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PERSPECTIVE

Sweden
In a society where individuals cannot easily in

crease their income, or accumulate private wealth
by ordinary work, they turn increasingly to the
zero-sum game of·transferring incomes from one
another rather than engaging in the positive-sum
game of producing income through work, capital
accumulation or productive risk-taking. The prob~

lem is not that it is impossible to getrich in Sweden,
but rather, that it is difficult to remain so through
honest productive activities.

Problems associated with public sector monop
olies, such as slack management and large bureau
cracies,· are also typical in Sweden. The notion of
uniformity seems attractive to egalitarian spirits,
but apart from the normal problems, this creates a
new problem in a contractionary economy when
government budgets have to be reduced. It is dif
ficult to find alternative sources ofsupply. This fos
ters tensions in society since it becomes imperative
for each pressure group to gain access to politiCal
power at the expense of others. Since part of the
welfare state concerns distribution over the life
cycle, one should add that groups seeking to gain
benefits from some programs may hurt their future
position if present gains accrue at the expense of
programs favoring the elderly.

-PETER STEIN,

writing in the Journal ofEconomic Growth
(Vol. 2, No.4)

(Note: Please see page 426 for Eric Brodin~ "Swe
den: No Model for Eastern Europe. ")

The Pennissive Society
If everyone must be equal and no one is to feel

inferior, moral distinctions are no less objection
able than intellectual or social ones, and the surest
way of eliminating them is by denying that there is
any moral difference between competing values
and modes of conduct. You cannot, for instance,
criticize ruthlessness in business if there is nothing
wrong with sacrificing honesty to the pursuit of
success. Similarly, if it is true that individuals
should be free to gratify their impulses in any way
they choose, without risking social or moral sanc
tions, it implies that the idea of an objective moral
law is an illusion, otherwise moral neutrality would



be indefensible. You cannot, after all, condemn
adultery if it is considered that the pursuit ofsexual
pleasure justifies breaking your marriage vows. It
is consequently more than a coincidence that most
left-wing intellectuals combine an attachment to
socialism with hostility toward "conventional
morality." What adds fuel to the cultural fire is that
the process of moral and social decomposition set
in train by the Left has been reinforced in recent
years by a mistaken conviction among political lib
ertarians that the permissive society is the moral
corollary of the free society-a logical extension of
freedom into the moral sphere.

-PHILIP VANDER ELST,

Freedom Today, April 1990, published by the
Freedom Association, London, England.

Monitor Update
The September 1988 Freeman carried scuba div

er Gary Gentile's account of his lengthy struggle
with the National Oceanic and Atmospheric Ad
ministration to gain permission to explore the
wreck of the Monitor. On July 4, 1990, having won
his court battle, Gary led a team that photo
graphed the remains of the Civil War ironclad.

Administrative Law Judge Hugh J. Dolan hand
ed down the pivotal decision that allowed Gentile
to make his dive. In his decision, Dolan quoted the
Idaho Law Review (1980): "A venturesome mi
nority will always be eager to get off on their own,
and no obstacles should be placed in their path; let
them take risks, . . . let them get lost, sunburnt,
stranded, drowned, eaten by bears, buried alive
under avalanches-that is the right and privilege
of every free American."

No Peanuts
Ifyour father grew peanuts in the 1940s, there is

a good chance that you or your siblings have a gov
ernment-granted entitlement known as a peanut
quota. Should you not inherit a peanut quota, you
can expect to pay rather dearly if you wish to ob
tain one. Today peanut quotas on farm land are
usually far more valuable than the land itself.

The nation's 44,000 peanut-quota owners are
protected against any and all competition, domes
tic and foreign. Moreover, they are guaranteed a
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$631.47 per ton support price by the federal gov
ernment. This is approximately twice the price on
world markets, and about twice the growing costs
of efficient U.S. growers.

The national quota for foreign-grown peanuts is
850 tons a year. This is less than one-tenth of 1 per
cent of U.S. consumption. Thus, for all practical
purposes, foreign-grown peanuts are forbidden to
U.S. consumers. However, U.S.-grown peanuts are
available to foreign consumers at about half (or
less) the price to U.S. consumers.

American farmers who grow peanuts without a
Federal quota are "free" to sell their crops in the
domestic market only for peanut oil or meal. If they
cannot sell their crops in these markets or to foreign
consumers, they must tum them in to the govern
ment for $149.75 per ton-less than 25 percent of
the floor price for the peanuts of quota owners.

Is this equality? Is this freedom? Can this really
be America?

-c. F. FISCHER, III
Dothan, Alabama

Fighting the Wrong Enemy
I gave a lecture to about 200 people at the Uni

versity of the North in South Africa, which is a
black university. A black student stood up and
said, "I'm a Marxist. I believe in Marxism and so
cialism."

I said, "Fine, may I ask you a few questions?" I
asked him, "Do you think you ought to be able to
open up a business wherever you want to?"

He said, "Yes."
"Do you think you ought to be able to indepen

dently negotiate your wages with an employer?"
He said, "Yes."
I said, "Do you think you ought to be able to live

wherever you want to live without interference by
a third party?"

He said, "Yes."
Then I said, "You're really for laissez-faire cap

italism. The problem you have been fighting all
these years is Communism, because Communism
means government ownership and/or control over
the means of production."

-WALTER WILLIAMS,

speaking at The Fraser Institute,
February 19,1990.
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The Great
Banking Scandal
by Hans F: Sennholz

F
ederal Reserve Chairman Alan Green
span recently shocked the financial world
when he estimated the eventual cost of the

savings and loan bailout at half a trillion dollars.
And Treasury Secretary Nicholas Brady added a
jolt by admitting that taxpayers must bear most of
the burden.

It is a scandal, all agree, the greatest ever in u.s.
financial history. It is greater by far than the bail
outs of Chrysler, Lockheed, and New York City,
even greater than the costs of the default of Third
World debtor countries. In ages past, it would have
been ignored as a malicious story that was absurd
and impossible. Yet, it is as real as the S&L losses
and bankruptcies.

It is even more scandalous that most of the per
petrators are escaping unscathed. The legislators
and regulators who created the system during the
1930s have left the stage of life and can no longer
be held accountable. But there are many who
helped to fashion the S&L structure, who drafted
and enacted the Depository Institutions Deregula
tion and Monetary Control Act of1980 that stoked
the fires of inflation, and the Garn-St. Germain
Act of 1982 that invited crooked appraisals and
dubious accounting. They are making their escape.

A few politicians actually paid a nominal price
for the damage they inflicted. Representative Fer
nand St. Germain of Rhode Island, co-author of

Dr. Sennholz heads the Department of Economics at
Grove City College in Pennsylvania. He is the author of
the 57-page booklet The Savings and Loan Bailout:
Valiant Rescue or Hysterical Reaction? available from
The Foundation for Economic Education at $4.45.

the law that made matters worse, was defeated for
re-election. Speaker Jim Wright, who badgered
Federal regulators for his favorite S&L bankers,
resigned in disgrace. Five Senators are at risk be
cause they intervened with regulators on behalf of
big campaign donors. Yet, no Representative or
Senator is expected to lose a penny from the
debacle. In fact, they voted themselves several
boosts in salaries and pensions and are about to
raise them again.

The politicians who created and nurtured the
system are quick to point at the bankers who saw
an opportunity to splurge and steal. Some 50 thrift
officials and accountants already have been con
victed, and more are likely to face indictments as
inquiries proceed. But even if a few hundred
incompetent and corrupt owners and managers
should be found out, their numbers are puny when
compared with some 50,000 employees laboring in
the industry. It is unlikely that the number of
industry perpetrators will ever reach 1 percent of
employees, but it is obvious that more than one
halfof legislators created and fashioned the system
and that regulators guided it every step of the way.

The greatest outrage, however, is the lack of
Congressional interest in the causes of the disaster.
There are no hearings, no investigations, no spe
cial prosecutors, not even committee debates on
the real causes of the scandal. Congress is visibly
skirting the real issue.

The reasons for such conspicuous silence
may be as numerous as the voices against the
hearings and investigations. Some legislators
undoubtedly are convinced that they have the



answer: the irresponsibility and greediness of
bankers. Many newspapers and broadcast media
share this opinion, which implicitly exculpates
the legislators.

The conspicuous silence may also hide an
awareness of guilt. Many legislators not only cast
their votes for the system but also have used it, and
continue to use it, for their own ends. Savings and
loan associations and other government-spon
sored and regulated institutions are among the
most generous contributors to the re-election cam
paign funds of the politicians who legislate and
regulate the conditions of S&L existence. The con
tributions amount to many millions of dollars,
bolstering the political and financial fortunes of
incumbents. Surely, any Congressional investiga
tion would soon discover the connection, which
would be rather embarrassing to the legislators.

Public opinion, which offers a ready answer to
all things, usually points at a lax Reagan Adminis
tration and a reckless industry. It neither theorizes
nor analyzes, nor argues on grounds of inexorable
principle. In vague and eclectic fashion, public
opinion clings to simple notions of good and evil,
command and obedience. It places the blame on
evil bankers and lazy regulators who neglected
their police function.

Actually, the bankers' greed and the regulators'
negligence merely are visible symptoms of much
greater evil. The real cause of the disaster is the
very financial structure that was fashioned by leg
islators and guided by regulators; they together
created a cartel that, like all other monopolistic
concoctions, is playing mischief with its victims.

The structure was erected on the foundation of
government force rather than voluntary cooper
ation. Held together by numerous laws and regu
lations, it weakened from the inflation fever of
the 1970s and growing institutional competition
during the 1980s. It suffered severely during the
Nixon, Ford, and Carter Administrations which
lifted interest rates high above the rates S&Ls
were permitted to pay and charge. As depositors
withdrew their deposits and turned to higher
yielding money market funds, S&Ls were caught
in the vise of inflation and regulation. Moreover,
rising interest rates caused S&L instruments
consisting primarily of long-term mortgages to
plummet in price. All S&Ls suffered staggering
losses. It is surprising that some actually managed
to survive.

405

In desperation about their sinking ship, the leg
islators finally consented to "deregulate," that is,
they relaxed some rules while they tightened oth
ers. They passed the Depository Institutions De
regulation and Monetary Control Act which
reduced aggregate reserve requirements for Fed
eral Reserve member institutions by about 43 per
cent and tightened Federal Reserve control over
financial institutions.

To lower reserve requirements is to pour more
fuel on the fires of inflation. The 43 percent reduc
tion that member banks experienced was unpre
cedented in scope and magnitude; it flooded the
markets with new credits, caused interest rates to
skyrocket to a 20 percent prime rate, and pre
cipitated an inflation rate that reached a staggering
level of 18 percent. To control the price inflation,
the Carter Administration then invoked the Credit
Control Act of 1969 and placed controls not only
on banks and thrift institutions but also on all con
sumer lenders, such as retailers and auto dealers.

The Depository Institutions Deregulation and
Monetary Control Act extended Federal Reserve
credit controls by imposing reserve requirements
on all transaction accounts. At the same time,
credit unions, savings banks, savings and loan insti
tutions, and nonmember banks were required to
keep their reserves with the Fed. In short, the
extension of Federal Reserve controls and the
expansion of Federal Reserve funds greatly tight
ened the vise that was to crush more than 3,000
thrift institutions.

The S&L industry is a component part of the
American financial cartel that builds on legislation
and regulation. Federal deposit insurance was
added in 1933 to prevent a repeat of the sad bank
ing picture of the Great Depression. Unfortunate
ly, government insurance is self-defeating. The
greater the protection government provides, the
greater the risks the insured are willing to take.
Depositors who are fully insured have no incentive
to select a solid bank over a poorly managed bank.
Federal deposit insurance contributed to the deba
cle of the S&L industry.

As with so many government programs gone
awry, the S&L system was born of good intentions
and economic ignorance. Unfortunately, the eco
nomic ignorance of politicians and officials is
always visited on the people. It is visited anew on
the American people who are facing a bailout bill
of some $500 billion. 0
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Boom Time for State
and Local Government
by John Hood

I
f the press has anything to do with it, the
1990s will be a decade of higher taxes and
government expansion in America. The last

year or.so has seen article after article, editorial
after editorial, proclaiming an end to the "Dec
ade of Greed" and calling for a new surge of ac
tivism-and a corresponding surge in taxes to pay
for it. Much of the media's pro-tax and pro-gov
ernment sentiment coalesced around Earth Day
1990, which was really a couple of months of
constant calls for America to "invest in a clean
environment."

The most recent development in this barrage
has been the addition of state and local budget
gaps to the perennial example of the Federal bud
get deficit as proof that Americans are undertaxed.
In both 1989 and 1990, state governments around
the country experienced slower-than-expected
growth in tax revenues, leading to record budget
deficits in some states. Since most of the affected
states have balanced-budget provisions, they have
not been able to delay their day of reckoning-as
has the federal government so far. Consequently,
highly visible battles have been waged between
advocates of budget restraint and those of tax
increases to balance state budgets. The national
press, among others, has seized upon these state
budget woes to predict that the 1980s of govern
mental restraint are preparing to give way to the
1990s of renewed governmental expansion.

John Hood is a columnist for Spectator magazine in
Raleigh, North Carolina, and publications director ofthe
John Locke Foundation, a state-policy think tank.

Whether or not their prognostication is correct,
the press and the various interest groups that
manipulate it (teachers' unions, state employee
unions, etc.) have based their entire case on a false
proposition: that the 1980s was a decade of gov
ernmental contraction. Nothing could be further
from the truth. Although the rate of government
expansion may have slowed a bit on the Federal
level during the Reagan Administration, the
share of national income consumed by Federal
spending was the same in 1989 (22 percent) as it
was in 1980. "Budget cuts" blamed on Reagan
were only reductions in the rate of increase in gov
ernment spending, not real reductions in govern
ment's role in society and the economy.

On the Federal level, this story has been told
more than a few times. But since the new battle
grounds of government activism are state legisla
tures and city halls, it is important to recognize the
truth about state and local government in the
1980s-that during a time when the federal gov
ernment retained its already large role in Ameri
can society, state and local governments increased
theirs dramatically, by 17 percent in real per-capita
spending from 1981 to 1989. And the state and
local tax burden on typical households increased
steadily during the same period, according to the
Tax Foundation, while the Federal burden re
mained roughly the same. Far from being a decade
of fiscal conservatism, the 1980s were a boom time
for government on the state and local level. Con
sider the record of government expansion in two
dissimilar states: New York, the stronghold of



Northeastern liberalism, and North Carolina, a
Southern state with a conservative image.

New York
As of April 1990, New York State faced a pro

jected $3 billion budget deficit for fiscal year 1991.
While Governor Mario Cuomo, other state politi
cians, and the state press have attributed the
state's budget problems to tax cuts, slower-than
expected economic growth, and the 1987 stock
market crash, Ed Rubenstein of the Manhattan
Institute attributes the deficits to runaway gov
ernment spending. During the 1980s, he reports,
New York state spending outpaced inflation, pop
ulation growth, and per-capita. income growth,
consuming 16 percent of New Yorkers' personal
income in 198B-up from 14.7 percent in 1983.

The state's general fund, which doesn't include
federally funded programs or capital projects,
grew at an average rate of 9.6 percent a year from
1980 to 1989, doubling every seven and a half
years. Chip in Federal and other funds, and the
total state budget grew by about 53 percent from
1983 to 1989.

Naturally, the meteoric rise of state spending in
New York has been accompanied by higher effec
tive tax rates on New York households. From 1983
to 1988, state taxes as a percentage of personal
income rose by almost 10 percent-a rate more
than three times as fast as that in "Taxachusetts."

In New York, as in many other states, one rea
son asserted for state government expansion has
been President Reagan's New Federalism, which
shifted the burden for some programs from the
Federal level to the state level. But the fact is that
Federal funds followed the programs more often
than not. In the case of New York, Federal aid
money to the state and to local governments actu
ally increased by 15.4 percent after inflation
between 1983 and 1988, according to Rubenstein.

Where did the state and local governments in
New York spend their massive influx of taxpayers'
money? Virtually every area of the state budget
increased in real terms during the decade, espe
cially in education, environment, anti-poverty,
and economic development programs. For much
of the decade, New York led the nation in per
capita state spending on public welfare; in fiscal
year 1987, it spent almost $600 per capita on pub
lic welfare, over $100 more than the next highest
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spending state, Massachusetts. New York main
tained higher-than-average spending levels in
education and environmental programs during
the decade, and expanded the state government's
role in "economic development." By 1987, it had
attained the dubious distinction of being second
only to Illinois in state spending to encourage
tourism.

North Carotina
While New York's reputation squares with its

profligate record during the 1980s, North Caroli
na has somehow maintained an image of a small
government, low-tax state while expanding gov
ernment programs, expenditures, and taxes at
almost the same rate as New York. In some ways,
as a matter of fact, North Carolina taxpayers have
had an even rougher time of it.

From 1978 to 1990, the state budget increased
by 50 percent after inflation, which far outstrips
the increase during roughly the same period in
population growth (up 13 percent) or state per
capita income (up 15 percent). Moreover, the
spending authorized for the current 1990 fiscal
year capped several years of uninterrupted
budget growth, establishing a spending plateau 49
percent higher than in 1983.

Meanwhile, North Carolina taxpayers paid an
average of almost $1,500 in state and local taxes in
1988,26 percent more after inflation than they did
in 1978. North Carolina levies the highest individ
ual and corporate income taxes in the Southeast,
and recently raised its gas tax to almost 21 cents
per gallon-one of the highest rates in the nation.
Significantly, observers outside the state are
beginning to regard North Carolina as a high-tax
state. In January 1990, Money magazine ranked
North Carolina 11th in the country in total tax
burden levied on a typical reader of the magazine,
and first in the Southeast.

As in New York, state officials have blamed the
increases in spending on Reagan's New Federal
ism, complaining that new Federal mandates have
forced more spending. But the flow of Federal
funds to the state has increased by 26 percent in
real terms since 1978.

During the 1980s, North Carolina dramatically
increased state spending on education and on eco
nomic development programs, assuming that
higher government expenditures would "solve"
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these and other problems. State subsidies for pri
vate industries and organizations, deemed a "pro
gressive" investment in economic development,
expanded greatly during the 1980s. One subsidy,
to the North Carolina Microelectronics Center,
rose to $26 million by the end of the decade.

What About the Tax Revolt?
Some might be surprised to learn that state and

local governments in so many states have expand
ed during the 1980s.After all, a nationwide tax
revolt, starting in 1978 with California's Proposi
tion 13, was supposed to be a defining political
event for the 1980s.

And, indeed, it was-in those states where the
"revolt" actually ended up restraining the growth
of government and even rolling it back a bit. Usu
ally, this required some kind of mechanism
restricting taxes or spending, or requiring large
legislative majorities to enact increases. Califor
nia's tax limitations spared the state the kind of
fiscal woes that occurred in New York, Massachu
setts, North Carolina, and other states.

The problem was that during the 1980s, an
expanding economy led to increasing revenue col
lections, both at the Federal level and in many
states and localities. These revenue windfalls gave
legislators the latitude to increase spending on so
called "pressing needs" while maintaining their
reputation as fiscal conservatives. This became a
politician's dream (regardless of party affiliation)
and a public choice economist's nightmare: while
special interest lobbies were successful in expand
ing government's role, taxpayers felt no real in
centive to call for restraint. Some states did enact
tax rate hikes, but most financed massive expan
sions of government on projections of increased
revenues for future years.

In the last two years, however, this bubble has
popped. As the economy has cooled off, revenue
collections have failed to keep up with projec
tions, and suddenly government officials are

faced with a dilemma. They must either impose
new taxes on the slackening economy to meet
their revenue needs, or they must scale back
the tremendous surge in government action they
enacted during the 1980s. Their decision will
determine whether the United States is headed
for a true rebirth of limited government and free
markets, or for the continued growth of bureau
cratic, interventionist government that regulates
and subsidizes virtually every sector of the
economy.

Whatever their decision, public officials will
eventually have to answer to the public. And de
spite the constant drumbeat to maintain the cur
rent level of government spending, there is some
evidence that voters won't countenance new taxes
to finance it. Recent initiatives to increase state or
local tax rates in Michigan, Washington State,
North Dakota, and Virginia have lost at the polls.
And a recent vote in California to increase the
state's gas tax to finance highway renovation and
construction succeeded not due to voter accep
tance of big government, but instead because the
taxes were successfully depicted as "user fees"
dedicated to a specific purpose.

There are even signs that a new tax revolt might
be brewing: tax limitation referenda in states from
Massachusetts to Oregon are attracting substan
tial public support. The question now is whether
voter resistance to taxes-the "supply side" of
government expansion-will lead to reductions in
the demand for government programs, subsidies,
and regulations. Advocates of government re
straint, free markets, and liberty have much to do
if a new tax revolt is indeed to be translated into a
fundamental rollback of government on the state
and local levels. An important first step is simply
to realize that the 1980s, widely believed to be a
period of government restraint and contraction,
was a boom time for state and local govern
ment-and that after this decade of big govern
ment ascendancy, no problems appear to have
been "solved." D
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Environmentalism:
Freedom's Foe
for the '90s
by Robert James Bidinotto

The following is an abridged version of Mr. Bi
dinotto's speech at a Foundation for Economic
Education conference on April28, 1990, held at the
Alderbrook Resort Inn on the Hood Canal in
Washington State.

I
woke up early. this morning to the view of the
pre-dawn sun catching the snow-capped
peaks of the noble Olympic Mountains

across the water. Sea gulls whirled and screeched
above the boats moored at the dock, framed by the
deep green pine forests that hug the canal.

It was a quiet moment, laden with expectation
and hope. I thought: What a beautiful environ
ment for a conference; what a beautiful environ
ment for man. And I thought: How fortunate that
I am here to see this, for only my seeing it gives this
morning its beauty, and only my hearing it gives
this day its song.

Then, drawn back to the reason for my presence
here, I was deeply disturbed. I knew that this was
not the view of many who called themselves "envi
ronmentalists." They viewed my·presence as an
intrusion-not as giving meaning to nature, but as
spoiling its purity. That, indeed, was the message
reiterated endlessly during the Earth Day celebra
tions. I wondered: Where did they ever get so per
verse a view?

Mr. Bidinotto, a staff writer for Reader's Digest, writes
and lectures on criminal justice and environmental
issues. He is the author of Crime and Consequences,
published by The Foundation for Economic Education
in 1989.

Chlldren ofRousseau
At the time of the first Earth Day in 1970, some

young people, intimidated by the pace and com
plexity of modern life, were looking either to
rebel or to retreat-to tear down "the System," or
to withdraw to nature for a "Colorado Rocky
Mountain high." Children of Rousseau, they
preached the inherent goodness of untouched
nature and undisciplined emotion; the corrupting
influence of reason, culture, and civilization; eco
nomic egalitarianism and small-scale participato
ry democracy; the mystical infallibility of the col
lective will and the sacrifice of the individual to
the group. And they were united in their hatred of
a common enemy: modem American, capitalistic
society.

While most of their moderate contemporaries
grew up to become our architects, accountants,
and automobile dealers, a small cadre-the Rous
seauian residue of the Woodstock Generation
-never outgrew their fundamental cultural alien
ation and hostility. They never developed the
slightest interest in the basic values accepted by
most people. For 20 years, they have been seething
on the fringes of society. Now, like scavengers
scenting a wounded animal, they are closing in on
a vulnerable culture.

This small group of fanatics sets the moral pre
mises of today's environmentalist movement.
Contrary to the beliefs of many decent people who
call themselves "environmentalists" and even of
most of those who join environmental groups, the
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leadership cadre is not primarily interested in
clean air, .land, and water, in abundant resources,
or in resolving disputed claims to their use. They
have a far different agenda.

Before I continue, let me clarify a very impor
tant point. I'm emphatically not arguing that envi
ronmental concerns are trivial or misplaced. Pollu
tion, overuse of various resources, toxic waste
disposal, and other environmental issues are legit
imate concerns. Yet these problems arise, not from
a failure of the free market system, but from the
very failure to apply free market principles to
resource management in the first place.

The failure to define property rights in all natu
ral resources has led to "the tragedy of the com
mons"-the tendency to treat "publicly owned
resources" as free goods, to which everyone has a
claim, but for which no one bears any responsibil
ity. The competing collective claims upon vast
tracts of government-owned land, the abuse of air
and water, the conflicts between protecting
"endangered species" versus advancing the eco
nomic well-being of people-these and many oth
er dilemmas are caused by the absence of the prin
ciples of property rights, free markets, and
individual accountability.

How market mechanisms may deal with these
problems has been addressed by others, and is not
my primary concern here.! What I intend to ex
plore, rather, is the philosophical meaning of the
contemporary environmentalist philosophy and
movement, as it has been shaped by its leadership
cadre.

Deep Ecologists vs. Greens
This cadre is loosely divided into two compet

ing' but often overlapping camps. For simplicity,
I'll distinguish these camps as the Deep Ecologists
and the Greens.

The Deep Ecologists are the apolitical heirs
to the old "counterculture" movement. Tending
toward mysticism and nihilism, and sometimes
paying explicit homage to the anti-technology
Luddite movement of the Industrial Revolution,
they see the environmental crusade not as a means
of reforming modern society, but of escaping or
obliterating it. These contemporary pagans and
Druids march under the banner of "Green life
styles" and "biocentrism."

Many are misfits, attracted to the bizarre and

mystical as a means of escapism. Ms. magazine
breatWessly reported on the growth of "eco-femi
nism" and the "resurgence of earth-based pagan
ism, including ... Native American religions and
Goddess-worship." One itinerant environmental
ist conducts "workshops" in which participants are
urged to remember their alleged evolutionary his
tory by rolling on the ground and imagining what
their lives were like as dead leaves, slugs, and
lichens.2

Other Deep Ecologists prefer "direct action"
against corporate and governmental targets, rang
ing from theatrical civil disobedience to outright
terror, sabotage, and violence. They man groups
like Greenpeace, Earth First!, Sea Shepherds,
Rainforest Action Network, People for the Ethical
Treatment of Animals, and the Animal Liberation
Front.

The Greens, by contrast, are the political heirs
to the New Left. Marching under the banners of
"Green politics" or "Social Ecology," they profess
at least a nominal concern for human values and
modem culture. But their goal is a socialist, redis
tributionist society, which they claim is nature's
proper steward and society's only hope.

The most consistent among them join the vari
ous Green Parties and groups; but the more prag
matic and sophisticated join the more respectable,
better-heeled fronts, including the Natural
Resources Defense Council, the Environmental
Defense Fund, the Sierra Club, the Wilderness
Society, the Worldwatch Institute, the Union of
Concerned Scientists, or even the United States
Environmental Protection Agency and its regula
tory sisters.

For all their feuds, both camps supplement each
other. The Deep Ecologists set the moral tone and
spiritual direction: they inspire, radicalize, and
recruit. Meanwhile, the Greens translate these raw
assets into political power-into proposals, man
power, candidates, and ultimately laws.

Both factions-particularly the countercultural
"direct action" groups-have been growing rapid
ly. But the more radical ones have been expanding
far faster than old, mainstream liberal, "tree
hugger" groups such as the Nature Conservancy,
the National Audubon Society, the Humane Soci
ety, and the National Wildlife Federation. These
latter have struggled to keep up, becoming in
creasinglyradicalized by the competitive de
mands of the environmentalist marketplace, and
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Georgia Pacific's Atlanta headquarters is assailed by Greenpeace demonstrators who unfurled a bannerprotest
ing the company's use ofchlorine in the processing ofpaper products.

by the logic of the environmental ethic itself.
In its purist form, the so-called "environmental

ethic" was defined in 1966 by UCLA historian
Lynn White Jr., and in 1972 by Norwegian philoso
pher Arne Naess.

White blamed the ecological crisis on the West's
Judeo-Christian heritage, which, he said, was
based on the "axiom that nature has no reason for
existence save to serve man." He called for a "new
religion" based upon "the spiritual autonomy of
all parts of nature" and "the equality of all crea
tures, including man."3

Naess took this a step further. Individuals do not
exist, he said; we're all only part of larger "ecosys
terns." The "shallow ecology" of mainstream con
servation groups, he argued, was still anthro
pocentric or homocentric-that is, man-centered.
It aimed only at improving the environment for
the benefit of humans. "Deep ecology," on the
other hand, led to a view of "biospheric egalitari
anism ... the equal right [of all things] to live and
blossom."

In short, this philosophy maintains that all
things are created equal; they should be venerated

as ends in themselves, as intrinsically valuable
apart from man; and they have equal rights to their
own kinds of "self-realization," without human
interference or exploitation.4

The "Animal Rights" Movement
The most prominent manifestation of "bio

spheric egalitarianism"-the "animal rights move
ment"-emerged with the publication in 1975 of
philosopher Peter Singer's book, Animal Libera
tion. Led by a group of young philosophy profes
sors, this movement went far beyond traditional
concerns for animal welfare or protection. Its basic
premise was captured in the title of Singer's first
chapter: "All Animals Are Equal."

"This book," Singer wrote, "is about the tyranny
of human over non-human animals." That tyranny
amounts to "speciesism," akin to "racism." A
speciesist, Singer said, "allows the interest of his
species to override the greater interest ofmembers
of other species." Note the word "greater."5

As philosopher Tom Regan, author of The
Case for Animal Rights, put it, "the fundamental
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wrong is the system that allows us to view animals
as our resources, here for us. ..." Instead, Singer
and Regan held that all beings with a capacity to
feel pleasure and pain have an "inherent value of
their own."6 Or, as columnist and ethologist
Michael W. Fox asserted, "Each sentient being
should be valued in and for itself."7

According to three other animal rights philoso
phers, this means "... there can be no rational
excuse left for killing animals, be they killed for
food, science or sheer personal indulgence."g It
means: no animal testing of medicines or surgical
techniques; no hunting, circuses, or rodeos; no bird
cages or dog pens; no leather; no meat, milk, ar
eggs; no use of animals, period.

Even man's most innocuous activities are
viewed as intruding upon the rights of other
species. Philosophy professors Dale Jamieson and
Tom Regan, addressing 200 marine scientists,
declared that whales have rights, since "they have
a mental life of greater sophistication than many
humans." They attacked the training of whales to
perform in aquatic parks, and even oceanic whale
watching cruises. "Whales," they admonished the
group, "do not exist as visual commodities in an
aquatic free market, and the business of taking
eager sightseers into their [emphasis added] waters
... is exploitative."9

There can be no compromises on animal rights,
say its proponents. Steven Wise of Attorneys for
Animal Rights contends, "The lives of tens of mil
lions of animals do not belong to us and are not
ours to compromise."10 The authors of an animal
rights anthology affirmed: "Compromise, in the
traditional sense of the term, is simple unthinking
weakness."11

This fanaticism has led some activists to acts of
terrorism and violence against the "tyrant
species."

In April 1987 the Animal Liberation Front
torched a university research building in Davis,
California. In October 1988 the same group tossed
paint and acid on the homes and cars of people
working for the San Diego ZOO.12 Bombs have
been planted at British fur stores and, this year, at
up-scale department stores around Sah Francisco.
Women wearing furs have been attacked on the
streets of New York City. One woman there was
recently convicted for attempting to murder the
president of U.S. Surgical Corporation, which uses
animals to teach doctors surgical procedures; this

animal lover was captured with two pipe bombs
filled with nails.13

The "Rights" ofNature?

Such acts are the cul-de-sac of the premise that
animals have intrinsic value and inherent rights.
To see why, it is important to grasp how different
this view is from the Lockean-based tradition of
rights. That tradition regards rights as arising from
human nature. Rights are moral principles that
define the boundary lines necessary for peaceful
interaction in society. The purpose of these bound
aries is to let men pursue their well-being and hap
piness without interference.

Any intelligible theory of rights must presup
pose entities capable of defining and respecting
moral boundary lines. But animals are by nature
incapable of this. And since they are unable to
know, respect, or exercise rights, the principle of
rights simply can't be applied to, or by, animals.
Rights are, by their nature, based on a homocen
tric (man-centered) view of the world.

Practically, the notion of animal rights entails an
absurd moral double standard. It declares that ani
mals have the "inherent right" to survive as their
nature demands, but that man doesn't. It declares
that man, the only entity capable of recognizing
moral boundaries, is to sacrifice his interests to
entities that can't. Ultimately, it means that only
animals have rights: since nature consists entirely
of animals, their food, and their habitats, to
recognize "animal rights" man must logically cede
to them the entire planet.

"Is it not perverse to prefer the lives of mice and
guinea pigs to the lives of men and women?" asks
philosopher Patrick Corbett. Not really, because
"if we stand back from the scientific and techno
logical rat race for a moment, we realize that, since
animals are in many respects superior to ourselves,
the argument collapses."14 Man, snarls Michael W.
Fox in his book, Returning to Eden, "is the most
dangerous, destructive, selfish and unethical ani
mal on earth."15 All animals may be equal in ani
mal rights theory; but-as Orwell pointed out in
Animal Farm - some animals are more equal
than others.

Some "biospheric egalitarians" (or "biocen
trists") have decided that even plants and inani
mate objects have rights not to be used by humans.
In The Rights of Nature, Roderick Frazier Nash
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Earth First! demonstrators are removed and a"ested after they blocked a truck entering the Louisiana Pacific
Lumber Company in Samoa, California, last June.

notes that "ecological egalitarianism," as he calls
it, "accords nature ethical status at least equal to
that of humans. The antipode is 'anthropocen
trism,' according to which humans are the measure
of all nature. "16

In 1972, Christopher Stone published an article
in the California Law Review titled "Should Trees
Have Standing?-Toward Legal Rights for Natu
ral Objects." This absurd viewpoint was further
dignified by the prominent liberal Harvard law
professor Laurence H. Tribe, in a 1974 Yale Law
Journal article, and later in a book of essays. Worse
yet, Stone's argument was actually accepted and
cited in a 1972 dissenting opinion written by
Supreme Court Justice William O. Douglas.l7

Direct Action and
Eco-Terrorism

The most successful of the Deep Ecology
groups is Greenpeace International, whose
activists engage in highly visible acts of "non
violent" civil disobedience, such as plugging up
smokestacks and chemical waste pipes, or invad
ing missile test sites on inflatable rafts. Their

Robin Hood image has paid off with at least 4 mil
lion contributors worldwide and an annual income
over $100 million. Greenpeace has become the
darling of the liberal media, and the entertainment
industry's charity of choice. The cable music net
work, VH-1, financed and is airing dozens of free
commercials for the group, many narrated by Hol
lywood celebrities. A movie about Greenpeace
founder David McTaggart is in the works.18

Even more disturbing is the fawning media
treatment given to the group Earth First!, the vio
lent guerrilla arm of the Deep Ecology movement.
It specializes in sabotaging bulldozers, tearing
down billboards and power lines, putting nails on
roads to stop logging trucks, and pounding spikes
into trees to destroy saw blades.19 One of its slo
gans is "Back to the Pleistocene"20-meaning,
back to the last Ice Age. Another slogan is "no
compromise in defense of mother earth."21

"The only thing we have in common is an abso
lute conviction that the Earth comes first," says a
U.S. government scientist who is a secret mem
ber.22 Another member, Christopher Manes, has
recently published a book, Green Rage: Radical
Environmentalism and the Unmaking of Civiliza-
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tion. His closing line: "The time to make the choice
between the natural and cultural world has
come."23

Neo-Luddism
Appropriately, the patron saints of the Deep

Ecologists are the 19th-centuryLuddites-English
workmen who, during the Industrial Revolution,
went on a rampage to destroy factory machinery.

Today, says Daniel Grossman in the left-wing
Vtne Reader, "modern-day critics of industrial
automation, nuclear technology, pesticides, genet
ic engineering, and other dubious technologies
proudly wear the label of 'Neo-Luddites.' Indeed,
the 19th century Luddites ... offer a source of
inspiration for today's Neo-Luddites.... Neo-Lud
dites judge the acceptability of a technology not
merely by its impact on human health and the
environment but also by its effects on human dig
nity and traditions of society.... Neo-Luddites are
unwilling to accept disruptive technological forces
as the inevitable cost of progress." In short, Neo
Luddites are proclaiming a right to perpetual stag
nation-not just for themselves, but imposed upon
the rest of society.24

Chellis Glendinning, a psychologist and author,
defines the "principles of Neo-Luddism" in a
companion article. Neo-Luddites "perceive the
human role not as the dominator of other species
and planetary biology, but as integrated into the
natural world with appreciation for the sacredness
of all life." The only appropriate technologies, she
says, are those created "by the people directly
involved in their use-not by scientists, engineers,
and entrepreneurs...." These must be "under
standable to the people who use them and are
affected by them."

This means a technology simplified, intellectual
ly, to a level comprehensible to society's lowest
common denominators. Thus, she concludes, "we
favor the dismantling of the following destructive
technologies [italics in original]: nuclear technolo-
gies ... chemical technologies genetic engineer-
ing technologies ... television electromagnetic
technologies ... computer technologies."25

A Death WISh for Humanity
Human values, even human life itself, mean lit

tle to Deep Ecologists. In one interview, Arne

Naess targeted ideal world population at 100 mil
lion people. Given that current world population
is about 5.3 billion, what do Deep Ecologists hope
will happen to the remaining 5.2 billion?26

Reviewing a recent Deep Ecology mani
festo-Bill McKibben's The End of Nature 
David Graber, a biologist for the National Park
Service, expressed his own hopes thusly:

Human happiness, and certainly human
fecundity, are not as important as a wild and
healthy planet. I know social scientists who
remind me that people are part of nature, but it
isn't true. Somewhere along the line-at about
a million years ago, maybe half that-we quit
the contract and became a cancer. We have
become a plague upon ourselves and upon the
Earth.... Until such time as Homo Sapiens
should decide· to rejoin nature, some of us can
only hope for the right virus to come along.27

Mr. Graber isn't alone in his death wish for the
human race, as Earth First! leader David Foreman
makes clear: "We advocate bio-diversity for bio
diversity's sake. That says man is no more impor
tant than any other species.... It may well take our
extinction to set things straight."28 Or how about
this: "An ice age is coming, and I welcome it as a
much needed cleansing. I see no solution to our
ruination ofEarth except for a drastic reduction of
the human population."29

Foreman therefore finds a silver lining in the
horrible Ethiopian famines: they are, he says,
Mother Earth's natural defense against overpopu
lation.30 Likewise, his group's official publication
has cheerfully suggested that, from an ecological
perspective, the AIDS epidemic might mean the
end of industrialism, which is "the main force
behind the environmental crisis.... [Thus] as rad
ical environmentalists, we can see AIDS not as a
problem but a necessary solution."31

Despite such nihilistic ravings and criminally
destructive acts, Earth First! is beingtreated more
and more respectfully by the liberal media. David
Foreman, arrested by the FBI for conspiring to
sabotage two nuclear power plants, was given a
flattering profile on CBS's "60 Minutes" pro
gram.32 Earth First! was also glowingly depicted
in a segment narrated by pop singer Carole King
for the syndicated program, "A Current Affair."33

Mainstream environmentalists often refuse· to
repudiate Earth First! Former Senator Gaylord
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Nelson, who was a founder of the first Earth Day
and now is with the Wilderness Society, has said, "I
think groups like Greenpeace and Earth First!
make a significant contribution to the educational
process."34 Darrell Knuffke, a regional coordina
tor for the Wilderness Society, calls Earth First!
"extremely important to the movement."35 Envi
ronmentalist guru David Brower, who built the
Sierra Club to prominence, defends Earth First!
sabotage without qualification: "They're not ter
rorists. The real terrorists are the polluters, the
despoilers."36

Earth First! 's growing acceptance by the media
and mainstream environmentalists demonstrates
the radicalization process within the movement. In
fact, Earth First! 's Foreman had been the chief lob
byist for the Wilderness Society until 1980, when
he quit because it was too moderate for his taste.
Likewise, even the direct-action group Green
peace was too tame for Paul Watson, one of its co
founders; so he founded Sea Shepherds, a more
violent group which boasts of having sunk 12 whal
ing ships.37

David Brower explains how this radicalization
process works. "I founded Friends of the Earth to
make the Sierra Club look reasonable. Then I
founded the Earth Island Institute to make
Friends of the Earth look reasonable. Earth First!
now makes us look reasonable. We're still waiting
for someone to come along and·make Earth First!
look reasonable."38

Nature vs. Human Nature
What is the distinctive aspect of human nature

that so offends these radical environmentalists?
As they make clear in virtually every utterance, it
is man's power to reason, and everything that flows
from it: abstract knowledge, science, technology,
material wealth, industrial society, the capitalist
system.

Animals, lacking any rational capacity, survive
by adapting themselves to nature. Human beings
can survive only by utilizing reason to adapt nature
to themselves. This means that to subsist, man
must unavoidably use and disrupt animals and
their habitats, transforming natural resources into
food, clothing, shelter, and tools (capital). By
nature and necessity, man is a developer.

To traditional Western thinkers, this was man's
power and his glory. To Deep Ecologists, however,

man is the only thorn in an otherwise perfect Gar
den of Eden. They go beyond (or below) Marx,
rejecting even the labor theory of value, and sub
stituting a "natural resources standard of value."
They equate natural resources with capital, and
thus the development of resources with "capital
consumption." Therefore, to develop resources, as
man must, is to destroy. And since man is destruc
tive by nature, everything in the universe is "natu
ral" ... except human nature.

In summary, Deep Ecology is an example of
what I call "neutron philosophy": it kills people,
while leaving their environment intact.

The Greens
While the Deep Ecologists denounce a man

centered perspective toward nature, the more
pragmatic political types within the environmental
movement are reluctant to admit such an underly
ing animus. Besides, these would-be "planet man
agers" don't want to destroy the world: they want
to run it. So, to garner political power, they posture
(like their Marxist ancestors) as friends of human
ity. In well-furnished offices, their lawyers and lob
byists crank out endless reports and legislative
proposals, often cloaked in the ill-fitting mantle of
the very science and technology they privately
despise. Even the legitimate scientists among them
tend to look at facts through Green-colored lenses.

In his 1968 book, The Population Bomb, Dr.
Paul Ehrlich declared: "In the 1970's ... hundreds
of millions of people are going to starve to death.
... Nothing can prevent a substantial increase in
the world death rate.... We must have population
control at home, hopefully through a system of
incentives and penalties, but by compulsion if vol
untary methods fail. ..."39

But the only mass famines or deaths were polit
ically engineered by Communist governments in
Cambodia and Ethiopia. Everywhere else, food
production went up, population soared, death rates
went down, and life expectancy increased.4o This
hasn't ruined Ehrlich's credibility with the media:
he's now a commentator for NBC television, and
has another book out, The Population Explosion,
regurgitating his same old Malthusian horrors.

Then there was the great cultural angst over the
"nuclear winter." Nuclear war, declared Green
astronomer Carl Sagan, would stir up a vast over
cast that would freeze the planet, destroying all
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life. Immediate nuclear disarmament was the only
answer. Alas, later studies determined that Sagan's
calculations from computer models had been bad
ly flawed: the dreaded "winter" probably would be
only a two-week cool snap. But that information
never made it to the front pages.41

How about the great asbestos scare? All that
insulation in our homes and schools was going to
create a cancer epidemic, environmentalists told
us. Well, a 1988 Harvard symposium, and articles
in Science magazine and the New England Jour
nal of Medicine, all confirmed that the levels of
asbestos exposure faced by most occupants aren't
dangerous at all. Nonetheless, the EPA-generated
asbestos scare has cost the public millions of dol
lars in taxes and depressed real estate prices, and
asbestos removal has actually increased the danger
by stirring up particles.42

Similar scientific nonsense undergirds the scares
over the ozone hole,43 acid rain,44 genetic engi
neering,45 nuclear power plants,46 radon gas in our
homes,47 and the great Alar-on-our-apples cancer
scare of 1989.48

Consider today's overriding environmental
concern, the "greenhouse effect." It's a case study
of how science is being manipulated by Green
politics.

"Global Warming" =
Political Science

In the sweltering summer of 1988, Dr. James
Hansen, director of NASA's Goddard Institute for
Space Studies, told Congress: "The earth is
warmer in 1988 than at any time in the history of
instrumental measurements.... The four warmest
years have all been in the 1980s.... In my opin-
ion the greenhouse effect has been detected,
and it is changing our climate now."49

Hansen's alarming statements launched a wave
of frightening predictions and controversy about
what might happen if the planet warmed up.50 Yet
how good is the evidence for global warming?51

Heat-trapping "greenhouse gases" (e.g., carbon
dioxide) have, in fact, been growing by minute
quantities in our atmosphere.52 But claims that
this has already warmed the earth about 1 degree
Fahrenheit over the past century53 have been
refuted by recent reviews of earth temperature
records and NASA satellite data.54 Moreover, the
frightening predictions-of future rising tempera-

tures,55 killer heat waves, giant hurricanes,56 and
melting polar ice that will raise sea levels and inun
date coastal cities57-are being scaled down with
each new scientific study.58

If greenhouse gases increase and all other fac
tors remain the same, the earth will warm up. But
other factors aren't remaining the same.59 For
example, clouds keep the planet some 20 degrees
Fahrenheit cooler than it would be under clear
skies.60 Many scientists think global warming
would produce more cloud cover, which might act
as a natural thermostat.61 Oceans also have a com
plex effect upon climate.62 Sunspots, volcanos, and
small changes in earth's rotation or orbit can easily
overwhelm any warming impact of minute green
house gas increases.63

Proponents of global warming-such as James
Hansen, and Stephen Schneider of the National
Center for Atmospheric Research-crank out
their dire predictions from computerized climate
models. But poorly understood climatic processes
are only crudely represented in these models.64

Schneider himself concedes that it's an "even bet"
that the models overestimate future warming "by
a factor of two."65

The best evidence for the global warming theo
ry, Hansen told me, came from air bubbles trapped
deep in Antarctic ice. These revealed lower con
centrations of atmospheric carbon dioxide during
ice ages, but much higher concentrations during
warm interglacial periods.66 The greenhouse theo
ry, of course, is that carbon dioxide changes are
supposed to cause temperature changes. But when
questioned, Hansen admitted that, according to
the ice samples, the temperature changes came
first. 67 In short, the actual sequence of climatic
events was exactly backwards from the green
house theory.

For such reasons, dozens of atmospheric scien
tists participating in a 1989 greenhouse workshop
concluded that claims for greenhouse warming
could not be made "with any degree of confi
dence."68 Richard Lindzen ofM.I.T. 's Department
of Earth, Atmospheric and Planetary Sciences
says flatly, "The data as we have it does not
support a warming."69

Yet the absence of evidence hasn't deterred the
Greens from demanding that we adopt drastic
political, economic, and lifestyle changes to "pro
tect ourselves" against a threat that may never
materialize.
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The Insurance Policy Ruse
Global warming has become the favorite cause

of the Greens, because "remedies" for it would
require a scale of government intervention that
strikes at the very heart of the free market system.

Today coal, oil, and other fossil fuels provide 90
percent of the world's energy. Yet environmental
ists propose huge tax increases to discourage fossil
fuels, in the name of reducing carbon dioxide
emissions. An EPA report suggested that "the
government could increase the price of fossil fuels
by imposing charges or fees, at the same time
reducing the price of desirable alternatives by
providing subsidies."70 The Worldwatch Institute
suggests a hefty "carbon tax" on fossil fuels, to
compel people to switch from coal, oil, and
natural gas and toward "renewable energy
sources," including solar, wind power, and the
like.71 Senators Albert Gore, Timothy Wirth, and
others have introduced bills to force major, expen
sive changes in fuel efficiency,72 to reduce carbon
emissions, and to halt international deforestat
ion.73 Other proposals would discourage auto use,
encourage public transportation, and foster dras
tic population control.

The most "green" thing about these proposals is
the color of the money they would cost. Estimates
from an array of economists range from $800 bil
lion to $3.6 trillion.74 EPA administrator William
Reilly concedes that "To slow down the global
heating process, the scale of economic and societal
intervention will be enormous. It will involve far
greater inconvenience, dislocation and cost."75

This prospect-more primitive lifestyles and
massive state planning-holds great appeal for
many environmentalists. Their political problem,
though, is how to build public sentiment for such
massive taxing and spending, particularly at a time
of considerable governmental red ink.

The answer is fear. Whether the issue is Alar,
radon, ozone holes, or global warming, environ
mentalists use the same basic tactic. First, they pro
claim some terrible doom right around the corner.
When responsible critics demand evidence, the
environmentalists reply: "Well, there seems to be
disagreement and uncertainty here. But the conse
quences of this possible threat are so dangerous
that, as an act of prudence, we can't afford to wait
until all the facts are in. We have to act as if the
threat were real."

Jonathan Schell explains: "In the past, action
usually awaited the confirmation of theory by hard
evidence. Now, in a widening sphere of decisions,
the costs of error are so exorbitant that we need to
act on theory alone-which is to say on prediction
alone." Scientists, he adds, must "disavow the
certainty and precision that they normally insist
on.... Scientists need to become connoisseurs and
philosophers of uncertainty....[T]he incurable
uncertainty of our predicament, far from serving
to reassure us, should fill us with unease and goad
us to action."76

In the face of this uncertainty, says Stephen
Schneider, "A few tens of billions, or perhaps hun
dreds of billions of dollars, spent annually around
the world for such planetary insurance ... is an
investment that is long overdue."77

This "insurance policy" ruse neatly switches the
burden of proof from those proposing a theory,
onto those who are demanding evidence. By this
nifty logical inversion, the theorist no longer has to
prove his case; rather, the skeptic is somehow sup
posed to "refute" a case for which no evidence has
been offered in the first place. The absence of evi
dence is now cleverly relabeled "uncertainty,"
against which we are exhorted to buy expensive
"insurance policies." Precisely because we have no
case, say the environmentalists, you'd better do
what we say. This is nothing more than an extor
tion racket, relying on our own self-doubt as its
enforcer.

Stephen Schneider does admit to an ethical
dilemma about all this. He says that sometimes, to
advance their views with the public, scientists
"have to offer up scary scenarios, make simplified,
dramatic statements, and make little mention of
any doubts we might have." Each scientist, he cau
tions, must decide the "right balance [between]
being effective and being honest. I hope that
means being both."78

But since when are scientists supposed to "bal
ance" the truth with anything?

Cashing in on Eco-Hysteria
Clearly, the American people are never going to

buy the Deep Ecology outlook of Earth First! or
the Animal Liberation Front. But these groups
make the more pragmatic, political left-wing
groups look comparatively responsible-and they
are cashing in. The Natural Resources Defense
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Council, Worldwatch Institute, and the Environ
mental Defense Fund are manipulating scares
over global warming and pesticides, not to destroy
man, but to turn him into a harnessed beast of bur
den, with themselves holding the reins.79

For example, Senator Timothy Wirth of Col
orado said that "We've got to try to ride the global
warming issue. Even if the theory of global warm
ing is wrong, we will be doing the right thing any
way, in terms of economic policy and environmen
tal policy."80

And what kind of "economic policy" are we
talking about? Stephen Schneider says that solving
problems like global warming will require us to
"redistribute our current resources ... thus alter
ing accustomed levels of expenses or incomes."81
Time magazine says: "... Americans ... will have
to ... find alternative sources of energy and use all
fuels more efficiently. What all this requires is self
discipline on the part of the world's haves and
increased assistance to the have-nots...."82
Botanist Peter Raven recently told a Pittsburgh
conference that "The people at the top are con
suming far, far more than a vast number of people
at the bottom. It's much too· unequal ... in a way
that affects the sustainable productivity of the
world."83

Don't assume the motive here is sympathy for
the poor. The massive anticipated job losses in
existing fossil fuel industries don't faze the envi
ronmentalist cadre. "I realize that such a switch
would be a staggering blow to the coal mining
industry," says Schneider. "But where is it written
that anyone has an indefinite right to antisocial or
antienvironmental employment?"84 Paul Ehrlich,
too, makes it clear that the environmentalist goal
isn't to make poor people better off. Since rich
people, by using ~ore resources, cause many times
more "ecological destruction" than poor people,
Ehrlich concludes: "Actually, the problem in the
world is that there are too many rich people."85

So the basic division within the environmental
movement is between the Greens, who want to rid
the planet of rich people, and the Deep Ecologists,
who want to rid the planet of people, period.

In Defense ofHuman Nature
Underlying it all is an antipathy for a complex,

technical, and free society where survival is bought
at the cost of ambition, learning, thinking, taking

risks, and working hard, all within a free, compet
itive marketplace. One sees the radical environ
mentalist motivation clearly captured in the book
title, Returning to Eden - a woozy yearning for an
egalitarian garden, where fruit drops from the tree
into one's lap, where the struggle to survive ceases,
where all animals lie down in peace and harmony.
If you're a Deep Ecologist, the "ecosystem" will
take care of you; if you're a Green, the social sys
tem will. But either way, environmentalism's Eden
is a risk-free place where idle wishes will be the
coin of the realm.

With the collapse of Communism-particularly
of socialist economic theory-environmentalism
has become freedom's foe for the '90s. Environ
mentalism represents a now-denuded Marxism,
stripped of all its tenets, desperately clutching its
last fig leaf of mindless egalitarianism. As such, it
is a purely negative, contentless "ism." It is the
final rallying point for nihilistic drifters and collec
tivist dreamers, who are united, not by ideas, but
by a hostility toward human thought; not by val
ues, but by an aversion for human aspirations; not
by some utopian vision of society, but by a pro
found alienation from human society.

How are we to confront the radical challenge
posed by environmentalism? It is useless merely to
oppose it: environmentalism represents an intel
lectual and value vacuum, and one cannot negate
negation. Therefore, our defense against it lies not
in politicking, nor even in economic education, but
in something far more basic, something upon
which economics and everything else depends.

Our defense lies in accepting our own human
nature, and the solemn responsibilities that flow
from it. By fulfilling our nature and responsibilities
as human beings, we bring meaning and value into
the world.

Whatever they wish to call themselves, the con
temporary children of Rousseau are at war with
human nature-with Homo sapiens and the homo
centric view of the world. Driven by fanatical hos
tility, they cannot be bought off by appeasement
and compromises, which will only weaken our free
society and its cultural institutions. However, they
can be rendered harmless-if we reject their Pro
crustean moral premise, which reduces man to, or
below, the status of mice, weeds, and soil.

Nature indeed provides beautiful settings for
the work of man. But unseen and unappreciated,
the environment is meaningless. It is but an empty
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frame, in which we and our works are the picture.
From that perspective, environmentalism means
sacrificing the picture to spare the frame.

We shall protect ourselves, and our civilization,
against their assaults on the day when we finally
confront their charge of "speciesism" with buttons
and bumper stickers proudly declaring our own
right to exist as our nature demands, and un
ashamedly proclaiming our own form of "species
solidarity."

Without apologies, then, let me be the first to
come out of the closet, so to speak, and declare: I
am a practicing homocentric. D
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Markets and
Pseudo-Markets
by Donald J. Boudreaux

T
he 1980s will be remembered as the dec
ade in which "the market" gained a de
gree of respect worldwide that it never

had or that it had only many decades ago. Most
obviously, the overthrow of Communist regimes
throughout Eastern Europe during the final
months of 1989 holds promise for significant eco
nomic reforms that will introduce market mecha
nisms into those economies. Recent election
results in Nicaragua, and current political maneu
verings in the Soviet Union, also suggest that a
continuation down the path toward freer markets
is likely. Obviously, classical liberals should be
pleased by these developments.

More time-tested reforms have taken place in
the English-speaking world. In Great Britain,
Margaret Thatcher's program is an attempt to
restore the market in that nation. And, of course,
the United States in the 1980s was the Reagan
era-a period in which "the free market" lost its
vulgar connotation in the popular mind.

Although Thatcher's and Reagan's efforts de
serve praise (especially when compared with the
possibility of a continuation in the 19808 of 19708
type policies), that praise should be only mild. The
changes brought about were neither as extensive as
those promised in the late 1970s and early 19808,
nor as permanent. Ofcourse, Thatcher and Reagan
faced political realities that made it extremely dif
ficult to do more than bruise government on its lit
tle toe; any attempt to cut off an arm or leg of gov
ernment almost certainly would have resulted in
the loss of Thatcher's or Reagan's political head. It
is a common theme that opponents of government
intervention seldom win in battles with politically

Dr. Boudreaux is studying law at the University a/Virginia.

entrenched special-interest groups. It is also a com
mon theme among classical liberals that ideas do
matter and that long-run victory for the market is
possible only with a fundamental change in the way
people think about the role of government as com
pared with the role of the market.

I accept the claim that ideas matter. Therefore,
I believe that the ideas marshalled in support of
the market should be correct, promising neither
too little nor too much. I argue here that a signifi
cant portion of the intellectual arguments under
girding the Thatcher-Reagan efforts were mis
guided. (Being a United States citizen, I confine
my essay to the U.S. experience.) In brief, my the
sis is that arguments in favor of "the market" are
not necessarily arguments in support of classical
liberal values. Restoration of "the market" is not
an ultimate goal of classical liberalism. By focusing
too much on "the market," classical liberals and
their friends can undermine the case for the ulti
mate classical liberal values of peace, prosperity,
and liberty.

Arguments in support of these classical liberal
values should focus, not on "the market," but on
the protection of private property and freedom of
contract. It is these latter two institutions that are
absolutely necessary for peace, prosperity, and lib
erty. Although private property and freedom of
contract inevitably give rise to markets-defined as
the interactions of buyers and sellers for the pur
pose of exchanging ownership titles-markets as
such are secondary phenomena in a classical liberal
society. That is, classical liberals should aim their
arguments at supporting private property and free
dom of contract rather than directly at supporting
"the market." By doing so, free mutually beneficial
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exchange will be protected. More important, what
I call "bastard markets" or pseudo-markets will be
avoided. Pseudo-markets are markets that arise,
not via the interplay of private property and con
tractual freedom, but via the suppression of these
vital classical liberal institutions.

Pseudo-Markets versus
Real Markets

An example of what I mean by pseudo-markets
may be useful. Consider a manufacturing firm
that has been purchasing its inputs from indepen
dently owned suppliers. Now suppose that a tech
nological change occurs that allows this firm to
increase the efficiency of its operation by merging
with one of its suppliers. The institutions of pri
vate property and freedom of contract insure that
this merger may take place. After the completion
of the merger, no formal exchange occurs
between the input-supply branch of the firm and
the manufacturing branch. In a literal sense, a
market relationship has been terminated. Sup
pose now that a court or an administrative gov
ernment agency orders this merger dissolved. By
forcing the manufacturing firm to sell its input
supply branch to an independent owner, a "mar
ket" relationship is (re)established: the manufac
turing firm now engages in a greater number of
formal exchanges than before because now it
must purchase its supplies of this particular input
from a separately owned firm.

But the market relationship created here by the
court did not grow out of the institutions of private
property and contractual freedom. Instead, it
resulted from the attenuation of these institutions.
This is a pseudo-market; it is illegitimate from the
perspective of classical liberalism. Compare this
pseudo-market relationship with the market rela
tionship that exits when the manufacturer and its
input supplier voluntarily choose not to merge. In
the latter case, the market grows out of the institu
tions of private property and freedom of contract.
For this reason I call such a market-in this case
for inputs-a "real market."

A danger arises when people fail to account for
the fact that protection of private property and
freedom of contract is not synonymous with pro
tection of markets. The danger is that the
protective walls around private property and con
tractual freedom begin to crumble. The path is

then opened for private property and contractual
freedom to be violated by government. Few classi
cal liberals will disagree with the claim that mar
kets erected out of the material gathered from the
dismantling of private property and contractual
freedom promise neither lasting peace nor pros
perity. And it can hardly be argued that these pseu
do-markets are consistent with liberty.

When government has the power to use markets
without respecting the private property and con
tractual freedom of its citizens, it can design and
employ markets to achieve goals that have little to
do with the individual goals of the people. As
incongruous as it may seem, markets become a
tool in the central planner's kit of instruments for
attempting to engineer society into some precon
ceived mold.

One problem with the use ofpseudo-markets, of
course, is that the central planner may desire a set
ofsocial outcomes that is different from that which
contributes most to the welfare of the people.
More fundamentally, political support for pseudo
markets can be purchased in democratic societies
only when voters are promised specific benefits
that the market supposedly will bring them. This
support requires an explicit listing of what the
pseudo-markets promise to do (e.g., reduce prices,
increase employment opportunities, and so on).
But such political support is tenuous because, by
their nature, markets are simply a forum for ex
change-markets can expedite the exchange only
of that which already has been produced. Al
though the signals sent out by market exchanges
are crucial in the determination of what goods are
produced and how, these signals emerge only in
the actual process of market exchange. Thus, spe
cific accurate predictions about the benefits and
costs of a·system of market exchange can seldom,
if ever, be made.

Market signals-which relate relative intensities
of consumer wants and relative scarcities of alter
nativeinpu~--eannotbepredictedindependently

of the process that generates them because mar
kets synthesize a vast amalgam of information
"bits." The signals sent out on the basis of this syn
thesis result in specific outcomes, the details of
which no one ever could have hoped to predict.
Markets, therefore, are a poor tool to use in· at
tempting to attain specific results. Thus, political
support for markets based only on the promise of
specific outcomes too often, if not invariably, leads
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to disappointment among those who lent their
support to the market. In the face of such disap
pointment over the specific performance of the
market, the political coalition built up to support
the market dissolves. Support for the market even
tually evaporates, and this "experiment" with the
market is abandoned because of the popular belief
that the market failed.

Consider, for example, the Reagan tax cut in
1981. The promised result was that government
revenue would increase because of the "Laffer
Curve" effect. Although debate still goes on
about the actual revenue effects of this tax cut,
the consensus seems to be that government tax
revenues did not increase as a result of the 1981
tax-rate cut. That is, the specific market outcome
that was anticipated did not happen. Reagan's
market experiment with lower tax rates was
widely viewed as having failed, and the stage was
set for 1982's tax hike.

In contrast, had the 1981 tax cut been based
upon arguments in support of private property, the
observed outcome of the tax cut would have occa
sioned far less criticism. No one could have argued
that the tax cut didn't fulfill its goal. Under these
circumstances, we very well might have avoided
the 1982 tax increase.

Whenever pseudo-markets are created, they are
usually intended to serve the interests of a politi
cally well-organized group. But even when such
markets fulfill their intended purpose, they seldom
make a net positive contribution to the welfare of
society.

An example of this recently occurred in the air
line industry. United Airlines spent a great deal of
resources developing its Apollo computerized
reservation system. When United bought the
rights to Pan Am's Pacific routes, the court refused
to allow the purchase unless United agreed to
make its reservation system available for use by its
competitors on terms that did not discriminate
against its competitors and in favor of United.

By requiring United to deal with its rivals on
terms that it would not have otherwise agreed to,
the court, strictly speaking, created a market. But
notice that United's right to dispose of its property
as it sees fit has been pushed aside by the court.
Exchanges will be made that would not have taken
place in the absence of the court's decision.
Clearly, the airlines who now have the right to pur
chase use of the Apollo reservation system from

United are benefited by the court's ruling; the
court's creation of this market helps these airlines.

However, consumers won't benefit. Because the
incentive to invest in the development of such
reservation systems is reduced by the precedent
set in the United-Pan Am case, fewer such systems
will be developed in the future. In its attempt to
protect the market for United's rivals, the court
found it necessary to modify United's freedom of
contract and private property rights. The result
will be that airlines, on the whole and in the future,
will be less efficient than they otherwise would be,
and consumers will ultimately bear the cost of the
forgone improvements in efficiency.

The Role of Classical Liberalism
Classical liberals should focus on the explication

and defense of private property and freedom of
contract, pointing out how these institutions are
indispensable for well-functioning markets and for
free and prosperous societies. The role of classical
liberal principles is to restore private property and
contractual freedom to their place of primacy in
Western civilization-and to continue to introduce
these principles to non-Western nations.

Classical liberals have the responsibility of op
posing those who seek to engineer society through
selective introduction of market mechanisms. The
classical liberal must work to persuade others that
markets that emerge out of the interplay of private
property and contractual freedom are the only
markets that promise genuine net benefits to soci
ety. The classical liberal must further remind others
that markets created by the suppression of these
institutions are not the type or form of economic
organization that classical liberalism champions.

As we begin the new decade, the risk of disen
chantment with the market is high. By failing to
recognize the distinction between pseudo-markets
and real markets, voters may well decide that the
market is not all that it was claimed to be at the
beginning of the 1980s. What the classical liberal
must do is, to be sure, defend markets, but defend
them only insofar as they are a natural and healthy
result of private property and freedom of contract.
It is the intellectual and moral foundations of these
latter institutions that must be supported by sound
classical-liberal argument. Ifclassical liberals meet
this challenge, restoration of the market-the real,
not pseudo, market-will follow. D
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The Myth of
PubliclPrivate
"Cooperative Enterprises"
by Barbara R. Hunter

A
popular term today for schemes that
transfer money from the taxpayer's
pocket either to a private individual or to

aprivate organization is "cooperation." According
to this notion, the government (which may be
municipal, county, state, or federal) has the right to
extract from the taxpayer any sum for any purpose,
as long as those doing the extracting have deter
mined that the taking is for a "good purpose."

Strangely, once the money has been taken, it is
no longer recognized as belonging to the taxpayer.
Now it is instead "government funds," and these
funds are portrayed as a source of benevolence
from that particular government to the recipient. A
multiplicity of terminology may be used to mask
the actual source of the alleged benevolence
"cooperative effort," "synergy," "assistance,"
"aid," "investment," "joint effort," ~'financial

incentives," "partnership," to name a few. Not
surprisingly, both the beneficiary and the local
press are likely to portray this giving only in terms
ofthe marvelous benefits the community will enjoy
as a result of the influx of funds, without referring
to the taking that made the giving possible.

Some of the fallacies of the notion of public/pri
vate cooperation may be seen in a recent example.

A Long Island, New York, company, long
known for its high-technology contributions to the
nation's defense, discovered it was no longer doing
well in the competitive quest for contracts. A thor
ough examination of its operations revealed sever
al problems: (1) its physical plant, originally con
ceived as necessary for a growing company (which
it no longer was), was too large, and consolidation

Barbara Hunter is an educational consultant in office
automation living on Long Island.

was needed if it was ever to bring its costs into line
with its competitors; (2) much of its equipment,
and some of its major facilities, were obsolete and
simply couldn't be used for today's more demand
ing technologies; and (3) a shortage of capital
made it appear difficult, perhaps impossible, to
remedy these problems. Interestingly, the compa
ny has a parent corporation, but the parent obvi
ously didn't consider it worthwhile to plow the
needed funds into the company; otherwise, it
would have decided the investment was a good
one, and the money would have been provided.

But even though one's own parent company
determines that such an investment won't be ben
eficial, such technicalities don't stop those who
hope the government (that is, the taxpayer) will
take a different view of the merits of the case. In
the absence of the necessary money, the company
decided to look for what it called "an innovative
approach to funding." Just how innovative it was
became evident following a meeting between com
pany representatives and the New York State
Department of Economic Development. The
Department's rationale for supporting the compa
ny's funding plan was that the state wanted the
company to "continue contributing its impact on
the state and local economies."

Ironically, the company never said it planned to
stop contributing that impact, and it never hinted
it might take some other approach, such as moving
out ofstate or closing its doors. Nevertheless, over
a six-month period, the company managed to get
both the Department of Economic Development
and Suffolk County officials to approve the plan
and to commit money to the project. And this was
no small sum: The state's share will be $2.1 million



in grants and loans, the county's $2.5 million in
"industrial development bonds," in addition to
real estate tax abatements on the projects and
sales tax abatements on the capital purchases asso
ciated with the projects (neither of which is avail
able to the company's competitors).

Two factors need to be considered if the plaque
presented by the county executive to the company
president, inscribed "New York State-Suffolk
County-(company name)-'A Partnership for
Progress'" is to be identified for what it is.

First, every dollar flowing from the state or
county coffers to the company has to come from
somewhere. In New York State, where both indi
vidual and corporate taxes are among the highest
in the nation, these dollars can be traced back to
numerous disadvantages that will accrue to those
who are not the recipients of this largess: money
out of the individual taxpayer's pocket, money that
this company's competitors will not have for their
own development or other purposes because they
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have been forced to hand it over to the various lev
els of government to benefit the favored company.
If one doesn't bother thinking through the full
implications of a decision that takes money from
one person or company and gives it to another, it
might seem that some form of wealth or other val
ue has been created in the process. The failure to
look at the full picture is a likely reason why this
action has been proudly announced by the compa
ny and hailed by the press.

Second, perhaps the ultimate irony of the
scheme is that this is the year in which both New
York State and Suffolk County are awash in red
ink, the year in which Suffolk County taxpayers
are facing real property tax increases of as much as
30 percent, and in which the governor has been
searching for new ways to raise state taxes. One
could easily ask just how many of the already
beleaguered taxpayers would have agreed of their
own volition to tum over as much as $4.6 million
of their already imperiled incomes. D
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Sweden: No Model for
Eastern Europe
by Eric Brodin

T
he Eastern and Central European coun
tries that have abandoned (or at least re
named) their governments are scouting

around for a new form of government. They want
a·· system that will provide. the relative freedom
found in a market economy yet, at the same time,
satisfy people accustomed to social welfare bene
fits. Delegations from East Germany, Poland,
Czechoslovakia, Hungary, and the Soviet Union
recently visited the Scandinavian countries to
learn more about their apparently successful wed
ding of socialism and democracy.

Most of these delegations went to Sweden,
which for decades has been touted as a model wel
fare state. The Social Democratic government of
Prime Minister Ingvar Carlsson has shown its for
eign visitors around and pointed out what a "social
democracy" has brought. Would the "mixed"
Swedish economy, which combines private owner
ship of the means of production with an elaborate
welfare system, be appropriate for the formerly
Communist countries? Let us take a closer look at
the Swedish experiment in socialism.

Swedish socialism had its origins in the 1880s,
when an egalitarian movement led by August
Palm, a former tailor, gave birth to Swedish union
ism and the Social Democratic Party. Socialist pro
grams, particularly the "reformed Marxism" of
Eduard Bernstein, were imported from Germany.
By 1932 the Social Democrats had gained majori
ties in both houses of Parliament. (Sweden now
has a unicameral parliament with 349 seats.)

Professor Brodin, a native ofSweden, is Director ofThe
Foundation for International Studies, Buies Creek,
North Carolina.

With the Social Democrats in power, the pace of
socialization accelerated. Most welfare measures
were passed with the cooperation of the two cen
trist parties, the Liberals (Folkpartiet) and the
Center (formerly Agrarians). Other measures
could be passed only with the cooperation of the
small Communist Party. Swedish industry was
pretty much left alone so that it could pay the taxes
needed to finance the welfare system. The Social
Democrats have maintained political hegemony in
Sweden since 1932, with the exception of a coali
tion government in World War II and an interreg
num of the three non-socialist opposition parties
(1976-1982), during which no important plank of
the welfare state was removed.

Gunnar Myrdal and his wife Alva played lead
ing roles in the development of Sweden's welfare
state. Gunnar Myrdal won a Nobel Prize in Eco
nomics in 1974, and Alva Myrdal won a Nobel
Peace Prize in 1982. Conveniently forgotten today
is their admiration of the eugenics principles of
Nazi Germany. The Myrdals believed that only
such drastic measures would assure that the
Swedish stock would be the best for the coming
welfare collective.

During the next decades the Swedish welfare
state expanded into more and more areas of social
life in an attempt to eradicate the bourgeois nature
of the traditional Swedish family. The government
on all levels began to assume a paterfamilias role.
Allan Carlson, writing in the May 1990 issue of
Chronicles, quotes one Swedish official assaying,
"I should like to abolish the family as a means of
earning a livelihood, let adults be economically
independent of each other and give society a large



share of responsibility for its children." Carlson
explores this development at length in Th e
Swedish Experiment in Family Politics: The
Myrdals and the Interwar Population Crisis
(Transaction Books, 1990).

A "Bold Experiment"
that Failed the Family

Socialist programs would have a grave impact
on Swedish family life. Sweden now has the
world's lowest first-marriage rate and one of the
lowest birthrates. Half the children are born out of
wedlock. Yet the authors of the Swedish welfare
state always believed that their course was right.
Alva Myrdal in her book Nation and Family (MIT
Press, 1941, p. 11) said: "The Scandinavian coun
tries, and particularly Sweden, by historical acci
dent are given the most advantageous set of pre
requisites for a bold experiment in social
democracy. If it cannot successfully be developed
in Scandinavia, given by historical chance excep
tionally advantageous conditions, it would proba
bly not work out anywhere else."

Among those "exceptionally advantageous con
ditions" were some that were specifically Swedish.
The Swedish population is small; it just passed 8.5
million. It is remarkably homogeneous, having
only the Lapps of the north as a minority, and in
the 1970s and 1980s a foreign work force ofseveral
hundred thousand. Furthermore, Sweden escaped
the horrors of war for more than 175 years and was
able to convert its munitions plants into factories
for producing housing materials after World War
II. It has thus been able to grow wealthy in a
Europe that, for the most part, had been adversely
affected by the war. Sweden also escaped the social
displacement and ills that often follow wartime
defeats, and the resultant social disintegration.

With the Social Democratic Party in firm
control from 1932 to 1976, and the acquiescence of
the two centrist parties, Sweden erected a panoply
of welfare measures unprecedented anywhere in
the world. Contributing to the system's apparent
stability was the cooperation between the central
Labor Organization and the Swedish Central Em
ployers' Organization. The welfare state seemed
to be a viable system.

But in the 1970s, things began to fall apart.
Restive labor unions who saw their members'
salaries eaten up by inflation, and employers who
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saw their share of social costs rise to 40 percent of
workers' salaries, began to chafe at the tax burden.
Unprecedented absenteeism by workers who col
lected 90 percent of their salaries from their first
day off (without the need for medical certification)
priced Swedish exports out of world markets.

High taxes, and the breakdown of many of the
social services which these taxes were supposed to
finance, have caused a tear in Sweden's body
politic. Inflation rose, and the formerly harmo
nious collective bargaining sessions between the
Labor Organization and the Swedish Central
Employers' Organization have turned into hostile
confrontations. When the self-employed author
Astrid Lindgren received a tax bill of 102 percent,
she wrote a stinging story, along the lines of Alice
in Wonderland, that was one of the leading factors
in bringing down the Social Democratic Party in
1976.

Swedish industry found itself with falling profit
margins; many firms established subsidiaries out
side of Sweden where workers were more produc
tive and taxes were lower. The Meidner Funds,
which had taken a portion of Swedish industries'
profits and deposited them in funds run by unions,
were the last straw. They will, in all likelihood, be
terminated, but they have placed a huge burden on
Swedish companies.

One of Sweden's most astute economists, Pro
fessor Assar Lindbeck, writing in Sweden's leading
daily Dagens Nyheter (December 22, 1988), per
ceptively noted, "The high marginal taxes and the
production of public services cause the family to
more and more focus on the 'care' of objects, while
public institutions, to an increasing extent, take
over the care of people, an occupation earlier
regarded as the specific duty of the family. In a wel
fare state of the Swedish type it is not the corpora
tions that are socialized, but the family, or more
correctly, many of the traditional functions of the
family. One could probably say that while classic
socialism meant socialization of industry, a welfare
state of the Swedish type means socializing the
households' traditional care and support for fellow
citizens."

The Swedish welfare state has reached a crisis
state outlined by the East German Marxist theo
retician Jtirgen Habermas in his Legitimations
problem in Spiitkapitalismus:

"The division of labor between the state and the
private sector that forms the basis of the Swedish
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model requires that a continually increasing share
of the national product be transferred to the public
sector. Technical and economic changes must be
accompanied by an enormous public investment
to assure the stability of society. There is a point
where the dislocation in the social structure
becomes so great that people are no longer willing
to pay the price of the necessary remedies. The
demand for security remains, but the desire of
each person to contribute to the cost of this secu
rity diminishes. The welfare society then faces a
crisis of confidence."

A System that Doesn't Work
As the standard of living has fallen over the past

ten years, it has· become evident to almost all
observers that the Swedish system no longer
works. Hakan Gergils, a member of the Swedish
Civil Rights Movement and an adviser to Swedish
industry, noted in Economic Affairs (October/
November 1989) that "This development has cre
ated a new class of poor people. The number of
Swedes in this category increased to 600,000 last
year, which means that around 10 percent of the
adult population in Sweden cannot earn their liv
ing by working. They have to rely on public sup
port for housing, food, clothing, etc. The most
astonishing thing is that the new class includes a
large number of well-educated people. A great
number of full-time working men and women
with, under normal circumstances, an acceptable
income, have been trapped into dependency by
the progressive tax system."

Another eyewitness account came from Jacob
Arfwedsson, who left Sweden to pursue a doctor
ate in political science at the Catholic University of
Paris. While doing specialized studies under Pro
fessor Claes Ryn (another Swedish-born intellec
tual of rare ability) at the Catholic University of
America, Arfwedsson pointed out to this writer in
April 1990 that the whole complex of social ser-

vices in Sweden is falling apart. The Social Demo
cratic government had to renege on its promise to
provide care for all children by 1991; desperately
ill people have to go abroad because the waiting
lists for hospital care in Sweden·are years long.

To this crisis-ridden welfare state many in East
ern and Central Europe now look for solutions to
their own crises. Yet these nations have no real
chance to replicate even the more successful as
pects of Sweden's cradle-to-grave welfare provi
sions. A welfare state must be wealthy in order to
provide for the creature comforts and exigencies
of a population. And after decades of command
economies, these nations are close to economic
collapse.

The Wall StreetJournal (February 22,1990) edi
torializes: ."The reality of today's Sweden is the
lingering myth of a cradle-to-the-grave Welfare
Paradise. The myth is based on an enormous sys
tem of subsidies~fromfood consumption to hav
ing children and even reaching old age. Savings
are non-existent and investments are flowing
abroad. That the gravy train is sputtering can be
seen in the degradation of services, particularly
medical care, and increasing poverty. Conditions
in Sweden, of course, are still a far cry from those
in Eastern Europe. But since the economic prob
lems of both arise from the same socialist theory,
countries trying to escape the grips of a statist
nightmare have little reason to emulate Sweden's
welfare system."

As one whose life has been rather evenly divid
ed between his native Sweden and his new home
land, the United States, it is sad to see the glitter
flaking and the glamour fading from the nation
that gave him birth. But socialism, whether of the
Marxist, democratic, or nationalist kind, is bound
to fail. It is, in its various forms, a system of institu
tionalized envy. If the failure of the Swedish exper
iment in cradle-to-grave welfarism serves as an
eye-opener to those who would imitate it, then it
will have served an important purpose. D
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The Two-Edged
Sword of Chaos
by Gary McGath

I
n any debate, it's a great temptation to refute
the other person on his own terms. Some
times this is the right approach; if you and

your opponent agree on a basic premise and dis
agree only on how to implement it, then it makes
sense to show that your proposals are better by his
standards. But if the disagreement is one of basic
principles, and if beating your opponent on his
own ground entails adopting his frame of refer
ence, your victory may well be Pyrrhic. Even if you
adopt his premise just for the purpose of showing
his inconsistency, you've allowed the debate to be
conducted on his terms, and you can easily lose
sight ofwhat you should really be proving: that he's
wrong not just in particulars, but in his basic
approach.

For instance, an advocate of the free market and
a socialist might agree that prosperity is desirable.
If the socialist claims that his system will create
prosperity, it's proper to answer the claim on its
own terms, showing that socialism in fact wouldn't
achieve the goal for which its advocate hopes. On
the other hand, suppose the socialist claims that his
system will provide a more just distribution of
wealth. Anyone who knows a little history may see
a chance for an easy comeback here and point to
all the cases in which socialism has created its own
privileged classes, thus showing that socialism fails
todistribute wealth justly. But the person who fol
lows this approach is granting a key element of the
socialist's argument: that there is some ethically
proper amount of wealth that each person should
have. This line of argument may indeed force him
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to admit that existing socialist societies haven't
measured up to the ideal, but he can respond that
the remedy lies in a more consistent application of
economic justice. Moreover, he can now take the
offensive, pointing out that socialism at least aims
at a "just distribution," whereas capitalism leaves
no room for the government to correct the alleged
inequities created by the market.

The right way to approach a mistaken claim is
to answer it at the most basic level at which it's
mistaken, not to pick at its details. Neglecting this
principle is sure to lead to fruitless debating of
side issues and failure to recognize errors at their
source.

A case in point is the implications that some
advocates of the free market have seen in so-called
"chaos theory." This area ofstudy has captured the
interest of the educated lay public in the past few
years, particularly as a result of James Gleick's
1987 book, Chaos: Making a New Science. Aside
from the mathematical fascination of the theory, it
may have wide-ranging implications for deciding
what kinds of problems are tractable. The theory
suggests that certain types of systems, although
they can be described mathematically, behave in
such outrageous ways that predicting their future
behavior mathematically is all but useless. How
ever, it tells us that even such seemingly "chaotic"
systems can be analyzed and described by applying
new mathematical methods.

Traditionally, builders of mathematical models
try to construct systems that are, so to speak, "well
behaved." A falling rock, for example, can be
modeled in a well-behaved way. A fairly simple
equation, taking into account gravity and air resis
tance, will predict how the rock will fall. Minor air
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currents or tiny errors will result in only slight devi
ations between the predicted and the actual result.

In contrast with well-behaved systems, some
types of systems are "chaotic." A·tiny change in
the system may result in large changes in its later
behavior. The smoke rising from a cigarette is an
example of a chaotic system. A little difference in
the temperature of the smoke or the conditions of
the air can result in a completely different pattern
of smoke. A mistake in the ninth decimal place
when calculating the behavior of a chaotic system
may result in a 200 percent error in the outcome.
Building a model that will accurately predict the
behavior of this type of system is a virtually impos
sible task.

Long-range weather predictions also face the
problems of chaotic systems. According to chaos
theory, a sneeze in Minnesota may affect whether
it will rain in Virginia three months later. Because
of the practical impossibility of measuring the cur
rent situation with sufficient accuracy, and of car
rying out the calculations to enough decimal
places, accurate long-range weather forecasts may
be beyond human reach.

Chaos and Economics
Do similar considerations apply to economics?

Some advocates of the free market have suggested
that they do. Chaos theory, they have suggested,
rebuts those who want to model and centrally
direct the economy on a mathematical basis. Tom
G. Palmer, editor of the Humane Studies Review,
says that chaos theory shows that "Technocratic
prediction of the future-as would be necessary
for a 'planned' society-is impossible on mathe
matical grounds. It turns out that certain systems
are 'initial condition sensitive,' meaning that a tiny
change in the initial conditions can produce enor
mous changes in the results."l

Noted libertarian economist Murray Rothbard
writes in a similar vein: "The neo-classicals have
for a long while employed their knowledge of
math and their use of advanced mathematical
techniques as a bludgeon to discredit Austrian
[economists]; now come the most advanced math
ematical theorists to replicate, unwittingly, some of
the searching Austrian critiques of the unreality
and distortions of orthodox neo-classical eco
nomics. In the current mathematical pecking
order, fractals, non-linear thermodynamics, the

Feigenbaum number, and all the rest rank far high
er than the old-fashioned techniques of the neo
classicals."2

Much of the philosophy underlying chaos theo
ry is attractive to anyone who distrusts the math
ematization of economic systems. Gleick tells us
that the theory may be "turning back a trend in sci
ence toward reductionism." He echoes F. A.
Hayek when he writes: "Yet order arises sponta
neously out of these [chaotic] systems-ehaos and
order together. Only a new kind of science could
begin to cross the great gulf between knowledge of
what one thing does-one water molecule, one
cell of heart tissue, one neuron-and what millions
of them do."3

Rhetoric such as this is attractive, and can add to
the temptation to challenge mathematical
economists on their own ground by throwing still
more complex mathematical systems against
them. However, this attempt to enlist chaos theory
is mistaken and potentially harmful to a proper
defense of the free market. To see why, it's
necessary to understand just what chaos theory
says and doesn't say.

The contribution of chaos theory isn't that it
tells us that there are unpredictable systems.
We've always known that. Rather, the theory
applies to a certain type of system: one that can be
described by a set of equations or a computer pro
gram. Set up the starting conditions, run the pro
gram or solve the equations, and you can see the
system unfold itself.

Chaos theory's point is that for some systems,
the results of running the program won't even be
close to the real-life behavior of the system. The
equations are perfectly legitimate, but the system
is extremely sensitive to tiny perturbations.
Unless every tiny input to the system is measured
with impossible accuracy, and unless the
calculations are performed with outrageous preci
sion, the results will be completely wrong. How
ever-and this is crucial-such systems may still
be susceptible to analysis by tools which belong
neither to traditional deterministic mathematics
nor to statistics.

As an example, consider the Japanese game
called "pachinko." In this game, a ball is launched
with a spring, then falls through a field of pins. The
player's goal is to make it fall toward certain tar
gets. Pachinko exhibits "sensitive dependence on
initial conditions"; a tiny change in the force of
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launching the ball will make it fall a completely
different way. Using traditional modeling meth
ods, pachinko would be just a game of chance.
There are, however, patterns in the relationship
between the launching and the course the ball fol
lows, and expert players can direct it toward the
high-scoring targets. These players might be con
sidered intuitive chaos theorists. They are able to
find order where there seems to be none.

The mathematical systems that Keynesians and
their allies have used to describe the economy, on
the other hand, aren't like a pachinko game. Their
equations are completely well-behaved. Pump a
nickel more or less into the economy, and nothing
drastic will happen. If you decide not to go shop
ping on Tuesday, you don't throw world trade into
turmoil. Displayed on a chart, the Keynesian
equations show a nice smooth relationship
between input and output. The chart of a genuine
chaotic system looks like something from a
psychedelic art museum.

The mathematical economists' equations
should be challenged on a more basic level. The
proper question to ask is whether they, or any set
of equations, actually model the course of the
economy. Before asking whether a mathematical
model of the economy fails in its predictions
because it is chaotic, we should ask whether any
such model is valid in the first place.

An economic system is, in fact, the sum of a vast
number of ongoing human choices. These choices
aren't totally arbitrary, but reflect people's per
ceived needs and desires, so certain statistical gen
eralizations can be made about them. Supply and
demand curves can be drawn for particular com
modities. These curves are, however, simply
empirical generalizations reflecting the aggregate
of people's choices at a given time. Nothing says
that their preferences will be the same next year.
People's desires may change, or new discoveries
may lead to new options.

Ludwig von Mises wouldn't accept the premise
of mathematical economic models, and didn't
quibble over their accuracy. Rather, he challenged
the premise at its root: "There is no such thing as
quantitative economics. All economic quantities
we know about are data of economic history. No
reasonable man can contend that the relation
between price and supply is in general, or in
respect of certain commodities, constant. We
know, on the contrary, that external phenomena

affect different people in different ways, that the
reactions of the same people to the same external
events vary, and that it is not possible to assign
individuals to classes of men reacting in the same
way."4

Human economic activity is "chaotic" in the
sense that it is unpredictable and not subject to
mathematical analysis, but this has nothing to do
with chaos theory. Pachinko-like systems are com
pletely determined by simple mechanical laws;
their behavior depends entirely on the way they
are set in motion, and chaos theory provides tools
for analyzing them in spite of their apparent
unpredictability. Human behavior, in contrast, is
unpredictable not because its flow displays "sensi
tive dependence on initial conditions," but
because it is not dependent on initial conditions at
all. The future may change due to events that no
amount of precise calculation can predict.

Chaos as a Planner's Tool
Rather than being an argument against central

ized planning based on economic models, chaos
theory may offer the planners new weapons. For
instance, Gleick discusses scientist Benoit Man
delbrot's exploration in 1960 of cotton-price fluc
tuations. "Economists," Gleick states, "generally
assumed that the price of a commodity like cotton
danced to two different beats, one orderly and one
random. Over the long term, prices would be driv
en steadily by real forces in the economy-the rise
and fall of the New England textile industry, or the
opening of international trade routes. Over the
short term, prices would bounce around more or
less randomly."

But Mandelbrot took a different view. "Instead
of separating tiny changes from grand ones, his
picture bound them together. He was looking for
patterns not at one scale or another, but across
every scale." He found that "Each particular price
change was random and unpredictable. But the
sequence of changes was independent of scale:
curves for daily price changes and monthly price
changes matched perfectly."5

Independence of scale is a key idea in chaos the
ory. By using "fractals," a kind of curve which con
tains miniature replicas of itself, which in tum con
tain yet smaller replicas of the same pattern, and
so on, modelers can create pictures that are rich in
detail out of relatively simple formulas. This per-
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mits great depth of detail without information
overload. Fractal economics could create the ulti
mate nightmare for opponents of central planning:
a model that claims to unite both the macro-eco
nomic and micro-economic realms, that describes
not only the broad course of the economy but the
detailed activities of each individual. With such a
model, planners could claim to know enough to
delve into each person's life, without having to
know anything about that particular individual.
Gleick cites mathematician Ralph Abraham's
dream of using mathematical models to "educate
children to be better members of the board of
directors of the planet."6

Advocates of government intervention have
talked about "priming the pump" of the economy,
only to be refuted by the impossibility of figuring
out which pump should be primed and to what
extent. But the ideas of chaos theory could
encourage new variants on this model, replacing
the old idea of priming the pump with one of flip
ping the handle of the pachinko machine. With
these new tools, they might imagine, it will be pos
sible to decide exactly how far to pull the handle,
even though traditional analysis can't offer a clue.
"Of all the possible pathways of disorder," Gleick
tells us, "nature favors just a few."7 Economic
planners, turning this idea into pop science, could
easily conclude that the unpredictability of human
activity is rio obstacle to classifying and control
ling human behavior.

Murray Rothbard regards the discovery of pat
terns in seemingly random events as a challenge to
the idea that market expectations can accommo
date "perfect knowledge" of the future apart from
random, unpredictable fluctuations.8 Yet this
seems odd. Chaos theory, far from challenging the
predictability of future market behavior, claims to
find patterns even in the variations that have pre
viously been regarded as random. Whether these
patterns really exist is a matter for study; if they do
exist, then the investor who learns to predict them
will have an advantage over people who use tradi
tional analysis.

In any event, statistical patterns are meaningful
only for large numbers of stocks (or other com
modities) over long periods of time. The rise or
fall of a particular commodity's price is the result
of particular events and people's response to
them, not of abstract mathematical forces. People
who anticipate these events and responses will do

better than the average investor; those who follow
statistical averages will simply obtain average
results. Again, the key to refuting the claim that
statistics provide perfect knowledge lies in recog
nizing that they are simply mathematical descrip
tions, not in trying to one-up existing descriptions
with new ones.

In fact, though, chaos has no more to offer to the
planners than it offers to the free market. In ana
lyzing a particular phenomenon under steady con
ditions, Mandelbrot's methods may well produce a
description that closely matches the observed phe
nomena. But these methods can provide no infor
mation about the phenomena of human action
which affect an economy in vital ways. A new
invention, the emergence of a new political move
ment, changing economic habits resulting from
changing philosophies of life, and similar phenom
ena are not simply random fluctuations, or even
new inputs to a mechanistic system; the analysis of
unconscious systems has only limited applicability
to the realm of human choice. The modeler can
only devise formulas after the fact to fit the data,
with no guarantees that these formulas will de
scribe the future.

Chaos theory is a fascinating area to study, and
it is very likely to have applications in the analysis
of current trends. However, it offers neither sup
port nor refutation to the idea that an economy
can be mathematically planned. It doesn't refute
classical methods of mathematical planning,
because it simply doesn't apply to them. Nor does
it provide new methods of plotting an economy's
long-term course, because it is as helpless as any
other mathematical method to anticipate the con
sequences of changing choices and emerging
knowledge. The best strategy for advocates of the
free market is to stick with the basic principles that
have shown its moral and economic superiority,
and to avoid trying to undercut the champions of
mathematical planning on their ground. D

1. Tom G. Palmer, review of Chaos: Making a New Science in the
August 1988 Laissez Faire Books catalogue.

2. Murray N. Rothbard, "Chaos Theory: Destroying Mathemati
cal Economics from Within?" The Free Market, March 1988.

3. James Gleick, Chaos: Making a New Science (New York: Pen
guin Books, 1987), p. 8.

4. Ludwig von Mises, Human Action, Third Revised Edition
(Chicago: Henry Regnery Company, 1966), p. 351.

5. Gleick, pp. 83-86.
6. Ibid., p. 279.
7. Ibid., p. 267.
8. Rothbard, op. cit.
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Rising Prices:
The Market's Way
of Conserving Oil
by Jorge Amador

S
ound familiar? Crude oil prices skyrocket
hot on the heels of turmoil in the petroleum
rich regions of the Middle East. Almost

instantly, it seems, retailers raise the prices ofgaso
line at the pump. Consumers begin to grumble.

Enter the politicians, who accuse the oil compa
nies of "gouging" consumers during the crisis.
"There is absolutely no reason consumers should
already be paying more for oil and gas," declares
one, Senator Joseph Lieberman of Connecticut.
"In the last week, American consumers have been
ripped off on a massive scale." Within a fortnight,
two dozen state attorneys general are investigating
the rise in gas prices, while Congress, though offi
cially in summer recess, manages to hold three
hearings on the issue.

Did the politicians lead the attack-or follow
safely behind? In a Gallup survey, conducted for
Newsweek magazine in the wake of the Iraqi
army's invasion of Kuwait, 94 percent of those
polled agreed that "American oil companies were
using the Mideast crisis as a pretext" to raise
prices. More ominously, 83 percent also believed
that gasoline price increases should be limited by
law.

Supply and Demand:
Not So Simple

New Jersey Governor James Florio aptly sum
marized the reason why consumers were upset.
"The information we have is that there is no prob-

lorge Amador is afree-lance columnist and editor of The
Pragmatist, a current-affairs commentary.

lem with regard to supplies," he said. "Inventories
are in surplus, in fact. And yet we see these forces
at work with no understandable explanation being
offered to consumers."

Florio's view is not implausible. Indeed it is true,
as far as it goes. The trouble is, it doesn't go very
far. Worldwide stocks of oil were at near-record
highs, yes, but the law of supply and demand is
more complex than a straightforward accounting
of current inventory and consumption. The mar
ket rewards those who correctly anticipate the
future and prepare for it, and punishes those who
do not.

What drove the price of petroleum and, ulti
mately, ofgasoline so high so fast, despite the exist
ing surplus, was simply the concern that armed
conflict soon might severely curtail the flow of
Middle Eastern oil. As Iraqi tanks rolled into
Kuwait, which holds 10 percent of the world's
known oil reserves, and massed on the border with
Saudi Arabia, which holds 25 percent, such fears
were not unfounded.

"It's not profiteering, it's prudence," one energy
analyst told Newsweek. In times of uncertainty,
wholesale purchasers of crude oil and refined
gasoline try both to buy more and to withhold
some of what they have from the market so they
can tide over a shortfall should it arise. Consumers
engage in a similar practice when, during periods
of actual or potential shortage, they try to keep
their gas tanks full at all times. "Tank topping" was
one of the major causes of the long gas lines of the
1970s.

But why doesn't competition keep the price
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down? After all, the oil is still flowing and there are
plenty of sellers out there. There are two answers.

One is that competition did in fact soften the
blow to consumers. According to petroleum
industry analysts, a $1 increase in the price of a 42
gallon barrel of crude oil amounts approximately
to a 2.5 cent increase in the price of a gallon of gas.
Crude oil prices, which had hovered in the $19- to
$22-per-barrel range for most of1990, fell as low as
$15.60 in June and were at $17.30 as late as July 9.
They began to rise as OPEC states met that month
to discuss Iraq's demands that strict production
quotas be imposed and the price set at $25. Prices
remained around $20, however, as Kuwait and
others continued to produce above their OPEC
quotas, undercutting the $21 compromise cartel
fix.

What the dynamics of marketplace competition
broke down, Iraqi president Saddam Hussein
decided to prop back up by naked force, and so the
tanks rolled into Kuwait. The price of crude
jumped to $23.11 on August 2, the day of theinva
sion, and to $28.31 by August 7 as the governments
of oil-consuming nations joined an embargo of
Iraqi-controlled oil and Iraqi troops approached
the Saudi Arabian border.

The $11 surge in the price of a barrel from July
9 to August 7 would normally translate to a retail
price increase of some 27 cents per gallon. Yet the
average gas price rise in the period was about 21
cents. The national average price of self-service
regular unleaded gasoline actually fell by approxi
mately 7 cents per gallon in mid-July, according to
the American Automobile Association. From a
low of about $1.05 on July 24, it rose to $1.26 on
August 9, then moderated to $1.22 by August 13.

An Ounce ofPrevention
Another answer is that an entrepreneur who

bucked the trend, keeping his prices low and all his
supplies for sale in spite of the threat, would run
the risk of finding himself out of stock, and out of
business, just as the real shortage developed. Some
refiners, such as the Sun Company, stopped selling
to non-contract buyers in order to ensure the flow
of supplies to their regular customers.

"If the difference between our gasoline and our
competitors' is five to 15 cents, we'd have a run on
our supply," said an Atlantic Richfield spokesman
to The Wall Street Journal on the weekend of the

invasion. Indeed, after going along with the initial
price hikes, ARCO froze pump prices for two
weeks in an attempt to gamer new customers and
fend off the negative publicity that befell most oth
er oil companies. A gallon of ARCO gasoline sold
for 13 cents less than the competition's. It worked
for a while, as sales volume increased by 15 per
cent. But the company suspended the policy
August 23 when many of its service stations found
themselves out of gasoline to sell.

Selling low to all comers may payoff if the
stream of crude never in fact slows down, but it
may not be the wisest course while tanks and
attack jets are closing in on the oil fields. The price
will remain at the higher level, regardless of actual
inventories, so long as the threat of a supply crunch
persists.

Rising prices are an early warning signal, the
market's way of encouraging conservation in times
of prospective shortage. Should the crisis blow
over and the shortage never materialize, prices will
fall back as the urge to act prudently recedes. Price
controls, which so many Americans seem cas~ally

to endorse, would precipitate precisely the kind of
energy crisis that price rises serve to warn us
against. They would enable us to indulge our
appetite for fuel at the same rate as if nothing out
of the ordinary were going on. Meanwhile, as the
price of crude continued to soar, wholesalers and
retailers would find it increasingly difficult to
cover the cost of buying new stocks to sell. Few of
us would enjoy the consequences of price controls
if and when an actual shortage came to pass.

Doesn't this justify raising taxes on fuel, then, in
order to encourage conservation? As early as
1980, Presidential candidate John Anderson urged
a 50-cent Federal tax on gasoline. Deliberately
high gas taxes in Europe, it is said, have helped to
shield those economies from oil price shocks.

If taxes have protected against the momentary
jolt of skyrocketing fuel prices, it has been at the
cost of a constant heavy drain on European
economies. Taxes represent well over half the
price of gas in Germany, France, and Italy, where
in the first quarter of 1990 a gallon sold for $2.74,
$3.44, and $4.33, respectively. Even if their govern
ments absorbed the August price hikes by lower
ing gas taxes, European consumers would still be
paying two and three times as much as we. Had the
U.S. followed the same policy, Americans would
have spent a decade paying that much more for
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gas-and that much less on other things we'd pre
fer-with little appreciable benefit.

For Americans, only when a shortage became a
real possibility-ten years later-did the price go
up. The market raises prices when conditions war
rant it, not before, and as much as is needed, not
more so.

Why an Immediate Price Hike?
There is another persistent question. Since oil

tankers take s~veralweeks to carry newly pumped
crude to the refinery, why did the price of gasoline
shoot up right away? After all, the gas at the pump
had been extracted, delivered, and refined at the
old prices, hadn't it?

As a matter of fact, much of it had not. As oil
analyst Trilby Lundberg explained to The
Philadelphia Inquirer, the U.S. "lacks the refinery
capacity to meet demand for gasoline during the
peak summer driving period.... As a result, oil
companies have to buy large quantities of gasoline
on the spot market and pay the prevailing price."
(On the "spot market," refiners with excess inven
tory offer their surpluses for immediate delivery.)

Service station tanks hold only a few days' worth
of gasoline sales; hence on any given day a large
proportion of them are getting new deliveries.
Because the new gasoline is priced at the current
market rate, changes in the wholesale price of
gasoline are quickly translated to changes at the
pump.

In any event, as we have seen, prudence de
mands-in light of the prospect of shrinking sup
plies-that sellers conserve what they do have by
withholding it or raising their prices.

The facts may be unpleasant, but the free market
does us a service in transmitting them to us so we
can prepare for the worst. "Jawboning" the oil
companies to limit gas price increases would
encourage consumption in the face of impending
shortages and render us helpless should the flow
actually be cut. At the same time, the market
hedges against the threat of shortages to mitigate
them when they do arise. Increasing fuel taxes to
"protect" us from price shocks would enforce con
servation prematurely, hurting us all to avert a tran
sitory trauma. Fortunately, in the free market we
have an alternative to the governmental extremes
of heedless feast and needless famine. D
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The Nature
of Government
by Fred Dekkers

I
n the fable"Ali Baba and the Forty Thieves,"
the magic words "Open Sesame!" give access
to fabulous wealth. Many former Commu

nist countries seem to assign the same magical
power to the word "democracy." Democracy, of
course, is a fair-sized step in the right direction, but
some very important considerations must be taken
into account.

No democratic majority can create wealth just
by making laws because none of the things that
form wealth are found freely in nature. Nature
offers only potentials: raw materials that have to
be mined, transported, transformed, packed, dis
tributed, and so on. Wealth is created by individu
als-by their ambition, motivation, labor, thrift,
investments, organizational talents, and, most of
all, by their thinking and ideas. As Ludwig von
Mises wrote: "Production is not something physi
cal, material, and external; it is a spiritual and intel
lectual phenomenon. Its essential requisites are
not human labor and external forces and things,
but the decision of the mind to use these factors as
means for the attainment of ends. What produces
the product are not toil and trouble in themselves,
but the fact that the toiling is guided by reason."
(Human Action [Chicago: Henry Regnery Com
pany, third edition, 1966], pp.141-42)

Politicians can't create wealth, but they can
destroy it because that is the nature of political
power. As Mises wrote: "State or government is
the social apparatus of compulsion and coercion.
It has the monopoly of violent action. No individ-

Mr. Dekkers, who lives in Belgium, is the founder of the
European Libertarian Center. This article is excerpted
from his foreword to the forthcoming Hungarian
language edition ofPlanned Chaos by Ludwig von Mises.

ual is free to use violence or the threat of violence
if the government has not accorded this right to
him. The state is essentially an institution for the
preservation of peaceful interhuman relations.
However, for the preservation of peace it must be
prepared to crush the onslaughts of peace-break
ers." (Human Action, p. 149)

Government reserves for itself the legal faculty
to use physical force. All laws are backed by that
legal monopoly, the threat to impose fines and/or
imprisonment on those who don't comply or obey.

Power can be misused or abused. I may have a
gun to defend myself and my property against
thieves, but if I use it to steal someone else's prop
erty, I am misusing the gun and abusing the power
it confers on me. In the same way politicians can
misuse or abuse the power of the state.

The more the power of the state is concentrated
in fewer hands, the greater the danger of abuse. A
one-man dictatorship will be more dangerous than
a triumvirate, which will be more dangerous than
rule by a party leadership. The majority rule of
democracy is a further improvement, and it has the
advantage that it can be changed or revoked by
elections. Nevertheless no majority, be it demo
cratically elected or not, offers in itself the guaran
tee that it won't abuse the power at its disposal.

It is clear that the use of governmental power
must somehow be limited. One way to restrict gov
ernment power is by a "super-law"-a law that
can't be changed by a political majority vote, a law
to which government itself must comply. In most
countries such a "super-law" is called the constitu
tion. The function of the constitution is, or should
be, to protect the individual against the abuse of
government power by politicians.



But can we determine objectively the function
of government? Can we state precisely the limits
to which government should go in exercising its
power?

This comes down to the question: "Can we
delimit properly and objectively the legitimate, the
just, the appropriate use of governmental vio
lence?" Mises addressed this question in a speech
before The Foundation for Economic Education
in 1969: "The main problem of the market, the
main problem of human cooperation, is the fact
that there are people who resort to violent action,
who do not comply with the rules that are neces
sary for the preservation and operation of the mar
ket. In order to prevent this violent action, in order
to make possible the workings of the market, of
human cooperation, of human society, it is neces
sary to have an institution that protects the market
against violence, against people who lack the
knowledge or the will to comply with the rules of
peaceful exchange of commodities and services.
This is the function of government."

Violence is the opposite of voluntary coopera-
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tion. Violence means coercion, oppression, injus
tice, and ultimately war. The only way, however, to
oppose violence is with violence. Violence thus has
two aspects. It can be used aggressively: an aggres
sor initiates violence and uses it against otherwise
peaceful fellowmen. Or violence can be used de
fensively: it is then used only in reaction against
aggressors.

The conclusion is that government, the embod
iment of all legal violence, can act in a positive way
for the inhabitants of a country only if it uses its
power to protect them against foreign invaders
and domestic predators.

Government can create the most appropriate
conditions for voluntary and creative coopera
tion between individuals by protecting them
against violence. In that way, government can be
the individual's best ally. But when government
abuses its entrusted power, it can become the
most dangerous of enemies. The legally disarmed
individual is powerless against the exclusive legal
wielder of physical force. History is filled with
examples of both. D

IDEAS
ON

LIBERTY

The Necessity of Private Property

I f history could prove and teach us anything, it would be that private
ownership of the means of production is a necessary requisite of civi
lization and material well-being. All civilizations have up to now been

based on private property. Only nations committed to the principle of pri-
vateproperty have risen above penury and produced science, art and lit-
erature. There is no experience to show that any other social system could
provide mankind with any of the achievements of civilization. Neverthe-
less, only a few people consider this as a sufficient and incontestable refu-
tation of the socialist program.

-LUDWIG VON MISES, Planned Chaos
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A REVIEWER'S
NOTEBOOK

The Politics of Plunder

by John Chamberlain

D
OUg Bandow, who has collected his
columns and articles in The Politics of
Plunder: Misgovernment in Washington

(Transaction Publishers, New Brunswick, N.J., 507
pages, $34.95 cloth) is about as total an anti-Statist
as one could find. He positively resents politicians,
or anyone else for that matter, who use other peo
ple's money for their own ends. This makes him an
enemy of thousands who live inside the Washing
ton Beltway. He does not spare his language:
politicians to him are simply thieves. They practice
legalized larceny.

The trouble, from a reviewer's standpoint, is
that a book about the thieves becomes many
books. The thieves abound and multiply. Where,
indeed, to cut in on the parade?

Bandow offers his own cut-in point when he
says 30 percent of the American farmers are part
of America's "permanent dependent class." Their
subsidies increased in the 1980s at a faster rate
than any other government programs. Direct pay
ments to farmers ran $25.8 billion in 1986, a 545
percent jump over 1981.

"Nor," says Bandow, "is that all the money
received by rural America. In 1986, the federal
government spent another $3.8 billion on crop
research, soil conservation, and similar programs.
Sugar quotas, peanut quotas, and citrus marketing
orders provide billions more dollars to producers
through higher prices instead of higher taxes. At
the same time, Uncle Sam has proved to be an
incredible bungler as Farmer-In-Chief.... Despite
severalbillion in export subsidies ... the American
farmers' share of international food markets con
tinues to shrink."

Bandow knows that the traditional "family

farm" is not lightly to be derided. But there is no
reason, he insists, to force Americans to keep
farms afloat "any more than to save any other
uneconomic family business, whether dry cleaners
or corner drug stores. Just 8 percent of America's
full-time farmers produce two-thirds of the
nation's food; there is no public interest in subsi
dizing the many small operations which contribute
virtually nothing to the nation's food supply...."

With sugar quotas being what they are, there is
no danger that cane and beet growers will fail to
satisfy America's sweet tooth at a price. So
Bandow proceeds to remark upon the "sleazy"
action of Congress's elimination of the $250,000
limit on loans to beekeepers.

The beekeepers got on the Federal dole in 1949
and, like so many of their farming counterparts,
have demonstrated an "uncanny knack" for loot
ing the Treasury. As a result, the government
became the world's largest beekeeper.

Having had some testy fun with the beekeepers,
Bandow passes on to the sunflower "crisis." He
doesn't mind eating sunflower seeds, but sees no
reason to send the bill for them to taxpayers just to
please North Dakota. Moving on to the subject of
marketing orders for citrus fruit,Bandow gets
really serious. Just once in recent decades has a
freeze in Florida resulted in a situation that made
it possible for Californians to market navel
oranges freely without "orders." The success of
the brief free market in oranges has encouraged
free-market organizations to press for the perma
nent elimination of all controls. Bandow would
cheer, but he is afraid that reform will not comf
easy. "Until conservative free-market enthusiast:
and liberal champions of the consumer place thei



professed principles before the votes of agribusi
ness," he says, "food will continue to rot in the
fields."

Bandow is not only implacable about the farm
situation, he is implacable about dealing with any
protective theory or practice. Amtrak must go; the
Postal Service must yield its monopoly of first
class mail. Uncle Sam's extensive land hold
ings-"six times the size of France"-must be
made available to users by lease or sale. Airline
deregulation must be preserved. OPEC is no long
term menace if we proceed to "lease the oceans"
off the coasts of Alaska and California.

Bandow wants to make our judges "answer
able" not only to people but to the Constitution.
He would limit their terms of office.

Bandow says it is time to repeal the Davis
Bacon Act which stipulates that workers on Fed
eral projects shall get "prevailing" (meaning union
scale) wages. One wishes him luck. He has already
had some luck in pushing the movement to allow
knitters to work at home. The Reagan Adminis
tration finally decided to lift constraints from
home workers as long as the employer filed with
the Labor Department and paid the minimum
wage.

As for the minimum wage itself, Bandow thinks
it is a job killer. But that is another story. D

FREE MARKET MORALITY:
THEPOLfiaCALECONOMY
OF mE AUSTRIAN SCHOOL
by Alexander Shand
Routledge, Chapman & Hall, 29 w. 35th Street, New York, NY
10001-2291 e 1990 e 228 pages e $55.00 cloth, $16.95 paper

Reviewed by Nick Elliott

I
n the past, Austrian economics has often
been regarded as an obscure and arcane off
shoot of the discipline, which has had little

practical effect. More recently, the Austrian school
-particularly Friedrich Hayek-has become an
acknowledged influence on the government of
Margaret Thatcher. A leading Labour Member of
Parliament advised Mrs. Thatcher to stop listening
to the "mad professor who is constantly whisper
ing in her ear."

Alexander Shand's first book was The Capital
ist Alternative, a compact guide to the economics
of the Austrian school. He follows it up in Free
Market Morality with an introduction to what the
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Austrians have to say on political economy. After
all, the Austrians have always referred to their dis
cipline as "praxeology"-the science of human
action-so it is perhaps inappropriate to pigeon
hole their work as "economics."

In fact, the book dips into much more than Aus
trian economics-it distills volumes of political
economy into a digestible 228 pages, covering writ
ers from Descartes to Dostoyevsky, from Locke to
Lenin.

The Austrian economists have also been classi
cal liberals, and they have deduced their libertari
an political economy from the same principles that
guide their economics. Methodological individual
ism-the idea that the individual should be the
starting point of analysis-also leads to political
individualism. Austrians have always argued that
holism-treating groups and aggregates as real-is
bad economics. It is a short step to argue that
holism can be despotic, because it teaches that the
individual counts for nothing.

Being "political" in no way compromises their
scholarship, because their work displays every evi
dence of rigorous social science. One striking
example is Hayek's view that the market cannot be
claimed to be "moral," because it doesn't conform
to anyone's desired ends. This view obviously
comes from an honest scholar in the pursuit of
truth, rather than an ideologue willing to enlist any
argument in his cause.

The most stimulating sections of the book are
those on altruism and on equality. The Austrian
argument that the discovery process of the market
is the best means for improving the position of the
worst off is one that isn't widely understood. This
lack of understanding is especially evident in the
political opinions of religious leaders. The case is
put very crisply by Hayek, when he says of the cap
italist that "He is led by the invisible hand to bring
the succor of modern conveniences to the poorest
homes he does not even know."

There is one point of Shand's here with which I
would take issue. This is where he describes the
view that businessmen shouldn't be altruistic
because this would divert them from the pursuitof
profits. Ifwe follow the subjectivism of the Austri
ans, we must allow for altruism to enter into the
preferences of individuals, and who is then to say
that the outcome is "worse" than if profit were the
only concern?

Murray Rothbard cleverly argues that a society



440 THE FREEMAN • NOVEMBER 1990

will become more charitable as it prospers. As peo
ple become richer, and acquire more exchangeable
goods (cars, televisions, and so on), the marginal
utility of those goods falls. Concurrently, the
marginal value of nonexchangeable goods-those
things that "money can't buy," like the pleasure of
helping others-goes up. Therefore, a growing
economy encourages charity and good works.

To an economist the book reiterates the distinc
tions between Austrian and neoclassical eco
nomics. The Austrians view society as highly com
plex, such that it cannot usefully be reduced to
demand and supply curves. In parts, though by
necessity for such a book, it is tantalizingly briefon
such points of distinction and debate. Shand com
bines well the roles of chronologist and critic, with
survey followed by comment.

The author credits the Austrians with little
influence, and indeed includes a section on "The
Limited Acceptance of Austrian Ideas." He is too
cautious, perhaps looking with the academic's eye
for a complete transfusion of ideas into policies.

Several of the collectivist theories and para
digms described in Free Market Morality have
been thoroughly discredited, and this must in part
be due to the robust and relentless challenges
made by the Austrians. They have surely helped to
bury the idea that there is a simple relationship
between unemployment and inflation, and they
must also have helped to drive unreformed Keyne
sian economics into the fringes that it now occu
pies. Both of these changes have had very definite
results in actual policy.

And, while far from popular, the Austrians
have made considerable inroads into academic
and political discourse. Shand reports that a

Get Organized!

prominent academic once scoffed at the these
free-marketeers ~~preaching to the converted" in
the Mont Pelerin Society, a charge that no one
could fairly make today.

Shand does credit the Austrians with some
influence on British policy toward inflation and
toward trade unions. One should add the caveat
that Hayek's precise recommendation on inflation
wasn't followed, but he did provide a new under
standing of the problem.

More important, in my view, is the new appreci
ation of the market economy that the Austrians
have given to the Thatcher government. Some of
the ideas explained in the book have frequently
popped up in ministerial speeches over the last few
years. Mrs. Thatcher caused a storm when she said
that there is no such thing as "society," only indi
viduals, but this is a prominent theme for the Aus
trian school. Shand explains that the Austrians
believe the welfare state to be based on the synop
tic delusion-the idea that the relevant facts can
be known to one mind. This idea has appeared in
the recent fervid debates about the future of the
National Health Service. And the Austrians dis
parage macro-economics, arguing that attention
should focus on the micro-foundations of the
economy. This argument has often been invoked
by Thatcherite Chancellors of the Exchequer.

The book is a good introduction to Austrian
political economy, and is particularly useful be
cause it points out the relevance of the ideas to
present-day politics. D

Nick Elliott is a financial journalist with the London
bureau of Dow Jones & Company, Inc., and an associ
ate scholar of the Adam Smith Institute.
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