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A Page on Freedom Number 4

Unemployment

UNEMPLOYMENT is one of the most
senseless and unnatural phenomena
ever to descend on man. Any im
provement in the arrangement and
use of resources in the world de
pends on human labor. Man must
sustain his life through labor. That
is as certain as day and night. And
yet millions of people are unem
ployed.

The news media announce it, the
educators lament it, politicians con
demn it, and governments allocate
public funds to eradicate it. No other
economic phenomenon receives as
much public attention as unemploy
ment. Despite such popular condem
nation, unemployment persists,
holding millions of Americans in its
deadly grip.

Unemployment is a political dis
ease which springs from the primi
tive but popular notion that govern
ment can improve everyone's income
and working conditions by legisla
tion and regulation, and that labor
combinations can exact higher in
comes and better conditions through
collective bargaining. It is an afflic
tion that stems from misinterpreta
tion and misinformation about work
and income and from an undaunted

f.aith in collective force and coercion.
As such, it clearly reflects the spirit
and mentality of our age.

The rate of unemployment is di
rectly proportional to the force ap
plied to raise the cost of labor. Force
rnay be applied by the victims them
selves acting collectively through
properly certified labor unions, or by
~~overnments enacting laws and im
posing regulations that raise labor
(~osts. But in final analysis, unem
ployment descends from the vague
supposition that collective force is
(~apable of improving the economic
(~onditions of working people.

There are no "instant" solutions
to the phenomenon of unemploy
lment, no painless recipes or political
prescriptions. There are no coercive
cures or remedies that create jobs for
the jobless. Labor will be· fully em
ployed when its application is prof
itable and adds value to production.

The way to alleviate unemploy
ment is to reduce the coercion of
:minimum wage legislation, fringe
benefit mandates, and union rates
and rules. It is to restore freedom in
the labor market, which permits the
cost of labor to readjust to the true
level of productivity. i

---llansF.Sennhoh
THE FOUNDATION FOR ECONOMIC EDUCATION, INC.
IRVINGTON-ON-HUDSON, NEW YORK 10533 131



Perry E. Gresham

NATURAL LIBERTY:
A New Version

WHEN Good Queen Bess defended her
realm from powerful and gold-rich
Spain by means of a superior Navy
and a powerful fleet of merchant ad
venturers, she gave out monopolies
to certain traders and exemplified,
thereby, the mercantilist system. As
time went by, the astute practices of
Sir Thomas Gresham, my distant
kinsman, kept her modest empire
solvent, even though her kingdom
was always on the brink of disaster.
The Low Countries with which she
traded were in even more desperate
circumstance. The Spanish and Por
tuguese explorers lived with the
mercantilist presumption that pre
cious metal is wealth.

However, contradictions and ex
cesses inherent in government mo
nopoly of trade administered through
cartels and licensed subordinate
monopolies soon brought disen
chantment to those involved. The
tyranny ofthe governments and their
plundering agents left many people
in penniless squalor. The urgency of
change became a drumbeat.

At just this moment came the wise
intellectual leadership of Adam
Smith. He was a quaint and charm
ing absentminded professor who for-
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mulated a new approach to political
economy. He called it "natural lib
erty." He saw wealth not as bullion,
but as a prospering economy which
gave hope to the poor and liberty to
the common person. His classic
benchmark volume, An Inquiry into
the Nature and Causes of the Wealth
of Nations, published in 1776,
marked the end of mercantilism and
ushered in the new order which was
soon known as "liberalism."

This somewhat slippery designa
tion for a particular approach to po
litical economy was intended to em
phasize the freedom of the individual
to act without restriction of state
monopoly. While supply and de
mand are as old as any form of hu
man commerce, it received its most
adequate presentation in Adam
Smith. In a somewhat desultory
fashion, Smith covered such issues
as the division of labor, the forma
tion of capital, and the self-regulat
ing nature of the market which made
its own allocations, set its own prices,

Dr. Gresham is President Emeritus and Distin
guished Professor of Bethany College and President
Pro Tempore of the Foundation for Economic Educa
tion. This paper was delivered by him at the Leonard
E. Read Memorial Conference on Freedom, Novem
ber 18, 1983.



NATURAL LIBERTY:: A NEW VERSION 133

developed its own labor force, and
brought on amazing prosperity
without the interference of govern
ment intervention.

The natural liberty of Adam Smith
meant freedom of initiative and re
sourcefulness to find economic op
portunities and lift the common peo
ple out of their poverty. The market
worked so well that the industrial
revolution ensued.

Webster's Unabridged Dictionary
defines "liberalism" as "A theory in
economics emphasizing individual
freedom from restraint, especially by
government regulation in all eco
nomic activity, and usually based
upon free competition, the self-reg
ulating market, and the gold stan
dard (the decline of mercantilism
produced a period characterized no
tably by the ideas and policy of lib
eralism)-called also economic lib
eralism."

The free market, however, is not
merely economic. Among other
things, it is political. Economic con
siderations imply political activities
ofa certain kind. In all Scotland there
is no university course in Economics
and none in Politics; it is always Po
litical Economy. Only the politics of
limited government with an incli
nation toward laissez faire made
possible the liberalism of Adam
Smith. John Stuart Mill wrote his
essay on liberty as a sort of political
equivalent to The Wealth ofNations.
While Mill got himself confused into

some proposals of socialist econom
ics, he was crystal clear in his de
mand for liberty in government.

Critics ofnatural liberty appeared
in spite of the obvious success of its
drive toward prosperity. Thomas
Malthus, demographic genius who
served as a priest at the Cathedral
of Bath, worried that people would
grow thrifty and savings would de
stroy the economy. David Ricardo,
the stock broker who was a friend of
the poor, fretted about rents and for
mulated his iron laws. But the real
challenge to Adam Smith came with
that angry curmudgeon who was
writing endlessly in the British Mu
seum. The Das Kapital ofKarl Marx
gave the name of "capitalism" to the
economy of the free market. He used
the word as a pejorative term; nev
ertheless, it gained respectability in
spite of him. Capitalism powered the
amazing development of that nas
cent republic which we call The
United States of America.

In the first half of the 20th cen
tury, the winds of opinion changed.
The 1930s were marked with a very
different attitude toward liberty. The
whole meaning of the word changed.
John Maynard Keynes was a true
genius at investments who tripled
the endowments ofKing's College at
Cambridge by studying its portfolio
each morning before he finished his
tea and dressed for the day. An ar
dent patron of the arts, he was Pres
ident of the Covent Gardens Society.
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Bertrand Russell called him the
greatest mind he had encountered.
Keynes became interested in eco
nomics and wrote some books about
money and about economic theory.
He had great confidence in the gov
ernment to manage the economy by
stimulating aggregate demand.
Much of the Pandora's box of gov
ernment intervention was opened by
John Maynard Keynes. His advice
to the American leaders involved in
the Great Depression resulted in the
New Deal.

Contemporary American
Liberalism

John Kenneth Galbraith has be
come an apostle of the contemporary
so-called "liberal" tradition with its
emphasis on the public sector of the
economy and its high regard for gov
ernment as arbiter, manager, and in
some respects, even owner. He is a
bold proponent of government plan
ning, a defender of transfer pay
ments to promote equality, an expo
nent of government regulation for
business, industry and finance. He
argues that high taxes are neces
sary for civilized living. He has de
scribed the liberalism of Adam Smith
as "the conventional wisdom." Some
of the facts add plausibility to his
argument. Businessmen have run to
government to reduce competition,
to find protection from foreign trade,
and to gain monopoly, if possible.
Some of their rhetoric in favor of free

enterprise is rhetoric and nothing
more. They talk of individual liberty
while cozying up to government for
their own advantage. Galbraith was
right in calling their free enterprise
"conventional wisdom."

By standards of contemporary
American liberalism, as exemplified
by some public figures such as Sen
ator Edward Kennedy, Presidential
candidate Walter Mondale, House
Leader Thomas P. "Tip" O'Neill, or
most of the media gurus such as John
Chancellor or Jack Anderson,
equality as an ideal for our society
is viewed as absolute, rather than
"the equality of opportunity" as
mentioned by Thomas Jefferson.
Quite oblivious to the fact that peo
ple are not equal and cannot be so,
they make strong egalitarian ap
peals that are powerful vote-getters.
They would pass laws that would
take from some and give to others in
order that all might be equal, or as
much so as possible.

The contemporary American lib
erals, whether they are professors,
news people, authors or politicians,
argue that the present world econ
omy is much too complicated to op
erate without planning and man
agement. They believe in big
government and high taxes. Econo
mist Allan Meltzer has observed,
"Governments grow because the
benefits are concentrated and the
costs are diffused." Large interest
groups organize to win special fa-
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vors for themselves and the cost is
so widely distributed that the voters
do not organize to oppose the special
interest legislation. In line with this
effort, some leaders favor socialized
housing and transportation. Intel
lectuals are slow to learn what has
long been known as economic truth
that not everybody can live at the
expense of everybody else.

The New Deal

The Franklin Delano Roosevelt
New Deal marked the effective fin
ish of the free market economy in
America and brought in the ar
rangement which I have described
as "interest group interventionism."
The state has taken on a vital role
in all economic affairs, even though
the relationship is less than social
ism. The politicians and the bureau
crats feel responsibility to regulate
industry and commerce, protect con
sumers, provide safety regulations,
spell out the basis for economic ac
tion by controlling mergers, protect
the environment and provide for the
general welfare by· means of trans
fer payments. Government grows,
taxes become onerous, and individ
uallibertyerodes.

The contemporary "liberal" in
America is inclined to look to the
government for solutions to national
problems such as unemployment or
highway safety. He is liberal in con
tradistinction to conservative. The
earlier meaning of freedom from

state interference and control is
completely lost. The pejorative use
of the term "liberal" by religious
fundamentalists may have contrib
uted to the New Deal meaning of the
term. The name "liberal," is worn
with pride by those who wish to be
progressive; they describe conserva
tive in such disparaging terms as
"rightest," "old fogy," "fundamen
talist," "reactionary," and "ultra
conservative." By the irony of
language, the word has been trans
formed to mean something more akin
to mercantilism than to the liberal
ism of 1776.

"New Deal socialism saved capi
talism in America" is a common re
mark by those who are conscripts of
the contemporary American con
ventional wisdom. There are several
variations on this remark, such as
"President Roosevelt saved capital
ism" or "Keynes. was the economist
who observed the self-destructive
tendency of capitalism in The Great
Depression and provided a theoreti
cal basis to restore the economy."
Such efforts at explaining change in
political and economic theory are
naive. The New Deal dash of social
ism did not end the depression, nor
correct the conditions which brought
it on. The Great Depression ended
only when that dreadful war lashed
the economy into a fury of produc
tion. The conventional "liberal" wis
dom contributed to the failure of
capitalism rather than to its sal-
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vation. Government intervention
spawned a whole new batch ofprob
lems. Muddled legislation and bu
reaucratic excess were pronounced
good and baptized both liberal and
humane. The stark facts are that
liberty was diminished, production
repressed, inflation stimulated, and
taxes multiplied to oppressive pro
portions. For documentation see
Business, Government, and the Pub
lic by Murray Weidenbaum.

Natural Liberty: A New Version

Sometime around 1975, a new
awareness began to sweep the world.
Walter Lippmann much earlier had
foreseen this effect when he wrote of
the sickness of an overgoverned so
ciety. Higher and higher taxes with
more and more loss of individual lib
erty began to catch the attention of
world leaders. In countries where
opinion can make a difference, the
electorate was ready to accept more
freedom in the political economy.
Margaret Thatcher came into power
in Britain; Ronald Reagan was
elected in the U.S.A.; and the Scan
dinavian countries took a sharp turn
to the right. France elected a social
ist who seems to be leaning toward
capitalism because of the failure of
his nationalization efforts. The world
seems to be ready for a rebirth of
freedom.

As a political economist, I do not
presume to evaluate Mrs. Thatcher,
Mr. Reagan, Mr. Mitterrand, or any

other political leader. It is my func
tion to point out the mood of the peo
ple with regard to the role of govern
ment within a particular nation
state. It is my opinion that Mrs.
Thatcher and Mr. Reagan were swept
into offi~e because they represented
more liberty in the political econ
omy oftheir respective countries. The
modification of the socialism of Mit
terrand in France derives, likewise,
from the interests of the people who
cherish liberty.

The dominant public philosophy,
however, continues to be govern
ment-centered interventionism. The
planned and regulated political
economy is the new "conventional
wisdom." Labor leaders expound this
theory, but the rank and file are dis
enchanted with it. The members have
begun to move with the drumbeat of
a new liberty. There are stirrings to
ward the liberation of individuals all
over the world-even in tightly con
trolled nation states such as Russia
and China. The people are begin
ning to reassert themselves and to
rediscover their individual needs,
wants and ideas. Weariness with
being a mere cell in some collective
society is losing its appeal.

The arrival of Aleksandr Solzhen
itsyn in America was a massive blow
to the Socialist mystique. The al
most lyrical appeal of Marxism to
many contemporary American lib
erals had a rude shock when it be
came apparent that socialism has a
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very high record of abysmal failure
almost everywhere. Indira Gandhi is
trying to move India back from left
to center. Chile is in turmoil, but has
had enough of Allende. Many Ca
nadians are sick of Trudeau. Main
land China is adopting capitalistic
methods and ideas. Even Russia is
showing more and more inclination
toward capitalist ways in domestic
matters.

Nor is economic theory lacking for
the new forms of natural liberty.
John Maynard Keynes once said,
"The ideas of economists and politi
cal philosophers, both when they are
right and when they are wrong, are
more powerful than is commonly
understood." New and different in
tellectuals are emerging who give
thought and structure, as well as re
spectability, to the freedom philoso
phy. Theodore Lowi, political scien
tist at The University of Chicago,
came forth with a new book called
The End of Liberalism. Writing at
the very end of the 1960s, he out
lined in lucid terms the failure of
the state-centered liberalism of the
American mid-century. He marked
the inability of the bureaucracies to
deal with the problems ofhuman ac
tion. He wrote a convincing chapter
on the subject, "Why Liberal Gov
ernments Cannot Achieve Justice."
He notes the failure of the welfare
state in its effort to deal with pov
erty. He notes the tragedy of efforts
at urban planning. He notes the

breakdown of the law in dealing with
human issues when the law itself
attempts to make policy.

Lowi is not alone. A whole flood of
contemporary books of quality show
the disenchantment that comes with
too much government. The experi
ence of one thoughtful journalist who
has interviewed and dealt with al
most every person of prominence in
this 20th century describes his pil
grimage away from contemporary
American liberalism to the free
market, the free individual, and the
free enterprise. I refer to John
Chamberlain's exciting book titled
A Life with the Printed Word. A guru
from Boston, named Warren Brookes,
who wrote The Economy in Mind,
comes down hard on the side of the
new liberation from statism. The
amazing popularity of the Friedman
book, Free to Choose, is a great boost
to the new public philosophy of lib
erty. In his book, The Spirit ofDem
ocratic Capitalism, Michael Novak
has touched capitalism with a spiri
tual wand which renders contempo
rary American liberalism obsolete.

The Austrian Influence

All these writers build on a solid
base laid by Ludwig von Mises in his
great book Human Action. Compa
rable to it, and even more widely
circulated, was the first alarm
sounded by Friedrich Hayek with his
more popular book, The Road to
Serfdom. These two notable scholars
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were part of the Austrian school of
economics which has growing sup
port in all intellectual circles. Lib
erty is no longer out of fashion.

This new variety of liberalism is
not just Adam Smith redivivus. It is
something completely new and ap
propriate to the present position of
life on this little blue planet. For ex
ample, George Gilder has correctly
pointed to the benevolent nature of
capitalism. This is a phase of Adam
Smith which is frequently over
looked. It was present in his book,
Theory of Moral Sentiments, but
omitted from The Wealth ofNations.
Gilder sees capitalism as a sort of
exemplification of the Biblical in
junction, "Cast thy bread upon the
waters."

The new political economy of lib
erty and hope takes full account of
the benevolent nature of this sys
tem, whether it be called the market
economy, capitalism, free enter
prise, or by some other name. When
Henry Ford was building black au
tomobiles and amassing a huge for
tune, his primary concern was bet
ter transportation for less expense
to the American public. I have known
his family well. Many'of his original
colleagues in the enterprise testify
to the fact that he thought ofhimself
primarily as a benefactor. I have just
finished serving as chairman of a
committee to write the history of the
John A. Hartford Foundation. As I
study the lives of John and George

Hartford, I realize that these
founders of the Great Atlantic
& Pacific Tea Company were pri
marily motivated by a consuming
desire to provide the people of the
world with better food for less money.

Profit Rewards Service

The beauty of the free market is
that service to humanity is re
warded by profit almost in direct
proportion to the quality of the ser
vice rendered. The truly successful
entrepreneur of our times is a per
son of social awareness, compassion
ate concern for the people around
him, and fully aware of the fact that
the pursuit of money for its own sake
is self-defeating. The beauty of the
free market is that the person who
correctly perceives the needs of other
people, and meets this need in a re
sourceful fashion with the necessary
disciplines of good management and
the marketing genius of a successful
promoter, finds himself rewarded for
the effort. Profit can be a major mo
tive, but it is only possible when
worthy goods are produced and
valuable services are rendered. The
entrepreneur or the corporate exec
utive who cares and serves can live
up to his own inner hero image.

The great founders of American
business have been lampooned and
pilloried as robber barons. Some were
robbers indeed, but many were mo
tivated by true benevolence, and
practically all of them thought of
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themselves as heroes. The late T. V.
Smith wrote a chapter in his book,
Live Without Fear, which begins, "No
man is an s.o.b. to himself. In fact,
each person is a sort of hero to him
self."

This new approach of a redefined
natural liberty tends to reduce the
adversarial relationship between la
bor and management. I was greatly
pleased to hear Douglas Fraser speak
approvingly of the employee stock
ownership plan at Weirton Steel. A
few years earlier, no union leader
would have dared consider any ar
rangement that would reduce union
power, even though it had obvious
benefit for the people involved. While
labor leaders make loud declara
tions of the conventional wisdom
which lingers as contemporary
American liberalism, the rank and
file of the people who do the work of
America are enchanted by the pos
sibility of individual initiative and
freedom which might enable them
to improve their own position. Peo
ple like the possibility ofdoing things
on their own without too much de
pendence on unions and govern
ment.

Union influence is waning, and the
popular enchantment with govern
ment to solve all human problems
has begun to fade into disillusion
ment. Many workers are willing to
work with their companies on real
istic terms to prevent bankruptcy and
insure continuity. They have redis-

covered the wisdom of Samuel Gom
pers who said, "The company that
does not make a profit is the enemy
of the working man." The new nat
ural liberty will require more coop
eration between management and
labor.

An End to Protectionism

This new cooperation is essential
to successful foreign trade. The tired
solution of protectionism is not ade
quate to deal with contemporary is
sues. Technological advance in the
fields of transportation and commu
nication has reduced the size of the
world until the public philosophy
must be aware of its global implica
tions. Those who advocate barriers
against foreign competition make no
mention of the price rise for the
American public which is implied.
More and more people are rediscov
ering the correctnessand pertinence
of David Hume, who more than two
centuries ago declared for interna
tional free trade. Those who try to
make a moral issue out of "buy
American" should consider the moral
imperative to build better products
at less cost. The philosophy of lib
erty requires that people be free to
buy wherever they get the best
product for the least investment. If
American production costs are too
high and the products are inferior,
the market is sending its inevitable
signal that we must learn to produce
better products at less cost.
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The new natural liberty differs
from past liberalism in that we have
more and better information and
more technological facility than ever
before. We are beginning to under
stand the nature of life on this little
planet. We have become aware of the
intricate ecology of everything
around us. The interdependence of
everything in our ecological world
has reached the level of poignant
awareness-and all of this in the re
cent past. When one natural condi
tion is altered, all the others are
somewhat affected. Some of us have
learned, also, that the economic and
political world is quite as interde
pendent as the world of nature.

The contemporary American lib
eral argument that our world sys
tem is too complicated to be trusted
to a free market is a contradiction of
patent fact. Like the ecosystem, the
political economy of the world is too
complicated to be placed in the hands
of planning politicians and bureau
crats. The new natural liberty rec
ognizes this fact and cries out for re
lief from the notorious failure of
socialist solutions. The blindness of
our conventional wisdom is evident
in the fact that it has taken us so
long to learn that the market is much
more able to deal with vast and in
tricate problems than is any bu
reaucratic genius or pretentious po
litical planner. Everybody knows
better than anybody. Noone person
is wise enough, or strong enough, to

think, plan and prescribe for every
body else.

The principal factor in bringing on
the political economy, which I have
called "the new natural liberty," is
the realization that our conven
tional wisdom of turning to the gov
ernment for everything has be
trayed us. Our experiment with the
war on poverty turned out to be a
war on the poor. Our benevolent ef
fort to provide free health service has
sent the health costs soaring so that
the system is in jeopardy. The polit
ical attempt to bring about equality
by the Robin Hood method of taking
from the rich to give to the poor has
helped the rich and hurt the poor.
Our attempts to regulate our indus
tries have priced us out of the world
market and injured everybody. The
gray dawn of hope is enabling us to
discern the procedures that will free
us to work with the natural laws of
the political economy instead of
against them. Nobody is wise enough
to plan for everybody. "The miracle
of the market," to quote Leonard
Read, is that the market reflects the
initiative and imagination of every
body.

Hardening of the Attitudes

Those who repair to government
for everything suffer from harden
ing of the attitudes. They seem to be
unaware of government as an in
strument of coercion which has a
monopoly on violent force. Enchant-
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ment with government obscures the
meaning of voluntary action and as
sociation which flourish under lib
erty. Those who prate ofpartnership
of public and private sectors fail to
recognize the difficulty which in
heres in partnership between those
who believe in freedom and those who
believe in coercion. Government has
an important role, but it does not
consist of running everybody's life
and making subjects out of citizens.
The new natural liberty calls for
fewer laws, less bureaucracy, less
presumption that Washington knows
best, and more reliance on free in
dividuals working to improve their
conditions and fulfill their lives.

The findings of the Club of Rome
show a grim future for humanity. The
Malthus specter of limited resources
and burgeoning population reap
pears. The one resource which is
never in short supply is the creative
imagination, the individual initia
tive, and the resourcefulness of in
dividuals in a free society. The lib
eralism of Adam Smith's day freed
the people from the cartels and mon
opolies of the state which were a lin
gering influence ofmercantilism. The
new natural liberty could free peo
ple from the burdensome govern
ment and stifling regulation of the
conventional wisdom which I have
subsumed under the title, "Contem
porary American Liberalism." This
paper is a call for a new birth of lib
erty.

The Skeletal Remains
One of the most notable murals of

America is located in the dining hall
of Dartmouth College. Jose Clem
ente Orozco was the artist. Orozco
had lost a hand in a chemistry ex
plosion when he was a student, but
he had an enormous reservoir of tal
ent. His feeling for humanity was
profound. The Dartmouth mural has
the title "Epic of Culture of the New
World." He shows Christ chopping
down his cross with an axe as a pro
test to the human rejection of his gift
of peace. He shows Quetzalcoatl, the
Mexican god of arts and crafts, turn
ing away from his own country which
had rejected him. In a most shocking
and striking fashion, he shows the
modern world rejecting its great op
portunity for peace, prosperity and
happiness.

The scene is the operating room of
a modern hospital. The doctors in
attendance are attired in academic
robes, rather than the usual white
gowns of physicians. A woman is
lying on the operating table and giv
ing birth to a baby. These, also, are
in academic attire. But the most
shocking fact is that the doctors, the
nurses, the mother, and the still
born child are all skeletons! Outside
the window, the revolution flames
red.

This mural exemplifies the reluc
tance with which the intellectuals,
especially those of the academic
community and those who man the
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media, cling to the socialist-tinged
theory of political economy, which I
have called "contemporary Ameri
can liberalism." Joseph Schumpeter
correctly pointed out the fact that
intellectuals show antipathy toward
capitalism and the free market. The
intellectuals feel somewhat dispos
sessed and lacking in power. They,
therefore, identify with those who are
aspiring to power, such as labor
union leaders, some politicians, and
the powerful revolutionaries. They
tend to look on business with envy,
and therefore, hate. They have lost
their identity with the free market
centers of power, capital and prom
ise.

A Life Without Hope

The conventional wisdom of con
temporary American liberalism is,
therefore, a skeleton mother bring
ing forth a stillborn skeleton child.
The promise of a truly free world in
which, in the poetic language of The
Old Testament, "each could sit un
der his own vine and his own fig tree"
is dismissed. Instead, some intellec
tuals write ofzero sum economics and
a tightly-controlled society which
distributes the rapidly depleting re
sources of the planet. They are blind
to the hope that lies in the inex
haustible supply of creative individ
uals who have imagination and re
sourcefulness.

This spell of Marxism will con
tinue in some academic halls and

among some news people. The gov
ernment-centered theories of John
Maynard Keynes, offered only for a
special situation, will persist with
those who look to government for
everything. But the flaming red of a
new moral revolution is just outside
the window. It is the red sky begin
ning of a new period in which indi
viduals are free and the market op
erates. This new natural liberty
radiates benevolence. It trusts the
creative initiative of each individual
person. It speaks to the depths of the
human nature, with its love of lib
erty which is as old as the human
race.

G. K. Chesterton challenges hu
manity to a courageous reappraisal
of our human predicament when he
wrote a sort of prayer for our time:

From all that terror teaches,
From lies of tongue and pen,
From all the easy speeches
That comfort cruel men,
From sale and profanation
Ofhonor and the sword,
From sleep and from damnation
Deliver us, Good Lord!

An audio-cassette of this article
is available at $10.00 from The
Foundation for Economic Edu
cation, Irvington-on-Hudson,
N.Y. 10533



Henry Hazlitt

The Early History of FEE

I'VE been invited to share some rec
ollections about the early days of the
Foundation for Economic Educa
tion. It must have been sometime in
1944 or 1945 that a handsome man
dropped in to see me at the New York
Times, where I was then writing the
economic editorials, and introduced
himself as Leonard Read, general
manager of the Los Angeles Cham
ber of Commerce.

The free-enterprise philosophy had
already become almost a religion
with him. He told me he was looking
for a wider audience to which to ex
plain that philosophy, and ·was
thinking of setting up a libertarian
foundation of his own.

In 1946 Leonard had raised the
money, set up the Foundation for
Economic Education here at Irving
ton, and invited me to become one of
his original trustees and officers.

It is astonishing how soon Leon
ard's action began to produce impor
tant results. Friedrich Hayek, in
London, impressed by Read's initia
tive, raised the money the next year,
1947, to c~ll a conference at Vevey"
Henry Hazlitt has a long and distinguished career as.
economist, journalist, author, editor, and literary critic"
This article is excerpted from his remarks at the!
Leonard E. Read Memorial Conference on Freedom,
November 18, 1983.

Switzerland, of 43 libertarian wri
ters, mainly economists, from half a
dozen nations. The group of ten of us
from the United States included such
figures as Ludwig von Mises, Milton
Friedman, George Stigler-and
Leonard Read. That was the begin
ning of the still flourishing and im
mensely influential Mont Pelerin
Society, now with several hundred
members from dozens of countries.

Another effect of Leonard's initi
ative soon followed. Other libertar
ian foundations were set up in emu
lation. Baldy Harper, who had been
working as economist for FEE from
its first year, left in 1958 and started
his Institute for Humane Studies in
1963 in California. Soon Antony
Fisher set up like organizations in
England, Canada, and eventually
here. I recently learned from An
tony that he is now watching over
eighteen institutions in eleven
countries. Manuel Ayau in Guate
mala established his libertarian
Universidad Francisco Marroquin.
Groups in other Latin American
countries have set up their own
equivalents of FEE. It would take
too long to name all the present in
stitutions here and abroad, even if
I knew of them· all, that owe their
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orIgIn directly to Leonard Read's
example.

Let me return to the early days of
the Foundation. The original offi
cers were David M. Goodrich, chair
man of the Board (he was then also
chairman of the board of the B. F.
Goodrich Company); Leonard Read,
presid~nt; myself, vice-president;
Fred R. Fairchild, professor of eco
nomics at Yale University, secre
tary; and Claude Robinson, presi
dent of the Opinion Research
Institute, treasurer. There were six
teen trustees. They included H. W.
Luhnow, president ofWilliam Volker
& Company; A. C. Mattei, president
of Honolulu Oil Corporation; Wil
liam A. Paton of the University of
Michigan; Charles White, president
of the Republic Steel Corporation;
Leo Wolman, professor of economics
at Columbia; Donaldson Brown,
former vice-president of General
Motors; Jasper Crane, former vice
president of Du Pont; B. E. Hutch
inson, chairman of the finance com
mittee of Chrysler Corporation; Bill
Matthews, publisher of the Arizona
Star; W. C. Mullendore, president of
the Southern California Edison
Company; and the officers of FEE.

You can see from this list what
Leonard Read's persuasive powers
must have been.

FEE opened its doors on March 16,
1946. Most of the spring and sum
mer was spent in the library, as ren
ovation continued on the main

building. The staff, as of September
1946, consisted of Leonard Read as
President, Herbert Cornuelle as as
sistant to the President, W. M. Cur
tiss as Executive Secretary, "Baldy"
Harper as Economist, Orval Watts
as Editorial Director, and A. D. Wil
liams, Jr. as director of public rela
tions.

Leonard's first move was to pub
lish an outline of the aims of the
Foundation and its proposed activi
ties. He listed no fewer than four
teen of these that would be "among
those to be considered for program
inclusion" as the resources of the
Foundation would permit. I con
dense them here: (1) encourage
ment, including financial assis
tance, to scholars, (2) special studies
of current economic or political is
sues, (3) pamphlets applicable to
"hundreds of economic problems," (4)
leaflets for mass distribution, (5) a
journal (this was realized in mid-1954
when FEE took over The Freeman),
(6) books: the abridgment, publica
tion, and distribution of classical
works such as, for instance, The
Wealth ofNations and The Federal
ist Papers, (7) the promotion and
publication of satisfactory text
books, (8) a "pamphlet-of-the-month
club," (9) a radio program, nation
wide, (10) organize advisory and
study groups in every state and in
every community in America-not
political action groups, (11) analysis
of collectivistic trends so that new
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interventionist proposals can be ex
amined and refuted before they have
been adopted, (12) a lecture insti
tute, (13) arranging for graduate
students in economics and potential
instructors to accept short-term po
sitions in industry to acquaint them
with actual production problems.
And finally, (14) a study of the
methods of financing and integrat·,
ing all these activities.

And then in an amazingly short
time a stream of publications began
to pour forth. There were more than
a hundred in the first few years. Some
ofthese were one-page leaflets, somE~
small folders, some moderate-length
pamphlets, and some were in effect
short books. I must confine myself to
mentioning only a few of these, in
their order of publication. The ear··
liest I find is Profits and the Abilit,y
to Pay Wages, by Professor Fred
Fairchild of Yale. This came out in
August, 1946; it ran to 64 pages. A
month later came a 22-page pam
phlet called Roofs or Ceilings?, an
attack on rent control, sent in by two
young fellows from the University of
Chicago, Milton Friedman and
George J. Stigler, both destined to
become future recipients of the No
bel prize in economics. FEE distrib
uted 36,000 of these, plus a special
condensed version of 500,000 copies
for the National Association of Real
Estate Boards.

Next, still in 1946, came a 74-page
reprint of Andrew Dickson White's

famous monograph, originally writ
ten in 1876, on Fiat Money Inflation
in France. FEE eventually distrib
uted 52,000 copies of this. In J anu
ary, 1947, FEE published an 88-page
study called Wages and Prices by
Professor Jules Bachman of New
York University.

Next, in 1947, came Planned
Chaos, a 90;.page pamphlet by Lud
wig von Mises. Lu had been put on
the payroll by Leonard from the first
year of the Foundation. Next in 1947
FEE began to publish Henry Grady
Weaver's Mainspring of Human
Progress, and to date has distributed
670,000 copies of it. The edition I
have runs to 287 pages.

Late in 1947 a short book ofmine
95 pages-was published called Will
Dollars Save the World? in paper
back and hard-cover. Appleton-Cen
tury printed the hardback edition at
$1.50.

I'd like to say a few words about
it, becauses it illustrates a disheart
ening consequence-or lack of con
sequence. By pre-arrangement with
Appleton, Leonard ran off a first
printing in paperback of 80,000 cop
ies. (This was over my protest, be
cause I thought he would get stuck
with them. But he sold out practi
cally the whole edition.) Then in
January, 1948, the Reader's Digest
reprinted a 6,500-word condensa
tion of the book not only in its
American but in all twenty of its
foreign editions, a total circulation
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then of about 13 million copies. One
immediate consequence is that FEE's
own sales of the paperback came to
a halt. Another was that I was asked
to testify first before a Senate and
then before the corresponding House
committee on the then pending for
eign-aid bill. But with all this un
dreamed-of publicity, I haven't a
shred of hard evidence that my book
or the Reader's Digest condensation
of it saved the American taxpayer
one slim dime in our foreign-aid out
lays.

For that matter, I see no evidence
that the Friedman-Stigler pamphlet
did anything to slow down rent con
trol. Nor can I think of any other of
FEE's publications that had any di
rect effect on actual legislation.

On the surface, as I have said, this
seems dreadfully disheartening. But
it must be acknowledged that the
American ideological situation is
much better than if FEE had never
come into being. Our institution has
inspired the formation of dozens of
others. Increasing numbers of peo
ple now know what is wrong. True,
we have inflation everywhere, but
few countries now try to combat it
with general price controls. FEE has
provided precisely what its title
promised-economic education. Even
Adam Smith's Wealth ofNations, let
us remember, did not begin to change
actual legislation until many years
after its original appearance.

Let me resume our history. In 1948

FEE published F. A. Harper's 71
page pamphlet on High Prices, and
in 1949 Harper's 159-page book Lib
erty: A Path to its Recovery. Frederic
Bastiat's 75-page pamphlet, The
Law, was translated by Dean Rus
sell and published by FEE in 1950.
So far, the Foundation has distrib
uted 344,000 copies.

I come to one final item. It was in
December, 1958, that Leonard first
published his essay entitled "I, Pen
ciL" The theme of that article, as
most of you will remember, is that
"no single person on the face of this
earth knows how to make a pencil."
It is a little classic-the essay of
Leonard's that is certain to be long,
long remembered.

But now, in recalling this impres
sive history of FEE publications, I
must express just one regret. Leon
ard was long eager to have FEE
publish a monthly magazine. His
ambition was fulfilled in 1954 when
he took over The Freeman, which
John Chamberlain and I had been
editing as a fortnightly. Since then
The Freeman has published many
admirable articles, and has become
an imperative part of FEE's activi
ties. But it seems to have displaced
some of those special studies of cur
rent economic issues which I regard
as an indispensable part of the pro
gram of a truly effective libertarian
institution. I hope that this activity
can soon be restored. i



A constant cry peals across the land:
"give us our fair share." A variety of
results is expected by these claim
ants. For example, advocates may
seek "a fair share" ofmanufacturing
profits or insured employment for the
workers, a reduced rate for utility
users, "tenant rights" for inhabit··
ants of rented premises, subsidized
bus fares and public transit systems,
guaranteed health and medical in··
surance coverage, and a whole host
of other demands. This essay pro··
poses an analysis of the meaning
underlying this clamor.

Initially, reflect upon the conten··
tion that the public or a segment
thereof deserves "a fair share." First,
the call presumes that the speaker
merits a different or additional right.
Second, the proposition presupposes
that such right belongs to the seeker
as a matter of entitlement and as a
principle of fundamental justice.

Mr. Foley, a partner in Schwabe, Williamson, Wyatlt,
Moore & Roberts, practices law in Portland, Oregon.

Ridgway K. Foley, Jr.

Our
Fair

Share

Third, the appeal posits the propri
ety of limiting the corresponding
rights of other persons in favor of
the orator, or fails to recognize that
such an exchange necessarily takes
place in the stated situation. These
three presumptions generally prove
incorrect.

Stripped to bare essentials, pro
ponents of the concept of "a fair
share" rely upon the doctrine of en
titlement to justify transfer pay
ments and transferred rights. The
foundation ofentitlement rests upon
what Dr. Gary North so aptly de
scribes as "the politics ofenvy."l "A"
desires something possessed by "B."
The strictures against coveting seem
less enforceable than those con
demning theft, so "A" dreams and
schemes for a method ofrelieving "B"
of his liberty or his property.2 The
modern method is disarmingly sim
ple: "A," alone if he possesses suffi
cient power, or in league with com
panions similarly situated ifhe does
not, effects his dreams and realizes
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that which he covets by force of law.
He converts his desires into edicts,
secures the stamp of official ap
proval upon them and enjoys the
fruits of someone else's labors.

Unfortunately for "A," the human
creature contains innate social
moral-psychological responses
against wrongdoing, even when
sanctioned by law. At least some of
the "A's" of the world feel uneasy
about their gains achieved at the
benefit of others. To alleviate these
symptoms, they turn to the medi
cine cabinet for some doctrinal re
lief. There they discover "entitle
ment" which, if not possessing the
curative powers of penicillin, at least
offers the temporary relief of aspi
rin.

The Doctrine of Entitlement

Entitlement refers to the postu
late, expressed in varying ways and
with differing degrees of intensity,
that in addition to the propriety of
state-mandated transfer payments to
achieve egalitarianism or some other
purportedly good end, both the state
and the creative segments of society
owe these distributions to the recip
ients as a matter of right. One can
debate whether the term "right" is
connotative or conclusive in nature.
Whatever the outcome of that con
troversy, those who benefit from the
productive efforts of others tend to
demand continuation and increase of
these payments in the grand names

of fairness, justice and equality. Re
duced to essentials, this justification
translates into a concern for their
own position with no consideration
for "fairness and justice" to the un
willing donor.

The doctrine of entitlement con
tains two conceptual errors: It as
sumes propriety of the transfer and
it presupposes the right ofone to take
from another. Neither assumption
proves valid upon reflection and
analysis.

First, contemplate propriety. What
analysis deems it proper to take from
a producer a portion of the value he
has created for transfer to another?
The concept of propriety conjures up
notions of justice or fundamental
fairness. One cannot condone such a
taking or label it "fair" when viewed
in light of the position of the pro
ducer except in situations where the
producer has breached a volunta
rily-entered agreement, carelessly
caused a calamity to occur to an
other, or initiated aggression against
some peaceful person. If fairness
connotes equal and proper treat
ment of all parties to a transaction,3

then the creator becomes the victim,
and loses his property (created value)
and a part of his freedom to boot.
One can only conclude that the egal
itarian wealth-spreader employs
fairness and propriety in quite a one
sided and unreal sense reflecting his
own social value judgment coer
cively applied to others.
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Second, examine the concept of the
overpowering right of the donee to
deprive his victim of the product of
the latter's labors. Propriety con
cerns the appropriateness of govern
mental action; right relates to the
appropriateness of individual ac
tion. No convincing argument can be
offered in support of deprivation un
der the doctrine of entitlement in the
absence of a consensual bargain or a
negligent or intentional prior initi
ation of force by the current trans-,
feror.

Transfer Payments Deny
Property Rights

Transfer payments consist of
"property," a brief means of expres
sion defining value created by thE~

efforts of the producer-owner. Prop··
erty thus represents an extension of
one's very life, his power to create,
his ability to choose his own destiny.
Elimination of the potential to cre··
ate an~ to retain human output nec··
essarily enslaves an individual and
reduces his humanity, his essential
nature, which consists in part of the
ability to make meaningful choices.
The essence of all entitlement con·
tentions must rest upon the propo,·
sition that the taker is more prop,·
erly entitled to goods, services, and
ideas than is the creator of those
products.

What possible reason justifies a
coerced transfer? In the lexicon of
the modern egalitarian, equality as

a principle mandates transfer pay
ments to even out existing natural
or artificial differences. Passing for
the purposes of this essay the possi
bility of achieving enforced equality
by any system of redistribution,4 fo
cus upon the philosophical aspects of
the equation reveals the barrenness
of the purported analysis.

The fair share advocate perceives
the inequality of appearance and
talentS naturally attendant upon the
human condition; he decries this in
dividuality, which he views as un
fair disparity, and urges dull and
desolate sameness, the absolute of
reduction to the lowest common de
nominator. Down with Haydn and
Monet, with Voltaire and Confucius!
Seek the gray identity of those crea
tures who contribute little or noth
ing to creativity and culture. Un
consciously or intentionally, his
every action leads necessarily and
convincingly to this cheerless end.

At the base, two aspects under
girding egalitarianism appear: a
presupposition to power and a de
nial of essential humanity. First, the
seeker after enforced equality wishes
to impose an orthodoxy upon every
one about him to fit them into his
subjective mold. He knows only
power; persuasion and rationality
dissatisfy him because they lead in
flexibly to consequences contrary to
his preconceptions. Second, the
egalitarian dislikes what he sees
when he looks at humanity. He
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wishes not to alter those things
within his puny power, such as the
uplifting of man's material and spir
itual existence by the development
of new labor-saving devices or the
composition of a beautiful work of
art. Instead, his quest is to achieve
the opposite, by beating down those
about him who display any degree
of innovativeness or originality. Yet
reflection reveals that the egalitar
ian position amounts to a stubborn
denial of the essence of humanity:
the awe of unique creation and the
mechanism of meaningful choice
which unavoidably leads to differ
ences in outlook, ability, goals, and
appearance.

The Statist Position

A root misconception colors the
fair-share approach to entitlement:
the beliefthat individual differences
derived from the nature of man and
by virtue of his individual choice
making attribute constitute a ma
levolence demanding eradication by
collective coercive action. The sta
tist presumes to know the course of
action best suited for each person in
society. He assumes the role of mod
ifier of human nature, he imposes
his own subjective standards upon
unwilling citizens who fail to con
form to his view, and he decides who
in society deserves (is "entitled to")
a given share of production or cre
ated value. Nevertheless, he dis
plays no special knowledge or train-

ing which qualifies him for this
momentous task of decision-making
which, in final analysis, should be
better left to each individual actor
as it affects his destiny.

Reduced to fundamentals, the
traducer exhibits the modern ten
dency to elitism. No longer does
mankind seek a Jeffersonian aris
tocracy of talent and virtue; the cur
rent aristocrat seeks power to the end
of control of human lives. He under
stands the political and practical
means of communication, manipu
lation, and subjugation, and he ap
plies this knowledge to direct others
to do his bidding. Whether well-or
ill-intentioned, the elitist, a "dicto
crat" in Leonard Read's phrase,5 re
duces people entitled to a counting
choice to pawns on a giant chess
board or puppets on a Pyrrhic stage.

The egalitarian becomes the eli
tist precisely because he pretends to
possess the ability and the right, in
addition to the power, to quell cre
ativity and to channel human con
duct into prescribed forms and in
stitutions-and he does so by
application of charged code-words
such as entitlement which lend a de
gree ofjustification, authenticity, and
validity to his endeavors. Entitle
ment is the mask, egalitarian is the
appearance and the elitist is the
reality in the play we witness today.

Those who quest for a fair share
opine that they are entitled to some
thing more and greater than that
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which they have produced-they
wish to control part (or all) of the
fruits of the labor and ingenuity of
others. Thus, witness the teeming
hordes who envy the entrepreneur
who constructs a power plant, trans
formers and distribution lines in an
effort to bring the wonders of elec
tricity within reach of a fingertip.
The multitudes convert this envy into
a shrill or harsh insistence that
they-the consumer-deserve spe
cial favors in the sense that they
should pay less than market prices
for the output generated by the dint
of effort, stored labor and native ge
nius of other individuals.

Or consider the prattle of renters
who summon landlords to the dock.
in an effort to change the nature of
the place of habitation without pay-·
ing the price. Natural law decrees
that every price must be paid, either
by the buyer or the seller, by the
producer or the user, by the owner
or the tenant. Fair share advocates
shunt the payment to the shoulders
of others by employment of a juridi··
cal talisman.

Distributive Justice

The legal amulet employed con··
sists of the distributive theory of so··
cial justice, the dogma devoted to
effectuating entitlement in thE~

satisfaction of envy. The distribu·
tive theory of social justice supplies
the rationale "explaining" why in
come and value should be redistri-

buted among members of a commu
nity. It suffers from the same root
fallacies as the doctrine of entitle
ment and it partakes of the identical
mistakes as the current corruption
of equality into egalitarianism.

Whatever the intention of the
purveyors of the doctrine, "distribu
tive justice" cannot be classified
properly as "neutral"-it implies to
the reader or the listener that distri
bution of income, assets, resources,
or things of value must take place
by means ofmarket intervention, and
it further implies that some such
distributive scheme relates to a con
cept ofjustice.

Society-that informal consen
sual grouping of persons-always
determines the distribution of things
of value. The propounder of the dis
tributive theory uses force to mold
recipients and their destiny; the be
lievers in natural justice (respect for
free nonaggressive choice) prefer the
voluntary antics of the market. Un
der any term employed, the politi
cal-economic concept of distributive
or social justice carries with it a
meaning which implies both a power
and a right residing in actors who
do not produce a product to deter
mine its ultimate use and enjoy
ment.

Even some avowed supporters of
liberty needlessly "concede" that no
rational method allows determina
tion in the abstract of a superior
method of distribution.6 To the con-
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trary, both abstractly (rationally) and
empirically, a market system of cre
ation, production, and delivery proves
superior to any other scheme.7 Really,
only two possibilities exist:

(a) A market system wherein each
participant "votes" his subjective
value structure in a dollar democ
racy, by bidding the excess value he
has created for the excess value he
desires which someone else has
produced, thereby determining not
only what is produced but also how
assets (incomes) are distributed;

(b) A command economy, wherein
some or all choices are made by per
sons other than the producers and
users, thereby artificially distribut
ing or deflecting choices, assets, and
income from those directly affected
to those in power under the political
apparatus.

Fair share egalitarians suffer from
a dilemma which follows from two
central facts: (1) Economic distinc
tions in an open society occur as a
result of differences in aptitudes,
motivations, and circumstances, but
(2) government action to eliminate
the differences entails such exclu
sive coercion that society ceases to
be free: 8

In an open society, attempts to elimi
nate, or even substantially to reduce, in
come differences extend coercive power,
Le., inequality of power between rulers
and ruled. This also implies politiciza
tion ofeconomic life, a situation in which

economic activity depends largely on po
litical decisions, and in which the in
comes of people and their economic mo
dus vivendi are prescribed principally by
politicians and bureaucrats. How far
reaching is the required coercion and
politicization of economic life will de
pend upon the degree of economic equal
ity the rulers intend to achieve; they will
depend also on the various aptitudes,
motivations, and circumstances of the
groups and individuals among whom
economic differences are to be reduced.9

Thus, the egalitarian faces two
counterproductive forces: first, polit
ical programs designed to level in
comes or assets generally do nothing
of the sort; instead, they shift in
come and assets from the productive
to the politically powerful; second,
redistribution of income and assets
necessarily entails the use offorce
because it contra-indicates the nat
ural tendencies of human beings
to such a degree that it destroys the
free society which makes possible the
production of excess goods, services,
and ideas to permit life at levels
above poverty or mere existence.

Equality of Opportunity

Some thinkers supporting the "fair
share" position rail against an ine
quality of opportunity. Such a con
tention merits attention despite its
ambiguity and intended emotive ap
peal. By and large, human beings
seize their own opportunity; it can
not be conveyed to them by an om-
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nipotent government, any more than
a loving father can insure that his
progeny will perform well in busi
ness or the arts. In many instances,
inequality of opportunity merely re
states the natural and necessary
uniqueness of human beings in abil-·
ity, desire and other features.

In some instances, the challenge
to inequality ofopportunity conceals
a dislike for inherited assets. Assets
merely represent labor which has
been stored and capitalized (madE~

productive of future goods, services,
and products) rather than con
sumed. The modern leveler, much
like his seventeenth-century fore··
bear, desires elimination of such dif
ferences so that each person in each
generation starts afresh. Such a
scheme presents a superficially ap
pealing charm obscuring quite a
wicked interior.

First, consider the absurdity of an
extension of the leveler position:
Would such a theorist require each
individual to develop all machinery
and all ideas from scratch, without
building upon the accumulated wis
dom of the past? If so, who among us
could reinvent the wheel or even a
pencil?lO

Second, consider the necessary
practical implications of the artifice:
Would the egalitarian destroy all
accumulated wealth (a great waste
of costly and finite resources) or
would he transfer it to someone else?
The obvious answer, and one refiect-

ing actual practice, is the latter al
ternative. Inheritance and estate
taxes generally shift saved assets
from the object of the producer's af
fection to other, unrelated members
of society who often do not create but
do consume and, more importantly,
vote for the political officials who
undertake distribution. The doc
trine justifying this social distribu
tion of property: entitlement.

"Might Makes Right"

A more salient inquiry arises re
garding the transfer of accumulated
or inherited wealth to effect a level
ing and "equality of opportunity,"
when one considers the propriety of
these transfers. Only one justifica
tion exists for a transaction which
takes created value from the pro
ducer against his will and gives
it to another more favored by the
law-the doctrine ofpower or might
makes-right.

One accumulates wealth in one of
two ways: by coercion or by contract.
If a thug steals one million dollars
from an individual or an enterprise,
he has acquired great wealth by force
of plunder.ll If a creative man or
woman renders services or produces
labor-saving devices desired by many
others and thus acquires one million
dollars in trade value, he or she has
acquired great wealth by contract
by bargains freely entered between
individuals, each seeking to satisfy
his desires according to his particu-
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lar subjective value structures. The
law can justly demand the return of
loot to its rightful owner; it should
not affect an involuntary transfer of
freely, fairly, and nonfraudulently
accumulated property to someone
who did not create it.

Seemingly, the traducers of the
market decry the entitlement of cre
ators of value to their own creation.
Instead of recognizing that accumu
lated wealth derived contractually
usually results as the product ofbet
ter choices, these myopic transfer
agents attribute foul and malevo
lent deeds to the creators or their
descendants. Yet the creation of
wealth occurs precisely because man
must predict what his fellow man will
subjectively value, and some indi
viduals prove more able predictors
than others.

The person who makes the best
usage of a finite resource, who offers
the surest service, or thinks of the
most innovative idea, by and large,
will receive more trade goods
("money") from his consumers (trad
ers) than will someone less moti
vated and lacking in some qualities
of prescience. While someone may
suggest, subjectively, that a certain
scion of one who has accumulated
property does not deserve, or make
good use o~ that property, it does
not lie within the rightful power of
that other person to make that
choice. The creator of value should
be able to choose how to use his cre-

ated value, who shall receive it, and
under what circumstances. What
other person possesses a higher
claim?

The Moral Factor

A moral factor overrides the en
tire question. If every human choice
constitutes a moral act, then the es
sence of morality (making the right
choice between good and evil) re
sides in the power to choose mean
ingfully between alternatives. To the
extent that the fair-share advocate
obviates other individuals' power to
choose, he commits an immoral act
even if his choice can be labeled
"right"-and no one can apply that
label effectively because no one other
than the victimized actor who lost
his choice can assess his subjective
value under his conditions.

In comparing and contrasting jus
tice and social justice, one writer
finds them antithetical:

So-called social justice is man's great
est injustice to man, anti-social in every
respect; not the cement of society, but the
lust for power and privilege and the seed
of man's corruption and downfall.

Finally, social justice in no way fits the
claim of its advocates: an expression of
mercy and pity. These virtues are strictly
personal attributes and are expressed only
in the voluntary giving ofone's own, never
in the seizure and redistribution ofsome
one else's possessions.

Morally and ethically motivated citi
zens can condone a philosophy of so-called
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social justice only if they fail to see its
terrible injustice.12

Social or distributive justice dei··
fies force and coerces peaceful peo-
pIe, robbing them of their choice··
making ability. True justice ex-
presses concern and respect for an
individual's non-aggressive freE~

choice. Social justice exudes false
sympathy and prattles about equal
ity, all the while exhibiting the
clenched fist of force. True justice
accords with the ultimate morality
of choice. What, then, is "our fair
share"? It is precisely that which we
create and acquire in non-aggres
sive manner during our tenure on
this earth. It is nothing more and it
is nothing less. @
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Jerry Ellig

"One, two, three, pull!"
"Unghh!"
"Y'all on that side aren't pulling

hard enough. Ready? One, two, three,
pull!"

"Unghh!"
Was this the sound of galley slaves

in the glory days of the Roman Em
pire? Or of medieval serfs straining
to pull a nobleman's barge up
stream?

No, it was the summer of 1983.
The grunts and groans came from
about a dozen salespeople on their
hands and knees, straining to ma
neuver a 15-foot long counter full of
soap and shampoo into its final po
sition. The store at which I work part
time while attending college was
being remodeled.

Though known to countless
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history at Xavier University in Cincinnati, Ohio.
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Store

Economics

neighborhood customers simply as
"the dime store," our store is part of
a national chain and had been se
lected as the first in the city to be
remodeled. The changes were dras
tic indeed: new counters, new tile,
new paint and yes, even new mer
chandise.

There simply had to be a method
to this madness. No company as old
as ours would spend so much money
on blueprints and diagrams, and so
much of its employees' time, for ab
solutely no reason.

The reason, of course, was quite
simple: profit. Those folks in the re
gional office who created so much
work for us did not do so merely to
frustrate us, much as we might have
thought that was their intention. On
the contrary, their goal was the
company's goal: to seek profits and
to avoid losses.

In a store such as ours, profitabil-
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ity comes through selling more at a
lower cost per sale. Every aspect of
the remodeling, therefore, was at
least theoretically directed toward
increasing sales and reducing costs
by providing customers with a more
attractive environment in which to
shop.

For weeks, confusion reigned su
preme. No employee could ever be
100 percent certain where in the
store a given item could be found on.
any given day. The manager was re-·
puted to have quipped to a long-time!
customer looking for notebook pa-·
per, "Just stand still long enough and
you'll probably see it go by."

It was against this background
that a customer approached me one
day (as I was using a hammer to
pound nails into the wall) and asked
a pretty logical question: "Why arE~

you going to all this trouble when
you'll just re-do it again in another
25 years?"

I told him how much better the
store would look, how much more
convenient the new arrangement
would be for customers, and so forth.
But after he left the question re
mained in my mind and set me to
thinking. Why, indeed?

The same question must have been
on everyone's mind a month later
when merchandise was still being
shuffled around for apparently no
reason. Goods on one side ofa counter
switched places with goods on the
other side. Merchandise on the left

side of counter A moved to the right
side of counter B, barely six feet
away. "We spent all day yesterday
setting up those ten feet of counter
space," one employee complained,
"and when I came in this morning,
somebody'd moved it again!"

A key element in the whole scheme
is the arrangement of merchandise
in the most convenient and pleasing
manner. The constant migration of
merchandise until it found a final
home was like a giant jigsaw puzzle.
Both management and employees
were seeking to place each item in
its· optimal location so as to render
total sales as large as possible.

The realization of this fact brought
home to me the incredible power of
the price system. In striving for
profit, our store was simply striving
to please our customers in some very
specific ways. It would not be exag
geration to state that each decision
to relocate an item was very much
an entrepreneurial decision. Each
move was carried out in the hope that
the new state ofaffairs would be more
satisfactory than the old one.

Though few involved in the effort
have even heard of Ludwig von
Mises, all were acting as he would
predict:

If a businessman does not strictly obey
the orders of the public as they are con
veyed to him by the structure of market
prices, he suffers losses, he goes bank
rupt' and is thus removed from his emi
nent position at the helm ...
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The consumers ... determine pre
cisely what should be produced, in what
quality, and in what quantities. They are
merciless bosses, full of whims and fan
cies, changeable and unpredictable. For
them nothing counts other than their own
satisfaction. l

Within a very few weeks, con
sumers will begin to tell us with their
dollars whether or not they like the
new arrangement. One thing is cer
tain: their decision will be based on
their own subjective valuations. In
their quest for their own satisfac
tion, consumers will be entirely in
different as to how much time, money
and effort was put into the remodel
ing. They are concerned with re
sults. If they do not like the changes,
it will do no good to tell them about
how much labor and capital was ex
pended.

This is, of course, the Austrian
subjective theory of value in action.
The company's efforts will have value
only if consumers value the results.
Value exists only in the human mind,
not in any object or collection of ob
jects.

Unbelievable as it may first sound,
then, the experience ofone store cor
roborates a host of fundamental eco
nomic principles. The firm is merely

lLudwig von Mises, Human Action, 3rd. Rev.
Ed. (Chicago: Contemporary Books, 1966), p.
270.

the middle man between the owners
of resources and consumers. Con
sumers reward service with pur
chases if they are pleased, and prof
its result if costs are kept down. The
subjective valuations of consumers,
therefore, determine the uses to
which resources will be devoted. The
"higgling of the marketplace" en
sures that those resources-the pe
troleum used to make gasoline, the
wood in a broom handle, and even
the steel of which store fixtures are
made-will go to the most highly
valued uses. Moreover, all of this ac
tivity takes place voluntarily, re
quiring neither force nor direction
from above.

At last, I've arrived at a worthy
answer to the customer's question.
Why did we go to all that trouble
when the job will be re-done again
in another 25 years? Because we be
lieve that's what our customers want.
It is ultimately the wishes of the
consumer, not the caprice of the cor
porate executive, which determine
how the store should be decorated,
what lines of merchandise should be
dropped or added, and even whether
brown towels should be displayed
next to green ones or blue ones.

If there be anyone who doubts the
existence of consumer sovereignty
and Adam Smith's "invisible hand"
in modern America, he or she ought
to help remodel a dime store! ®



s. David Young

THE CASE OF
THE STOCK MARKE1-:
Freedom vs.
Regulation

THOSE who consider liberty as a pri··
mary value are naturally very re··
luctant to support any imposition of
government authority. This is not to
say that state action is always in
appropriate, but the standards for
determining instances when the state
should intervene are strict and un
yielding.

When calling for government reg
ulation in any sphere of endeavor
(whether economic, social, or politi
cal), it is prudent to bear in mind the
fundamental principles upon which
our country was founded. Due pro
cess, presumption of innocence, and
limited government should be driv
ing forces behind the analysis of any
proposed government intervention.

Given the aforementioned princi
ples, prerequisites can be derived
which will serve as a model for eval
uating the efficacy of proposed reg-
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ulation.1 First, some readily identi
fiable event or phenomenon must
have occurred (or is likelyto occur)
which needlessly and unfairly dam
ages a distinct group of individuals.
Second, this damage should neither
be the result of infrequent law
breaking nor be addressed by exist
ing laws. Third, a cost-effective free
market alternative is not available.
Fourth, a cost-effective government
imposed remedy is available. Fifth,
the proposed regulation should not
violate constitutional rights. And
sixth, the burden of proof should be
placed on the advocates of the pro
posed regulation, not on those who
oppose it.

This article examines the regula
tion of the stock markets with re
spect to these prerequisites and con
cludes that the Securities and
Exchange Commission (SEC), the
federal agency tasked with regulat
ing securities, has failed the test
miserably. Indeed, if the SEC were

159
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to subject its own history and prac
tices to the same scrutiny it focuses
on the corporations it regulates, its
commissioners, staff, and Congres
sional sponsors would be more than
just a little embarrassed.

Prerequisite No.1: Some event
or phenomenon has occurred
which unfairly damages a dis
tinct group of individuals.

The 1920s was a period of uncom
mon optimism and speculation in the
stock market. The decade was char
acterized by an almost constantbull
market. There were occasional set
backs but recovery was always swift
and strong. All of this came to an
end, however, on October 24, 1929,
the date known on Wall Street as
"Black Thursday." On that day, the
market began a sudden and dra
matic slide downward to the sur
prise of nearly everyone. Fortunes
were lost overnight and the country
was thrown into the depths of the
Great Depression.

The stock market crash of1929 and
the ensuing depression were a puz
zle to most people at the time. Part
of the cause was thought to be the
widespread abuse of securities mar
kets by insiders and inadequate dis
closure of financial data by corpora
tions. The disastrous effects of the
Federal Reserve Banks' cheap money
policies in the late 1920s and protec
tionist trade measures such as the
Smoot-Hawley tariffwere much more

important reasons for the economic
collapse, but few thought so at the
time.

Shortly after his election, Presi
dent Roosevelt appointed Ferdinand
Pecora to head up a Senate investi
gation of abuses in the securities
markets. The Pecora Committee, as
it was called, documented numerous
instances of alleged stock market
fraud and abuse. The Committee's
revelations sparked a public furor
and proposals for government regu
lation were soon forthcoming. Pub
lic demands for reform led to the en
actment of two very important laws
which together form the cornerstone
of securities market regulation. The
Securities Act of 1933 requires is
suers of new securities to file a reg
istrationstatement with the federal
government and issue a prospectus
to the public. The Securities Ex
change Act of 1934 requires disclo
sure on a regular basis for firms
which have their securities publicly
traded. The latter act also estab
lished a federal agency to adminis
ter both acts, the Securities and Ex
change Commission. The primary
purpose of the legislation, then, was
to redress abuses believed to be in
herent in unregulated markets
abuses which were presumed to have
cost naive investors dearly.

Unfortunately, very little empiri
cal research was conducted at the
time securities regulation was first
debated in Congress. Evidence pre-
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sented in support of government
control was largely anecdotal in na
ture. A reasoned assessment of the
costs of alleged abuses to the parties
who were supposed to have been hurt
by them was never conducted.

The SEC's present scope of regu
latory power includes not only dis
closure requirements for new issues
and publicly traded companies, but
also constraints on insider trading,
controls over the stock exchanges,
antifraud regulation, regulation of
investment companies (e.g., mutual
funds) and investment advisors, and
rules on corporate governance.

Prerequisite No.2: The damage
does not occur infrequently and
existing laws are not sufficient
to deal with it.

Benjamin Anderson, writing in the
late 1940s, agreed that Congress was
correct in its pursuit of truth in se
curities and its prohibitions against
stock manipulation. But he felt that
Congress and the SEC had clearly
gone too far: "The normal function
ing of the security business . . . is
clean and sound ... Every day
transactions involving tens of mil
lions ofdollars ... are made by word
of mouth.... Transactions between
the brokers on the floor of the ex
changes are made by a word or even
a nod of the head, each man making
a memorandum of his own part in
the transaction, but neither man
giving the other a written docu-

ment. Disputes regarding these
transactions are very rare.... A very
high order of integrity is necessary
to make such a system work. Occa
sionally, however, criminal acts oc
cur, as in every field . . . For these
occasional criminal acts, there is need
for criminal law and punishment.
But there is no more need for the
kind ofsupervision ofmultitudinous
details in which the [SEC] engages
... than in any other field."2

Just like brokers, dealers and in
vestment bankers, accountants were
also singled out for blame. Many
opinion-makers believed •that arbi
trary accounting practices in the late
1920s encouraged fictitious finan
cial reporting and, thus, contributed
to stock price manipulation. Specifi
cally, accountants were charged with
arbitrary write-ups of asset values
for the purpose of inflating financial
statements, enabling companies to
appear more profitable than they
really were. The significance of this
charge cannot be overstated for it
served as a prime justification for
government intrusion in corporate
accounting practice and is widely
accepted to this day.

How common were write-ups of
assets in the years just prior to the
Great Crash? A recent study, which
examined the accounting policies of
110 NYSE companies chosen at ran
dom, shows that contrary to popular
belief, accountants in the 1920s did
not write-up asset values routinely.3
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In fact, write-offs (declines in book
value) were much more common. For
those companies that did write-up
asset values on their books, rarely
did the amount exceed 5 per cent of
total assets and never were write-ups
reflected in the company's income
statement (they were always shown
in surplus accounts on the balance
sheet). The conclusion drawn from
this evidence is that accounting
practices of the late 1920s were not
a contributing factor to the Great
Crash.

Prerequisite No.3: A cost-effec
tive free market alternative is
not available.

In the absence of government reg
ulation, corporations are still com
pelled to disclose information about
their financial affairs. They do this
partly because of economic incen
tives and partly because private stock
exchanges may impose rules on
members. For example, prior to the
securities acts, all companies listed
on the New York and American
Stock Exchanges were required by
the Exchanges to make their finan
cial statements publicly available.
Also, over 90 per cent of all compa
nies traded on the NYSE in 1933
were audited by independent certi
fied public accountants. The legisla
tion requiring periodic financial re
porting and the audits of that
information was not passed until
1934.

The most persistent critic of secu
rities regulation, George Benston,
states the case for voluntary disclo
sure simply and elegantly. Accord
ing to Benston, corporations have
strong incentives to disclose infor
mation in a free market.4 Prospec
tive shareholders and creditors,
whose funds the corporation wants
to attract, demand information.
Corporations that do not disclose in
a free market run the risk of suspi
cion. And once a corporation begins
disclosing, its managers find the
practice difficult to give up.

In a free market, providing finan
cial information that is audited by
CPAs enhances investor beliefs that
corporate resources will be used pro
ductively. Whenever managers have
less than a 100 per cent ownership
interest in a company, they have in
centives to waste or misuse re
sources if the benefits to them ex
ceed their share of the reduced
profits. For example, managers may
be inclined to spend lavish sums on
personal office furnishings when the
cost can be passed on to others. This
problem is known in academic cir
cles as "agency cost." Investors are
aware of this problem and so those
in control must find a way of con
vincing investors that they do not
intend to divert corporate assets. One
way to do this is to install a system
of accounting control and convince
investors that the system is work
ing. That is why corporations would
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hire CPAs even in the absence of
regulation. CPAs are entrusted with
determining the credibility of man
agement's representations in the fi
nancial statements not because they
are inherently more trustworthy
than others but because their repu
tation and ultimately their liveli
hood depends on professional integ
rity and expertise.

Benston's theory becomes espe
cially powerful when applied to the
case of dishonest corporations (those
that deliberately try to deceive
investors). First, we must consider
whether the SEC is effective in pre
venting the dissemination of false
information. Benston points out that
financial statements have proven to
be inefficient vehicles for cheating
investors. Accounting data presents
a history of past events, yet poten
tial investors are forward looking;
that is, they seek information that
helps them assess the present value
offuture cash flows. Therefore, crooks
are more likely to mislead investors
by floating rumors and spreading tips
than by issuing fraudulent financial
statements. Next, we should ask if
crooks are capable of deceiving
investors. The problem here is that
those who use financial statements
to defraud investors must either bribe
the independent CPAs or do without
their services. Either prospect is not
conducive to a successful fraud.

Great Britain continues to rely on
a corporate disclosure system that is

privately run. Although Britain has
laws that govern disclosure by com
panies most of the functions per
formed by the SEC in this country
are performed by the London Stock
Exchange, which is not an agency of
government. Unlike American se
curities regulation, British laws are
self-contained and allow very lim
ited discretionary power for govern
ment administrators. The result is a
system that is not only less cumber
some, less costly and more flexible,
but also has fewer frauds, propor
tionately, than our own capital mar
kets. Clearly, a cost-effective mar
ket alternative can and does exist.

Prerequisite No.4: There is a
cost-effective regulatory remedy.

According to supporters of gov
ernment-mandated disclosure, the
more investors know about a corpo
ration, the better their investment
decisions will be. As more informa
tion becomes publicly disseminated,
stock prices approach the underly
ing value of the securities being
traded. In other words, stocks be
come fairly priced. Disclosure, it is
argued, increases the fairness of
capital markets and renders the task
of price manipulation more difficult.

The problem with this line of rea
soning is that those who apply it
nearly always ignore the fact that
information costs money to produce.
In a free market, corporate disclo
sure is governed by the same prin-
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ciples that govern resource alloca
tions elsewhere in the economy.
Resources would flow into corporate
disclosure activity until the cost of
additional resources exceeded the
perceived benefits. When the SEC
requires more disclosure than there
would be in a free market, corpora
tions are forced to devote more re
sources than efficiency demands.

Do the perceived social benefits of
efficiency and fairness allegedly
caused by mandatory disclosure ex
ceed the costs? This is a difficult
question to answer but, unfortu
nately, SEC supporters have rarely
even tried. Even friendly critics of
the commission frequently take it to
task for its reluctance to perform any
sort of cost-benefit analysis on pro
posed regulations.

George Benston has addressed the
issue of whether there are some ob
servable benefits from government
regulation of corporate disclosure
practices. The essence of Benston's
position is that required disclosure
has not led to an increase in the ef
ficiency of capital markets.5 Since
competitive markets are already ef
ficient, required disclosure adds
nothing and because it costs money,
we would be better off without it.
His analysis is based on the idea that
disclosed information should be per
ceived as valuable by market partic
ipants. Benston's methodology,
therefore, is designed to determine
whether disclosure leads to observ-

able and significant changes in stock
prices. Based on observations of dis
closure practices and stock price
movements, he concludes that gov
ernment-mandated disclosure does
not have an economically significant
impact.

Another issue we should consider
is the effectiveness of government
regulation on the trading of insid
ers. A study conducted in 1974 ex
amined changes in trading volume
and profitability of insider trading
after each of three important legal
decisions rendered in the 1960s.6 Be
cause significant change in the
properties of insider trading was not
observed following any of these de
cisions, the author concluded that
regulation had no apparent effect. In
other words, taxpayers were paying
for a service with no apparent eq
uity or efficiency benefits.

A recent estimate of the costs of
SEC-required disclosure to corpora
tions, deliberately biased on the
conservative side, puts the cost of
conforming with periodic reporting
requirements at $213 million in
1975.7 The cost of new issues disclo
sure was placed at $192 million.
These figures have not been ad
justed for subsequent inflation or the
cost of additional requirements, but
1983 costs are likely to be well in
excess of $1 billion. This evidence is
lost on those advocates of govern
ment regulation who seemingly view
information as a costless good.
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The SEC imposes costs on busi
ness in other ways that are virtually
impossible to quantify but are quite
real nonetheless. For example, bu
reaucratic interference in the secu
rities markets increases the time it
takes for new products to reach the
market. In some cases, potentially
profitable investment vehicles may
never reach the investor because
sellers find the time delays and costs
prohibitive. In fact, evidence has been
presented suggesting that although
SEC interference may have reduced
the risk of new stock issues, it has
also had the effect of reducing the
average return on such issues.8 In
other words, the SEC does not nec
essarily force out poorer quality is
sues, just riskier ones. For investors
who are willing to incur high risk
for the prospect of high return, their
options have been limited.

Prerequisite No.5: The pro
posed regulation should not vio
late Constitutional rights.

Roberta Karmel, in relating her
experiences as an SEC Commis
sioner (1977-1980), describes a dis
turbing trend among Commission
staffers toward a flagrant disrespect
for the rights of business people.9

Harold Williams, SEC Chairman
under President Carter, is charged
with attempting to guide the SEC
toward ever greater control over
publicly held corporations and pro
moting an anti-business atmo-

sphere. Williams pursued certain
policies not to secure investor inter
ests but rather to promote his ideas
about corporate governance. Inves
tor protection became a facade be
hind which Williams and his follow
ers justified their notions of proper
public policy (namely an expanding
role for government in the securities
markets). Although Karmel still be
lieves that the potential for corpo
rate wrongdoing is a problem wor
thy of SEC attention, clearly the lack
of government accountability is far
worse.

An even more disturbing report
exposes the SEC's suppression of first
amendment rights through its reg
ulatory supervision of investment
advisors.1o Emboldened with powers
allegedly bestowed by the Invest
ment Advisors Act of 1940, the
Commission has seen fit to censor
certain investment advisory publi
cations and, in some cases, even pro
hibit publication altogether. This
grievous attack on freedom of speech
and press continues.

Prerequisite No.6: The burden
of proof should be placed on the
advocates of regulation.

Determining the effects of any
regulation is a difficult and often
frustrating experience. George Ben
ston and other critics of securities
regulation have not "proven" that the
SEC has failed to provide any bene
fits to investors. They do show us,
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however, a preponderance of evi
dence suggesting that the presence
of such benefits has not been proven
either. And in a country where peo
ple value the protections afforded by
limited government, the burden of
proof should lie squarely on those
who support government regulation
of the securities markets. Such proof
was not required when securities
regulation was first debated in the
Senate hearings of1933, and has yet
to be required by those who set gov
ernment policy.

So Why the SEC?

As we have just seen, when sub
jected to the stringent standards
listed at the beginning of this arti
cle' the supporters of securities reg
ulation have much to answer for.
Why then are we still subjected to
these burdensome securities laws?
The answer lies partly in the self
interest of various constituencies
which are affected by the laws. The
most obvious of these constituencies
are the staffers and commissioners
of the SEC who possess considerable
discretionary power, not to mention
their impressive government sala
ries. Also securities lawyers and
certified public accountants owe
much of their livelihood to the SEC.
Contrary to what we may think, the
SEC is not a thorn in their side, for
many of these professionals have
made fortunes off the agency by
helping their clients cope with the

burden of regulatory requirements.
Security analysts and portfolio
managers also benefit from govern
ment-mandated disclosure. They
need financial information in order
to do their jobs and the more infor
mation they can get the better. And
since they do not have to pay for the
information, quite naturally they are
at the forefront of demands for even
greater disclosure.

One intriguing theory suggests
that the securities laws were passed
because Congressmen were anxious
to appear as having addressed the
problem of stock market abuses. 11

Since stock fraud and inadequate
disclosure were perceived as impor
tant causes of the 1929 Crash, anti
fraud legislation and government
mandated disclosure were perceived
as the solution. According to this
theory, the SEC's budget is still de
termined by politicians concerned
more with appearance than sub
stance. This attitude is reflected in
the actions of the SEC and helps to
explain the near total absence ofcost
benefit analysis.

Since there is no such thing as a
free lunch, who pays for this legis
lation? Not suprisingly, taxpayers
(who fund the SEC's operations) and
shareholders (who ultimately bear
the cost in reduced corporate prof
its).

But if the rest of us are forced to
bear these costs, why do we allow it
to continue? One reason is that
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investors have been deluded into be
lieving that confidence in our finan
cial markets would be undermined
without regulation. But another
more subtle reason has to do with
the per capita costs and benefits of
the regulations. Because SEC em
ployees, securities lawyers, CPAs,
and security analysts have much
more at stake in these laws on a per
capita basis, they are more inclined
to go to the trouble and expense of
preserving their domain. The rest of
us foot the bill but the per capita
charges are not perceived as large
enough to merit an effort at repeal.

Conclusion

We should not view the current
debate over securities regulation as
simply a contest between private
capital and public interest as most
lawmakers are inclined to do. After
all, government policy makers are
themselves private individuals with
their own self-interests to pursue.
The question is really one of which
group of private decision-makers will
determine how capital resources are
allocated in the American economy.
A system which allows investors ap
plying the time-honored tradition of
caveat emptor to make their own
choices is far superior to a system in
which government administrators,
insulated from the risks and re
wards of the marketplace, decide
what investment opportunities. can
be made available. When investors

are allowed to make their own
choices, unconstrained by govern
ment control, they are the ultimate
authority. I
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Morgan O. Reynolds

HOW TO
REDUCE
CRIME

CRIME remains a silent contender for
the number 1 domestic ill. It won't
go away. Criminal experts are prone
to explain this by saying that crime
is "intractable," that there is little
we can do. This claim is false. Crime
is complex, to be sure, because it in
volves factors beyond law enforce
ment such as the strength of the
family, neighborhoods, schools, and
churches. But crime is simple in the
sense that government officials can
reduce crime by doing their job,
namely, by making crime too un
profitable to practice.

No added resources are needed by
the criminal justice system in order
to accomplish this. Government finds
it easy enough to spend money, but
difficult to spend it productively. Be-
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tween 1960 and 1982, for example,
the number of serious crimes known
to the police jumped from 3.3 million
to 12.8 million, while government
spending on police, courts, and cor
rections was doubling as a share of
GNP, rising to one per cent of total
output. Furthermore, victimization
surveys show that only about one
third of crimes are reported to the
police.

The key to making our cities less
dangerous is to change the rules of
the game. We must reduce the enor
mous daily waste of time and effort
that makes it so expensive to arrest,
convict, and punish the guilty.1 While
the machinery of government and its
bureaucrats is always plagued by
weak accountability and ineffi
ciency, the law enforcement prob
lem has increased dramatically over
the last twenty years. Since 1961 the
criminal justice system has been
transformed from a law enforcement
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system into a thicket of criminal
rights and make-work projects for
nearly 2 million lawyers, judges, so
cial workers, psychologists, crimi
nologists, prison officials, and other
bureaucrats. More people now
produce less justice.

The quadrupling ofcrime over the
past twenty years is due to a top
down revolution, as all revolutions
in public policy are. Friedrich von
Hayek points out that political opin
ion over the long run is determined
by the active intellectuals. That is
why in every country that has moved
toward socialism, there was a long
preceding phase during which so
cialist ideas governed the thinking
of most intellectuals. Expanded
rights for. criminal defendants, so
ciological theories of crime, theories
of rehabilitation, and dubious legal
processes have followed the same
path.

The Short Run:
Rebuilding External Constraints

Suppose that we had a carte
blanche on crime policy and a man
date to reduce crime. What changes
would be prudent and effective? I do
not claim that my recommendations
are feasible in short-run political
terms, only that they are sound ways
to reduce crime. The basic short-run
strategy is to raise the criminal's
chances of arrest and conviction and
increase the effectiveness of punish
ment, all without added burden on

the taxpayer. This is far from impos
sible, provided these five recommen
dations were followed:

1. Avoid worsening the problem
through increased community "re
habilitation" and other "therapeu
tic" treatments instead of prison
terms.

2. Repeal the laws which make the
crime problem worse than neces
sary, such as drug laws, gun control
laws, rules restricting the use of
prison labor, and those granting
coercive privileges to organized la
bor.

3. Revise the exclusionary rules,
suppression of evidence, inordinate
delays, technical reversals, instabil
ity in criminal procedures, bias in
favor of criminal defendants, and
disregard for the rule of law by Su
preme Court majorities.

4. Make greater use of private in
centives and private contractors for
police, prosecution, and corrections
work, so that the taxpayers get more
for their money.

5. Make sentencing fit the crime,
not the criminal: Punishment should
be usual, even-handed, determinate,
prompt, shorter, more severe (though
not cruel) and served in full.

The cardinal rule for any physi
cian is "First, do no harm," and rec
ommendations 1 and 2 reflect this
philosophy. The likely prospect is
that things will get worse before they
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get better because criminal policies
are still dominated by unsound ideas
and unsound advisers. Legislatures
are losing their earlier resolve and
bowing to public pressure over the
last few years. The people selling
therapy for criminals are succeeding
once again based on the argument
that prisons are crowded and there
is no sense in spending more money
on failed policies. The legislature in
Texas recently accepted this idea,
pulling up short just as more plen
tiful and longer prison terms were
beginning to make a dent -m-crime
rates. So the first order of business
is to fend off more of the same poli
cies which caused the crime epi
demic in the first place.

Perhaps the most controversial
recommendation is to repeal the
criminal drug laws (and laws against
other victimless crime), cases in
which the cure is worse than the dis
ease. Over 20 per cent of criminal
arrests are for drug violations and
these clog up the courts, preoccupy
police resources, sustain the infras
tructure of organized crime, raise the
price of opiates so that as much as
30 per cent more street crime occurs,
promote corruption, and have failed
miserably in every respect. Simi
1arly' gun laws are misguided at
tempts to control crime "on the
cheap" which never have worked and
cannot work in America. They are
counterproductive and reduce citi
zen protection.2 The numerous re-

strictions on the use of prison labor
have reduced the output of the econ
omy, raised the prison bill for tax
payers, and denied prisoners wider
employment opportunities.3 Even the
prospects of rehabilitation have been
harmed by these protectionist mea
sures. Another labor policy adding
to the crime problem is the tacit right
of labor unions to use "the weapons
of labor" in order to create artificial
scarcities of labor via violence and
threat of violence. The special priv
ileges of labor unions, both by stat
ute and common law, should be re
voked. Not only would this directly
reduce violence, it would also reduce
the close association between orga
nized crime and organized labor.4

In addition to discontinuing some
things, the public sector should do
some things that presently are not
being done. The most important step
is to rebalance our biased criminal
procedures. It is no exaggeration to
say that the Warren Court has the
blood of thousands of crime victims
on its hands. Without the ability to
convict the guilty promptly and con
clusively in fair if less-than-ideal
procedures, nothing can substan
tially reduce crime. With all of the
privileges granted to the accused in
today's courts, we are fortunate to
have as little crime as we have.5

The techniques of the .market
place can improve the productivity
of the public sector. Police depart
ments, for example, should be at least



1984 HOW TO REDUCE CRIME 171

partially rewarded on the basis of
gains in reducing crime rates. The
crime data should be checked by in
dependent auditors. Private secu
rity agencies should be allowed to
bid for contracts to supply police ser
vices where it is legally feasible.
Based on experience, these mea
sures can emerge on a piecemeal ba
sis around the country, learning as
we gO.6 Similarly, private incentives
and contractors can be more widely
used in prosecution and corrections.
When the duty of protecting a citi
zen from criminal harm is left solely
to government, there are times due
to neglect, malice, or political in
trigue that prosecutors fail to act on
behalf of the victim. If criminal law
were amended to allow wider pri
vate rights of enforcement in the
courts, then the citizen can protect
himself if the government does not,
and enforcement will be much more
energetic. Prisoners should have
more productive opportunities, with
the profit motive allowed wider scope
on both the demand and supply sides
of the highly restricted market for
prison labor services and in prison
made products. The ingenuity of the
marketplace and competition should
be harnessed to serve the cause of
crime reduction.

Recommendation 5 is to change
sentencing policies. We should elim
inate false advertising: make sen
tences shorter but served in full.
Sentences should fit the crime, not

the criminal. The present philoso
phy about the appropriate proce
dures for determination of guilt and
assignment of punishment basically
should be reversed. Evidence about
the accused's criminal background,
for example, should be allowed in
weighing the probability of guilt or
innocence, but should be ignored for
sentencing. We do it for traffic fines
or tax evasion and should do it for
criminal offenses as well. Perhaps
juveniles should receive special con
sideration but punishment basically
should fit the act, not the age nor the
criminal record of the guilty party.
One of the tragedies of the current
arrangement is that juveniles ini
tially receive tender-loving-care at
the hands of the criminal system and
are almost seduced into a criminal
life. Not taking the system seri
ously, some of them end up serving
long sentences as habitual criminals
for crimes so old that nobody can re
member them.

Severity ofpunishment can be hu
manely increased through greater
use of solitary confinement. This
serves the cause of justice because
anti-social individuals and criminal
bands destroy social cooperation, so
let them bear the logical results of
their actions. The English penal
system used this technique with
great success in days gone by, and
their abandonment of the procedure
has been a factor in the British crime
epidemic. Solitary confinement also
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has the virtue of decreasing school
ing in criminal skills and criminal
contacts. Prisoners also should work,
but I favor the carrot of productive,
remunerative employment opportu
nities rather than the stick ofbreak
ing rocks all day.

And what about the death pen
alty? I personally favor its reinsti
tution to administer just deserts for
the absolutely worst crimes. Life
imprisonment in an era of color TV
and coed prisons cannot do justice
for the acts of a Richard Speck. We
terminate vicious animals, and ifwe
believe that society is worth protect
ing we should be willing to execute
the vicious killers that spring up
among humans. Our present unwill
ingness to execute the most gro
tesque evildoers speaks loudly to
criminals about our society and its
ideological climate.7 As Friedrich
Nietzsche said, "There is a point in
the history of society when it be
comes so pathologically soft and
tender that among other things it
sides even with those who harm it,
criminals, and does this quite seri
ously and honestly."8

The Long Run:
Rebuilding Internal Constraints

The rise of crime has not been an
isolated social phenomenon. For in
stance, there is a striking parallel
with the demise of discipline in the
schools. Why? The basic reason is
that a large, influential segment of

public opinion came to believe that
students should not be punished
made unhappy, reprimanded,
scorned-for doing things that are
wrong. As a substitute we ended up
with "special counseling programs"
and other non-answers. Those op
posed to punishment share Rous
seau's view of man, feeling that so
cial constraints inhibit healthy
human development, that people are
born friendly and considerate. Pro
punishers believe that man is a mix
ture of good and bad, but that our
basic instinct is to look out for num
ber one·and trample anyone who gets
in the way of what we want. Under
the weight of painful experience, our
schools may be shifting away from
Rousseau's views, but it can only be
effective if adults are willing to face
up to things, to show some back
bone. Without serious steps to re
strain the law-breaking minority, of
course, the reversion to savagery is
never far away.

The breakdown of the personal
qualities of self-restraint, honesty,
integrity, foresight, self-reliance, and
consideration for others is indissol
ubly linked with the welfare state.
For what is the redistributive state
but a glorification of envy? There is
an irreconcilable conflict between the
rule of law, which depends on lim
ited government, and the welfare
state, which depends on a limitless
government. As government has
passed more and more laws and reg-
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ulations, individual liberty has
shrunk and disorder has grown. The
rule of man has been substituted for
the rule of law.

Crime and the Welfare State

The welfare state does not respect
private property. It takes from the
politically uninfluential and gives to
the politically influential. Redistri
bution by government is not called
stealing, though the same act is if
performed by a private individual
rather than a government official.
Neither shoplifters nor more serious
criminals think of themselves as
stealing; they say that they just
"take" things. In away, they are
right because crime and most ofwhat
takes place under the heading of
politics amount to the same thing.

Changing the incentives faced by
criminals is relatively easy from a
technical point of view. Just make
punishment swift, sure, and severe.
It requires a firm b'Ut limited gov
ernment. But if government is to re
store the rule of law and protect pri
vate property, government itself
must abide by the law. And this is
not consistent with the welfare state.

Collectivists like to say that a war
on poverty is also a war on crime. I
agree with this statement but not in
the sense that collectivists mean it.
Collectivists mean more coerced re
distribution, generous welfare ben
efits, more social workers and bu
reaucrats. The consequences of these

programs have been family dissolu
tion, illegitimacy, mass unemploy
ment, demoralization, and non-ex
istent work skills. Redistribution
perpetuates poverty, intensifies it,
and therefore increases crime. The
real war on poverty occurs daily in
the marketplace. Capitalism, entre
preneurship, commerce, and the cre
ation of new wealth is the real war
on poverty. Capitalism encourages
independence, self-reliance, honest
dealing, expanded employment op
portunities, and therefore less crime.9

New job opportunities in the pri
vate sector reduce the relative at
tractiveness of crime and do not call
for more government training and
welfare programs. They demand less
welfarism. Government should get
out of the way and allow the mar
ketplace to create more opportuni
ties and wealth. Many factors influ
ence the labor market conditions that
potential criminals confront. For ex
ample, federal minimum wage laws
and union wage rates prevent many
young people, whose services are not
worth $3.35 or more per hour, from
finding legitimate work. Stealing
then is more attractive because they
cannot find occasional jobs to pick
up spending money. They also fail
to acquire the skills, like basic relia
bility, that would allow them to raise
their value in the marketplace. Many
other policies adversely affect crime
rates, including monetary and fiscal
policies. The graduated tax rates, for
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example, used to finance destructive
social programs retard economic
growth and employment opportuni
ties.

Robbery and tyranny by the state
is a reflection of the general break
down of moral law, as it was in an
cient Rome, when people had lost all
respect for the sanctity of private
property. If the lights go out in any
major American city, many thou
sands of people will go on a crime
spree, as they did in New York City
in the blackout of 1977. The intel
lectuals have spent decades telling
people that they are underdogs in an
unjust and decaying society, and that
violating the laws against theft or
rape is a form of social protest, a form
of higher morality.

The long run problem of produc
ing more considerate people means
greater reliance on the private mar
ket and less on government. It is no
surprise that a decline in criminal
behavior occurred with the growth
of capitalism, and that greater crim
inality has been associated with the
rise of the welfare state and social
ism. Reviving internal constraints
means gradually reversing the
growth of Leviathan. If we are to
solve the problem of crime, as with
other ills of the welfare state, we
must work toward a society where
economic and social policies are de
termined by free markets, not cen
tralized coercion.

The underlying problem is to
change the intellectual climate in
this country toward liberty and jus
tice and away from collectivism and
injustice. No one can avoid this in
tellectual battle in our politicized era.
The purpose of the criminal justice
system must become the pursuit of
justice once again. ®
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Dennis Bechara

UNIONS AND
GOVERNMENT
EMPLOYMENT

SEPTEMBER 9, 1919 was a date that
altered government employment and
the duties associated with it. For this
was the time the Boston police force
went on strike, causing an alarming
state of violence, riots and looting
previously unheard of in the coun
try. The Boston police strike marked
the beginning of a long and pro
tracted struggle aimed at the union
ization of government employees.

The strike at that time was doomed
to failure, for public opinion was
against it. The policemen who par
ticipated in the strike were dis
charged, with public approval. When
Samuel Gompers, head of the Amer
ican Federation of Labor which had
called the strike, petitioned Gover
nor Calvin Coolidge to reinstate the
strikers, the Governor replied: "There
is no right to strike against the pub
lic safety by anybody, anytime, any
where." This statement enjoyed al-
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most unanimous approval, and
helped Coolidge attain national rec
ognition which ultimately cata
pulted him to the· vice-presidential
nomination in 1920.

The Boston police strike occurred
as the economy was readjusting from
the severe pressures of the First
World War. During the war, a War
Labor Board was formed by the fed
eral government, which encouraged
the organization of labor unions. This
was the first time the government
created conditions favorable for the
unionization of employees. So, it is
not surprising that as many as five
million employees were union mem
bers by early 1920.

The Boston police strike was only
one of many strikes that took place
during this time. It has been esti
mated that over 3,000 strikes oc
curred in 1919 involving approxi
mately 4 million employees. Yet, the
difference between the Boston police
strike and the others was that the
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latter were aimed at private indus
try whereas the former was directed
not only against the government but
against the entire Boston popula
tion. People instinctively knew the
unfairness of such a strike since it
touched everyone in Boston, whether
or not they wanted to be involved in
the controversy. The stark differ
ences between public and private
employment became clearer, and
people generally agreed that there
could not be such a thing as a right
to strike against the public safety.

Compulsory Union Bargaining
Began in Private Sector

In order to· understand the full
measure ofcompulsory public-sector
bargaining, it is instructive to study
the origins of private collective bar
gaining and its effects on the union
ization of employees in the private
sector. The unionizatiQn of govern
ment employees took place after the
principles ofmajority rule, exclusive
representation and collective bar
gaining were entrenched in private
labor relations.

After the abolition of the War La
bor Board when the war ended, union
membership declined from its all-

.time high of 5 million members in
1920 to 31/2 million members by 1923.
During the depths of the Great
Depression, union membership hov
ered around 31/4 million members,
and it was not until the passage of
protective Federal legislation that

union membership substantially in
creased. Under the Norris-La Guar
dia Act of 1932, the jurisdiction of
the courts to issue injunctions was
severely restricted in cases involv
ing labor disputes. Similarly, under
the National Recovery Act in 1933,
collective bargaining was encour
aged. Although this statute was later
to be found unconstitutional, its en
couragement of collective bargain
ing was enshrined in the Wagner Act
of 1935. The effect of this legislation
was substantial. The Department of
Labor has stated that:

The 2-year expansion of total union
membership brought about a rise from
less than 3 million in 1933 to 33/4 million
in 1935. In the following 2 years (the first
2 years of the Wagner Act), membership
almost doubled, advancing to 71/4 mil
lion. The largest gains during the latter
period were made in the automobile,
rubber, and aluminum industries, in
which workers were organized on an in
dustrial basis. Many of the older organi
zations, including such unions as the In
ternational Ladies' Garment Workers'
Union, the International Association of
Machinists, and the International Broth
erhood of Teamsters, Chauffeurs, Ware
housemen and Helpers, also registered
substantial membership increases. The
extent of these gains is even more im
pressive when it is realized that the total
labor force increased only 2 percent be
tween 1935 and 1937, and that nonagri
cultural employment, the main source of
union membership, increased less than
15 percent.1
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Union membership continued to
increase during World War II and
peaked in 1953, when 25.5 percent
of the private sector work force was
unionized. Membership decreased
thereafter to approximately 16.2
percent by 1978.2 It is not surprising
that although recent labor leader
pressures have failed to amend the
National Labor Relations Act, other
efforts aimed at the same goal of in
creasing unionization of employees
have met with startling success.

President Kennedy signed Execu
tive Order 10988 on January 19,1962
whereby collective bargaining was
recognized as a right of certain Fed
eral employees. Although the terms
of the Executive Order prohibited
strikes and mandated that all
agreements entered into must meet
civil service regulations, the stage
was set for further inroads. As one
commentator put it: "Kennedy's Ex
ecutive Order triggered a series of
bargaining laws in states with sub
stantial private sector unionism like
Michigan, New York, Washington,
and Pennsylvania. Only a dozen state
governments, mostly in the South
and West, do not have some kind of
mandatory bargaining law to pro
mote public employee unions to
day."3

The situation in the federal gov
ernment has been substantially al
tered by the passage of the Civil
Service Reform Act of 1978 which
enshrined the principle of compul-

sory collective bargaining for most
Federal employees.

Membership in public-employee
unions has soared during the twenty
year period between 1960 and 1980.
By 1960 eleven percent of govern
ment employees were unionized,
whereas by 1980 the figure had in
creased to 50 percent of a total of
over 15 million government employ
ees.4

The recent surge in the unioniza
tion of government employees is in
marked contrast to the decline in the
unionization of the private sector.
With government employment be
coming more significant in the econ
omy, it is essential that we under
stand how this differs from
employment in private industry.

Market Guidelines

Perhaps the most salient distinc
tion between the private sector and
the government is the fact that pri
vate enterprise is guided in its be
havior by the market and especially
by the demand for its services. Busi
nesses base their decisions on the
market price for goods and services,
and the consumer ultimately has the
power to decide whether or not to
purchase the items offered. There is
always the incentive to be efficient
in the provision of goods and ser
vices since real or potential compet
itors may offer a better price.

Government, on the other hand,
has no such guidelines. Revenues are
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based on the taxes collected from the
population. Efficiency in the provi
sion of goods and services has no ef
fect on revenues. Nor is there dan
ger of losing the market to the
private sector because in most in
stances competition is forbidden. The
Postal Service, for example, has a
monopoly in the delivery of first class
mail. Regardless of the efficiency of
the Postal Service, there is no dan
ger that a private entity will offer
alternative modes of delivering such
mail. Even where competition is not
forbidden, it is impractical in many
cases because the government has
the power to tax and may offer its
services at below-cost prices. Public
schools, for instance, have the ad
vantage that no direct charges are
imposed on the users of their ser
vices, whereas those who attend pri
vate schools not only have to pay for
the private schooling but must sus
tain the public school system as well.

Since there is no incentive to
economize or lower costs, and since
there is no possibility of effective
competition, government has con
siderable leeway in the assignment
of priorities to provide goods and
services. And since there is no mar
ket price for government services, its
actions are in a sense arbitrary.
Ludwig von Mises elaborated this
point:

A police department has the job of pro
tecting a defense plant against sabotage.
It assigns thirty patrolmen to this duty.

The responsible commissioner does not
need the advice of an efficiency expert in
order to discover that he could save money
by reducing the guard to only twenty men.
But the question is: Does this economy
outweigh the increase in risk? There are
serious things at stake: national defense,
the morale of the armed forces and of ci
vilians' repercussions in the field of for
eign affairs, the lives of many upright
workers. All these valuable things can
not be assessed in terms of money.5

These facts tend to complicate the
employer-employee relationship in
the public sector. There are no objec
tive standards by which to judge and
reward the productivity of govern
ment employees. In a private enter
prise, the profit and loss system pro
vides an objective framework upon
which to judge the contribution made
by each employee. It is true that ar
bitrary actions on the part of the
employer may take place in the pri
vate sector. It is conceivable that an
employer may act rashly and may in
fact discharge his most efficient em
ployees, retaining the least produc
tive. But ifhe acts in such a fashion,
he will do so at his peril.

Non-economic Factors

The public employer, lacking a
market method of judging his em
ployees, turns to other non-economic
considerations. At one time partisan
politics played the most important
role in the employment of govern
ment employees. The spoils system
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became so much a part of political
reality that it took President James
A. Garfield's assassination in 1883
by a disappointed office seeker to
initiate the enactment of the first
civil service law. This statute, known
as the Pendleton Act of 1883, "cre
ated a Civil Service Commission to
administer a new set of rules which
required appointments to be made
as a result of competitive examina
tions and prohibited assessments on
office-holders for political purposes.
By law these new rules were applied
only to some 14,000 positions, about
12 per cent of the total, but the Pres
ident was empowered to extend them
at his discretion. At the turn of the
century there were not far from
100,000 in the classified civil ser
vice; at the end of Theodore Roose
velt's administration the number had
more than doubled, and when Wil
son left the White House it had in
creased to almost half a million. At
the same time most states were
passing civil service laws."6

The situation has changed even
more dramatically; the Supreme
Court has held that patronage dis
missal from government employ
ment violates the U.S. Constitution.
The Court stated in Elrod v. Burns,7
that patronage dismissals could only
be justified in policymaking posi
tions so as to guarantee that the pol
icies which the electorate has man
dated may be implemented. In yet
another case, Branti v. Finkel, the

Court indicated that patronage dis
missals may only be justified if "the
hiring authority can demonstrate
that party affiliation is an appropri
ate requirement for the effective
performance of the public office in
volved."8 It may reasonably be said
that the spoils system is no longer
an important factor in the employ
ment relationship in the govern
ment. However, this does not alter
the fact that the public employer has
no objective measure by which to
judge the efficiency and productivity
of his employees. Even in those gov
ernment agencies where there is a
provision of services for which there
is a market price (like railroads and
the provision of electric power), the
agency is operated with other than
a profit motive and thus lacks an ob
jective standard.

The Power to Abuse
There is no question that govern

ment employees have the constitu
tional right to form and join unions.
This is a part of the freedom of as
sociation guaranteed by the Consti
tution, and is as it should be in a
free society. However, to extrapolate
from that right of association a con
comitant right to engage in collec
tive bargaining is a quantum leap.

The theory of collective bargain
ing, which is embodied in our na
tional labor policy, confers upon
unions the exclusive right to engage
in bargaining with an employer over



180 THE FREEMAN March

the terms and conditions of employ
ment, in behalf of certain employ
ees. This exclusive right is in itself
a very broad delegation of power, as
each individual employee corre
spondingly loses his right to deal with
his employer over those terms and
conditions. The union that enjoys this
exclusive right to engage in collec
tive bargaining has the economic self
interest to raise the wages and other
conditions of employment of those
employees it represents at the ex
pense of the rest of the work force.
Such collective bargaining has had
various effects. Some companies have
not been able to compete as a result
of the high wages exacted by the
unions they must bargain with.
Others have not been able to hire as
many employees as they would have
preferred. When we take these ef
fects of collective bargaining, not to
mention the consequences of pro
longed strikes, it becomes obvious
that unions in government will tend
to exert an inordinate amount of
power over the budgetary decisions
of the government. As Sylvester Pe
tro pointed out:

So long as taxpayers remain a diffuse,
unconcentrated group, while public-sec
tor unions enjoy the compact political
power derived from the laws granting
them the privileges ofexclusive bargain
ing statutes and of compulsory collective
bargaining, the taxpayers must fight a
losing battle.9

Although it is difficult to estimate

the actual income generated by pub
lic-employee unions, an expert re
cently estimated that $750 million a
year is a conservative figure. 10

Clearly, public-employee unions have
an acute interest in promoting com
pulsory public sector bargaining.

Essential Differences

Among the many other differ
ences between the government and
private employers is the economic
advantage enjoyed by the govern
ment. Taxpayers must subsidize the
government's expenditures regard
less of their demand for the services
offered. As previously noted, the
possibilities of private competition
are curtailed. All of these factors en
hance the entrenched power of pub
lic-employee unions. Besides, since
government is usually the only sup
plier of many services, a strike,
however short its duration, can in
flict tremendous damage to the pop
ulation. This in turn causes the pol
iticians to yield to exorbitant union
demands so as to lessen the public
outcry caused by the strike.

The politicians responsible for
maintaining labor peace in the gov
ernment must reconcile two conflict
ing demands. On the one hand they
must pacify the concerted efforts of
public-employee unions to raise la
bor costs while on the other hand
they must stem any outcry that may
surface on the part of the population
at large to avoid profligate spend-
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ing. This effort at reconciling these
opposing demands is usually re
solved in terms favorable to the pub
lic-employee unions since these or
ganizations have formidable lobbying
power. Public employees have an
economic interest in voting for can
didates who will be more generous
in settlements with public-employee
unions. It is not surprising that
"public employees participate in
elections at substantially higher
rates than the general citizenry does,
thereby forming a more potent vot
ing bloc than their share of the work
force might suggest."ll

A Political Process

The easiest way for politicians to
reconcile the conflict between the
general taxpayers' clamor to reduce
spending and the strong pressures
exerted by public employee unions
has been to grant many of the bene
fits demanded as long as they are to
be financed over the long term. There
is no short-term need to raise taxes,
and both the unions and the taxpay
ers are satisfied. This development
is similar to the so-called "uncon
trollable" items in the Federal bud
get where benefit increases have been
mandated over a number of years.
Since the legislation took place in
the past, no politician needs to suf
fer the consequences of being sin
gled out as responsible for the in
crease in spending.

Public-sector bargaining is part

and parcel of the political process
since its outcome directly influences
the budgetary decisions of the gov
ernment. This becomes even more
acute whenever a strike takes place:
"A strike designed to get for the
strikers more than the legislative
appropriation calls for is thus a po
litical act, not an economic one; its
purpose is to supplant the budgetary
decisions produced by the political
processes of representative govern
ment with a form of action which
can only be called an act of political
aggression or extortion."12

Although most public-employee
collective bargaining statutes con
tain prohibitions against strikes,
government officials have become
reluctant to impose any sanctions on
the strikers. In 1980 there were 536
work stoppages involving 224,000
government employees.13 It seems
safe to assume that the reason few
sanctions have been taken has been
due to the powerful political influ
ence enjoyed by public-employee
unions. Yet, one must consider that
during the 1981 Professional Air
Traffic Controllers Organization
strike the government took an un
usually strong stand and proceeded
to discharge all those strikers who
refused to return to work. This se
verely strong action was politically
acceptable and shattered the myth
that it is impossible for a govern
ment official to deal effectively with
the issue of strikes in the public sec-
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tor. But the issue posed by public
employee unions goes beyond
whether or not public employees
should have the right to go on strike.
The question that should be ad
dressed is whether or not compul
sory collective bargaining should be
the guiding principle for labor rela
tions in the public sector.

The clear differences that exist
between a private and a public em
ployer demonstrate the vulnerabil
ity of both the government and the
taxpayers to the pressures exerted
by public-employer unions. Compul
sory public-sector collective bar
gaining will increase government
spending inordinately with the con
sequent adverse effects on the budg
etary and policy-making process. It
should be remembered that the costs
of collective bargaining include all
the disputes that may arise during
the term of the collective bargaining
agreement. Clearly, collective bar
gaining in the public sector is not
the most appropriate mechanism to
handle labor relations in govern
ment.

Mandatory Arbitration

There are some who share a neg
ative opinion about compulsory pub
lic-sector bargaining but feel that the
ideal solution is to refer all disputes
to compulsory arbitration. In this
fashion, it is argued, arbitrators will
decide the fairness of the union de
mands as well as the reasonableness

of the employers' position. Yet, this
argument overlooks an important
consideration. By empowering inde
pendent arbitrators to impose con
tract settlements mandating new
terms and conditions of employ
ment, the people at large will have
given up their capacity to hold any
one accountable for the particular
settlements. Instead of bringing
about a solution to the problems
posed by the public sector bargain
ing, mandatory arbitration will only
aggravate them.

If the government were to change
its policies and refuse to engage in
collective bargaining, would this
open the door for arbitrary treat
ment ofgovernment employees? The
fact is that government employees
have rights protected by the Consti
tution which are not open to em
ployees in the private sector. We have
already seen that the spoils system
has been effectively curtailed as a
result of recent Supreme Court de
cisions. In addition to this, the Su
preme Court in Perry v. Sinderman14

granted public employees who face
dismissal the right to a hearing so
that they may establish whether or
not they had a "property interest" in
their jobs.

The instances in which public em
ployees have been dismissed are
minimal. In 1978, for example, "only
300 of 2.8 million federal employees
reportedly were dismissed or termi
nated for incompetence."15 In addi-
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tion, public employees may not be
disciplined for their exercise of First
Amendment rights. As all of this re
veals, government employees enjoy
certain rights that guarantee that
they will not be subjected to arbi
trary actions on the part of their em
ployer. In addition, of course, public
employees enjoy economic security
since the government does not run
the risk of going out of business. All
in all, government employees enjoy
greater job security than do employ
ees in the private sector.

Government should rededicate it
self to the purposes of the original
civil service statutes. A pay scale
cognizant of the realities of the mar
ket, along with the constitutional and
statutory protections afforded public
employees, assure them fair treat
ment without subjecting the govern
ment to the shackles of public-em
ployee union pressures. If we
continue to pursue the policies of
compulsory public-sector bargain
ing, we will lose further control over
the behavior of the government and
its spending decisions. As Sylvester
Petro has said:

Compulsory public sector bargaining
dilutes governmental sovereignty by
transferring the loyalties of public em
ployees from their government employ
ers to their union. It dilutes popular sov
ereignty by pitting public employees as
a group against taxpayers as a group. In-

stead of serving taxpayers, government
employees and their unions extort from
them. 16

It is in our power to change those
policies which have brought forth
compulsory public-sector bargain
ing; if we do not, the events of Sep
tember 9,1919 may no longer be in
cidents of the past. ,
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A REVIEWER'S NOTEBOOK

CHARACTER

LEONARD READ once made the pre
scient remark that, now that we had
succeeded in separating church and
state, the next big battle would be to
separate state and school.

With the hold that compulsory
public education has on this country,
the struggle suggested by Leonard
Read has hardly begun. Even the most
independent private schools have to
go to government for accreditation.
Sometimes they can't even get that:
ministers in Nebraska are jailed for
starting church schools in competi
tion with the public school system.
The Amish, who persist in their at
tempts to teach their own children,
are persecuted and hauled into court.
But, with the big decline in the so
called SAT scores in the past few
years, public dissatisfaction with our
government-run school system is un
deniably mounting.

Since, after a century and more of
indoctrination by the followers of

184
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EDUCATION

Horace Mann, the public schools are
not going to be abandoned within
foreseeable time, there will be efforts
within the system to do something
about those bad SAT scores. Frank
Goble, who runs the Thomas Jeffer
son Research Center, thinks the an
swer to the problem is to restore the
teaching of ethics. In a book written
in collaboration with B. David Brooks,
The Case for Character Education
(Green Hill Publishers, Ottawa, Illi
nois, 168 pp., $7.95), Mr. Goble makes
an eloquent pitch for his contention
that if the schools will only add the
fourth "R" ofresponsibility to the ba
sic "Rs" of reading, 'riting and 'rith
metic, the SAT scores will dramati
cally improve and classroom
vandalism will tend to disappear.

The Goble-Brooks book definitely
shows there is a correlation between
student behavior and academic
achievement. With the growth of
ethical relativism in the Seventies,
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both the verbal and mathematical test
scores began to tumble. Where the
average verbal test score was 478 in
1963, it plunged to 427 in 1979 and
424 in 1980. The 1963 average score
in mathematics had been 502; in 1979
it was 467, and in 1980 it fell off an
other point to 466.

While it is possible that the teach
ing might have become more negli
gent in the decade of the Seventies,
or that the SAT tests themselves had
become subtly more difficult, Mr. Go
ble does not have to go very far to
assemble a whole host of negative
behavior statistics, beginning with
drug use and ending with suicide and
homicide, to prove his correlation. He
quotes Health, Education and Wel
fare Secretary Califano's statement
to Congress that "schools that should
be centers of teaching and learning
... have become centers ofdanger and
violence for teachers and students."
Teen-agers spend only a fourth of
their waking hours in school-but
forty per cent of the robberies they
perpetrate or suffer and thirty-six per
cent of the assaults on teen-agers oc
cur in the classrooms or school hall
ways and grounds. The streets them
selves are much safer places for kids.

The Teaching of Ethics

The teaching of ethics has tended
to fade out because ethics is con
nected with religion, and the sepa
ration of church and state has been
interpreted by the courts to preclude

John Chamberlain's book re
views have been a regular fea
ture of The Freeman since 1950.
We are doubly grateful to John
and to Henry Regnery for now
making available John's autobi
ography, A ute with the Printed
Word. Copies of this remarkable
account of a man and his times
-our times-are available at
$12.95 from The Foundation for
Economic Education, Irvington
on-Hudson, New York 10533.

anything in the classroom that
smacks of religious indoctrination.
Kids can't even pray silently to
themselves for divine guidance. But
Mr. Goble defies the American Civil
Liberties Union to tell him that the
First Amendmentmeans the schools
can't teach things like responsibil
ity, citizenship and generally ap
proved codes of behavior.

"Character," says Goble, "refers to
those aspects of personality-men
tal habits, attitudes, values, per
sonal goals-that influence per
sonal behavior." A person of good
character will have persistence, tact,
self-reliance, generosity and loyalty.
Character building can be stressed
without relation to any specific reli
gion or system of government, which
means that any school can go in for
it without running into constitu
tional roadblocks.

Mr. Goble would have a hard time
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proving that character in itself can
make a person more nimble at
mathematical calculation or the
writing of good prose. Crooks can be
intelligent, and good souls can be
dumb. But it still remains true that
it is easier to learn to parse sen
tences and to do long division in
classrooms where order predomi
nates and ambition is encouraged. It
takes a genius to concentrate in a
boiler factory.

The Goble-Brooks book relies on
case histories to make the correla
tion between behavior and academic
excellence come clear. The story of
what happened in the schools of Mo
desto, California, is typical. Stress
ing the "fourth R" of responsibility,
Modesto decided in 1976 to go back
to the basics in everything. It cut
out the old habit of automatic pro
motions. Competency tests had to be
passed year by year or no diploma
would be awarded. Written student
conduct codes setting forth student
rights and responsibilities were dis
tributed to parents. The conduct
codes, with specified punishments for
infractions included, had to be signed
by the parents and returned to the
school.

The results of the Modesto pro
gram have been most impressive. It
did not wipe out vandalism, but the
work of the graffiti artists and win
dow smashers was held to a 6.9 three
year increase where other Califor
nia schools were reporting a twenty

to twenty-five per cent increase in
destructive practices each year.
Meanwhile, the Modesto reading,
writing and arithmetic scores gained
markedly in comparison to what the
other state schools were showing.

Teaching at Home

In New Hampshire two parents,
Bob and Nancy Wallace, decided not
to wait upon the improvement of the
public schools. It was not so much
the ethical standards of the schools
that bothered them; their two chil
dren, Ishmael and Vita, happened to
have special self-starting character
istics, and they would have·suffered
if bound down to the ordinary class
room pace. In an appealing book
called Better Than School (Larson
Publications, Burdett, New York, 256
pp., $11.95 paperback), Nancy Wal
lace recounts the adventures of a
happy and dedicated mother and fa
ther in educating their children at
home. They had the devil's own time
in wresting permission for a "home
school" from their local Board of Ed
ucation in New Hampshire. (Ithaca,
New York, did better by them after
they had moved to be near Cornell
University, with its needed library
and cultural facilities). But, save for
the once-a-year administration of
state tests, the Wallaces kept the
government out of their hair. The
result, apparently, has been two su
perbly educated kids-and a couple
of educated parents, too. @
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NATION, STATE, ECONOMY:
CONTRIBUTIONS TO THE
POLITICS AND HISTORY OF
OUR TIME
by Ludwig von Mises
Translated by Leland B. Yeager
(New York University Press, Washington
Square, New York, NY 10003)
231 pages. $25.00 cloth; $9.00
paperback

Reviewed by Bettina Bien Greaves

THE noted free market economist,
Ludwig von Mises, was a native of
the old Austro-Hungarian Empire.
By 1914, he was in his early thirties
and his years of compulsory military
service had been all but completed.
When World War I broke out, how
ever, he was called to duty immedi
ately. He served throughout the war,
a large portion of the time in the
cavalry on the eastern (Russian) front
where, as he lamented later, he
"could rarely find time to read a
newspaper." (Notes and Recollec
tions, p. 66). Shortly before the war
ended, Mises was transferred back
to Vienna where he had been living
previously. He was there when the
Central Powers finally collapsed.

War's end found Europe in tur
moil, hunger widespread, national
boundaries in disarray, and com
munist terrorists eager to stir up
trouble at every opportunity. As op-

portunity permitted, Mises returned
to his intellectual pursuits. One
question uppermost in the minds of
many persons at that time was what
had caused the strife that had led to
the war just ended. This book, first
published in German in 1919 and
only now translated into English,
explores the answer.

As the title indicates, Mises deals
with the concepts of "nation," "state,"
and "economy," their respective
similarities and differences. To ap
preciate the situation in post World
War I Europe, with its countless in
termingled minorities, many with
different languages, dialects, cul
tures, religions and special inter
ests, an understanding of these con
cepts is essential. Unfortunately,
little attention was paid to the ex
planations Mises presented in this
book. Longstanding international
conflicts continued to fester in spite
of the attempt to implement in Eu
rope the then-popular idea of na
tional self-determination. As a re
sult, when Hitler came along he had
only to stir these issues up again,
until in time they erupted into World
War II. Mises' message is important
to us today also, for the same issues
are at the root of current interna
tional conflicts.

Nineteenth-century Europe had
been trending toward the freedom
ideas of classical liberalism. To un
derstand the origins of German na
tionalism which led to World War I,
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therefore, it must be explained how
liberalism, always pacifist and anti
militaristic, was overthrown. "[T]he
last trace of the liberal spirit had
first to disappear from Germany and
liberalism had to become regarded
as a kind of dishonorable ideology
before the people of poets and think
ers could become a weak-willed tool
of the [imperialist] war party." (p. 3)
This was accomplished primarily
thanks to a combination of interven
tionists-(l) working class social
ists, who favored "democracy" ini
tially, and (2) the bourgeoisie,
industrialists and militarist author
itarians.

Mises contrasts the principles of
classical liberalism with those of the
interventionists. "The basic idea of
liberalism and of democracy is the
harmony of interests of all sections
of a nation and then the harmony of
interests of all nations (p. 44)....
Full freedom of movement of per
sons and goods, the most compre
hensive protection of the property
and freedom of each individual, re
moval of all state compulsion in the
school system . . . are the prerequi
sites of peaceful conditions." (p. 96)
Liberalism stood for the interna
tional division of labor, free trade and
free migration. Frictions in a truly
liberal society can usually be re
solved peacefully, through discus
sion, debate, election and voluntary
agreement.

Authoritarianism and socialism,

although nominally opposed to one
another, shared quite a few non-lib
eral, protectionist positions. Be
cause of their opposition to social
ism, many entrepreneurs and
industrialists aligned themselves
with the privileged, authoritarian,
class. And many socialists, opposed
to monarchy and a privileged nobil
ity, upheld the idea of democracy and
"fought for the right to vote, free
dom of the press, and the right to
form associations and assemblies as
long as they were not the ruling party
[but when] they came to power they
did nothing more quickly than set
these freedoms aside." (pp. 44-45).
However, both groups, authoritari
ans and socialists alike, were inter
ventionist. Both were advocates of
national self-sufficiency and protec
tionism. Both favored a status soci
ety in which certain special groups
had the power and authority to sup
press minorities. And the policies of
both led in time to militarism and
conquest. The only way to settle
controversies under an authoritar
ian or socialist regime is by resort
ing to force and authority.

Prior to World War I, Europe was
a polyglot patchwork quilt of lin
guistic and cultural communities,
each anxious for independence and
the freedom to control its destiny.
The non-liberal governments of that
day, however, could not grant this
independence or freedom to the sep
arate linguistic groups within their
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borders without relinquishing some
of their own power and authority.
Mises devotes considerable atten
tion to the role of language as the
basis of "nationality" and to the con
flicts that arise under non-liberal
regimes when different linguistic and
cultural groups are geographically
intermingled and overlapping. He
deals especially with the conflicts
among the many different language
groups located within the pre-World
War I borders of Prussia and Aus
tria-Hungary, conflicts that contrib
uted directly to the start of both
World Wars.

Under liberalism, production is
expanded as the world becomes ever
more closely linked by the wide
spread division of labor and far-flung
international trade. It is a sort of po
etic justice that the imperialistic
German government, having re
jected free market principles, had to
turn to free enterprisers during
World War I to keep their war ma
chine operating. "War," Mises wrote
in 1919, long before nuclear bombs
were even dreamed of, "has become
more fearful and destructive than
ever before because it is now waged
with all the means of the highly de
veloped technique that the free
economy has created." (p. 216) And
today, war is even more dreadful to
contemplate. It is not surprising,
therefore, that many concerned per
sons now clamor for peace. Unfortu
nately, however, most of those who

agitate for a nuclear freeze or to ban
the bomb are "socialists" or "inter
ventionists" who advocate the very
government policies that lead to do
mestic and international conflict.
"Philanthropic pacifism," Mises
wrote in 1919, "wants to abolish war
without getting at the causes of war."
(p.88)

Mises explains that the path to
lasting peace depends on adopting
the freedom philosophy of classical
liberalism.

He who has made the harmony of the
rightly understood interests of all strata
within a nation and of all nations among
each other the basis of his world view
can no longer find any rational basis for
warfare. He to whom even protective tar
iffs and occupational prohibitions appear
as measures harmful to everyone can still
less understand how one could regard war
as anything other than a destroyer and
annihilator, in short as an evil that strikes
all, victor as well as vanquished. Liberal
pacifism demands peace because it con
siders war useless.... He who wants to
prepare a lasting peace must be a free
trader and a democrat and work with de
cisiveness for the removal of all political
rule over colonies by a mother country
and fight for the full freedom of move
ment of persons and goods. . .. Liberal
ism rejects aggressive war not on phil
anthropic grounds but from the
standpoint of utility. (pp. 86-87)

The cause ofpeace would be better
served if, instead of mounting mas
sive protests and demonstrations,
concerned persons were to speak up
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for the repeal of special privileges,
subsidies, welfare programs, pro
gressive taxes, protectionist mea
sures, barriers to world trade and free
migration, and the like. Such steps
would accomplish more toward
eliminating the causes of war than
picketing at nuclear missile sites.

To those who fail to recognize that
the hope for peaceful interpersonal
relations rests on utilitarianism and
classical liberalism and who, as a
result, reproach their advocates for
considering only "the satisfaction of
material interests and neglecting the
higher goals of human striving,"
Mises has an answer:

Nothing is more absurd than this crit
icism. It is true that utilitarianism and
liberalism postulate the attainment of the
greatest possible productivity of labor as
the first and most important goal of pol
icy. But they in no way do this out of
misunderstanding of the fact that hu
man existence does not exhaust itself in
material pleasures. They strive for wel
fare and for wealth not because they see
the highest value in them but because
they know that all higher and inner cul
ture presupposes outward welfare.... Not
out of irreligiosity do they demand reli
gious freedom but out of deepest inti
macy of religious feeling, which wants to
make inner experience free from every
raw influence of outward power. They
demand freedom of thought because they
rank thought much too high to hand it

over to the domination of magistrates and
councils. They demand freedom of speech
and of the press because they expect the
triumph of truth only from the struggle
of opposing opinions. They reject every
authority because they believe in man.
(p.215)

This book, written so long ago, of
fers important insights to us today
for understanding current problems.
Professor Yeager provides a helpful
introduction explaining the Euro
pean background situation at the
time Mises was writing. This early
work is a worthy addition to the col
lection of Mises books available in
English. Mises himself realized its
importance, for he referred to it as
follows in his 1940 recollections:

It was a scientific book with political
design. It was an attempt at alienating
the affections of the German and Aus
trian public from National-Socialist [Nazi]
ideas, which then had no special name,
and at recommending reconstruction by
democratic-liberal policy. My book re
mained unnoticed and was seldom read.
But I know that it will be read in the
future. (Notes and Recollections, p. 66)

Now that Nation, State, and Econ
omy has been rendered into very
readable English by Professor
Yeager, perhaps that future is here.,
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NATURAL RESOURCES:
BUREAUCRATIC MYTHS AND
ENVIRONMENTAL MANAGEMENT
by Richard L. Stroup and John A. Baden
(Pacific Institute for Public Policy
Research, 635 Mason Street,
San Francisco, CA 94108) 1983
148 pages. $25.00 cloth, $9.95
paperback

Reviewed by Brian Summers

THE battle lines over environmental
issues seem to be clearly drawn. On
one side stand private landowners
and businessmen, supposedly bent on
plundering natural resources. Op
posing them are government bu
reaucrats, who seem to form the en
vironment's last line of defense.
Almost all environmentalists side
with the bureaucrats.

But according to Richard Stroup
and John Baden, the environmen
talists are on the wrong side. Pri
vate owners face economic incen
tives which are fundamentally
different from the political incen
tives facing government bureau
crats. After carefully examining
these incentives, the authors con
clude that private ownership ofnat
ural resources offers the best hope
for enlightened resource manage
ment.

Consider, for example, the 107
million acres of public forestland
managed by the federal govern-

mente The bureaucrats in control, no
matter how well intentioned, have
no economic incentive to promote ef
ficient timber production. Instead of
logging where marginal returns are
the greatest, the U.S. Forest Service
responds to political pressures. Bu
reaucratic mismanagement squan
ders scarce resources, deprives the
nation of needed lumber, raises
housing costs, and increases the
number of acres that have to be cut
to produce a given amount of lum
ber.

But wouldn't private forest com
panies do even worse? Wouldn't they
strip forests bare and then move on?
Not if they owned the forests. As
private forest companies such as
Boise Cascade and Weyerhaeuser
have shown, it is in their economic
self-interest to maintain their for
ests and plant seedlings-if for no
other reason than to sell the forest
to the next private owner.

In addition to forestland manage
ment, Stroup and Baden analyze air
and water pollution, toxic waste dis
posal, the development of fossil fuels,
nuclear and alternative energy
sources, wildlife sanctuaries, range
land management, and water re
sources. Through the use of basic
economics and concrete examples,
they make a compelling case for pri
vate ownership in a market econ
omy as the best.possible solution to
environmental problems. ,



Summer Seminars at FEE

3 Week-long sessions
First: June 17-23, 1984

Second: July 8-14, 1984
Third: July 29-August 4, 1984

For the 22nd consecutive summer, FEE will conduct its noted
seminars in the freedom philosophy and the economics of a free
society. Here, in the company of like-minded individuals, with
experienced discussion leaders, and in a setting ideal for the
calm exchange of ideas, is an opportunity for those who believe
that the proper approach to economic problems is through the
study of individual human action. These seminars continue to
attract individuals 'from all walks of life who seek a better
understanding of the principles of a free society and are
interested in exploring ways of presenting the case more
convincingly.

Each seminar will consist of 40 hours of classroom lectures
and discussions in economics and government. In addition to the
regular FEE staff, there will be a number of distinguished visiting
lecturers.

The FEE charge for a seminar-tuition, supplies, room and
board-is $400. Fellowships (including partial travel grants) will
be made available.

The formal announcement, giving details of the seminars as
well as information about fellowships, will be sent immediately on
request. Write:

THE FOUNDATION FOR ECONOMIC EDUCATION
Irvington-on-Hudson, New York 10533

Attention: Summer Seminars
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