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((Austrian" economics owes its name
to the historic fact that it was
founded and first elaborated by three
Austrians-Carl Menger (1840
1921), Friedrich von Wieser (1851
1926), and Eugen von Bohm
Bawerk (1851-1914). The latter two
built upon Menger, though Bohm
Bawerk, in particular, made impor
tant additional contributions.

Menger's great work, translated
into English (but not until seventy
nine years later!) under the title of
Principles of Economics, was pub
lished in 1871. In the same year, by
coincidence, W. Stanley Jevons in
England published his Theory ofPo
litical Economy. Both authors inde
pendently developed the concept now
known as ((marginal utility." (Men
ger never used the term. J evons
called it ((final degree of utility." It
was Wieser who first employed the
German term Grenznutzen, which
~ranslatesas ((marginal utility.")

Henry Hazlitt

Understanding
"Austrian"
Economics

But as few American or British
economists read German in the orig
inal, it was years before the real ex
tent of the revolution begun by
Menger was realized outside of Ger
man-speaking countries. For it was
Menger, by recognizing most fully
the implications of the marginal
utility concept, who opened up new
paths and, so to speak, turned the
old classical economics upside-down.

Goods have no inherent value in
themselves. They are valued be
cause they help to s.tisfy some hu
man want or need.

Menger insists throughout his
work that value is essentially sub
jective, and that therefore economics
must be in the main a subjective sci
ence. Goods have no inherent value
in themselves. They are valued be
cause they help to satisfy some hu-
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man want or need. A given quantity
or unit of a certain good will satisfy
a man's most intense desire or need.
He may also want a second, third, or
fourth increment. But after each unit
consumed or employed, his desire or
heed for a further unit of that good
may be less intense, and may finally
become completely satisfied.

It follows that each increment of
that good at his disposal will have a
reduced value to him. But as no unit
of the total available quantity of
that good can have a greater value
in exchange than any other (of the
same quality), it follows further that
no other unit will be worth more in
the market than the ufinal" unit of
the supply. Thus in a given commu
nity the exchange value of a given
increment of each good will be de
termined by the relation between its
total available quantity and the in
tensity of the human need or want
that it fills.

So far this may seem like little
more than a refinement on the old
classical doctrine that value and
price are determined by supply and
demand. It seems merely to state
that doctrine in subjective rather
than objective terms. But then Men
ger comes to point out some of its
implications. The values of goods
are mutually interdependent. Bread
is valued because it meets a direct
consumption need. Flour· is valued
because it is needed to bake bread.
Wheat is valued because it is needed

Henry Hazlitt, a frequent contributor
to The Freeman, has a long and dis
tinguished career as an economist,
journalist, editor, and literary critic. Best
known of his numerous books is Eco
nomics in One Lesson, originally pub
lished in 1946 and since translated
into eight languages with sales of more
than 700,000 copies. The recently re
vised edition is once more available in
inexpensive paperback.

This introduction to the basic con
cepts and principles of the so-called
Austrian school of economics was
commissioned by and appears here
through the courtesy of Silver and
Gold Report, Newtown, Connecticut.

to produce flour. Plows, seed, land
and labor are valued because they
are necessary to produce wheat, and
soon.

Values are also interdependent
because, for example, if one raw ma
terial necessary in combination for
the production of a final product is
missing, that lack reduces the use
fulness and value of the other raw
materials needed.

Goods wanted and ready for direct
use or consumption are called by
Menger ugoods of the first order."
Raw materials and other factors
necessary to produce these are called
cCgoods of the second order." Materi
als, machinery, labor and other fac
tors needed in turn to produce these
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goods of the second order are called
goods of the third order, and so on.
These goods ofthe second, third, and
other ((higher" orders are valued be
cause of the consumption goods that
they produce.

The Austrian doctrine holds that
the "cost of production" itself is
ultimately determined by the value
of consumption goods.

Thus while the classical Ricar
dian doctrine held that the ((normal"
value of consumption goods was de
termined by their ~~cost of produc
tion," the Austrian doctrine holds
that the ~~cost of production" itself is
ultimately determined by the value
of consumption goods.

These two doctrines can be partly
reconciled in the statement that
though what a good has cost to
produce cannot directly determine
its value, what it will cost to produce
determines how much of it will con
tinue to be made. It is the limit that
cost of production puts upon the to
tal quantity of a good produced that
determines its marginal value and
therefore its market price. Thus there
is a constant tendency for marginal
cost of production and market price
to equal each other, though not be
cause the first directly determines
the second.

Something should be said also
about the sharp distinction between

the Ricardian and the Austrian con
cept of ~~cost." The Ricardian (and
the modern businessman) thinks of
cost as a money outlay. But the Aus
trian economist has a much wider
concept, what economists now call
~~opportunity"costs, or ~~foregoneop
portunity" costs. Such costs exist, of
course, not only in business but in
all our decisions and actions in life.
The cost of learning French in any
given period is to forego learning
German, or to learn less mathemat
ics, or to give up some tennis or
bridge, and so on.

Menger emphasizes the impor
tance of time and the role of uncer
tainty in the whole productive pro
cess. He also points out that no single
good, no matter how abundant, can
maintain life and welfare, but that
these depend upon the production of
combinations of goods of different
kinds in the proper proportions. And
he points out, finally, that the pro
cess of production cannot be ex
pected to go on at an adequate rate
unless there is adequate protection
of property.

The economic value of goods, to
repeat, depends upon their respec
tive quantities in relation to the hu
man needs they meet. It does not
necessarily depend upon the amount
of labor expended in their produc
tion. To quote from Menger's Prin
ciples ofEconomics: ~~If there were a
society where all goods were avail
able in amounts exceeding the re-
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quiremen:ts for them, there would be
no economic goods nor any (wealth'
(p. 109).... Hence we have the queer
contradiction that a continuous in
crease of the objects ofwealth would
have, as a necessary final conse
quence, a diminution of wealth (p.
110)".

(In other words, Menger pointed
out more than a century ago a basic
fallacy in the now-fashionable na
tional income statistics.)

((The value of goods arises from
their relationship to our needs, and
is not inherent in the goods them
selves (p. 120).... Objectification of
the value of goods, which is entirely
subjective in nature, has neverthe
less contributed very greatly to con
fusion about the basic principles of
our science (p. 121).... The impor
tance that goods have for us and
which we call value is merely im
puted (p. 139).

~(There is no necessary and direct
connection between the value of a
good and whether, or in what quan
tities, labor and other goods ofhigher
order were applied to its produc
tion. . . . Whether a diamond was
found accidentally or was obtained
from a diamond pit with the em
ployment of a thousand days of la
bor is completely irrelevant for its
value (p. 146)."

Menger goes on to discuss further
how higher goods, including capital
goods, get their value: ((It is evident
that the value of goods of higher or-

der is always and without exception
determined by the prospective value
of the goods of lower order in whose
production they serve (p. 150)."

He outlines a theory of interest,
but he leaves it vague. On page 156
of Principles of Economics he tells
us: ~(We have reached one of the
most important truths of our sci
ence, the (productivity of capital.'"
But he emphasizes that this produc
tivity occurs only through the pas
sage of time, and that therefore the
market value of presently existing
and available goods is at a ((dis
count" compared with the expected
value of equivalent goods in the fu
ture.

A Time-Preference Theory

This suggests that Menger leaned
more toward a ((time preference" than
a ((productivity" theory of interest,
though the distinction between these
theories was not sharpened and made
explicit until the publication of
Bohm-Bawerk's Capital and Inter
est in 1884 and his Positive Theory
of Capital in 1888. Bohm-Bawerk
laid great emphasis upon the supe
rior productivity of ((roundabout"
processes of production, and there
fore (after a brilliant demolition of
productivity theories of interest)
ended by himself offering a theory
of interest that combined productiv
ity and time preference. Nearly all
UAustrians" today, however, follow
ing the lead of Frank A. Fetter and
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later of Ludwig von Mises, support
a pure time-preference theory.

To return to Menger: His Princi
ples of Economics next presents a
Htheory of exchange." In this he
points out that men do not buy from
or sell to or exchange with each other
merely because of a ((propensity of
men to truck and barter," as implied
by Adam Smith, but because each
man seeks to maximize his satisfac
tions by exchanging what he values
less for what he values more. In this
way the satisfaction of all is in
creased. Exchange is thus an inte
gral part of the whole process of pro
duction. What· is being produced is
value. Menger's whole theory of
price, to repeat, is developed on the
basis of ((the subjective character of
value."

The final chapter of Menger's
Principles is on ((The Theory of
Money." This does not explicitly dis
cuss such subjects·as interest rates
or inflation, but deals solely with
fundamentals, especially the origin
and evolution of money. ((Money is
not the product of an agreement on
the part of economizing men nor the
product of legislative acts. Noone
invented it (p. 262)." It developed
out of barter. Because it so seldom
happened that A and·· B each had
and was willing to offer exactly what
the other wanted, triangular and in
direct barter began to take place.
Men first offered their specialized
goods for more ((marketable" goods

more widely wanted, in the hope
that they could exchange these, in
turn, for the particular goods that
they themselves wanted. As a result
these more ((saleable" goods became
still more saleable because of this
extra demand..The most saleable of
all finally became ((money." Histor
ically, all kinds of goods have served
as money, though it later came down
to coins of precise weights of copper,
silver, or gold.

Money is not a ((measure of value,"
though it is legitimate to call it a
measure of price. It is the only com
modity in which all others can be
evaluated without roundabout pro
cedures. It is the most appropriate
form in which people can save and
store part of their wealth. The right
of coinage has generally been left to
governments, even though Hthey
have so often and· so greatly mis
used their power (p. 283)."

I may have seemed to devote a
disproportionate amount of space to
Menger, but the special contribu- .
tions of Austrian economics can be
most clearly realized, it seems to
me, if we begin by dwelling in some
detail on those of its originator.

Menger's first important succes
sor as an ((Austrian" economist was
Friedrich von Wieser, who, begin
ning in 1884, published several books
elaborating, rounding out, and re
fining Menger's theory of value,
clarifying especially problems of cost,
((imputation," and distribution.
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It was the analysis of Austrian eco
nomics that made Bohm's refuta
tion of Marx so conclusive. No ref
utation based on the assumptions
of the old classical economics could
have been as devastating.

The next great successor was Eu
gen von Bohm-Bawerk, whose trail
blazing contributions in Capital and
Interest, in 1884, and the Positive
Theory of Capital, in 1888, have al
ready been referred to. In addition,
Bohm-Bawerk wrote a brilliant
demolition of Marx's Das Kapital in
1896, in a comparatively short work
first translated into English under
the title Karl Marx and the Close of
His System. In this essay Bohm
Bawerk exposed particularly the
fallacies in Marx's labor theory of
value and his ((exploitation" theo
ries, which the latter had derived as
a supposed corollary from errors of
Ricardo. It should be emphasized that
it was the analysis of Austrian eco
nomics that made Bohm's refutation
of Marx so conclusive. No refutation
based on the assumptions of the old
classical economics could have been
as devastating.

After the passing of its three
founders-Menger, Wieser, and
Bohm-Bawerk-Austrian econom
ics fell for a long time into eclipse. It
was not so much refuted as ne
glected. English-speaking econo
mists began devoting themselves to

such matters as mathematical
treatment of problems of ((general
equilibrium." The Austrian view was
revived mainly by one man, an Aus
trian by birth as well as an ((Aus
trian" by conviction-Ludwig von
Mises (1881-1973). He made his in
fluence felt both by his written works
and by his oral teachings. Among
his early distinguished students and
followers were Gottfried Haberler,
Fritz Machlup, Oskar Morgenstern,
Lionel (now Lord) Robbins, and, most
influential of all, F. A. Hayek (b.
1899).

Ludwig von Mises was prolific,
but his principal contributions were
made in three masterpieces. These
were The Theory of Money and
Credit, first published in German in
1912, Socialism: An Economic and
Sociological Analysis, also first pub
lished in German in 1922, and Hu
man Action, which grew out of a
first German version appearing in
1940, but was not published in Mises'
own rewritten English version until
1949.

Mises on Human Action

Though there is now a gratifying
number of able young American
economists writing in the Austrian
tradition, Human Action still stands
as the most complete, powerful, and
unified presentation of Austrian
economics in any single volume.
Mises always generously acknowl
edged his indebtedness to his pred-
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ecessors. He recalled in a short au
tobiography (Notes and Recollections,
1978) that around Christmas, 1903
he read Menger's Principles ofEco
nomics for the first time. ((It was the
reading of this book," he wrote, ((that
made an (economist' of me."

It would carry me to too great
length to itemize and explain all the
contributions to economics that Mises
made, and I will content myself with
mentioning only two. He was the
first to prove that it was impossible
for socialism to undertake ((eco
nomic calculation"; and he made one
of the most important contributions
of any economist toward solving the
problem of ((the trade cycle."

Because Mises so uncompromis
ingly rejected government interven
tionism in all its forms, he acquired
the reputation of a ((laissez-faire ex
tremist" during most of his lifetime,
and was scandalously neglected by
the majority of academic econo
mists. But because Hayek elabo
rated his own ideas in a more concil
iatory form, his writings attracted
more attention from the academic
world, and he leapt into prominence
in 1931 with his own contribution to
the theory of the trade cycle, Prices
and Production, along lines similar
to Mises'. The result is entitled to be
called the uMises-Hayek" theory.

Hayek is also a prolific writer, but
though he has written volumes on
money, on the trade cycle, on infla
tion, and on The Pure Theory of

Capital (1941), he has never at
tempted a comprehensive book on
economic principles. Of late years
he has turned his attention mainly
to the realms of politics, ethics, and
law, and has written profound and
widely-discussed treatises on The
Constitution ofLiberty (1960) and a
three-volume work on Law, Legis
lation and Liberty, completed in
1979. He has been more widely in
fluential in his own lifetime than
was Mises, and was awarded the
Nobel Prize in Economics in 1974.

Today's zealous group of younger
"Austrian" economists are explor
ing a whole range of economic
problems with a new vigor.

Today's zealous group of younger
((Austrian" economists, though all
acknowledging their great debt to
Mises, do not treat his Human Ac
tion as the final word on the subject,
but are exploring a whole range of
economic problems with a new vigor.
Murray Rothbard (b. 1926), a stu
dent of Mises, produced a two-vol
ume treatise, Man, Economy, and
State (1962), along Misesian lines,
with notable clarity of exposition,
and making important contribu
tions of his own, pointing out the
fallacies, for example, in the pre
vailing theories of ((monopoly price."

Israel M. Kirzner (b. 1930), pro
fessor of economics at New York
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University, another former Mises
student, although he has not under
taken a comprehensive book of
((principles," has explored individ
ual problems in five separate vol
umes: The Economic Point of View
(1960), Market Theory and the Price
System (1963), An Essay on Capital
(1966), Competition and Entrepre
neurship (1973), and Perception,
Opportunity, and Profit (1979). His
work is distinguished by great
scholarship, systematic thorough
ness, and precision of statement. He
has brought further illumination to
every problem he has dealt with.

Finally, no reference to individ
ual writers would be adequate that
did not include Professor Ludwig M.
Lachmann (b. 1906). Though he is
one of the most original and pro
found among living Austrian econ
omists, his work has not yet nearly
achieved the recognition it merits.
Among his principal books are Cap
ital and Its Structure (1956; repub
lished in· 1978), The Legacy of Max
Weber (1971) and Capital, Expecta
tions, and the Market Process (1977).
His writings are notable for their
emphasis on the role of expectations
and for their thoroughgoing appli
cation of a ((radical subjectivism."

Restrictions of space permit me
merely to list the names of half a
dozen of the now increasing group of
important ((Austrian" economists:
S. C. Littlechild, Gerald P. O'Driscoll,
Jr., Mario J. Rizzo, Hans Sennholz,

Sudha R. Shenoy, and Lawrence H.
White. But so arbitrarily short a list
must omit a number of names un
justly.

The "Austrian" economists, more
consistently than those of any other
school, have criticized nearly all
forms of government intervention
in the market-especially Inflation.

The ((Austrian" economists, more
consistently than those of any other
school, have· criticized nearly all
forms ofgovernment intervention in
the market-especially inflation,
price controls, and schemes for· re
distribution of wealth or incomes
because they recognize that these
always lead to erosions of incen
tives, to distortions of production, to
shortages, to demoralization, and to
similar consequences deplored even
by the originators of the schemes.
But personal value judgments of
government policy are of course not
an essential part ofAustrian theory.

The present vigorous Austrian
School is not content merely to· keep
re-expounding the principles devel
oped by Menger and Mises, but is
addressing itself constantly to new
problems, or a more thorough prob
ing of old ones. This is dramatically
evident in a recent volume, New Di
rections in A ustrian Economics
(1978), edited by Louis M. Spadaro,
with contributions from eleven wri-
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ters. Professor Spadaro himself, in
his concluding essay, outlines some
of the still unresolved problems that
Austrians ought to explore. In some
sense, however, practically all eleven
contributions do the same thing.

I have heard it said (by an econo
mist of another school) that there is
no such thing as Austrian econo
mics; there is only good economics
or bad. But in the same way we
could say that there is no such thing
as Ricardian economics, Marxist
economics, Keynesian economics,
and so on. This sort of statement,
though true in one sense, is false in
another. It is fallacious in implying
that if anything is classified in ac
cordance with one characteristic, it
cannot be classified in accordance
with any other. It is like saying that
there are no such persons as Ameri
cans or Japanese; there are only men
and women. Those who call them
selves ((Austrian" economists give
themselves this label because of its
historic origins; but they happen also
to believe that its fundamental theses
are true, and offer more promise than
any other for further progress in
economic science.

Perhaps something should be said
about the chief differences today be
tween Austrian economics and what
we may call Uorthodox" or ((main_
stream" economics. The difficulty
here is that ((mainstream" econom
ics itself would be hard to define.
Economists are still divided into a

number of recognizable ((schools"
neoclassicists, Keynesians, the Chi
cago school, the Lausanne school,
and so on. The limits of space forbid
me to go into the distinguishing doc
trines of each of these schools. But
one outstanding difference of the
Austrians from all of these lies in
their method ofreasoning. The Aus
trians emphasize methodological in
dividualism. That is, they not only
begin by emphasizing human ac
tions, preferences, and decisions, but
individual actions, preferences, and
initiatives. Mainstream economists
are concerned with ((macroeconom
ics," with averages and aggregates;
and those of the Lausanne school,
trying to reduce economics to an
((exact" science, and therefore seek
ing to quantify everything, are ob
sessed with complicated mathemat
ical equations that try to stipulate
the conditions of ((general equili
brium."

Equilibrium a Useful Concept,
Though Never a Reality

Now ((general equilibrium" is de
fined by these economists (when it
ever is) in highly abstract and ob
scure phrases; but for laymen it
might be defined as a condition in
which all the tens of thousands or
millions of commodities and ser
vices are being turned out in the ex
act quantities and proportions in
which they are relatively wanted by
producers or consumers, so that there
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are no ((shortages" or ((surpluses."
All prices reflect costs, and there is
no more profit in making one com
modity than any other. (In fact, there
is no ((pure" profit at all.) These
economists admit that at any mo
ment this condition does not exist,
but they contend that there is a con
stant long-run tendency toward
equilibrium, because when there is
an unusual profit in turning out some
one product, producers will turn out
more of it, and when there is a loss
in turning out some other product,
producers will make less of it, or
transfer to making something else.

Now the concept of equilibrium
(or much better, the Mises concept
of an ((evenly rotating economy") can
have great usefulness as a tool of
thought. We are often better able to
analyze the problems of change if
we begin with the fictitious assump
tion of a state of affairs in which cer
tain changes are hypothetically
eliminated. But this is a purely
imaginary construction, a useful fic
tion. It should never be confused
with reality.

While a true ((equilibrium" be
tween the marginal cost of produc
tion and the market price of anyone
commodity is a condition that is sel
dom reached, even momentarily, a
((general equilibrium" in the rela
tive production, supply price and de
mand price of all commodities and
services is a condition that is never
reached, even for an instant of time.

Neoclassical economists seem ob
sessed today with setting up com
plicated algebraic equations, but it
is difficult to specify precisely what
their x's and y's stand for.

The concept itself is extremely
nebulous. Neoclassical economists
seem obsessed today with setting up
complicated algebraic equations
stipulating the conditions of equi
librium or functional relations un
der ((perfect competition" and the
like, but it is difficult to specify pre
cisely what their x's and y's stand
for. They cannot refer to physical
quantities, because you cannot add
apples to horses, or a ton of gold
watches to a ton of sand. One might
add or compare quantities times
prices, but what would be the mean
ing of the total, or any of the parts
that make it up? The price, even of
one commodity, differs from hour to
hour, place to place, and transaction
to transaction. The value of the cur
rency itself fluctuates and con
stantly changes its exchange ratio
with commodities. If we simply add
or compare ((values," then we must
recognize that values are purely
subjective. They are impossible to
measure or to total because they dif
fer with each individual.

Ifwe pass over these fundamental
difficulties, where do we arrive? Even
if we assume that there may be a
persistent long-run tendency toward
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general equilibrium, we must admit
that there is also a persistent short
run and long-run tendency toward
the persistence of disequilibrium.

This is not only because there is a
tendency of entrepreneurs, in in
creasing or reducing production in
response to market and profit sig
nals, to overshoot the mark, but be
cause individual entrepreneurs, so
far from making merely automatic
responses, are constantly gaining
new knowledge, alert to new oppor
tunities, changing methods and re
ducing production costs, improving
products, innovating-turning out
entirely new products or inventions.
And consumers too are constantly
learning, changing tastes, and de
manding new products to meet new
wants. So Austrian economists sel
dom speak of market equilibrium,
but of the market process.

My own suspicion is that the enor
mous attention now being devoted
to stipulating the mathematical
conditions of ~~general equilibrium"
is a pursuit of a will-o'-the-wisp, of
questionable help in solving any real
economic problem.

But space forbids me to go into too
many detailed contrasts. Let me sum
up briefly the main Austrian theses
once again, this time not in my own
words or in Menger's, but in those of
two prominent living ~~Austrians."

~~Beginning in the 1870's in Vi
enna, Austria," writes Professor
Kirzner, ~~the school was distin-

guished by its emphasis on the sub
jective elements in economic analy
sis, on the significance of time in
production processes, and on the role
of error and uncertainty in economic
phenomena." (His italics.)

The summarization by Professor
Lachmann is remarkably similar:
ttThe first, and most prominent, fea
ture in Austrian economics is a rad
ical subjectivism, today no longer
confined to human preferences but
extended to expectations. . . . Sec
ondly, Austrian economics displays
an acute awareness of the many fac
ets of time that are involved in the
complex network of interindividual
relations.... In the subjective rev
olution of the 1870's the first step in
the direction of subjectivism was
taken when it was realized that
value, so far from being inherent in
goods, constitutes a relationship be
tween an appraising mind and the
object of its appraisal." (New Direc
tions in Austrian Economics, pp.
1-3.)

All the rest of Austrian economics
follows from these basic insights.
Let me conclude with my own opin
ion that any economic analysis that
fails to embody such insights cannot
be entirely sound.

RECOMMENDED READING

Those who have no previous ac
quaintance with Austrian econom
ics, and would like a short and sim-
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pIe text written along Austrian lines,
might begin with Essentials ofEco
nomics by Faustino Ballve (126
pages; Irvington-on-Hudson, N.Y.:
Foundation for Economic Educa
tion). A more advanced, and quite
recent introduction (1979) specifi
cally explaining the Austrian point
of view, is The Fallacy of the Mixed
Economy, by Stephen C. Littlechild
(85 pages; San Francisco, Calif.: Cato
Institute).

Surprisingly, the original Princi
ples ofEconomics, first published in
1871 by Carl Menger, the founder of
Austrian economics (328 pages), still
makes an excellent, very readable,
and not too technical introduction to
the school's basic principles.

Of course, the authoritative and
most complete work on modern Aus
trian Theory is Human Action, by
Ludwig von Mises (907 pages, first
published in 1949, third revised edi
tion published in 1966 by Henry
Regnery Company, Chicago). Some
may find this difficult reading. A
very clear two-volume work written

thirteen years after Human Action
by a student of Mises is Murray N.
Rothbard's Man, Economy, and State
(Mission, Kan.: Sheed, Andrews and
McMeel, 1962, 987 pages).

For the reader interested in the
latest developments in Austrian
economics I can highly recommend
two books: One is The Foundations
of Modern Austrian Economics, ed
ited by Edwin G. Dolan, which con
tains contributions by half a dozen
writers (1976, 238 pages, Kansas
City: Sheed & Ward, Inc.) The other
is New Directions in Austrian Eco
nomics, edited by Louis M. Spadaro
(1978), 239 pages, with contribu
tions by eleven writers. (Kansas City:
Sheed, Andrews and McMeel, in co
operation with the Institute of Hu
mane Studies at Menlo Park, Calif.,
and with Cato Institute.)

Most of these foregoing books have
already been mentioned in the text.
The reader may also profitably con
sult others mentioned there, espe
cially the volumes by Kirzner and
Lachmann. ,

Reprints of this article are available from:

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

3 copies for $1.00
10 copies or more, 20 cents each



IT is a sad fact that most Americans
have become poorer during the
1970s. They can no longer afford the
amenities and luxuries to which they
had grown accustomed. Many con
sumer goods are getting smaller or
cheaper in quality although their
prices continue to soar. We are urged
to ~~conserve" and make do with less.
Our new economic motto is ~~more

conservation," which is a euphemis
tic. term for ~~more· poverty." Other
industrial countries in Europe are
experiencing similar difficulties.
Their economies are stagnating or
lingering in recession. Inflation is
raging and unemployment is rising.

To most Americans the deteriora
tion of living conditions is all the
more incredible as their inborn op
timism is calling for an ever brigh-

Dr. Sennholz heads the Department of Economics at
Grove City College In Pennsylvania and Is a noted
writer and lecturer on monetary and economic af·
fairs. His latest book, Age of Inflation, describes our
dilemma and offers recommendations for restoring
a sound monetary system.

Hans F. Sennholz

Standards
of Living
Are Falling

ter future. Surely, our history text
books tell us of hard times during
the major wars in American history
or during the Great Depression. But
they are not yet comparing our
present situation with similar ca
lamities in the past. And yet, some
similarities are beginning to emerge.

The Great Depression was accom
panied by a disintegration of the
world economy. Economic national
ism ran rampant, cutting off chan
nels of trade and commerce and·im
pairing the world division of labor.
According to most economic histori
ans' this disintegration was an im
portant cause that aggravated and
prolonged the Great Depression. Af
ter World War II the trade barriers
erected during the 1930s were grad
ually dismantled, which led to a
phenomenal improvement in world
economic conditions. For a quarter
of a century it provided us with ever
more materials and supplies. Total
output of goods and services rose

79
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rapidly and our standards of living
improved steadily. During the 1970s
unfortunately, governments the
world over turned back the clock as
they gave new life to economic na
tionalism, especially in the devel
oping countries, and brought radical
changes of which most Americans
are not yet aware.

Transfer to OPEC

In 1973-74 an Arab oil embargo
and a doubling of oil prices thereaf
ter dealt a devastating blow to all
industrial countries. Since then siz
able increases in the price of OPEC
oil added new uncertainties to an al
ready cloudy outlook.

The net effect was a massive shift
of income and wealth from the in
dustrial countries to oil-producing
countries. OPEC revenues rose
sharply, as did production costs in
industrial countries. The oil price
increases not only dampened eco
nomic expansion in such countries
as Japan and West Germany, but
even brought it to a sudden halt in
many others. The effect of this shift
of income and wealth was alleviated
somewhat since much of OPEC un
spendable income was recycled into
investments in both government se
curities and private banks in the
United States and Europe. While
OPEC countries were growing richer
and the industrial countries becom
ing poorer relative to the world, the
day of truth was postponed through

rising indebtedness of the latter. In
fact, OPEC lending not only ob
scured the shifting, but even helped
to finance massive U.S. Government
deficits for health, education and
welfare that consumed capital en
masse. In short, it helped to finance
the American decline.

Government spokesmen always
blame the sharp increase in petro
leum prices for the rampant infla
tion that has engulfed the U.S. But
economists are pointing out again
and again that the ultimate impact
of the oil price increase depends on
the reaction of individual govern
ments. In countries that refrain from
deficit spending and monetary ex
pansion, there is little or no infla
tionary impact at all. Increased
spending by consumers on petro
leum products necessarily leads, be
cause of limited incomes, to reduced
spending on other goods and to lower
prices. Surely, the people in Japan
and Switzerland suffered losses in
income and wealth as a result of ris
ing petroleum prices. But many other
prices fell as other spending de
clined.

In the U.S. all prices rose at var
ious rates because massive federal
deficits were monetized, that is, the
federal debt was used to increase
currency in circulation. This was
carried out essentially by the pur
chase of Treasury obligations by the
Federal Reserve System, thus re
leasing Federal Reserve notes into
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circulation or creating bank re
serves that permitted commercial
banks to expand their credit even
further. Obviously, the federal gov
ernment alone conducted the infla
tion and orchestrated the credit ex
pansion. But it is extremely eager
to point the finger ofblame at some
one else.

In fact, the federal government
greatly aggravated the situation and
accelerated the wealth transfer by
shackling and crippling the domes
tic industry so that the U.S. became
ever more dependent on oil imports.
In 1972, before OPEC intervened,
we were importing some 6 to 7 per
cent of our needs. Today we are im
porting nearly 50 per cent. No pol
icy sinisterly designed to promote
the transfer of income and wealth to
OPEC could have been more effec
tive than that conducted by the U.S.
Government.

On August 15, 1971, the Nixon
Administration imposed compre
hensive price controls that were
generating the first energy short
age. The Ford and Carter Adminis
trations perpetuated the controls and
made matters worse with complex
systems of allocation and distribu
tion. In 1977 the Carter Adminis
tration created a new U.S. Depart
ment ofEnergy merging the Energy
Research and Development Admin
istration, the Federal Energy Ad
ministration and the Federal Power
Commission. It introduced a com-

prehensive national energy plan that
emphasized conservation rather than
production, and imposed the biggest
single tax in U.S. history, the Wind
fall Profits Tax. It is surprising in
deed that domestic production, reel
ing under such heavy blows,
continues to meet one-halfof our pe
troleum needs.

From Producers to Almsmen
Almost without exception govern

ments are tempted to treat the
symptoms while they eagerly ignore
or even foster the causes. To fight
the symptoms is always rewarding
politically. It may even alleviate the
problems in the short run although
it does not solve them. It merely
postpones the hour of reckoning.

The economic expansion during
the 1950s and 1960s permitted in
terventionist governments to de
velop massive transfer systems that
favored some people at the expense
of others. The federal government
became a giant transfer agency that
extracted ever more revenue from
the economic activiti~s of the work
ing people and bestowed its largess
to a growing army of almsmen. From
1946 to 1980 nondefense spending
rose from just $15.2 billion a year to
an estimated $433.2 billion. (The
Budget of the United States Govern
ment, Fiscal Year 1981, p. 613)

Despite the staggering burdens of
government the American economy
proved to be surprisingly resilient
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as long as some capital could be
formed and economic activity be ex
panded. But it was a fatal mistake
to conclude that the economy could
withstand any and all burdens which
government chose to place on it.

A tax burden that is heavy during
periods of expansion becomes de
structive during stagnation and de
cline. When OPEC began to raise
our costs of production, the load of
federal levies became increasingly
painful. To counteract or even offset
the detrimental effects of OPEC
machinations, instant tax relief
would have been in order. But 10
and behold, the federal government
was not to be outdone by foreign ex
tractions. It raised its own from
$208.6 billion in 1972 to an esti
mated $523.8 billion in 1980. Its an
nual extractions now exceed the oil
import expenses by one thousand
per cent.

The effects of this double-bar
relled attack on economic activity
could be readily seen. The returns of
capital investments, that is, busi
ness profits, fell to scanty levels.
Many enterprises suffered losses
which mostly were hidden by the
thick veil of inflation. Surely, some
business profits stated in shrinking
dollars continued to rise, permitting
governments to extract ever higher
levies. But in terms of purchasing
power and real wealth many busi
nesses merely struggled along or
even deteriorated. They formed no

new capital for expansion or mod
ernization, built no new facilities,
and created no jobs.

The dearth of genuine profits
forced business to cut back its ex
penditures on research and devel
opment. Againjobs were lost or fewer
were created. When an industry thus
falls behind technologically, it may
encounter the fierce competition of
foreign industries. It may be out
produced and undersold and there
fore may shrink even further, caus
ing heavy unemployment of capital
and labor. To correct such a di
lemma is extremely difficult and
painful.

The situation becomes all the more
tragic if it involves important in
dustries that are employing hun
dreds of thousands of workers. For
political reasons the government
cannot afford to let such industries
collapse or wither away. It is ex
pected to come to their rescue. Our
steel and automotive industries are
examples in case.

The most popular rescue action
consists of a dose of economic na
tionalism. The steel industry in dis
tress demands higher tariff barri
ers' which would curtail the steel
supply and permit it to raise its
prices. The automobile industry suf
fering losses clamors for import re
strictions, which would force the
American people to buy more do
mestic cars at higher prices. Foreign
trade is to be curtailed, interna-
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tional relations to be severed, and
living conditions to be lowered so
that the beleaguered industry may
be permitted to continue its anti
quated operations.

If no tariff protection can be
granted because it would violate in
ternational treaties, the industrial
captains and labor leaders may
clamor for financial aid and support.
The taxpayers are called upon to
support with tax extractions what
they do not patronize with their con
sumption dollars. Of course, the
subsidies cannot restore the strength
and viability of such industries. They
tend to become a permanent burden
to society which is impoverished not
only by the subsidy but also by its
loss of foreign products. In the end,
the healthy industries that must
carry the burden of support may be
infected by the same dilemma, and
the subsidized industries in search
of ever more reliable support may
beg to be taken over by the govern
ment. In any case, the people will
pay the price in the form of ever
lower living standards.

Cleaner but Poorer
During the 1970s national gov

ernments throughout the world
pledged a commitment to a cleaner
environment. In the United States
the administration ofJimmy Carter
was especially sympathetic to the
pleas of environmentalists. It sent
wide-ranging environmental policy

statements to Congress and made
concrete legislative proposals to im
pose more air and water pollution
controls, and regulate strip-mining,
wilderness preservation, and en
ergy.

At this place we need not dwell on
the ideological causes that gave rise
to the policy. But we must observe
that in nearly all cases of environ
mental concern, the blame was laid
on business concerns and the indi
vidual enterprise system. And gov
ernments always felt called upon to
correct the situation through mas
sive expenditures and severe pro
duction restrictions. (Cf. ((Control
ling Pollution," The Freeman, Feb.
1973,pp.67-77)

The federal Environmental Pro
tection Agency (EPA) is demon
strating great perseverance against
American industry. It not only is is
suing countless guidelines but also
setting rigid effluence limitations for
many classes of enterprises. The
Agency's persistence received sup
port and encouragement by a num
ber of favorable court decisions that
made U.S. corporations install many
millions of dollars worth of waste
water recycling equipment and other
anti-pollution devices. In nearly ev
ery case the U.S. district courts and
the U.S. Supreme Court ruled in fa
vor ofEPA and strengthened its hand
in dealing with industrial pollution.

It is difficult to estimate the total
financial burden placed on Ameri-
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can industry in order to secure a
cleaner environment. Direct costs
up to now probably .exceed half a
trillion dollars. Indirect costs con
sisting. of time and effort spent on
cleaning operations, of factories not
built and jobs not created because
business capital was spent on envi
ronmental devices, may amount to a
trillion dollars. And this amount may
double or triple again if we include
all the production that was can
celled or riot even attempted be
cause the environmental costs made
it unprofitable. Surely, the Ameri
can people paid a high price for any
improvement in their environment.

Environmental costs are business
costs like any other costs that limit
economic undertakings. Govern
ments imposing new costs are lim
iting economic production, eliminat
ing jobs and reducing incomes. It is
dishonest to ignore the costs and
deny the consequences.

The People Must Choose

A representative government like
ours tends to reflect the choices of
the people. During the 1970s the
American people charted a course of
policies that led to economic stag
nation and gradual impoverish
ment. The facts are undeniable and
indisputable. But most Americans
probably acted and voted in utter ig
norance of the costs and conse
quences of their choices, which af
fords us new hope for the future.

The surprising results of the re
cent election seem to indicate that
many Americans are awakening to
the challenge ofthe future. They are
rejecting the road of the 1970s and
instead are opting for a new begin
ning. If this means that they are
choosing prosperity rather than
stagnation, employment rather than
doles, the road into the future is
very clear: The federal energy poli
cies must be reversed completely and
the wealth transfer to OPEC be dis
continued immediately. We must
overcome and restrain the public
hostility toward investment returns
and business profits that are build
ing plants and factories, creating
jobs and raising wages. The count
less restraints and restrictions on
business activity and creative en
ergy must be rescinded without de
lay. And finally, environmental im
provements must be weighed against
all costs, direct and indirect. If the
costs exceed the benefits they must
be reduced or removed. The federal
bureaucracy which has been sitti~g

in judgment of such matters has
failed conspicuously. It must be dis
banded promptly, and all environ
mental issues returned to the courts
oflaw.

It is difficult to reverse public pol
icies that are deeply rooted in popu
lar ideas and beliefs. But it is possi
ble through honest information and
education. i



Benjamin A. Rogge

The Case
for

Economic Freedom

My economic philosophy is here of
fered with full knowledge that it is
not· generally accepted as the right
one. On the contrary, my brand of
economics has now become Brand
X, the one that is never selected as
the whitest by the housewife, the
one that is said to be slow acting,
the one that contains no miracle in
gredient. It loses nine times out of
ten in the popularity polls run on
Election Day, and, in most elec
tions, it doesn't even present a can
didate.

I shall identify my brand of eco
nomics as that of economic freedom,
and I shall define economic freedom
as that set of economic arrange
ments that would exist in a society
in which the government's only
function would be to prevent one
man from using force or fraud
against another-including within

this, of course, the task of national
defense. So that there can be no mis
understanding here, let·me say that
this is pure, uncompromising laissez
faire economics. It is not the mixed
economy; it is the unmixed econ
omy.

I readily admit that I do not ex
pect to see such an economy in my
lifetime or in anyone's lifetime in
the infinity of years ahead of us. I
present it rather as the ideal we
should strive for and should be dis
appointed in never fully attaining.

Where do we find the most pow
erful an.d persuasive case for eco
nomic freedom? I don't know; prob
ably it hasn't been prepared as yet.
Certainly it is unlikely that the case
I present is the definitive one. How
ever, it is the one that is persuasive
with me, that leads me to my own
deep commitment to the free mar-
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Benjamin Arnold Rogge, 1920-1980
WE miss the presence of this most eloquent spokesman and prac
titioner of freedom but give thanks for the legacy of his ideals and
example.

Dr. Rogge had been at Wabash College in Crawfordsville, Indi
ana since 1949, serving variously as teacher of economics, aca
demic dean, director of the Wabash Institute of Personal Devel
opment, and Distinguished Professor of Political Economy.

He was in international demand as a speaker and the author of
numerous articles. Can Capitalism Survive? is a collection of his
speeches and essays, published in 1979 by Liberty Press of Indi
anapolis.

Ben Rogge became a Trustee of The Foundation for Economic
Education in 1958 and was Chairman of the Board from 1960
through 1962. He often lectured at FEE seminars. One of his fa
vorite topics, "The Case for Economic Freedom," appeared in The
Freeman in 1963 and is here reprinted as appropriate testament
to his gUiding ideals.

keto I present it as grist for your own
mill and not as the divinely inspired
last word on the subject.

The Moral Case

You will note as I develop my case
that I attach relatively little impor
tance to the demonstrated efficiency
of the free-market system in pro
moting economic growth, in raising
levels of living. In fact, my central
thesis is that the most important part
of the case for economic freedom is
not its vaunted efficiency as a system
for organizing resources, not its dra
matic success in promoting economic
growth, but rather its consistency with

certain fundamental moral princi
ples of life itself

I say, Uthe most important part of
the case" for two reasons. First, the
significance I attach to those moral
principles would lead me to prefer
the free enterprise system even if it
were demonstrably less efficient than
alternative systems, even if it were
to produce a slower rate of economic
growth than systems of central di
rection and control. Second, the great
mass of the people of any country is
never really going to understand the
purely economic workings of any
economic system, be it free enter
prise or socialism. Hence, most peo-
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pIe are going to judge an economic
system by its consistency with their
moral principles rather than by its
purely scientific operating charac
teristics. If economic freedom sur
vives in the years ahead, it will be
only because a majority of the peo
ple accept its basic morality. The
success of the system in bringing
ever higher levels of living will be
no more persuasive in the future
than it has been in the past. Let me
illustrate.

The doctrine of man held in gen
eral in nineteenth-century America
argued that each man was ulti
mately responsible for what hap
pened to him, for his own salvation,
both in the here and now and in the
hereafter. Thus, whether a man
prospered or failed in economic life
was· each man's individual respon
sibility: each man had a right to the
rewards for success and, in the same
sense, deserved the punishment that
came with failure. It followed as well
that it is explicitly immoral to use
the power of government to take
from one man to give to another, to
legalize Robin Hood. This doctrine
of man found its economic counter
part in the system of free enterprise
and,hence, the system offree enter
prise was accepted and respected by
many who had no real understand
ing of its subtleties as a technique
for organizing resource use.

As this doctrine of man was re
placed by one which made of man a

helpless victim of his subconscious
and his environment-responsible
for neither his successes nor his fail
ures-the free enterprise system
came to be rejected by many who
still had no real understanding of
its actual operating characteristics.

Basic Values Considered

Inasmuch as my own value sys
tems and my own assumptions about
human beings· are so important to
the case, I want to sketch them for
you.

To begin with, the central value
in my choice system is individual
freedom. By freedom I mean exactly
and only freedom from coercion by
others. I do not mean the four free
doms of President Roosevelt, which
are not freedoms at all, but only
rhetorical devices to persuade peo
ple to give up some of their true
freedom. In the Rogge system, each
man must be free to do what is his
duty as he defines it, so long as he
does not use force against another.

Next, I believe each man to be ul
timately responsible (or what hap
pens to him. True, he is influenced
by his heredity, his environment,
his subconscious, and by pure chance.
But I insist that precisely what
makes man man is his ability to rise
above these influences, to change
and determine his· own destiny. If
this be true, then it follows that
each of us is terribly and inevitably
and forever responsible for every-
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thing he does. The answer to the
question, ((Who's to blame?" is al
ways, ((Mea culpa, I am."

I believe as well that man is im
perfect, now and forever. He is im
perfect in his knowledge of the ulti
mate purpose of his life, imperfect
in his choice of means to serve those
purposes he does select, imperfect in
the integrity with which he deals
with himself and those around him,
imperfect in his capacity to love his
fellow man. Ifman is imperfect, then
all of his constructs must be imper
fect, and the choice is always among
degrees and kinds of imperfection.
The New Jerusalem is never going
to be realized here on earth, and the
man who insists that it is, is always
lost unto freedom.

Moreover, man's imperfections are
intensified as he acquires the power
to coerce others; ((power tends to cor
rupt and absolute power corrupts
absolutely."

This completes the listing of my
assumptions, and it should be clear
that the list does not constitute a to
tal philosophy of life. Most impor
tantly, it does not define what I be
lieve the free man's duty to be, or
more specifically, what I believe my
own duty to be and the source of the
charge to me. However important
these questions, I do not consider
them relevant to the choice of an
economic system.

Here, then, are two sections of the
case for economic freedom as I would

construct it. The first section pre
sents economic freedom as an ulti
mate end in itself and the second
presents it as a means to the pres
ervation of the noneconomic ele
ments in total freedom.

Individual Freedom of Choice

The first section of the case is made
in the stating of it, if one accepts the
fundamental premise.

Major premise: Each man should
be free to take whatever action he
wishes, so long as he does not use
force or fraud against another.

Minor premise: All economic be
havior is ((action" as identified above.

Conclusion: Each man should be
free to take whatever action he
wishes in his economic behavior, so
long as he does not use force or fraud
against another.

In other words, economic freedom
is a part of total freedom; if freedom
is an end in itself, as our society has
traditionally asserted it to be, then
economic freedom is an end in itself,
to be valued for itself alone and not
just for its instrumental value in
serving other goals.

Ifthis thesis is accepted, then there
must always exist a tremendous
presumption against each and every
proposal for governmental limita
tion of economic freedom. What is
wrong with a state system of com
pulsory social security? It denies to
the individual his freedom, his right
to choose what he will do with his
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own money resources. What is wrong
with a governmentally enforced
minimum wage? It denies to the em
ployer and the employee their indi
vidual freedoms, their individual
rights to enter into voluntary rela
tionships not involving force or fraud.
What is wrong with a tariff or an
import quota? It denies to the indi
vidual consumer his right to buy
what he wishes, wherever he wishes.

It is breathtaking to think what
this simple approach would do to
the apparatus of state control at all
levels of government. Strike from
the books all legislation that denies
economic freedom to any individual,
and three-fourths of all the activi
ties now undertaken by government
would be eliminated.

I am no dreamer ofempty dreams,
and I do not expect that the day will
ever come when this principle of
economic freedom as a part of total
freedom will be fully accepted and
applied. Yet I am convinced that un
less this principle is given some
standing, unless those who examine
proposals for new regulation of the
individual by government look on
this loss of freedom as a ((cost" of the
proposed legislation, the chances of
free enterprise surviving are small
indeed. The would-be controller can
always find reasons why it might
seem expedient to control the indi
vidual; unless slowed down by some
general feeling that it is immoral to
do so, he will usually have his way.

Noneconomic Freedoms

So much for the first section of the
case. Now for the second. The major
premise here is the same, that is,
the premise of the rightness of free
dom. Here, though, the concern is
with the noneconomic elements in
total freedom-with freedom of
speech, of religion, of the press, of
personal behavior. My thesis is that
these freedoms are not likely to be
long preserved in a society that has
denied economic freedom to its in
dividual members.

Before developing this thesis, I
wish to comment briefly on the im
portance of these noneconomic free
doms. I do so because we who are
known as conservatives have often
given too little attention to these
freedoms or have even played a sig
nificant role in reducing them. The
modern liberal is usually inconsis
tent in that he defends man's non
economic freedoms, but is often quite
indifferent to his economic freedom.
The modern conservative is often in
consistent in that he defends man's
economic freedom but is indifferent
to his noneconomic freedoms. Why
are there so few conservatives in the
struggles over censorship, over de
nials of equality before the law for
people of all races, over blue laws,
and so on? Why do we let the mod
ern liberals dominate an organiza
tion such as the American Civil Lib
erties Union? The general purposes
of this organization are completely
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consistent with, even necessary to,
the truly free society.

Particularly in times of stress such
as these, we must fight against the
general pressure to curb the rights
of individual human beings, even
those whose ideas and actions we
detest. Now is the time to remember
the example of men such as David
Ricardo, the London banker and
economist of the· classical free-mar
ket school in the first part of the last
century. Born a Jew, married to a
Quaker, he devoted some part of his
energy and his fortune to eliminat
ing the legal discrimination against
Catholics in the England of his day.

It is precisely because I believe
these noneconomic freedoms to be so
important that I believe economic
freedom to be so important. The ar
gument here could be drawn from
the wisdom of the Bible and the
statement that ttwhere a man's
treasure is, there will his heart be
also." Give me control over a man's
economic actions, and hence over
his means of survival, and except
for a few occasional heroes, I'll
promise to deliver to you men who
think and write and behave as I
want them to.

Freedom of the Press

The case is not difficult to make
for the fully controlled economy, the
true socialistic state. Milton Fried
man, professor of economics at the
University of Chicago, in his book,

Capitalism and Freedom, takes the
case of a socialist society that has a
sincere desire to preserve the free
dom of the press. The first problem
would be that there would be no pri
vate capital, no private fortunes that
could be used to subsidize an anti
socialist, procapitalist press. Hence,
the socialist state would have to do
it. However, the men and women
undertaking the task would have to
be released from the socialist labor
pool and would have to be assured
that they would never be discrimi
nated against in employment oppor
tunities in the socialist apparatus if
they were to wish to change occupa
tions later. Then these procapitalist
members of the socialist society
would have to go to other function
aries of the state to secure the build
ings, the presses, the paper, the
skilled and unskilled workmen, and
all the other components of a work
ing newspaper. Then they would face
the problem of finding distribution
outlets, either creating their own (a
frightening task) or using the same
ones used by the official socialist
propaganda organs. Finally, where
would they find readers? How many
men and women would risk showing
up at their state-controlled jobs car
rying copies of the Daily Capitalist?

There are so many unlikely steps
in this process that the assumption
that true freedom of the press could
be maintained in a socialist society
is so unrealistic as to be ludicrous.
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Partly Socialized
Of course, we are not facing as yet

a fully socialized America, but only
one in which there is significant
government intervention in a still
predominantly private enterprise
economy. Do these interventions POSE~

any threat to the noneconomic free··
doms? I believe they do.

First of all, the total of coerciVE~
devices now available to anyadmin
istration of either party at the na
tional level is so great that truE~

freedom to work actively against thE~

current administration (whatever it
might be) is seriously reduced. For
example, farmers have become cap
tives of the government in such a
way that they are forced into politi
cal alignments that seriously reduc.~

their ability to protest actions they
do not approve. The new trade bill,
though right in the principle of free
trade, gives to the President enor
mous power to reward his friends
and punish his critics.

Second, the form of these inter
ventions is such as to threaten seri
ously one of the real cornerstones of
all freedoms-equality before thE~

law. For example, farmers and tradE~

union members are now encouraged
and assisted in doing precisely that
for which businessmen are sent to
jail (Le., acting collusively to ma
nipulate prices). The blindfolded
Goddess of Justice has been encour
aged to peek and she now says, with
the jurists of the ancient regime,

((First tell me who you are and then
I'll tell you what your rights are." A
society in which such gross inequal
ities before the law are encouraged
in economic life is not likely to be
one which preserves the principle of
equality before the law generally.

We could go on to many specific
illustrations. For example, the gov
ernment uses its legislated monop
oly to carry the mails as a means for
imposing a censorship on what peo
ple send to each other in a com
pletely voluntary relationship. A
man and a woman who exchange
obscene letters may not be making
productive use of their time, but their
correspondence is certainly no busi
ness of the government. Or to take
an example from another country,
Winston Churchill, as a critic of the
Chamberlain government, was not
permitted one minute of radio time
on the government-owned and mo
nopolized broadcasting system in the
period from 1936 to the outbreak of
the war he was predicting in 1939.

Each Step of Intervention
Leads to Another

Every act of intervention in the
economic life of its citizens gives to
a government additional power to
shape and control the attitudes, the
writings, the behavior of those citi
zens. Every such act is another break
in the dike protecting the integrity
of the individual as a free man or
woman.
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The free market protects the in
tegrity of the individual by provid
ing him with a host of decentralized
alternatives rather than with one
centralized opportunity. As Fried
man has reminded us, even the
known communist can readily find
employment in capitalist America.
The free market is politics-blind, re
ligion-blind, and, yes, race-blind. Do
you ask about the politics or the re
ligion of the farmer who grew the
potatoes you buy at the store? Do
you ask about the color of the hands
that helped produce the steel you

, use in your office building?
South Africa provides an interest

ing example of this. The South Af
ricans, of course, provide a shocking
picture of racial bigotry, shocking
even to a country that has its own
tragic race problems. South African
law clearly separates the whites from
the nonwhites. Orientals have tra
ditionally been classed as non
whites, but South African trade with
Japan has become so important in
the postwar period that the govern
ment of South Africa has declared
the Japanese visitors to South Af
rica to be officially and legally
((white." The free market is one of
the really great forces making for
tolerance and understanding among
human beings. The controlled mar
ket gives man rein to express all
those blind prejudices and intoler
ant beliefs to which he is forever
subject.

Impersonality of the Market
To look at this another way: The

free market is often said to be im
personal, and indeed it is. Rather
than a vice, this is one of its great
virtues. Because the relations are
substantially impersonal, they are
not usually marked by bitter per
sonal conflict. It is precisely because
the labor union attempts to take the
employment relationship out of the
marketplace that bitter personal
conflict so often marks union-man
agement relationships. The in
tensely personal relationship is one
that is civilized only by love, as be
tween man and wife, and within the
family. But man's capacity for love
is severely limited by his imperfect
nature. Far better, then, to econo
mize on love, to reserve our depen
dence on it to those relationships
where even our imperfect natures
are capable of sustained action based
on love. Far better, then, to build
our economic system on largely im
personal relationships and on man's
self-interest-a motive power with
which he is generously supplied. One
need only study the history of such
utopian experiments as our Indi
ana's Harmony and New Harmony
to realize that a social structure
which ignores man's essential na
ture results in the dissension, con
flict, disintegration,' and dissolution
of Robert Owen's New Harmony or
the absolutism of Father Rapp's
Harmony.
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The ttvulgar calculus of the mar,
ketplace," as its critics have de,
scribed it, is still the most humanE~
way man has yet found for solvin~~

those questions of economic alloca
tion and division which are ubiqui
tous in human society. By what must
seem fortunate coincidence, it is also
the system most likely to producE~

the affluent society, to move man
kind above an existence in which
life is mean, nasty, brutish, and
short. But, of course, this is not just
coincidence. Under economic free,
dom, only man's destructive in
stincts are curbed by law. All of hi8
creative instincts are released and
freed to work those wonders of which
free men are capable. In the con
trolled society only the creativity of
the few at the top can be utilized,
and much of this creativity must bE~

expended in maintaining control and
in fending off rivals. In the free so
ciety, the creativity of every man
can be expressed-and surely by nOVl7
we know that we cannot predict who
will prove to be the most creative.

You may be puzzled, then, that I
do not rest my case for economi4~

freedom on its productive achieve
ments; on its buildings, its houses,
its automobiles, its bathtubs, its
wonder drugs, its television sets, its
sirloin steaks and green salads with
Roquefort dressings. I neither feel

within myself nor do I hear in the
testimony ofothers any evidence that
man's search for purpose, his long
ing for fulfillment, is in any signifi
cant way relieved by these accom
plishments. I do not scorn these
accomplishments nor do I worship
them. Nor do I find in the lives of
those who do worship them any evi
dence that they find ultimate peace
and justification in their idols.

I rest my case rather on the con
sistency of the free market with
man's essential nature, on the basic
morality of its system of rewards
and punishments, on the protection
it gives to the integrity of the indi
vidual.

The free market cannot produce
the perfect world, but it can create
an environment in which each im
perfect man may conduct his life
long search for purpose in his own
way, in which each day he may or
der his life according to his own im
perfect vision of his destiny, suffer
ing both the agonies of his errors
and the sweet pleasure of his suc
cesses. This freedom is what it means
to be a man; this is the God-head, if
you wish.

I give you, then, the free market,
the expression of man's economic
freedom and the guarantor of all his
other freedoms. i



A common caricature ofthe "very rich."

MILLIONAIRES are proliferating in
Tennessee, and that is both good
news and bad news.

In 1979, according to the U. S.
Trust Company of New York and its
annual wealth survey, 11,705 mil
lionaires resided in Tennessee. As of
September 1, 1980 the survey has
the number of millionaires bound
ing up to 13,230, giving Tennessee
more than its pro rata share of the
574,342 millionaires in the nation.

In terms of millionaire density
the number of millionaire residents
per thousand of state population
Tennessee has a 2.95 total-practi
cally three millionaires for every
thousand Tennesseans-man,
woman and child.

Dr. Peterson 18 director of the center for Economic
Education and the Scott L. Probasco, Jr., Professor
of Free Enterprise at the University of Tennessee at
Chattanooga.
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William H. Peterson

In Defense
of

Millionaires

First, this proliferation is bad news
because a millionaire, like that old
gray mare, Uain't what she used to
be." Inflation, in other words, is
breeding a new caste of millionaires
who, because of a runaway inflation
rate, have seen a sharp appreciation
in the nominal value of their per
sonal holdings and investments such
as oil stock, defense investments,
gold, silver, platinum, antique fur
niture, diamonds, jewelry, real es
tate and especially farmland. (Farm
states show the highest millionaire
densities.) The upshot is that thou
sands of Tennesseans and other
Americans are realizing the Horatio
Alger dream of piling up a cool mil
lion dollars in personal assets. But
in terms of, say, 1940 dollars that
million dollars would be more like
$200,000 or so. Indeed, if inflation
keeps escalating, everybody will be
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a ~~millionaire" before very long but
a rather pauperized one.

The further bad news is that envy
and social harassment still dog the
millionaire. Look at our plays and
novels, our movies and television
programs. Millionaires are usually
if not always portrayed as venal,
grasping, shallow men and women.
The TV phenomenon of ~~Dallas,"

which I confess I greatly enjoy, is
about par for the course. As a char
acter in F. Scott Fitzgerald's The
Rich Boy put it: ~~Let me tell you
about the very rich. They are differ
ent from you and me. They possess
and enjoy early and it does some
thing to them, makes them soft
where we are hard, and cynical
where we are trustful in a way that,
unless you were born rich, it is very
difficult to understand."

Even some church officials get into
the act: ~~Ours is a world in which
wealth is superabundant, exists be-,
side and depends upon, the poverty
and starvation of countless of God's
human children. Some humans de-,
vour the resources of the earth while:
innumerable others languish in want
and despair. The church must stand.
within that struggle, making its:
voice heard in behalf of the power·,
less and the forgotten. It must point
out the superfluous wealth is an ab·,
horrence to God in a world where"
for the majority, economic failure"
means permanent disaster."

The war against wealth has taken.

more extreme forms: the holocaust
of Jews in Germany, the liquidation
of Kulaks in Soviet Russia, the
slaughter of the Ibo tribesmen in
Nigeria, the killing of nearly a mil
lion overseas Chinese in Indonesia,
the massacre of whites in Uganda.
To be sure, in all these cases there
were factors besides that of an anti
wealth mentality.

A subtler form of that mentality
lies in the progressive income tax,
which Karl Marx and Friedrich En
gels expressly called for in their
Communist Manifesto as a means of
making ~~inroads upon the old social
order, and ... revolutionizing the
mode of production." Today the pro
gressive income tax is especially ne
farious in our inflationary age, cut
tingever more deeply into the ability
of everybody, especially salaried
people, to reach the nirvana of mil
lionaire status.

As it is, the top 50 percent of in
come earners pay 93.5 percent of the
Federal income tax bill, according
to the 1978 figures compiled by the
Tax Foundation of Washington,
D.C. And of course, with mounting
inflation, this concentration of the
tax burden at the upper end of the
income spectrum is on the increase.

Thus the irony of the progressive
income tax is at least two-fold: First,
through ubracket-creep," the effec
tive federal income tax bite is mak
ing upward mobility in real income
terms harder and harder.
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Secondly, millionaires and other
high income earners are blunted in
their ability to inadvertently serve
the poor. The rich, you see, have a
function in society not unlike that of
the honey-seeking bee spreading
pollen as it flits from flower to flower.
Millionaires, in other words, are
savers and investors par excellence,
and thus they are our chief creators
of capital formation, which is the
raison d'etre of the well-being of our
society-public sector and private
sector, rich and poor but especially
the poor. Inflation and the progres
sive income tax thus become harsh
regressive taxes on ((the underpri
vileged."

Further, envy of the rich is mostly
misbegotten. Many believe that the
rich exploit their wealth from the
poor, that one man's profit involves
another man's loss, that Corporate
America rapes the environment, that
the consumer stands helplessly be
fore ((shared monopoly," that the poor
become poorer and poorer and so on.

To meet all these and other argu
ments of what Ludwig Mises called
((the anti-capitalist mentality" is
impossible in terms of time and
space. Enough to say that the con
sumer-mostly the little fellow-is
sovereign if not dictatorial in the
marketplace, that the marketplace
is strictly voluntary in contrast to
the coercion involved under social
ism, that both parties in an ex
change profit, that if Reggie Jack-

son, Sophia Loren and many
entrepreneurs are millionaires their
wealth is most willingly bestowed
on them by consumers, including
the poor, for coming up with better
and better goods and services at
lower and lower cost.

But, 10 and behold, some good news
for the poor: Their secret friend, the
millionaire, is acquiring some pow
erful friends of his own in the court
of public opinion. For example, ac
cording to Thomas Sowell, the bril
liant black UCLA economist, the
rich, like the poor, have become a
full-fledged uSociaIProblem." Dr.
Sowell worries that forthcoming tax
reform could conceivably stalk ((the
rich in their tax shelters," and he
would have none of that.

Again, Nobel laureate Milton
Friedman calls for wiping out all
progressivity in the federal income
tax. He advocates a low flat rate
under 20 percent-,-on all income
above personal exemptions with no
deductions except for strict occupa
tional expenses. Such a flat rate tax,
he argues, would yield Uncle Sam
more revenue than the present un
wieldy structure with all its loop
holes, special privileges and dead
ening impact on personal incentive
and capital formation.

Meanwhile, let's hear it for mil
lionaires--the poor's unknown, un
loved, envied, socially harassed, po
litically abused and much
misunderstood friends. @



Ernie Ross

The Impossible Task
aftha
FED

THE FEDERAL RESERVE has an im··
possible task? Of course it does. But
it's seldom mentioned. Most every··
one just assumes that this autono··
mous government agency ~~on line"
since 1914 has a job to do and should:,
well, simply do it. It's not that easy..
The Fed does indeed have a job which
it is expected to do. In fact, given
modern politics, it has several..
However, there is a profound differ··
ence between being expected to do a
job and being able to.

On the surface, to the layman, the
Fed's job might appear unequivocal:
take care of the nation's money sup·'
ply in such a way as to help .Amer·,
ica. As the fiftieth anniversary edi·
tion (1967 revised version) of The
Federal Reserve System: Purposes
and Functions, issued by the sys
tem's Board of Governors, succinctly
put it, ~tThe principal function of the
Federal Reserve is to regulate the
flow of bank credit and money." (p.
4) While this seems straightforward
enough, the Fed's monetary manip-

Mr. ROS8 18 an Oregon broadcast commentator and
neW8 editor especially concerned with new devel·
opments In human freedom.

ulation to serve the national inter
est is a means to a number of ends.
In the modem U.S.A., the Fed is ex
pected to prevent banking crises, fa
cilitate commerce e~at high levels of
employment," as the Board put it),
cover government deficits and fight
inflation. The trouble is, manipula
tion toward one or more of these
ends almost always contradicts an
other. They don't mesh!

There is perhaps no better exam
ple of this than the Fed's issuance of
credit to cover the deficits of Con
gress. As monetary experts know,
unless Congress raises taxes, the Fed
is virtually forced to expand the
money supply to pay for deficits. This
is regarded as essential in order to
protect the credit rating of the na
tion. Monetary expansion means
more dollars will chase fewer goods;
the dollar's value is lowered.

While the initial surge of new
money may benefit some, often high
profiled, politically well-connected
industries (most recently, synthetic
fuels, solar energy, automobiles,
housing and aerospace), the even
tual effect of devalued currency on
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the economy cannot rationally be
regarded as a factor which facili
tates commerce; it slows commerce
(and lowers employment). Inflation
takes purchasing power away from
businesses as it takes it away from
everyone. Persistent inflation, such
as we have had since the late 1960s,
makes it more expensive to run gov
ernment, too, thereby increasing
chances Congress will deficit spend
even more.

So, while attempting to help the
nation meet its debts in the short
run, the Fed has in the long run ac
tually damaged business and pri
vate employment and increased the
operating costs of government (es
pecially state and local govern
ments, which cannot fall back on
the power to issue their own credit).
As this happens, the Fed quite ob
viously must abrogate its responsi
bility to fight inflation! Conversely,
if the Fed cuts the money supply, it
abrogates short run responsibilities
to cover Congressional deficits and
stimulate depressed businesses (and
employment) through lowered in
terest rates on borrowing.

After years of overlooking it, the
newly more economically aware na
tional press is noticing this di
lemma. As Newsweek's Harry An
derson remarked just prior to the
November general elections, HRe
gardless of who is the next Presi
dent, the pressure on the Fed seems
sure to intensify as the budget defi-

cit swells.... Any Federal deficit
must be financed through borrow
ing, and unless the Fed meets the
new demand by creating more
money, interest rates could be pushed
to ruinous levels as private and pub
lic borrowing compete for funds....
In fact, .the battle between the na
tion's fiscal and monetary authori
ties is a no-win situation for the
economy. If the Fed caves in and fi
nances immense budget deficits, the
inflationary implications would be
vast. If the Fed does not, a fragile
recovery-if in fact it has arrived
will be slower than almost all the
forecasts predict." (Oct. 13, 1980, p.
88)

Bailing Out Banks Subsidizes Bad
Investments

Another example of the failure of
Fed purposes to mesh is apparent in
bank bailouts. What, in the name of
preventing banking crises, does
bailing out banks accomplish long
term? Whether by means of credit
subsidies, loan guarantees or per
haps forced mergers with other
stronger banks (the method makes
almost no economic difference),
banks require bailing out primarily
because they have made bad invest
ments. The policy of bailing out
banks subsidizes bad investments.

True, the Fed may frown upon
and chastise the makers of bad in
vestments, but that is not the mes
sage that sticks with the banking
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community-it is not the economic
message. The economic message
comes through loud and clear from
the Fed's action: the rewarding of
malinvestments. A reward is ex
actly what it is. The more the Fed
does it, the worse it will get. It's the
old incentive principle at work-re
wards encourage more of the action
that is rewarded. Put another way,
subsidizing poor investments makes
them appear profitable. Could that
seriously be regarded as a method of
facilitating the nation's commerce?
Hardly. Commerce on a national
scale gains and retains health only
through wise investments.

Nor can the Fed bailout obliga
tion be regarded as a sound banking
practice or even a method of pre
venting banking crises. Admittedly,
in the short run it may well appear
sound, especially to those banks
~~pulled out of the fire," to the inves
tors of the banks and to a Fed deter
mined to polish its image as a finan
cial savior. (One must always
remember that the Fed is subject to
the bureaucratic survival principle:
act to serve those who perpetuate
your existence, or die.) But one could
quite cogently argue that repeat
edly making malinvestment remu
nerative must ultimately lead to
banking crises-perhaps on a mas
sive, unmanageable scale.

As banks, including some of the
nation's giants, continue operating
in this insulated atmosphere of

guaranteed bailouts, they become
progressively involved in larger and
larger unwise, often downright
speculative loans. Loans to third
world countries-whose political in
stability makes their solvency highly
questionable-are frequently in this
category. (See the Wall Street Jour
nal's article last summer on Ameri
can financial involvement in Zaire
ifyou'd like to read an excellent tale
of dubious investment.)

As the unwise investments accu
mulate, the danger increases that a
bailout, or series of them, will be re
quired that is so large the American
government will not be able to gen
erate the funds. Not only will we see
losses to millions of American
investors in banks, we could also see
a severe monetary crisis. If the Fed
hyperinflates in order to ~~save" the
banks and the savings of American
citizens and businesses, respect for
the dollar will nosedive along with
its value. It's crucial to constantly
bear in mind that the dollar is the
reserve currency of most of the free
world. Therefore, a rapid dollar de
preciation could precipitate a world
depression.

Consider the depth of the eco
nomic contradictions involved in the
Fed's various tasks. Manipulating
the money supply must serve the
masters of Combatting Banking
Crises, Covering Government Defi
cits, Inflation Fighting and Facili
tating Commerce. But different ma-
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nipulations are required to
accomplish these ends-depending
on the range of one's vision. This
means the monetary caretaker func
tion of the Fed is necessarily eroded.
Being a caretaker requires that one
should ensure no harm comes to that
for which one cares. If the Fed's ser
vice to multiple masters creates a
currency of wild fluctuations, a cur
rency neither business nor con
sumers can count on, it cannot ful
fill what an AP business writer aptly
termed the Fed's obligation as the
~~appointiveguardian of the nation's
money supply." (Oct. 7, 1980, AP
Wire)

In addition, one must take note of
what I call ~~the confusion factor" ex
istent at the Fed. The guardian of
the nation's money supply must
know clearly what it is to guard; a
doubting guardian, a confused
guardian, cannot function effi
ciently and cannot be counted on in
times of crisis when his efficiency is
critical. With the conflicting func
tions the Fed is expected to pursue
these days, frequently at the ex
pense of the health of the nation's
currency, its purpose as a money
supply guardian cannot be clear to
the agency.

Mter all, Fed members are hu
man and therefore subject to human
pressures and frustrations. Human
beings subjected to contradictory or
ders and aims exhibit lowered effi
ciency and confusion. While this state

of turmoil over objectives makes the
Fed's job tougher, it is not what
makes it impossible. Rather, the
turmoil occurs because the Fed's job
is impossible. Nevertheless, the
doubts and confusion over purpose
do act as a feedback loop, amplify
ing the difficulties.

Catering to Expediency

There are people in respectable
economic circles who argue that the
basic purpose of the Fed is not to act
ttpurely" as a money supply care
taker, or, for that matter, as a care
taker of any single function. They
argue, and have argued for over sixty
years, that the Fed must also act as
a servant of ~~political necessity," as
a caterer to the political ~~facts of
life" in a modern democracy. But
what is increasingly apparent even
to the man in the street is that the
primary fact of life in modern poli
tics is the equivalency of ~Cpolitical

necessity" and rampant expediency.
Catering to expediency makes the

Fed a neurotic, nervous servant of
favor and fancy-no matter how
much it likes to regard itselfas above
all that. If the Fed is not above it
all, why bother having a Fed? Surely,
elected politicians, bickering and
empire-building, could successfully
provide a proper Congressional psy
chology of neurosis in which to ma
nipulate the money supply in a most
honorable tribute to frenzied expe
diency!
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Of course, it was precisely such a
madhouse political free-for-all Con
gress intended to avoid when it
passed the Federal Reserve Act of
1913 (augmented, eventually, by the
Banking Act of 1935). It intended to
avoid that kind of mess and what
was then seen as the ((frenzied" ac
tions of the free market. Congress
has not succeeded. It could be no
other way. The nature of the task it
set for the Fed decades ago and the
additional duties demanded of the
Fed in more modern times are per
meated with contradictions. What
seems generally unrealized in mod
em economic forums is that the cre
ation of the Fed involved not just
problems but a fundamental flaw
common to all economic tyrannies.

A Legally Empowered Tyranny
The Fed is an economic tyranny

a democratically created, legally
empowered tyranny over the na
tion's money supply. Whether an
economic tyranny takes the broader
forms of socialism, fascism and com
munism or this narrower form of
federal monetarism, it holds an er
ror in common: it seeks to subjugate
private, individual or business deci
sion making to state authority. In
fact, private monetary decision
making was precisely the economic
«frenzy"-i.e., free human action
so unacceptable to the politicians
and fellow supporters of federal
monetary centralization.

Politicians have long understood
that maintaining and expanding
state power is incompatible with
freedom. The Fed has been used for
just such maintenance and expan
sion-perhaps more than any other
government institution created by
man. Given that this nation's money
supply is crucial to the U.S. econ
omy and to the world economy, that
it underlies and affects all transac
tions of the free world (and much of
the unfree world), the creation and
perpetuation of the Federal Reserve
System is the most gripping, insidi
ous economic tyranny yet accepted.
The domains and edicts of such
agencies as the Federal Trade Com
mission, departments of Energy,
Education, or Health and Human
Services and most other agencies of
this government are small potatoes
indeed when compared to the realm
and power of the Fed.

Yet, most of today's established
market economists tacitly support.
this tyranny. Even the most influ
ential of them, Milton Friedman, in
his current bestseller, Free to Choose,
while documenting a damning case
against government economic inter
vention in general and the Fed's
specific malfeasance in the 1930s
depression, nevertheless insists that
the Fed could have «used wisely the
powers that had been granted to it
(in order to) perform the task for
which its founders had established
it." (p. 85) Unfortunately, it is in-
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stances of this sort of wishful think
ing which divert attention from a
proper, contextual focus on the sub
ject.

The issue is not that a govern
ment agency could have made a right
decision in any particular instance,
but· rather that the propensity of
government agencies is to make
wrong economic decisions. Fried
man and his admirers (and even
more so the statist economists) for
get that the Fed's task is to perform
as monetary dictator. The evidence \
is overwhelming that no govern
ment has succeeded for long in pro
ductively dictating the actions of any
segment of the economy; monetary
policy is no exception. Governments
have succeeded-notoriously so-in
destructively dictating economic ac
tions; monetary policy is no excep
tion.

Abolish the Fed and Privatize
Monetary Functions

The case record of the Fed-most
notably, its recession-causing sharp
monetary contractions after World
War I; its inflation in 1927 which
created the dangerous speculative
market boom; its effort to counter
that boom with a panicky, severe
contraction which led to the Great
Depression;. its hand in causing the
severe 1937 recession; and its ever
widening post-World War II swings
between over-inflation and reces
sion-spawning contractions which

have finally merged into ~~stagfla

tion," plunging the business morale
and hopes of American citizens for
their future to new lows-is enough
by itself to warrant a case for abol
ishing the Fed. But the fact that the
Fed is by its nature bound to serve
impossible ends must surely add
philosophical ammunition to the
case.

There is in the long run only one
answer to the problem of managing
the monetary economy: It should be
privatized, with privately coined and
printed currency, privately con
trolled credit systems and private
insurance of monetary deposits. Be
cause of the scope of such a revision
we would also be forced to consider
more seriously privatizing many
other government services. For
without its own monetary ma
chinery, the government will find
the financing of redistributive and
vote-buying schemes considerably
more difficult.

Privatized monetary functions do
act as a natural check on the power
of government. But the alternative
to privatizing the U.S. monetary
system, tinkering and fiddling with
the derelict government system we
have, means keeping a form of tyr
anny intact. There is only one way
to prevent the damages to human
liberty which a tyranny inflicts
take away the tyranny. The Fed is
such a tyranny. There is no place for
it in the future of a free America. i



Clarence B. Carson

The Impact
t)f

IJnionism

UNIONISM is not a theory of econom
ics, nor does it have one. It is, as I
have said, an ethical theory, but
tressed by a religion-like ideology.
Its theory is that individual workers
cannot get their just deserts in an
open market, that they must com
bine and use coercion to get their
due. Yet the primary impact of
unionism is on the economy, though
it extends outward to have effects
on all social relations. Underlying
the thrust of unionism, then, there
must be at least an implicit eco
nomic theory.

So there is. It is a theory that is
uncovered by positing what it is
necessary to believe in order to ex
plain doing what unions do. What
unions do is to act to reduce the sup-

Dr. Carson has written and taught extensively, spe
cializing in American intellectual history. He is a fre
quent contributor to The Freeman.

ply of workers available. They or
ganize .some of the workers against
the other workers and attempt to
monopolize. the available jobs. Now
it is sometimes supposed that the la
bor theory of value provides the
unionist contact with economics. But
the labor theory of value does not
provide an economic explanation for
the unionist effort to reduce the sup
ply of labor.

If labor were the source of all
value, it still would not follow that
it would be socially desirable to re
duce the supply of labor. On the con
trary, it would appear that it would
be socially desirable to use every
smidgeon of labor to the fullest ex
tent possible.! It is doubtful, how
ever, that the labor theory of value
should be considered as an economic
theory; it makes much more sense
as a partisan, or sectarian, ethical
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theory. In short, it is best under
stood as a claim that labor should
have all the product of industry. In
any case, it does not explain actual
union behavior which aims to mo
nopolize jobs rather than to take the
whole proceeds of industrial activ
ity.

Economic Goods Are Scarce

The economic theory necessary to
unionism comes into view when we
turn the major premise of economics
upside down. The major premise of
economics is that all economic goods
are scarce. (Not all economists ac
knowledge this, but it is nonetheless
the premise required for their study.)
They are economic goods because
they command a price, and they
command a price because they are
scarce. The minor premise which
follows from this, in syllogistic form,
is that labor commands a price in
the market. Therefore, it is an eco
nomic good which is scarce. The
scarcity of labor is axiomatic, then,
and it is this that makes it a subject
of concern for economics.

The major premise of unionism is
that there is a surplus of labor.
Looked at more broadly, the major
premise of unionism is a conclusion
derived from a major premise of so
cialism or interventionist econom
ics, namely, that there is a surplus
of goods generally. This statement
is not made as a universal by its ad
vocates, that is, they do not claim

that there has always been a sur
plus of goods or that it is every
where the case. Rather, it is de
scribed as an historical condition and
attributed to industrialization. (Not,
it should be noted, as a worthy de
velopment, but as a problem, be
cause the goods are not evenly dis
tributed.)

This major premise of socialism
that there is a surplus of goods
produced, or producible in highly in
dustrialized countries-was stated
dramatically by Karl Marx and
Friedrich Engels in 1848. They said,
~~In these crises there breaks out an
epidemic that, in all earlier epochs,
would have seemed an absurdity
the epidemic of over-production....
Because there is too much civiliza
tion, too much means of subsistence,
too much industry, too much com
merce."2

Over-PrOduction a Problem

This concept of a surplus of goods
has had vigorous proponents among
Americans of the historical school of
economics, usually called institu
tionalists. The leaders of this school
have included John R. Commons,
Stuart Chase, Thorstein Veblen, and
John Kenneth Galbraith. Stuart
Chase, for example, declared that
the United States turned the corner
and achieved a condition of abun
dance in 1902. ~~Abundance," he said,
nis self-defined, and means an eco
nomic condition where an abun-
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dance of material goods can be
produced for the entire population
of a given community."3 Rexford G.
Tugwell maintained, in the 1930s,
that Uthere is no scarcity of produc
tion. There is, in fact, a present ca
pacity for more production than is
consumable, at least under a system
which shortens purchasing power
while it is lengthening capacity to
produce."4 Chase offered documen
tary evidence for what he conceived
of as the capacity' for over-produc
tion (written in 1931, note, when
they may have been more convinc
ing):

American oil wells are capable of pro
ducing 5,950,000 barrels a day, against
a market demand of 4,000,000 barrels,
according to the figures of the Standard
Oil Company of New Jersey.5

The real problem [in coal] is excess
capacity. The mines of the country
can produce at least 750,000,000 tons a
year, while the market can absorb but
500,000,000 tons.6

American shoe factories are equipped
to turn out almost 900,000,000 pairs of
shoes a year. At present we buy about
300,000,000 pairs Yet if we doubled
shoe consumption one-third of the
present shoe factory equipment would
still lie idle....7

Three decades later, in different
conditions, Vance Packard stated the
position of the surplus of goods suc
cinctly:

Man throughout recorded history has
struggled~ftenagainst appalling odds-

to cope with material scarcity. Today,
there has been a massive breakthrough.
The great challenge in the United
States-and soon in Western Europe-is
to cope with a threatened overabundance
of the staples and amenities and frills of
life.8

If there were a surplus of goods
generally, it would follow that there
is a surplus of labor. As early as
1893, John R. Commons held that
there was a ttchronic excess of la
bourers beyond the opportunities for
employment."9 Stuart Chase spelled
out the position in the 1930s:

What threatens to continue unabated,
in good times and bad, is technological
unemployment.... In four years oil re
fineries increased output 84 per cent,
and laid off 5 per cent of their men while
doing it. Tobacco manufacturing output
climbed 53 per cent in the same period,
with 13 per cent fewer men at the end....

It can mean only one thing. An equiv
alent tonnage of goods can he produced
by a declining number of workers, and
men must lose their jobs by the thou
sands-presently by the millions. Io

Emphasis on Consu~ption

The general premise of a surplus
of goods leads to consumer or con
sumptioneconomics, Le., to mea
sures promoting the consumption of
goods. The premise of a surplus of
labor provides the basis of an im
plicit economic theory for unionism
which is nowhere spelled out but
which is everywhere practiced by
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unionists. It is the theory under
girding the practices of reducing the
available supply of labor.

The unionist theory of a labor sur
plus is a self-fulfilling prophecy when
it is pqt into practice. That is, labor
unions tend to create the very con
ditions they posit, namely, labor
surplus, or, more precisely, unem
ployment, underemployment, and
low-paid work for non-union work
ers. But before explaining why, it
needs to be made clear that labor is
scarce. This has been affirmed al
ready in terms of economics, but
there is a more basic axiom than the
one cited. It is this. Human wants
are insatiable, but the means for
satisfying them are limited (scarce).
Human labor can be used in innu
merable ways to satisfy human
wants. Therefore, labor is scarce
essentially and permanently.

I can make the same point in a
much more homely fashion, one
which brings us in the vicinity ofev
eryman's experience, and one which
will get us much closer to the effects
of labor unions. There is more work
to be done than there is ever time or
energy to do. It is certainly true
around my house, and from all I
have ever learned it is true for oth
ers as well. As I write this, there are
dozens of tasks I can think of that
need doing. The roadway to my house
needs some repair; the lawn needs
mowing; the lawn needs fill in places,
reseeding, and fertilizer generally;

the trees will need pruning when
the time comes. The place where the
water pipe enters the house from
the well needs blocking up, because
it freezes in very cold weather. I
have been intending for more than
two years to paint the exposed con
crete blocks in the foundation of my
house. Several rooms inside the
house need a new coat of paint. It is
time to spread lime on my garden in
preparation for next year. My car
would benefit greatly not only from
being cleaned and washed but also
from a good waxing. And this list
only scratches the surface of all the
work awaiting either my own atten
tion or that of someone whom I could
afford to employ. More broadly, there
are numerous goods I would like to
have for myselfor my family-rang
ing from a yacht and swimming pool
to clothing and exotic foods-if I only
had the means to pay for them. And
everyone of my wants would re
quire more or less labor to satisfy it.

In short, I have a surplus of wants
and a scarcity of means for satisfy
ing them. That condition is suffi
ciently near universal that no one
has ever bothered to make a survey
to determine if it is unanimous.

Price a Crucial Factor
in Satisfying Wants

Equally important, we do not feel
all our wants with equal intensity.
We have priorities as to which of
them we would satisfy with what
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outlay of our limited means. For ex
ample, my desire for a yacht is of
such low intensity that I am by no
means certain that I would rush to
buy one if 50-foot yachts were sell
ing for $100. ·On the other hand, if
new automobiles were selling for
$25 each, I would stop what I am
doing and lay in a stock of them im
mediately. Price, then, is a crucial
factor in my decisions about satis
fying my wants. And, the price of
labor is a factor in the price of vir
tually all the goods I want.

What this means, practically, is
that all who can work so as to sat
isfy some human want can find em
ployment-somewhere, at some
price. The full employment of all
who are willing to work is the norm
for human societies. Price is the cru
cial variable, however, for full em
ployment. This is so both because of
the great range in intensity of wants
and the range of human capacity,
ability, and skill in satisfying wants.
Indeed, individuals differ from one
another and vary as to the extent to
which they can perform all the tasks
which have an effect on the quantity
and quality of their output. That is,
they differ in temperament, power
of concentration, intellectual pene
tration, endurance, strength, skill,
and so on. The basic means for mak
ing adjustments for differences in
intensities of wants and different
individual abilities are in price and
working arrangements (not ttwork-

ing conditions," for as that phrase is
ordinarily used it is simply an as
pect of price).

The thrust ofunionism is to estab
lish downward price (wage) inflexi
bility and to raise ever higher the
level below which wages cannot go.
This means that wages cannot be
adjusted to changing demand (in
tensity of want) or to the lower pro
ductivity or different work patterns
of some workers. More directly, it
means that unions cause unemploy
ment, and the more widely they are
established the greater the unem
ployment. They price workers out of
the market, thus causing endemic
unemployment.

It might be supposed that the con
nection between labor unions and
unemployment could be easily dem
onstrated empirically. All that
should be necessary would be to
match the figures of increasing union
membership and recognition with
unemployment figures. That it is not
so simple will become apparent by
examining an instance, and the rea
sons for its complexity will lead us
to the broad and sustained impact of
unionism.

Unions and Unemployment

Perhaps the best period for an his
torical case study of the effect of
unions on unemployme"nt was
1935-1939. The Wagner Act was
passed in 1935. In 1936, there was a
10.1 per cent increase in union
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membership over the preceding year.
In 1937, the greatest jump in mem
bership for a single year in the
twentieth century occurred; it was a
whopping percentage increase of
53.9.11 The main thrust for this in
crease came from the CIO under the
leadership of John L. Lewis. As one
writer describes this surge: ((At the
end of two years of activity, in De
cember, 1937, the C.I.a. boasted a
membership of 3,700,OOO-com
posed of 600,000 miners, 400,000
automobile workers, 375,000 steel
workers, 250,000 ladies' garment
workers, 175,000 clothing workers,
100,000 agricultural and packing
house workers, 80,000 rubber work
ers. The day of labor giants had
dawned."l2

There followed a drastic increase
in unemployment. According to one
compilation, unemployment stood at
about 71f2 million in 1937. In 1938,
it rose to 11 million, and in 1939
was still lingering around 91f2 mil
lion.13 A stock market crash of con
siderable dimensions occurred be
ginning in the middle of 1937. One
economic historian explains these
events in this way. There had been
an increase of aggregate labor in
come at the expense of profit in
come. This had resulted primarily
from the unionization which in
creased wages of manufacturing la
borers rapidly. ((A main factor," he
says, ((on the industrial side in
bringing the revival of 1935-1937

to a close was this startling increase
in wages, due ... to a tremendous
burst of activity by trade unions un
der the Wagner Act-a rise in wages
unmatched by a corresponding rise
in the productivity of labor."l4 Or,
technically, in terms of marginal
utility theory, the higher union
wages made many workers mar
ginal who had been employed, and
they lost their jobs.

Described in this way, there ap
pears to be very nearly a prima facie
case that unions caused the unem
ployment. Unfortunately, there were
other developments during the same
period which may have contributed
to the unemployment and which
certainly muddy the waters of cau
sation. Many were leaving the farms
seeking industrial employment, such
as, from the Dust Bowl, and some of
these added to the rolls of the un
employed. There were changes in
governmental fiscal policies which
probably had some effect. Here is a
succinct summary by an historian:
((In June, 1937, Roosevelt ... slashed
spending sharply. He cut WPA rolls
drastically and turned off WPA
pump-priming. At the very same
time, Washington collected two bil
lions in new social security taxes.
The government had not only stopped
priming the pump but was even
(taking some water out of the
spout."'l5 Benjamin Anderson has
challenged this explanation,16 but it
is plausible that the higher wages
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combined with a slacking off of in
flation would have contributed to
the unemployment.

Minimum Wage Laws

Government further aggravated
the situation in 1938 by the passage
of the Fair Labor Standards Act.
This established minimum wages
and maximum hours in many indus
tries, resulting in higher wages and
shorter hours for some workers. The
effect of the minimum wage is the
same in kind as a union wage. So
far as it works to raise wages above
the market level it will result in un
employment.

These latter developments illus
trate the point that now needs to be
made. Unions are not simply em
powered by government, they are
aided and abetted by a host of gov
ernment programs which, on the one
hand, conceal or confuse the effects
of unionism and, on the other, ag
gravate them. Union contracts, plus
government enactments, would-in
fact, do, when viewed from the
angle of potential employment
cause massive unemployment, but
most of these effects are concealed
from public view by a host of other
programs. Most, if not all, of this
should be attributed to unionism,
for governments generally act on
unionist premises and the public at
large tends to accept union goals,
even when they may deplore certain
union tactics.

To grasp the full impact of union
ism, it may be helpful to view it in
the light of the Greek fable of Pro
crustes. It is said that the country
side was inhabited by assorted petty
tyrants and marauders. ((One of these
evil-doers was called Procrustes, or
the Stretcher. He had an iron bed
stead, on which he used to tie all
travellers who fell into his hands. If
they were shorter than the bed, he
stretched their limbs to make them
fit it; if they were longer than the
bed, he lopped off a portion."!7

The Cost of Fringe Benefits

The thrust of unionism is to make
a Procrustean bed, into the confines
of which all who would work must
fit. The most obvious of the confines
is price. By making prices of labor
(wages) downwardly inflexible, only
those who can produce at a level
that would make it worthwhile for
an employer are likely to find work.
This price inflexibility extends much
beyond what is ordinarily called
wages. It includes employer contri
butions to retirement plans, Social
Security, unemployment compensa
tion, hospitalization plans, work
men's compensation, and so on. In
deed, these ((fringe benefits" have
become so expensive that many em
ployers find it less expensive to pay
overtime to those already employed
than to take on new people. (This is
so because there may be little or no
fringe benefit payments for the
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overtime work.) ((Overtime" has be
come a way of life for many indus
trial workers. Indeed, it is some
times considered one of the ((perks"
of the job, and some workers make
obligations based on the expectation
of it. The supreme irony of this is to
be seen in all the verbiage that his
torians have lavished on the suppos
edly horrible conditions of work in
earlier times when people worked
long hours and six- and seven-day
weeks.18

The thrust of unionism to make a
Procrustean bed in which all who
would work must fit is much broader
than is suggested by downward price
inflexibility. Unions and govern
ment exert pressure for uniform pay
scales, for raises in pay according to
seniority, and for objective job defi
nitions. Indeed, the pressure of
unionism is to have work as highly
structured as possible, to have it
done under managerial supervision
and control, to have payment based
on time worked, to have it per
formed within factories or factory
like surroundings, to require of ev
ery worker within a job classifica
tion that he do as much, or as little,
as all others, in short, to have it
done under conditions that are opti
mal for unionization.

Home Workshops Opposed
This pressure may best be illus

trated, perhaps, by unionist opposi
tion to work being done in the home.

Unionists and their sympathizers
attached odium to such arrange
ments by characterizing it as a
((Sweating System." In the argot of
Americans, a ((sweat shop" is a fac
tory where intolerable working con
ditions prevail. That is not at all the
origin ofthe idea ofUsweated labor."
It originated as a term of deroga
tion, or was so used by unionists, for
work done in the home.

The Encyclopedia Britannica de
scribes the ((Sweating System" as
being closely ((associated with con
tracting. Individual workers or
groups of workers contract to do a
certain job for a certain price." The
work is then performed in the home,
home workshops, and the like. The
same source says that the ((sweating
system grew in the United States
during the Civil War, when soldiers'
wives were employed to make uni
forms with the relatively newly de
veloped sewing machines." Union
ists attacked the system with all the
energy they could muster. The Bri
tannica says that ((In the United
States most of the pressure to elim
inate sweating was applied by or
ganized labor."

Industrial homework has long
since been virtually eliminated in
the United States by a combination
of union and government effort.
Unions had considerable success in
getting it eliminated in such under
takings as clothing making and ci
gar making. It became virtually il-
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legal in some states, for Jack
Barbash notes that when the New
York legislature considered a bill
for ((partial legalization of indus
trial homework," it. was vigorously
opposed by the New York Federa
tion of Labor.19 At any rate, much
homework was made impractical by
minimum wage prescriptions (based
on an hourly rate, as they were, em
ployers would be unwilling to pay
when they could not check), pre
scriptions as to working conditions,
by zoning laws, and such like.

Problems of Organizing

The unionist motives for opposi
tion to home· work are not difficult
to surmise. It would probably be
nearly impossible to organize such
workers. The conditions of proxim
ity and association would not exist
for developing class consciousness
among them. They could do the work
less expensively than it could be
done in the factories; thus making it
difficult to organize factory' workers
engaged in similar pursuits. Thus,
unionists stigmatized such work ar
rangements as inhumane and op
pressive.

Though there are many other as
pects of it, the above examples sug
gest the outline, at least, of the Pro
crustean bed made by unionism. It
is a bed far short of the size that
could accommodate the potential
work force of the country.

Those workers who do not fit

within its confines are lopped off.
For one thing, most workers who
cannot fit into factory-like require
ments as to hours ofwork are largely
eliminated from consideration for
employment. Many who have small
children to attend to and household
tasks to perform would undoubtedly
like part-time employment in the
home. An employer who sometimes
had large numbers of letters to be
individually addressed told me that
the first time he advertised for such
help applicants tied up his office
telephones for days. The next time
he had occasion to advertise, he gave
only a box number, but he still re
ceived hundreds of written applica
tions from people wishing to do work
in the home.

Governments Intervene

Governments have assisted in nu
merous ways in lopping off potential
willing workers. Compulsory school
attendance and child labor laws
largely eliminate children from most
employment. Prolonged schooling
much beyond the ages of 16 to 18
has kept many young people off the
labor market. States subsidize tech
nical and college education on a vast
scale. The community and junior
colleges founded in unprecedented
numbers in the 1950s and 1960s were
the most dramatic instances of such
an effort. The G.I. Bill of Rights was
the largest of the Federal efforts
along this line, but it has in more
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recent times been supplemented by
both Federal and state scholarship
and loan programs.

Social Security and other retire
ment programs enable many at the
other end of the age scale to stay off
the labor market. Aid to dependent
children and other welfare pro
grams provide support for many
mothers and older children without
their holding jobs. Social Security
provides such support, too, in cases
where a covered mate has been dis
abled or died. Unemployment com
pensation relieves some of the pres
sure from union- and government
induced unemployment. Indeed, in
genious workers can cut their work
time by perhaps as much as one-half
or more by working from time to
time, getting laid off or having the
job discontinued, and drawing un
employment compensation. Some do,
but in the nature of the programs
there is no way to determine· how
much of it is deliberate.

My concern is not with the mo
tives which led legislators to enact
these and other such programs. The
effects are the same whatever the
motives, and the effects are the re
duction of the available labor sup
ply. And there is bountiful·evidence
that both unions and governments
act upon the premise that there is a
surplus of labor.

Even all the efforts that are made
at reducing the labor supply by lop
ping it offdo not succeed in reducing

the supply so that it will fit into the
Procrustean bed for jobs. There are
usually still millions looking for
employment, or claim that they are.
There is a major effort, then, to
~~stretch" the jobs to fit the available
labor supply. Unions are famous, or
infamous, for job stretching. It is
sometimes called ~~featherbedding."

The way this is usually done is in
work rules in union contracts. Here
are some examples:

1. Limitations on supervisory person
nel performing production work-for ex
ample, a Rubber Workers's union provi
sion: ~~Members of factory management
shall not perform work which is nor
mally assigned to direct workers...."

2. Limitations on assigning work out
side ofan employee's classification, as for
example a Meat Cutters' union provision
that weighers and wrappers· may not
Uplatter" meat cuts in self-service
counters.

3. Requirement for minimum number
of employees on a job: for example, the
Motion Picture operators demand for two
men in projection booth.

4. Rules regulating the use of labor
saving methods and machinery....

5. Rules protecting union's jurisdic
tion: in New York theatres uCarpenters
will build a platform, but the covering is
prop man's. A hat (worn) is costume but
the same hat (unworn) is a prop. A table
is moved by prop men, but the lamp on it
is sacred to electricians...."20

Governments, too, have made ef
forts to ~~stretch" jobs, provide tem
porary jobs, and ~~stretch"the money
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supply to fit the Procrustean bed
they have helped to create. The most
general effort by the United States
government to ((stretch" jobs has been
the mandated 8-hour day, 40-hour
week. That effort has met with mixed
success, however, as already noted,
because overtime pay is often not a
sufficient penalty to prevent longer
hours, in view of the effective pen
alties involved in hiring other work
ers. Thus, government programs are
often initiated with the idea of pro
viding more jobs. The role of the
unions in this is suggested in the
following:

Unions seek to enlist the aid ofgovern
ment in providing more jobs in the in
dustries in which their members are em
ployed; or to protect job opportunities
from being impaired in their
industries.... [Among these] are the in
terests of the building trades unions,
which have been among the most ener
getic supporters ofgovernment action for
a major low-cost housing program; and
the metal trades unions for a shipbuild
ing program."21

Inflation to Offset Impact of High
Wages on Employment

The most prolonged effort at
Ustretching" has been in stretching
the money supply-Le., inflation, to
offset the impact of high union wages
on employment. It is doubtful that
most unions could survive for long
without progressive increases in the
money supply. The continually

higher monetary wages on which
their success depends would produce
such levels of unemployment (even
if all other programs to reduce labor
supply were in effect) that union
workers would no longer be em
ployed.

Further, Friedrich A. Hayek has
pointed out that if government is
committed to full employment, ((cur
rent union policies must lead to con
tinuous and progressive inflation....
If labor insists on a level of money
wages too high to allow of full em
ployment, the supply of money must
be so increased as to raise prices to
a level where the real value of the
prevailing money wages is no longer
greater than the productivity of the
workers seeking employment. In
practice, this necessarily means that
each separate union . . . will never
cease to insist on further increases
in money wages and that the aggre
gate effort of the unions will thus
bring about progressive inflation."22

He has ably described the process of
Ustretching" that goes on.

Unionist policies flow from a mis
conception ofreality. Labor is essen
tially scarce in reality.. Unionists
operate on the premise that there is
a surplus of labor. The result is an
apparent contradiction. Unionism
produces both a labor shortage and
unemployment (a labor surplus?).
The reason for this is before us. Many
potential employers cannot find
workers to do the work they would
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Unemployment and Unionism

IN ITS TENDENCY· toward mass action and indifference to the interest and
choice of the individual, trade unionism gives its leaders tyrannical au
thority over members and nonmembers alike.

Modern trade unionism, by the use of force, not only distorts the wage
market, causing unemployment or inflation, but also interferes with the
liberty to work, to trade, and to associate. Such action frequently makes
it impossible to enter a wage contract voluntarily; the right to abstain
from working becomes the obligation to take part in strikes against one's
will; and the right to associate becomes the obligation to join this or that
union. Coercive force, instead of being reserved exclusively to the gov
ernment for the protection of the life, liberty, and property of the citizens,
is employed by these organized groups to attack many of those same
fundamental individual rights.

ALBERTO BENEGAS LYNCH

hire done at a price they are willing
to pay. (It is commonly observed to
day, ((You can't find workers to do
this, that or the other.") Wages are
too high to pay for low-priority and
low-productivity work. On the other
hand, many people cannot find em
ployment at the artificially estab
lished high wages.

Institutional Unemployment Plus a
Shortage of Labor

The impact of unionism is as broad
as the economy over which it holds
sway, and even broader than that.
It leads to institutional (or struc
tural) unemployment and an en-

demic labor shortage. It requires
massive government intervention to
conceal the worst of its ravages.
Unionism-labor unions plus ac
commodative government action
intervenes in the market at its most
sensitive point. It makes rigid what
needs to be most flexible to meet
continually changing conditions. It
causes unemployment, labor short
ages, promotes inflation, higher
prices, less productivity, and leads
to fewer goods and services for ev
eryone.

Who are labor unions organized
against? They are organized against
all who work, and all who benefit
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from work. They are organized
against non-union workers most ob
viously, for these are often turned
away from the gates, may not be
able to find employment, and, if they
do, may have to accept lower wages.
In some respects, unions are orga
nized against their own members,
some of whom may be compelled to
join or pay dues, the most indus
trious of whom may be held back to

the level of the less productive, and
some of whom lose their jobs when
the union wage prices them out of
the market. They are organized
against employers. They are orga
nized against consumers. Above all,
they are organized against the
weakest members of society, those
who cannot fit into the structure of
employment-the young, the old, thB
lame, the halt, and the blind. ,
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Thomas Jefferson

Freedom
of

Conscience

THE ERROR seems not sufficiently
eradicated that the operations of the
mind, as well as the acts of the body,
are subject to the coercion of the
laws. But our rulers can have au
thority over such natural rights only
as we have submitted to them. The
rights of conscience we never sub
mitted, we could not submit. We are
answerable for them to our God. The
legitimate powers of government
extend to such acts only as are inju
rious to others.

But it does me no injury for my
neighbor to say there are twenty
gods, or no God. It neither picks my
pocket nor breaks my leg. If it be
said his testimony in a court of jus
tice cannot be relied on, reject it
then, and be the stigma on him.
Constraint may make him worse by
making him a hypocrite, but it will
never make him a truer man. It may
fix him obstinately in his errors but
116

will not cure them. Reason and free
inquiry are the only effectual agents
against error. Give a loose rein to
them, they will support the true re
ligion by bringing every false one to
their tribunal, to the test of their in
vestigation. They are the natural
enemies of error, and of error
only....

Were the government to prescribe
to us our medicine and diet, our bod
ies would be in such keeping as our
souls are now. Thus in France the
emetic was once forbidden as a med
icine, and the potato as an article of
food. Government is just as infalli
ble, too, when it fixes systems in
physics. Galileo was sent to the In
quisition for affirming that the earth
was a sphere; the government had
declared it to be flat as a trencher,
and Galileo was obliged to abjure
his error. This error, however, at
length prevailed; the earth became
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Thomas Jefferson (1743-1826), first
Secretary of State, second Vice
President, and third President of the
United States. Jefferson was born
in Virginia and trained as a lawyer,
but his interests were too broad and
his talents too diverse to be con
fined to a single profession. He was
a linguist, mathematician, architect,
inventor, essayist, planter, diplo
mat, statesman, and one of the most
prolific correspondents of all times.
Paul L. Ford published what be
came the standard collection of his
Writings in 9 volumes in the 18905.
This selection is extracted from
Notes on the State of Virginia (Phil
adelphia: Prichard and Hall, 1788),
pp.169-71.

a globe, and Descartes declared it
was whirled round its axis by a vor
tex. The government in which he
lived was wise enough to see that
this was no question ofcivil jurisdic
tion, or we should all have been in
volved by authority in vortices. In
fact, the vortices have been ex
ploded, and the Newtonian princi
pIe of gravitation is now more firmly
established on the basis of reason,
than it would be were the govern
ment to step in and to make it an
article of necessary faith.

Reason and experiment have been
indulged, and error has fled before
them. It is error alone which needs
the support of government. Truth

can stand by itself. Subject opinion
to coercion: whom will you make
your inquisitors? Fallible men; men
governed by bad passions, by pri
vate as well as public reasons. And
why subject it to coercion? To produce
uniformity. But is uniformity of
opinion desirable? No more than of
face and stature. Introduce the bed
of Procrustes then; and, as there is
danger that the large men may beat
the small, make us. all of a size by
lopping the former and stretching
the latter.... Reason and persua
sion are the only practicable instru
ments. To make way for these, free
inquiry must be indulged; and how
can we wish others to indulge it
while we refuse it ourselves? @



The Economics
and Politics

of Discrimination

George C. Leef

IT is widely believed that capital
ism, to the extent that it is still al
lowed to function, is responsible for
our problem of racial discrimina
tion. Blacks, Hispanics, and other
ethnic groups are seen to be ((under
utilized" by business, and therefore
many people conclude that the cause
must be that businessmen are guilty
of racial discrimination. Having ar
rived at this conclusion, the solution
is simple and obvious: Merely com
pel businesses to hire more individ
uals from these groups. Mandate
((affirmative action" programs,
((goals" or quotas in hiring and pro
motion, enforce these with a federal
bureaucracy and the courts, and ev
erything will be fair and equal. A
closer examination will show, how
ever, that racial discrimination, far

Mr. Leef teaches economics and philosophy at
Northwood Institute, Midland, Michigan.

from being caused by capitalism, is
in fact the result of governmental
interferences with capitalism. We
shall see that the proper response to
the problems of blacks and other
ethnic minorities in society is not
more governmental coercion, but to
eliminate that which we now have.

Businessmen are in business to
make money. They are engaged in a
continuous struggle to increase rev
enues and decrease costs. The first
crucial point we must grasp is that
racial discrimination imposes costs
upon businessmen who practice it.
For example, purchasing decisions
are generally made upon the crite
ria of least cost and best service. If a
businessman refuses to deal with a
black supplier who could offer the
lowest price and/or best service, he
has imposed additional costs upon
himself. Similarly, to refuse to hire
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qualified persons because of their
skin color means that the business
man must devote more time andre
sources to searching for a person to
fill the job, and perhaps having to
settle for a less well qualified candi
date.

The Price of Prejudice

Not many businessmen prefer
prejudice to profits. As economist
Milton Friedman puts it, c~ busi
nessman or an entrepreneur who
expresses preferences in his busi
ness activities that are not related
to productive efficiency is at a dis
advantage compared to other indi
vidualswho do not. Such an individ
ual is in effect imposing higher costs
on himself than are other individu
als who do not have such prefer
ences. Hence, in a free market, they
will tend to drive him out." (Capital
ism and Freedom, pp. 109-110)

In theory, therefore, we would ex
pect to find little discrimination in a
free market because of the' self-in
terest of businessmen. This theory
finds strong support from historical
evidence. First, the Jim Crow laws
of the states of the South specified
that certain jobs in industry could
be done only by white workers. But
if the industrialists were intent upon
discriminating, why did this prefer
ence have to be enacted into law?
The answer is that to preserve the
status of the white worker, there
had to be a legal restraint upon em-

ployers. In the absence of the law,
competition from nondiscriminat
ing employers would have urged all
to hire and promote blacks and
whites on the basis of economic
value, not race.

A second piece of evidence comes
to us from South Africa, and again
shows the power of business compe
tition to reduce racial discrimina
tion. The reason for the adoption of
the policy of Apartheid in the 1930s
was that white workers were in
censed that so many blacks were
being hired and were competing with
them in pay and promotions. There
fore, they persuaded the .govern
ment to restrict the better-paying
jobs to whites only. Once more, we
see that business was the enemy
of discrimination, government the
cause.

Further evidence on the relation
ship between capitalism and dis
crimination is found in the consid
erable affluence many cCfree persons
of color" in the antebellum South
were able to achieve. These were
free blac.ks who had no political
power at all, but could own property
and do business as they wished. For
example, in pre-Civil War New Or
leans, free Negroes owned one-fifth
of the total taxable property in the
city. (Race and Economics by Thomas
Sowell, p. 40) Thus, even while the
government discriminated against
these people, according them no po
litical power, capitalism gave them
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economic power restricted only by
their abilities to satisfy the wants of
consumers.

Conditions Have Changed

Next, let us examine the experi
ence of other ethnic groups which
have migrated to the urban centers
of the United States in search of eco
nomic progress. Jews, Italians,
Chinese, Irish, Japanese, and many
others settled here and were usually
despised and subjected to legal ha
rassment for decades after their ar
rival. Nevertheless, members of
these groups have been highly suc
cessful in moving into the main
stream, and frequently into the
highest strata of American life. Dis
crimination did not keep them de
pressed. Why were they able to ad
vance whereas today's bottom-of-the
ladder minorities seem to be per
manently stuck there? Have condi
tions changed in some way which
would explain the difference? The
answer is yes.

The great influx of blacks into the
cities began after World War II. Prior
to that time, most of the country's
black population had lived on farms
in the rural South. With the move
ment to the cities, the process of eco
nomic advancement began for the
majority ofthe black population, just
as it had for the Jews, Italians,
Chinese and others in the previous
century. What factors are militating
against blacks now that did not

hinder the progress of the earlier
groups? A rather large number of
such factors could be identified, but I
wish to concentrate on three of the
most significant.

Minimum Wage Laws

The first difference to which we
can point is the existence of mini
mum wage laws. The minimum wage
came into existence as a part of the
Fair Labor Standards Act, passed
during the New Deal. It sets a wage
floor below which an employer may
not pay. The stated reason for this
law was to raise the income of poor
workers. (The real reason was that
labor union leaders hoped that it
would stifle competition from lower
wage areas, such as the South. For
this reason, the minimum wage
bears a kinship to the Jim Crow
laws discussed above.) What the leg
islators either did not see or chose to
ignore is that the amount of one's
pay depends upon his economic value
to his employer. If the law says that
you, the employer, cannot pay any~

one less than $2.00 per hour, you are
not going to hire people who, be
cause of lack of skills and work ex
perience, cannot produce at least
$2.00 worth of revenue per hour for
you.

What the minimum wage does,
then, is to prevent people from get
tinga start. It prevents a person
from going to an employer and say
ing, ~~I know I don't have any job
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skills, and I don't have a work record
to prove my reliability, but I'm will
ing to start at a low wage. All I
would like is a chance." That is ex
actly how the earlier immigrant
groups began their climb up the eco
nomic ladder; but today that option
is gone. Because they cannot find
work, millions of young blacks, His
panics, and others remain unem
ployed and unemployable. Fre
quently they turn to crime; if not, a
life of indolence on welfare awaits
them. It is not capitalism that caused
this. It is the government.

New Businesses Thwarted

A second reason why economic ad
vancement is more difficult today
than it was for ethnic groups in the
past is the obstacles which have been
placed in the way of entrepreneurs
who desire to open businesses. In
the last century, one of the chief
sources of employment for newly-ar
rived Jews, Italians, Chinese, and
others, was in small businesses
started by other members of their
own ethnic group. Opening a bak
ery, tailor shop, or laundry was easy.
If you could come up with the
monthly rent, you could get a store
front location; if you wanted to hire
someone, you simply put him on the
payroll. There were virtually no
government regulations, licenses,
taxes, or inspectors.

Things are vastly different today,
of course. The would-be entrepre-

neur is now faced with a maze of
costly paperwork, usually requiring
the high-priced services of lawyers
and accountants before he can ~ven

make his first sale. There are also
numerous taxes which he must col
lect and pay, and volumes of regula
tions with which he must comply.
No wonder that more than eighty
per cent of new businesses fail every
year,and that many who might have
attempted to start new businesses
are deterred by the slim prospects
for success. So here is a second rea
son why economic advancement is
more difficult today-the hindrance
of small business. Is this the fault of
capitalism? No. It is the fault of gov
ernment.

Educational Shortcomings

Lastly, let us consider education.
In the previous century, schools con
centrated on the ((3 R's." The student
who completed work at even the ju
nior high school level was ·equipped
with the language and math skills
he needed to function in the busi
ness world. Jewish immigrants made
particularly good use of the educa
tional opportunities available to
them, quickly rising in such verbal
oriented professions as banking and
the law. In contrast, what can we
say about the possibilities of learn
ing the language and math skills
one needs to succeed in business to
day? It is close to impossible to learn
them in the typical inner-city school.
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The environment in such schools is
not conducive to learning, replete
with disturbances and distractions
from students who are there only
because they are forced to attend.

Even without the problems of vi
olence: unruliness, apathy, and
drugs, it would still be nearly im
possible for today's inner-city high
school student to learn the skills
needed in business, for the simple
reason that those skills are not being
taught. The public education bu
reaucracy no longer attaches much
importance to such matters as pre
cision in speech and writing. Rather
than teach the mental discipline
necessary for intelligible sentence
structure and critical analysis of
written passages, contemporary
((English" courses usually revolve
around getting the student to ex
press how he «feels" about some
thing he has attempted to read.
Young people routinely graduate
from such schools without even the
reading and writing skills of the
third grader of the nineteenth cen
tury. Is business to be blamed for
not hiring as insurance adjustors
people who have great trouble in
reading and writing reports, or not
hiring as cost accountants people
who struggle with addition and sub
traction? Clearly not. The blame is
to be placed upon the government
which runs the public education
monopoly.

The foregoing analysis has dis-

cussed only a few of the important
ways in which the government has
made it difficult for blacks and other
groups now attempting to improve
their economic condition to do so.
The elimination of these govern
mentally-erected barriers to
progress is the only true solution.
The minimum wage should be re
pealed. The plethora of taxes, regu
lations, and paperwork which now
prevent the formation of small busi
nesses should be swept away. The
monopoly which public schools enjoy
ought to be broken through the
granting of tuition tax credits to
parents who choose to send their
children to private schools. Eventu
ally, tax-supported schools should
be phased out completely. This is the
course of action which will enable
minority group members to develop
and sell the skills for which busi
nesses compete.

Why Coercive Affirmative Action
Programs Cannot Succeed

But what of the other ((solution"
to this problem, namely affirmative
action programs to compel the hir
ing of minority group members?
Should that policy not be used to
speed the process? The answer is no,
for three reasons.

First, .to compel an employer to
hire according to government dic
tates violates the employer's free
dom of contract and association.
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Good ends do not justify bad means.
Second, it is no favor to the un

qualified individual to obtain a job
in which he will be constantly pres
sured and frustrated by his lack of
preparation for it.

Third, the history of governmen
tal activism on behalf of specified
minority groups leads one to con
clude that this course makes mat
ters worse rather than better. The
economist Thomas Sowell has
pointed out that economic advances
for blacks have slowed or retro
gressed during periods of greatest
governmental efforts to assist them.
(Race and Economics, pp. 51-55)
Moreover, Sowell also finds that
there is an inverse relationship be
tween the extent of a group's eco
nomic progress and the extent of its
political power. Blacks, Irish, and
American Indians, groups which
have relied heavily upon political
power to improve their conditions,
have advanced the most slowly, while
Jews and Orientals, who never had
much political power and thus had
to rely upon their individual abili
ties, have done by far the best.
Therefore, either by diverting at
tention from the true solutions,
arousing antagonism, or both, the
current policy of governmental ac
tivism is likely to make matters
worse.

Let self-Interest Take Its Course in
the Open Market

In this brief essay, I have argued
that the belief that racial discrimi
nation is the fault of prejudice
blinded businessmen who refuse to
hire minority group members is en
tirely wrong. There is probably no
institution in society where color is
as irrelevant as in the free market.
In the commercial world, making
money is what counts, and discrim
ination gets in the way of doing that.
Many ethnic groups have come to
this country and met poverty and
prejudice. In the past, such people
were able to advance economically
by acquiring the skills which made
them valuable to businessmen. Un
fortunately, conditions are different
now. Due to a variety of governmen
tal actions, those ethnic groups
which are presently attempting to
rise in the economy have had the
deck stacked against them. Instead
of following the foolish course of be
lieving that the way to rectify the
undesirable results of past govern
mental interferences with freedom
is through yet more interferences
with freedom, we must see that the
only escape from our difficulties is
to let freedom work. Do so, and a lot
of self-interested businessmen will
make short work of racial
discrimination. ,
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Wealth and Poverty

THE Reagan triumph is the political
culmination of a movement that has
been thirty years in the making. But
we are not yet home free. Washing
ton, D.C., is riddled with a conflict of
((buts" even as the guard is changing.
Every assent is coupled with a dis
sent. Yes, we must cut taxes, BUT
not at the expense of unbalancing
the budget. Yes, we must reduce the
cost of welfare, BUT not by pushing
anybody below the poverty line. Yes,
we must go back to capitalism, BUT
labor cannot be despoiled of its
gains-and it would risk too much in
unemployment if a corporation the
size ofChrysler were allowed to fail.

It is too much to hope that we will
escape at least two or three years of
dubious political battle, but maybe
the key to America's future exists
somewhere outside of Washington.
True enough, we need some help from
a Reagan regime dedicated, even
though the BUTs abound, to getting
the government offthe peoples' backs.
We need at least a diminution of in
flation. But benign neglect would
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help, too. The creative society (Rea
gan used to talk about that in Cali
fornia) depends on the free play of a
social power that is not constrained
by the politicians.

Luckily, at this juncture, we have
a seminal book, George Gilder's
Wealth and Poverty (Basic Books, 10
East 53rd Street, New York, N.Y.
10022,306 pp., $16.95), that could be
to the Age of Reagan what Stuart
Chase's A New Deal and George
Soule's The Planned Society were to
the Age ofRoosevelt.

What Mr. Gilder has done in vital
and vivid style is to smash all the
models that have treated capitalism
as something that is destined to mod
ulate into socialism, with or without
the help ofMarxian conflicts. He does
not deny that the big corporations of
ten become bureaucratized, preoccu
pied with problems of marketing a
given product when the world is really
clamoring for something new. Gal
braith is right, he says, in observing
the existence of a technostructure
that resists change. But in a brilliant
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chapter on nthe entrepreneurial fu
ture" Mr. Gilder shows how the small
entrepreneurs continue to swarm. in.
Change, despite the Biggies, is what
we get.

The infiltration comes even when
investment capital is hard to come
by. There is the phenomenon of Cal
ifornia's Silicon Valley, for example,
where, as Gilder says, ttworlds in
deed unfold in grains of sand." The
sand refers to the silicon chip, some
thing no bigger than a fly, that will
store thousands of bits of informa
tion for computer use. The silicon
chip owed nothing to either the gov
ernment or huge IBM-it began with
tta second-rank camera firm, Fair
child," and ttachieved its crucial
breakthrough in 1971 at a tiny firm,
Intel." It is ttnot only a product but
also a producer of science ... with
multifarious industrial and commer
cial uses . . . from astrophysics to
medicine." And on the heels of the
microprocessor are coming other new
technologies-lasers, for example,
and the photovoltaic cell.

The point that Mr. Gilder is mak
ing is that it is men and ideas, and
common faith or ((animal spirits,"
that continue to create jobs and
plenty. Mr. Gilder does not rely on
statistics to prove his contentions,
but when he does invoke them he
uses them tellingly. Between 1969
and 1976 smaller firms created 7.4
million new jobs. This was at a time
when the businesses on Fortune's list

of one thousand largest corporations
'were experiencing practically no
igrowth at all.

'The Moral Case for Capitalism

Mr. Gilder's case for capitalism is
fundamentally a moral case. It is
based on giving. The enterpriser can't
know that he has a market waiting
for him. He ponies up the energy, the
brains and the capital, and in an act
of faith floats them out into the un
lltnown. ttThe essence of his giving,"
says Mr. Gilder, nis not the absence
of all expectation of return, but the
1ack ofa predetermined return."

As a ttsupply side" economist, Gilder
g'oes back to Say's Law of Markets.
Supply creates its own demand by re
leasing claims on goods into the mar
ketplace in the form of wages, inter
est, dividends and outlays for raw
Inaterials. People may not even know
they want something until they see
~lVhat is being offered, but when they
8ee it the money is already there to
buy it. Purchasing power cannot be
created apart from supply, for any
paper claims in excess of the money
that supply calls into being will have
an inflationary effect.

Mr. Gilder does his painting in
bold strokes for the most part. But he
is also good at miniature brush work.
In his chapter on ttthe nature of
~lVea1th" he centers on a small com
munity in the Berkshires, where
there are few CCnatural resources."
lie tells about a Lebanese family who
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arrived in Lee, Massachusetts, with
few dollars and fewer words of En
glish. The family bought an aban
doned shop beside the road. Every
day the father of the family drove
over to the Connecticut Valley, a
hundred miles away, to load up with
vegetables, which he bought cheaply.
With the help of six children the
roadside shop prospered. Today, the
family owns the biggest office build
ing in town, a large clothing store,
and what amounts to a small shop
ping center at the original shop site.
In the same town ofLee a man named
Kelley parlayed a business of mak
ing scratch pads out of refuse paper
into a variety ofbusinesses. And an
other man, named Sprague, turned a
small patrimony into a huge con
glomerate which began with a
chicken hatchery in Iran.

By focusing on the Berkshire town
of Lee, Massachusetts, Mr. Gilder is
telling us how England and Japan,
Taiwan and Hongkong, all of them
relatively barren islands, became
wealthy without having any natural
resources that might be called riches.
Saudi Arabia does have riches in its
oil. Whether it will ever become
wealthy in the Berkshire-British
sense is a question. Wealth begins as
a state ofmind and a state ofwill.

The Senseless War Against Wealth

Only in the uzero sum" thinking of
modern uliberals" does wealth create
poverty. In the real dynamic world

one man's fortune is a boon to all.
The savings ofthe rich create jobs for
the poor. So the ~~war against wealth,"
as Mr. Gilder sees it, is senseless. We
tax the producer to pay for a welfare
that keeps women and dependent
children locked into dingy ghetto life,
with the men taking offbecause they
can't stand the feeling of being un
needed as breadwinners. As long as
welfare payments to women are a cut
above what a family can earn in the
market, the government, says Gilder,
will continue to cuckold men.

This is strong stuff, and no politi
cian, even in the Age of Reagan, is
going to succeed in abolishing wel
fare. But we can hope that supply
side economics, helped by tax cuts
that will give productive people
something to play with, will float a
few families off the relief rolls.
Meanwhile the new atmosphere in
Washington may make some of Mr.
Gilder's observations on welfare seem
less hard-hearted than they would
have seemed in the days ofthe Great
Society. When Mr. Gilder says that
~~aid for families with dependent
children makes more families de
pendent and fatherless," or that ((un_
employment compensation promotes
unemployment," he isn't being mean.
He is merely being accurate about
the ttmoral hazards" of some of our
best intentions. What he is saying is
that the Welfare State has become
counterproductive. It is time for
something new and more inventive.
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BLACK AMERICA AND ORGA
NIZED LABOR: A FAIR DEAL?
by Walter E. Williams, Loren A. Smith and
Wendell W. Gunn
(The Lincoln Institute for Research and Ed
ucation, 1735 DeSales, N.W., Suite 500,
Washington, D.C. 20036)
60 pages. $5.00 paper

Reviewed by Allan C. Brownfeld

THE importance of this slim volume
is not to be measured by the number
of pages it contains, but by the po
tency of the ideas it releases. The
sponsor of this study, The Lincoln
Institute, was set up in 1978, to as
sess the impact of public policy is
sues on the black community. Two
of the authors are black, and all
three offer persuasive arguments for
the thesis that the free market econ
omy provides the best hope for
bringing minorities into the nation's
economic mainstream. Their case
against welfarism and unions is de
vastating, and marks one more bit of
evidence of the growing disillusion
ment of black Americans with the
liberal establishment.

Unions have all but eliminated
competition in the labor market,
locking those at the bottom-mainly
members ofminoritygroups--into a
situation ofhopelessness. Organized
labor, pursuing its narrow interests
by means of the powers conferred
upon it by government, has the
power, in many parts of the country,

to determine who shall be employed
and who shall be denied work. This
unpleasant truth is emphasized by
Senator Hayakawa in the Preface
he contributes to this book. ((Racial
,exclusion is not simply a part of
union history but remains a reality
today. In 1967, for example, statis
tics on black membership in some
lmajor craft unions were as follows:
electricians, 1.6 per cent; ironwork
lers, 1.7 per cent; plumbers, 0.2 per
cent; and sheetmetal workers, 0.2
per cent. In 1979, 58 per cent of local
lllnions reporting to the Equal Em
lployment Opportunity Commission
had no black members at all."

Professor Williams, one of the na
tion's keenest economists, furnishes
other considerations: (tA consider
able part of the activities of the la
bor movement ... has been that of
attempting to thwart competition
among workers. One of the ways
this has been done is through the
use of union political power to lobby
for laws thatconfer monopoly power
on labor unions."

He continues: ((To the extent the
union is successful in negotiating
1Jvages that are higher than those
1Jvhich employees would obtain in
the absence of monopoly power,
unions must also devise means of
e~ntry restrictions. The reason is
simple: the higher wages will at
tract entry by workers from other
sectors of the economy. Ifothers were
permitted freely to enter the union-
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ized labor markets, the increased
supply of labor would mean less em
ployment and downward pressure
on wages... Whatever the purpose
for granting unions the sort of mo
nopoly power they now possess, the
result is weak minority participa
tion."

Labor unions support programs
such as welfare, food stamps, un
employment benefits and a host of
other ((maintenance" devices, Dr.
Williams argues, so that those who
are unemployed as a result of mar
ket restriction policies will remain
docile: UIf the alternative to not
working were starvation, it would
present a socially volatile climate.
Thus it is very probable that labor
unions will lead the support for in
come subsidy programs which rep
resent a redistribution of income
from society at large to those who
have restricted the labor market in
the first place. They disguise the

HANDSOME BLUE LEATHERLEX

true effects of market entry restric
tions caused by unions and other
economic agents by casting a few
crumbs to those denied jobs in order
to keep them quiet, thereby creating
a permanent welfare class."

Wendell Gunn does not condemn
union officials, most of whom are
sincere; but he does criticize union
policies, which bring about unfore
seen consequences. ((For black work
ers, who have been denied their ba
sic right to work in many fields by
the actions of labor unions over the
years, to be forced to join unions
against their will . . . is to make a
mockery of the civil rights which
have, we are repeatedly told, been
achieved. Compulsion and coercion
are alien to a free society."

Everyone has a stake in the free
society, rich as well as poor. But as
these essays make clear, the ((dis
advantaged" have the greatest stake
of all.
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