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Clarence B. Carson

THE RELICS OF
INTERVENTION:

5. New Deal
Welfarism

The: New Deal

THE welfare state is largely a relic
of the New Deal. That is, it was con
ceived, advanced, and articulated in
particular programs during the
1930s. It is a relic of a depression
born animus to assert the power of
the central government into the lives
ofAmericans, of a faith in the benef
icence of government intervention.
For several decades before the Great
Depression, reformers had been pro
claiming the necessity for and desir
ability of government action on be
half of elements within the
population. The depression provided
an opportunity for them to use the
power of government.

The welfare state began as an idea,
of course. This idea, though it has
long since become an assumption,
still undergirds the welfare state. It

Dr. Carson has written and taught extensively, spe
cializing in American intellectual history. He is the
author of several books and a frequent contributor to
The Freeman and other scholarly journals.

is the belief that it is the duty and
responsibility of government to pro
vide for the economic well-being and
security of the people, especially that
portion of them imost exposed in the
modern world. It is premised upon
the fact that goyernment can confis
cate wealth by ,taxation and redis
tribute it. Beyond that it can compel
redistributions iby legislation even
when the wealth never enters gov
ernment coffers, as by fixing a min
imum wage, for ,example. By various
means, then, government could pro
vide for the well-being and security
of the people. New Dealers not only
implanted the general idea but also
placed heavy emphasis upon the
leadership of the Federal govern
ment in welfarism.

Historians often speak oftwo New
Deals. The First New Deal is usu
ally located primarily in the years
1933-1934. Its, most characteristic
feature was probably the National
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Recovery Administration (NRA) with
its industrial codes and the impetus
it gave to national planning within
industries. In broad terms, the aim
of the First New Deal was to stimu
late recovery by cutting production,
raising prices, and credit expansion.
The Second New Deal is concen
trated in the years 1935-1938. In
dustrial planning was sloughed off,
and the emphasis shifted to even
more direct government involve
ment in finding ways for protecting
and aiding farmers, labor unions, and
the poor more generally.

Actually, however, the New Deal
cannot be broken up into any chron
ological pattern into which all the
measures will fit neatly. For exam
ple, there is a continuity in the ag
ricultural programs throughout the
period that was broken only tempo
rarily by Supreme Court decisions.
National planning as an idea was
never abandoned, though there were
changes in emphasis. From the out
set, too, there was a welfarist tint to
the programs, although the emer
gency confronting credit institu
tions and national planning were in
the forefront. But the shift toward
the welfare state did become much
more pronounced from 1935 onward.
The most dramatic step in that di
rection was the passage of the Social
Security Act in 1935. Not only was
the measure clearly welfarist in
character but also it was not,a tem
porary or emergency measure. It

would extend indefinitely into the
future if it were not nullified or re
pealed.

Social Security

In his message to Congress rec
ommending the passage of Social
Security, Roosevelt declared that the
main objective "was, and is, the se
curity of the men, women, and chil
dren of the Nation against certain
hazards and vicissitudes of life. This
purpose is an essential part of our
task."l He went on to enumerate the
programs to be included in it:

At this time, I recommend the follow
ing types of legislation looking to eco
nomic security:

1. Unemployment compensation.

2. Old-age benefits, including compul
sory and voluntary annuities.

3. Federal aid to dependent children
through grants to States for the support
of existing mothers' pension systems and
for services for the protection and care of
homeless, neglected, dependent, and
crippled children.

4. Additional Federal aid to State and
local public-health agencies and the
strengthening of the Federal Public
Health Service. I am not at this time rec
ommending the adoption of so-called
"health insurance," although groups rep
resenting the medical profession are co
operating with the Federal Government
in the further study and definite progress
is being made.2

In later pronouncements, Roose
velt set forth in broad and compre-
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hensive terms the extent of his wel
fare aims. In his Second Inaugural
Address, delivered in 1937, he de
clared: "In this nation I see tens of
millions of its citizens ... who at this
very moment are denied the greater
part of what the very lowest stan
dards of today call the necessities of
life." He saw, he continued, "one
third of a nation ill-housed, ill-clad,
ill-nourished."

It is not in despair that I paint you
that picture. I paint it in hope-because
the Nation, seeing and understanding the
injustice in it, proposes to paint it out.
We are determined to make every Amer
ican citizen the subject of his country's
interest and concern.... The test of our
progress is not whether we add more to
the abundance of those who have much;
it is whether we provide enough for those
who have too little.3

In short, not to put too fine a point
upon it, he intended to use the power
ofgovernment to see that the wealth
was distributed to care for those who
had the least.

A Question of Constitutionality

Before looking more closely at
some of the acts by which the wel
fare state was established, the ques
tion of the constitutionality of all this
effort needs to be examined. I do not
raise the question of my own will, of
course; it was a burning constitu
tional issue in the period 1935-1938.
By 1936, there was every reason to
doubt that much of the New Deal

legislation woul<!l make its way suc
cessfully throug~ the courts. During
the years 1935.l.1936, lower court
federal judges issued some 1600.in
junctions preve~ting officials from
applying New D~allaws. "At no time
in the country'~ history," the Har
vard Law Review opined, "was there
a more voluminous outpouring ofju
dicial rulings in restraint of acts of
Congress than the body of decisions
in which the lower courts, in vary
ing degree, invalidated every mea
sure deemed appropriate by Con
gress for grappling with the great
depression."4

Moreover, beginning in January,
1935, the Supreme Court began to
nullify major acts. In the next six
teen months, 10 major cases came
before the court. "In eight instances
the decision went against the New
Deal. Stricken!down in succession
were Section 9(¢) of the National In
dustrial Recovety Act, the N.R.A. it
self, the Railro~d Pension Act, the
Farm Mortgage law, the Agricul
tural Adjustm~ntAct, the A.A.A.
amendments, the Bituminous Coal
Act, and the MiInicipal Bankruptcy
Act."5 Of the acts challenged all the
way to the Supreme Court, only the
monetary acts qf 1933 and TVA had
survived.

Nor was most of this legislation
struck down simply on technicali
ties. The grav¢st of constitutional
objections had! been raised in the
court decisions. One history sum-
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marizes the objections this way:
"First, the Court firmly rejected all
attempts to extend federal authority
over production. It denied in succes
sion that interstate commerce, ap
propriations for the general welfare,
or taxation could be used to this end.
Second, the Court denied the consti
tutionality of legislative delegation
to the executive on the scale at
tempted in the N.R.A. or the Guffey
Act. Third, and more broadly, the
Court refused to accept the concep
tion of constitutional growth, either
by evolution or through economic
emergency."6

Not only had much of the legisla
tion fallen, then, but there was good
reason to suppose that such replace
ment legislation as the National La
bor Relations Act and new legisla
tion such as the Social Security Act
would suffer a similar fate. As
Schlesinger has said, "The succes
sion ofjudicial vetoes in critical areas
of federal action . . . seemed to ex
press a clear determination on the
part of the Court to nullify the New
Deal."7

Attacking the Court

Ever since, most historians have
laid the blame for this state of af
fairs on several members of the Su
preme Court. They made what
amounted to ad hominem attacks on
those justices who took the most
consistent positions about New Deal
legislation. Their ire has been most

often focused on Justices Willis Van
Devanter, George Sutherland, James
C. McReynolds, and Pierce Butler.
While the following may not be quite
typical of the attacks on these jus
tices, it does illustrate the ad homi
nem character of them:

The four stalwarts differ among them
selves in temperament. I think that Mr.
Justice Butler knows just what he is up
to and that he is playing God or Lucifer
to keep the world from going the way he
does not want it to. Sutherland seems to
me a naIve, doctrinaire person who really
does not know the world as it is. His in
competence in economic reasoning is
amazing.... Mr. Justice McReynolds is
a tempestuous cad, and Mr. Justice Van
Devanter an old dodo.s

Justice Owen Roberts, who usually
sided with the above four and wrote
some of the most ringing opinions,
has not usually been treated with so
much disdain by historians. Nor has
ChiefJustice Hughes, who was most
apt to shift back and forth between
groups. Historians have usually been
unstinting in their praise ofJustices
Harlan Stone, Benjamin Cardozo,
and Louis Brandeis, who usually
dissented about the unconstitution
ality of New Deal measures.

That way of treating it was an ex
cellent ploy for evading the issue, of
course. The question was not the
competence of the Court to make de
cisions. At least, no such question
was ever raised to the relevant level
of initiating impeachment proceed-
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ings. The question was whether or
not the New Deal legislation was
authorized by and in keeping with
the Constitution of the United States.
If it was not, and the Supreme Court
had made that determination about
much of it before the end of 1936,
then the New Dealers were guilty of
transgressing the bounds of the
Constitution. The plausible course
would have been to blame them for
contempt of the Constitution, not the
Court for applying it.

Unprecedented Action

Several considerations make this
the more plausible interpretation. In
the first place, much of the New Deal
legislation was either without pre
cedent-decidedly different in im
portant features from any passed
theretofore-or applied government
power to new areas. Such precedents
as existed were mostly in emergency
measures passed during World War
I, and these were too shortlived to
have undergone full court testing. (In
any case, for wartime measures to
serve as precedents, it would have
been necessary to buy the analogy
between war and depression.)

Second, the acts nullified were not
based on powers enumerated with
any explicitness in the Constitution.
The New Dealers relied generally
either on the interstate commerce
clause or the power to tax for the
general welfare, the vaguest and
most imprecise authority. This is not

prima facie evid~nce of their·uncon
stitutionality, but it did mean that
where they wer~ foraging into new
territory, they ~ould expect sharp
challenges.

Third, the weight of precedent, so
far as there was any, and the ten
dency of court idecisions over the
years made the! constitutionality of
the New Deal legislation doubtful.
For example, the courts had gone to
great lengths ov~r the years to limit,
confine, and d~fine the commerce
power. In one great swoop, the New
Deal acted to ov~rride these limits.

The Duty of the! Court

The majority on the Supreme
Court had moved resolutely and with
careful deliberation to halt the in
trusions and to iaffirm the constitu
tionallimits on i the government. As
Justice Roberts $aid, in United States
v. Butler, "The question is not what
power the feder$.l Government ought
to have but what powers in fact have
been given by the people." He ex
plained the role ofthe Court this way:
"The Constitutiqn is the supreme law
of the land ordained and established
by the people. ~ll legislation must
conform to th¢ principles it lays
down. When a~ act of Congress is
appropriately! challenged in the
courts as not cOlllforming to the con
stitutional m~ndate the judicial
branch of the qovernment has only
one duty-to l$.y the article of the
Constitution which is invoked be-
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side the statute which is challenged
and to decide whether the latter
squares with the former."9

President Roosevelt bided his time
throughout the year, 1936, avoiding
any public statements about court
decisions. There was some talk of
proposing constitutional amend
ments which would clearly provide
the New Dealers the power to do
what they wanted to do. But no such
amendments ever made it off the
drawing board. To have proposed the
amendments would have been a tacit
acknowledgement that the courts
were right in their interpretation of
the Constitution. To have stated in
blunt constitutional language the
powers sought would have been to
expose the power grab involved. Had
such amendments been proposed in
1936 they would almost certainly
have provoked controversies which
might have had political conse
quences unfavorable to Roosevelt and
the Democrats. Besides, Roosevelt
must have already had a different
scenario in mind, one which would
enable him to move from strength
rather than weakness. lO

At any rate, he waited until after
the presidential election to make his
move. He continued to push welfar
ist legislation, even to getting part
of the Agricultural Adjustment Act,
which had been nullified, re-en
acted. It was not done under the old
name, not yet, but this did not fore
stall charges that the New Dealers

were acting in contempt of the Con
stitution. The election results pro
vided him with the background for
action. Roosevelt won a landslide
victory; only Maine and Vermont
went into the Republican presiden
tial column. The Democratic major
ities in both houses of Congress were
overwhelming.

Still, Roosevelt moved secretly and
deliberately. First, he gave his Sec
ond Inaugural Address with its vig
orous call for government action to
deal with the distress of one third of
the nation. After that, work was be
gun in secret on a Judicial Reorga
nization bill which was sent to Con
gress February 5, 1933. A few days
before that, Roosevelt held a gala
dinner for the members of the Su
preme Court, among others. No word
had yet leaked about the forthcom
ing bill. Then, in the hours before
the message and legislative pro
posal went before Congress, Presi
dent Roosevelt called a special
meeting of his cabinet and congres
sional leaders. He simply read his
proposal to them and without signif
icant discussion dismissed them.ll

The Court Packing Scheme

The Judicial Reorganization bill
quickly became known as Roose
velt's "Court Packing Scheme." It did
indeed propose to enlarge the Su
preme Court. In his message to Con
gress, Roosevelt emphasized the old
age of most of those on the Court
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and the alleged inefficiency that fol
lowed from that. He proposed that
when any federal judge reached the
age of 70 and did not retire that the
President be authorized to appoint
another judge. For the Supreme
Court, the number to be appointed
was to be limited to 6 additional jus
tices, so that the number could not
go higher than 15 members of the
Court. If a justice voluntarily re
tired at the age of 70, no additional
member would be appointed, of
course.

Roosevelt took the case to the
American people. On March 9, 1937,
in a Fireside Chat (radio speech), he
set forth his grievances against the
present Supreme Court. He charged
that the "Court has been acting not
as a judicial body, but as a policy
making body." He made it clear that
in his opinion it was some of the men
on the Court that were making dif
ficulties. "Our difficulty with the
Court today," Roosevelt said, "rises
not from the Court as an institution
but from human beings within it. But
we cannot yield our constitutional
destiny to the personal judgment of
a few men who, being fearful of the
future, would deny us the necessary
means of dealing with the present."I2
It was necessary, Roosevelt de
clared, "to take action to save the
Constitution from the Court and the
Court from itself."13 The probable
impact of such a direct assault by
the President on a few men in a pub-

lie speech could hardly be exagger
ated. Moreover, it was made against
men who, by traldition, could make
no public answer.

Roosevelt's Interpretation

That Roosevelt held a different
view of the Constitution and of the
role of courts in its interpretation
from that traditionally held either
by the courts or! the American peo
ple should be made clear. A Roose
velt biographer· reports that when
Roosevelt took the oath of office, a
few weeks before the above events,
it was administered to him by Chief
Justice Hughes.· The old Chief J us
tice "read the dath with slow and
rising emphasis· as he came to the
words 'promise to support the Con
stitution of the United States.' Roo
sevelt gave the words equal force as
he repeated the oath. At this point,
he said later, h~ wanted to cry out,
'Yes, but it's the Constitution as I
understand it, flexible enough to
meet any new iproblem of democ
racy-not the ~ind of Constitution
your Court has raised up as a bar
rier to progress ~nd democracy.' "14

Roosevelt dropped hints as to his
view of the Constitution rather than
making a legal argument for it. He
said that "we mtist have Judges who
will bring to the Courts a present
day sense of the Constitution... ,"
courts which wpuld take up their
"high task of building anew on the
Constitution 'a system of living
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law.' "15 More specifically, he pro
posed a line the courts might take to
validate welfare legislation. He noted
that "In its Preamble, the Constitu
tion .states that it was intended to
form a more perfect Union and pro
mote the general welfare.... But the
framers went further. Having in
mind that in succeeding generations
many other problems then un
dreamed of would become national
problems, they gave to Congress the
ample broad powers 'to levy taxes
... and provide for the common de
fense and general welfare of the
United States.' "16

Underlying Roosevelt's remarks
was a theory, a theory known as le
gal realism. Legal realism may also
be described as legal relativism. On
this view, the law at any given time
is relative to the conditions which
prevail and the aims and purposes
of those who expound it. Rather than
being fixed by constitution makers
and legislators, it is growing, ex
panding, and changing. The beliefs,
ideologies, and predilections of those
who expound the law are determi
native. The ideals which had guided,
or at least been claimed by expo
nents of, American jurisprudence
over the years were given short shrift
by legal realists. Here, for example,
is a more recent statement by a le
gal realist of his attitude toward
them:

... In the interest-balancing proce
dure of constitutional adjudication, neu-

trality has no place, objectivity is achiev
able only in part, and impartiality is more
of an aspiration than a fact.... In mak
ing choices among competing values, the
Justices of the Supreme Court are them
selves guided by value preferences. Any
reference to neutral or impersonal prin
ciples is ... little more than a call for a
return to a mechanistic jurisprudence
[which, he goes on to assert, never ex
isted].... Even in the often-quoted as
sertion by Mr. Justice Roberts about the
duty of the Court to lay the statute
against the Constitution to ascertain if
the one squares with the other, one would
indeed have to be naive to believe that
this statement in fact described the pro
cess.17

It might be supposed that there
would be no way for legal realists to
distinguish between good laws and
bad laws. That is not the case, how
ever. A good law is one that is "pro
gressive"; a bad law is one that is
"reactionary." Of course, reformers
had co-opted the idea of progress for
themselves.

The Court Upheld

Roosevelt did not succeed in get
ting his plan for reorganizing the ju
diciary through Congress. He la
bored to do so through a rather
lengthy session, for those days, but
to no avail. The Senate Judiciary
Committee recommended its defeat
in the most vigorous language it
could summon for a public docu
ment. The report declared that "This
bill is an invasion of judicial power
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such as has never before been at
tempted in this country." So far as
the majority of the Committee could
see, "The only argument for the in
crease which survives analysis is that
Congress should enlarge the Court
so as to make the policies of this ad
ministration effective." Further,

This is the first time in the history of
our country that a proposal to alter the
decisions of the court by enlarging its
personnel has been so boldly made. Let
us meet it. Let us now set a salutary pre
cedent that will never be violated. Let
us, of the Seventy-fifth Congress, in words
that will never be disregarded by any
succeeding Congress, declare that we
would rather have an independent Court,
a fearless Court, a Court that will dare
to announce its honest opinions in what
it believes to be the defense of the liber
ties of the people, than a Court that, out
of fear or a sense of obligation to the ap
pointing power, or factional passion, ap
proves any measure we may enact. We
are not the judges of the judges. We are
not above the Constitution.I8

The end did not come so dramati
cally as the Committee apparently
hoped, but the bill did not pass.

But neither the stirring words of
the Committee report nor the re
fusal of Congress to enact the bill
into law came soon enough to bol
ster the Court. The barn door had
been locked after the horse had been
stolen. The Court had shifted its
stance before these decisions had
been made. Justice Roberts appar
ently succumbed to Roosevelt's pres-

sure on the Court and changed sides.
Chief Justice Hlilghes, who had wa
vered back and forth in any case,
went along with: him to form a new
majority on the Court. In March,
1937, the new majority on the Su
preme Court sustained a Washing
ton minimum wage law, reversing
its position in a New York case made
only the year before. In April, the
new majority on'the Court sustained
the National Labor Relations Act in
a series of decjsions. In May, the
Court sustained, significant portions
of the Social Security Act.

In short order, too, the slim major
ity on the Court was broadened. Be
ginning with the retirement of Jus
tice Van Devanter in May, 1937,
most of the older justices retired or
died over the n~xt couple of years.
They were usually replaced by such
known New Dealers as Hugo Black,
William O. Douglas, and Felix
Frankfurter. Roosevelt had lost the
battle for court reorganization but
won the war for a Court that would
sanction New Deal legislation.

Bending the Constitution

An historian of the New Deal has
said, "On the whole, the Founding
Fathers sought to contain govern
ment, not promote change. It was
remarkable that the New Deal was
able to break through these care
fully devised constitutional barriers
for so long." 19 I' quote the above two
sentences because they place the
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emphasis where it belongs, not upon
the Courts but upon the Constitu
tion. After all, the Supreme Court
survived the assault, indeed, sur
vived and prospered. But the break
ing of the barriers in the Constitu
tion to the establishment of a welfare
state is a different matter. The New
Deal assault was like punching holes
in a dam. Over the years, the holes
have widened, so that more and more
legislation, much of it not autho
rized by any stretch of the imagina
tion by the Constitution, could get
through.

That the clauses referring to the
"general welfare" were grants of
power to do anything, much less es
tablish a welfare state, is highly
doubtful. The reference to the "gen
eral welfare" in the Preamble is not
a grant of power. It is a part of the
statement of the purpose of the gov
ernment being established. The
phrase occurs again in the :first clause
of Article I, Section 8. It reads, "The
Congress shall have Power To lay
and collect Taxes, Duties, Imposts
and Excises, to pay the Debts and
provide for the common Defence and
general Welfare of the United
States...." The most plausible in
terpretation is that the phrase is a
limitation of the taxing power. Spe
cifically, the term "general" is a lim
itation. That is, it is the general wel
fare for which taxation is authorized,
not the local welfare or that of some
special class or group of people. In

any case, "welfare" did not then have
the connotation that it has had since
the New Deal.

Using the Power of Government
to Redistribute Wealth

The most characteristic economic
feature of welfarism is the use of the
power of government to redistribute
wealth. It is true, of course, that any
government activity may result in
the incidental redistribution of
wealth. But it becomes welfaristac
tivity when the main purpose is to
transfer wealth from one group or
class to another.

The Revenue Act of 1935 signaled
the welfarist direction, though it was
not the first measure that year of
this character. In his message to
Congress asking for increased taxes,
President Roosevelt made the aim of
redistribution clear. He said, "Our
revenue laws have operated in many
ways to the unfair advantage of the
few, and they have done little to pre
vent an unjust concentration of
wealth."20 The revenue measure that
was passed was blatantly discrimi
natory toward those with greater
wealth. It increased the surtax on
individual incomes over $50,000; the
tax on incomes over $1 million was
graduated steeply upward to 75% for
all income over $5 million. Estate
and gift taxes were increased. Taxes
on small corporations were lowered
slightly, while the rates on corpora
tions with incomes over $50,000 were
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Lack of Purchasing Power
IN the early Nineteen Thirties, in the depth of the Gre4t Depression, the
theory became fashionable that the cause of all depressions was Lack of
Purchasing Power. The people just did not have en<!>ugh money, and
because of unwarranted pessimism they were refusing! to spend enough
even of what they had. The solution was therefore simple: at such a time
the government should boldly increase its own spending, J"prime the pump,"
and "get things moving again." ...

Unless there were some serious lack of coordinatipn among prices,
costs, and wages, mass unemployment would not exis~ in the first place.
When it does exist, the only appropriate cure is individual adjustment of
prices, costs, and wages to each other-the return of! coordination. But
this can be brought about automatically only if the competitive forces of
the market are given free play.

HENRY HAZLlTT, Man vs. the Welfare State

raised. Taxes were also levied on
profits above 6%.

The largest scale redistribution
effort in 1935 was undertaken under
the Works Progress Administration
(W.P.A.). It was set up under the
Emergency Relief Appropriation Act
passed in April, 1935. Harry L. Hop
kins, an administrator with consid
erable experience already in spend
ing money, was placed in charge.
Hopkins had said on one occasion,
"Why accept the evil of poverty? ...
I believe they are poor because we
haven't wit and brains enough to di
vide up our national income each
year so they won't be poor."21

At any rate, the WPA plunged
vigorously into work relief pro
grams. In the course of its career,
nearly $11 billion was spent on
1,410,000 projects on which 8V2 mil
lion different persons were em-

ployed. Althougn much of the WPA
work was done qn projects which are
customarily in !the domain of gov
ernment' such as building roads and
bridges, its primary purpose was the
transfer of wealth to·those reckoned
to be needy. A imeans test was ap
plied in the selection of workers,
which certainly 1W0uid not have been
the case if the prtojects were the main
concern.~oreoever,much,probably

most, of the building was on projects
ordinarily finan<eed by local and state
governments.

A Resettlement Administration
was set up in May, 1935, to move
destitute families into new areas and
foster subsistence homestead com
munities. (This/was one of Roose
velt's pet projeqts, enlivened by the
idea of moving urban inhabitants to
family farms, and such like. In the
main, it provided temporary dwell-
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ings for transients.) In the same
month, the Rural Electrification Ad
ministration was organized to make
electricity available by low interest
loans to isolated rural areas. A Na
tional Youth Administration, cre
ated by executive order in June,
1935, made jobs for young people,
especially for those in schools and
colleges needing part-time work.

The NLRA

It might not appear, on first ex
amination, that the National Labor
Relations Act, passed in July, 1935,
was a redistribution program. This
act, however, completed the work of
empowering labor unions begun un
der the National Recovery Act. It
placed the power of government be
hind the organization of labor unions,
mainly by way of the National La
bor Relations Board, weighted the
legal scales in favor of unions, and
signaled a determination by the fed
eral government that unions should
prevail. Thereby, unions were able
to extort higher wages from employ
ers than they could have received in
the market. The differential is a re
distribution of wealth from employ
ers to employees.

The provisions of the Social Secu
rity Act have already been alluded
to. Social Security redistributes
wealth in several ways. First, un
employment compensation is fi
nanced by a payroll tax on employ
ers. When it is paid out as

unemployment compensation, it is a
compulsory redistribution from em
ployers to employees. For most of the
old age and survivors program, em
ployers are taxed an equal amount
to that of the employees. This is a
forced transfer from employers to
employees. Moreover, although there
is a Social Security fund into which
receipts go, current benefits have
been taken increasingly from cur
rent receipts. Hence, the program has
become virtually a device for trans
ferring wealth from those presently
working to retirees and their survi
vors. (That is not to deny, of course,
that those who contributed in the
past have a just claim to some ben
efits.) Also, the act authorized trea
sury payments to aid states with old
age pensions and for various classes
of disabled persons.

Other Interventions

Welfare programs continued to
proliferate through 1938, as new ones
were regularly added. The Revenue
Act of 1936 placed a tax on undistri
buted corporate profits. The Soil
Conservation and Domestic Allot
ment Act of the same year paid
farmers to take land out of cultiva
tion. This was a transfer from tax
payers generally to farmers who
complied with the program. The Na
tional Housing Act of 1937 provided
low interest loans to public authori
ties for slum clearance and the
building of low rent housing. It also
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provided rent subsidies for the ten
ants. Finally, the Fair Labor Stan
dards Act of 1938 required employ
ers to pay minimum wages for work
during a maximum 44-hour week
(any work beyond that amount would
have to be compensated at a higher
rate), and forbade child labor. So far
as wage rates were higher than they
would have been in the market, this
was a forced transfer of payments
from employers to employees.

The welfare state, then, is a relic
of the New Deal. The rudiments of
it were established during the years
1935-1938. It is a relic of the deter
mination to use the power of govern
ment to redistribute and transfer
wealth. It is a relic of the New Deal
thrust to centralize and concentrate
government power. Above all, the
welfare state is a relic of the use of
political strength to overawe the
Federal courts and secure their en
forcement of welfare and other leg
islation. Since the days of the New
Deal many new welfare programs
have been added and others ex
panded. Entitlements have now
reached such a level that the budget
is virtually out of control, and social
programs are a huge burden on the
economy. i

Next: Conclusion: The Relic of an
Idea.
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Elgin Groseclose

The
Illusion of a
Riskless
Society

THROUGHOUT history the fear ofin
security, from floods or famine, from
enemies without or within, has
driven mankind to erect barriers
against the onset of disaster.
Throughout history also such barri
ers-from the barns that led the man
of the parable to tell his soul to take
its ease, to the walls that cities have
built that eventually fell to some in
vader-have proved illusory. In this
country, protected as it is by the
barriers of two great oceans, the
search for security is no less fear
driven, but its direction, in an in
creasingly monetized society, is in a
search for bastions. And since this is
an increasingly socialized society, a
chief aim of political policy has been
to provide, through governmental

Dr. Elgin Groseclose, a financial consultant in Wash
ington, D.C., is the author of Money and Man (1934,
4th edition 1976) and America's Money Machine (1966,
1980). He serves also as executive director of the
Institute for Monetary Research.

464

agencies and power, what is cur
rently referred to as a "safety net"
for every citizen.

Yet as we may observe, the search
for such security has proven illu
sory-mainly because of decay of its
fabric, that is, the monetary stan
dard of which the net is woven. We
may review a number of these ef
forts by government.

First Effort-Riskless Banking

Throughout the latter decades of
the nineteenth century, "check book
money" came into increasing use as
a medium of payments. But check
book money depended upon the sol
vency of the bank in which the real
money was deposited. Bank failure~

became a periodic feature of eco
nomic history.

In 1913, following the "rich man's
panic" of 1907, the result of over
speculation and bank failures, pub
lic outcry for a "flexible currency"
brought forth the Federal Reserve
System designed, in the words of the
Secretary of the Treasury, to "make
panics mathematically impossible."
Banking was to be made riskless for
both banks and depositors by allow
ing overshot banks with cash short
ages to trade collateral for legal
tender currency at the Reserve
banks. With this assurance of li
quidity, banks were now allowed to
reduce their capital reserves against
deposits from a standard 25 per cent
to a sliding scale down to 12 per cent
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and as low as 5 per cent on time de
posits. Under subsequent legislation
and regulations, also, banks were
able to shift more and more of their
assets from short term self-liquidat
ing commercial paper to long term
mortgages and bonds, thereby im
pairing their liquidity and ability to
meet sudden withdrawals.

This effort to create riskless bank
ing collapsed in the securities mar
ket panic of 1929 which led to the
bank "holiday" of 1933 when every
bank in the country was forced to
close its doors.

Second Effort-Riskless Deposits
The country now concluded that,

however feeble the banks might be,
whatever extravagant lending they
might indulge in, their customers,
at least the smaller ones, should be
protected and their deposits made
riskless. This led to the enactment
in 1933 of deposit insurance legisla
tion by which eventually two mam
moth government corporations, the
Federal Deposit Insurance Corpora
tion and the Federal Savings & Loan
Insurance Corporation, were set up
"to restore confidence in the bank
ing system and protect depositors."

By 1979 the futility of this effort
became evident to the bank regula
tors. Thus, in 1979, William M. Isaac,
president of the FDIC Corporation,
pointed out that the risk assets of
the banking system-total assets less
cash and equivalents-had risen

from 22 per cent in 1945 to 80 per
cent by 1978. ',He commented omi
nously, "One would think that with
banks assuming greater risks, and
the economy more volatile, capital
ratios would be increasing. Just the
opposite." He cited that equity to risk,
that was around 30 per cent in 1900,
had dropped steadily to around 8 per
cent in 1978.

Today. the eause for concern is
greater. The New York Times for
January 25, 1~82, noted that of the
15 largest bank holding companies,
the equity to assets ratio ranged from
4.55 per cent to as low as 3.25 per
cent; and we may add that if bank
ers' portfolios!were valued at mar
ket, the result: in many cases would
be a negative ratio. Take, for in
stance, a Aaa bond like AT&T 7s of
2001, issued ih 1971 at 99.25, that
has sold recently for as low as 50.

Presently the savings and loan as
sociations are approaching crisis
under the necessity of borrowing at
rates up to 15 per cent against mort
gage assets acquired when rates were
as low as 8 per cent; and each day
brings reports of new mergers and
take-overs to. save failing associa
tions from outtright default. The most
recent merger was reported on March
24, 1982, "to:avert what would be
the biggest bank failure in the na
tion's history."

With custqmers' deposits now
guaranteed up to $100,000, the $8
billion insurance fund of the two
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corporations has become totally in
adequate as guarantee. This has led
to legislation to back up deposits by
the "full faith and credit of the U.S."
regardless of the adequacy of the in
surance fund. A bill to this effect was
passed by the House with only 10
minutes of debate; its fate in the
Senate has not (at this writing) been
resolved. Other proposals are for the
government to subsidize $210 bil
lion in old low-interest mortgages by
paying half the difference between
the yield and the market rate on
current deposits-a procedure that
The New York Times estimates could
cost the taxpayers from $4 to $5 bil
lion a year for many years.

Third Effort-Riskless Aging

In 1933 the government under
took to guarantee income for the aged
through a Social Security system by
which a percentage levy was laid on
earned income, the proceeds of which
were invested in government bonds,
from which payments were made as
the contributor reached retirement
age. Starting out at a modest per
centage of earned income, the levy
has steadily increased to a 1981 tax
of 9.3 per cent on income up to
$29,700. Since the tax receipts were
invested in government bonds, for
nearly 50 years the system has been
a means of covering federal budget
deficits; today, however, due to steady
increase in benefits, the system is
facing bankruptcy unless relieved by

further taxes either from the income
contribution or general revenues.

When Joseph foresaw a famine in
Egypt he stored harvest surpluses of
the good years in granaries against
the years of dearth. Such a method
is impossible today in a system of
debt money. Who is to provide cash
against the bonds but the very ones
who are in need?

Fourth Effort-Riskless Prices

Since 1922 government policy has
been to stabilize prices in order to
protect producers of goods and ser
vices from loss from price fluctua
tions. This is theoretically achieved
by the Federal Reserve System in
buying and selling government bonds
to provide an even supply of money.
But the essence of trade is differ
ences in prices. Ifall prices were sta
ble, enterprise would wither, as the
effect of rent control on housing sup
ply has demonstrated. If modern
technology means anything it is to
make goods cheaper.

The secular effect of the policy of
maintaining prices has been a steady
increase in prices, with the increase
steadily accelerating until it reached
double-digit rates in 1980 and
produced a voters' revolt.

Fifth Effort-Riskless Money

All the efforts to remove risk from
banking, from livelihood, from en
terprise have been, as we have noted,
through the agency ofmoney. Money
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is the foundation stone in the wall
of security. But money, no longer a
substance, like gold or silver, but an
I.O.D. of the Federal Reserve Sys
tem, a note without maturity, melts
away like shifting sand under the
cyclical rainfall of business.

The last element of substance in
money disappeared in 1971, when the
"gold window" was finally closed on
international holders ofdollars. Since
then, holding money has become the
greatest risk of all. This has become
evident in the rising interest rate
demanded by lenders to offset the
erosion of the dollars due them. This
rise in interest rates has been going
on for the past 40 years, generally
unperceived until the last decade.

Sixth Effort-Speculation

The disappearance of financial
stability has led inevitably to a surge
of speculation and gambling. As the
Minority Report of the Gold Com
mission points out, scheming, spec
ulation, and sophisticated tax avoid
ance have replaced productive effort,
savings, and planning for the fu
ture.

Trading in currencies, the Report
adds, has become more rewarding to
banks than conventional business of
brokering loans from savings. The
futures and options market has
turned into a giant gambling game.
Futures are sold in currencies, and
more recently futures and options on
stock-indexes. In 1980 more futures

on Treasury bonds were sold on the
Chicago BoardiofTrade than on cat
tle. Billions of! dollars are obtained
from banks by corporations for the
purpose of "take-overs" of other cor
porations with no indicated purpose
of developing new industries or
sources of basic wealth. Gambling
has become a state enterprise. Ille
gal for individuals, in 1980, over $2
billion was gained from official lot
teries for the benefit of state govern
ments.

The High Road to Stability

Despite the, evidence of an in
creasingly unstable society due to the
monetary standard in which busi
ness is done-despite also a so-called
"tight money policy" by the Federal
Reserve-the printing press contin
ues to roll and the amount ofdebt on
demand continues to rise. Between
February 28, 1981, and February 28,
1982, corresponding closely with the
first year of the Reagan Administra
tion' the legal itender circulation in
creased from '$131,862 million to
$140,525 million, while the demand
debt of the Federal Reserve bank and
banking system (called M1) rose from
$424 billion to $447 billion. Since
none of this debt is dischargeable in
any legal ten,er but irredeemable
paper, it is obvious that until the
powers of the Federal Reserve to
create fictitious money are cur
tailed, no degJiee of stability will be
achieved. ®
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The Ethics of Liberty by Murray
Rothbard. (Atlantic Highlands, N.J.:
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pp., $15.95 hardbound.

THE long-awaited capstone to Pro
fessor Murray Rothbard's series of
books on political economy has at last
appeared. His earlier two-volume
work, Man, Economy, and State, was
a systematic defense of free-market
economics. His Power and Market
was a defense of laissez faire capi
talism against numerous objections.
The present volume contains his po-
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litical-Iegal philosophy. The word
"ethics" in the title is not quite ap
propriate, since the author does not
attempt to discuss matters of good
and bad, right and wrong; what he
does undertake to discuss is what
kind of actions should be prohibited
and why.

The Natural Law Tradition

The first four chapters give an all
too-brief account of the philosophi
cal underpinnings of the political
philosophy that follows. The author
anchors his views in the "natural
law" tradition set forth most force
fully by Thomas Aquinas, but devel
oped here without Aquinas' theolog
ical framework. The crucial terms
here, "man's nature" and "natural
law," require more analysis than the
author gives them. Just as it is cat-
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nature to purr, dog-nature to bark,
and the nature ofboth to prowl, so it
is man's nature to use his rational
powers: to form concepts, to inte
grate them, to make decisions, to
plan for the future.

Many questions arise, however, as
to the meaning of the word "nature"
in this context. (1) In one sense, "the
nature of X" means whatever char
acteristics are defining of X; thus,
the "nature" of gold is stated when
one lists the characteristics which
define gold, those without which
something would not be gold. Out of
this arise numerous philosophical
questions, such as the difference be
tween "would not be gold" and "would
not be called 'gold,'" and with it the
whole question (not discussed here)
of whether all definitions are lin
guistic conventions or whether there
are in some sense "true definitions."
(2) In any case, the phrase "the na
ture of' is generally used more widely
than to include only defining char
acteristics. "It is in the nature of cats
to purr" could still be true even
though some cats never purr, while
yet continuing to be cats. Similarly,
a person may be or become a "hu
man vegetable" while yet remaining
a human being. (This is the basis for
the defense of a biological definition
of "man" in terms of physical fea
tures that distinguish human beings
from all other animals-a kind of
definition Rothbard does not dis-
cuss.)

In any event, I believe that the
phrase "the nature of," at least when
applied to livirig things, is used to
refer to fundamental dispositions to
act and respond in certain ways. To
call them dispo$itions is not to imply
that they will always be actualized:
to say that lions are disposed to hunt
(whether or not this is defining of
lions) is to say that they as a species
possess this tendency, even though
(as when they are fed all their meals
in a zoo) they qever actually exhibit
hunting-behavior. And to call them
fundamental means that other dis
positions can oe explained in terms
of them: thus, :$ergson's definition of
man as "the laughing animal" may
uniquely identify man, ",but is less
fundamental tHan the definition "the
rational animal," since if a person
lacked the intelligence to appreciate
a humorous situation he would not
laugh.

The term "rational" is a some
what slippery pne, as illustrated by
countless questions in ethics such as
"It may be right to rescue a child
from a burning building, but is it
rational?" One manifestation of ra
tionality, but inot the only one, is
presumably reasoning. But even this
relatively cle~r component of "rea
son" is not cle'lrly unique to the spe
cies we call man: Don D. Davis has
given considerable evidence in his
book The Unique Animal that some
other creatures, such as chimpan
zees, have the capacity to engage in
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elementary forms of reasoning. For
this reason he defines man in terms
of (1) the ability to symbolize (to de
cide to assign a relationship be
tween two dissimilar and previously
non-contiguous events), and (2) the
ability to hypothesize (to propose a
relationship or connection between
two or more non-contiguous events).
No other creature on earth, he says,
has these two abilities.

Neither does the term "natural
law" bear its meaning on its face: it
is conceived quite differently by those
in the tradition ofAquinas from what
it is by certain contemporary legal
scholars, e.g., Theodore Benditt in
Law as Rule and Principle. The con
tent of what is allegedly known by
insight into "natural law" is far from
clear.

Rothbard's example of wanton
killing (at least within the tribe)
being wrong is an unusually safe one:
this is one of the few examples of a
moral rule that would be upheld in
virtually any society and on practi
cally every ethical theory; in any
case, a killing that one would wish
to defend would not be called "wan
ton," just as a killing that one con
sidered justifiable would not be called
"murder." But when we leave these
"safe" examples, what specific rules
of conduct does natural law enjoin
or prohibit? Does it permit adultery?
abortion? euthanasia? Does it insist
on "one husband, one wife"? Does it
prohibit cruelty to animals? It is far

from clear what tenets allegiance to
"natural law" commits one to. Nor
will any reference to "an objective
moral order" (p. 11), at least without
coming to grips with the many over
lapping meanings of "objective" in
this context, help to fill the gap.

All Rights as Property Rights

Then follows a lengthy discussion
of rights. The term "a right" is nei
ther defined nor distinguished from
related terms such as "a liberty," but
the philosophical literature on such
definitions and distinctions is al
ready endless. Instead, Rothbard
comes at once to his most original
and distinctive thesis: that all rights
are reducible to property rights. For
example, a person does not have the
right of freedom of speech on anoth
er's property, e.g., to shout "Fire!" in
a crowded theater or to shout ob
scenities in a cathedral. Most wri
ters who insist on freedom of speech
as a right have not been much both
ered by considerations of property,
and Rothbard" "sets them straight"
with clarity and elegance.

Whether free speech is limited
solely by property rights, as Roth
bard contends, will be a matter of
continuing controversy. For exam
ple, (1) courts have held that distri
bution ofleaflets in a company-owned
town should be permitted even
though the company objects, be
cause of the importance of the dis
semination of knowledge and opin-
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ion. Nor would everyone agree that
all forms of speech, even on one's own
property, should be permitted: (2) If
you gather a group together on your
yard, across the street from a fac
tory, all shouting "Burn the factory
down!" most courts would call this
incitement to riot (as did Mill), al
though Rothbard contends (p. 80)
that" 'inciting to riot' is a pure ex
ercise of a man's right to speak."

Questionable Premises

In order to preserve the thesis that
all rights are property rights, Roth
bard must interpret the concept of
property in certain ways which, ac
cording to some critics at least, in
volves making square pegs try to fit
round holes. Thus, (1) since crimes
against persons (murder, rape, bat
tery, etc.) are to be condemned as
much as crimes against property such
as burglary and theft, one must ac
cept the Lockean view that "every
man has property in his own per
son." But many writers have argued
at length that ownership is a rela
tion between a person and some
thing other than that person, in
which case one cannot speak of self
ownership.

Moreover, (2) There are some kinds
of activity which the laws of vir
tually every nation have declared
punishable although they do not fall
under the heading of property, such
as libel, slander, and blackmail.
One's reputation, says Rothbard, is

not one's property, and thus anyone
should be fre¢ to say about you
whatever they [ike. By contrast, vi
olation of pateit and copyright is a
violation of ot;le's property rights
(one's right to reap the fruits ofone's
labor) and should be prohibited.
Many persons will not see that sharp
a difference between the two classes
ofoffenses. Even though the book you
have written is your property and
your reputatio~ (as opposed to your
character) is not, allegations falsely
made about you by others may cause
you greater harm (e.g., the loss of
your job) than [oss of your material
possessions. And it could reasonably
be contended that all infliction of
harm on one iperson by another
should be forbidden.

... a man may rightly come to own
previously unowned land by "mixing
his labor" with' it.

Rothbard defends the Lockean
view on property rights in land: that
a man may rigl1tly come to own pre
viously unown~d land by "mixing his
labor" with it - "the homestead
principle." (G~orgists allege that
persons may own the crops grown on
land but not the land itself, which is
of course an invitation for govern
ment to clai$ ownership of the
land - a posiition against which
Rothbard argues effectively.) Many
persons who would agree that one
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should own previously unowned land
if he clears the forest, tills the soil,
and plants crops on it, would not
agree that he should own it if by ac
cident he has merely found some
thing (e.g., valuable minerals) on it.
Rothbard argues effectively against
this position as well: if the finder has
no right to it, who does?

But there are many other cases,
which he does not discuss, in which
the answer is not so clear. (1) What
if a man does nothing to a piece of
wilderness land but chooses to keep
it in its wild state, defending it
against trespassers with guns or
trained dogs? (2) What if he runs
around a piece of land twenty times
without stopping? Has he "mixed his
labor" with it then? (Need it be "so
cially useful" labor like agricul
ture?) (3) What if he does nothing to
the land but purifies the polluted air
above it? Does this entitle him to
nothing? (4) What of riparian rights?
How is the dispute to be settled be
tween residents of California and
Arizona as to whether both may use
the waters of the lower Colorado
River? Can anyone take what he
likes where he likes, or can a man
own a section of the river and drain
it all off for himself, so that there is
only a dry bed downstream? (5) Can
one own a section ofocean by fishing
in it or traversing it with a boat? Or,
to use Robert Nozick's example, if a
man owns a can of tomato juice and
pours it into the ocean and waits till

it has dispersed, can he claim own- '
ership of the ocean (provided it was
previously unowned)? (Rothbard
discusses some aspects of ownership
of bodies of water in his Power and
Market.)

Possible Exceptions

Even over what is clearly one's own
property, one does not have the right
of unlimited use or control. A man
does not have the right to lure peo
ple onto his property, kill them, and
bury the bodies in the basement.
This, of course, violates their right
to "property in their own persons."
There are many other problems about
what you may do with your house or
yard: may you surround it with a
moat containing piranhas, or set up
an electrified fence that will kill at
tempted trespassers? May you build
your house uphill from another, so
that when the rains come the prop
erty below will have mud slides?

Do policemen have the right to
enter the property "on suspicion"?
Rothbard says that if they do enter
it and don't find the evidence that
will incriminate, they should them
selves be subject to arrest. I submit
that if policemen were hamstrung by
such a requirement, few crimes
would be solved: that in the inter
ests of finding the guilty party the
owner does not have the right to
forcibly evict them, and even if it
turns out that the suspect is not
guilty they should not be subject to
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prosecution for making a reasonable
mistake. If the guilty party is not
Jones but Jones' identical twin,
should policemen really be prose
cuted for stopping and searching
J ones in the reasonable belief that
they are apprehending the twin?

Nor, I would add, should a man
have the right to use his property in
such a way as to expose others to
unreasonable risk. Should you be
permitted to raise poisonous snakes
in your back yard in the city? Is it
really necessary for neighbors to wait
until one of them has been bit? A
person, as the owner of his own body,
may take any kind of risk for him
self alone; but the exposure of others
to risk is surely a proper matter for
legal prohibitions. Should a man be
permitted to manufacture atomic
bombs in his basement? or poison.
gas? (One wonders whether Roth··
bard would use the criterion of neg··
ligence or that of strict liability in
such cases-an extremely impor··
tant issue which remains undis··
cussed.)

Laws regarding the transmission
of property-by sale, gift, or be··
quest-are well discussed by Roth··
bard. If Jones' heirs claim property
that has been seized from Smith and
is now occupied by Smith's heirs,
Jones' heirs have the right to dispos··
sess Smith's heirs of it, minus what··
ever movable additions and im··
provements Smith's heirs have made
to it. The conditions under which

Jones is entit,led to be an owner,
however, are hot always so clear.
Should the present inhabitants of the
United States be required to return
the land to the Indians, who had it
first? Or should such claims be de
nied on the ground that the Indi
ans-most North American Indi
ans, at any rate-did not really reside
in a certain place and grow crops
there, but were nomadic, wandering
about from one area to another,
staying in one: place only as long as
the hunting and fishing was profit
able and then moving on? Hunting
requires labor; does that labor con
stitute ownership-of the animals
only, or of the land as well?

The Right of S~lf-Defense

That a person has the right of self
defense against aggression (as well
as the right to defend others against
aggression ifhe chooses) seems clear
enough. What:is less clear is the ex
tent to which· he is entitled to re
spond to threats of aggression. If a
man looks at you threateningly and
moves to pull but what you think is
his knife, have you the right to take
a pessimistic view of his intentions
and attack him first (the "pre-emp
tive strike" problem)? Since most
threats are not followed through, you
presumably have no right to kill a
man just because he says "I'll kill
you," but at what point do you have
the right to kill him, under the
heading of self-defense?
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These are important and trouble
some questions to which neither
Rothbard nor anyone else has pre
sented clear-cut answers. But I would
make the point that it is not neces
sarily physical aggression or threat
thereof to which one's right to self
defense is limited. If a man contin
ually baits you, calls your wife a
whore, or shouts that he has just
raped her, and you finally take a swat
at him, are you guilty because you
started the physical fight? Might he
not be called the initiator even
though his aggression was only ver
bal? This is surely clear in the case
of theft: you catch a man stealing
your tape-recorder and you forcibly
take it back from him. You started
the physical confrontation; he was
only peacefully taking what belongs
to you. The same point could be made
concerning trespass-and possibly
also the breaking ofcontracts. There
are many forms of aggression,' and
many proper (and many improper)
forms of retaliation.

That punishment should be "pro
portional to the offense" is a princi
pIe Rothbard defends at some length,
and quite rightly: you shouldn't be
permitted to shoot dead the neigh
bor boy who is stealing a water
melon from your garden. But there
is much dispute as to which offenses
are the most serious and therefore
merit the most serious punishment.
Offenses against a person aren't al
ways worse than offenses against

Most troublesome of all are those
cases in which damage or injury has
been inflicted but the inflictor had no
guilty intent.

property-many people would rather
be mauled or lose an ear lobe than
lose a precious heirloom or their
cache of gold.

Most troublesome of all are those
cases in which damage or injury has
been inflicted but the inflictor had
no guilty intent. Cases of accidental
injury or damage are far more fre
quent than those intentionally ad
ministered, and the criteria for pun
ishment much less clear. One
wonders what Rothbard would do
with "Typhoid Mary" cases: the
women were carriers of a lethal dis
ease, and communicated it to others
by their mere proximity. The carri
ers were guilty of no criminal act,
but were nevertheless incarcerated
for life because of the constant dan
ger they represented to others. From
the point ofview ofsocial utility, such
incarceration was surelyjustified; but
Rothbard, not being a u,tilitarian,
would not accept such justification.
Yet from the point of view of crimi
nal desert, there was no guilt at all,
no guilty act which would constitute
a just basis for such incarceration.

To Be Taken on Faith

In general, Rothbard's conten-
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tions on the many matters he dis
cusses will seem most plausible to
those who already have some
knowledge of free-market econom
ics. His statement of libertarian ax
ioms and the consequences thereof
will not be likely to carry conviction
by themselves. Two examples must
suffice:

(1) Ifyou had reason to believe that
Rothbard's views about ownership of
land would have as a consequence
that most land-ownership would be··
come concentrated in the hands of a
few owners, with the mass of people
working for the owners, you might
be less ready to accept Rothbard's
views on the acquisition and trans
mission ofproperty rights. You would
be most likely to go along with his
view if you had already been con
vinced, through empirical consider
ations (such as history), that such a
result would not occur. (For exam
ple, it was Gabriel Kolko's Triumph
of Conservatism that convinced me
that ownership without government
regulation would result in the dis
persal of ownership rather than its
centralization in the hands ofa few.)

(2) Ifyou believed that laissez faire
would make a considerable portion
of the population poorer even though
it made some richer, you might well
think twice about the acceptability
of laissez faire: only after you had
been shown by historical evidence
that "a rising tide raises all boats"
would you be inclined to accept it. A

philosophy in which liberty was the
paramount value (as in Rothbard)
alone would not do it: "What good is
liberty to a man if he's starving?"
you might say.' You would first have
to be convinced that under laissez
faire fewer people (or none) would
starve than in any other economic
system; only tHen would you be ready
to accept the ,system. Doctrines of
natural rightsi and property owner
ship alone would not do it.

In Quest of Justice

Even so, m~ny persons will not
follow Rothbard all the way in the
way he traces! out his philosophy of
liberty. In Rothbard, for example, a
person should not be coerced into
doing anything as long as he has not
treated others ~oercively. He is quite
consistent with this principle when
he alleges that no one should be
forced to do juty duty or appear as a
witness at sOIneone's trial, even if
his testimony would save the defen
dant's life. There should be no power
of subpoena, for subpoena means
coercion of the innocent. Even the
defendant neeQ. not appear at his own
trial. Rothbarij is certainly consis
tent with his bwn stated principles
here, and does' not shrink from their
consequences. 'Nevertheless the con
sequences might be such as to lead
one to re-thinlr or qualify the prin
ciples. Many persons, including many
of Rothbard's fellow libertarians, are
convinced that the most important
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factor in the case is the determina
tion of guilt or innocence of the de
fendant-and that if a witness would
be inconvenienced by appearing, he
should nevertheless be required to
appear, in the interests ofjustice.

Any voluntary exchange of goods
or services (even lethal drugs), should
be permitted, says Rothbard. If a
blackmailer says to you, "I'll tell ev
eryone your best-kept secrets, and
thus cause you to lose your job and
so on, unless you give me $10,000,"
this, says Rothbard, is a voluntary
exchange, agreed to by both parties,
and should not be prohibited.

What Is Voluntary?

In all this I fear that not enough
attention has been given to the
meaning ofthe term "voluntary." The
fact that both parties agree to it is
not enough to make it a voluntary
transaction. For one thing, (1) coer
cion may be involved in the agree
ment, and when it is coerced it is not
voluntary. Rothbard grants the
coercion in the case of a robber who
holds you up at gunpoint and says
"Your money or your life" (though
even here you have a choice, how
ever unpleasant); he does not grant
that coercion exists in the case ofthe
blackmailer.

But there are other things besides
coercion that can make an "agree
ment" less than voluntary, such as
(2) extreme forms of psychological
pressure. If a man is starving and

he is told to sign a contract for labor
for the next ten years at 10¢ an hour
in return for a crust of bread now,
and he agrees, is the agreement vol
untary? If there is widespread un
employment and the only way a man
can keep his job (there being no oth
ers in the area which he can obtain)
is by agreeing to a homosexual tryst
with the boss, is that agreement vol
untary?

I would add that (3) having
knowledge relevant to the case is also
necessary: if the physician says to
the prisoners "You'll all get out early
if you let yourselves be inoculated
with this vaccine," but doesn't tell
them that the vaccine will have en
during painful side-effects and may
even kill them, is their agreement
to the experiment voluntary? Any
presentation of a philosophy of vol
untarism, such as Rothbard's, must
be extremely careful to state the
conditions under which an agree
ment, though assented to, is not vol
untary. I would contend that the
prisoners' agreement is not volun
tary, since (as in cases offraud) they
would not have consented ifthey had
known the full facts of the case.

Just as Rothbard oversimplifies the
concept of voluntariness by consid
ering any arrangement voluntary if
it is agreed to by both parties, so he
oversimplifies (in my opinion) the
concept of freedom by saying that a
person is free as long as he is not
coerced by others. (He is surely right,
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however, in taking Hayek to task for
mixing up the concept of coercion
with other ingredients.) One is weI··
come, of course, to use the word
"freedom" to mean simply absence
of coercion, but it is worth pointing
out that in our actual discourse we
regularly use the terms "free,"
"freedom," and "liberty" to include
much more than this.

... the most general meaning of
"freedom" is lack of constraint upon
one's actions, and many things be
sides coercion can constrain.

I suggest that the most general
meaning of "freedom" is lack ofcon,
straint upon one's actions, and many
things besides coercion can con
strain: coercion is only one (rather
extreme) case. If a man is a compul
sive gambler and through psycho
therapy is rid of this tendency, he
may quite rightly say that he is now
free from his addiction, although no
one was coercing him. (There are
countless such cases of what psy
chologists call "internal compul
sion.") If a woman obtains a divorce
from her husband, she can now say
that she is freed from her marriage
bonds. Moreover, we are not only free
from constraints of various kinds
(negative freedom), we are also free
to do certain things (positive free
dom). The two are closely related: if

I am free from the chains that bound
me, I am free to walk about as I
please. What others have called pos
itive freedom) however, Rothbard
does not call f~eedom at all.

If a man is i starving on a desert
island, Rothb~rd would say that he
is free because no one is coercing him;
ifa mountain climber has fallen into
a crevasse, and. has no option but to
wait for help! to arrive, Rothbard
would say the :same, although there
is clearly a difference between this
man and one! who is able to walk
about, a differ~nce which most of us
would describe as the difference be
tween being free and not being free
that is, free to do things which the
unfree person cannot. As we con
stantly use th~ word "free," freedom
does have something to do with the
availability of options open to us
in general, the!more options, the freer
we are-alth(>ugh this very major
ingredient of our ordinary concept of
freedom is entirely excluded by
Rothbard when he defines freedom
in such a way:as to cut all this off.

Utilitarianism!Challenged

Throughout: his treatment of these
issues, RothQard attacks utilitar
ianism. In my: opinion he is justified
in doing so utilitarianism would,
for example,~ondemn an innocent
person to deat\l if thereby some great
social good (st).ch as great happiness
for others) could be realized. But this
does not justify him in occasionally
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mischaracterizing the theory he is
opposing. In Rothbard's example of
the government officials who dis
solve their government but as their
last official act distribute all prop
erty rights in the nation to the
Rockefellers and Kennedys of the
realm, he says that this distribution
would have· to be accepted by utili
tarians as a de facto accomplish
ment. But it would not. Nor would
the utilitarian view necessarily be
the one Rothbard attributes to it in
the other example he cites.

Utilitarians are committed to only
one thing, that the sum of the con
sequences of one's acts be the best
possible when viewed in their total
ity-and the best consequences might
well occur not from recognizing such
claims but by denying them. In each
case, one would have to examine each
possible alternative and see which
one was likely to result in the max
imum amount of happiness (or well
being, or want-satisfaction, or what
ever state is held by the individual
utilitarian to be intrinsically good).
It is not even necessarily true ac
cording to utilitarianism that it
would be better to save two lives
rather than one: ifgreater total hap
piness would result from saving the
one (e.g., if he were an Einstein, or
if the two had a predominance of
misery in their lives), then the one
should be saved: all that is required
is that the greatest possible intrin
sic good be achieved by one's action.

Even Bentham's stock formula Hthe
greatest good of the greatest num
ber" is inaccurate, for it sounds as if
the happiness of the greatest num
ber is to be preserved at the expense
of the smaller number, whereas in
fact everyone is to count in the total,
the smaller number never being ig
nored but often being outweighed.
Indeed, the wishes of a minority
should (according to utilitarianism)
sometimes prevail, e.g., if the grant
ing of their wishes produced in the
long run a higher total of happiness
(including, of course, less unhappi
ness) than the granting of the wishes
of the majority.

The Need for a State

There are policemen to enforce the
law, and judges to interpret it. It
would seem that there must also be
legislatures whose function is to
make the law. And doesn't all this
require a government, a State? The
State must be limited to a few essen
tial functions, but isn't it necessary
that a State, however limited, exist?

No, says Rothbard. Part 3 of his
book is devoted to the extirpation of
the State, root and branch. Ifto coerce
people is to violate their rights, then
the State as the No.1 coercer ofpeo
pIe must be eradicated totally. The
State is incompatible with liberty,
because it (1) coerces individuals into
conformity with its laws, whether or
not they wish to obey (and even if
they find certain laws stupid or im-
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moral), and it also (2) pays for its
activities through the power to tax,
that is, to take money earned by in
dividuals without those individuals'
consent, which is theft.

How then are the rights of indi
viduals to be protected without the
State? Individuals voluntarily band
together for their mutual protection
into "defense agencies," in which
other individuals are hired to pro
tect their lives and property. These
agencies are associated with "ar
bitration agencies," to decide the
guilt or innocence of accused aggres
sors. The entire process ofprotection
of rights could, according to Roth
bard, proceed without the State, and
much more justly and efficiently.

Anarchy vs. Law

These contentions open up once
again the long-standing dispute
among libertarian theorists be
tween anarchy and limited govern
ment. The main arguments and
counterarguments have been ban.
died. about for so long that it would
be tiresome to repeat them all here.
(See, for example, Rothbard, For a
New Liberty, vs. John Hospers, Lib
ertarianism.) Given that an individ
ual has a right to protect his person
and property against aggression, it
is quite a different question by wha.t
means he can best do this - this
would seem to be a matter of strat
egy rather than ofprinciple. It is true
that the State currently does this

through its power to tax, which is
coercive. Some would say that for
such necessary purposes a degree of
coercion is ju~tifiable; others would
try to work out (as some have) meth
ods ofvoluntary contribution to sub
stitute for c(j)mpulsory taxation.
Whichever solution is adopted, sev
eral considerations. could be ad
vanced for preferring a single power,
such as the St~te, to a set of compet
ing agencies hired by individuals. I
shall briefly.~ummarize only a few
of them here.

Chaos and Conflict

1. To havel competing agencies
working in tle same geographical
area would lead to chaos and conflict
the moment they attempt to enforce
different rules. And it seems to me
virtually certain that this is what
they would do, Different people have
different ideals, and some of these
ideals are held so strongly that their
proponents would gladly use force to
inflict them on others. This may be
unfortunate, but as a feature of hu
man beings it: seems to me quite in
eradicable. In the Bible belt, many
persons (perh~ps the majority) would
gladly pay dues to agencies to en
force the clo~ing down of X-rated
movies and "a.duIt bookstores," per
haps even arl!esting people for com
mitting adultery or failing to be
lieve in the literal inspiration of
Scripture. Others would form an
agency to protect themselves against
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all those who in their opinion consti
tuted threats to "the morality of the
community" or "those moral rules
which keep together the fabric of so
ciety." Indeed, a group of murderers
might form an agency "Murder Inc."
and go about killing and looting. (I
have never been convinced by argu
ments that such agencies would not
come into being, or even in some cir
cumstances prosper.)

As long as different people have
different convictions and hold them
strongly enough to be willing to use
force to make others share them
and the lessons of history show us
quite clearly that they would-we
would have, instead of true "defense
agencies," competing vigilante
groups, the strongest of which in a
given locality would force their edicts
upon everyone as law. It is true that
libertarians would "live and let live"
except for aggressors against per
sons or property, but society is not
composed exclusively of libertari
ans, and as long as this is so (and
there is every evidence that it will
continue to be so in the foreseeable
future), the prospect of different
agencies enforcing different rules
must be squarely faced. Not only
would different agencies enforce dif
ferent edicts, they would make them,
in the response to the (often whim
sical, often evil) demands of their
paying clients.

Rothbard alleges that once you
have a government, no matter how

... the tendency of limited govern
ments is to become unlimited; that
is why eternal vigilance is the price
of liberty.

limited, it will almost inevitably ex
ceed its original powers (since it has
the force to do so) and interfere coer
cively with people's lives. I agree: the
tendency of limited governments is
to become unlimited; that is why
eternal vigilance is the price of lib
erty. But I am no more optimistic
about the tendency of competing
vigilante groups. Having the guns
to defend you, they can use those
same guns to attack you, and indeed
to attack also nonmembers of their
association who may be too weak to
resist. What would prevent such an
agency, or an alliance of such agen
cies, from ceasing to defend you, if
they can get their spoils by force
without having to render you the
services which they have contracted
to deliver?

Advantages of One Agency

2. Quite aside from all this, there
are distinct advantages in obtaining
protection from a single political unit
that protects persons and property
throughout its domain. Suppose that
Smith has minerals on his land worth
$10 million, and that his neighbor,
Jones, knows this. It will be worth
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at least $9 million to Jones to use
his hired agency to take over Smith's
land; and it would be worth at least
$9 million for Smith to protect his
land against such invasion. Such an
expenditure would clearly be a waste
of money for both parties. Would it
not be preferable for both to have
one agency, say the State, to protect
each person's property rights? Both
parties, knowing that the State
would come to the aid of anyone
whose rights were being violated,
would usually refrain from violating
them. Similarly, if you owned land
along the Mexican border, you would
have to spend so much of your in
come protecting it against trespass
ers that the price would probably
exceed the income you could get from
the land. No defense agency and no
insurance company would be likely
to take on such an expensive defen
sive operation, except at enormous
cost; but a government would.

There are certainly cases in which
individuals would have been wiped
out by gangs of marauders superior
in numbers, and have been rescued
from this fate by government troops.
Would Rothbard approve the pres
ence of such troops (for defensive
purposes only), in spite of his oppo
sition to governments? Presumably
not.

As Richard Taylor points out in
his Freedom, Anarchy, and the Law,
the State does not engage only in
prohibitory activities (prohibiting

certain kinds of, actions), it also en
gages in what he calls enabling ac
tivities. By having the legal bound
aries to your yard duly recorded in
City Hall, you :are enabled to call
this property your own. You could
indeed have a private agency record
your ownership. somewhere, but an
other claimant t9 your property could
have the same piece of land recorded
in his name at the offices of his
agency. Who would actually take
possession of the property would then
depend on which. agency had the most
guns to defend its claim.

Similarly, if you wanted to adopt
children you could go around bring
ing in homeless, children, but unless
there were one agency (e.g., the State)
officially empowered to call them
yours, what WQuid prevent another
person's agency from taking those
same children from you a week later
on behalf of one of his clients who
would then call ,the children his? (An
arbitration agency would settle the
matter, it is said. But which arbitra
tion agency would win out? In the
end, the one with fewer guns would
have to submit to the decision of the
one with the most. Through the en
tire arbitratio~ process both sides
would know wh.ich one was stronger.
Force, not justibe, would become the
ultimate arbiter of the dispute.)

Degrees of Evil in Government
3. Rothbard is opposed to all kinds

of gradualism in getting rid of the
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State. If he could do so by pressing a
button, he would abolish govern
ments at once. But there are prob
lems about this also, similar to the
problems of removing life-support
systems from very ill patients. If so
cial security and welfare were
stopped at once, with no period of
interim adjustment,many thou
sands of people would probably
starve. ·No police force would suffice
to handle the looting and killing.
With no system of voluntary finan
cial help yet in place-not to men
tion the fact that Social Security re
cipients have been forced to pay into
the fund, and thus have a justified
claim on the return of their money
would Rothbard push a button that
caused this to happen?

Would Rothbard not prefer the sur
vival of a limited government to that
of a totalitarian government? or
would he say "a pox on both your
houses" because they are both gov
ernments?

Surely there are at least degrees
of evil in governments. Would Roth
bard not prefer the survival of a lim
ited government to that of a totali
tarian government? or would he say
"a pox on both your houses" because
they are both governments? Would
he have been against the American
Revolution because its outcome was

after all a government, even though
it was a much more benevolent one,
and more dedicated to individual
rights, than any that had thereto
fore existed?

International Relations

All these problems are multiplied
when we come to. the matter of in
ternational relations. Rothbard's
position is simple: there should be
no political units called· nations,
hence a fortiori no relations among
them. This, however, leaves numer
ous questions unanswered concern
ing the present world in which na
tions conspicuously do exist.

1. There are numerous problems
involving national defense. At the
moment these are handled by gov
ernments via taxation, and there is
no foreseeable time in the future
when this arrangement is likely to
change. Will Rothbard tolerate na
tional defense, at least pro tem, if
the alternative is no defense at all?
Suppose that (1) a nation stronger
than ours attacks us, and that (2) no
system of private voluntary defense
is yet in place. Should the attack be
countered with tax-supported de
fense forces, when the only alterna
tive is annihilation? Surely.to ask
this question is already to answer
it-unless the libertarian theorist is
prepared to accept annihilation not
only for himselfbut for everyone else,
in the interests of his theory.

Libertarians, however, have con-
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... even if it were true that there is
no external threat to Americans, it
would not answer the question,
"What should be done if there were?"

sistently downplayed this problem by
alleging that there is in fact no real
threat to the United States, and that
therefore the problem does not arise.
(But what about smaller, less pow
erful countries?) They have habitu
ally distorted the data and played
fast and loose with the facts in order
to hold on to this answer. But the
ploy cannot work: even if it were true
that there is no external threat to
Americans, it would not answer the
question, "What should be done if
there were?"

If the United States disbanded its
armed forces today in the interests
ofliberlarian theory, it would surely
be ripe for the plucking by any ag
gressive nation that saw its chance
to defeat us before any voluntary
system of national defense could be
established (if it ever could). If de
nationalization is to work, every na
tion would have to do it simultane
ously. The chances of this happen
ing are so infinitesimal as hardly to
be worth discussing. (Besides, there
is a whole array of problems con
cerning voluntary defense systems,
such as the problem of freeloaders:
enemy missiles will destroy the per
son and property of payers and non-

payers alike, so! there is no obvious
advantage, as there is in fire insur
ance on one's house, in paying one's
dues to the "national defense"
agency.)

The fact seenis to me quite clear:
survival is not' merely optional. In
the 1930s most 'Western nations ap
parently believed that if they re
duced their defense forces, Hitler
would do the same. More than 50
million deaths ln World War II re
sulted from this mistake. The same
mistake was m~de in the 1970s,of
which we may yet reap similar con
sequences. Only a strong deterrence
stands between us and destruction.
To say that there should be no deter
rence because it is after all under
taken by that greatest of evils,
namely nationS, is to blind oneself
to an even greater evil, namely an
nihilation.

Multiple National Defenders

2. If, for a siqgle national defense,
one substitutes!a series ofcompeting
agencies to which people pay dues to
defend themselves against external
attack, other problems arise. De
fense agency Aj may decide that na
tion X is the igreatest potential
threat, and agency B that nation Y
is the principal threat-and their
strategies will differ accordingly.
Even if both agree that nation X is
the enemy, th~ means of defending
ourselves against X may well be a
matter for disagreement: the strat-
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egies of various agencies might even
get in each other's way, and the en
tire attempt at defense might prove
ineffectual as a result. There is surely
an advantage in having one defense
policy rather than a multiplicity of
them whose total effect might be
chaos. Competition in laundry soaps
is healthy and productive; competi
tion in defense strategies, with each
one being implemented by a per
centage of the population, could well
prove disastrous. There are some
things that it's better to have just
one of, and it may be that official
records of property ownership and
unified defense strategies are among
them.

An Indefensible Position

3. There is an additional problem
as well. Rothbard claims that the
only justified war is one that does
not involve even one person who
wants no part of it. These are indeed
heroic words, and a consistent appli
cation of his own principles. But
suppose now that a totalitarian na
tion attacks us, and that the only
way to protect ourselves is through
a massive defense system (not retal
iating by aiming our missiles at the
aggressor, but simply neutralizing
the aggressor's missiles against us).
Suppose, however, that as a result
of undertaking this defense, just one

person who wanted no part of it was
inadvertently killed. Would Roth
bard hold that therefore no such de
fense should be undertaken? Appar
ently he would. But what if the
alternative to undertaking such de
fense is that many people would be
killed in the enemy attack?

Would Rothbard say that the
American Revolution should not
have been undertaken, even though
it was to a large extent a libertarian
revolution, if in the course of its oc
currence just one person who didn't
want to take sides in the struggle
was killed or maimed? No one, of
course, wants to sanction the death
ofeven one innocent person; but what
if the only alternative, in the real
world rather than that of libertarian
theory, is the death of many more?

Like Tolstoy in What Is Art?,
Rothbard does not shrink from the
consequences of his own principles;
indeed, he traces them confidently
and proudly. But some of these con
sequences are so controversial, and
some others so downright alarming,
that, while accepting that they are
consequences of the principles ini
tially laid down, many readers will
prefer to re-examine the principles
themselves, and attempt to qualify
them in such a way as not to yield
the "wildest" and most "far-out" of
the consequences. @



Glenn L. Pearson

Mixed Economies
A No-Man's
Land

IN a recent address at a local univer
sity, a popular liberal explained that
America had been forced to turn to
a mixed economy because of the "ex
cesses of free enterprise." These ex
cesses, he explained, were caused by
a lack of social conscience, evi
denced by high profits.

He quite rightly defined our mixed
economy as a combination ofwelfare
statism, Keynesian money policies
and rigorous business controls bu
reaucratically enforced on the rem
nants and tatters of a market econ
omy- though he didn't. call them
remnants and tatters. His descrip
tion of what is left of the so-called
private business community sounded
more like a dinosaur with little
brains, no conscience and an insa
tiable appetite behind mass and
muscle that will never run out no
matter how much it is controlled or
starved.

This professor told his audience
that our mixed economy is ade
quately productive and morejust and

equitable than Ithe free market was
or would be nQw if we still had it.
But he left out!a series of facts that
the typical university audience would
not see, such as the following:

1. The introduction of a mixed
economy was a declaration of war
against freedom and property. "A
mixed economy" is a euphemism for
this state of w~r. It implies-as did
this professor---,-that free enterprise
and socialism! can exist together
peaceably, tha~ by some kind of so
cial compact this lamb can be caged
with this lion $.nd we will wake up
morning after D;1orning and find both
animals purring and bleating hap
pily together. In order to introduce
any aspect of socialism the individ
ual's right to own and control prop
erty has to be breached. It must be
legal for the government (that is,

Mr. Pearson is recently retired after many years of
writing and teaching ~ Brigham Young University and
the Church Education System of the Church of Jesus
Christ of Latter-day Saints.
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elected or appointed people) to seize
private property and use it for some
purpose that favors one class or per
son over another. The government
(that is, people with power) has to
have this right to seize property for
purposes that do not in theory or
practice benefit all equally, and has
to have the discretionary privilege
of determining just which persons
will be benefited at the expense of
the rest of us.

When this power has been granted,
a potential for total socialism exists.
That is, once we give the govern
ment (that is, people) the power to
tax for any purpose but justice and
defense, we have unlocked the door
to total socialism. It is only a matter
of time until, in the discretion we
have granted them, people in gov
ernment will choose to go all the way.
There really isn't any way we can
give these politicians and bureau
crats (we impersonalize them by
calling them "government") a frac
tion of this power to redistribute pri
vate property. We gave them all of
this power when we thought we gave
them some of it. The past several
decades are a well-documented his
tory of this fact.

2. People, not economies, are con
trolled. Any economic policy im
posed by law or administered by bu
reaucrats has all its effect on people.
Remove all the people and what
would be left? Would it do anything?

Go on producing? Perpetuate itself?
Of course not. Plants and sub-hu
man animals would take over and
struggle for survival in a world that
would know nothing of economies,
free or controlled.

The possibility of economic up
ward mobility was the condition that
brought millions of immigrants to
America. We cannot have economic
upward mobility for long in a mixed
economy, and not at all in socialism.
The poor need property rights more
than anyone else.

We should not pass a law that we
would not wish to affect us as we
wish it to affect someone else. That
is not just a restatement of the
Golden Rule. It is a matter of prac
tical application: we could be there
and be affected by that wicked and
unjust law that we wanted only for
reasons of envy in the first place.

We should never endow a political
office with powers we would not want
a wicked person to exercise; be
cause, sooner or later, that wicked
person will be in that office even if
only temporarily. Wicked people are
more prone to seek office than are
good people~ And the more power and
discretion we put in an office the
more actively and vigorously will
wicked people seek it.

3. People are mixed, not econom
ies. That is, in what we call a mixed
economy, what we have is a mixture
of two classes of people-those who
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are in the socialist side and those
who are in the non-socialist side. And
they have different ends and differ
ent means of reaching them. These
two classes are at war with each
other. Sometimes the bureaucrats are
at war internally with themselves.
While at work, they have to do things
that are acts of war against them
selves in their private lives. A mixed
economy is a schizoid state of affairs
that promotes no end of warfare and
turmoil in souls and in society. It is
a no-man's land. Imagine the tor
ture to a Christian, for example, who
tries to keep any significant mean
ing for the Ten Commandments and
the Sermon on The Mount and still
pretends to see justice and equity in
socialism.

4. Human nature isn't changed by
a change of social or economic or
ders. It can be improved by such
things as persuasion and example;
but people are not better or worse in
a mixed economy or in a free econ
omy except as the opportunity or in
centive to sin is increased or de
creased. The law is simply a standard
that determines what is good or evil
for ethical purposes in people ofgood
conscience and for legal purposes in
the judgment and punishment of
criminals.

If the law is perverted or unjust,
it will destroy respect and increase
crime. It will do this even if the per
version and injustice are not per-

ceived on a conscious level. The sub
conscious also can sense perversion
and recoil at illjustice. It may well
be that the violation of conscience
that is not dealt with openly does
more harm and explains more vio
lence than do p~oblems that are per
ceived and dealtiwith rationally. That
socialism which is found in a mixed
economy is especially offensive to
people of fine aI).d noble sensitivities
because it is sd blatantly unjust to
say that, by hlring a person as a
government em.ployee, we can au
thorize and san~tify all sorts of deeds
of routine violence to property rights
that a person cannot perform in the
role of private I citizen without in
dictment as a criminal.

5. In many W;,lYS mixed economies
increase the in¢entive and opportu
nity to commit 'crimes. In a free so
ciety those rich who are selfish can
only misuse their own money. In a
mixed economyi, there is a great in
centive for all kinds of criminals to
get control of the government so they
can use both money and power to
achieve evil ends. The more bureau
cratic positions a.vailable, the greater
chance of criminals holding office;
and this facilitg,tes the growth of all
sorts of bribery. [t also opens the door
to employment padding, nepotism,
misuse of privileges (like franking
mail and makiIlg long distance calls
on WATS lines) iand all sorts of graft.
Some of this graft is now so much a
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way of life that we just live with it.
Many of those "awful, wicked, un

conscionable" free enterprisers are
now awful, wicked unconscionable
bureaucrats. In fact, it may well be
that the more incompetent and prone
to evil they are, the more likely they
will be to gravitate out of the risk,
competition and governmental in
tervention of business and into the
security of government. Of course,
not all bureaucrats-maybe not even
most-are fearful, sneaky, lazy and
prone to graft and bribery; but cer
tianly such people are far more at
home in government than out in the
rigorous world ofbusiness. Else why
the periodic and extensive purges in
Russia and China?

In very recent times the Chinese
Communists have declared the pres
ence in their extensive bureaucracy
of all the evils listed above, and they
have tried to purge them out. l But,
again, they can only purge people
and replace them with people. It is a
law ofbureaucracy that the most evil
men are the best at appearing good.
Another bureaucratic law is that
power corrupts most people. So, even
if we replace bad bureaucrats with
good ones, many of the good ones will
get bad by and by. Enough will get

lSee, for example, "Corruption, Scandals
Prompt Chinese to Clean Up, Reform Party,"
by Victoria Graham, Associated Press Writer,
The Salt Lake Tribune, Sunday, October 11,
1981, p. 12A.

bad so that purges improve bureau
cracies only temporarily.

6. The free market is not devious
about profit. Without profit there is
no reason to stay in business. That
is an honest, up-front fact. But con
sider this: the socialist sector in a
mixed economy (TVA, public roads,
postal system, public schools, and so
on) have a substitute for profit: taxes.
They tax for all the reasons business
seeks profit: large salaries and ben
efits for management, plant expan
sion, modernization, research, and
the like. And taxes are not con
trolled by the natural laws of the
market place.

7. Capital is the basis of produc
tion in all economies. It can be cre
ated only by savings. Someone has
to cut down on consumption and di
vert savings to machinery, land and
operating capital. Once capital has
been created, it can be obtained by
borrowing. It also can be obtained
by stealing it. In that case, there isn't
any overall increase of capital likely
to ensue. It is just transferred from
one person or segment of society to
another. That is why the socialism
we have in our mixed economy is
such a burden- it steals (gets by
taxation) all of its capital from the
business sector. Then, to add insult
to injury, the socialists accuse busi
ness of inefficiency and lack of social
conscience for seeking a profit that
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can rebuild its capital. When they
.occasionally see that their taxing
policies have prostrated business,
they introduce tax reforms tempo
rarily to help business get back on
its feet. Each time the tax laws are
changed, they get more confused and
complex.

The so-called Third World is full
of nations that are experimenting
with socialism of various mixtures.
They look with envy upon the capi
tal of the American Business com
munity and that of any other coun
try which has had sufficiently free
economies to accumulate capital. The
United States government quite
regularly accommodates that envy
by plundering our business commu
nity to start or perpetuate these so
cialist experiments. Conceivably, for
short periods, a socialist country
might accumulate capital at great
sacrifice and hardship to its citizens.
But too much of the accumulation of
capital in the slave world is being
accomplished at the expense of
whatever business in the "free world"
there is left to tax. In the long run,
of course, socialism will not work.

8. Justice and equity are ideals
that are never fully achieved. How
ever, they can be approximated in a
market economy because the gov
ernment in that case is not in the
business of injustice. In a mixed
economy, all that the government
does to redistribute wealth is, by de-

finition, injustice; because it is de
signed to discriminate. In a market
economy the government is confined
to the task of p~otection from crimi
nals and foreign aggression. The
president is the high sheriff and
commander-in-chief. He has no pro
posals to improve the economy or
bring relief to the poor and unfortu
nate unless that relief is a matter of
national or local defense that is
clearly constitutional. And the more
we attempt to change that state of
affairs, the mor~ we introduce injus
tice and inequity into society. We
show an unfortunate misunder
standing of d~finitions when we
equate justice with economic equal
ity.

9. There is reason to doubt that
the establishment of a mixed econ
omy was motivated only by mis
guided concern· for the poor and af
flicted. This dOljlbt is fed by at least
three historical facts. The first of
these facts is that the prime-mov
ers-especially. those who were in
tellectuals and. labor leaders (such
as Thorstein V1eblen, John Dewey,
Eugene Debs, and the like)-who
were most effective in pushing us into
a mixed economy were Marxists of
some stripe or ~nother, whether or
not they were m.embers of a Marxist
society. The mixed economy usually
was not and is n.ot a goal, but only a
signpost on a much longer road.

The secondhistorical fact that casts
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a shadow on the motives of those who
pushed us into a mixed economy is
that the poor have increased as the
mixing of the economy has in
creased. The number who perceive
themselves as poor has increased
dramatically. This is because the
welfare state philosophy feeds envy.
The number who are perceived as
poor by those who administer state
relief has increased dramatically.
This is because there is personal ad
vantage and gain for these bureau
crats if their relief programs grow.
But those who are objectively poor,
in the life and health. threatening
sense, have increased also. This is
because a mixed economy cuts off
avenues of upward mobility and
tends to throttle private concern for
the poor.

The third historical fact is that
bureaucracies are run for the good
and the perpetuation of the bureau
cracies, not for the help of those they
ostensibly were set up to serve. Lud
wig von Mises and many others have
adequately proved this both ratio
nally and empirically. Consider this
one fact: if you divide the amount of
tax revenue budgeted to the bureau
cracies for the care of the poor by the
number ofpoor these bureaucrats say
we have, there is no way you can
come up with less than $6,000 per
person per year in 1982 dollars. Some
studies have put the figure much
higher. It is difficult to pinpoint a
correct numerator or denominator

because so much public charity is
hidden in so many different places
housing, food stamps, medical care,
subsidies, student loans, and so on.

The breakdown of the federal bud
get sent out in March, 1982 by Rep
resentative Dan Marriott of Utah
shows categories that are mixed in
such a way that it is impossible to
determine the dollar amounts meant
for the poor. Nevertheless, the sums
earmarked for a number of agencies
and programs that were originally
set up to relieve poverty and distress
totals at least 577.6 billion dollars.
However, an unknown amount of
billions in this 577.6 billion is now
meant for others than the truly poor
and distressed; but nearly all of it is
justified to the American taxpayers
as absolutely necessary relief from
some kind of hardship suffered by
somebody.

Just as a practical illustration,
suppose you accept 34 million as the
number who are so poor as to truly
need immediate and continuing aid.
Suppose you gave each one-men,
women and children-$6,OOO annu
ally. (That would be $24,000 per year
for a family of four. No end of fami
lies of six to ten in Utah and, no
doubt, elsewhere, are doing very well
on that much without public relief
other than such indirect programs
as FHA home loans. These families
also are contributing ten to fifteen
per cent of their income to private
care of the poor or to other charita-
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ble causes.) Now multiply $6,000
times 34 million and you will get a
product of $204 billion. That is only
35% of the $577.6 billion we started
with. Remember, also, that every
state is in the welfare business. Then
you will see that $6,000 per year per
person would leave a great deal for
necessary administration.

And the truly poor don't get any
where near $6,000 per year. Where,
then, does the money go? Most of it
goes to the care and keeping of the
bureaucracy, which, in turn, helps
perpetuate in office the kind of peo
ple who will keep the budget rolling
in to perpetuate and expand the
bureaucracies. This is the sort of
thing that creates doubt about the
sincerity of those who say the poor
need a mixed economy to save them
from the wicked free enterprisers.
One cannot help suspecting that the
money is going just exactly where it
was meant to go by those who got us
into this mess.

10. The rich can get richer while
the poor are getting poorer in a so
cialist economy; because those with
the power (the bureaucrats or ruling
class) can divert whatever wealth
they want to themselves for what
ever purposes they choose. In a free
market economy, the rich cannot get
richer at the expense of the poor. In
evitably they make the poor richer.
Everything they do with their wealth
creates opportunities for others. The

only way they can prevent this from
happening is not doing anything with
their wealth-not consuming any of
it, not investing any of it, just
hoarding it. An~who does that? Only
the very few who are insane.

There is no l~gal way for a rich
man to cause a poor man to get poorer
while enriching himself in a market
economy that· is protected from
criminals and foreign invaders by a
government that is limited to de
fense by constitqtionallaw. True, our
original Cons~itution looked the
other way at sl~very, to put it char
itably. That w~s a flaw that cost
much more bloQd, both by the whip
and by the sword, than was shed to
prepare the way: for the original doc
ument. So we $ust not forget that
blood-and all the blood-that was
shed to get us out of the very thing
the socialists are working so hard to
get us back intoL-slavery.

11. In a mixed economy, the so
cialists can blame all failures on the
business commlllnity":"'-and they do.
They do not puqlish the fact that all
the same econotnic and social prob
lems exist in an even more aggra
vated state in· countries that are
nearly all socialist. The professor who
inspired this article tacitly agreed
that a market economy is successful
when he said that there was too much
profit in a marltet economy. Social
ist countries never have that prob
lem. ,
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TAXPAYERS in the United States,
Great Britain, and several other
democratic countries have become
increasingly disenchanted with the
unfulfilled promises of govern
ments, the burdens of taxation and
inflation, and the loss of individual
freedom which public sector expan
sion has generated. New constitu
tional and statutory restrictions on
governmental taxing and spending
powers have been imposed in the U.S.
and both Ronald Reagan and Mar
garet Thatcher were elected on plat
forms which called for a relative re
duction in the size and scope of
government and the encouragement
of free enterprise. But a dangerous
scenario is being constructed in the
U.S. and the U.K.

Entrenched government bureau
cracies along with labor unions and
other powerful interest groups have
prohibited any significant reduc
tions in government spending, and
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the basic government regulatory in
stitutions which have placed such
heavy burdens on the private econ
omies of the u.s. and Great Britain
remain largely intact. Left-leaning
politicians now publicly express a
desire for higher inflation and un
employment which they hope will
help to restore their political power,
and the media routinely reports, in
correctly, that both the Thatcher and
Reagan economic platforms have
been implemented, and have failed.
The danger in this situation lies in
the fact that it is customary to hold
the chiefexecutive responsible for the
health of a nation's economy, re
gardless of what the causes of cur
rent economic problems might be.

The problems of inflation and un
employment, which are primarily
caused by past government inter
ventions in the market economy, are
being widely sold as the direct result
of policies which encourage free en
terprise and attempt to restore in
centives to work and invest. It is
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therefore of utmost importance to set
the record straight, to clarify this is
sue, and to strengthen public sup
port for the free economy. This pa
per attempts to make a contribution
toward that end by discussing the
virtues of the free economy. A major
theme of the paper is that in the (free)
market economy individuals, acting
in their own self-interests, are in
duced by the spontaneous forces of
the market to act in ways which serve
to maximize social welfare; by con
trast, it is shown how government
control over the allocation of re
sources redirects the forces of ratio
nal self-interest in a way that allows
elite groups within government to
impose forcefully their will upon
others, which in turn causes a re
duction in wealth and in individual
welfare.

The Sovereignty of the Consumer

In the market economy the pro
duction and distribution of goods and
services is determined by the deci
sions of entrepreneurs, and this fact
has generated much wrath on the
part of many members of society, es
pecially intellectuals, and especially
those in the social sciences and the
humanities. Entrepreneurs are of
ten portrayed as being hard hearted
and callous, and responsible to no
one. But in the free economy they
are not.

Economic affairs in the market
economy may be directed by entre-

preneurs, but co,nsumers are the ul
timate decision-makers. Consumers
determine what! is produced and, as
Mises has said, ~t is they who"... in
their capacity as buyers and con
sumers . . . are hard hearted and
callous without consideration for
other people."! 'That is, consumers
patronize thos~ who can offer the
highest quality products for the low
est prices. Those who do not meet
the demands of iconsumers will suf
fer losses or go bankrupt and will
therefore be re~oved from their "po
sitions of eminence," while those who
cater to the desires of consumers will
be rewarded wi~h profits. Both the
carrot of reward and the stick of
punishment (for ignoring con
sumers' prefereqces) contribute to the
success of the market economy.

Not only are entrepreneurs in
duced by the market to satisfy con
sumers' preferences for goods and
services, but they are also motivated
to provide goods and services at the
least possible cost, for in a competi
tive economy tHose who fail to do so
will not survive, Entrepreneurs who
do not make the best use of avail
able time, kno'\V:ledge, and resources
bear the risk of bankruptcy or, al
ternatively, off being replaced by
"takeover raiderrs" via the market for
corporate control. There always ex
ist enterprising 1 individuals who are
willing to take'over, through stock
purchases, private enterprises that
do not adequately meet the demands
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of consumers, for the substitution of
more efficient for less efficient man
agement promises the reward of
higher profits. Those opposed to cor
porate takeovers would have us
abolish the market for corporate
control, but fail to acknowledge the
damage such restrictions would in
flict upon the consumer. Arguments
against the market for corporate
control thus appear to be nothing
other than disguised protectionism.

How the Market Functions

In the market economy the con
sumer determines not only the pat
tern ofprices and production, but also
the distribution of income. That is,
the consumer ultimately pays the
wages of all workers, whether they
be professional athletes or street
vendors. The greater the consumer
demand for a good or service, the
more an employer will be willing to
pay the worker who can produce the
product, as long as labor markets are
competitive.

The employer who pays his em
ployees less than their marginal
contribution to the firm's profits will
not do well and may very well fail.
The baseball team owner, for exam
ple, who pays gifted, star athletes
the salary of a college professor will
most likely bear the burden of a poor
record and consequently, lower prof
its. The same can be said for the
management of steel mills, textile
plants, grocery stores and all other

private enterprises. Thus, in a free
economy one's income depends upon
one's ability to satisfy consumers. It
is in this way that the spontaneous
forces of the market serve to maxi
mize individual welfare.

The Hazards of Consumer
Protectionism

The virtues of the free economy
are amplified once they're compared
directly to the vices of intervention
ism, and an appropriate starting
point is the example of "consumer
protection regulation" which is quite
prevalent in the U.S. and exists in
most other industrialized demo
cratic countries as well.

The federal government is inti
mately involved in the regulation of
trade in the U.S., and has been ever
since such muckrakers as Upton
Sinclair (author of The Jungle),
Ralph Nader, and Senator Estes Ke
fauver (whose investigations of the
drug industry led to the expanded
powers of the Food and Drug Ad
ministration) began attacking the
quality ofproducts manufactured by
private producers. Self-appointed
"protectors" of the consumer now
staff hundreds of government agen
cies, and under the guise of con
sumer protection perform tasks
which unequivocally make the con
sumer worse off, as can be illus
trated by the example of the Con
sumer Product Safety Commission,
which serves as a prototype for scores
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of other "consumer protection agen
cies."

The Commission is mandated to
perform a task it cannot possibly
achieve - "to protect the public
against unreasonable risks of injury
from consumer products..." Its au
thority covers "any article produced
or distributed except for certain items
already regulated by other govern
ment agencies." The objective of safer
products is desirable, but the impor
tant question is: At what cost and
by whose standards? A safer auto
mobile which is slower, heavier, and
more expensive than others may
have some advantages, but how can
a government bureaucrat possibly
know how much safety individual
consumers are willing to trade off
for speed and lower prices? Besides,
it is .not clear that "safer" vehicles
cause fewer accidents. It may be true
that safer vehicles induce careless
ness by drivers which leads to more
accidents which are mainly caused,
after all, by human error. The gov
ernmental banning of various "dan
gerous" products deprives the con
sumer the right to make the relevant
tradeoffs, which only he can make,
and therefore reduces his welfare.

A rather blatant example of how
the "consumer protectionist mental
ity" has gone to extremes is the ap
pearance of the recently dethroned
director of the National Highway
Transportation Safety Administra
tion on a popular television pro-

gram. The ex-director was accom
panied by a m1asked man with a
sledge hammer and an automobile
produced by a private engineering
firm, employed ,by the government,
which was alleg~dly crash-proof. Af
ter observing the masked man fail
to dent the automobile with the
sledge hammer, the ex-director
opined how wonderful it would be if
the government were to require all
automobiles to! be just as sturdy.
When pressed by a member of the
audience, the i ex-director reluc
tantly stated that the cost of such a
car is approximately $200,000
hardly a. price, which would "pro
tect" the consumer. Only freedom of
choice, and only a free market econ
omy is capable of accomplishing that
task. So-called consumer protection
ism is merely a way of forcefully
substituting the will of a few non
elected government bureaucrats for
that of the general public.

Product Information and the Free
Economy

There are m~ny who claim that
private advertising is misleading,
and induces consumers to purchase
things they wQuld not otherwise
purchase. Therefore, so it is claimed,
advertising should be controlled or
regulated by government, if not
abolished, in order to avoid "con
sumer exploitatjon." But how can a
consumer be exploited if he volun
tarily purchases one brand of say,
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toothpaste over another? As long as
advertising is competitive, and the
consumer is free to compare and
contrast the competing claims of ad
vertisers, it is impossible for him to
be "exploited." In fact, quite the op
posite is true.

It is the absence of advertising
which is detrimental to the con
sumer, since one of the major rea
sons for advertising is to publicize
price and proQuct quality. Take, for
example, the case of law firms in the
U.S. which until recently were
banned from advertising. Such a ban
on advertising is nothing more than
special interest legislation which
benefited existing, established law
firms at the time the legislation was
put into effect, to the detriment of
newer firms and consumers. The
older, established firms had little
need to advertise the price and qual
ity of their product, for their repu
tations had already been estab
lished, and the most prominent
members of the legal profession are
much sought after by these firms not
only for their skills, but also for the
right to place their names on the
firm's letterhead to send out the de
sired market signal.

Newer, less established firms who
must compete with the more expe
rienced firms must do so by offering
a "quality" product at a competitive
(lower) price. The ability to adver
tise lower prices is one way to. in
duce consumers to make use of their

services. After all, many consumers
would prefer not to have "Cadillac
quality" legal services at Cadillac
prices, but would prefer a wider
range of choice. Bans on advertising
preclude the consumer from making
any such choices and therefore allow
the established firms to charge
higher prices than otherwise.

As another contemporary exam
ple, it is difficult to believe that one
of the largest hotel/motel chains in
America is actively lobbying against
roadside advertising "for the pur
pose of enhancing the beauty of the
environment" rather than a desire
to stifle price competition from less
well-known hotel chains.

In sum, the idea that consumers
can be led by the nose by advertising
has been proven false time and again.
"Regardless of how much Ford Motor
Company advertises another "Ed
sel" automobile, it won't sell. As
economist Harold Demsetz of UCLA
has found, the profit maximizing firm
will find it more sensible to first find
out what consumers want, and then
produce and advertise it. Surely, this
would be more lucrative than spend
ing millions trying to convince con
sumers to buy green wigs or lead
tennis balls.

The Price System

As the Friedmans have said, the
key insight to Adam Smith's Wealth
of Nations is misleadingly simple
and, unfortunately, widely misun-
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derstood: In a free market economy,
voluntary exchange will not take
place between two parties unless both
believe they will benefit from it.2 It
is not true that one party can benefit
only at the expense of another or
that, in international trade, firms in
one country benefit at the expense
of those in another. Free trade is
mutually advantageous. This in
sight is obvious when one considers
trade between two individuals, but
it is more difficult to understand how
people living all over the world can
cooperate to promote their own in
terests. It is the price system which
accomplishes this task in a market
economy, without any need for cen
tral direction of prices or production
by the coercive powers of the state.
Thus, Adam Smith's crowning
achievement was to recognize that
the prices which emerge from the
voluntary transactions between
buyers and sellers in a free market
could coordinate the activities of
millions of people in a way in which
everyone, acting in his own self
interest, is made better off.

Two major functions of the price
system are to transmit information
and to provide incentives to adopt
least-cost methods of production.
Consider the effects of say, an in
crease in the consumer demand for
bicycles. Retailers will find that they
are selling more bicycles and that
consumers are willing to pay more
for them. They will therefore order

more from whoilesalers who in turn
will order mo~e from manufactur
ers. Manufacturers will order more
steel, rubber, chrome, plastic, and all
the other materials used to produce
bicycles. In order to induce the sup
pliers ofthese inputs to produce more,
manufacturers will have to offer
higher prices. The higher prices in
duce input suppliers to employ more
people to meet the increased de
mand. To do so will require that they
offer higher wages or fringe benefits
or better working conditions. Thus,
in this way the price system trans
mits the message that there has been
an increased demand for bicycles and
that consumers now prefer the ad
ditional use of 'resources to produce
them. There is i. no need for anyone
person or agency to "coordinate" any
or all of the above activities. Such
an effort would indeed be fruitless,
since no one individual or group of
computer programmers could possi
bly gather and use all of the rele
vant information.

Information Fldws Both Ways

Prices not only transmit informa
tion from consumers to retailers,
wholesalers, manufacturers and re
source owners; they also do the op
posite. For example, if for some rea
son imports of tubber into the U.S.
were reduced Of cut off, the reduced
supply would increase the price of
rubber and of all rubber products. It
will not pay to 'produce as many bi-
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cycles as before. The smaller supply
of bicycles will increase the price
which will inform consumers to take
better care of their bicycles and to
keep them longer or to consider al
ternative forms of recreation.

Any governmental controls which
prohibit prices from expressing
changes in supply and demand con
ditions stifle the dissemination of
important information. For exam
ple, price ceilings placed on oil and
other fuels in the U.S. prohibited in
formation about the effects of the
OPEC cartel from being conveyed to
producers and consumers. Price ceil
ings on oil artificially stimulated the
demand for oil and gas and reduced
supply, creating shortages which
were compensated for by increasing
imports even more. Because of price
controls, the real price of gasoline
actually fell from November 1973 to
May 1979, which conveyed to con
sumers the message that gasoline
had not become more scarce, and that
it was not worthwhile to conserve
more energy than previously. The
automobile industry, in responding
to the demands of American con
sumers, did not significantly in
crease production of smaller, more
fuel-efficient cars.

Now that the real price ofgasoline
has risen since the controls have been
lifted, the auto industry finds itself
at a severe competitive disadvan
tage in international competition.
American consumers were also

forced, because of price controls, to
finance through taxes the activities
of a Department of Energy which
spent about $10 billion in 1979, em
ployed 20,000 people, and admits
(optimistically) to having no posi
tiveeffect on energy problems.

A further virtue of the market
economy is that the price system
provides producers with incentives
to seek the most efficient means of
production-those means which use
the least resources, leaving more re
sources for other uses. For example,
there are literally thousands of dif
ferent types or grades of steel. When
the supply of one type of steel is cur
tailed, which raises its price relative
to others, producers of automobiles
and other products will substitute the
less costly types of steel. Reducing
the cost of production enables the
producer to increase the gap be
tween revenues and costs. Any gov
ernmental controls over the prices of
factors of production-via mini
mum wage laws, by trade unions,
taxes, subsidies-distorts informa
tion transmitted by the price system
and makes it impossible to discover
least-cost production techniques.

Consumer Sovereignty vs.
Politician's Sovereignty

In the market economy consumers
are said to "vote with their dollars."
Unlike the political market place,
where one level ofoutput is provided
to all, producers provide different
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amounts of goods and services to
consumers, depending on their in
come and preferences. Those who are
willing and able to pay can consume
all they want at the existing market
prices and, as described above, the
production and distribution of goods
and services is dictated by the wishes
of consumers.

There are many, of course, who are
dissatisfied with the way in which
the free market allocates resources.
Among the most frequently cited ob
jections are that the market gener
ates "inequities," does not suffi
ciently protect "the poor," is based
on greed (read the profit motive)
rather than selflessness, and leads
to shortsighted outcomes which lack
long-range perspectives. As a result
of these alleged problems, so the in
terventionists argue, there is a need
for greater political control of the al
location of resources by those who
are wise enough, selfless enough,
farsighted enough, and sufficiently
egalitarian to correct these prob
lems. In short, according to this view,
social problems are best dealt with
by a delegation of benevolent and
omniscient despots, if any can be
found. This is a caricature of the
conventional view of public policy in
the U.8. and in many other demo
cratic countries, and illustrates the
dominant themes of the "public ad
ministration" literature from Con
fucius and Plato to Woodrow Wilson
and their contemporaries.

Failures of Intervention

The miserable failures of govern
ments to effectively deal with the
problems of poverty, the low quality
of primary and secondary education,
energy, housing, and so on are usu
ally explained 'ip. terms of the per
sonal attribut~s of politicians and
bureaucrats: They are evil or stupid,
lack sufficient authority and fund
ing, or lack sufficient information.
The problems of social policy are then
merely a matter of selecting suffi
ciently wise and benevolent despots
and giving them power and knowl
edge. But the harsh lessons ofrecent
history have shown that good men
do not guarantee good government.

It is most unfortunate that much
of the American public has become
enchanted with :the "Platonian" view
of government intervention and
seems to have forgotten the impor
tant principles upon which the fed
eral constitution was based. Namely,
the authors of the Federalist Papers
were concerned with giving govern
ment enough power to carry out its
responsibilities, but not so much
power that the rights of individuals
would be infringed. They 'held that
one cannot control the excesses of
government by. merely electing the
"right" people, as the following
statement by James Madison illus
trates.

It is in vain to say that enlightened
statesmen will be able to adjust these
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clashing interests and render them all
subservient to the public good. Enlight
ened statesmen will not always be at the
helm... We well know that neither moral
nor religious motives can be relied on as
an adequate control.3

Alexander Hamilton was also re
luctant to rely on the innate good
ness of man, for to do so

... would be to forget that men are am
bitious, vindictive, and rapacious... Has
it not, on the contrary, invariably been
found that momentary passions, and im
mediate interests, have a more active and
imperious control over human conduct
than general or remote considerations of
policy, utility, or justice?4

Because of these views, the fram
ers of the Constitution were careful
to adopt institutional arrangements
which would constrain the coercive
powers of government, for as Madi
son argued,

. . . what is government itself but the
greatest of all reflections on human na
ture? If men were angels, no government
would be necessary. If angels were to
govern men, neither external nor inter
nal controls on government would be
necessary.5

In reflecting upon the secular
growth of governmental powers in
the U.S. a contemporary student of
constitutional reform, James Bu
chanan, has further observed,

Politicians are politicians because they
want to be. They are no more robots than
other men. Yet the politician who would
do nothing other than reflect the prefer-

ences of his constituents would, in fact,
be robotlike in his behavior. Few, if any,
politicians are so restricted. They seek
office because they seek "profit," in the
form of "political income," which will
normally be obtained only if their behav
ior is not fully in accord with the desires
of electoral majorities. Those men who
are attracted to politics as a profession
are likely to be precisely those who have
considerable interest in promoting their
own version of good government, along
with those who see the opportunities for
direct and indirect bribes, and those who
evaluate political office as a means to
ward other ends.6

Political Control

Thus, it has long been recognized
that when political resource alloca
tion replaces the market allocation
of resources, the results are not likely
to be either equitable or efficient,
unless by sheer accident. How re
sources are allocated depends largely
on the different opportunities for
"political profit" which alternative
allocations present to the political
decision-maker, for politicians, like
all other human beings, act so as to
pursue their own self-interests.
Consumers' sovereignty is replaced
by the sovereignty of the politician/
bureaucrat, and the two often do not
coincide. Consumer demand no
longer determines the pattern of
production and distribution. In
stead, an individual or group's abil
ity to receive goods and services de
pends not only on their ability to
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"compete with their dollars," but on
other forms of competition as well,
which are expressed through politi
cal power and influence, violence, and
various forms of bureaucratic ma
nipulation.

Political resource allocation, con
sequently, often entails effects which
most would consider perverse and
inequitable. As one example, con
sider the decision made by the U.S.
Congress in 1949 to grant the gov
ernment a greater role in the provi
sion of housing by embarking on a
program of "housing and urban re
newal" which was aimed at provid
ing benefits for the poor. In the early
history of urban renewal the evi
dence clearly shows that more hous
ing for the poor was demolished than
was replaced. Between 1949 and 1963
the 106 completed urban renewal
projects had demolished about twice
as many units as were replaced, and
only 8 percent of the replacement
units were in public housing where
"the poor" could gain access.7 Evi
dently, middle and upper income
groups are not only better able to
vote with their dollars than are the
poor, but are also more politically
influential and have been major be
neficiaries, along with government
administrators, of the many urban
renewal programs in the U.S. Simi
lar outcomes have resulted from
government interventions in the
areas of energy, education, welfare,
and so on.

The inequities which often stem
from political resource allocation are
made more cleaJr when one observes
resource allocation in nondemo
cratic, or socialist countries such as
the Soviet Union where those in
power, along with their families and
friends, are at the top of the income
scale, while in !the name of "egali
tarianism," nearly everyone else is
put in his place at the bottom, and
is kept there by: threat of violence or
imprisonment, ias recent events in
Poland illustrate.

Inequitable and Inefficient

When the market allocation of re
sources is repl,"ced by political re
source allocation the results are of
ten inequitabl~ and inefficient, in
that more resoUrces tend to be ex
pended on activities which merely
redistribute wealth rather than cre
ate wealth. Government, after all,
does not produce much of anything;
it takes from some and gives to oth
ers, keeping as much as it can for
itself in the form of discretionary
revenues.8

In democratic: countries there is an
asymmetry between the benefit in
cidence of politi~al decisions and the
tax incidence. ffhat is, beneficiary
groups or recipients of government
financed transfers tend to be concen
trated, or organized, and capable of
influencing poUticians. By contrast,
taxpayers tend to be widely dis
persed, with little incentive to ac-
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tively oppose individual transfer
programs. As a result of this asym
metry there is a structural bias to
ward expanded levels ofgovernment
spending and taxing. As the govern
ment sector expands, more and more
resources are used by all the various
interest groups to lobby for transfers
rather than to produce goods and
services, which serves to diminish the
total wealth of nations. As wealth
transfers increase, the private sec
tor, which is the sole source of wealth
creation, is increasingly crowded out.

The Problem of Monopoly

The virtues of the market econ
omy are partly undermined by tl,1e
existence of monopoly power. A mo
nopolist who, by definition, is the sole
supplier of a product for which there
are no close substitutes will restrict
output, thereby raising his price
above what would be paid ifmarkets
were competitive. Consumers are
made worse off because some of their
wealth is transferred to the monop
olist, and because fewer resources are
devoted to the production of the mo
nopolized good (and more to other
goods) than what consumers would
prefer with freer trade.

Over the past several decades
many have claimed that the alleg
edly increased concentration of in
dustry in the U.S. and in other dem
ocratic countries has led to increased
monopoly power and therefore calls
for a greater degree of governmental

control, regulation, or outright own
ership of industry. Even though there
is no evidence that American indus
try has become increasingly concen
trated over the past century or that
concentration per se leads to monop
oly profits, such unfounded senti
ments can be understood if one rec
ognizes that it is the interventionists
themselves who intend to become the
regulators, the controllers, and the
managers of nationalized indus
tries.

The claims that government reg
ulation of industry is a necessary
condition for the prevention of mo
nopoly power have ignored history
and reality. Adam Smith himselfwas
among the first to recognize that
government regulation of industry
is the sole cause of monopoly, not a
remedy for its ill effects. Smith
viewed the regulation of industry as
a means of redistributing income to
potential monopolists who would in
turn provide political and economic
support to the government. He ob
served that the various trades in
eighteenth-century Britain which
were granted a monopoly status
gained such status because ofa com
parative advantage in lobbying.

Country gentlemen and farmers, dis
persed in different parts of the country,
cannot so easily combine as merchants
and manufacturers, who being collected
into towns, and accustomed to that ex
clusive corporation spirit which prevails
in them, naturally to endeavour to ob-
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tain against all their countrymen, the
same exclusive privilege which they gen
erally possess against the inhabitants of
their respective towns. They accordingly
seem to have been the original inventors
of those restraints upon the importation
of foreign goods, which secure to them
the monopoly of the home market.9

Smith's strongest attack on mon
opolies was aimed at the entire sys
tem of mercantilism and protection
ism in foreign trade. In his words,
"Monopoly of one kind or another,
indeed, seems to be the sole engine
of the mercantile system."10 And, "It
is the industry which is carried on
for the benefit of the rich and the
powerful, that is principally encour
aged by our mercantile system. That
which is carried on for the benefit of
the poor and the indigent, is too of
ten, either neglected, or op
pressed."ll And further, condemning
mercantilism on moral grounds,

To hurt in any degree the interest of
anyone order of citizens, for no other
purpose but to promote that ofsome other,
is evidently contrary to that justice and
equality of treatment which the sover
eign owes to all the different orders ofhis
subjects. 12

These lessons were well heeded in
the latter eighteenth and early
nineteenth centuries by many citi
zens, and, as history reveals, one of
the causes of the American Revolu
tion was the attempt by the British
government to enforce the Trade and
Navigation Acts, which were in-

tended to monQpolize certain activi
ties for Englishmen living in the
British Isles.

Modern Trade Restrictions

Unfortunately, the modern-day
mercantilists hiave succeeded in di
verting the puli>lic's attention away
from this reality, and in imposing a
vast array of "neomercantilist" pol
icies of trade liestrictions. Perhaps
the most regulated activity in the
U.S. economyi is transportation,
which serves aa an example ofmon
opolies recently created by govern
ment.13

The Interstate Commerce Com
mission (ICC) limits the number of
firms allowed to engage in common
carrier transportation. In addition,
it actually sets, minimum rates be
low which transportation companies
are not allowed to sell, which per
mits the companies to enforce a car
tel pricing arrallgement.

The Civil Aeranautics Board (CAB)
has set minimu~ air cargo rates and
passenger rates. It has even at
tempted to reglilate the service pro
vided at these rates to prevent one
airline from offering a more com
fortable seat or more legroom at a
given price than another.

The Federal Maritime Board forces
steamship lines into the ocean con
ferences-the 1privately operated
cartels that regulate ocean freight
rates and attempt to prevent rate
cutting.
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Forty states regulate intrastate
trucking and prevent rate cutting,
and most cities regulate the taxicab
business, with the same result. In
terestingly, Washington, D.C., home
ofmany ofthe regulators, is the only
major city in the U.S. where one can
enter the taxi business simply by
demonstrating that the necessary li
ability insurance is covered. Taxi
fares in Washington are among the
lowest of all major cities in the U.S.

In sum, government regulation of
industry is today, as it was in Adam
Smith's time, often for the benefit of
the regulated firms, to the detri
ment of consumers, potential com
petitors, and workers who are barred
from employment by the various li
censing restrictions which exist and
apply to thousands of trades, from
taxi driving to fortune telling and
the practice ofmedicine. 14 Only with
the sanction and coercion of govern
ment can a producer, if a monopo
list, reduce output and raise prices
indefinitely. If the government does
not prohibit competition, any mo
nopoly profits will soon be bid away
by competing entrepreneurs and
workers. The free economy is incom
patible with the existence of monop
oly power.

Profit Management vs.
Bureaucratic Management

As mentioned above, one of the
most basic virtues of the free econ
omy is that the market induces pri-

vate sector entrepreneurs to produce
goods and services at least cost. Pri
vate sector managers are the resid
ual claimants to both profits and
losses - cost reducing innovations
which increase profits often lead to
direct salary increases and enhance
one's human capital as a manager,
while economic losses cause one to
forgo salary increases and run the
risk oflosing one's job tenure. In sum,
the private sector manager is moti
vated by both the carrot and the
stick, in that he is rewarded finan
cially and promoted for reducing
costs, and may be "punished" for un
satisfactory performance.

By contrast, many goods and ser
vices which are produced by private
sector producers are also provided by
government enterprises in many
countries. As history shows, govern
ment-operated enterprises in both
democratic and non-democratic
countries have been monumental
failures when compared to private
enterprise. The effects of bureau
cratic (government) management
have long been recognized. For ex
ample, nearly four decades ago Lud
wig von Mises began his book, Bu
reaucracy in the following way:

The terms, bureaucrat, bureaucratic,
and bureaucracy are clearly invectives.
Nobody calls himself a bureaucrat or his
own methods of management bureau
cratic. These words are always applied
with an opprobrious connotation. They
always imply a disparaging criticism of



1982 PUBLIC POLICY AND THE FREE ECONOMY 505

persons, institutions, or procedures. No
body doubts that bureaucracy is thor
oughly bad and that it should not exist
in a perfect world. 15

The "bureaucratic methods" that
Mises referred to are familiar to ev
eryone. Less clear is why these
methods persist. The basic reason is
not that government bureaucrats are
innately lazy, slothful, or dishonest,
but that both the carrot and the stick
are missing from the public sector.
The public manager who reduces cost
receives no reward, for there are no
profits, by definition, in the public
sector. In addition to this, it is diffi
cult to terminate government em
ployees for poor performance, as the
low rates of employee turnover in the
public sector attest. The manager of
a government bureau has, at best,
minimal incentives for economic ef
ficiency. In fact, the incentive sys
tem facing government bureaucrats
in the U.S. and in most democratic
European countries is rather per
verse, for as Gordon Tullock ob
served, ". . . in most American and
European bureaucracies ... a bu
reaucrat is rewarded for simply in
creasing the number of persons he
supervises."16

Increased Spending
Increases Bureaucratic Power

The budgets allocated by the leg
islative sponsors of government bu
reaus are typically exhausted by
spending on perquisites of office,

salaries of subordinates, and so forth.
If the bureaucrat' serves his own in
terests, he will always spend the en
tire budget allocated to his bureau,
regardless of th~ cost of providing
the service which is under his man
agement. Promotions, prestige, and
salary increases! depend largely on
increasing the Dumber of subordi
nates, which req~ires an increase in
the appropriated budget. The bu
reaucrat would !find it difficult to
justify budget increases next year if
he does not spen(1 his entire budget
this year, and for this reason gov
ernment enterprises tend to maxi
mize rather than minimize produc
tion costs, as do their private sector
counterparts.

Relative to the private sector, the
incentive structure of the bureau
cratic "public" manager is perverse,
since every bure~ucrat is inherently
an empire builder who seeks to en
large the size ancl scope of his agency
in order to increase his salary and
prestige. Unlike: the private sector,
where the managers and owners of
inefficient firms 'bear the burden of
poor performance themselves by for
feiting profits, a government-owned
monopoly, which most government
enterprises are, can not only charge
a monopoly pric~ and exhibit gross
inefficiencies, but can also force tax
payers to pay the price. Govern
ment-operated enterprises therefore
pose a major threat to the free econ
omy and to personal freedom.
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The Myth of Stabilization Policy
Despite all the world's dismal ex

periences with attempts at replac
ing the market economy with "cen
tral planning," the dream of many
an interventionist is to institute some
form of "planning" in the U.S. That
is, what is politically defined as
"economic planning" is actually the
"forcible superseding of other peo
ple's decisions by government offi
cers."!? It is often lamented that
planning is needed to protect the
public from "accident, chance, and
uncoordinated institutions" which
lead to "helplessness" as the econ
omy lists. 18 Central planning is seen
as simply a matter of "technical co
ordination by experts" using "sys
tematic analysis" whereby some un
definable "public interest" can be
discussed along with "objective
analysis ... of what is really desir
able."19

Although the U.S. has never ac
tually experimented with compre
hensive central planning, monetary
and fiscal policies since the 1940s
have been hybrid attempts at "fine
tuning" the economy by small groups
of planners. This predominant ap
proach to economic policy, usually
referred to as "Keynesianism," takes
as its point of departure a philoso
phy similar to that described in the
above quotations of Nobel prize
winning economist Wassily Leontief
and the late Senator Hubert Hum
phrey. "Stabilization policy," as a

form of planning, is merely a matter
of getting the "right" people into of
fice, and providing them with ade
quate technical information. In other
words, this view is based on the pre
sumed existence of a group of benev
olent and omniscient despots.

It is now widely recognized, how
ever, that the so-called stabilization
policies of the past have not worked,
and have even destabilized the econ
omy.20 One reason for this is that it
is simply impossible to forecast the
effects that changes in monetary and
fiscal policies will have on an econ
omy 2 years, 1 year, or even 6 months
in the future with much precision,
as the performance of economic fore
casters demonstrates. A second rea
son is that in a democratic country,
the time lag between the recogni
tion of a problem (high inflation, un
employment) and the final impact of
whatever policy is implemented to
address the problem is unpredict
able, due to political realities. A pol
icy aimed at stimulating demand
may not actually be felt until after
the economy has emerged from a
recession and entered into an infla
tionary peak of the business cycle,
which would only make things worse.
The failures of government stabili
zation policies have been described,
by their architects, as the result of
simply not having sufficient infor
mation at hand.

But there is a strong basis for be
lieving that stabilization policies
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have not worked simply because it
is not in the interest ofpolicymakers
to make them work. For example,
expansionary policies (such as gov
ernment spending financed by money
creation) increases political support
by dispensing benefits on concen
trated constituent groups now, and
dispersing and deferring the costs,
in the form of higher inflation, in
the future. Federal politicians have
every incentive to create inflation and
the further economic instability
(stagflation) which follows, espe
cially since the "progressive" in
come tax (a phrase coined by Karl
Marx) generates additional in
creases in real tax revenues with in
flation-induced "bracket creep."

Policies Modified in
Proximity to Elections

Relatedly, there is good reason to
believe that economic policy is based
not on any long-term stability goals,
but rather on the proximity to elec
tions, which creates further insta
bility. The theory of the "political
business cycle" holds that by con
centrating expansionary policies be
fore an election, the incumbent party
may be able to strengthen its elec
toral prospects. 21 Expansionary pol
icies will tend to be pursued more
vigorously before an election, with
the pursuit of contractionary poli
cies left to after an election, the re
sult being economic instability. In
sum, it is the government's monop-

oly power over 'the money supply
coupled with the pursuit of political
self-interest which often creates eco
nomic instability.

The predominant view of the fail
ures of stabilizatlion policy, which is
informed by what one might call a
"central planning mentality," is not
that existing institutions create in
centives for poli¢ymakers to gener
ate economic instability, but that
such failures are simply the result
of accident or error. Economist Her
schel Grossman> in reviewing the
work ofJames Tobin, one of the chief
architects of Keynesian economics
over the years, summarizes this view:

Tobin presume~ that the historical
record of monetary and fiscal policy in
volves a series of avoidable mistakes,
rather than the: predictable conse
quences of personal preferences and ca
pabilities working through the existing
constitutional process by which policy is
formulated. Specifi¢ally, Tobin shows no
interest in analysis of either the econom
ically motivated behavior of private in
dividuals in the pQlitical process or the
behavior of the government agents who
make and administer policy.22

In essence, the: predominant view
of stabilization policy, like the so
cialist dream of the centrally planned
economy, is based on a vision of a
utopian society run by angels who
automatically serve the public in
terest (however defined), and there
is no agency problem. But if one ac
cepts the notion· that policymakers
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are human beings, and therefore act
in their own, self-interests, it be
comes necessary to face the question
of why governments would pursue
any of the competing goals of mone
tary and fiscal policy. As economist
Paul Craig Roberts stated,

What do policymakers, especially in a
democratic political system, have to gain
from an efficient, stable economy that is
maximizing social welfare? Such a suc
cessful economy would cut into their
abilities, as entrepreneurs, to build the
spending and regulatory constituencies
that are the basis of their political power.
If people can get ahead through the mar
ket, and the tax system allows them to
accumulate wealth, what happens to the
demand for all the welfare handouts, food
stamps, housing subsidies, and income
security programs? Without all these
programs, what would government do?
How would politicians carryon their
demagogy and set group against group,
class against class, and race against race
if the tax system were actually used to
bring about an equal distribution of in
come and wealth?23

There is certainly much evidence
of this. How else can one explain the
extreme opposition by entrenched
government bureaucracies to sup
ply-side economics which attempts
to restore incentives to work and in
vest and to alleviate poverty by the
only means known to man-stimu
lating economic growth and wealth
creation in the private sector? In
short, those who benefit from public
sector expansion have found it es-

sential to undermine the activities
of and public confidence in the pri
vate sector.

Stabilization policy, a watered
down version ofcentral planning, has
served, and will continue to serve to
destabilize the private sector of the
economy and to transfer resources
and power to the government. After
all, why should one expect govern
ment bureaucrats to solve the prob
lems which justify their very exis
tence? While the free economy may
not be void of economic fluctuations,
government attempts at "fine-tun
ing" have only destabilized the
economy even more than what would
have otherwise taken place, and will
continue to do so as long as they are
used.

Conclusions

The free economy is most condu
cive to maximizing consumer wel
fare, as defined by consumers them
selves. In the free economy it is
ultimately the consumer who deter
mines the pattern of production and
distribution, the distribution of in
come, and induces entrepreneurs to
produce goods and services at least
cost. It is precisely for these reasons
that interventionists are so opposed
to the free economy. When political
resource allocation replaces the
market allocation of resources the
result can only be the forceful im
position of the preferences of gov
ernmental agents for those of con-
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sumers, which is neither efficient nor
equitable.

Political resource allocation, rela
tive to the market, is wasteful and
severely limits individual freedom
and welfare. Furthermore, attempts
at "fine-tuning" or "planning" are
nothing more than attempts to sub
jugate consumers and taxpayers to
the preferences of those who have
seized political power, and have se
verely reduced the wealth of na
tions. As a glance at any map of the
world reveals, only the free economy
is capable of achieving equity and
prosperity. @
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A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

The Subterranean
Economy

NOT so many years ago my 35-year
old horse Toy died in the middle of a
frozen January. Digging a grave for
him in the snow-blanketed ground
with ordinary tools was a manifest
impossibility. A man with a back
hoe, hearing of my plight, offered to
do the job for me. I was about to ask
his name in order to make out a
check for an agreed-upon $100 when
he said, "If you have ninety dollars
in cash I'll take that."

I don't know whether that $90 ever
figured in the Gross National Prod
uct, but I have wondered about it.
Similarly I wonder about the in
comes ofall those street hawkers who
sell everything from women's hand
bags to polished red apples in and
around Grand Central Terminal in
New York City. In businesses where
there is little overhead and no doc-
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umented inventory how much ofany
given transaction produces a statis
tic that is recorded?

At the other end of the scale we
have computers spewing out thou
sands of documents that go into files
far too voluminous for any correla
tion. In a suggestive book called The
Subterranean Economy (New York:
McGraw-Hill, 187 pp., $19.95), Dan
Bawly, an executive partner of an
Israeli certified public accountant
firm, says that Americans produce
72 billion documents annually. There
are, so Bawly tells us, approxi
mately 18,000 papers for every white
collar worker in the United States,
and the total number of records,
vouchers and other documents on file
must exceed three billion.

As an international accountant
with business in Europe, America
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and the Middle East, Mr. Bawly has
good reason to believe that no Gross
National product statistics are reli
able. Between unrecorded transac
tions, mislaid files and untotalled
slips of paper, the job of making a
science of macroeconomics becomes
a joke. In computer language, it's
"garbage out."

Just Getting Even
There can be no science without

measurement, said Lord Kelvin, and
Mr. Bawly would be the first to ad
mit that The Subterranean Economy
is not a scientific book. But he is sat
isfied in his own mind that, with the
proliferation of tax-consuming and
inflation-creating welfare state bur
eaucracies, thousands of individuals
have come to regard their political
representatives as crooks. Tax eva
sion is no longer regarded as im
moral; it's just getting even.

To describe the new attitude, Ar
thur Seldon of the Institute of Eco
nomic Affairs in London has coined
a new word. It is "avoision," com
pounded of "avoidance" and "eva
sion." Tax avoidance has always been
legitimate. But now Mr. Seldon sees
a moral blurring of avoidance and
evasion. The higher the tax rate, the
more popular the "avoision" schemes.

The Gross National Product sta
tistics either underreport or totally
exclude many activities that should
be relevant to any meaningful sci
ence ofhuman action. Mr. Bawly lists

a few of these activities. There is,
first of all, moonlighting. In both
Europe and the Upited States there
is the illegal employment of aliens.
Barter is a big i_em. There is tax
evasion through! manipulated ex
pense accounts. ~nd there are the
myriad "laundering" activities re
lated to the dope traffic and the cul
tivation, in California and Hawaii,
of big unrecorded cash crops of mar
~juana. Money from heroin, cocaine
and marijuana p~sses from hand to
hand and into bank accounts for
subsequent "laun<Iered" investment
in legitimate business. And where is
the farmer who i~ meticulous about
recording roadsi~e stand sales? In
parts of Canada, i for example, the
unrecorded exch~nge of farming,
fishing and forestIt commodities only
rarely leaves an audit trail the Ot
tawa government: can pick up.

The "guesstim~tes" of the extent
of the American underground econ
omy naturally va;ry. Fortune maga
zine has figured that $50 billion a
year in taxes are ~ost to government.
In 1976 the Intetnal Revenue Ser
vice said the covett economy was ap
proximately one-tenth of the surface
economy. In 1981ithe Department of
Labor estimated ~hat nearly one in
twenty workers Held more than one
job during a parjticular survey pe
riod. Presumaoly, much of the
"moonlight" income went unre
ported. The Gen~iral Accounting Of
fice has estimated that some $30 bil-
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lion in taxable income remains "off
the books," which means a substan
tial loss in annual Federal income
taxes.

The probability is that govern
ment estimates of the underground
economy err on the conservative side.
If "authorities" were to admit their
inadequacy to the job of tracking
down every unrecorded dollar, it
might encourage more people to be
more brazen about practicing "avoi
sion." Police state measures would
then be necessary, and the Ameri
can people wouldn't stand for that.

Tax Avoidance Is Common
In Other Countries

In other countries there is less
reticence in speaking about "avoi
sion." Despite the recent jailing of
Sophia Loren on a tax evasion
charge, the Italians boast that their

. underground economy has saved the
nation from collapse. In spite of the
fact that the Italian government in
1978 was close to bankruptcy, the
country imported more Rolls-Royce
cars and caviar than any other Com
mon Market nation. It was second
only to Britain in its consumption of
French champagne. There is much
less labor unrest in Italy's clandes
tine businesses than in the open
economy, where the Communist
unions are strong. The presence of
moonlighting in Italy gives the en
trepreneur access to a flexible labor
force that is' willing to work over-

time. There is no registered glove
factory in Naples, yet this city ex
ports five million pairs of gloves an
nually. The unmeasured Naples shoe
industry is supposed to be just as
large as the glove industry.

Macroeconomic data in Italy are
meaningless. Things are not much
different in France, where a quarter
of the 25 million labor force is
thought to be in moonlighting. Un
recorded labor in France has, says
Mr. Bawly, contributed materially to
the construction of highrise build
ings in cities from Paris to Nice. Pay
in the unrecorded economy goes up,
with the employer and the employee
sharing the amount of tax avoided
between them.

In supposedly moral Britain the
"unmeasured" economy is estimated
as 7.5 per cent of the surface econ
omy. Scotland reports an unemploy
ment rate of ten per cent, but the
London Economist suspects the fig
ures. The "largest industry north of
the border," says the Economist, "lies
in the penumbra of services relating
to providing Bed and Breakfast, and
most of them avoid the taxman's
eye." And the illicit whisky still in
Scotland has always been a healthy
sector of highland output. As for fish,
"far more are landed than are offt
cially sold."

The underground economy, says
Bawly, will continue to grow until
the Welfare State is cut back. It is
as simple as that. ,
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