic issues involved that:

"The record in this case does not
indicate that there has been any in
crease in the price of tobacco products
to the consumer. There is an absence
of persuasive evidence that by unfair
competition or improper practices in
dependent dealers have been dra
gooned into 'giving up their individual
enterprises and selling out to the
principal defendant.... During the
existence of the American Tobacco
Company new enterprises have been
started, some with small capital, in
competition with it, and have thriven.
The price of leaf tobacco - the raw
material - except for one brief period
of abnormal conditions, has steadily
increased, until it has nearly doubled,
while at the same time 150,000 addi
tional acres have been devoted to
tobacco crops and the consumption of
leaf has greatly increased. Through
the enterprise of defendant and at a
large expense, new markets for Amer-
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ican tobacco have been opened or de
veloped in India, China, and else
where." (Italics added.) 34

Circuit Court Judge Noyes,
while concurring with Judge La
combe in American Tobacco's
guilt, also appeared to concur in
the economic issues involved.

"Insofar as combinations result
from the operation of economic prin
ciples, it may be doubtful whether
they should be stayed at all by legis
lation.... It may be that the present
anti-trust statute should be amended
and made applicable only to those
combinations which unreasonably re
strain trade - that it should draw a
line between those combinations which
work for good and those which work
for evil. But these are all legislative,
and not judicial, questions."35

It was J udge Ward (dissent
ing), however, who crystallized the
economic issues in the case.

"So far as the volume of trade in
tobacco is concerned, the proofs show
that it has enormously increased from
the raw material to the manufactured
product since the combinations, and,
so far as the price of the product is
concerned, that it has not been in
c'}"eased to the consumer and has
varied only as the price of the raw
material of leaf tobacco has varied.

The purpose of the combination
was not to restrain trade or present
competition ... but, by intelligent
economies, to increase the volume and

34 164. Fed. Reporter, pp. 702-703.
35 Ibid., p. 712.

the profits of the business in which
the parties engaged." ( Italics
added.) 36

"A perusal of the record satisfied
me that their [American Tobacco)
purpose and conduct were not illegal
or oppressive, but that they strove, as
every businessman strives, to increase
their business, and that their great
success is a natural growth resulting
from industry, intelligence, and econ
omy, doubtless largely helped by the
volume of business done and the great
capital at command."37

Yet, although three of the four
Circuit Court judges admitted
that there was evidence to indi
cate that American Tobacco was
efficient, had not raised prices, had
expanded outputs, had not de
pressed leaf prices, and had not
"dragooned" competitors, Judge
Coxe joined Judges Lacombe and
Noyes in concurring that Ameri
can Tobacco violated the Sherman
Act! Clearly the conduct and eco
nomic performance of the defend
ant had nothing to do with the
decision. American Tobacco was
convicted in spite of its economic
record because its mergers and ac
quisitions inherently restrained
trade between the now merged or
a.cquired firms, and that violated
the Sherman Act as interpreted
in 1908. Judge Lacombe made the
majority's position explicit:

36 Ibid., p. 726.
37 Ibid., p. 728.
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" ... every aggregation of individu
als or corporations, formerly inde
pendent, immediately upon its forma
tion terminated an exisUng competi
tion, whether or not some other com
petition may subsequently arise. The
act as above construed Sherman Act
prohibits every contract or combina
tion in restraint of competition. Size
is not made the test: two individuals
who have been driving rival express
wagons between villages in two con
tiguous states, who enter into a com
bination to join forces and operate a
single line, restrain an existing com
petition ....

"Accepting this construction of the
statute, as it would seem this Court
must accept it, there can be little
doubt that it has been violated in this
case ... the present American Tobac
co Company was formed by subse
quent merger of the original company
with the Continental Tobacco Com
pany and the Consolidated Tobacco
Company, and when that merger be
came complete two of its existing
competitors in the tobacco business
were eliminated."38 (Italics added.)

It was irrelevant to inquire into
the benefits of the combination,
argued Judge Laconibe. It was
"not material" to consider subse
quent business methods or the
effect of the combination on pro
duction or prices. The· fact that
American Tobacco had not abused
competitors, tobacco growers, or
consumers was "immaterial." The

38 Ibid., p. 702.

only issue that was material was
that:

"Each one of these purchases of
existing concerns complained of in
the petition was a contract and com
bination in restraint of competition
existing when it was entered into and
that is sufficient to bring it within the
ban of this drastic statute."39 (Italics
added.)

And, thus, the three judges (with
Judge Ward dissenting) ruled that
the American Tobacco Company
must be divested.

The Supreme Court Decision of 1911 40

The Supreme Court decision
handed down in the American To
bacco case by Justice White in
1911 is a virtual replay of the
Standard Oil decision of the same
year. Again, White suggests that
a "rule of reason" be applied to
the undisputed facts concerning
the activities of the American To
bacco Company.41 But, again, that
"rule of reason" does not include
a careful economic analysis of the
Tobacco Trust's conduct-perform
ance in the period under consid
eration. All the Supreme Court
did (again) was to detail the
history of the tobacco industry be
tween 1890 and 1907,42 and infer

39 Ibid., p. 703.
40 United States v. American Tobacco

Company 221 U.S. 105.
41 Ibid., pp. 155, 178-179.
42 Ibid., pp. 155-175.
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from these undisputed facts that
the intent and "wrongful purpose"
of American Tobacco must have

. been to acquire a monopolistic
position in the tobacco industry.43
This conclusion was "inevitable,"
said White,44 and could be "over
whelmingly established" by refer
ence to the following facts: (a)
the original combination of ciga
rette firms in 1890 was "impelled"
by a trade war; (b) an "intention
existed to use the power of the
combination as a vantage ground
to further monopolize the trade in
tobacco," and the power was used,
Le., the "plug and snuff wars";
(c) the Trust attempted to con
ceal the extent of its "control"
with secret agreements and bogus
independents; . (d) American To
bacco's policy of vertical integra
tion served as a "barrier to the
entry of others into the tobacco
trade" ; (e) American Tobacco
expended millions of dollars to
purchase plants, "not for the pur
pose of utilizing them, but in order
to close them up and render them
useless for the purposes of trade" ;
(f) there were some agreements
not to compete between American
and some formerly independent
tobacco manufacturers.45 With
these "facts" in mind, the conclu
sion was inevitable:

43 Ibid., pp. 181-184.
44 Ibid., p. 182.
45 Ibid., pp. 182-183.

"Indeed, when the results of the
undisputed proof which we have
stated are fully apprehended, and the
wrongful acts which they exhibit are
considered, there comes inevitably to
the mind the conviction that it was
the danger which -it was deemed would
aTise to individual liberty and the
public well-being from acts like those
which this record exhibits, which led
the legislative mind to conceive and
enact the anti-trust act...." (Italics
added.) 46

But, as has been demonstrated
in our review of the American
Tobacco Company, whether such
"acts" are a. danger to "individual
liberty" and the "public well
being" is a matter of dispute. To
inevitably infer, for exa.mple, that
purchasing plants and closing them
down endangers liberty or the
public well-being, without an eco
non/vic analysis of the costs and
benefits of such an action, is an
unwarranted and faulty inference.
If the agreements to secure these
"plants" were voluntarily arrived
at, then "individual liberty" was
not endangered; if the plants
closed down by American Tobacco
were inefficient, and if the prod
ucts continued to be produced at
larger, more efficient factories,
then the danger to the public well
being is not obvious. The same
kind of questions can be raised
about the rest of the "undisputed

46 Ibid., p. 183.
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facts" and "inevitable inferences"
in this case.

Conclusion

Unfortunately, the Supreme
Court in the Ameri.can Tobacco
case did not choose to analyze the
economic issues involved, nor
choose to use the rule of reason
as an economic standard to see
whether the public well-being had
been harmed. Such an analysis, if
performed, would have involved a
discussion of prices, outputs, econ
omies associated with merger,
growth of competitors (especially
in cigarette manufacture), and a
host of related issues; no such
discussion is discovered in this
case. American Tobacco was con
victed of violating the Sherman
Act because its acts, contracts,
agreements, and combinations
were of such "an unusual and
wrongful character as to bring
them within the prohibitions of
the law."47 The Circuit Court was
directed to devise a plan of dis-

47 Ibid., p. 181. (Italics added.)

solving the illegal combination,
and "recreating" a new market
structure that would not violate
the antitrust law.

The fundamental purpose of
this study has been to demonstrate
that the famous American Tobac
co decision of 1911 did not turn
on any sort of sophisticated eco
nomic analysis of actual market
conduct or performance. An even
wider purpose, however, has been
to suggest by example that struc
tural changes a priori prove pre
cious little about consumer welfare
and that it is not always safe to
assume that "bad" structure leads
inevitably to "bad" conduct or
"bad" performance. Since the
present trend in antitrust think
ing appears to be moving toward
an almost complete reliance on
structural factors,48. the implicit
danger of such an approach should
be obvious. ,

48 Samuel A. Smith, "Antitrust and
the Monopoly Problem: Towards a more
Relevant Legal Analysis," Antitrust Law
& Economics Review, Volume 2, No.4
(Summer, 1969), pp. 19-58.

IDEAS ON

LIBERTY

Obstacle to Progress

THERE IS A NATURAL OBSTACLE to progress in abstract thought,
which has often delayed rational inquiry; an erroneous concept or
theory may be expressed in terms which embody the error, so that
thinking is blocked until the misleading words are discarded from
the given context.

ISABEL PATTERSON, The God of the Machine



So Who Are You, Young Man?

Rebellious Youth with anger burdened,
Cease awhile from protestations.
Halt dissents and demonstrations.
Stop and think.

Ponder on the fact that you,
Like all your mentors, first to last,
Are but an echo of the past
And Iittle more.

A heritage from Fate, you are
A complex of regeneration,
The old made new through reclamation.
The fruit of salvage.

Your growing bones, and flesh, and brain
Were all controlled by DNA
With guiding genes that got away
From predecessors.

All you've learned was known before you.
All you know is what was taught you
By your elders who have brought you
Where you are.

To the stern 'world of Experience
Where convictions are diluted
And raw knowledge is transmuted
Into wisdom.
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Where absolutes are stuff for dreams
And almost never are attained
While worthy ends are quickest gained
Through compromise.

All you've angrily condemned
All the grievances bewailed
Have persistently prevailed
Throughout the ages.

The System or Establishment,
To you, a faceless monster who
Forever stalls long over-due
Utopia.

Assaying the Establishment,
The seeker for the truth will find
A fair cross-section of Mankind
Like you and me.

Just Man with all his weaknesses,
His greed, his fears, his self-concern,
His strivings, with good deeds, to earn
Some commendation.

So, Rebel Youth, when you commence
Your crusade for the right and good,
It seems the reformation should
Begin with Man.

So may it be.

JULIAN CHASE

Mr. Chase, in his 93rd year, was for many
years vice-president of the Chilton Company
and directing editor of its automotive division.

March



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

The Silent Revolution in England

THE MAIN POI~T of John W. Os
borne's The Silent Revolution:
The Industrial Revolution in Eng
land as a Source of Social Change
(Scribner's, $7.95) is that if there
hadn't been capitalism, there
wouldn't be any funds for modern
welfare. In many ways Professor
Osborne's useful little book sup
plements and amplifies the papers
read at the Mont Pelerin Society
meeting held at Beauvallon in
France in 1951, and subsequently
published in a volume edited by
Professor F. A. Hayek, Cap,italism
and the Historians. With the
same attention to detail that was
supplied by T. S. Ashton and W.
H. Hutt, two of Hayek's contrib-

utors, Professor Osborne makes
a convincing case that the lot of
man in England was considerably
improved by the industrial revo
lution. Unfortunately, the Osborne
book doesn't go on to the next
question: just how far can the
welfare state be pushed without
milking the capitalist cow, the
source of high modern produc
tivity, to death? After a brave
beginning, The Silent Revolu,tion
trails off; it· is not governed by
any rigorous economic thinking.

But before Professor Osborne
comes to what amounts to a non
conclusion, there is much to
support the Mises-Hayek-Ashton
contention that our standard his-
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torians of the industrial revolu
tion failed to do their homework.
It was Marx's collaborator, Fried
rich Engels, who established the
stereotype about the idyllic Eng
land of pre-capitalist times. Rely
ing on government reports of a
highly selective nature, Engels,
along with J. L. and Barbara
Hammond of The Town Labourer
fame, contrasted the world of the
early factories with the "merry
England" of supposed tradition.
The only trouble with the contrast
is that pre-industrial England
supported a small population of
eight to ten million mostly at a
poor subsistence level. Industrial
ism enabled the population to
quadruple, and it was a more
humane and better fed population
than the pre-industrial age had
ever known.

"Bucolic" England

It was a coarse and brutal Eng
land that existed in eighteenth
century times. The roads were
impassable for much of the year;
people were bound by the village
horizon. The criminal code was
harsh; pickpockets could be pun
ished by execution, and the crowds
regarded a hanging as a sport
ing event. The ordinary English
man, says Osborne, "was illiterate
and uncouth ... his conduct
swayed between extremes of bois
terous good nature or sullen vio-

lence. . . . Devoid of letters, with
his body warped by hunger and
illness and his spirit clouded by
worry and personal tragedy, this
ordinary Englishman was not
worse off than his counterparts
either in E urope at the time or
in Africa or Asia today." The
ordinary Englishman was fatalis
tic about his politics, which gave
a conservative tone to public life.
In short, the picture of Merry
England of the Greenwood was
something that existed in Fried
rich Engels' imagination; the re
ality of bucolic England was often
the reality of scratching for a
dole under the old poor laws. Chil
dren starved out of sight in rural
hovels; and the pre-industrial
towns, lacking gas lighting and a
decent water supply, were at least
as bad as anything that came with
the factory system.

Like T. S. Ashton before him,
Professor Osborne blames the
crowded conditions of Manchester
not on "capitalist greed" but on
the Napoleonic wars. For a full
generation very little housing was
built: wartime interest rates were
too high, window space and bricks
and tiles were heavily taxed, iron
had to be used for cannon instead
of pipe, and the war inflation had
made the purchase of oak and fir
prohibitive. Yet even the crowded
warrens of Manchester were pref
erable to life in the countryside;
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if they hadn't been, people
wouldn't have moved to take ad
vantage of factory wages.

Enter: Industrial Capitalism

The great textile manufactur
ing inventions of Arkwright,
Crompton, Cartwright, Kay, and
Hargreaves, supporting each other
as spinning caught up with weav
ing, combined with the Watt steam
engine to give Britain a jump on
the outer world. With affluence a
possibility, people got the idea that
their troubles could be amelio
rated. This, says Professor Os
borne, gave the reformers their
cue. The new Factory Acts, the
child labor laws, the extension of
the franchise, the growth of
schools, the establishment of hos
pitals, and the very rise of Fabian
socialism itself, were all possible
because the wealth was there to
pay the bills.

Professor Osborne's idea is that
the moral climate changed from
the coarseness and drunkenness of
eighteenth century society to the
regularity and prudery of Victori
anism largely because industrial
ism and its superstructure of
modern business demanded re
sponsibility. The old spasmodic
rhythm of working with the sea
sons gave way to a regularly
spaced rhythm of working with
the clock. Disciplined work was
followed by disciplined sport. The

new capitalistic toll roads broke
down the parochial England of the
village, and the railroads, after
the coaching age of Charles Dick
ens, completed the job.

Robert Owen - Capitalist
Turned Reformer

If industrial capitalism was
needed to support a new humani
tarian England, one would think
that Professor Osborne would be
at pains to warn the socialists
against putting too heavy a
charge on it. After all, there must
be profits and a continued spirit
of innovation to sustain the taxa
tion that pays for welfare. Pro
fessor Osborne, however, doesn't
seem particularly concerned with
this problem. He misses the true
significance of Robert Owen, the
early nineteenth century capital
ist of the New Lanark mills. Long
before Henry Ford, Owen decided
that a healthy, educated, and rea
sonably well-paid working force
would improve both productivity
and profits in his factory. And so
it proved: Owen, by treating his
workers well, became a rich man.
Then, in one of the great social
non sequiturs of his age, he turned
collectivist reformer. His attempt
to found a socialist community in
America came to grief, and his
pompous politicking in Britain got
him nowhere. If he had spent
his energies on converting other
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manufacturers to a Henry Ford
view of economics, he would have
done much more for England.

One wishes that Professor Os
borne had made something of
the regression in modern Britain
that has accompanied the rejec
tion of nineteenth century capi
talist values. He says that "be
tween 1700 and 1825, no less
than one hundred and fifty-four
hospitals and dispensaries were
founded in the British Isles." Un-

der the modern British socialized
medical schemes, the rate of hos
pital building has fallen to a
whisper. Doesn't this convey some
thing? Industrialism got its start
in England, as Professor Osborne
points out, because of the prior
existence of English freedoms.
The state hadn't become absolute
as it had in France. But now the
state grows. I wish Professor Os
borne had drawn the proper con
clusion. I
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