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PERSPECTIVE

Our Continuing Duty
Editor's note: November 28, 1994, marks

the 100th anniversary of the birth ofHenry
Hazlitt, renowned author of Economics in
One Lesson and Founding Trustee ofFEE.

In responding to the tributes of friends
who had gathered for his 70th birthday
celebration, Mr. Hazlitt issued a stirring
challenge to defenders of freedom. Thirty
years later, his words are even more appro
priate:

I suppose most of you in this room have
read that powerful book, George Orwell's
1984. On the surface it is a profoundly
depressing novel, but I was surprised to find
myself strangely encouraged by it. I finally
decided that this encouragement arose from
one of the final scenes in it. The hero,
Winston Smith, is presented as a rather
ordinary man, an intelligent but not a bril
liant man, and certainly not a courageous
one. Winston Smith has been keeping a
secret diary, in which he wrote: "Freedom
is the freedom to say that two and two makes
four. " Now this diary has been discovered
by the Party. O'Brien, his inquisitor, is
asking him questions. Winston Smith is
strapped to a board or a wheel, in such a way
that O'Brien, by merely moving a lever, can
inflict any amount of excruciating pain upon
him (and explains to himjust how much pain
he can inflict upon him and just how easy it
would be to break Smith's backbone).
O'Brien first inflicts a certain amount of not
quite intolerable pain on Winston Smith.
Then he holds up the four fingers of his left
hand, and says, "How many fingers am I
holding up?" Winston knows that the re
quired answer is five. That's the Party
answer. But Winston can't say anything else
but four. So O'Brien moves the lever again,
and inflicts still more agonizing pain upon
him, and says, "Think again. How many
fingers am I holding up?" Winston Smith
says, "Four. Four. Four fingers." Well, he
finally capitulates, as you know, but not
until he has put up a magnificent battle.

None of us is yet on the torture rack; we
are not yet in jail; we're getting various
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harassments and annoyances, but what we
mainly risk is merely our popularity, the
danger that we will be called nasty names.
So, before we are in the position of Winston
Smith, we can surely have enough courage
to keep saying that two plus two equals four.

This is the duty that is laid upon us. We
have a duty to speak even more clearly and
courageously, to work harder, and to keep
fighting this battle while the strength is still
in us. But I can't do better than to read the
words of the great economist, the great
thinker, the great writer, who honors me
more than I can say by his presence here
tonight, Ludwig von Mises. This is what he
wrote in the final paragraph ofhis great book
on socialism 40 years ago:

"Everyone carries a part of society on his
shoulders; no one is relieved of his share of
responsibility by others. And no one can
find a safe way out for himself if society is
sweeping towards destruction. Therefore,
everyone, in his own interests, must thrust
himself vigorously into the intellectual bat
tle. None can stand aside with unconcern;
the interests of everyone hang on the result.
Whether he chooses or not, every man is
drawn into the great historical struggle, the
decisive battle into which our epoch has
plunged us."

Those words-uncannily prophetic
words-were written in the early 1920s.
Well, I haven't any new message, any better
message than that.

Even those of us who have reached and
passed our 70th birthdays cannot afford to
rest on our oars and spend the rest of our
lives dozing in the Florida sun. The times
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call for courage. The times call for hard
work. But if the demands are high, it is
because the stakes are even higher. They are
nothing less than the future of human lib
erty, which means the future of civilization.

-HENRY HAZLITT (1894-1993)

To commemorate Mr. Hazlitt's life and
work, FEE has brought out new editions
of several of his books. For further infor
mation, see this month's Notes from FEE.

A Beacon
For what I suppose are millions of read

ers, Henry Hazlitt's Economics in One Les
son continues to shine like a beacon in the
dark night of liberal and statist nonsense. If
the bureaucrats and politicians in Washing
ton would just once ask Hazlitt' s basic
question, "What will be the long-range con
sequences of this action?", we might once
again begin to have some hope for our
nation's future. Alas, we continue to learn
that economic wisdom is the last thing-or
one of the last things-we can expect from
those who worship at the shrine of big
government and bad economics. Whenever
we chance upon a graduate of America's
schools who can read, we ought to consider
placing in that youngster's hands a copy of
Hazlitt's book. At least, this will give that
student a fighting chance when he goes to do
battle with the statists who reign supreme in
what we still choose to call our colleges and
universities.

-RONALD H. NASH
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Health Care and the
Chronically m
by Hope Hodson

T he health plans currently floating
through Congress, which would finan

cially coerce our poorest and sickest chron
ically ill into HMOs, will prove an unmiti
gated disaster. I have been a lupus patient
for 27 years; for six years I served as a
certified Lupusline counselor at the Hospi
tal for Special Surgery in New York City.
My own personal experience, as well as that
of my many clients, has convinced me that
HMO medical care causes unnecessary suf
fering and physical harm to the incurably ill.

Lupus is characterized by a totally unpre
dictable course which will vary greatly from
one individual to another. Therefore, each
patient's treatment must be individualized
to their specific needs and symptoms. Our
physicians are constantly on alert and re
spond whether it is 2:00 in the morning or
during a Sunday football game. We develop
close, long-term doctor/patient relation
ships, with an arsenal of specialists woven
into a tight-knit care group. This care team
must be specially trained in their specific
disease area and be aware of all the numer
ous medications their patient is receiving. It
takes years of trial and error to bring this
team together.

With each illness progression, our doctors
face the fact that their previous treatment is
no longer working. They then truly practice
the art of medicine-searching for the com-

Ms. Hodson resides in New York City.

bination ofmedications which will save their
patient's life. After the crisis passes, they
must then find a way to help us adapt, not
only to the damage done during the latest
episode, but also to the side-effects of the
drugs we now need. Our physicians are at
the forefront of medical research, with each
treatment a double-edged sword, requiring
them to constantly balance its risklbenefit
ratio.

So, what is my experience at HMOs and
why am I so terrified that my fellow lupus
patients and others with chronic ailments
will be forced into them?

First, I have repeatedly found that HMO
physicians and allied health providers lack a
basic knowledge oflupus and other complex
disorders. They often fail to diagnose these
diseases, and when they do make the diag
nosis, they fail to institute appropriate treat
ment. They routinely refuse to give referrals
to specialists, because in their ignorance
they deem it unnecessary. In addition, they
misprescribe drugs, seemingly unaware of
the vast array of dangerous medications
their patients use.

Secondly, the ten minutes HMOs allow
for appointments is insufficient for almost
anyone, but especially the seriously ill. In
this hasty encounter, the doctor must do his
review ofpatient history, ask any questions,
conduct his examination, make his decision
for appropriate treatment, and explain it all
to the patient. With an incurable illness, this
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cannot be done. Yet I have been told by
HMO doctors that ten minutes is all the time
they are allowed-regardless of medical
need.

Lastly, there is uniformly a lack of con
tinuity and consistency in care. I enlisted in
an HMO eight years ago. During this period,
I have never seen the same physician twice.
In dermatology alone, I've had eight differ
ent doctors. I gave up any hope of ever
receiving competent medical attention at
this HMO last July. I called saying I had a
rash on my face and was developing a bald
spot on my head-symptoms indicating lu
pus activity and the need to see a dermatol
ogist. With full knowledge that I have lupus,
but lacking the ability to care for a lupus
patient, I was given the first available ap-

pointment, three months in the future. I
called my private-practice dermatologist
who has cared for me for 23 years. He saw
me that day, gave me a steroid shot and free
samples of the prescriptions I needed.

Since my diagnosis, my team of private
practice physicians have responded daily to
my many medical needs. Never have I had
to wait for an appointment. Never have they
failed to institute appropriate treatment. It is
only because of this kind of dedicated care
by my team of independent physicians that
I am alive today. Had I been restricted to
HMO care, I would not have survived. If
medical care for the low and moderate
income chronically ill is restricted to HMOs,
I fear for my life and for the lives of those I
counsel and care for. D
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Socialized Health-Care
Nightmare

by Yuri Maltsev and Louise Omdahl

I n 1918, the Soviet Union's universal "cra
dle-to-grave" health-care coverage, to be

accomplished through the complete social
ization of medicine, was introduced by the
Communist government of Vladimir Lenin.
"Right to health" was introduced as one of
the "constitutional rights" of Soviet citi
zens. Other socioeconomic "rights" on the
"mass-enticing" socialist menu included
the right to vacation, free dental care, hous
ing, and a clean and safe environment. As in
other fields, the provision ofhealth care was
planned and delivered through a special
ministry. The Ministry of Health, through
its regional Directorates of Health, would
pool and distribute centrally provided re
sources for delivery of medical and sanitary
services to the entire population.

The ' 'official" vision of socialists was
clean, clear, and simple: all needed care
would be provided on an equal basis to the
entire population by the state-owned and
state-managed health industry. The entire
cost of medical services was socialized
through the central budget. The advantages

Dr. Maltsev gained his insight as an adviser to
the last Soviet government on issues of social
policy, including health care, and as a patient in
the system. He teaches at Carthage College in
Kenosha, Wisconsin. Louise Omdahl, a nursing
educator and manager, is actively involved in
humanitarian assistance through nursing con
tacts in Russia and has visited numerous Russian
health-care facilities.

of this system were proclaimed to be that a
fully socialized health-care system elimi
nates "waste" that stems to "unnecessary
duplication and parallelism" (Le., competi
tion) while providing full coverage of all
health-care problems from birth until death.

But as we have learned from our own
separate experiences, the Russian health
care system is neither modern nor efficient.

In contrast to the impression created by
the liberal American media, health-care in
stitutions in Russia were at least fifty years
behind the average U.S. level. Moreover,
the filth, odors, cats roaming the halls, and
absence of soap and cleaning supplies added
to an overall impression ofhopelessness and
frustration which paralyzed the system. The
part of Russia's GNP destined for medical
needs is negligible l and, according to our
estimates, is less than 2.5 percent (compared
to 14 percent in the United States, 11 percent
in Canada, 8 percent in the U.K., etc.).

Polyclinics and hospitals in big cities have
extremely large numbers ofbeds allotted for
patients reflecting typical megalomania of
bureaucratic planning. The number of beds
in big cities would usually range from 800 to
5,000 beds. Despite the difference in average
length of stay, less than one-half were uti
lized. In the United States hospital stays for
surgery are three to seven days; in Russia
stays average three weeks. American moth
ers typically leave the hospital a day or two
after giving birth. New mothers in Russia
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remain for at least a week. It was explained
that the length of stay was necessary due to
unavailability of follow-up care after hospi
talization. A physician was reluctant to
discharge a patient before the majority of
healing had occurred. In addition, there was
no financial incentive for early discharge, as
reimbursement was directly related to num
ber of "patient-days," not the necessity for
those days.

Scarce Supplies, Inadequate
Personnel

Supplies are painstakingly scarce-sur
geries at a major trauma-emergency center
in Moscow that we observed had no oxygen
supply for an entire floor of operating
rooms. Monitoring equipment consisted ofa
manual blood pressure cuff, no airway, and
no central monitoring of the heart rate.
Intravenous tubing was in such poor condi
tion that it had clearly been reused many
times. The surgeon's gloves were also re
used and were so stretched that they slid
partially off during the surgery. Needles for
suturing were so dull that it was difficult to
penetrate the skin. All of this took place in
95 degree F temperature with unscreened
windows open; though the hospital was built
less than twenty years ago, there was no air
conditioning.

Utilization of medical/nursing personnel
was very different from our model. The ratio
of nurses to patients in the ordinary hospi
tals was 1 to 30, compared to 1 to 5 in the
United States. Duties of the nurse ranged
from housekeeping to following medical
orders. When asked for her "best nurse," a
head nurse in Moscow helped a young
woman up from scrubbing the floor. Five
minutes later she was practicing intravenous
insertions with equipment donated by us.
Both of these functions were in her "job
description," however unofficial that may
be. Nurses are unlicensed and are not con
sidered an independent profession in Rus
sia. As a result, all their duties are delegated,
with assessment and most documenta
tion completed by physicians. The educa
tion of nurses occurs at an age comparable
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to the last two to three years of American
high school.2 Nurses are educated by phy
sicians, not other nurses. A separate body
of scientific knowledge in nursing does not
exist.

The role of a patient advocate, heavily
assumed by nurses in the United States was
distinctly lacking in Russia. Nurses were
subjugated to medical bureaucracy. Pa
tients' rights and patients' privacy were all
but ignored. There is no legal mechanism to
protect patients from malpractice. To our
amazement we were asked to photograph
freely in patient-care settings without seek
ing patient consent. Patient education and
informed consent were dismissed by the
socialized system as an unnecessary in
crease in time and the cost of care. If the
society does not respect individual rights in
general, it would not do it in hospitals. The
Russian medical oath protects the "good of
the people," not necessarily the "good of
the person.,,3

Apathy and Irresponsibility
Widespread apathy and low quality of

work paralyzed the health-care system in
the same way as all other sectors of Russian
economy. Irresponsibility, expressed by a
popular Russian saying (' 'They pretend they
are paying us and we pretend we are work
ing.") resulted in the appalling quality of the
"free" services, widespread corruption,
and loss oflife. According to official Russian
estimates, 78 percent of all AIDS victims in
Russia contracted the virus through dirty
needles or HIV-tainted blood in the state
run hospitals. To receive minimal attention
by doctors and nursing personnel the patient
was supposed to pay bribes. Dr. Maltsev
witnessed a case when a "non-paying"
patient died trying to reach a lavatory at the
end of the long corridor after brain surgery.
Anesthesia usually would "not be avail
able" for abortions or minor ear, nose,
throat, and skin surgeries, and was used as
a means of extortion by unscrupulous med
ical bureaucrats. Being a People's Deputy in
the Moscow region in 1987-89, Dr. Maltsev
received many complaints about criminal
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negligence, bribes taken by medical appa
ratchiks, drunken ambulance crews, and
food poisoning in hospitals and child-care
facilities.

Not surprisingly, government bureau
crats and Communist party officials as early
as 1921 (two years after Lenin's socializa
tion ofmedicine) realized that the egalitarian
system of health care is good only for their
personal interest as providers, managers,
and rationers, but not as private users of the
system. So, in all countries with socialized
medicine we observe a two-tier system
one for the "gray masses," and the other,
with a completely different level of service
for the bureaucrats and their intellectual
servants. In the USSR it was often the case
that while workers and peasants would be
dying in the state hospitals, the medicines
and equipment which could save their lives
were sitting unused in the nomenklatura
system.4

A "Privileged Class"?
Western admirers of socialism would

praise Russia for its concern with the
planned "scientific" approach to childbear
ing and care of children. "There is only one
privileged class in Russia-children," pro
claimed Clementine Churchill on her visit to
a showcase Stalinist kindergarten in Mos
cow in 1947. The real "privileged class"
Stalin's nomenklatura-were so pleased
with the wife of the ' 'chief imperialist"
Winston Churchill that they awarded her
with an "Order of the Red Banner." Facts,
however, testify to the opposite of Mrs.
Churchill's opinion. The official infant mor
tality rate in Russia is more than 2.5 times as
large as in the United States and more than
five times that of Japan. The rate of 24.5
deaths per 1,000 live births was questioned
recently by several deputies to the Russian
Parliament who claim that it is seven times
higher than in the United States. This would
make the Russian death rate 55 compared to
the U.S. rate of 8.1 percent per 1,000 live
births. In the rural regions of Sakha,
Kalmykia, and Ingushetia, the infant mor
tality rate is close to 100 per 1,000 births,

putting these regions in the same category as
Angola, Chad, and Bangladesh. Tens of
thousands of infants fall victim to influenza
every year, and the proportion of children
dying from pneumonia is on the increase.
Rickets, caused by a lack of vitamin D and
unknown in the rest of the modern world, is
killing many young people.5 Uterine damage
is widespread, thanks to the 7.3 abortions
the average Russian woman undergoes dur
ing childbearing years.

Mter seventy years of socialisteconomiz
ing, 57 percent of all Russian hospitals do
not have running hot water, while 36 percent
of hospitals located in rural areas of Russia
do not have water or sewage. Isn't it amaz
ing that socialist governments, while devel
oping sophisticated systems ofweapons and
space exploration would completely ignore
basic human needs of their citizens? "It was
no secret that on many occasions in the past
70 years, workers' health had been sacri
ficed to the needs ofthe economy-although
the cost oftreating the resulting diseases had
eventually outweighed the supposed
gains,"6 stated Russian State Public Health
Inspector E. Belyaev.

Man-made ecological disasters like catas
trophes at nuclear power stations near
Chelyabinsk and then Chernobyl, the literal
liquidation of the Aral Sea, serious contam
ination of the Volga River, Azov Sea and
great Siberian rivers, have made unbearable
the quality of life both in the major cities and
the countryside. According to Alexei Yab
lokov, the Minister for Health and Environ
ment of the Russian Federation, 20 percent
of the people live in "ecological disaster
zones," and an additional 35-40 percent in
"ecologically unfavorable conditions.,,7 As
a sad legacy of the socialist experiment, we
observe a marked decline in the population
ofRussia and experts predict a continuation
of this trend through the end of the century.
From Russian State Statistical Office data, it
appears that in 1993 there were 1.4 million
births and 2.2 million deaths. Because of
inward migration of Russians from the
"near abroad" -former "republics" of the
Soviet empire, the net fall in population was
limited to 500,000. The dramatic rise in
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mortality and significant decline in fertility is
attributed primarily to the appalling quality
of health services, and the deteriorating
environment. The head of the Department
of Human Resources reckons that the fer
tility index will remain at around 1.5 until the
end of the century, whereas an index of 2.11
would be necessary to maintain the present
population.8 But, "the only lesson ofhistory
is that it does not teach us anything" says a
popular Russian aphorism. Despite the ob
vious collapse of socialist medicine in Rus
sia, and its bankruptcy everywhere else, it is
still alive and growing in the United States.
It possesses a mortal danger to freedom,
health, and the quality of life for us and
generations to come.

Incentives Matter
The chief reason for the dire state of the

Russian health-care system is the incentive
structure based on the absence of property
rights. The current lack of goods and edu
cation within health care has caused Rus
sians to look to the United States for assis
tance and guidance. In 1991 Yeltsin signed
into law a Proposal for Insurance Medicine.9

The intent is to privatize the health-care
system in the long run and decentralize
medical control. "The private ownership of
hospitals and other units is seen as a critical
determining factor of the new system of
'insurance' medicine. ,,10 It is moving to the
direction the United States is leaving-less
government control over health care. While
national licensing and accreditation within
health-care professions and institutions are
still lacking in Russia, they are needed for
self-governance as opposed to central gov
ernment control.

Decay and the appalling quality of ser
vices is characteristic of not only "barba
rous" Russia and other Eastern European
nations, it is a direct result of the govern
ment monopoly on health care. In "civi
lized" England, for example, the waiting list
for surgery is nearly 800,000 out of a pop-

. ulation of 55 million. State of the art equip
ment is non-existent in most British hos
pitals. In England only 1°percent of the

health-care spending is derived from private
sources. Britain pioneered in developing
kidney dialysis technology, and yet the
country has one of the lowest dialysis rates
in the world. The Brookings Institution
(hardly a supporter of free markets) found
7,000 Britons in need of hip replacement,
between 4,000 and 20,000 in need of coro
nary bypass surgery, and some 10,000 to
15,000 in need of cancer chemotherapy are
denied medical attention in Britain each
year. 11 Age discrimination is particularly
apparent in all government-run or heavily
regulated systems of health care. In Russia
patients over 60 years are considered worth
less parasites and those over 70 years are
often denied even elementary forms of the
health care. In the U.K., in the treatment of
chronic kidney failure, those who were 55
years old were refused treatment at 35
percent of dialysis centers. At age 65, 45
percent at the centers were denied treat
ment' while patients 75 or older rarely
received any medical attention at these
centers. In Canada, the population is di
vided into three age groups-below 45;
45-65; and over 65, in terms of their access
to health care. Needless to say, the first
group, who could be called the "active
taxpayers," enjoy priority treatment.

Socialized medicine creates massive gov
ernment bureaucracies, imposes costly job
destroying mandates on employers to pro
vide the coverage, imposes price-controls
which will inevitably lead to shortages and
poor quality of service. It could lead to
non-price rationing (Le., based on political
considerations, corruption, and nepotism)
of health care by government bureaucrats.
Socialized medical systems have not served
to raise general health or living standards
anywhere. There is no analytical reason or
empirical evidence that would lead us to
expect it to do so. And in fact both analytical
reasoning and empirical evidence point to
the opposite conclusion. But the failure of
socialized medicine to raise health and
longevity has not affected its appeal for
politicians, administrators, and intellectu
als, that is, for actual or potential seekers of
~w~. D
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The Immorality of
Government-Mandated
Health Care

by Paul A. Cleveland

As America's politicians debate the issue
of health-care reform, one element

seems strangely missing from their deliber
ations: the question of the morality of gov
ernment-mandated health insurance. Is it
moral for government to institute such in
surance or to force employers to provide it?
The current debate assumes that it is. Dis
cussion has centered primarily on how far
coverage can be extended, with no effort to
defend the morality of mandated coverage.

To examine the morality of the proposed
health reform we must ask the following
questions: What is the role of government

.Dr. Cleveland is Professor of Economics and
Finance at Birmingham-Southern College in Al
abama.

and what are its moral bounds? Also, how
do these bounds apply to the current health
care reform debate? If, in this examination,
it is discovered that government has no
proper authority to insure the availability of
goods and services generally, then all
health-care reform proposals seeking to es
tablish the provision of health insurance
should be rejected.

The uncritical acceptance of the proposi
tion that a major purpose of government is
to insure the provision of some goods or
services is related to another popularly held
proposition. That notion, either conscious
or unconscious, is that government can
miraculously generate resources to provide
for people's needs. But, how is that possi-
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ble? Can government actually create mate
rial prosperity where none existed before
hand? Can it cause by fiat an increase in the
number and kinds of products produced
without harm? It should be self-evident that
the answer to these questions is no. Gov
ernment cannot create by mandate. It relies
on its power of taxation and coercion to
provide material benefits to selected citi
zens. In order for it to provide some benefit
for an individual it must impose a cost of
equal or greater value either on that indi
vidual or on someone else. Nevertheless,
the mythical concept that government can
provide cost-free benefits continues largely
on the basis of wishful thinking and covet
ousness.

No Consumption
Without Production

In reality there is no effortless production
of anything. We can only consume that
which is produced by the sweat of some
one's brow. Furthermore, our government
was not primarily instituted for the purpose
of production. Its primary role with respect
to the economy is to punish people who use
force and deceit for their own gain. History
is testimony to the extent to which some
individuals will inflict pain and hardship on
others in order to obtain what they desire.
Thus government's primary role as an in
stitution is to thwart this behavior by pun
ishing the perpetrators of injustice. To that
end, government uses force. Citizens are
required to pay taxes to support the police
function of government since society bene
fits from the ensuing order and peace which
allow for civil relations among people.

Regrettably, this same force can be put to
illegitimate ends. This occurs when the
government begins to play favorites among
the citizens by extending benefits to some
while confiscating property or curbing the
rights of others. The most obvious contem
porary cases revolve around the many wel
fare programs established by the govern
ment. Benefits are extended to some by
taxing away income from others. The costs
of such benefits always exceed the costs of

purchasing the benefits directly because of
the bureaucratic overhead needed to admin
ister the programs. Current health-care re
form plans follow the same approach.
Therefore, the question of the morality of
any government provision of health care, or
of mandated health insurance, can only be
resolved by considering whether or not gov
ernment redistribution of wealth is justified.

Do the Ends Justify the Means?
It is tempting to say that the ends aimed

for are good and argue, therefore, that such
government action is good. Mter all, what
decent person would not desire to see some
basic provision of food, clothing, or needed
medical care provided for all those who
could not pay? But to conclude that gov
ernment intervention is good on this basis is
to argue that the ends justify the means. The
ends, in and of themselves, are not a suffi
cient reason for concluding that government
provision of goods and services is just.

I recently had a conversation with a fellow
professor about the health-care situation.
My colleague expressed the common view.
She argued that adequate health care is a
right, "because we are human." But such a
statement begs the question: How does
being human, in and of itself, generate any
rights? It is clear that being human alone
cannot justify any rights for humans. David
Hume once noted that' 'the rules ofmorality
are not the conclusions of our reason."
Therefore, if we carry Hume's statement to
its logical conclusion, we must conclude
that if any human rights exist, they exist
only as they have been endowed. Thus
rights must be defined apart from ourselves.
Ultimately they must be defined by the One
who has the power of being in and of
Himself, since He alone is in a position to
establish such license. We are then depen
dent upon His proclamation of right and
wrong to discern the rights of the individual.
Apart from such an endowment, there are
no rights! This view was expressed in the
Declaration of Independence as well as
many other writings and documents of the
time.
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Rights of Individuals

What are an individual's rights? As ex
pressed in the Declaration, the individual is
endowed with the right to life, liberty, al1:d
pursuit of happiness. These rights allow
each individual to use his talents and his
property freely to the ends he personally has
in mind so long as he does not violate the
rights of others. In this context, people can
voluntarily interact and trade with others on
mutually agreeable terms to further their
own interests.

The Judeo-Christian heritage substan
tially affirms this understanding of individ
ual rights. The Bible requires its reader to
respect the property rights ofothers. "Thou
shall not steal," 1 and, "Cursed is the man
who moves his neighbor's boundary
stone,,,2 are its admonishments. In other
places the Scriptures encourage hard work
and honest dealings with others. Taken as a
whole, the Bible prohibits the use offorce to
obtain what we wish to consume for our
selves. But this is exactly what transpires
when government mandates a plan to pro
vide health care services to everyone! As
already shown, the government by defini
tion employs force. It is a coercive institu
tion. Thus when government begins the
process of providing, or mandating the pro
vision of, goods and services in society, it
ceases to perform its primary function of
thwarting and punishing wrongdoers and
actually begins to participate in the very
plunder that it was supposed to stop. By
using force to take from one person in order
to give to another, it is involved in stealing.

Why has government more and more
compromised its position by engaging in
legal plunder when it is clear that such action
is wrong? There are two reasons.3 The first
is selfishness. People would rather have
someone else pay for their consumption
than work hard and purchase things for
themselves. This is as true for health care as
it is for any other consumable. This was
demonstrated during the last presidential
campaign when a man phoned a radio talk
show. Bill Clinton was well ahead ofGeorge
Bush in the polls and he had promised to

bring about government-mandated univer
sal health insurance. To this situation the
man proclaimed, "I can't wait 'til Bill
Clinton is elected president and gets his
health-care reform through Congress. Then
I won't have to pray to God that my children
don't get sick."

The caller had no intention of revealing
his true character that day; but he did. In his
proclamation we find a deeper problem. It is
not that he lacks health insurance or that he
cannot afford medical care. The real prob
lem is that he does not want to pay for it
himself. Rather, he wants someone else to
pay, not as a matter of mercy shown to him,
but as a matter ofcoercive force. Selfishness
which leads to systematic thievery will de
stroy a nation. A nation can survive and
prosper when there are a few thieves, but as
more people leave productive endeavors to
participate in government largess, produc
tion wanes and economic hardships in
crease. This is the inevitable outcome of all
government schemes aimed at providing
some benefit for some citizens at the ex
pense of others.

The second is perhaps the most pervasive
reason for the government's drift toward
promoting welfare programs in general, and
for its current consideration of mandating
the provision of universal health insurance.
Americans have traditionally been compas
sionate. Generosity for those in need has
been a hallmark feature of the American
experience. Private charities, churches,
nonprofit organizations, and the volunteer
ism associated with them have been a salient
feature of our culture. Stated simply, the
American people have a passion for helping
out those in need. This spirit is the reason
why most of our hospitals developed as
nonprofit institutions. Yet it is this very
passion which threatens to undermine the
fabric ofour society when charity is pursued
by way of governmental mandate.

It is not hard to see how this situation can
arise. At any given point in time, the avail
able resources to meet our ends are always
limited. That is, we can always imagine a
better circumstance than the one we are
presently in. If this is true for individuals,
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how much more true is it for voluntary
groups seeking to do good? It is, therefore,
easy to see the temptation facing people who
desire to show mercy and compassion to
ward others: to use voluntary contributions
to lobby for government action rather than
devoting them directly to the cause in mind.
If the efforts are successful, the organization
can tap into the much larger pool of re
sources available in the public treasury to
promote their cause. Ifpassion for the cause
blurs their vision, then they may well use
government force and, as a result, inflict
harm upon the neighbors they aim to help.
Such is the state ofAmerican" do-goodism"
in the twentieth century-coercive charity.

This movement has been greatly aided by
the religious community. One cannot read
the Bible for long without realizing that it
calls its followers to show mercy and com
passion toward others. As a result, well
meaning people have often pushed for gov
ernment intervention because they see the
public treasury as the only institution which
has a pool offunds large enough to meet the
need. However, the Bible never suggests
that the government is the means through
which mercy is to be shown. Actually, the
evidence indicates that such action is more
than inappropriate. When Satan offered to
place Jesus in political control of the king
doms of the earth, Jesus rejected the offer

arguing that it was sin to have other gods
above God.4 Jesus understood that mercy
and compassion are voluntary responses
motivated by love and that no government is
capable offorcing people to love their neigh
bors. He understood that any such attempts
were nothing more than a false image in
tended to mimic the real thing.

National health-care insurance, or its
mandated provision, is unjust. It is nothing
more than a forced charity, which is no
charity at all. In this vein we might flatter
ourselves into believing that we are doing
good works, but it simply is not true. True
mercy is extended as a matter of voluntary
choice. It is not forced. Government man
dates which require some to provide for
others is false philanthropy. It is fundamen
tally selfishness unleashed and it will thwart
future prosperity. If health insurance is
extended the quality of medical care will
decline. The end result will be exactly the
opposite of what such schemes purport to
offer. Instead of provision and prosperity,
pain and hardship will follow. D

1. Exodus 20:15.
2. Deuteronomy 27:17.
3. Frederic Bastiat refers to these two reasons for govern

ment involvement beyond its real purpose in his book, The Law
(Irvington-on-Hudson, N.Y.: The Foundation for Economic
Education, 1950).

4. See Luke 4: 1-13.

Legal Plunder

How is . . . legal plunder to be identified? Quite simply. See if the
law takes from some persons what belongs to them, and gives

it to other persons to whom it does not belong. See if the law benefits
one citizen at the expense ofanother by doing what the citizen himself
cannot do without committing a crime.

Then abolish this law without delay, for it is not only an evil itself,
but also it is a fertile source for further evils because it invites
reprisals. If such a law-which may be an isolated case-is not
abolished immediately, it will spread, multiply, and develop into a
system.

-FREDERIC BASTIAT, The Law
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What NBC Didn't Tell You
About Health-Care Reform

by Jane M. Orient

How much education will $2.5 million
buy on prime-time network television?

The NBC two-hour special "To Your
Health," aired June 21, promised to provide
a "vigorous, energetic discussion" that
would "speak clearly" about "the most
complex issue in our lifetime. " The sponsor
was the Robert Wood Johnson Foundation
(RWJF), the nation's second largest tax
exempt philanthropic organization.

RWJF has played a crucial role enabling
the passage ofhealth-care reform legislation
in various states. Key members of the Pres
ident's Task Force on Health Care Reform
also were funded by RWJF. (The secret
war-room operation of the Task Force is
being challenged in federal court as a gov
ernment violation of the Sunshine laws, in
the case of Association ofAmerican Physi
cians and Surgeons, et at., versus Hillary
Rodham Clinton, et at.)

The sponsor's role in the televised "town
hall" was simply to provide money for
education. NBC was responsible for the
content of the program-except for choos
ing the general subject matter.

RWJF did not fund a program on rising
illiteracy, declining morals, welfare-state
failures, government corruption, or other
pressing issues. Just coincidentally, the sub
ject involves a mammoth piece oflegislation

Dr. Orient practices private medicine in Tucson.
She is also Executive Director ofthe Association
ofAmerican Physicians and Surgeons.

that the Administration is desperate to
pass-urgently, quickly, before potential
patients find out what it will do to them. The
star of the show was the foremost proponent
of that legislation: Hillary Rodham Clinton.

The vigorously stage-managed presenta
tion had some huge blind spots. The most
important one was what health-care reform
would do to the patients who told their sad
stories to a national audience.

Naturally, the audience would assume
that health-care reform is supposed to help
people who have lost their insurance and
come down with cancer.

Not so.
The reformers stated their agenda, but

you might not have understood: our current
system has a sickness orientation. They
want to change it to a health-care or well
ness orientation.

What does this mean to a person who
cannot benefit from a school-based clinic, a
blood-pressure check, or a substance abuse
program? What about that uninsured,
wheelchair-bound man who was too ill to
come into the auditorium?

A spokeswoman for the model Oregon
rationing program, a featured panelist,
could have told the audience what was in
store for that man under her program. But
she didn't. And people like me, who pro
vided "balance" by sitting in our assigned
seats in the audience, were not allowed to
ask her.
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On the Oregon Prioritized List ofPhysical
Health Services, "cancer with distant metas
tases" (the man had lung cancer that had
spread to his brain) is number 672 out ofabout
700.

The man in the wheelchair was bald due
to the chemotherapy he had received, albeit
with a few weeks' delay. According to the
narrator, he had accumulated some $30,000
in medical bills, which probably will never
be paid. (That's about one percent ofthe cost
of the television program. But don't bother to
apply to the RWJF for a grant. As a matter of
policy, they do not help individuals.)

Under the Oregon plan, the man might
have been in a coffin, but at least he would
still have hair. His wife wouldn't have medical
bills to worry about-although she might have
less money because of being forced to pay
premiums for the "health" plan.

The $30,000 that might have paid for this
patient's care would be allocated to things
with a higher social priority: for example,
sterilization operations (number 88-89);
preventive services (141 and 174); abortions
(279); and the bureaucratic infrastructure to
enforce the priorities.

For its cynical (or unthinking) exploita
tion of human tragedy, NBC's educational
effort merits an "F."

There were also other failings. The spec
trum of views was by no means complete.

The featured dissenters were zealous and
disruptive advocates of a government take
over of insurance and medicine (the" single
payer" system).

On the other side, small business execu
tives spoke eloquently about the harmful
effects of employer mandates. Unfortu
nately, some viewers might conclude that
hardened businessmen were the only obsta
cle standing between health care and the
poor. It is hard to find someone with the
insight to say, "I lost my job because the
government ruined my employer's busi
ness, and now I'm on welfare."

Senators Dole and Mitchell provided an
appearance of bipartisan balance by sitting
together on the stage and saying very little.
Senator Mitchell spoke glowingly of the
success of Medicare, despite its monstrous
costs and NBC's technically brilliant exhi
bition of its paperwork forest.

Absent from the discussion (save for the
briefest mention of Medical Savings Ac
counts) was any proposal to replace the
current system ofprepaid consumption with
economically sound insurance. No one
spoke of the proven benefits of putting
decisions-and money-back in the hands
of patients, wresting it away from the new
elite managerial class that has caused much
of our current problem.

There is one way to defeat this idea, which
can reduce costs while preserving freedom:
keep it a secret.

After viewing the NBC program, on lo
cation and on television, I would revise my
question:

How much propaganda value can $2.5
million in tax-exempt educational funding
buy? []



Ideas and Consequences

Of Meat and Myth

Advocates of the spontaneous order of
freedom and free markets are forever

stomping out the fires of fallacious reason
ing, anti-capitalist bias, and twisted history.
It seems that as soon as we put out one fire,
opponents of the market manage to ignite
ten others.

We spend as much time explaining the
workings of the market as we do debunking
myths and cliches about it. Statists and
interventionists spout an endless stream of
put-downs and one-liners that pass as thor
ough critiques of the market, each one
requiring a time-consuming, painstaking re
sponse and appeal to reason. We are con
stantly rewriting prejudiced accounts ofhis
tory to match what really happened.

Nearly ninety years ago, muckraking nov
elist Upton Sinclair wrote a book titled The
Jungle which wove a tale ofgreed and abuse
that reverberates to this day as a powerful
case against laissez faire. Sinclair's focus of
scorn was the meatpacking industry. The
objective of his effort was government reg
ulation. The culmination ofhis work was the
passage in 1906 of the famed Meat Inspec
tion Act, enshrined in most history books as
a sacred cow (excuse the pun) of the inter
ventionist state.

Were Sinclair's allegations of a corrupt
industry foisting unhealthy products on an

Dr. Reed, economist and author, is President of
The Mackinac Center for Public Policy, a free
market research and educational organization
headquartered in Midland, Michigan.

Lawrence W. Reed

unsuspecting public really true? And if so,
should the free market stand forever in
dicted and convicted as a result? A response
from advocates of freedom is long overdue.
Here's a healthy start.

The Jungle was, first and foremost, a
novel. It was intended to be a polemic-a
diatribe, if you will-and not a well-re
searched and dispassionate documentary.
Sinclair relied heavily on both his own
imagination and on the hearsay of others.
He did not even pretend to have actually
witnessed the horrendous conditions he as
cribed to Chicago packinghouses, nor to
have verified them, nor to have derived
them from· any official records.

Sinclair hoped the book would ignite a
powerful socialist movement on behalf of
America's workers. The public's attention
was directed instead to his fewer than a
dozen pages of supposed descriptions of
unsanitary conditions in the meatpacking
plants. "I aimed at the public's heart," he
later wrote, "and by accident I hit it in the
stomach. ,,1

Though his novelized and sensational ac
cusations prompted later congressional in
vestigations of the industry, the investiga
tors themselves expressed skepticism of
Sinclair's integrity and credibility as a
source of information. President Theodore
Roosevelt wrote of Sinclair in a letter to
William Allen White in July 1906, "1 have an
utter contempt for him. He is hysterical,
unbalanced, and untruthful. Three-fourths
of the things he said were absolute false-
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hoods. For some of the remainder there was
only a basis of truth. ,,2

Sinclair's fellow writer and philosophical
intimate, Jack London, wrote this an
nouncement of The Jungle, a promo that
was approved by Sinclair himself:

Dear Comrades: ... The book we have
been waiting for these many years! It will
open countless ears that have been deaf to
Socialism. It will make thousands of con
verts to our cause. It depicts what our
country really is, the home of oppression
and injustice, a nightmare of misery, an
inferno of suffering, a human hell, ajungle
of wild beasts.

And take notice and remember, com
rades, this book is straight proletarian. It
is written by an intellectual proletarian,
for the proletarian. It is to be published by
a proletarian publishing house. It is to be
read by the proletariat. What Uncle
Tom's Cabin did for the black slaves The
Jungle has a large chance to do for the
white slaves of today.3

The Jungle's fictitious characters tell of
men falling into tanks in meatpacking plants
and being ground up with animal parts, then
made into "Durham's Pure Leaf Lard."
Historian Stewart H. Holbrook writes,
"The grunts, the groans, the agonized
squeals of animals being butchered, the
rivers of blood, the steaming masses of
intestines, the various stenches ... were
displayed along with the corruption of gov
ernment inspectors,,4 and, of course, the
callous greed of the ruthless packers.

Most Americans would be surprised to
know that government meat inspection did
not begin in 1906. The inspectors Holbrook
refers to as being mentioned in Sinclair's
book were among hundreds employed by
federal, state, and local governments for
more than a decade. Indeed, Congressman
E. D. Crumpacker of Indiana noted in tes
timony before the House Agriculture Com
mittee in June 1906 that not even one of
those officials "ever registered any com
plaint or [gave] any public information with
respect to the manner of the slaughtering or
preparation of meat or food products."5
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To Crumpacker and other contemporary
skeptics, "Either the Government officials
in Chicago [were] woefully derelict in their
duty, or the situation over there [had been]
outrageously over-stated to the country.,,6
If the packing plants were as bad as alleged
in The Jungle, surely the government in
spectors who never said so must be judged
as guilty of neglect as the packers were of
abuse.

Some two million visitors came to tour the
stockyards and packinghouses of Chicago
every year. Thousands of people worked in
both. Why is it that it took a novel written
by an anti-capitalist ideologue who spent but
a few weeks there to unveil the real condi
tions to the American public?

All of the big Chicago packers combined
accounted for less than 50 percent of the
meat products produced in the United
States; few if any charges were ever made
against the sanitary conditions of the pack
inghouses of other cities. If the Chicago
packers were guilty of anything like the
terribly unsanitary conditions suggested by
Sinclair, wouldn't they be foolishly expos
ing themselves to devastating losses of mar
ket share?

Historians with an ideological axe to grind
against the market usually ignore an author
itative 1906 report of the Department of
Agriculture's Bureau ofAnimal Husbandry.
Its investigators provided a point-by-point
refutation of the worst of Sinclair's allega-

. tions, some ofwhich they labeled as "willful
and deliberate misrepresentations of fact, "
"atrocious exaggeration," and "not at all
characteristic. ,,7

Instead, some of these same historians
dwell on the Neill-Reynolds Report of the
same year because it at least tentatively
supported Sinclair. It turns out that neither
Neill nor Reynolds had any experience in
the meatpacking business and spent a grand
total of two and one-half weeks in the spring
of 1906 investigating and preparing what
turned out to be a carelessly-written report
with preconceived conclusions. Gabriel
Kolko, a socialist but nonetheless an histo
rian with a respect for facts, dismisses
Sinclair as a propagandist and assails Neill
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and Reynolds as "two inexperienced Wash
ington bureaucrats who freely admitted they
knew nothing"S of the meatpacking pro
cess. Their own subsequent testimony re
vealed that they had gone to Chicago with
the intention of finding fault with industry
practices so as to get a new inspection law
passed.9

As popular myth would have it, there
were no government inspectors before Con
gress acted in response to The Jungle and
the greedy meatpackers fought federal in
spection all the way. The truth is that not
only did government inspection exist, but
meatpackers themselves supported it and
were in the forefront of the effort to extend
it!

When the sensational accusations of The
Jungle became worldwide news, foreign
purchases ofAmerican meat were cut in half
and the meatpackers looked for new regu
lations to give their markets a calming sense
of security. The only congressional hearings
on what ultimately became the Meat Inspec
tion Act of 1906 were held by Congressman
James Wadsworth's Agriculture Committee
between June 6 and 11. A careful reading of
the deliberations of the Wadsworth commit
tee and the subsequent floor debate leads
inexorably to one conclusion: Knowing that
a new law would allay public fears fanned by
The Jungle, bring smaller competitors under
regulation, and put a newly laundered gov
ernment stamp of approval on their prod
ucts, the major meatpackers strongly en
dorsed the proposed act and only quibbled
over who should pay for it.

In the end, Americans got a new federal
meat inspection law. The big packers got the
taxpayers to pick up the entire $3 million
price tag for its implementation as well as

new regulations on their smaller competi
tors, and another myth entered the annals of
anti-market dogma.

To his credit, Upton Sinclair actually
opposed the law because he saw it for what
it really was-a boon for the big meatpack
ers .10 Far from a crusading and objective
truth-seeker, Sinclair was a fool and a
sucker who ended up being used by the very
industry he hated.

Myths die hard. What you've just read is
not at all "politically correct." But defend
ing the market from historical attack begins
with explaining what really happened.
Those who persist in the shallow claim that
The Jungle stands as a compelling indict
ment of the market should clean up their act
because upon inspection, there seems to be
an unpleasant odor hovering over it. D

The author wishes to thank Professor
Timothy G. Nash ofNorthwood University
in Midland, Michigan, for his research as
sistance in the preparation of this column.
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Four Myths About
America's Great Depression

Ronald H. Nash

America's Great Depression is often
cited as the primary example of the

failure offree market economics. According
to the official liberal interpretation of the
Depression, both the economic collapse that
began in 1929 and the nation's eventual
recovery prove that the American govern
ment must never again allow its economy to
operate in a free market mode. The common
view is that the 1920s in America was a
period of unbridled free enterprise. In order
to restore stability to the nation's economy
and bring the nation out of the depths of the
Depression, the government had to step in
and do what businessmen could not or
would not do to correct the weaknesses of
the free market system. The decade of the
1930s proves the importance of governmen
tal control over the economy and justifies
continuing interventionist or statist measures.

It would be difficult to imagine an expla
nation that is more in conflict with the
evidence. This essay will examine four
myths that ground this mistaken explanation
of the Depression. Once the myths are
recognized for what they are-an inten-

Dr. Nash, Professor ofPhilosophy at Reformed
Theological Seminary-Orlando, and a Contrib
uting Editor to The Freeman, is this month's
guest editor. He has published more than 25
books including Poverty and Wealth (Probe
Books), Social Justice and the Christian Church
and Freedom, Justice and The State (both pub
lished by University Press ofAmerica).

tional distortion of the truth-one of the
major ploys used by academicians and pol
iticians to deceive the American people into
supporting bigger government will be ex
posed.

Myth Number One:
The Case of Business Cycles

The first myth can be summarized as
follows: Afree market is notoriously unsta
ble and leads inevitably to economic cycles
in which periods ofprosperity are followed
by recessions and depressions. These irreg
ularities in a nation's economy can be either
eliminated or made less severe by proper
government intervention.

The recurrence of business cycles is one
of the most frequently cited reasons for the
need of governmental intervention with the
economy. The often unstated and always
unproven assumption behind this claim is
that business cycles and, more specifically,
economic depressions are caused by free
market economics. This assumption is
clearly false.

Business cycles in general and depres
sions in particular are caused not by free
markets, but by governmental intervention
with a nation's economy, specifically with
its money supply. As nations expand credit
and the money supply, a pattern becomes
apparent. First, there is a governmentally
induced period of economic expansion as
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easy credit and a larger money supply mis
lead businessmen into making bad invest
ments. Markets unhampered by govern
mental intervention keep sending signals to
astute investors and entrepreneurs. The rise
or decline in prices along with the cost of
borrowing money (interest rates) can tell a
wise investor whether a particular opportu
nity is a good risk at that particular time. But
governmental intervention in the form of
monetary and credit expansion affects the
reliability of normal market signals. Interest
rates may be artificially (and temporarily)
reduced while inflation causes many prices
to rise. The rise in prices eventually affects
the prices of capital goods required for
business expansion. This increase in busi
ness costs finally affects the profitability of
many businesses, leading them to find ways
to cut costs. In the later stages of the boom,
interest rates begin to rise, which also in
creases the cost of doing business and often
affects loans incurred when money was
much cheaper.

Because governmental intervention with
the economy sends the wrong signals to
businessmen and investors, their subse
quent investment in the wrong things at the
wrong time makes a day of reckoning inev
itable. While that day can be postponed by
even more expansion of credit, it cannot be
postponed forever. When the quantity and
degree of bad investments in any economy
passes a certain point, the economy can no
longer absorb them. Ventures must be ter
minated; businesses must be closed; bills
must be left unpaid; workers must be laid
off; unemployment will increase; savings
will be depleted.

A recession or depression therefore is a
necessary step in an economy's return to
normal after the misinformation and distor
tions caused by monetary inflation during
the boom have produced a large amount of
malinvestment. The recession or depression
that follows periods of governmentally in
duced booms is a necessary time of re
adjustment. Prices must be readjusted to
new consumer preferences. Interest rates
must be readjusted to reflect the new de
mand for savings along with the actual

supply of savings. Bad investments must be
reduced through such means as greater
managerial efficiency or lower labor costs.
These lower costs may be reached through
greater productivity; often they result from
a business employing fewer workers. There
must be a general cutting back across the
board until businesses can once more be
profitable, until investments can earn a
proper return, and until the economy once
more functions efficiently. What people call
a recession or depression, therefore, is ac
tually an adjustment of the economy to the
wasteful and mistaken errors made during
the boom. The process of adjustment is a
return to a more sane set of economic
arrangements which means, among other
things, that many ofthe bad investments are
liquidated.

There is a common thread that runs
through every period of economic decline in
American history, namely, governmental
manipulation of the money supply. The
obvious culprit in these economic down
turns was not the free market but the gov
ernment-indeed, the very government re
sponsible for the downturns in the first
place. What then should one think of econ
omists and politicians who appeal to such
periods of economic decline as justification
for increased amounts of the very types of
economic interventionism that produced the
depressions?

But what about the Great Depression? As
everyone thinks they know, the decade
prior to the economic collapse of 1929 was
a period of unbridled economic freedom. It
was, so the official doctrine goes, the extent
of America's experiment with free enter
prise in the 1920s that led to the greatest
depression in our history. But this belief is
also a myth that must now be unmasked.

Myth Number Two:
The Unbridled Capitalism
of the Twenties

According to the official liberal dogma,
the seriousness of the Great Depression was
in direct proportion to America's reliance
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upon a noninterventionist economy during
the decade of the twenties. The unparalleled
economic freedom of the twenties did more
than make the Great Depression inevitable;
it also made it the worst depression in the
nation's history.

Even a brief survey of the evidence,
however, will reveal how mistaken the com
mon wisdom about the twenties is. The
decade that preceded the Crash of 1929 was
anything but a period of unbridled capital
ism. It was actually a time, of continued
governmental intervention with the money
supply. The foundations for the Depression
can indeed be found throughout the preced
ing decade. But the causes ofthe Depression
were a string of governmental actions that
resulted in an expansion of credit and the
money supply that was similar to the inter
ventionism that led to earlier economic
downturns.

A good place to begin one's search for the
causes of the Great Depression is the estab
lishment of the Federal Reserve System in
1914. The Federal Reserve was given the
power to increase the nation's money sup
ply in response to what it regarded as
justifiable circumstances. For most of the
sixteen years following the creation of the
Fed, the nation's money supply was sub
jected to an almost steady increase. Be
tween 1914 and 1917, this took the form of
massive amounts of credit extended to na
tions like England and France for their
purchase of war materiel. Following Amer
ica's own entry into World War I, the money
supply was expanded even more as a way of
paying for our own war effort. When the war
was finally over, the now greatly expanded
money supply produced the inevitable in
flation.

The higher postwar prices led in tum to an
increase in cheaper imports. But this hurt
American businesses, which led business
men, farmers, and labor unions to pressure
Congress to do something about foreign
competition. This pressure led to two un
fortunate tariff acts (tariffs are clearly anti
thetical to capitalism). The Emergency Tar
iff Act of 1921 increased duties on such
commodities as wool, sugar, and wheat.

Another tariff act passed in 1922 imposed
the highest duties to that time in the history
of the nation. It also gave the President the
power to change tariffs as he thought nec
essary. These high tariffs produced a serious
instability in agriculture, other export indus
tries, and the rest ofthe American economy.'

All of this intervention with the economy
had the effect of reducing foreign trade.
Prospective foreign customers could not
buy American products until they accumu
lated credits; but such credits could be
accumulated only after they first sold their
products to us, something the increased
tariffs made much more difficult. In an effort
to offset some of this harm, the government
adopted cheap money policies. To make it
easier for foreign buyers to purchase Amer
ican goods (while still making it difficult for
them to sell their goods in the United
States), bankers floated enormous loans and
bond issues in this country. Between the end
of World War I and 1929, American lenders
provided more than $9 billion in foreign
loans, done largely to shore up America's
sagging export markets which had been hurt
as a result of earlier interventionist mea
sures (the tariffs) to reduce imports. While
the cheap money policy of the twenties
produced temporary increases in exports, it
was accompanied by a huge burden of
internal and international debt.

The Federal Reserve System continued to
follow an easy money policy during the
second half of the twenties. Between July
1924 and 1929, the money supply increased
more than 20 percent. Farm and urban
mortgages increased more than $10 billion
between 1921 and 1929. Because much of
the new money created by the system was
channeled into speculation in real estate and
the stock market, rapid price rises occurred
in the stock market and in real estate. (Other
significant forms of statist intervention with
America's economy that helped lay the
foundation for the Depression must be dis
cussed elsewhere, due to a lack of space.)

Often overlooked as a major contributing
cause of the Depression was what became
known as the Smoot-Hawley Tariff Acts.
Even though Smoot-Hawley was not passed
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until June of 1930, it makes sense to view the
measure as a significant cause of the Crash.
The bill had been widely discussed and
debated in Congress throughout much of
1929. By the autumn of 1929, Wall Street
had begun to realize that passage ofthe tariff
bill was inevitable. It also realized that
President Hoover would not veto the dam
aging measure. Hence, it seems clear, the
damage from Smoot-Hawley was not con
fined to the period of time following its
passage, as bad as that was. It also had a
major effect on events prior to its passage,
including the October Crash of the Stock
Market.

As important as the Stock Market Crash
of October 1929 was, it did not mark the
beginning of the Depression. The economy
actually began to recede during the summer
of 1929. Economic troubles had been brew
ing long before the Crash. What the collapse
of the stock market did was make those
troubles visible and mark the end of an
incredible period of speculation that had to
end sometime.

The October Crash is often exaggerated
with regard to its supposed effects on the
Great Depression. While the Crash was
clearly very bad for the many unwise inves
tors and speculators who had been wiped
out, America was still far from anything
resembling what we now think of as the
Great Depression. That was still to come;
and like previous depressions, it would
result from further governmental misman
agement. The collapse of the stock market·
provided clear evidence that badly mistaken
policies had been followed. The time for
necessary readjustments had finally come.

Even with the crash of the stock market,
the economy was strong enough so that the
nation should have entered a normal period
of readjustment. 1 Even during 1930, unem
ployment averaged less than 8percent ofthe
work force. Barring mistakes on the part of
the government, 1931 should have been the
start of a recovery. Obviously it was not, and
the reason can be found in the mistaken, often
foolish policies of the federal government.

The economic decline that began at the
end of 1929 could and should have been of

short duration, if only Hoover and the
Congress had acted in an economically re
sponsible way. Unfortunately, they did not.
Hoover and his administration were in no
mood to admit their mistakes. Had they
taken their medicine, paid their dues, and
suffered through the severe but limited de
pression that would have followed, the
economy soon would have made the proper
adjustments. Instead, the Hoover adminis
tration piled error on top of error. Its mis
takes plus the blunders of Congress plus the
economic malfeasance of the Roosevelt Ad
ministration turned what would have been
an economic downturn like every other one
in the previous history of the country into an
economic nightmare that lasted eleven
years.

Myth Number Three:
Hoover's Commitment to
Free Market Economics
Deepened the Recession

As we have seen, liberals want to lay all
of the blame for the Depression at the feet of
the free market. With such a convenient
scapegoat available, they can then use the
Depression to justify statist measures they
wish to impose upon the economy in the
future. Their rewriting of history requires,
however, that they turn Herbert Hoover
into a flaming advocate of free market eco
nomics whose stubborn refusal to adopt
interventionist measures made the Depres
sion worse until Franklin Roosevelt's cou
rageous adoption of wise statist policies
finally turned things around. Nothing could
be farther from the truth.

In late 1929, the nation's economy was in
need of a number of major readjustments.
But these necessary readjustments all took
the form of decreasing or terminating var
ious interventionist measures of the twen
ties that had produced the Depression. What
Hoover and his administration did however
was reject the adjustments that should have
been made and opt instead for a course of
more governmental control over the econ
omy.
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Herbert Hoover was not a champion of a
free market economics whose conservative
principles helped first to produce the De
pression and then caused it to worsen. In
truth, Hoover was a proven interventionist
whose interventionist policies helped bring
about the start of the Depression·and whose
succeeding interventionist actions helped to
make it worse.

Following the 1929 Crash, the Hoover
Administration and Congress committed
three major blunders that were to deepen
and prolong the Depression. Each blunder
was a typically interventionist measure.

(1) Hoover did everything he could to
keep wages and prices high during 1930. For
one thing, his administration took action
designed to keep the prices ofwheat, cotton,
and other agricultural products up. The
unfortunate result of these farm policies was
to encourage larger crops and greater farm
surpluses for which no markets could be
found. This had the effect ofdepressing farm
prices even more.

Also in 1930, Hoover attempted to per
suade business leaders to keep wages and
prices high. In place of cutting wages and
prices-the normal practice in a time of
recession-Hoover urged businessmen to
increase their spending on wages and capital
outlay in the belief that this would preserve
the purchasing power of consumers. The
Hoover Administration pursued a policy of
deficit spending and public works projects.
Local and state governments were asked to
borrow money· to support their own public
works projects.

(2) The Hoover Administration instituted
large tariff increases that had a disastrous
effect on international exchange. With tar
iffs already higher than they should have
been and a huge burden ofinternational debt
hanging over the world's economy, Hoover
went along with Congress's passage of a
huge tariff increase. Already high tariffs
made it almost impossible for foreign goods
to reach our markets. Hoover's acceptance
ofa new round ofeven higher tariffs was the
major blunder that turned the recession of
1930 into the Great Depression. The Smoot
Hawley TariffAct ofJune 1930 wasthe most

protectionist law in the history of the nation.
America's borders were effectively closed
to foreign goods. The government's inten
tions with regard to the new tariff act no
doubt seemed good at the time. It wanted to
raise farmers' low incomes that resulted
from the low prices they were getting for
their products. But in economics, good
intentions often produce disastrous results.

Other nations responded to the increase in
our tariffs by raising their own. This had the
effect of cutting off international markets
and narrowing lines of trade. The new pro
tectionist policies created enormous prob
lems for countries that owed money and
needed to payoff their debts with goods.
Since so much of this mountain of debt was
unsound to begin with, creditors could not
collect. In the two years that followed pas
sage of Smoot-Hawley, American exports
declined by almost two-thirds. The politi
cians had ignored a fundamental principle of
international exchange; exports pay for im
ports. If people in other nations cannot sell
their goods to us, they cannot earn the
money they need to buy our products.
Closing the door to imports will result even
tually in closing the door to exports.

While farm prices dropped precipitously
throughout 1930, the sharpest decline fol
lowed passage of the Smoot-Hawley Act in
June. While American exports had totaled
$5.5 billion in 1929, they had by 1932 fallen
to just $1.7 billion. All of this led to a
collapse of American farming. Hundreds of
thousands of American farmers lost their
farms. America's recession was being
turned into a world depression.

(3) The government proceeded to raise
taxes, an incredible move under the circum
stances. In fairness to Hoover, it should be
noted that much of the blame for the tax
increase belonged to the Congress. Mter the
midterm elections of 1930, there was a
Democratic majority in the House of Rep
resentatives.

The tax increase of 1932 was the largest
increase in federal taxes in the history of the
nation to that point. The income tax was
doubled. Estate taxes were raised, corpo
ration tax rates were increased, exemptions
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were lowered, and postal rates were raised.
There was also a 2 cent tax on checks, a 3
percent automobile tax, a tax on telephones
and telegraph messages, and a 1 cent a
gallon gasoline tax. Faced by declining rev
enues, state and local governments followed
Washington's lead and imposed new taxes
of their own. The total tax burden of the
nation almost doubled in the period after
1932. If the politicians had been seeking a
way to bring the nation's economy to its
knees, they could not have found a better
strategy. The huge tax increases guaranteed
that the Depression would not end soon.
Real Gross National Product fell by 14.8
percent in 1932, the year the tax increase
went into effect. An unemployment rate that
had averaged 3.2 percent in 1929 and 7.8
percent in 1930jumped to almost 25 percent
in 1932.

By the end of Hoover's term, unemploy
ment had reached 25 percent of the work
force or more than twelve million workers.
The Depression had spread beyond the
borders of the United States and had be
come a worldwide depression. Nations like
Germany and Austria stopped making for
eign payments and froze American credits.
England ended gold payments in September
1931. Foreign bond values fell drastically,
which led to a collapse of the bond market
in America. This proved to be an additional
blow at American banks, in this case, a blow
at their own investments.

The collapse of so many American farm
ers put their major creditors-the rural
banks-in jeopardy. Many of them were
forced to close. Between August 1931 and
February 1932, approximately 2,000 banks
closed, still owing depositors more than $1.5
billion. Banks that did not close were often
forced to take extreme measures. New loans
were often refused, and old loans were
pressured to make payment. This banking
panic led to even greater pressures on the
market as many banks dumped many of
their own stock holdings.

Bank runs and other banking difficulties
did not occur to any great degree until the
fall of 1930. But once a number of Midwest
and Southern banks failed, confidence in

banks was undermined and many people
rushed to withdraw their funds. In mid-1929,
America had almost 25,000 commercial
banks. By the time of Roosevelt's inaugu
ration in 1933, this number had fallen to
about 18,000. Another 3,000 were elimi
nated by the end of 1933.

There is no way to exaggerate the tragic
desperation of the nation at the end of
Hoover's Presidency. But Hoover and his
administration refused to admit that the
disaster was a result of their interventionist
policies; they continued to blame business
men and speculators. But the truth is that
Hoover's economic interventionism had
only made things far worse.

Myth Number Four:
Roosevelt's Interventionism
Ended the Depression

Ifanyone was an interventionist, Franklin
Roosevelt was. The mythical component in
our fourth claim concerns the mistaken
belief that the ultimate end of the Depres
sion resulted from any of Roosevelt's eco
nomic policies. The evidence makes it clear
that late into the 1930s, Roosevelt's inter
ventionist measures were only making
things worse!

During his first one hundred days in office,
Roosevelt and his administration refused to
remove the barriers to prosperity raised
during the Hoover years. Instead, he
erected dozens of new ones. Roosevelt's
first significant action with regard to the
economy was to undercut the quality of the
dollar by seizing people's private gold hold
ings. In 1933 and early 1934, private holders
ofgold were forced to tum over their gold to
the government at a price well below the
market price, but equal to the official price
of gold. By this act of confiscation, the
federal government gained legal and physi
cal control of the nation's gold, which it
replaced with certificates. The govern
ment's action was legalized theft. Later, in
1934, the government raised the official
price of gold to $35 an ounce, which was
above the market price. This devaluation
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produced a de facto profit for the govern
ment of $2.8 billion. A dollar thus became
worth whatever the government said it was
worth.

Then Roosevelt's advisers proposed the
National Industrial Recovery Act (NRA),
instituted in 1933 as a way of increasing the
purchasing power of American workers.
The Act established minimum wages,
prices, and rates for specific industries. Its
purpose was to raise prices at the same time
that it increased purchasing power. The
government did this by forcing employers to
increase their payrolls by means of shorter
work weeks and a minimum wage. It also
banned jobs for youth. This government
mandated increase in business costs acted
as a further brake on economic recovery.
Unemployment increased still more, to al
most thirteen million. The minimum wage
provisions of the law caused enormous suf
fering in the South, where approximately a
half million blacks were forced out of work.
In 1935, the Supreme Court declared that
the NRA was unconstitutional. But the
policies of the Act had given the economy
another severe jolt which had the effect of
postponing any recovery.

Roosevelt's results with American agri
culture were just as bad. Congress passed
the Farm Relief and Inflation Act, also
known as the Agricultural Adjustment Act
(AAA). It was supposed to increase the
income of farmers by reducing the number
of acres under cultivation and by destroying
crops already in the field. Farmers were paid
not to plant. The program spread rapidly
from its original coverage of cotton to all
basic cereals and meat and then to all cash
crops. This expensive program was sup
posed to be paid for by a so-called "pro
cessing tax." The new tax that the AAA
placed on the agricultural industry provided
money that was used to destroy crops and
livestock. Healthy animals were slaugh
tered, and fields of cotton, wheat, and corn
were plowed under. Farmers were paid not
to plant crops. Like all interventionist acts,
the government thought it was aiding one
group ofpeople in the market. But ofcourse
this "aid" would have to come at the

expense ofthe many others who were forced
to pay for it. Even if the program had helped
the farmers-which it did not-it would
have done so at enormous cost to the
millions who had to pay higher prices or had
less to eat.

When the Roosevelt interventionists saw
that things were not going as they had
planned, they proclaimed that the ensuing
disaster was not the result of their efforts. It
was a result rather of their measures not
going far enough. What the nation needed
was more priming of the economy by the
federal government. Roosevelt's budget
message in January 1934 promised a $7
billion deficit in a total budget of$10 billion.
This attempt to prime the economic pump
failed to revive the economy. A slight re
covery in the first half of 1934 was followed
by a decline to an even lower economic level
by September of 1934.

Roosevelt's Administration raised taxes
in 1933, in 1934, and again in 1935. Federal
estate taxes became the highest in the world.
By now, it was clear that the increased
taxation was aimed not at the production of
more revenue but at the redistribution of
wealth.

When the Supreme Courtjudged that both
the NRA (in 1935) and the AAA (in 1936)
were unconstitutional, two awesome bur
dens were removed from the American
economy. The end of NRA helped to in
crease productivity and reduce labor costs.
The end of AAA lowered taxes on agricul
ture and ended the destruction of crops and
livestock. Unemployment began to come
down in the mid-1930s. But the planners in
the Roosevelt Administration had not yet
learned anything from their past mistakes.
Anxious to earn the support of organized
labor for Roosevelt's re-election bid in 1936,
Roosevelt and the Democratic majority in
Congress gave them the Wagner Act of
1936, a price that Big Labor never forgot.

The Wagner Act or the National Labor
Relations Act was a response to the Su
preme Court's decisions with regard to
NRA and AAA. The Act totally revolution
ized labor relations in the country. No
longer could labor disputes be settled in the
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courts; they were now under thejurisdiction
of the National Labor Relations Board, a
new federal agency which served as judge,
jury, and prosecutor. Following Roosevelt's
re-election in 1936, the big unions began to
consolidate the massive new powers
granted them under the Wagner Act. Mil
lions of workers were forced to join unions.
While wages were forced up, worker pro
ductivity declined. Strikes idled many
plants. The ensuing jump in labor costs
produced another decline in economic ac
tivity. Unemployment once again passed
the ten million mark. At the end of 1937, the
American economy collapsed once more.
The Roosevelt Administration had accom
plished something never before achieved in
history. It actually managed to produce a
depression within a depression.

While it is true that Roosevelt inherited an
unemployment problem, he certainly did
not fix it. Unemployment in 1933 (25 per
cent) was higher than the year before. Dur
ing three years of Roosevelt's Presidency,
unemployment topped ten million. In only
two of the seven years between 1933 and
1939 did unemployment drop below eight
million. In 1938, unemployment jumped
more than it did during the first year of the
Depression, reaching 18.8 percent of the
labor force or more than ten million work
ers. Viewed as an economic experiment to
put people back to work, the New Deal was
a fraud and a farce. The massive unemploy
ment that still characterized the nation's
economy after years of New Deal interven
tion with the economy was ended only by
the nation's need to draft more than ten
million men into the military.

The Depression did not result from some
defect inherent within capitalism. It did not
result from this nation's love affair with
unbridled free enterprise during the twen
ties. The first two myths about the Depres
sion that we examined are clearly untrue. As

Lawrence Reed explains, "The genesis of
the Great Depression lay in the inflationary
monetary policies of government in the
1920s.lt was prolonged and exacerbated by
a litany of political follies: tariffs, taxes,
controls on production and competition,
destruction ofcrops and cattle, and coercive
union legislation, to recall just a few. It was
not the free market which produced twelve
years of agony; rather, it was political bun
gling on a scale as grandas there ever was. ,,2

According to Benjamin Anderson, the
nation's failure "to get out of the depression
in the years 1933 to 1939 [was] due to the
great multiplicity of New Deal 'remedies,'
all tending to impair the freedom and effi
ciency of the markets, to frighten venture
capital, and to create frictions and uncer
tainties, and impediments to individual and
corporate initiative. ,,3 Murray Rothbard
ends his long study of the Depression by
stating: "The guilt for the Great Depression
must, at long last, be lifted from the shoul
ders ofthe free market economy, and placed
where it properly belongs: at the doors of
politicians, bureaucrats, and the mass of
'enlightened' economists."4

Our study of economic events during the
1930s has revealed more than the mythical
character of Hoover's alleged commitment
to free market economics and the supposed
success of Roosevelt's interventionism. It
has unmasked the extent to which the enor
mous suffering of the thirties was a conse
quence of bad economics-to be more spe
cific, interventionist policies that were
proposed and enacted with good intentions
and horrific results. D

1. See Benjamin M. Anderson, Economics and the Public
Welfare (Indianapolis, Ind.: Liberty Press, 1979 [1949]), p. 224.

2. Lawrence W. Reed, Unraveling the Great Depression
(Caldwell, Idaho: The Center for the Study of Market Alter
natives, 1985), p. 13.

3. Anderson, p. 483.
4. Murray N. Rothbard, America's Great Depression, 3rd

ed. (Kansas City: Sheed and Ward, 1975), p. 295.
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Interest Rates and the
Business Cycle

by Glen Tenney

The cause of the business cycle has long
been debated by professional econo

mists. Recurring successions of boom and
bust have also mystified the lay person.
Many questions persist. Are recessions
caused by underconsumption as the
Keynesians would have us believe? If so,
what causes masses ofpeople to quit spend
ing all at the same time? Or are recessions
caused by too little money in the economy,
as the monetarists teach? And how do we
know how much money is too much or too
little? Perhaps more importantly, are peri
odic recessions an inevitable consequence
ofa capitalist economy? Must we accept the
horrors associated with recessions and de
pressions as a necessary part of living in a
highly industrialized society?

Concerns about aggregate money supply
levels and aggregate spending might make
for interesting conversation, and a discus
sion of these matters might even reveal
certain threads of truth, but they are inad
equate in arriving at the cause of the boom
and bust cycle that seems to pervade the
economy in modern times. Economists in
the Austrian school of thought have pro
vided an explanation that bases economic
fluctuations on microeconomic theory that
is firmly grounded in principles of human
action. These economists have pointed out

Mr. Tenney teaches economics at Northern Ne
vada Community College.

that macroeconomic fluctuations, or what
have come to be known as business cycles,
are caused by extraneous manipulations of
interest rates in the economy. 1 This manip
ulation of interest rates might entail con
scious actions by governmental authorities
or merely the result ofgovernmental actions
taken with other goals in mind.

Interest Rates Reflect
Time Preferences

The rate of interest in an economy is an
important reflection of the time preferences
of individuals. People are willing to forgo
some amount of current consumption in
order to invest in production processes
which promise finished goods that are val
ued higher than the sum of the inputs to the
production process. The spread between the
amounts paid to the owners of the produc
tive inputs and amounts obtained from the
sale of the completed product is interest
'income to the businessman who advances
money incomes to the resource owners in
terms of wages and rents. The capitalist/
businessman then provides current buying
power to workers and owners of other
productive inputs in exchange for an amount
we call interest. And looking from the op
posite perspective, workers and other re
source owners are willing to take a dis
counted amount in payment for their
productive inputs in order to have current

611
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incomes rather than waiting for the comple
tion of the product.

Of course in the market for loans, the
interest rate also contains an entrepreneur
ial component which accounts for certain
areas of uncertainty which are always
present in borrowing and lending money. An
inflation premium is included ifthe dollars to
be repaid on the loan are expected to have
less purchasing-power than the dollars that
are lent. And a default-risk premium is
included based upon the ability and/or will
ingness of the borrower to repay the loan as
agreed. Thus the interest rate that is agreed
upon in the loan market includes these
entrepreneurial factors in addition to an
amount sufficient to induce people to forgo
current consumption in favor of consump
tion in the future.

The interest rate serves a coordinating
function in the economy by providing useful
information about the availability of credit
and the profitability of investments to both
lenders and borrowers. If, for example,
people's rates of time preference increase,
this change is reflected as higher interest
rates, which encourages more saving and
discourages borrowing at the margin. This
means that individuals in general are requir
ing more of an incentive to forgo current
consumption than they did previously.
There are two ways in which this coordi
nating function is hindered by governmental
action in the economy.

New Money Gives a
False Signal

Money is primarily a medium ofexchange
in the economy; and as such, its quantity
does not have anything to do with the real
quantity of employment and output in the
economy. Of course, with more money in
the economy, the prices of goods, services,
and wages, will be higher; but the real
quantities of the goods and services, and the
real value of the wages will not necessarily
change with an increase of money in the
overall economy. But it is a mistake to think
that a sudden increase in the supply of
money would have no effect at all on eco-

nomic activity. As Nobel Laureate
Friedrich A. Hayek explained:

Everything depends on the point where
the additional money is injected into cir
culation (or where the money is with
drawn from circulation), and the effects
may be quite opposite according as the
additional money comes first into the
hands of traders and manufacturers or
directly into the hands of salaried people
employed by the state.2

Because the new money enters the market in
a manner which is less than exactly propor
tional to existing money holdings and con
sumption/savings ratios, a monetary expan
sion in the economy does not affect all
sectors of the economy at the same time or
to the same degree. If the new money enters
the market through the banking system or
through the credit markets, interest rates
will decline below the level that coordinates
with the savings of individuals in the econ
omy. Businessmen, who use the interest
rate in determining the profitability of vari
ous investments, will anxiously take advan
tage of the lower interest rate by increasing
investments in projects that were perceived
as unprofitable using higher rates of interest.

The great Austrian economist Ludwig
von Mises describes the increase in business
activity as follows:

The lowering of the rate of interest stim
ulates economic activity. Projects which
would not have been thought' 'profitable"
if the rate of interest had not been influ
enced by the manipulation of the banks,
and which, therefore, would not have
been undertaken, are nevertheless found
"profitable" and can be initiated.3

The word "profitable" was undoubtedly put
in quotes by Mises because it is a mistake to
think that government actions can actually
increase overall profitability in the economy
in such a manner. The folly of this situation
is apparent when we realize that the lower
interest rate was not the result of increased
savings in the economy. The lower interest
rate was a false signal. The consumption/
saving ratios of individuals and families in
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the economy have not necessarily changed,
and so the total amount of total savings
available for investment purposes has not
necessarily increased, although it appears to
businessmen that they have. Because the
lower interest rate is a false indicator of
more available capital, investments will be
made in projects that are doomed to failure
as the new money works its way through the
economy.

Eventually, prices in general will rise in
response to the new money. Firms that
made investments in capital projects by
relying on the bad information provided by
the artificially low interest rate will find that
they cannot complete their projects because
of a lack of capital. As Murray Rothbard
states:

The banks' credit expansion had tam
pered with that indispensable "signal"
the interest rate-that tells businessmen
how much savings are available and what
length of projects will be profitable. . . .
The situation is analogous to that of a
contractor misled into believing that he
has more building material than he really
has and then awakening to find that he has
used up all his material on a capacious
foundation, with no material left to com
plete the house. Clearly, bank credit ex
pansion cannot increase capital invest
ment by one iota. Investment can still
come only from savings.4

Capital-intensive industries are hurt the
most under such a scenario, because small
changes in interest rates make a big differ
ence in profitability calculations due to the
extended time element involved.

It is important to note that it is neither the
amount of money in the economy, nor the
general price level in the economy, that
causes the problem. Professor Richard
Ebeling describes the real problem as fol
lows:

Now in fact, the relevant decisions mar
ket participants must make pertain not to
changes in the "price level" but, instead,
relate to the various relative prices that
enter into production and consumption

choices. But monetary increases have
their peculiar effects precisely because
they do not affect all prices simulta
neously and proportionally.5

The fact that it takes time for the increase in
the money supply to affect the various
sectors of the economy causes the malin
vestments which result in what is known as
the business cycle.

Government Externalizes
Uncertainty

Professor Roger Garrison has noted an
other way that government policy causes
distortions in the economy by falsifying the
interest rate.6 In a situation where excessive
government spending creates budget defi
cits, uncertainty in the economy is increased
due to the fact that it is impossible for
market participants to know how the budget
shortfall will be financed. The government
can either issue more debt, create more
money by monetizing the debt, or raise
taxes in some manner. Each of these ap
proaches will redistribute wealth in society
in different ways, but there is no way to
know in advance which of these methods
will be chosen.

One would think that this kind of increase
in uncertainty in the market would increase
the risk premium built into loan rates. But
these additional risks, in the form of either
price inflation or increased taxation are
borne by all members of society rather than
byjust the holders ofgovernment securities.
Because both the government's ability to
monetize the debt and its ability to tax
generate burdens to all market participants
in general rather than government bond
holders alone, the yields on government
securities do not accurately reflect these
additional risks. These risks are effectively
passed on or externalized to those who are
not a part of the borrowing/lending transac
tions in which the government deals. The
FDIC, which guarantees deposit accounts at
taxpayer expense, further exacerbates the
situation by leading savers to believe their
savings are risk-free.
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For our purposes here, the key concept
to realize is the important function of inter
est rates in this whole scenario. Interest
rates serve as a regulator in the economy in
the sense that the height of the rates helps
businessmen determine the proper level of
investment to undertake. Anything in the
economy that tends to lower the interest
rate artificially will promote investments
in projects that are not really profitable
based upon the amount of capital being
provided by savers who are the ones that
forgo consumption because they deem it
in their best interest to do so. This wedge
that is driven between the natural rate of
interest and the market rate of interest as
reflected in loan rates can be the result of
increases in the supply of fiat money or
increases in uncertainty in the market which
is not accurately reflected in loan rates.
The manipulation of the interest rate is
significant in both cases, and an artificial
boom and subsequent bust is inevitably the
result.

Conclusion
Changes in the supply of money in the

economy do have an effect on real economic
activity. This effect works through the me
dium of interest rates in causing fluctuations
in business activity. When fiat money is
provided to the market in the form of credit
expansion through the banking system,
business firms et:Toneously view this as an
increase in the supply of capital. Due to the
decreased interest rate in the loan market
brought about by the fictitious' 'increase" in

capital, businesses increase their invest
ments in long-range projects that appear
profitable. In addition, other factors as well
can cause a discrepancy between the natural
rate of interest and the rate which is paid in
the loan market. Government policies with
regard to debt creation, monetization, bank
deposit guarantees, and taxation, can effec
tively externalize the risk associated with
running budget deficits, thus artificially low
ering loan rates in the market.

Either of these two influences on interest
rates, or a combination of the two, can and
do influence economic activity by inducing
businesses to make investments that would
otherwise not be made. Since real savings in
the economy, however, do not increase due
to these interventionist measures, the pro
duction structure is weakened and the busi
ness boom must ultimately give way to a
bust. 0
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The Discouraged Employer

by Murray Weidenbau·rn

For years, economists have written about
discouraged workers who drop out of

the work force because they do not believe
suitable jobs are available for them. Now
government has created a new category
the discouraged employer, discouraged by
the host of government impediments to
hiring people. Currently, there are more
than eight million people out of work in the
United States. Yet overtime worked, per
employee, is at an all-time peak.

Why are so many employers willing to pay
the penalty of time-and-a-half for overtime
rather than hire another person? Sadly, the
answer is because the government discour
ages the employment of people by making
hiring more difficult and more costly. Put
yourself in the shoes of an employer: to
increase your work force, you have to go
through such complicated processes as
those of the Equal Employment Opportu
nity Commission (EEOC), the affirmative
action program, and the Americans With
Disabilities Act. But, in contrast, employers
do not get sued if they just ask people to
work overtime.

Employers are also better off hiring only
if they are absolutely certain that the new
employee will work out. That is so because
if the company makes a mistake and then
has to fire someone, it will face wrongful
termination suits and if those dismissed are
women, minorities, or over 40-EEOC lit-

Dr. Weidenbaum is Mallinckrodt Distinguished
University Professor and Director of the Center
for the Study ofAmerican Business at Washing
ton University in St. Louis.

igation is likely. For most new hires, em
ployers have to obtain unemployment insur
ance, workers' compensation, coverage
under the Employees' Retirement Income
Security Act (ERISA), set up federal, state,
and local tax withholdings, and provide
family leave coverage.

If that is not bad enough, employers have
to deal with two new uncertainties. One is
the proposed Comprehensive Occupational
Safety and Health Administration Reform
Act (COSHRA) endorsed by the Clinton
administration. The second uncertainty is
the threat ofan employer mandate under the
various health-care reform proposals.

Many of these government requirements
affirmative action, personal leave, and the
Clinton health plan-take effect when the
company hires its 50th worker. The result
is that many small businesses deliberately
keep their work forces down to 49 employ
ees or less.

Of course, each government regulation
has its own justification. But when all the
expenses of compliance are aggregated, the
overall economic effect is great. In addition
to the direct costs which are estimated to
come to hundreds of billions of dollars a
year, regulatory activities reduce produc
tion, innovation, and competitiveness. For
example, much of the government's social
legislation has been written in a way that is
oblivious to its negative impact on employ
ment. If that undesirable side effect accom
panied only one or two of these programs,
perhaps it could be soft-pedaled. However,
because the harm to employment is so
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pervasive and cumulative, it cannot be ig
nored.

Civil Rights Act
Ofthe numerous laws and regulations that

discourage or slow down job creation, the
most conspicuous example is the Civil
Rights Act, including the affirmative action
program. This law lengthens the amount of
time that many jobs stay vacant. Any em
ployer subject to affirmative action require
ments who simply goes out and hires people
does so at his or her peril. In order to
reduce-but not eliminate-the likelihood
of being sued, prospective employers must
go through a lengthy and expensive process
that includes advertising in specified types
of media. The advertised position must stay
open long enough to provide those inter
ested with an adequate opportunity to re
spond.

Precise measures of the total costs im
posed by civil rights laws and regulations are
illusive. Nevertheless, Peter Brimelow and
Leslie Spencer came up with an aggregate
estimate of $236 billion a year or approxi
mately 4 percent of the gross domestic
product. Because the Brimelow-Spencer es
timate is so dramatically large, it is useful to
examine its individual elements. For exam
pIe, the direct compliance expenses of pri
vate business necessary to respond to civil
rights rules are estimated at a smaller but
still substantial amount-$5-8 billion a
year. Educational institutions spend $11
billion annually for the purpose. These di
rect costs are clearly very substantial. How
ever, the truly huge costs imposed by these
regulations-the remaining $220 billion
plus-are indirect, such as the opportunities
forgone because of the diversion of man
agement time, energy, and resources.

Wrongful Termination
Liability

If civil rights laws are an extremely con
spicuous aspect of government's impact on
the employment process, judicial narrowing
of employers' right to fire is among the least

publicized. Yet the repercussion of the re
sultant rise in wrongful-termination liability
is very substantial. High costs have resulted
from the tendency of state courts around the
country to change traditional employment
law and to take a more permissive attitude
toward plaintiffs' actions.

As recently as a decade ago, courts in all
but 13 states continued to recognize the
long-standing common-law doctrine that al
lowed private employers to fire "at will"
workers not protected by collective bargain
ing agreements or specific statutes. In recent
years, a virtual landslide of cases has
brought the law closer to the requirement
that an employee can be fired only for cause.
Courts have also been allowing plaintiffs to
collect punitive damages as well as lost
wages when they can prove wrongful con
duct on the part of the employer. Rand
Corporation researcher James N. Der
touzos sums up his findings: "In a nutshell,
the efforts of the state judiciaries to protect
workers' job security are altering employ
ers' hiring and firing practices. And one of
the results is less hiring."

Dertouzos and his colleague Lynn Karoly
note that, due to the substantial costs asso
ciated with wrongful termination lawsuits,
firms have responded by treating labor as a
more expensive input to production. They
estimate that, in the adjustment process,
aggregate employment drops by 2percent or
more.

Family Leave Act
The Family and Medical Leave Act of

1993 is the most recent example of govern
ment-imposed costs on the employment
process. It is fascinating to recall the de
bates on the bill as it wended its way through
the Congress. Proponents kept asking,
"How could anyone object to this obviously
desirable measure which doesn't cost any
thing?" Just as soon as the bill became law,
the public was "reminded" that employers
are required to maintain health insurance
coverage for employees on leave.

The General Accounting Office estimates
this cost alone at $674 million a year. One



area of uncertainty is the ability of employ
ers to recover the cost of the premiums they
pay to employees who do not return from
the leaves of absence mandated by the new
law. Nor does this estimate cover the money
involved in hiring and training temporary
workers, who may be both more expensive
and less productive than the employees on
leave.

Research supports the thesis that the
costs of mandated benefits such as em
ployee leave are ultimately borne by the
employees themselves. The result of the
government's "generosity": the increased
cost of the employee leave mandate was
shifted to the women's wages, or to their
husbands' if they had insurance. Similar
effects have been shown from the passage of
the 1978 Federal Pregnancy Discrimination
Act, which extended comprehensive mater
nity coverage to insured women throughout
the United States. The enactment of this
government "freebie" results in lower em
ployment, lower wages, and higher hours
worked.

Mandated Health Care
The largest prospective government man

date on employment is health care. At this
point, nobody knows what specific type of
health "reform" will be enacted by the
Congress, or even if such a bill will become
law in the near future. The statisticians
debate over how many millions of jobs the
proposed Clinton health-care mandate
would kill. It is intriguing to consider the
notion of government officials blithely pro
ceeding knowing that their proposals will
eliminate a million or more private jobs.

Not surprisingly, low-wage industries
(such as restaurants) would be hit especially
hard by such mandates. The cost of the
Administration's proposal-and of most
suggested variations-is likely to be the
same for a highly paid worker as for an
employee with a more modest wage scale.

The short-term effects of imposing a
health-care mandate on employers differ
from the long-run effects in important re
spects. In the short run, the great bulk of the
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costs (80 percent in the basic Clinton plan)
is paid by employers, which.should reduce
their demand for labor. In the longer run,
those costs are largely shifted back to work
ers in the form of lower real wages and
reduced nonmedical benefits. As a result,
the effect on the supply of labor is likely also
to be negative.

Minimum Wage Legislation
Without doubt, of all the governmental

regulations affecting employment, the stat
utory minimum wage has been the focus of
the greatest amount of professional atten
tion. With a few, albeit conspicuous, excep
tions, the great mass of the research has
concluded that increases in the compulsory
minimum wage cause a rise in unemploy
ment. The segment of the work force most
affected is those at or near the minimum
wage. This is a group consisting primarily of
teenagers and others with low skills who
thereby lose the opportunity to gain their
initial work experience.

On the basis of analyzing a great number
of studies, the Minimum Wage Study Com
mission concluded in 1981 that a 10 percent
increase in the minimum wage generates a
1-3 percent increase in the unemployment
among those holding minimum wage jobs,
mainly teenagers. A smaller adverse effect
was noted for 20-24 year olds, mostly be
cause a smaller percentage of that age group
earns the minimum wage. Confidence in the
commission's estimates is enhanced by the
fact that a recent study replicated the 1981
findings using panel data from all 50 states
over a period of 15 years.

Several economists have demonstrated
that the benefits of the minimum wage-to
those receiving it-are offset by reductions
in other benefits. A study of the 1967 rise in
the statutory minimum wage showed that
workers gained 32 cents an hour in money
income, but lost 41 cents an hour in training
benefits, for a net loss of 9 cents an hour in
total compensation.

Studies of retail establishments in New
York found that many stores responded to
increases in the minimum wage by reducing
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commission payments, eliminating bo
nuses, and cutting paid vacations and sick
leave. One researcher estimated that, for
every 1 percent increase in the minimum
wage, restaurants reduced shift premiums
by 3.6 percent, severance pay by 7 percent,
and sick pay by more than 3 percent.

Other Regulation of
Employment

In many other ways, government imposes
costs on the job creation process.

Disability Insurance. An analysis of So
cial Security disability insurance beneficia
ries showed that they rarely return to work.
Once initial eligibility is established, the
program resembles an early retirement sys
tem. In recent years, fewer than one-half of
one percent of the beneficiaries successfully
complete a trial work period-and thus stop
receiving their monthly Social Security
check. It is not surprising that the more
generous the benefits, the less willing are the
recipients to seek employment.

OSHA. While the disability benefits re
duce the supply of labor, the rules and
activities of the Occupational Safety and
Health Administration (OSHA) operate to
reduce the demand for labor. That feat is
accomplished by increasing the indirect
costs of maintaining a company work force.
Virtually every serious study of OSHA
concludes that, although the costs are sub
stantial, the benefits, if any, are modest.

At the present time, Congress is consid
ering an ambitious extension of OSHA, the
proposed Comprehensive Occupational
Safety and Health Reform Act. This bill
would amend the existing OSHA statute to
require each employer of 11 or more (an
estimated 1.6 million firms) to undertake
two new initiatives. The first is to create a
joint labor-management safety and health
committee which is granted broad authority
to influence workplace safety and health
programs. The second is to establish and
implement a detailed written safety and
health program.

In addition, OSHA inspectors would no
longer have to go to court in order to get the

authority to order an immediate shutdown if
they considered a business operation un
safe. Each inspector would have discretion
to do so. Also, the pendingbill would preclude
any consideration of economic impact in set
ting job safety or health standards.

The Employment Policy Foundation has
estimated that this package of changes in
employment regulation would cost the
American economy nearly $62 billion a
year, including over $8 billion for litigation.

Workers' Compensation. Another expen
sive burden on the employment process,
and one whose cost is rising very rapidly, is
workers' compensation. In real terms, the
cost of workers' compensation more than
doubled from 1977 to 1991. During the same
period, lost work time due to injuries and
illnesses rose far more modestly, from about
60 days per 100 workers per year to approx
imately 70 days per 100 workers. Even
taking into account the rise in unit medical
costs, the workers' compensation program
is an increasingly generous one-and ex
tremely costly to employers.

Some legislation affectingjobs is so recent
that it is premature to attempt to estimate
the specific impacts on labor costs and on
labor supply or demand. An example is the
Americans With Disabilities Act (ADA),
which took effect on July 26, 1992, in the
case of employers with 25 or more workers
(and on July 26, 1994, in the case of em
ployers with 15 or more workers). The
officials charged with carrying out the stat
ute explain that it will take extended litiga
tion to determine the full scope of the vague
and often sweeping provisions of the law,
which covers an estimated 43 million Amer
icans. However, early experience indicates
that the costs will be substantial. The Equal
Employment Opportunity Commission is
now receiving about 1,000 ADA claims each
month-on top of its already heavy case
load dealing with other discrimination
claims.

Conclusion
An important and overlooked factor in the

continued high level ofunemployment is the
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rISIng load of regulation, mandates, and
payroll taxes that government is imposing
on business and other employers. The direct
cost of meeting employment mandates im
posed by the federal government has been
rising twice as fast as wages and salaries.

The indirect costs of employment regula
tions-many of which are both substantial
and hidden-all share a common character
istic: they make adding workers to the
payroll more expensive. At least initially,
they also create a substantial gap between
the cost to the employer and the benefit to
the employee.

In the words of University of Chicago law
professor Richard A. Epstein, "Public dis
course proceeds as if employment laws are
unrelated to wage levels, job creation, or
labor output. . ."

There is specific evidence to support

the close-and inverse-relationship be
tween onerous government regulation and
the willingness to hire. For example, the
Schonstedt Instrument Company ofReston,
Virginia, a profitable, high-tech firm, delib
erately keeps. its work force below 50 em
ployees. It does so in order to avoid having
to file Form EEO-l every year. An excerpt.
from a letter from the company's president
makes the point effectively: ". . . a friend
went over 50 employees on a government
contract. He gave me his EEO file ... it
weighs more than 8 pounds. . . . I have kept
my employment under 50."

With rising regulation, rising employer
mandates, and rising payroll taxes, the time
has come to reverse that trend and to undo
the serious damage that government is in
flicting on the job front and on economic
activity generally. D
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Data Manipulation as Crisis

by Robert w. Pulsinelli

By now everyone should know that many
politicians and others with a liberal

socialistic bent are fond of discovering cri
ses. A crisis provides an excuse for drastic
and immediate action-by the government.
Often misinterpretations of economic data
(wittingly or not) have been used to trans
form problems into crises and to expand the
°role of government.

To understand the "crisis" mentality,
consider the following illustration. Suppose
you visit your local grocery store and note
that there are 300 cans of soup on the shelf.
You return one month later and observe that
there are still 300 such cans. Can you safely
conclude that this store has a "crisis" be
cause it isn't selling any soup? A moment's
reflection tells you that such a conclusion
would be a non sequitur because the present
cans may not be the same cans that were
there last month. Before drawing any con
clusions, you would need more information.

A simple stock-flow model indicates that
if the store sells 100 cans of soup every
month and replaces those 100 cans monthly,
the stock will remain at 300 cans. Clearly, if
the inflow of cans exceeds the outflow
(sales), then the stock (inventory) rises; if
the inflow is less than the outflow, then the
stock falls.

While this model is so obvious that it
seems trivial, an understanding of this
stock-flow model can help put some recently

Dr. Pulsinelli is Professor ofEconomics at West
ern Kentucky University, Bowling Green. He is
the co-author (with Roger Leroy Miller) of Un
derstanding Economics (West Publishing Co.).

labeled "crises" in perspective, particularly
unemployment, health care insurance, and
the distribution of income.

Unemployment
Assume that the size of the labor force

(the number employed plus the number
unemployed) is 100 and assume that every
month a survey is taken. The January sur
vey indicates that four people are unem
ployed; hence, the unemployment rate for
January is 4 percent. In February, suppose
those four people find jobs, but four others
become unemployed; the unemployment
rate is again 4 percent. Assume further that
every month something similar happened:
the four who were previously unemployed
find jobs but are replaced by four others who
have become unemployed. The unemploy
ment rate remains at 4 percent all year long.

If one merely observed the unemploy
ment rate, one might conclude that a crisis
existed in the economy because the unem
ployment rate remained at 4 percent. In
deed, a problem might exist if the same
people were unemployed each month, all
year round. It seems to me that before we
can talk about an unemployment problem,
we need to know the number of heads of
households who have been unemployed for
longer than one year. Clearly, if the unem
ployment rate were 6 percent and that num
ber consisted only of heads of households
who have been unemployed for three years,
a serious problem might well exist. But that
is hardly the problem in the United States.
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In recent years, it is not unlikely that in
any given month millions of people will
become unemployed (asjob losers,job leav
ers, re-entrants, and new entrants into the
labor force), and millions will find jobs (or
leave the labor force). Or, looked at in
another way, of the 7.764 million people
who were unemployed in December of 1993,
2.764 million had been unemployed for
fewer than 5 weeks and only 925 thousand
had been unemployed for 52 weeks or
longer. The point is that before one can talk
about an unemployment problem (much less
a crisis) it is important to know how many
chronically unemployed there are.

Understanding the simple stock-flow
model helps to clear up another issue. Be
cause the stock of unemployed is positive at
any given moment, most people came to
believe that full employment is never at
tained. Hence, John Maynard Keynes' con
tention that capitalism is associated with
chronic unemployment-with the attendant
implication that government must create
jobs-seems to be vindicated month after
month. The fact is that although it is possible
for a surplus of labor (a shortage ofjobs) to
exist for some jobs (because wage rates are
set by unions or governments above market
clearing levels), it is extremely unlikely' if
not impossible, for a general shortage of
jobs to exist.

Health Insurance Coverage
It is widely reported that 37 million people

in the United States do not have health
insurance coverage, and this statistic is said
to reveal a crisis that justifies the Clinton
health care plan (read socialized medicine).
Even if we accept that (dubious) figure of37
million, it is not indicative of a crisis.

Every month, there are inflows into the
stock of uninsured (people who have just
lost theirjobs, who havejust graduated from
high school or college and are no longer
covered by their parents' family plan, and so
on), and, there are outflows from that stock
(people who accept jobs, who became older
and decide that it is now worthwhile to pur
chase health insurance, who die, and so on).
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The crucial information here is the num
ber ofpeople who are chronically uninsured
and who want to purchase insurance but
truly cannot afford to do so. If this number
were large, it might make sense to look for
radical solutions; the number of chronically
uninsured Americans is probably between 2
and 3 million.

Perhaps because 37 million people did not
indicate a sufficient crisis, President Clinton
decided to prolong the flow period and
reported that 52 million people were without
insurance at one time or another during a
one-year period.

Distribution of Income
Income inequality, probably more than

any other "problem," has been used to
justify government encroachment on pri
vate property and liberty. Data indicate
(with some variability) that over very long
periods in the United States, the lowest
20 percent of the distribution has received
5 percent of total income, and the upper 5
percent has received about 20 percent of
total income. Let's skirt the issue as to
whether such inequality is "fair" or "un
fair" and merely note that such studies
usually measure pre-tax income. By exclud
ing income-in-kind and government trans
fers (food stamps, rent subsidies, Medicaid,
etc.) they overstate inequality.

What is germane here, however, is the
stock-flow model implications. Note that
the same families do not continue to occupy
the same positions in the income dis
tribution; intergenerational social mobility
occurs. Furthermore, such data overstate
intra-generational income inequalities as well.

Age/Earnings Profiles. An abundance of
evidence indicates that most people reach
relatively low incomes in their youth, rela
tively high incomes in their middle years,
and relatively low incomes near and after
retirement. Consider now a fictitious econ
omy in which the only determinant of in
come is age; all 17-year-olds earn $5,000 per
year, all 25 year-olds earn $12,000 per year,
and so on.
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Assume that there are people of all dif
ferent ages in this economy. Data taken at
any given time (cross-section data) will
indicate a considerable amount of income
inequality in this (conjured) economy,
whereas zero lifetime inequality exists. In
short, income distribution studies that don't
explicitly adjust for age are biased toward
inequality because an age/earnings profile
exists for most people, and over a lifetime
there will be inflows and outflows through
each age (and therefore income) bracket.

Transitory Income Effects. Consider an
economy consisting of clones, in which
everyone has the same skills and earns the
same income. Income differences result
only from temporary phenomena (illness,
luck, temporary periods of work strike,
temporary industry-specific recessions and
expansions, and so on). Using Milton Fried
man's terminology, everyone has the same
permanent income; measured income dif
ferences result only from transitory income
differences. In any given year, some people
will be pushed below their permanent in
come levels and others will be pushed above
theirs; hence, a certain amount of income

inequality exists in -a given period even if
people have identical lifetime incomes. We
conclude that unless income distribution
studies consider only permanent (or life
time) income, they will be biased toward
measuring inequality; studies analyzing
measured income overstate income inequal
ity. Stated in another way, because of the
vicissitudes of life, there will be continuous
inflows and outflows through each income
bracket. But because there will be (a lot of)
different people in each bracket, income
inequality will be overstated.

Conclusion
Demagogues will always use data for their

own purposes. The rest ofus need to be aware
of how data can be misused and abused.
Unfortunately, it is a lot easier (and the
rewards are higher) to emote and shout "cri
sis" or "unfair" than it is to analyze data and
put them into perspective for the uninitiated.
Perhaps that is one reason the story of the
twentieth century is largely about "crises"
that induce people to hand power to govern
ments who keep that power long after the
alleged crisis has disappeared. D
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The Piper Will Be Paid

by Charles D. Van Eaton

W hen God told Adam, "In the sweat of
your face you shall eat your bread

until you return to the ground, for out of it
you were taken; you are dust, and to dust
you shall return," He was not congratulat
ing him. Maybe it's because I was a Biblical
Studies major during my first tour through
college, years before I returned to do it all
over again as an Economics major, that I'm
often drawn back to the ancient text to find
economic lessons. If there ever was an
economics lesson in Scripture, this early
text (Bible students don't need to be told
where it's located) is it. Life, it teaches, is
not going to come easy. But that's OK be
cause economists know that one of the good
things about the hard life is that it teaches
lessons to those who are willing to learn. The
first lesson is this: make the right choices and
there canbe more bread with less sweat; make
the wrong choices and there will be less bread
but more sweat.. Lesson two automatically
follows from the first: deny the need to learn
the first lesson and, sooner or later there will
be no bread for anyone regardless of how
much we all have to sweat.

What is this, an essay in economics or
theology? Actually it's both because what
both have in common is this axiom: "Sow to
the flesh and you will reap corruption," but
"Sow to the Spirit and you will reap life."
In the jargon of economics the same tale is
told another way: all choices have costs.

Dr. Van Eaton is McCabe/UPS Professor of
Economics at Hillsdale College, Hillsdale, Mich
igan.

Consequently both the Biblical and econom
ics lesson come to the same conclusion:
some choices cost more than others, so pay
attention and don't keep making the same
dumb mistakes over and over again.

But what happens when the old lessons
are cast aside? Two events some seven
years apart tell the story.

Turning Values Upside Down
In the years before the Supreme Court's

1954 landmark Brown versus Board of Ed
ucation decision outlawing racial segrega
tion in public schools, Washington, D.C., a
deep-south city in many respects, main
tained two public school systems; one for
black children and one for non-blacks. For
ambitious young black scholars interested in
technical subjects, McKinley Tech was the
place to be just as equally-famous Dunbar
High was the choice of those interested in
the arts and literature. As was true of
Dunbar, admission to McKinley was highly
competitive. Not everyone could get in, but
those who did went on to become physicians,
lawyers, nurses, research scientists, dentists,
business leaders, and government officials.

Even though both Dunbar and McKinley
were open only to black students, both were
segregated schools-except the separation
factor was not race, it was individual excel
lence. Distinctions were made on a grand
scale and distinctions ofthis sort favored the
few over the many. With the advent of that
political vision known as the Great Society,
we learned better. Things were changed,
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and a new process was set in motion which
made McKinley what it is today. What is that?

In September 1987, the Washington Post
assigned Athelia Knight, one of their very
bright young black reporters, to spend a
year at McKinley to examine the day-to-day
life ofyoung people in this once-famous high
school. Her four-part series stunned this
committed Post reader: things had changed
since the 1950s.

Knight focused on the efforts of McKin
ley's Principal, Bettye Toops, to improve
standards and attendance. Despite her daily
efforts to make McKinley what it used to be,
matters were getting worse every day. For
example, during an assembly held to honor
outstanding students, those who had earned
honor-roll status would not come forward
when their names were called. They were
afraid to be honored for academic accom
plishments because their peers did not ap
prove. "What Toops saw that day was a
dramatic example of how academic values
have been turned upside down.... Some
how, an environment had emerged that
discouraged excellence and encouraged me
diocrity. Complacency had won out over
creativity; good students didn't want to be
singled out because their peers wouldn't
allow it." What was once a place of excel
lence had, in one generation, become a place
of fear and failure.

Muting the Old Signals
Move forward seven years to 1994. On

May 26, 1994, Wall Street Journal staff
reporter Ron Suskind visited Washington
D.C. 's all-black Frank W. Ballou Senior
High School.* Two young men were fea
tured. One, Cedric Jennings, is the child of
a very religious single-parent mother and a
father who was serving time for drug deal
ing; the other, Phillip Atkins, is the son of a
hard-working, church-going mother and fa
ther who constantly teach him and his six
sisters to work hard, study hard, and pray
for guidance. While Cedric carries an amaz
ing 4.0 grade point average with solid courses

*A condensed version of Mr. Suskind's story appeared in
the September 1994 Reader's Digest, pp. 49-53.

in math, physics, chemistry, and biology
accomplished by hard work in the laboratory
before and after school with the full support of
his teachers and mother-Phillip barely
passes and will probably not graduate despite
the fact that his test scores on national exam
inations are better than Cedric's. .

As was true even years earlier at McKin
ley Tech, failure is pervasive at Ballou
Senior High. There is good reason for this.
Most of the children in this school come
from homes in which welfare is the main
source of purchasing power. Their environ
ment has taught them that there really is no
such thing as bad choices which must auto
matically yield bad outcomes, and good
choices which carry the promise of good
outcomes. Those old signals have been
muted because the world they see all around
them is one in which choosing not to par
ticipate in the day-to-day world of work
does not cause one to lose access to food,
housing, medical care, and cash income
government takes care of all these things.

Here in the world of Cedric, Phillip, and
all their peers, an event occurred which
could have been scripted from Ms.
Knights's old report from McKinley. When
students were called together for an assem
bly to honor academic achievers, few of the
winners showed up. Why? Too risky.
"When one hapless teen's name was called,
a teacher had to run to the bleachers and
order him forward as others jeered him and
called him Nerd!" When Cedric's name was
called, he was nowhere to be found. "Doing
well here means you had better not show
your face. I was honored last year and I
didn't go; I just couldn't take the abuse."
Phillip's name wasn't called. "Being openly
smart," he told the Journal reporter "will
make you a target, which is crazy at a place
like Ballou. The best way to avoid trouble is
to never get all the answers right on a test. "

But neither Cedric or Phillip is the most
intellectually gifted young man at Ballou.
That honor belongs to Delante Coleman,
who is the leader of one of the most dan
gerous street gangs in the community. As
intellectually capable as he is, Delante gave
up long ago. Now he likes to "toy with the



'goodies' who carry books home and walk
alone. " (Cedric is alone all the time. He has no
friends at Ballou.) "Everyone knows they're
trying to be white, to get ahead in the white
man's world," Delante said. "In a way, that's
a little bit of disrespect to the rest of us. "

In his classic Losing Ground: American
Social Policy, 1950-1980 (Basic Books, 1984),
Charles Murray predicted that something
like this was bound to happen. Status and
money are the tools society has traditionally
used to manage behavior. Indeed, for many
people, the dominant motive for working
hard is the belief(right or wrong is beside the
point here) that money can buy status. But
perhaps the most important function of
status, Murray argued, was to "reward the
virtuous," whatever their level of income
might be. Among the poor-which was the
dominant group in society for most of our
history-status was socially conferred on
those who behaved responsibly. It was as
sumed that all people are always to be held
personally responsible for their actions and
are to take care of their own families as best
they could. Thus a person might work hard
and still be poor by the usual income stan
dards, but society conferred status upon
that person precisely because he worked
and did the best he could. "Poverty," Mur
ray argued, "had nothing to do with digni
ty. " Break the connection between personal
effort and status, particularly the connection
between academic excellence and status
which is so critical for young people, and
soon there will be no academic excellence,
no personal responsibility, and no dignity.
In its place there will only be fear and
pervasive failure.

Sociology in One Lesson
There's a lesson in the stories from

McKinley and Ballou-a lesson so clear and
compelling that one would have to be spiri
tually blind to miss the point. The lesson is
this: the American people, acting through
their freely elected political representatives to
create social programs aimed at reducing
poverty and increasing opportunity for the
poorest ofour lot, have succeeded in virtually
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destroying an entire generation of black
Americans-even though not one person in a
million ever intended for it to work out this
way. But it has happened precisely because
the philosophy which has informed the mod
em welfare state from the beginning is one
which has always been at odds with reality.

Murray, who was there in the beginning,
has noted that those who created the' 'Great
Society" programs of the mid-1960s be
lieved that it was wrong to make distinctions
between those poor who do the right thing
and therefore deserve to be rewarded, and
those who do the wrong things and deserve
to be left to suffer the negative consequences
oftheir own behavior. In place ofdistinctions
and status based on personal behavior was the
assumption that the" system," rather than the
individual, is to blame for poverty. The "old
fashioned" notion that there is a fundamental
difference between the so-called "deserving
poor," and the' 'undeserving poor" was cast
aside in favor of the view that the poor were
to be seen as a homogeneous entity and
distinctions based on personal behavior
were not to be made.

Enter the Cedrics, Phillips, and Delantes
of the inner city. If young people in this
setting have been denied the chance to see
any reasonable connection between individ
ual effort and life outcomes, they will find
it difficult to tolerate any other young per
son from the same environment who works
hard and succeeds in school because this
person's success tells the non-achiever
that his failure has something to do with
his own choices rather than with forces
beyond his control. The achiever has to hide.
The non-achiever has to be the enemy of the
achiever, and the Delantes of the commu
nity have to enforce the rules of failure on
everyone.

Despite the best efforts of the modern
welfare state to tell an entire generation of
the poor that government can and will
change the old notion about eating bread in
the sweat of your face, we have succeeded
instead in doing one horrible thing-we have
now essentially denied bright and energetic
young blacks access to the powerful social
status which historically attached to aca-
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demic excellence and, in so doing, have
denied a growing number of the poorest of
our brethren any chance of accessing some
of the best jobs in the manufacturing crafts
and commercial trades-jobs which do not
require post-secondary education but which
do require solid skills in basic mathematics
and reading comprehension. In a word, our
social programs have done the opposite of
what they were supposed to do: they have
closed the door for many who could and
would have walked through.

Hidden Costs
Economists who study the impact of reg

ulation on the economy suggest that regu
lation may increase costs by as much as $300
billion a year. Professor Israel Kirzner of
New York University reminds us that $300
billion, at best, only counts what can be
counted. What cannot·be counted are the
enterprises, jobs, and incomes which might
have been developed but were not because
the heavy hand of government regulation
raised start-up costs and increased risk and
uncertainty far above what they would have
been had pure market forces been left to
send the signals needed to know when and
where to act and when and where not to act.
Because economists cannot count what
might have occurred but did not, regula
tion's costs are far greater than our best
numbers can measure.

In the same way, we can count the num~

ber of people dependent on government
welfare programs today and compare that
number with counts from earlier generations
to get some idea of how "successful" these
programs have been. For example, we can
compare the number of persons dependent
on food stamps and the dollars spent on food
stamps today to the number and dollars the
political advocates of this particular welfare
program claimed we would be spending
when the program began. In 1961 there were
50,000 million food stamp recipients and the
program cost $825,000. Congressional sup
porters claimed that there would never be
more than two million Americans receiving

food stamps. By 1993 the number of recip
ients had risen to 27 million, costing $22
billion. Conclusion? Welfare programs have
not worked: the dollars prove it.

That's not the whole story. What hard
dollar figures cannot count are the number
of persons who could, and most likely
would, have moved out of poverty if the
powerful teaching tools of life had been left
free· to send the right signals. With these
signals working, the Cedrics of the poor
neighborhoods would still be making good
grades and be honored by their peers. They
would be going on to college and contribut
ing to the goods and services which are the
measure of our material standard of living.
The Phillips would not be afraid to show
their intellectual skills. And the Delantes
would probably be leading their graduating
class instead of a street gang.

As it is, Cedric will make it and Phillip will
barely graduate from high school, but will
probably stay out of jail if for no other
reason than the spiritual power of his par
ents to keep him alive. But Delante will not
likely live to see age 21. The economic data
will leave no record of what Phillip and
Delante could have contributed to others in
directly productive labor. If they could, we
would find that the true cost of our modem
welfare system is incomprehensibly higher
than what our crude numbers now suggest.

Ifthere is any hope for the next generation
it must come from a restoration of the old
and still completely true ethic which teaches
that we reap what we sow. How to begin?
There is only one way. The welfare state
must be abolished by closing access to it for
the next generation. Ifwe believe we cannot
suddenly deny it to those already caught up
in it because they are there at our own
invitation, we can at least deny it to those
not already seduced by its monetary
charms. We can expel students who jeer
excellence and make life fearful for those
who want to excel. In a word, we can
succeed only if we stop, once and for all,
doing what we always knew would neces
sarily lead to failure. That's life's lesson,
and it's as old as life itself. D
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What Is a Dollar?
by Edwin Vieira, Jr.

T he question "What is a 'dollar'?" seems
trivial. Very few people, however, can

correctly define a "dollar," even though a
correct definition is vital to their economic
and political well-being.

1. Why is a correct definition of the term
"dollar" important?

In America's free-market economy,
prices are expressed in units of money.
Under present law, "United States money is
expressed in dollars. . .,,1 Moreover, all
"United States coins and currency (includ
ing Federal Reserve Notes...) are legal
tender for all debts, public charges, taxes
and dues.,,2 Thus, defining the noun "dol
lar" is necessary in order to know what is
the "money" of the United States and what
constitutes "legal tender."

2. Do the present monetary statutes intel
ligibly define the "dollar"?

The present monetary statutes do not
define the "dollar" intelligibly.

a. Federal Reserve Notes. Most people
mistake the Federal Reserve Note (FRN)
"dollar bill" for a "dollar." But no statute
defines or ever defined the "one dollar"
FRN as the "dollar" or even a "dollar."
Moreover, the United States Code provides
that FRNs "shall be redeemed in lawful
money on demand at the Treasury Depart
ment of the United States . . . or at any

Mr. Vieira is an attorney specializing in consti
tutional law . He is the author of numerous
publications on monetary law.

This is a condensed version ofthe monograph
"What Is a Dollar?," distributed by the National
Alliance for Constitutional Money. All rights to
this condensed version are reserved by the Na
tional Alliance for Constitutional Money, Inc.

Federal Reserve bank."3 Thus, ifFRNs are
not themselves "lawful money," they can
not be ' 'dollars, ' , the units in which all
"United States money is expressed."

b. United States coins. The situation with
coinage is equally confusing. The United
States Code provides for base-metallic coin
age, gold coinage, and silver coinage, all
denominated in "dollars." The base-metal
lic coinage includes' 'a dollar coin," weigh
ing "8.1 grams," and composed of copper
and nickel.4 The gold coinage includes a
"fifty dollar gold coin" that "weighs 33.931
grams, and contains one troy ounce of fine
gold.,,5 Finally, the silver coinage consists
of a coin that is inscribed "One Dollar,"
weighs "31.103 grams," and contains one
ounce of ".999 fine silver.,,6 What is the
rational relationship between this "dollar"
of 31.103 grams of silver, a "fifty-dollar"
coin containing 33.931 grams of gold alloy,
and a "dollar" containing "8.1 grams" of
base metals? Obviously, these are not the
amounts of the metals that exchange against
each other in the free market-that is, the
different weights of different metals do not
reflect equivalent purchasing powers. So,
on what theory are each of these disparate
weights, and purchasing powers, equally
"dollars"?

c. Currency of IIequal purchasing pow
er." The United States Code mandates that
the latter question should not even be ca
pable of being asked. For the Code com
mands that' 'the Secretary [of the Treasury]
shall redeem gold certificates owned by the
Federal reserve banks at times and in
amounts the Secretary decides are neces
sary to maintain the equal purchasing power

627
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of each kind of United States currency.' ,7

Obviously, the Secretary has defaulted on
this obligation to keep all forms of "United
States currency" at parity with one other
that is, to maintain a "dollar" of constant
purchasing-power, whether it be composed
of gold, silver, or base metals.

In sum, the monetary statutes do not
define the noun "dollar" in a unique way.
Instead, completely different things have the
same name, things unequal to each other are
treated as equivalent, and things that should
have the same characteristics (i.e., "equal
purchasing power[s]' ') are quite different.

3. What does American history and the
Constitution identify as the "dollar"?

History shows that the real "dollar" is a
coin containing 371.25 grains (troy) of fine
silver.

a. The "dollar" in the Constitution. Both
Article I, Section 9, Clause 1 of the Consti
tution and the Seventh Amendment use the
noun "dollar." The Constitution does not
define the "dollar," though, because in the
late 1700s everyone knew that the word
meant the silver Spanish milled dollar.

b. Adoption ofthe "dollar" as the "Mon
ey-Unit" prior to ratification of the Consti
tution. The Founding Fathers did not need
explicitly to adopt the "dollar" as the na
tional unit of money or to define the "dol
lar" in the Constitution, because the Con
tinental Congress had already done so.

The American Colonies did not originally
adopt the dollar from England, but from
Spain. Under that country's monetary re
forms of 1497, the silver real became the
Spanish money of account. A new coin
consisting of eight reales also appeared.
Known as pesos, duros, piezas de a ocho
("pieces of eight"), or Spanish dollars, the
coins achieved predominance in the New
World because of Spain's then-important
commercial and political position.8 Indeed,
by 1704, the "pieces of eight" had in fact
become a unit ofaccount of the Colonies, as
Queen Anne's Proclamation of 1704 recog
nized, when it decreed that all other current
foreign silver coins "stand regulated, ac
cording to their weight and fineness, accord
ing and in proportion to the rate . . . limited

and set for the pieces ofeight ofSevil, Pillar,
and Mexico" (forms of Spanish dollars).9

By the American War of Independence,
the Spanish dollar had become the major
monetary unit of the Colonies. Not surpris
ingly, the Continental Congress adopted the
dollar as the nation's standard of value. On
May 22, 1776, a Congressional committee
reported on "the value ofthe several species
of gold and silver coins current in these
colonies, and the proportions they ought to
bear to Spanish milled dollars." And on
September 2 of that year, a further commit
tee report undertook to "declar[e] the pre
cise weight and fineness of the . . . Spanish
milled dollar ... now becoming the Money
Unit or common measure of other coins in
these states." 10

Meanwhile, the Continental Congress
worked on a new national monetary system.
In his letter to Congress ofJanuary 15, 1782,
Robert Morris, Superintendent of the Office
of Finance, recommended that "our money
standard ought to be affixed to silver."
Although Morris favored creating an en
tirely new standard coin, he recognized that,
of "[t]he various coins which have circu
lated in America, . . . there is hardly any
which can be considered as a general stan
dard, unless it be Spanish dollars" .11

In a plan published on July 24, 1784,
Thomas Jefferson concurred that "[t]he
Spanish dollar seems to fulfill all . . . con
ditions" applicable to "fixing the unit of
money." "The unit, or dollar," he wrote,
"is a known coin, already adopted from
south to north Our public debt, our
requisitions and their apportionments, have
given it actual and long possession of the
place of unit. ,,12

Yet Jefferson recognized the necessity of
"say[ing] with precision what a dollar is.
This coin as struck at different times, of
different weight and fineness, is of different
values." So, Jefferson suggested, "we
should examine the quantity ofpure metal in
each [type of dollar], and from them form an
average for our unit. This is a work . . .
which should be decided on actual and
accurate experiments." 13

On July 6, 1785, Congress unanimously



"Resolved, That the money unit of the
United States be one dollar. ,,14 On April 8,
1786, the Board of Treasury reported to
Congress on the establishment of a mint:

Congress by their Act of the 6th July
last resolved, that the Money Unit of the
United States should be a Dollar, but did
not determine what number of grains of
Fine Silver should constitute the Dollar.

We have concluded that Congress by
their Act aforesaid, intended the common
Dollars that are Current in the United
States, and we have made our calcula
tions accordingly.

* * * * *
The Money Unit or Dollar will contain

three hundred and seventy five grains and
sixty four hundredths of a Grain of fine
Silver. A Dollar containing this number of
Grains of fine Silver, will be worth as
much as the New Spanish Dollars. 15

On August 8, 1787, Congress adopted this
standard as "the money Unit of the United
States. ,,16

Many of the same people who served in
the Continental Congress participated in the
Federal Convention that drafted the Con
stitution. And even those members of the
Convention who had not served in the
Continental Congress knew what that Con
gress had done. Therefore, when the Con
vention used the noun "dollar" in Article I,
Section 9, Clause 1 of the Constitution, it
was with the tacit understanding of the
relevant history. The lesson here is clear:
The constitutional' 'dollar" is a./ixed weight
offine silver in the form of a coin.

c. Adoption ofthe "dollar" as the "Mon
ey-Unit" immediately after ratification of
the Constitution. Upon ratification of the
Constitution, Congress and the Executive
began work on a national monetary system.

On 28 January 1791, Secretary of the
Treasury Alexander Hamilton presented to
Congress his Report on the Subject of a
Mint. Hamilton posed two questions, "1st.
What ought to be . . . of the money unit of
the United States?," and' '2d. What [should
be] the proportion between gold and silver,
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if coins of both metals are to be estab
lished?" 17

On the first question, Hamilton referred to
the resolutions of the Continental Congress
and concluded that "usage and practice. . .
indicate the dollar" as the money unit. As to
"what precise quantity of fine silver" the
dollar should contain, he surveyed the var
ious dollar coins in circulation over the
years, and recommended that "[t]he actual
dollar in common circulation has. . . a much
better claim to be regarded as the actual
money unit." 18

Turning to "the proportion which ought
to subsist between [gold and silver] in the
coins, " Hamilton recommended the domes
tic market-ratio of "about as 1 to 15."
"There can hardly be a better rule in any
country for the legal than the market pro
portion," he explained, "if this can be
supposed to have been produced by the free
and steady course ofcommercial principles.
The presumption in such a case is that each
metal finds its true level, according to its
intrinsic utility, in the general system of
money operation." 19

Hamilton recommended the minting of
two coins: a silver coin of 371-1/4 grains of
fine silver (the dollar), and a gold coin of
24-3/4 grains of fine gold. "[N]othing bet
ter, " he wrote, "can be done . . . than to
pursue the track marked out by the resolu
tion [of the Continental Congress] of the 8th
of August, 1786. ,,20

Congress then enacted the Coinage Act of
1792,21 embodying the constitutional prin
ciples that Hamilton had re-affirmed in his
Report. First, Congress followed American
tradition by continuing the use of silver and
gold as money.22 Second, it reiterated the
judgment of the Continental Congress and
the Constitution that' 'the money ofaccount
of the United States shall be expressed
in dollars or units. "23 and defined the
"DOLLARS OR UNITS" as "of the value
ofa Spanish milled dollar as the same is now
current, and to contain three hundred and
seventy-one grains and four sixteenth
parts of a grain of pure ... silver. ,,24 Con
gress also created a new gold coin, the
"EAGLE," "each to be of the value of ten
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dollars or units,,25 (i.e., the weight of fine
gold equivalent in the marketplace to
3,712.50 grains of fine silver). It fixed "the
proportional value of gold to silver in all
coins which shall by law be current as
money within the United States" at "fifteen
to one, according to quantity in weight, of
pure gold or pure silver. ,,26 It made "all the
gold and silver coins... issued from the...
mint ... a lawful tender in all payments
whatsoever, those of full weight according
to the respective values [established in the
Act], and those of less than full weight at
values proportional to their respective
weights. ,,27 And it provided free coinage
"for any person or persons, " and affixed the
penalty of death for the crime of debasing
the coinage.28

Thus, Congress did not create a "gold
dollar," or establish a "gold standard," as
the popular misconception holds. For ex
ample, the Encyclopedia Britannica errone
ously reports that the "dollar . . . was
defined in the Coinage Act of 1792 as either
24.75 gr. (troy) of fine gold or 371.25 gr.
(troy) of fine silver.,,29 The Act did no such
thing. It defined the "dollar" as a weight of
silver, and "regulate[d] the Value,,30 ofgold
coins according to this standard unit and the
market exchange-ratio between the two
metals. Nowhere did the Act refer to a "gold
dollar, " only to various gold coins of other
names that it valued in "dollars. ,,31

4. Where are we now?
This history demonstrates that official

Washington, D.C., has no conception of
what a "dollar" really is. The reason for this
self-imposed ignorance is obvious. By re
ducing the "dollar" to a political abstrac
tion, the government has empowered itself
to engage in limitless debasement (depreci
ation in purchasing power) of our money. A
"dollar" that must perforce of the Consti
tution contain 371.25 grains of fine silver
cannot be reduced in value below the market
exchange value of silver. A pseudo-"dollar"
that contains no fixed amount of any partic
ular substance per "dollar," on the other
hand, can be reduced in value infinitely.

Because debasement of money amounts
to a hidden tax, Congress' silent refusal to

recognize the constitutional "dollar"
amounts to the usurpation of an unlimited
power to tax through manipulation of the
monetary system. Thus, modem money has
become a means for the total confiscation of
private property by the government.

One need not be overly pessimistic to
predict that misuse by politicians of the
fictional, constantly depreciating pseudo
"dollar" to expropriate unsuspecting citi
zens will continue until an economic crisis
finally shocks an increasingly impoverished
American people out of its slumber, and
forces the people to ask the simple question:
"What is a 'dollar'?" At that time, the
answer will be no different from what it is
today, and has been since 1704. D
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A Profit Without Honor

by R. C. Sproul, Jr.

M y memories of my undergraduate
days include an especially strange

student who loved to wear aT-shirt carrying
the slogan: "Human Need. Not Corporate
Greed." Like most liberal slogans, this one
seems at first blush to be sane and compas
sionate. Humans, after all, are far more
valuable than make-believe legal entities.
But as with most liberal ideas, closer scru
tiny reveals underlying folly. The assump
tion behind the T-shirt' s slogan is that profit
is something that companies steal from con
sumers. Basic to this thinking is the myth
that one man's profit is another man's loss,
that free economic trade is a zero-sum game.

Henry Hazlitt, in his Economics in One
Lesson, demonstrates that most errors in
our economic thinking stem from a failure to
see the big picture. We support tariffs
against Japanese cars because we read
about massive layoffs in Detroit. We over
look the massive layoffs that are spread
thinly among smaller companies who can no
longer export to Japan because of the tariffs.
The same applies to profits. We imagine that
Wonder Bread carefully calculates the cost
of producing a loaf of bread, and then tacks
on ten, fifty, or a hundred percent to the
sales price. We see that profit as a pound of
human flesh taken from the consumer. What
we miss is the strength of our desire for that
loaf of bread.

How important is a loaf of bread to you?
Ifyou really had to, how much would you be

Mr. Sproul is editor of Tabletalk Magazine and
the author of Dollar Signs of the Times (Baker
Books, 1994).

willing to pay? $2? $3? Imagine the folks at
Wonder Bread wearing T-shirts with the
slogan "Corporate Need. Not Human
Greed." I pay $1 for a loaf of bread. Am I
gouging Wonder? Is my gain Wonder's loss?

Free Exchange
The confusion stems from a failure to

understand the nature of free exchange.
Barter makes clear the mutual benefit offree
trade. Suppose I am a shoemaker. On a
given day I can produce ten pairs of shoes.
If I'm married to the old woman who lives
in a shoe, in a week I can provide shoes for
me and my family. After another week I
have a surplus of shoes. I notice, however,
that while their toes are warm, my large
brood is hungry. Meanwhile, my neighbor
the butcher has a full stomach and cold toes.
I could try to stir-fry some shoe leather. My
neighbor could try to wrap some steaks
around his feet. The better option is for the
two of us to trade. I trade from my surplus
of shoes; he trades from his surplus of meat.
Clearly everybody profits.

Money muddies the matter. A professor
at a seminar asked his audience this: "If it
costs a shoemaker $20 to make a pair of
shoes, and he sells them for $40, who makes
the profit?" The vast majority responded
that the shoemaker profited. He did, but so
did the consumer. We saw the value of the
shoemaker on his shoes. What we missed
was the value of the buyer on the shoes. He
must have valued the shoes more than $40,
else the trade would not have happened.

631



632 THE FREEMAN • NOVEMBER 1994

Remember that even this exchange is ulti
mately barter. Where did the $40 come
from?

The buyer had to sell something else to get
the money, either his labor, or some good.
He traded his labor or good for the shoes.
Money is only a means for barter. It is the
promise of future goods.

So why all the fuss if it is this simple?
While we never pay more than we are willing
to pay, we always pay more than we want to
pay. Of course the same is true of the
producer. He never sells for less than he is
willing, but always sells for less than he
would like.

Both Sides Gain
I recently spent a few days looking for a

new car. I was unsuccessful. A dealer friend
of mine suggested that I not negotiate for a
car. He said that if I found a car I liked, I
shouldjust pay the asking price. The dealer,
he explained, had to make a profit. I ex
plained that the dealer would like to sell the
car for $50,000. I would like to have the car
for free. He, however, would be willing to
sell the car for, say, $8,000. I would be
willing to pay $10,000. Negotiating decides
where in that intersection we end up. The
closer to $10,000 we get, the more uncom
fortable I become with the deal. Likewise
the dealer becomes uncomfortable the
closer we get to $8,000.

The beauty of free trade is that both sides
profit. Suppose we had closed the deal at
$9,000. Before the trade he had a car he
valued at $8,000. I had $9,000 in cash. Our
total value together was $17,000. After the
trade I would have a car I valued at $10,000,
and he would have $9,000. Our total value
would be $19,000. Each of us would have
profited $1,000. The deal never happened,
however, because my top was $8,000, his
bottom $10,000.

The same is true of every free trade. Each
time we buy a loaf of bread or a candy bar,
each time we sell our labor or a used car, we
receive more than we give and both sides
profit. Profit then does not stand against
human need, but actually supports it. There

is nothing dark and sinister about the profit
motive because in free trade profit can only
be reached by causing others to profit.

The same is true in non-monetary ex
changes. The profit motive woke me up this
morning. Like many others I am engaged in
the battle of the bulge. I got up early this
morning tojog around my neighborhood. All
things being equal, I would have preferred to
sleep later. All things, however, are not
equal. My waist size is not equal to my pants
size. I freely exchanged my time and energy
this morning for the benefit of a slimmer
body. My jogging was a profitable venture.
The only thing I lose is pounds.

Profit Saves the Day
Profit, however, does so much more. I

have only begun to chronicle some of its
outstanding qualities. Profit also communi
cates important information. Consider the
massive flooding along the Mississippi River
in the summer of 1993. Many people who are
otherwise comfortable with the idea ofprof
its were put off by what they considered
obscene profiteering by some of the entre
preneurs who went into the ice or generator
business in the aftermath of the flood. Thou
sands of families found themselves without
electricity as the waters rained destruction
down on the river towns. Ice became a hot
commodity. News reports inveighed against
those cold-hearted folks who charged $5 or
$10 dollars for a bag of ice that once sold for
$1. Surely this wasn't legitimate profit.

Consider, though, what those profits did.
With so many people in need of ice, how
long would ice last at $1 a bag? If you were
in such a situation how many bags would
you buy? It depends upon the cost, doesn't
it? At $1 a bag I know that I could use ten
bags. Two go in my refrigerator, two more
in the freezer, two in my cooler, and four
just in case I might need them later. At $10
a bag I discover I can do with two bags. I
may even invite my neighbor to store his
perishables with mine and split the cost of
the bags. Multiply these numbers by the
hundreds offamilies in need ofice and you'll
see how vital the high cost of the ice is to



insure that there's enough to go around.
Those high prices, rather than putting ice
out of reach of those poor people, actually
insured that more people would be able to
get some needed ice. Profit saved the day.

The high cost of the ice, however, did
more than keep the demand in check. It also
served to increase the supply. Imagine your
self sitting in your easy chair in eastern
Illinois watching the news reports on the
flooding. In your driveway sits your refrig
erated truck. Imagine first that the news
reported that the government mandated that
all ice be sold at $1 a bag in the troubled
regions. What would you do? Nothing. Now
suppose that you heard that ice was selling
for $10 a bag. Because of the profit motive
you would get out of your chair, run down
to the local grocery store and buyout all
their ice at $1 a bag. After filling your truck
with the precious commodity you hit the
highways and head west to seek your for
tune. By the time you arrive you would
probably find that others had had the same
brilliant idea, and because the supply was
better, ice was now selling at $5 a bag.

The profit motive not only reduced the
demand for ice, but the profits earned alerted
others ofan opportunity, and the supply grew.
Rather than taking unfair advantage of the
flood victims, profit-makers actually served
the victims' needs far better than an artificial
price ceiling could have done. Profit brought
the ice to those who most needed it. Remem
ber also, that each and every bag of ice
purchased-at any price-represented mu
tual profit for buyer and seller. Buyers paid
more than they would have liked, but never
more than they were willing.

Obscene Profits
There are obscene profits. When I was

mugged several months ago, my assailant
made an obscene profit. He traded my health
for my money. To do so, however, he had to
steal my health. It was not his to trade. In like
manner the government makes obscene prof
its when it trades my freedom for my money
via taxation. As with the mugger, I am given
a choice: pay up or lock up. My freedom,
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however, is not the government's to trade.
They first had to steal it from me.

The same is true even when the govern
ment pays for what is mine. Suppose the
government wants to build a highway
through my house. Suppose also that they
<give me the fair market value for my land.
This is obscene profit. Obviously I value my
land more than the fair market value. If not,
I would have sold it. What the government
stole from me was the difference between
the market price for the land, and the price
at which I would be willing to sell it. Even
if the government pays me ten times the
market value for my land, if I value it at
eleven times the market value, the govern
ment has earned an obscene profit. (All this,
of course, excludes the other illicit profit of
the government. They are buying my prop
erty with money they first took from me. It
is like a mugger forcing me to sell him my
watch I value at $50 with the twenty dollars
cash he just stole from me.)

Only governments and criminals have the
power to engage in coerced exchange. The
only difference is that one is legal, the other
is not. The only other way for profit to be
obscene is if the free trade involves fraud. If
a soda company marks a can at 12 ounces
and it only contains 11 ounces, they have
earned an obscene profit. If I sell a car with
an odometer that reads 50,000 miles, and the
car has 150,000 miles on it, I have earned an
obscene profit. If the government tells me
that I can redeem a bond in twenty years for
$50, and then inflates the money supply such
that twenty years later the bond has only $10
of purchasing power, it has earned an ob
scene profit.

The difference between an obscene and a
legitimate profit has nothing to with the per
centage of the profit. If Jackson Pollack in
vests $10 in paint and canvas, and halfan hour
ofhis time to create a masterpiece that I value
at $10,000 dollars, that is no obscene profit.
The eleven-ounce soda is obscene profit.

Greed and Wealth
What about the wealth that profit can

create? Is that not obscene? Is there not
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something intrinsically obscene about opu
lence? Perhaps our friend in the T-shirt was
not so offended by the idea of profit, but by
the radical disparity between the excess of
Beverly Hills and the squalor of nearby
Watts, between Manhattan and Harlem.

The difference is so stark that it is difficult
to explore dispassionately the reason for it.
Liberals would have us believe it is this
monster, "corporate greed." Greed does ex
plain the wealth ofthe wealthy. What we miss
is the more proximate cause of the wealth. In
a free market, wealth can only come from one
source: meeting the needs of others. It is, in
large part greed which drives the movie mo
guls. That hunger for wealth, however, is met
not by oppressing the people ofWatts, but by
meeting their desires. The drive for profit in
a market system always translates into the
drive to meet the wishes of others.

Consider Henry Ford. It would stretch
our credulity to suggest that Mr. Ford cre
ated his company because of his deep and
abiding concern for convenient transporta
tion for the common people. It seems far
more likely that Mr. Ford, like most of us,
wanted to be rich. The desire of Americans
for a convenient means of transportation
was but the means to the end of Mr. Ford's
personal fortune. He assessed the situation
and realized that by mass producing auto
mobiles he could reap huge profits, and
enjoy a life of enormous wealth. The result
was that millions of people exchanged a
certain amount of their wealth, which Mr.
Ford valued more than his cars, for Mr.
Ford's cars, which the people valued more
than their money. Everyone wins.

Mr. Ford's greed did not lead him into
tyranny. Rather it forced him to become a
suitor. To satisfy his greed he had to satisfy
the buying public. To maximize his profit he
had to maximize the desirability of his
product. To satisfy his corporate greed, he

had to meet human need. Where profit rules,
democracy rules. Every dollar is a vote by
the buying public.

The plight of the urban underclass also
has its root in greed. In this instance the poor
are in part poor because of obscene profits.
The profiteers, however, are not business
men but bureaucrats. The professional pov
erty pimps profit by perpetuating the misery
of the underclass. Their profits are obscene
because they are engaged in fraud. They
profit by selling the lie that government can
help them out of their poverty by stealing
from others. It is not profit that causes their
poverty but the plundering of profits by
politicians.

Ivan Boesky made headlines when he
announced, "Greed is good." Greed, if
understood as the desire or willingness to do
anything, including lie or steal, to profit, is
not good. After all, "What profit is it to a
man if he gains the whole world, and loses
his soul?" If, however, greed is merely the
desire to increase one's wealth through
meeting the desires of consumers in a free
exchange, greed is not bad. The profit mo
tive drives all that we do, from working long
hours at the office, to Mother Teresa's
works of compassion. Even she profits, for
she values the privilege of serving her God
far more than her other options. Even our
T-shirted friend, however he may now be
endeavoring to meet "human need," does
so out ofa profit motive. Driven by profit, he
seeks to destroy profit. Corporately, all that
we do freely, we do for profit.

Profit created our friend's T-shirt; it even
drove him to wear the shirt which despised
profit. Profit created the college where he
studied. I only wish he had profited more
from the education available to him. Profit,
finally, drove you to invest your time and
energy in reading. I hope you found your
reading to be profitable. D
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Hoarders, Speculators, and
Other Scapegoats

by Roger Clites

Enemies of society. That is what most
people have been conditioned to think

about hoarders, speculators, ticket scalp
ers, and various others whose activities are
actually beneficial. Among the others are
savers, whom John Maynard Keynes seemed
to equate with those who hold money idle.

Even a quick analysis shows that each of
these groups is composed of people who
provide a useful service to their fellows.

Hoarders
What is a hoarder? During World War II

hoarders were painted as people who gained
from, or possibly were even responsible for,
shortages of such things as coffee and sugar.
Someone who had even a small amount of
sugar on hand when the announcement was
made that sugar was to be rationed was
required to declare it so that it could be
counted among the rations to which he was
"entitled. "

Does that make sense? Does his having
sugar deny it to other people? No! Much to
the contrary, if there is actually a shortage
of something the personwho already has the
product on hand does not have to compete
with others to obtain it from a seller. It might
be better to tum around the emphasis and
say that someone who needs to buy it does

Professor Clites teaches at Tusculum College in
Tennessee.

not have the hoarder competing with him for
it.

The hoarder actually reduces the impact
ofa shortage by reducing demand during the
time of shortage. Foresight caused him to
purchase previously, during a time of
greater availability. That enables him to
avoid standing in line, searching from store
to store, or otherwise competing for the
scarce item with those who are in immediate
need to acquire it.

People who have an urgent need for the
product that is in short supply should actu
ally be grateful to the hoarder.

We must not overlook still another point:
The person who hoarded or stocked up
might have anticipated incorrectly. A sur
plus could have developed and pushed the
future price downward. Then the hoarder
would have paid a higher than necessary
price for the product plus he would have
given up use of his funds during the period
of stockpiling. So-called hoarders take on a
risk for themselves as well as provide a
service for others. Castigating them is irra
tional.

Speculators
Similarly, speculators are almost univer

sally reviled. Yet, they, too, act in a bene
ficial way. Contrary to widespread belief,
they do not destabilize markets, cause gy
rations in prices or profit at the expense of
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others. Simply stated, a speculator tries to
buy when prices are relatively low and sell
when they are relatively high. Like the
hoarder the speculator also takes a risk. He
may buy only to discover later that he was
wrong. He may be forced by future circum
stances to sell at a still lower price, to take
a loss.

But, suppose that a speculator does suc
ceed in buying low and selling high. Ifprice
is low it is because demand is low relative to
supply. The speculator by purchasing at that
time adds to demand and keeps price from
falling quite so far.

If price is later at a relatively high level it
is because supply is short relative to de
mand. By selling at that time the speculator
keeps price from rising quite as far upward.

Thus, the speculator reduces the ampli
tude ofprice swings, supporting prices when
they are low and holding them down when
they begin to climb to higher than usual
levels.

Scalpers
Scalpers are a specialized type of specu

lator. When they perceive that tickets to an
event will bring a higher-than-original-price
on the free and open market. Scalpers try to
buy tickets with the objective of reselling
them for a higher price.

A scalper may be wrong in his analysis.
He may find himself stuck with tickets that
he must resell at a lower price than he paid
for them, if he can sell them at all.

Often a scalper cannot just walk up to a
box office and buy all ofthe tickets he wants.
They may be rationed at so many per buyer.
In that case he may have to pay a premium
price himself to obtain them initially. Or he
may have to wait in line for them, possibly
even have to wait all night in an extreme
case.

The person who buys from the scalper is
paying for a service. He is obtaining some
thing that he might not have been able to
obtain directly for himself. Or he may be
avoiding waiting in line for hours, perhaps

even overnight, to obtain highly valued
tickets. In any event, he willingly pays the
scalper's price. He is not forced to buy from
the scalper. He prefers the tickets to the
money that he pays.

What the scalper has done is bring to
gether the two sides ofa market in which the
initial price was set too low to bring about
market clearing. The price may have been
set too low because of misjudgment or it
may have been due to social pressure.
Whatever the reason, the marketers of the
event set the price below the market clearing
level and caused an artificial shortage to
develop. The speculator guessed that this
was the situation and tried to profit by
correcting the error.

Remember, it is always possible that the
scalper may lose. Regardless ofthe outcome
the scalper is not an exploiter. He is a
benefactor. Even when he is wrong he helps
someone. He helps the seller to sell more
tickets than he otherwise would have.

Savers
Even savers are looked on with disfavor.

Keynes postulated that savers reduced the
flow of spending and that in doing so they
reduced the level of economic activity. Sav
ers seldom hold their money idle. They may
invest the funds themselves. They may lend
them to someone who will invest them in
production or they may leave them with a
bank or other lending institution which will
lend them for productive investment. The
saver gives up current consumption to bol
ster future production.

Even in the rare case in which a saver
holds funds idle he does not injure others.
He reduces demand. That holds prices to a
lower level and benefits consumers.

The terms hoarder, speculator, scalper,
saver-and even black marketer are used in
an attempt to automatically discredit vari
ous people who actually perform useful eco
nomic services. When we hear such pejora
tive labels we must look into the motives of
the person who is using them. D



Correction, Please!

The Perversity of
Wall Street
"Strong employment gains tend to be
negative for both stocks and bonds."

-Marty Zweig, The Zweig Forecast
July 29, 1994

GDPrises 5 percent? The market dives!
Unemployment jumps to 7 percent?

Hurray, bonds rally!
Why is it that good news on Main Street

is bad news on Wall Street? And vice versa?
Financial analysts and institutional inves
tors are convinced that strong economic
performance is bad for the financial mar
kets. High economic growth or good jobs
reports can only mean higher inflation down
the road, they assume, which in tum will
force the Federal Reserve to tighten money
and raise interest rates. Presto, stocks and
bonds decline on good economic news.

The real culprits, says The New York
Times ("Why America Won't Boom," June
12, 1994), are the bondholders of America.
"The American economy is governed by
the bond market," Louis Uchitelle writes
in The Times, and "the confederation [of
bondholders] has ruled in recent months
that the economy should lose strength, not
gain it. " Another recession may not be good
for the country, but it's great for bondhold
ers as interest rates decline and bond prices
skyrocket.

Mark Skousen is editor of Forecasts & Strate
gies, one of the nation's largest financial news
letters, and an economist at Rollins College,
Winter Park, Florida 32789. His book, Dissent on
Keynes, is available from Laissez Faire Books,
(800) 326-0996.

by Mark Skousen

No wonder Wall Street suffers from a
tarnished public relations image.

Surprisingly Good News
Fortunately, there is good news for both

Wall Street and Main Street. Believe it or
not, the United States can enjoy a booming
economy without interest rates rising. In
fact, interest rates can decline under the
right circumstances, even as the demand of
business expansion increases.

Latin America and many other emerging
market economies have proven that eco
nomic growth and lower interest rates can
go hand in hand. In Mexico, Chile, India,
and many other rapidly developing nations,
interest rates have declined in the face of
strong economic expansion and a rising
standard of living. How? While pursuing
anti-inflation policies, their governments
have cut tax rates, privatized government
services, reduced tariffs, welcomed foreign
capital, and deregulated business. In addi
tion, some countries (such as Mexico and
Argentina) have eliminated capital gains
taxes altogether, thus encouraging saving
and investing.

The Trouble with Easy Money

Unfortunately, the United States and
other industrial countries are not following
these sound principles of free-market capi
talism. Instead, they are relying primarily on
"easy money" policies to stimulate eco-
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nomic growth. If a strong economic recov
ery is spurred by easy-moneyllow-interest
rate policies, the fear of inflation is very real
when the economy heats up. Hence, interest
rates tend to rise once an inflationary boom
gets started.

That is precisely what has happened in the
United States during the early 1990s. To get
the economy moving again, the Fed pushed
short-term rates down to 3 percent, encour
aging millions ofsavers to switch out ofbank
deposits and CDs and into stocks, bonds, and
mutual funds. Obviously, this artificially low
interest rate strategy could not last forever. As
the Austrian economists point out, an infla
tionary policy will eventually raise interest
rates and cut short the recovery. A boom
must lead to a bust. In the first half of 1993,
interest rates started increasing in the face
of rising inflationary expectations.

Prosperity by Other Means
The key is to spur genuine economic

growth by means other than easy money and

artificially low interest rates. How then? By
encouraging higher rates of saving and cap
ital formation. This could be accomplished
very easily by reducing or eliminating taxes
on businesses, savers, and investors. A
sharp reduction in the capital gains tax rate
and the corporate income tax rate would do
wonders for economic growth without rais
ing interest rates. So would exemptions on
interest and dividends, or expanding tax
deferred retirement programs.

As a result, the supply of saving and
investment capital would expand, putting
downward pressure on interest rates. Again,
as the Austrian economists demonstrate, a
longer-term time preference, as reflected in
higher rates of saving, tends to drive interest
rates lower.

Then, we could put an end once and for all
to this myth on Wall Street that a booming
economy necessitates higher interest rates.

Someday, when the United States gets its
act together, we can look forward to this
headline: "GDP jumps 10%. Dow skyrock
ets to 30,000, surpasses Nikkei." D

Essay Contest
First Prize $2,000

Honorable Mentions $250
The 1995 J.E. Davis Award will be presented to a college

student whose essay on the virtues of the free market
is chosen by our review panel.

Topic: Capitalism and The Failure of Socialism
For additional information, including an entry form,

call (904) 744-9986 or write to Dr. MarkJ. Perry, IWe, Jacksonville
University, 2800 University Blvd. N, Jacksonville, FL 32211.

Fax: (904)744-9987 E-mail: iwc@junix.ju.edu

Deadline for entries: January 31, 1995

The Institution for World Capitalism at Jacksonville (Florida) University is sponsoring this
annual essay competition as part of its comprehensive education and public affairs

program to advance democratic capitalism in America and around the world.
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Are There Too Many Lawyers?
And Other Vexatious Questions

by Joseph S. Fulda
Foundation for Economic Education. 1993 •
121 pages. $14.95 paperback

Reviewed by David M. Brown

I n the title essay of this new collection, the
author considers not merely whether we

have "too many" lawyers, but what it is
about law itself that makes it a different
commodity than, say, shoes.

We wouldn't normally worry about
whether there were too many shoemakers
on the market (so long as an overproduction
of shoes isn't being subsidized by the Shoe
Ministry). But a proliferation of lawyers
may signal a deeper problem: a problem
with the legal system itself, with the license
for abuse it permits certain participants, like
plaintive plantitfs. As Fulda writes, "legal
services are fundamentally different from
other services, simply because lawyers
must use the law-the State-to give plain
tiffs the property of defendants. Today's
plaintiffs' bar is expert at using the law to
attain wealth by what Albert Jay Nock
called 'the political means' rather than 'the
economic means'-i.e, by the redistribution
of existing wealth, rather than the creation
of new wealth."

This kind of probing of essentials is, of
course, what we expect from The Freeman,
the journal from which most of these pieces
are taken. The essays divide primarily into
two sections: a review of the foundations of
liberty and the libertarian psychology, and
the practical application of individualist
principles to current policy questions. A
third section considers issues of "narrow
ethics. "

Libertarian readers will be inclined to nod
their heads in agreement for the most part
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over the basic theory. As usual, it's when
theory gets applied that the most evident
disagreements between philosophical com
patriots emerge.

For example, one can agree with Fulda's
view in "Why Are There So Many Social
Issues?" that our schools should not be an
arena for governmental mediation of con
flicting educational values. Certainly all
schools should be private, free-market en
tities, not a vast agglomerated public do
main subject to coercively uniform stan
dards. We really wouldn't need to debate
prayer in the schools if parents had real
liberty to pick and choose among competi
tive schools with freely developed charters.

But ... we do have a genuine problem
now, which Fulda admits his perspective
cannot "reach"; namely, what do we do
about such value conflicts now, as they have
been engendered and perpetuated within the
existing public educational system? We can
agree that the conflict may be insolvable
under present circumstances, while yet not
ing it still needs to be dealt with. Do we tell
parents, "Sorry, just keep squabbling until
everything is privatized?" The courts have
to make some kind of ruling when they get
these cases, after all. A philosophy of indi
vidualism and freedom should be able to
help us out here to some extent. Moreover,
social issues tend to be a little more funda
mental and persistent than I think Fulda
allows for; the conflicts are not simply
generated from scratch by the government's
involvement. They are often what provoked
that involvement in the first place.

Probably the most controversial essay in
the collection will be "Abortion: Is Pro
Choice a Libertarian Position?" This is an
issue that has seen endless wrangling in all
ideological camps. Fulda rebukes the' 'pro
choice" position for ignoring the truth that
freedom of action entails responsibility for
the consequences ofone's acts. And he calls
abortion an "act of coercion," a claim that
has been less mildly asserted in other quar
ters. Now, granted, the right of freedom, if
it is to remain coherent, must incorporate a
ban on initiatory coercion against others.
But the question is, which others? The
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strength of Fulda's case against abortion as
legally permissible rests, obviously, on the
nature and status of the fetus during the
various stages ofpregnancy. Exploration of
that key issue is missing here.

But enough of wrangling! This volume
also includes an essay-review of Michael
Levin's Feminism and Freedom; helpful
discussions of "freeloading" (externalities
and all that), charity, scandals, and certain
issues in higher education; and a brief essay
on the hidden danger of getting too uptight
about "appearances of impropriety. "

These are bite-sized, lucid, often persua
sive essays that are informed by a solid
understanding of how freedom works and
what is its moral justification. We can be
grateful to FEE for publishing them under
one roof, and to their author for the clarity
of his insight. D
Mr. Brown is a free-lance writer.

The Economics and Ethics of Private
Property: Studies in Political Economy
and Philosophy
by Hans-Hermann Hoppe
BostonIDordrecht/London: Kluwer Academic
Publishers. 1993 • 265 pages. $59.95

Reviewed by N. Stephan Kinsella

I n 1989, Professor Hans-Hermann Hoppe
published A Theory of Socialism and

Capitalism: Economics, Politics, and Ethics
(BostonJDordrecht/London: Kluwer Aca
demic Publishers, 1989), arguably the most
important book of the decade, if only for
the revolutionary "argumentation ethic"
defense of individual rights presented in
Chapter 7, "The Ethical Justification of
Capitalism and Why Socialism is Morally
Indefensible. " Hoppe continues to produce
a significant assortment of articles elaborat
ing on his argumentation ethic and the
epistemology that underlies it, as well as on
his impressive economic writings.

His new book, The Economics and Ethics
ofPrivate Property, is a collection of many
of these related writings published up until
1992.

Because the chapters in the book were
published separately as independent arti
cles, there is some overlap between them,
and thus some redundancy. A few times the
text of several paragraphs in one article is
reproduced verbatim in another article.

In the "Appendix: Four Critical Replies"
section, Hoppe's responses to various crit
icisms, published in Liberty and the Aus
trian Economics Newsletter, are reprinted.
However, the initial criticisms themselves
(by David Osterfeld, Leland Yeager, David
Gordon, Tibor Machan, David Conway,
Loren Lomasky, et al.) to which Hoppe is
responding are not published. This is unfor
tunate, because these criticisms are inter
esting and enlightening, and also make
Hoppe's response to them more compre
hensible.

The book is divided into two parts, "Eco
nomics" and "Philosophy." Because the
second part contains Hoppe's most impor
tant ideas-his defense of individual
rights-I will discuss his philosophical
views first.

Philosophy:
Argumentation Ethic

Hoppe's ingenious "argumentation eth
ie" theory states, briefly, that all truths,
including ethics and normative statements,
must be able to be arrived at through the
process of argumentation. This is undeni
able, as one would have to contradict one
self in using argument to deny this. There
fore, whatever facts or norms anyone must
presuppose while engaging in argumenta
tion cannot be contradicted by any proposed
fact or norms. (pp. 180-181)

Several things are implied in argumenta
tion whose validity cannot be disputed. One
is, for example, the universalization princi
ple, as formulated in the Golden Rule of
ethics or in the Kantian Categorical Imper
ative, whic~ states "that only those norms
can be justified that can be formulated as
general principles which without exception
are valid for everyone." (p. 182) Another
one of the things presupposed by anyone
engaging in argumentation (or, indeed, any



discourse at all, even with oneself) is the
right of self-ownership of all listeners and
even potential listeners: for otherwise the
listener would not be able to freely consider
and accept or reject the proposed argument,
which is undeniably a goal of argumenta
tion. (p. 183)

The concomitant right to homestead pri
vate property is also presupposed by anyone
engaging in argumentation: since the use of
natural resources-Le., property rights in
land, food, water, etc.-is absolutely nec
essary for any listener to survive and be able
to participate in an argument, and since
homesteading unowned property is the only
objective, conflict-free way to assign prop
erty rights, all arguers must also presuppose
the validity of the homesteading ofunowned
property, the Lockean "mixing of labor"
with scarce resources, for otherwise argu
mentation could not occur. (pp. 184-186)
And of course the right to self-ownership
plus the right to homestead justify the non
aggression principle and are the bases of
laissez-faire capitalism.

Professor Hoppe's discovery of such a
rock-solid defense of individual rights is a
profoundly important achievement. So
many of Hoppe's insights deserve further
exploration and development, that one wel
comes future writing by Hoppe and others
building upon his work.

In the September 1988 issue of Liberty,
Hoppe presented his argumentation ethic in
an article entitled "The Ultimate Justifica
tion of the Private Property Ethic. " A sym
posium discussing this article appeared in
the November 1988 issue of Liberty, con
taining the critical comments of ten liber
tarian commentators.

Amazingly, almost all of these libertarian
commentators were unimpressed by, if not
downright hostile to, Hoppe's argument.
Only Murray Rothbard gave Hoppe's thesis
wholehearted endorsement and recognized
its validity and significance. Why Hoppe's
ideas, which are such an important advance
in political and libertarian thought, have
failed to cause more excitement or gain
more adherents than they have is baffling.
But the best solution to this is the publica-
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tion of further elaborations and defenses,
which is what Hoppe's newest book is.

Economics
Part One, on economics, contains five

interesting and insightful chapters. In the
first, Hoppe shows that the distinction be
tween "private" and "public" goods is
completely illusory, thereby removing any
justification for state monopolization of the
production of security, long held to be a
"public" good.

In Chapter 2, "The Economics and Soci
ology of Taxation," Hoppe shows that
taxation, by decreasing the marginal utility
of producing wealth, leads to a shift away
from the production of wealth, and towards
consumption and leisure. Therefore taxa
tion is a means for the destruction of prop
erty and wealth-formation. (pp. 28-29) Ad
ditionally, because of time preference-the
fact that people prefer present goods over
future goods-the decrease in the marginal
utility of producing wealth leads to a short
ening of the structure of production, and
thus fewer valuable future assets are pro
duced. (p. 34)

After showing that taxes reduce the stan
dard of living of consumers, Hoppe dis
cusses the sociological reasons why there is
taxation, and ever more of it. Basically,
there is taxation because a majority of the
population either actively or passively sup
port such governmental policies, and they
do so because of the lack of (complete,
principled) acceptance ofa private property
ethic, and because of government propa
ganda and methods such as democracy and
welfare that amount to vote-buying.

His discussion of banking and the inter
national economic order is the most provoc
ative chapter in Part One. Here Hoppe
explores how and why the state monopo
lizes money and banking, and shows the
danger of the ever-approaching interna
tional monetary order. Here he explains
why "[t]he monopolization of money and
banking is the ultimate pillar on which the
modem state rests." (p. 70)

Chapter 4 reinterprets the Marxist theory
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of history from an Austrian economics per
spective. Hoppe points out that Marx's
theory of exploitation is flawed because, in
maintaining that there is exploitation when
a capitalist retains a surplus profit after paying
a laborer, it does not take into account nor
"understand the phenomenon of time prefer
ences as a universal category of human ac
tion." (p. 97) The final chapter contains an
illuminating discussion of the Austrian theo
ries ofemployment, money, and interest, and
demolishes Keynes's "new" theory with this
intellectual ammunition.

Conclusion
The Economics and Ethics of Private

Property contains cutting-edge economic
theories and breakthroughs in epistemology
and individual rights theories. As Hoppe
points out, in the·long run, immoral govern
ment policies depend upon the tacit support
of the majority of the population. The only
way to win more recognition and enforce
ment of our individual rights is to educate
our fellow men of the truth and wisdom
of freedom. The publication of works like
Hoppe's, with an uncompromising, hard
core-and, more importantly, correct
defense of liberty, certainly advances this
cause. []

Mr. Kinsella practices computer and software
patent law with Schnader, Harrison, Segal &
Lewis in Philadelphia. A more in-depth review of
this book may be found at 25 St. Mary's Law
Joumal1419 (1994).

The Dream and the Nightmare:
The Sixties Legacy to the Underclass
by Myron Magnet
William Morrow & Co.• 1993.256 pages.
$20.00

Reviewed by Lawrence Person

I n 1984, Charles Murray's Losing Ground
brought the topic ofwelfare reform to the

forefront of political consciousness. With
impeccable research and meticulous logic,

Murray marshaled a vast array of statistics
to support his assertion that the huge ex
pansion of government welfare programs
resulting from the Johnson Administration's
"War on Poverty" had actually harmed
those it had intended to help. By making
welfare more attractive to single mothers
than marriage or entry-level jobs, Murray
argued, the federal government created' 'in
centives for failure" which lured the poor,
and especially poor blacks, offthe economic
ladder to success and into an intergenera
tional cycle of dependence and illegitimacy.

Though controversial when first pub
lished, large portions of Murray's thesis
have come to be accepted among the polit
ical establishment, even in such unlikely
places as the Clinton White House. Man
hattan Institute Fellow and Fortune Edito
rial Board member Myron Magnet agrees
with Murray, but only to a point. In The
Dream and the Nightmare, he argues that
Murray's purely economic analysis pro
vides an incomplete picture of the true
causes of the underclass, that Murray and
other policy analysts have left "a hole in the
theory. " And in that hole, Magnet argues,
you'll find "culture."

He argues that it is culture, or rather its
lack, that has mired the underclass in per
petual poverty. Even faced with the per
verse incentives to fail that welfare offers,
most people would still choose work and
marriage out of a sense of self-worth and
respect for community standards. The rea
sons that the underclass has not done so, he
argues, is that the counterculture of the
1960s turned traditional values upside
down. Though this revolution was one car
ried out largely by the "Haves" in an effort
to "liberate" themselves from what they
perceived as the oppressive moral con
straints of their parents' generation, Magnet
argues that its long-term harm to most of the
"Haves" was subtle, while its effects on the
"Have-Nots" was devastating.

According to Magnet, it is this "poverty
of spirit" which has turned large portions of
America's cities into drug-infested, crime
ridden wastelands. Inner-city children grow
up in households of single welfare mothers



who are incapable of teaching them the cul
tural values of hard work, thrift, and individ
ual responsibility-the very values needed to
climb out of poverty. To support that thesis,
he presents an impressive array of statistical
and anecdotal evidence to paint a devastat
ingly bleak picture ofunderclass life, and that
portrait is the strongest portion of the book.

In painting that picture, Magnet describes
the pathology of the underclass with an
unwavering eye, exploding many myths in
the process. Despite liberal protestations to
the contrary, the underclass does exists, and
is disproportionately composed of inner
city blacks. Lack of economic opportunity
does not explain the existence of the under
class, since it first appeared during one
economic boom and continued to grow dur
ing another. Moreover, the harsh conditions
of the inner city haven't prevented Asian
entrepreneurs from flourishing there. The
homeless are not down-on-their-Iuck work
ing families, they're mentally ill alcoholics
and drug addicts-and their numbers are
closer to 300,000 than the three million
figure homeless "advocate" Mitch Snyder
pulled out of the air one day.

But describing the underclass is only part
of The Dream and the Nightmare, with
much of the rest taken up by Magnet's
explanation of how the Have-Nots came to
live in such a condition of self-perpetuating
misery. In this he seems to be shadow
boxing with Losing Ground, not because he
feels Murray's thesis is fundamentally
wrong, but because he's the only worthy
opponent on the scene. Indeed, he calls the
book "superb" and Murray "the profound
est of all commentators on the underclass. "
But ultimately Magnet does a less convinc
ing job of presenting his case than Murray
did of his. While Magnet's judgment about
the lack of values among the underclass is
quite convincing, his arguments about how
they got that way are far less so. What's
more, his prescriptions for restoring those
values are either vague, nonexistent, or
woefully misguided.

When Magnet speaks of the countercul
ture, he has in mind not Woodstock or
anti-war protesters, but a shift in cultural
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opinions among certain American elites in
the late 1950s and early 1960s. As such,
Magnet's view of the counterculture is both
highly selective and overbroad. We get no
mention of Abbie Hoffman, Jerry Rubin, or
Paul Krassner, but plenty of Norman
Mailer, Michael Harrington, Paul de Man,
William Ryan, and (more improbably) Tho
mas Szasz. It is these and other elite think
ers, Magnet argues, that gradually shifted
the culture of the Haves toward belief in...

Well, there's the problem.
While Magnet spends several chapters

documenting various social ills (crime,
strained race relations, declines in higher
education) then linking their origin to vari
ous influential books and academic theories,
he never adequately articulates just what
constitutes the "Sixties Legacy to the Un
derclass." Instead, he merely catalogs sev
eral disparate parts of this supposed legacy
that never seem to coalesce.

In fact, the scope of Magnet's theory is
eventually his undoing. Of the various har
bingers of cultural change he cites, most
have little in common save a vaguely leftist
slant and (usually) a de-emphasis of per
sonal responsibility. Indeed, the "Cultural
Revolution" he speaks of is simultaneously
so broad and so selective that just about any
theory or cultural ill can be shoehorned
underneath its rubric.

Besides being unable to prove its central
theory, The Dream and the Nightmare also
suffers from a number of lesser flaws. After
debunking so many myths, Magnet falls
prey to one of the most pernicious, that of
the 1980s as a "Decade of Greed." Even
though he once again lays blame at the feet
of his cultural elites rather than the usual
scapegoat of Ronald Reagan, by accepting
the existence of some overreaching cultural
zeitgeist characterizing each decade he suc
cumbs to facile overgeneralization at its
worst. Though adept at puncturing media
myths about the underclass, his casual ac
ceptance of this most overbroad of cliches
leaves the impression that he is truly out of
touch with the deep currents and eddies of
the broader American culture with which he
is so vitally concerned.
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Part of this seems due to a distinctly
"New York Centric" viewpoint. For exam
ple, when he states that the Hispanics mak
ing up the underclass are "primarily" Pu
erto Ricans, he displays a rather shallow
knowledge of conditions in the other 49
states, especially California. And when
Magnet says that "no one seems to have
much good to say about the standard-issue
eighties and nineties middle class youth,"
one gets the impression that he doesn't get
out of New York much.

Finally, Magnet tends to ignore or down
grade important evidence that supports
competing (i.e., economic) theories of un
derclass formation. Two of the three exam
ples he puts forward as showing the primacy
of culture in "The Hole in the Theory" (of
Eugene Lang's offer of college scholarships
to all students in an inner-city class who
graduated from high school and of Kimi
Gray's transformation of the Kenilworth
public housing project) could easily be ar
guedjustas successfully from an "economic
primacy" standpoint. Despite an otherwise
excellent analysis of homelessness, he ig
nores William Tucker's landmark studies of
the strong link between homelessness and
rent control policies-a lapse that is espe
cially puzzling since Tucker's work was
partially underwritten by the Manhattan
Institute.

As far as offering solutions to the under
class problem, Magnet's general ideas for
restoring personal responsibility and indi
vidual rights are good, but what few specif
ics he offers are woefully misguided. His
suggestion for creating government-run
"group shelters" in the place of current
welfare programs ignores the law of unin
tended consequences and the mischief that
government is able to work with just about
any social program. Likewise, his argument
for "Head Start"-type programs for pre
schoolers in the same paragraph ignores the
mounting evidence that these have little or
no long-term effect.

Still, despite all the foregoing, The Dream
and the Nightmare is a much better book
than this list of flaws would lead you to
believe. Though Magnet's reach has defi-

nitely exceeded his grasp, his book's virtues
are great, its sins, more of omission than
intent, relatively small. While his diagnoses
of the causes and cures of underclass pa
thology are unconvincing, his description of
the disease itself is valuable for its depth and
accuracy. Though it doesn't replace Losing
Ground, it does provide an extra dimension
to the welfare debate, and functions as a
handy source book for how that debate has
developed over the last decade. D

Mr. Person is former editor ofCitizens Agenda.
His work has appeared in National Review,
Reason, and other magazines.

Telecompetition: The Free Market
Road to the Information Highway

by Lawrence Gasman
Cato Institute, Washington, D.C.• 1994 • 177
pages. $12.95 paperback

Reviewed by Raymond J. Keating

T echnological change has pushed the
telecommunications-information indus

try into a dramatic and exciting phase of
development. Information has always been
a most valuable commodity, and now the
means of storing, moving, and manipulating
it are advancing rapidly while costs plummet.

In turn, such developments are altering
the world economy. The globe is shrinking
as international competition intensifies.
Rather than ensuring the ascendance of
large multinational corporations or en
hancement ofgovernment controls, as many
have feared, the revolution in telecommu
nications and computers has empowered
individuals and increased the mobility of
capital. Both economic competition and the
ability of labor and capital to avoid, for
example, severe taxation and regulation are
enhanced.

Ironically, however, just as technological
developments are strengthening the power
and productivity oftbe individual, the ques-



tion dominating current public policy debate
is the extent of state's role in the telecom
munications market. Should we be centrally
planning a government-led telecommunica
tions industrial policy, or turning to a com
petition-based, market-driven telecommu
nications industry? Persuasively weighing
in on the side of deregulation and freer
markets is Lawrence Gasman with his book
Telecompetition.

Gasman makes a compelling case for how
the convergence of industries and enhanced
competition not only support, but necessi
tate the deregulation of telecommunica
tions. Of course, deregulation also is called
for due to the plodding nature of govern
ment, which remains a severe roadblock to
expanding the reach of new technologies. In
fact, Gasman declares: "The general igno
rance of technological developments dis
played by those who regulate the telecom
munications industry is appalling. It also
indicates why one cannot expect too much
from the government when it comes to a
successful industrial policy for the telecom
munications industry." Another reason for
low expectations is governmental ignorance
of how markets work.

Telecommunications advancements are
blurring the lines drawn by regulators who
try to neatly separate industries. The author
notes the fluid nature of information format
and storage: "Once it is digitized, voice,
video, text, and data are all much the
same. . . . [N]ew forms of multimedia com
munications are emerging in which text,
voice, and image communications are com
bined in a single interactive, user-friendly
format." Gasman continues: "It is this flu
idity of information formats that constitutes
convergence. Convergence has resulted
from both the recognition that all informa
tion can be converted into the same binary
digital form and the development of micro
electronics that makes such a conversion
possible while providing the means for con
veniently and economically manipulating
digital information. Convergence is not only
central to the Information Age, it affects
every level of information technology
hardware, software, and services."
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Gasman masterfully illustrates how con
vergence seriously undermines the govern
ment's rationale for extensive telecom
munications regulation. For example, he
argues that in light of alternative-access
carriers and local wireless communications,
it is becoming increasingly difficult to legit
imately refer to a "local telephone monop
oly. " In this era, in fact, the source of any
true monopoly power emanates from the
government. Gasman observes the detri
mental effects of an exclusive government
franchise: "The existence of communica
tions monopolies slows the introduction of
new and innovative services by the indus
try. The cable-telco dispute is just one
example of how government-created mo
nopolies and misguided antitrust action can
delay new services."

The author predicts that absent govern
ment interference, for example, "an eclectic
industry structure for local video distribu
tion might well grow up, designed to fit the
needs of local markets. In some areas,
telephone companies would supply both the
video programming and the channels
through which that programming is carried.
In others, cable companies would supply
programming through the telephone-com
pany networks.... In a few areas we might
see cable companies upgrade their own
networks with switching gear to enable them
to offer the kinds of advanced voice and
video services that seem today to be the sole
province of telephone companies."

Gasman argues for allowing local tele
phone companies to enter any local, re
gional, national, or international business
they choose-' 'inside or outside the tele
communications field." Likewise, "any
company financially and technically capable
of offering local telephone service should be
free to do so."

Gasman also makes a compelling case for
a pure property-rights system regarding the
broadcast spectrum, rather than the current
government allocation and temporary li
censing system. In lieu of suffering through
government delays and politicization, "if
spectrum allocation were left to market
forces, the providers of new services would
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bid directly for the spectrum owned by
existing users." Gasman draws a straight
forward analogy: "Just as landowners are
given title to a particular piece ofreal estate,
spectrum owners would receive a title, al
lowing them to transmit at certain frequen
cies with specified powers from given loca
tions. And just as landowners can buy and
sell properties, spectrum owners would be
allowed to buy and sell their transmission
rights. The result would no doubt be speed
ier deployment of new services responding
to consumer rather than government inter
ests." Again, the plodding hand of govern
ment must be replaced by the dynamics of
the marketplace.

Proponents of a government information
infrastructure also are refuted in Telecom
petition. Instead of taking the telecommu
nications infrastructure on another trip
down the misdirected path of industrial
policy, Gasman sagaciously concludes:
"Eventually private initiative will undoubt
edly produce a network offering all the
broadcast services infrastructuralists are so
eager to produce with taxpayers' dollars.
The difference is that private companies will
be certain to produce services businesses
and consumers want to buy."

As the author notes, much oftelecommu-

nications regulation springs from the econ
omist's use of the perfect competition
model. A perfectly competitive market
where all companies are price takers and
offer homogeneous products is an economic
fairy tale. Unfortunately, it also can be
turned into economic nightmare when
wielded by government officials who seek to
regulate when a market fails the perfect
competition test. To the contrary, a dy
namic, entrepreneurial economy will be
flush with temporary monopolies-a result
of creation, innovation, and competition.
This should nowhere be more evident than
in the telecommunications industry. If gov
ernment establishes and protects property
rights, and then largely gets out of the way,
as Lawrence Gasman suggests, consumers
and the economy will reap great rewards.

Telecompetition is a highly readable primer
on the often complex subject of telecommu
nications public policy. One can only hope
that such market-oriented writers as Gasman,
along with George Gilder and Peter Huber,
prevail in the government-vs.-the-market
struggle in telecommunications. D

Mr. Keating is Director ofNew York Citizensfor
a Sound Economy.



"The best primer on political reality, Beyond Politics
will revolutionize your thinking!" - PETE DU PONT

Orthodox public policy has held that
"market failures" are rampant in societ)r,
necessitating govermtlent intervention to
serve and protect the public good. In Be
yond Politics however, the authors trace
the anatomy of "government failures" and
a pathology of contemporary political insti
tutions as government has become the ve
hicle for private gain at public expense.

The book enlightens the true relation
ship of government and markets by em
phasizing their actual rather than their ideal
workings and by re-uniting the insights of
economics with political science.

In so doing, this bold and vigorous book
examines a host of public issues, including
social welfare, education, consumer protec
tion, and the environment. Offering a uni
fied and powerful perspective on market
processes, property rights, politics, contracts
and government bureaucraC)T, Beyond Poli
tics is a lucid and comprehensive book on
how we can restore the institutions for a
free and humane society:

"Beyond Politics is an accessible and compelling account ofthe major
"Public dissatisfaction with government now seems inescapable as issue ofour time - the intersection ofpolitics and the market. With great
publics are lookingfor a new conception ofgovernment. The excel- care, the authors demolish the arguments to justify avast government
lent book, Beyond Politics, clearly and persuasivelyfills this bill." bureaucracy."
- ROBERT L. BARTLEY - RICHARD A. EPSTEIN

Editor, The Wall Street Journal Distinguished Professor of Law, University of Chicago

"An outstanding job, Beyond Politics explains the continuum of "Beyond Politics superbly assembles the required understanding of
public policy battles and why bureaucratic institutions are unable to both economics and politics, to get straight to the important elements."
deliver on their promises." - JAMES M. BUCHANAN
- JAMES C. MILLER, III Nobel Laureate in Economic Science

Former Director, Office of Management and Budget
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Light a fire for freedom!
Launch a Freeman Society

Discussion Club!
j oin the growing ranks of Freeman· readers who have become part of

FEE's network of Freeman Society Discussion Clubs.

Leonard E. Read once observed that rancid intellectual soil nurtures
an unending variety of socialist fallacies and that "finding the right is
the key to salvation." FEE is making the right both known and preva
lent by launching discussion clubs nationwide, and by providing free lit
erature and speakers to improve understanding of the moral and intel
lectual foundation of a free society.

For more information about starting a discussion club, or joining a
Freeman Club that may already be meeting in your area, write Felix R.
Livingston, Director of Freeman Services, 2814 Hilsdale Harbor Way,
Jacksonville, FL 32216, or call/fax (904) 448-0105.
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ing of FEE products consisting of the monthly journal, The Freeman, as
well as its 410 conservative and libertarian books listed in the FEE cat
alogue.

Compensation the best in the industry. Call to apply and fax resume
with references to Hans F. Sennholz. Tel.: (914) 591-7230;
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