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If you want to get and keep
GOVERNMENT OUT OF__

BUSINESS...

No enlightened businessman
would question the value of our
free enterprise system. Rather, he
supports present non-partisan
efforts to get and keep the govern-
ment out of unnecessary competi-
tion with private business.

The Hoover Commission, the
Chamber of Commerce of the
United States, the Transportation
Associationof America,and others
are participating in efforts to
reduce parcel post competition
with private transportation enter-
prises. Opposed to these wisely
conceived efforts are a relatively

few business interests seeking tax-
payer subsidies on their shipping
costs—willing to compromise
their beliefs in free enterprise for
this special gain.

“TheTruth About Parcel Post’’
available free on request, tells a
story of importance to everyone
who really believes in free enter-
prise.

For those who value the princi-
ples of private enterprise and wish
to knowmore about unfair govern-
ment competition with private
business—this booklet is ‘“‘must’’
reading.

For a copy of ‘““The Truth,” address
The Public Relations Division

RAILWAY EXPRESS AGENCY

219 East 42nd Street, New York 17, N. Y.

A PRIVATE ENTERPRISE IN THE PUBLIC SERVICE




Free-Market

Farming

W. M. Curtiss

N ECONOMIST of national

reputation once told me:
“The trouble with agriculture is
that it is a decadent business.”
This came as something of a shock
to one who had been raised on a
good Illinois farm, attended an
agricultural college, operated a
farm for a time, and who had
dedicated his life to teaching and
research in the field of agricul-
ture. Isn’t food the first essential
to life? Haven't people, through
the ages, given up almost every-
thing else rather than go hungry?
Then how could the production of
food be a decadent occupation?

I think I know now what this
economist meant, although I be-
lieve he chose an unfortunate
word to describe what has hap-
pened to agriculture in this coun-
try. True, the proportion of the
population engaged in farming
has declined; but if decadence
means retrogression or deteriora-
tion, then it simply doesn't fit.

An economic remedy for
a political headache

The “farm problem” in varying
stages of acuteness has been with
us now for some 30 years, Not
that farmers haven't had prob-
lems since the beginning of farm-
ing. But agriculture became
clothed with the dignity of a na-
tional issue when the government
began trying to do something to
correct the plight of farmers. To
a lesser extent, of course, the
farm problem goes back to the
Grange movement, the free silver
question, the tariff issue, and
others. But the farm problem as
we think of it today had its origin
with the Farm Bloe, the McNary-
Haugen Bill, and the Federal
Farm Board of the 1920’s. Since
then, so many things have been
done to alleviate the farm prob-
lem that most of us are greatly
confused about just what is go-
ing on in agriculture. Contribut-
ing to the confusion is the mix-
ture of politics and economics until
it is almost impossible to separate

Dy. Curtiss is a member of the sioff of the Foundation for Ecomemic Education.
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them. It is difficult to see the for-
est for the trees. Needed is a
bird’s-eye view of agriculture in
relation to the whole economy.

Following the Revolutionary
War, farmers made up 96 per cent
of the population. It was subsist-
ence farming. Practically every
member of the family worked
from sun to sun to produce the
food, clothing, and shelter essen-
tial to a meager living. A small
part of the farm production, in
excess of the family requirements,
could be traded with the few mer-
chants in the villages for imported
articles and some of the “luxu-
ries” of life. Thus, at that time,
farmers produced food and fiber
primarily for themselves with just
a little left over for a few non-
farmers.

This subsistence way of living
was typical of most of the world
before the industrial revolution
and still exists in vast areas.
Nearly half of the world’s popula-
tion lives in countries where about
three-fourths of the workers are
farmers. But in the United States
today, instead of 96 per cent of
the population, farm households
make up less than 12 per cent of
the total. Instead of a farm family
producing barely enough food and
fiber for its own needs, the typical
modern farm yields enough for its
own and eight other households.
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This increasing efficiency of agri-
culture has a very important bear-
ing on the farm problem and on
the economy in general.

r

FHE CURRENT farm problem is
said to be a matter of surpluses —
some seven billion dollars worth
of farm commodities which the
government either owns or holds
under loan. As a result of the
careless use of the term “surplus,”
we are expected to believe that
the farm problem exists because
there are “too many farmers” or
“farmers produce more than we
need.”

Actually, the surplus exists only
because the government has tink-
ered with the market mechanism.
Prices for commodities have been
set above where a free market
would set them; there is insuffi-
cient demand at those prices to
move the available supply. As a
result, stocks have accumulated.

We witnessed the same phenom-
enon, in reverse, in wartime. The
government set prices on some
commodities below where a free
market would have placed them
and an immediate ‘“scarcity”
arose. That forcible displacement
of the market as a method of allo-
cating commodities necessitated
direct rationing or other forms of
allocation.

In an economic sense, with a
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free market, the words “surplus”
and “scarcity” simply do not ex-
ist. Only when the market is tam-
pered with — when prices are set
either too high or too low — do
we find surpluses or scarcities.
Unless we first recognize that the
farm problem is basically a gov-
ernment-made pricing problem re-
sulting from tinkering with the
free market, then we are fairly
certain to come up with a faulty
solution.

One need cite only one example
to show how government controls
can raise havoc with a major seg-
ment of farm production. Before
the last war, the United States
exported about half of its cotton
crop annually. Nearly one-fourth
of the world’s exports of cotton
were supplied by this country. We
have lost a substantial part of the
world market because our prices
were fixed by government above
the world market price.

While thus arbitrarily withdraw-
ing from world markets, we have
directly stimulated cotton produc-
tion elsewhere in the world. This
has occurred in Mexico, Argen-
tina, Turkey, and other nations, in
part financed by United States
government loans.

To make matters worse, this
has come at a time of growing
technology in the development of
synthetic substitutes for cotton
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fibers. Such developments are
praiseworthy and would no doubt
have come in a free market, but
they received an uneconomic
stimulus because of cotton price-
support programs.

A result of this fiasco is that we
now find ourselves with excess
carry-over equal to one year’s
crop of cotton in government
warehouses. Aside from its eco-
nomic consequences, this consti-
tutes an international political
football.

One could supply further illus-
trations with wheat and other
products. For example, we have
witnessed the per capita consump-
tion of butter in this country cut
in half in a few years. Many fac-
tors have contributed to the rise
in the consumption of other edible
fats but part of the blame must be
laid at the door of government for
pricing butter out of the reach of
consumers and into government
warehouses.

Some argue that farm ‘“‘sur-
pluses” are only a temporary
thing and that with our popula-
tion growing so rapidly, if we can
just hold on for 10 or 20 years,
our population will outrun produc-
tion and surpluses will turn into
gcarcities. Such an argument is
nonsense. The present so-called
surplus production is merely an
artificial situation arising because
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prices are arbitrarily set higher
than the free market will bear.
Even if the population doubled in
ten years — with the present out-
put of food — if prices were then
set higher than the market, there
would still be a surplus,

But farmers are not getting
their “fair share” of the national
income, some say, or they cannot
afford to “live as they should,”
and we must do something to help
them. Indeed the government has
demanded of all taxpayers for
nearly a century that they help
farmers make two blades of grass
grow where only one grew before.
Tax funds have been used for
farm research and education.
Whether in spite of or because of
these subsidies, farmers have be-
come more efficient through better
varieties, better breeds, better
feeding, better cultural practices,
and better mechanization. Com-
pared with 25 years ago, 34 per
cent fewer farmers, working
fewer hours, are now producing
54 per cent more. Truly amazing!
But now it is said that they are
producing too well and something
must be done about it.

WE SHOULD be proud of the in-
creased efficiency of farmers, but
such an accomplishment makes
sense only if the market is left
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free to move this phenomenal
production.

Suppose the framers of our
Constitution had adopted the
“parity” principle for farmers.
Suppose they had set about to
guarantee farmers their “fair
share” of the national product.
Had that happened, the chances
are that 90 per cent of our popu-
lation would still be farmers.
Farm support programs tend to
keep the inefficient farmers on the
farm and to discourage their look-
ing elsewhere for more useful em-
ployment.

The startling fact is that 7 per
cent of our population now pro-
duces 90 per cent of our food
and fiber—an accomplishment
certainly not attributable to the
various farm programs with
which agriculture recently has
been ‘“blessed.” The industrial
revolution, marked in part by in-
creasing farm efficiency, made it
possible for farmers to decrease
proportionately in numbers while
industrial workers increased. Can
you imagine an economy in this
country today with 90 per cent of
the workers on farms? Who would
produce the automobiles, the
transportation, the educational in-
stitutions, the doctors, the thea-
ters, the fine homes, the recrea-
tion, and the arts? One could go
on and on enumerating what we
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consider as making up the high
standard of living we now enjoy.
In an economy with nearly all the
workers on farms, the standard of
living can consist of little more
than food, clothing, and shelter;
and these only in meager amounts.

The solution of the farm prob-
lem depends on a free market for
farm products. True, that would
speed the exodus of farmers to
other occupations — but to the
benefit of all concerned. The high-
cost producers of farm products
would find they could improve
their economic status by working
elsewhere. And now is the best
time for that shift. Historically,
the greatest movement of families
from the farm has come when
jobs were plentiful in the villages
and cities. Only in severely de-
pressed times, such as the 1930’s,
has this movement been reversed.
Who knows — the time may come
when only one worker in 100 will
be needed on the farm. But it
cannot come if we continue to
subsidize inefficient farmers.

Changing one’s occupation is a
highly individual problem and one
which collective planning can only
complicate and confuse. This is as
true for farmers as for school
teachers or grocery store opera-
tors. We all know persons who
prefer remaining in an occupation
even though they might do better
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economically by changing jobs.
One often observes an elderly cou-
ple operating a farm years after
it has ceased to be profitable. That
should be their privilege if it is
their individual decision and if
others are not forced by govern-
mental action to become partners
with them. The rising generation
of young people from such farms
may find what appear to them to
be better opportunities elsewhere.

A SIZEABLE group of persons con-
cerned with the farm problem
believe that agriculture must be
“protected” or subsidized because
of a powerful organized labor
force or because industry is ‘“pro-
tected.” This group seems to be-
lieve that the solution to a little
socialism is total socialism. They
seem willing to set up a socialized
agriculture just because the econ-
omy is not completely free else-
where. As one writer stated: “It
is an axiom of economic history
that an unsubsidized business can-
not compete with a subsidized
one.” That statement demands
careful inspection.

Assume, for example, that labor
is organized and able to command
wages higher than would prevail
in a free market. Assume that this
results in higher priced tractors
or trucks or other needed farm
equipment. Assume that some
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items of a farmer’s cost of pro-
duction are higher than they
would be otherwise because they
are produced behind a tariff wall
or some other trade restraint.
Does this mean that farmers can-
not meet these higher costs ex-
cept as they receive guaranteed
prices set above a free market or
as they receive direct subsidies?
Not at all!

If farmers’ costs of production
rise, regardless of the reasons,
and incomes do not rise to offset
them, then this is a signal to some
of them to turn to a more profita-
ble occupation. It may be a signal
to others to try to produce more
efficiently — to use more machin-
ery, or more fertilizer, or expand
their acreage or otherwise meet
the rising costs.

People will buy food. They will
pay as much as necessary to get
what they need. This demand will
bring out the needed production,
assuring enough farmers a satis-
factory price to produce it. This is
not to say that all of the farmers
will be perfectly happy with the
situation; but those who feel most
unhappy about it will turn else-
where.

This is in no way a defense of
labor monopolies, subsidies, or
special privileges of any sort for
any person or group. It is merely
to say that a free agriculture can
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exist and prosper alongside these
evils. The evil effects of “protect-
ed” industry and labor monopoly
will be felt throughout the econ-
omy generally, but no more by
farmers than by others.

SOME PERSONS worry that, with
a free market for agricultural
products, only the most efficient
farmers can stay in business. Ac-
tually, 40 per cent of the present
farms account for about 90 per
cent of total sales of farm prod-
ucts. The remaining 60 per cent
include many farms that are too
small, or the operators lack suffi-
cient capital or experience to be
efficient in the modern ways of
farming. These farms produce
very little for sale and the owners
are often part-time farmers. Last
year, work off the farm accounted
for nearly 6 billion dollars of a
total net income of 20 billion dol-
lars received by persons living on
farms.

With the decentralization of in-
dustry — expansion into small
cities and villages in rural areas
— there never was a better time
for persons living on farms to find
profitable employment off the
farm.

Suppose we revert to a free
market for agricultural commodi-
ties. Wouldn’t the change cause
tremendous hardship? Of course,
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there would be problems for indi-
vidual farmers. Some would find
they could no longer remain farm-
ers. But that process has been go-
ing on for decades and accounts
for our economic progress. Ad-
mittedly, it would be difficult to
correct mistakes that have been
pyramiding for 30 years.

The growing efficiency of com-
mercial farms develops in spite of
recent government programs.
With mechanization, family farms
have increased in size by absorb-
ing the less efficient farms around
them, About one-third of all
farms and tracts sold in the past
year were bought for farm en-
largement. This healthy trend can
continue to the benefit of commer-
cial farmers and consumers. Even
the farmers who sell may benefit
from finding more profitable em-
ployment elsewhere and from an
improved economy generally. This
is not a program to force small
farmers off the land — of “plow-
ing the farmer under.” Far from
it! It would merely give farmers
the opportunity to decide for
themselves, free from coercion,
what course to take in their own
best interest.

Trying to live with the present
7 billion dollars of “surplus” farm
commodities is indeed a grave and
staggering political problem. The
government owns or holds under
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loan more than $10 worth of cot-
ton for every inhabitant of the
country. All surplus farm com-
modities amount to more than $40
worth for each person and about
$1,400 worth for each farmer.

A SOBER conviction is spreading
among thoughtful persons that
the disposal of the surpluses on
hand calls for economic rather
than political action. The solution
calls for transfer of these accumu-
lated stocks to private ownership
and control. The method is to al-
low prices to find the level the
free market will bear. It seems
likely that supplies in government
stockpiles have quite as depress-
ing an effect on market prices as
though the goods had never been
withdrawn from private owner-
ship. Refusal to accept this fact
serves merely to aggravate and
prolong the farm problem.

To the extent that there is need
for any of the surplus commodi-
ties now in government hands, en-
terprising private investors, in-
cluding farmers, would be glad to
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purchase and hold these supplies.
Competition between them would
preclude anything like a total col-
lapse of farm price structures
should the government release its
holdings,

Restoring the free market to
farm products at a time of un-
precedented industrial activity in
this country would benefit nearly
everyone. Taxpayers (and who
isn’t?) would avoid the stagger-
ing cost of purchasing and storing
commodities; marginal and sub-
marginal farmers would be in-
duced to seek more profitable em-
ployment off the farm; commer-
cial farmers could go back to pro-
ducing for a market they know
exists; and the entire economy
could once more get back to a
steadily rising productivity, ben-
eficial to everyone.

For nearly 30 years, we have
tried political schemes of all sorts
to solve the farm problem. It is
time to try a plan that we know
will work — one that has been
time tested over nearly a century
and a half — a free market for
agricultural products.

A Proven Failure
THE POLITICAL approach to the solution of farm problems is
a proven failure. The way to improve farm income and farm
prices is to reduce, not increase, government interference in the
pricing and production of farm commodities.

CHARLES B. SHUMAN, President of the Ameri-
can Farm Bureau Federation, December 13, 1955



The Single Plank Party
¢¢\VOU FELLOWS,” say the

interventionists, ‘‘don’t
know what you want. You are al-
ways against, never for, anything.
And you are often in disagree-
ment as to what you are against.
Some of you are against tariffs;
others are not. You all talk about
the free economy and small gov-
ernment, but you never agree on
what limits you would put on gov-
ernment powers and on what its
function should be in a free econ-
omy. A few among you would go
so far as to abolish public schools,
which you c¢all government
schools, and there is a fraction
among you who sound like nihil-
ists. Why don’t you libertarians
get together on a common and
positive program?”’

Thus do our ideological oppo-
nents twit us for our lack of con-
formity and purposiveness. One
could easily reply that conformity
is characteristic of life in a pris-
on where the inmates are united
on the single purpose of getting

out. Or, one could point out that
the interventionists are not quite
in agreement on the degree of in-
terventionism they want, ranging
from middle-of-the-road socialism
to outright communism. But,
while such rebuttal is good for
debate, it fails to establish the
very affirmative position of all lib-
ertarians, a position that is far
more positive than that held by
all socialists, except the ones who
call themselves communists.

To put it sucecinctly, the liber-
tarians, no matter how much they
may differ on the details of at-
tainment or on the minutiae of
doctrine, are all for freedom.
What can be more positive than
that? The differences that arise
among libertarians stem from the
barriers to freedom that have
been erected by the intervention-
ists; a few of us would throw cau-
tion to the winds and tear these
barriers down without further
ado; but most of us recognize that
the cure, in the short run, might
be worse than the disease, and are
willing to contend for position
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after position. We will take states’
rights, for instance, not because
that is in itself a guarantee of
freedom, since the individual
states can do all the socialistic
things the federal government can
do, but because state governments
are restrained from going too far
by the fear of emigration to other
states. We are for any reduction
in taxes, no matter how small, and
no matter which segment of soci-
ety is favored, simply because we
know that the degree of interven-
tionism is determined by the reve-
nues of the government, Some of
us may take a position on current
issues as a matter of tactics, even
if that seems to entail a compro-
mise of principle; but the ultimate
goal of freedom is never lost sight
of by any libertarian worth his
salt.

The singleness of purpose
among libertarians is underlined
by their theme: free enterprise
and limited government., While
this seems to be a double plank in
the platform, the fact is that it is
really one. A government of strict-
ly delimited powers is unable to
do much in the way of interven-
tionism. If our government were
under restraint of the Constitu-
tion, as originally conceived, es-
pecially as to its power of taxa-
tion, it could not engage in enter-
prises in direct competition with
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private companies; it could not in-
terfere with the price mechanism;
it could not rear giant monopo-
lies and grant many privileges to
special groups. Thus, it is a re-
dundancy to speak of the free
market and limited government.
Given a limited government, the
free market, which is in the na-
ture of things, would follow as a
matter of course. It is the regu-
lated market that needs strong
government,

Limited government — a gov-
ernment confined to the primary
function of protecting life and
property — is the one and only
plank in the platform of libertar-
ianism. And it is one that equates
perfectly with the ideal of free-
dom, which all libertarians are
for. Can the socialists claim such
singleness and positiveness of pur-
pose? That which is described as
negativeness is simply our opposi-
tion to the investment of govern-
ment with more and more power,
and the consequent degradation of
the individual to a condition of
servitude. But we certainly know
what we want — freedom to act
as we please, creatively.

* * *

Merchants in Mass Murder

WHAT IS THE CAUSE of war?
There have been a number of an-
swers to that question, but the one
that comes to mind as we read the
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current newspapers is the answer
that was widely accepted as final
and irrefutable only a few years
ago. War is caused, said these di-
agnosticians, by the profit motive;
by implication, the whole capital-
istic system is to blame. This ver-
dict was spelled out in great detail
in a book that was a “best seller”
in the early part of the century. It
was entitled War What For, and
its socialistic burden was that
profit-hungry munition makers
were back of every international
conflict.

We now find that the USSR, a
socialist country, is supplying
arms to Egypt, while a capitalistic
country, the U. S., is either selling
or giving munitions to a rival na-
tion, Israel. It is not quite clear
from the newspaper dispatches
just what is going on, sales or
gifts, but it is a certainty that the
agents in these operations are not
private citizens prowling for pro-
fits; they are governments, osten-
sibly looking after the interests of
their respective nationals.

The question as to the cause of
war is therefore reopened, The so-
cialistic answer is definitely dis-
proven. It would seem from recent
developments that the answer lies
somewhere in the field of politics,
that the natural habitat of the
seed of war is the political estab-
lishment.
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Inviolate Private Property

NOT EVERYTHING you have may
be seized by the government.
There are some things that the
tax collector is restrained from
appropriating if you fail to pay
your taxes. In Section 64 of the
Internal Revenue Code of 1954,
you are told what specific items of
property are held to be inviolate,
as follows :

(a) Enumeration — There shall
be exempt from levy —

(1) Wearing Apparel and
Schoolbooks — Such items of
wearing apparel and such
school books as are necessary
for the taxpayer or for mem-
bers of his family;

(2) Fuel, Provisions, Furni-
ture, and Personal Effects—I1f
the taxpayer is the head of a
family, so much of the fuel,
provisions, furniture, and per-
sonal effects in his household,
and of the arms for personal
use, livestock, and poultry of
the taxpayer, as does not ex-
ceed $500 in value;

3) Books and Tools of a
Trade, Business or Profession
— So many of the books and
tools necessary for the trade,
business, or profession of the
taxpayer as do not exceed in
the aggregate $250 in value.

Subsection (b) tells how the of-
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ficer “seizing property of the type
described in subsection (a) shall
appraise and set aside to the own-
er the amount of such property de-
clared to be exempt.” The owner
may appeal the evaluation. Then
follows the statement which spells
out the prior lien of the govern-
ment on all other property:

(¢) No Other Property Exempt —
Notwithstanding any other
law of the United States, no
property or rights to property
shall be exempt from levy
other than the property spe-
cifically made exempt by sub-
section (a).

There is no guarantee that
these exemptions cannot be can-
celed out. The government that
sets the limits on its own right of
seizure may withdraw these lim-
its; it has the power to do so.

* * *

New Meanings in Old Words

IN A RECENT editorial (on the
departure of Clement Attlee from
leadership of the Labor Party)
the New York Times infers that
the Welfare State is not inconsist-
ent with “democracy and free-
dom.” This calls for some tall
thinking in the field of philology,
modern style.

The Welfare State is a political
organization which undertakes to
look after the material (and, in-
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ferentially, the cultural) welfare
of its subjects. They become its
wards. To carry out its guardian-
ship, the political organization
must be possessed of distributable
wealth. Since it has none of its
own, and has no competence as a
producer of wealth, it must have
power to confiscate whatever is
produced within the area over
which it exercises control. Admit-
tedly, the wealth to be distributed
is the result of effort expended by
the wards themselves, and the dis-
tribution is to be made by the po-
litical organization according to a
formula it considers equitable.
But this negates any prerogative
the producer may claim in either
his labor or the product of his la-
bor; for, if the individual is to ex-
ercise any such prerogative, in the
choice of occupation or in the pri-
vate enjoyment of his output, the
welfare program would be viti-
ated.

In short, the Welfare State
rests on the proposition that the
individual has no absolute right in
private property or, as a conse-
quence, in the pursuit of happi-
ness. He is not a self-operating
and self-satisfying person, but
only a replaceable accessory of the
mass machine, of which the State
is the controlling factor; he is not
an entity in himgelf, but rather a
drop in the mass. “Democracy” is
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the name now given to this mass
machine, and “freedom” is the
condition of wardship enjoyed by
its component parts. The words
are old, but the meanings are new.

* * *

When Uncle Sam Insures You

NEw ENGLAND governors are
urging the federal government to
go into the flood insurance busi-
ness. If they go after it strenuous-
ly (and enlist the support of the
governor of every state that has a
brook), they will achieve their
purpose; for, because of the way
federal “insurance” operates, the
bureaucrats in Washington are al-
ways in favor of any such project.

Like social security “insurance,”
or veteran’s “insurance,” that pro-
posed by the governors would be
accompanied with taxes. The prop-
aganda would call these taxes
“premiums”; but the fact is that
these payments would be dropped
into the general coffers of the
Treasury where the money would
be available for any and all gov-
ernment expenses. It would be
spent with the wusual alacrity.
Then the government would set up
a “reserve fund,” consisting of its
own bonds in an amount equal to
the flood “insurance” tax receipts.
The interest on these bonds —
which comes from new taxes —
would be used to pay losses; if
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this interest should not be enough
to indemnify the “insured,” some
of the “reserve” would be liqui-
dated. In short, any government
“insurance” project is merely a
new way of collecting taxes.

* * *

End Result of Political

Unionism

NEWS THAT the new Argentine
government has seized the head-
quarters of the General Confeder-
ation of Labor should give pause
to the politically minded leaders of
the AFL-CIO. Peron came to pow-
er by the support of the GCL. The
pay-off, of course, was the grant-
ing of special privileges to the
leaders of the organization. The
cost of these privileges, plus the
rulers’ personal loot, was borne
by the taxpayers. But, when Juan
was kicked out by the military,
the GCL lost its position as a
prime political factor and there
was no need to coddle its leaders.
Their day is done, proving that
the strong government our own
labor leaders aim to erect may
boomerang and leave them in a
most unenviable position. Mean-
while, the dues-paying workers,
the “shirtless ones,” are just
where they always are under po-
litical conditions: they get wages
for work performed — and pay
taxes.



VERY individual tries to econ-
omize his energies by satis-
fying his needs and desires with a
minimum of effort — within the
limits of his ethical code.

The urge to achieve better re-
sults with less effort accounts for
all inventions, including that most
fundamental of all labor-saving
devices, the market — a name
given to the basic human institu-
tion which permits division of la-
bor, specialization, and the ex-
change of goods and services. Hu-
man achievement in fields of reli-
gion, art, knowledge, and science
is possible to the degree that man
finds ways to do what he does best
and then trades the result for the
specialties of other men.

Thus each man draws upon the
specialized output of every other
man as the most efficient way of
meeting his own varied needs. The
market process conserves energy;
and if this surplus energy is used
creatively, civilization is a by-
product of it.

This same tendency to minimize

E. A. Opitz

effort drives many persons to
practice a kind of black magic;
they seek to control other people
by means of the political agency
and thus obtain economic goods
without working for them. That
is to say, they regard their fellows
as natural hosts for their parasit-
ic or predatory tactics. Instead of
satisfying their wants through
their own productive efforts, they
expropriate the property of
others.

Robbery is a labor-saving device
for a few, though it has its obvi-
ous limitations. Accumulation is
necessary before there is even a
temptation to rob. And there is no
accumulation unless men have ac-
cess to the primary labor-saving
device, the market. Without a
market, if such a situation could
be imagined, men would live a
hand to mouth existence and
nothing would be left over to
steal.

Some men have employed rob-
bery as a labor saver ever since
the dawn of history. They so em-

Myr. Opitz is a member of the staff of the Foundation for Econemic Education.



1956

ploy it today. Men are prompted
to steal by a perversion of the
same good impulse to conserve en-
ergy which leads them to invent
other labor-saving devices. But
good impulses, if they are not to
go astray, need to be harnessed to
good ethics and good sense.

The robber, once established in
his profession, feels the pull of
progress and yearns to streamline
his methods, just like the for-
ward-looking members of the more
respectable trades. He does not
contemplate anything like person-
al reformation. To work for what
he wants instead of hijacking the
fruits of others’ labor would stain
the professional honor. But with
the general refinement of moral
values, barefaced robbery comes
into conflict with the code of the
tribe — and also runs up against
the group’s constabulary. For it is
just as natural for the producer to
police the routes of trade as it is
for the nonproducer to raid them.
With the constabulary in action,
the independent robber has to use
so much energy defending himself
against the hostility his acts
arouse that robbery ceases to be
a labor-saving expedient.

P ROFESSIONAL robbery was in
danger of becoming a lost art,
but the primordial human urge to
get maximum return for mini-
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mum effort gave it new life by
legalizing it.

In order to restore robbery’s
labor-saving advantages, the pred-
ator and parasite had to effect an
alliance with the constabulary.
They went about this by setting
up a political agency composed of
two partners: those who hold pub-
lic office and control the apparatus
of coercion, and those private citi-
zens who appear to benefit by the
exercise of political power. The
seeming benefits in this arrange-
ment are material; they consist of
special privileges—political grants
to some at the expense of others.
All are taxed; a few are subsi-
dized. The political racketeer sells
“protection” to the producers who
are his victims, promising that
they won’t be robbed by foreign-
ers, nor by natives other than
himself, and then only at regular
intervals. As part of the deal, the
victims are given back a tiny frac-
tion of what they have given up,
in the form of “public benefits.”

These “public benefits” seem to
appear as if by magic, black mag-
ic. In the eyes of many people, po-
litical alchemy does what the phi-
losopher’s stone could not do; it
waves a wand and housing devel-
opments, dams, and power plants
appear; it waves a contract, and
lo, an industry is built on it; it ut-
ters the incantation, “parity,” and
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the country is buried under eggs,
wheat, potatoes, and butter. If
this is not black magic, what is
it?

It has all the outward signs of
magic or legerdemain. And the
art of legerdemain, as Houdini
used to say, is nine-tenths distrac-
tion — the rest is mere jugglery.
The hand is not quicker than the
eye; unless the hand can palm the
card during the instant when the
eye is elsewhere, the illusion fails.

The same is true of contempo-
rary political acivities. As long as
the public can be kept distracted
by having its eyes glued to the lat-
est political marvel — a dam, a
federal housing project, or what-
ever — the real political game
goes on, just as it has since time
began. The things which go un-
noticed are artful elaborations of
the primitive labor-saving device
of robbery. What is seen is the
new housing or hydro-electric
project; not seen is the clothing,
food, education, or whatnot that
citizens would be enjoying now if
their means of obtaining them
had not been taxed away for polit-
ical handouts.

The political action which re-
sults in a dam or a pyramid or an
office building is not the creation
of wealth out of nothing by politi-
cal alchemy ; to the contrary. Such
action directs attention away from
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the incalculable loss of wealth
which it necessarily entails. The
arithmetical sum of all monies
taxed away from producers is a
poor measure of this loss, for two
reasons. In the first place, a huge
percentage of the total is con-
sumed by the partners of this po-
litical agency in mnonproductive
ways. And secondly, if all personal
earnings were put to creative use
through voluntary exchange — in-
stead of being drained off into
pyramid-building or its equivalent
—the increase in the total amount
of wealth available for distribu-
tion would be enormous.

MEN ARE NOT angels; their ac-
tions will always deviate to some
extent from their principles. But
this is no excuse for erecting
the deviations from principle into
a solemn high philosophy of soci-
ety. The natural impulse to satisfy
desires along the line of least re-
sistance leads some people into ef-
forts to get something for nothing
—which is what black magic really
is. But the kind of a universe we
live in will not long deliver if it
is approached on these terms.
Black magic may appear to work
for a time, but there is a natural
balance in things which assures
that they will not be mismanaged
long, Nature will not tolerate dis-
order; God is not mocked.
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ACH person tends to satisfy

his desires along the lines of
least resistance. Those who really
believe outright thievery or spoli-
ation (political plunder) to be im-
moral are thereby bound to reject
such so-called easy means to their
ends. Why? They recognize that
any injustice done others will
backfire. To condone injustice is
to endorse an evil principle — as
applicable to oneself as to others
— and such a system adds to the
difficulty of all.

These persons with their moral
scruples have not, however, cut
themselves off from their daily
bread but, on the contrary, have
found that strict adherence to jus-
tice and good morals is the easiest
way to satisfy basic needs. They
have come upon one of the most
remarkable material phenomena
in all history, a veritable white
magic: Simply leave everybody
free toact creatively amd in mo
way inhibit their exchanges! They
have found this to be the line of
least resistance, the manner of
satisfying their desires with the
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Leonard E. Read

most economical use of their own
energies. They have discovered an
intelligence.

Example: A 1955 dishwasher!
Not one person on earth possesses
enough knowledge to make one,
vet we possess them by the mil-
lions. If this isn't magic, what
then can magic be?

To fully appreciate the efficacy
of white magic in the economic
area, one needs but turn the clock
back to the beginning of the cen-
tury, cast oneself in that period,
and pose several simple questions:
1. Given a description of the per-

formance and style of a 1955

car, how would I go about mak-

ing it a reality ?

2. What if someone were to give
me the commission of develop-
ing a gadget that would carry
the human voice in a fraction
of a second over the face of the
earth? Could I deliver?

3. Suppose travelers of the future
were to say, “Build a winged
thing that will transport more
than 100 passengers from Se-
attle to Washington, D. C,, in

My, Read is President of the Foundation for Economic Bducation.
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less than four hours.” Could 1
meet the challenge?

4, A voice from the 1950’s
speaks: “We are the airlines of
the world. Figure out how a
man on the ground can iden-
tify our planes in the air —
through darkness, fog, rain,
sleet, snow — speak to their
pilots ten or twenty miles
away, tell them precisely where
they are, and guide them to a
runway with a tolerance of ten
feet.” What would I answer?

5. Families in millions of homes
ask, “Can you perfect an instru-
ment that will permit us in our
living rooms to witness a pres-
idential inauguration or a foot-
ball game or a stage perform-
ance while it is going on ?”

6. Can the human voice be ampli-
fied by power from the sun?
How are we to minimize the
ravages of pneumonia? Can
clothing be made from sand?

The questions could be endless.
And the answers by any one per-
son, in 1900, or at any later time,
would have been substantially the
same, “I do not know. I cannot de-
liver. This that you ask is beyond
my power.”

No one of the above accomplish-
ments, all commonplace today, re-
sulted from the ingenuity of any
single person. All of these and
numberless similar advances came
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about in a better climate of free-
dom than existed elsewhere — and
they came as if by magic. The tel-
ephone is a good example of this
miracle. Pick up the receiver and
instantly there flow to one’s serv-
ices the creative energies of Alex-
ander Graham Bell, of tens
of thousands of scientists, engi-
neers, metallurgists, technicians,
linemen, operators, miners, woods-
men, and countless others — cre-
ative energies flowing and ex-
changing through space and time
to the waving of one’s own wand
— that one may communicate with
whomever one pleases across the
nation in a matter of seconds!

Why does this qualify as white
magic? Because of the unimagin-
able results that flow from leaving
all others free to act creatively as
they please and to exchange their
insights or their thoughts or their
products with whomever they
choose. This market process of
reciprocity and mutuality affords
each person a vested interest in
seeing that others are unmolested
and unhandicapped, that no one
minds anyone else’s business, and
that society’s legal apparatus is
confined to the inhibition of de-
structive energies.

White magic? I, for instance,
devote myself to writing and talk-
ing. Yet, I am able to exchange my
services for food, shelter, heat,
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clothing, transportation, literature
— a daily and miraculous abun-
dance that could not be produced
by me in thousands of years, Im-
agine one person, doing so little,
yvet being able to obtain in willing
exchange the services of millions
of people! White magic literally
serves as a means to higher ends
by freeing me from the arduous
confinement of wholly waiting on
myself.

The alchemist’s dream of turn-
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So far has this white magic ad-
vanced that the production of dia-
monds synthetically scarcely re-
ceived a press notice.

It has long been known that any
general upgrading of ideas and in-
sights—things of the intellect and
spirit — requires freedom of
thought and expression, freedom
to create and to exchange. Apply
the same principle to goods and
services and “Presto! As much
abundance as is possible for any

ing lead to gold? It is as nothing. given society.”

Force and Violence

ONE MEASURE of the maturity of human relationships is the degree to
which force and coercion are minimized, suppressed, and avoided. Tyranny
reigned supreme over most of mankind throughout history — tyranny of
the prince, the lord, the king, including the husband over the wife and the
family . . .

The idea of cooperation by voluntary consent has grown slowly. But in
most phases of human life and human relationships it has replaced tyranny,
coercion; and violence . .

When the businessman sells, he faces a voluntary buyer. He aims to sat-
isfy the consumer. When he buys raw materials, fuel, containers, or parts,
he picks and chooses, he evaluates, he weighs. There is no coercion. There
i8 free choice.

The ideal in all human relations is free choice — the mark of maturity.
Economic Intelligence, June 1955. Chamber of Commerce of the United States

IT MAY be argued, and frequently is, that free competition is a ruthless
and cruel process. But it is not nearly so ruthless and cruel as the oppo-
site philosophy, which down through the ages has kept the majority of
people ill-fed, ill-housed, ill-clothed, burdened with crushing taxation, em-

broiled in war, and dying of famine and pestilence.
CHARLES R. SLIGH, JR., President of Sligh Furniture Companies



The Fourth Dimension

Henry Hazlitt

E are heading into our

twenty-third deficit in the
last twenty-six years. In the rich-
est and most productive year in
our history, with the most onerous
taxation we have known until this
decade, our federal revenue still
does not equal our federal spend-
ing. That spending now runs to
about $64 billion a year — 20
times the rate at which we were
spending, say, in 1928. Yet the
Administration professes helpless-
ly that it cannot cut this down. It
is not merely defense but non-
defense spending that is at record
levels. From a hundred directions
come demands for more funds —
for grandiose highway programs,
federal aid to schools, flood con-
trol, more social security, more
aid to the farmers, more foreign
aid. And so on and on.

It now seems futile to criticize
any specific spending program.
For a general delusion has taken
hold of the overwhelming major-
ity of our Washington rulers. This
delusion has been given what
seems to me its most appropriate
name by the European economist,
Wilhelm Roepke. “When demand-
ing assistance from the State,” he
wrote, “people forget that it is a

demand upon the other citizens
merely passed on through the gov-
ernment, but believe they are
making a demand upon a sort of
Fourth Dimension which is sup-
posed to be able to supply the
wants of all and sundry to their
hearts’ content without any indi-
vidual person having to bear the
burden.”

This name for the delusion is
comparatively new. But the delu-
sion itself, and correct descrip-
tions of it, are very old. “The
state,” wrote the French econo-
mist, Frederic Bastiat, a century
ago, “is the great fiction through
which everyone attempts to live
at the expense of everyone else.”
And in 1842 Macaulay declared:
“It is supposed by many that our
rulers possess, somewhere or
other, an inexhaustible storehouse
of all the necessaries and conven-
iences of life, and, from mere
hardheartedness, refuse to dis-
tribute the contents of this maga-
zine among the poor.”

This delusion thrives today as
never before. Every morning our
newspapers report statements that
the government has not yet begun
to meet our highway needs, our
education needs, our farm-support
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needs, our hospitalization and
health needs, and a thousand other
“needs.” The tacit assumption is
always that an increase in govern-
ment spending will meet more of
our total needs than were met be-
fore. But this comes from over-
looking the obvious fact that the
government has not a dollar to
spend on anybody that it does not
take from somebody else. When a
pressure group says, “We demand
that the government should pay
for us,” it is really saying, “We
demand that other people should
pay for us.”

The net result of this process
is that instead of meeting more
of the people’s needs than other-
wise, we actually meet fewer. This
is true for several reasons. In
1829, the poet Robert Southey (who
was a New Dealer a century before
Franklin D. Roosevelt and a
Keynesian a century before
Keynes) wrote that a “liberal ex-
penditure in mnational (public)
works” was “one of the surest
means of promoting national pros-
perity.” Macaulay pointed out in a
blistering retort some reasons why

THE FOURTH DIMENSION 21

public spending is usually less
needful and more wasteful than
private spending.

We may add other reasons. For
every additional dollar that the
government spends, the taxpayers
have cne dollar less to spend. The
situation is worse than this. Tax-
ation erodes the incentives to pro-
duce and earn. It penalizes suc-
cess and the production of mar-
ketable products, often in order
to subsidize continued production
of unmarketable products. It sets
up an army of taxgatherers, tak-
ing them from more productive
work. In the end it meets fewer
real needs than before. People
spend the money they themselves
earn on what they themselves
really want. The government
spends money, not on what the
rest of us want, but on what our
paternalistic bureaucrats think is
good for us.

The delusion of an economic
Fourth Dimension flourishes not
merely through stupidity, but be-
cause there is now an enormous
vested interest in keeping it alive.

Newsweek, November 28, 1955

ADDITIONAL problems initiated and intensified by each new law
almost always exceed the problem which the law was designed
to alleviate in the first place, This could continue until the tax-
payer is extinguished and the government is in complete control.
It has happened several times before in history.

w. C. MULLENDORE, How Government Grows



If There Were No Capitalism

William Henry Chamberlin

(¢TF there were no God it would

be necessary to invent Him.”
Thus the witty and skeptical Vol-
taire’s phrase could also be ap-
plied to the economic system
known as capitalism, often buried
with much pomp and circumstance
by communist, socialist, and as-
sorted left wing theorists, but so
resilient that it will most prob-
ably outlive the memory of most
of its erities.

It is a familiar theory among
collectivists on both sides of the
Atlantie that capitalism is a lux-
ury which only a rich country like
the United States can afford. Ad-
vocates of this theory usually
leave in obscurity the question of
how America became rich in the
first place. They simply assert
dogmatically that poor countries
can become rich only by following
roads with signposts pointing to
communism or socialism.

This line of thought was once
being expounded by the late Har-
old Laski, one of the most per-
suasive of British Laborite spell-
binders. It was very neatly punc-
tured by William Yandell Elliott,

one of Harvard’s few outspokenly
conservative professors.

“Isn’t it a boon to the collectiv-
ist economies of Europe,” said
professor Elliott, “that there is an
individualist economy in the Unit-
ed States with enough surplus
wealth to cover all their deficits
and give them an annual subsidy
of several billion dollars a year?”

Laski was normally quick and
nimble in the cut-and-thrust of de-
bate, But that question left him
gasping for air. There simply was
no convineing retort,

Now the question as to which
economic system an impoverished
nation, struggling for recovery,
can best afford has been put to a
decisive test in Europe. The war
which ended ten years ago left be-
hind an unprecedented amount of
physical destruction because of
the indiscriminate use of bombing
against cities. Vast areas of large
cities were turned into wastelands
of shapeless rubble. Factories,
port installations, railway stations
were special targets of attack.

An outlook that was already
bleak was made still darker by the

Mr, Chamberlin is an editorial contributor to the Wall Street Journal.
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rancorous spirit of the Morgen-
thau Plan which seriously affected
American occupation policy in the
first postwar years. With the con-
templated dismantling of indus-
trial plants and the forbidding of
some industries and the severe
limitation placed on the output of
others there seemed every likeli-
hood that Germany would be re-
duced to a vast sium in the heart
of Europe, dragging down the rest
of the continent in its poverty and
destitution.

EUROPE in 1955 looks like another
planet. The scope and depth and
sweep of the recovery have con-
founded the prophets of gloom
and doom, who seemed to have
only too many arguments on their
side ten years ago. Germany today
is quite unrecognizable.

When 1 visited Munich for the
first time after the war, in 1946,
the city was so wrecked by bomb-
ing that one could hardly make out
the shape and direction of the
principal streets. The physical res-
toration in Munich now is little
short of miraculous, even though
many beautiful medieval and ba-
roque buildings have perished for-
ever, And it is the same story in
Frankfurt, in Hamburg, in all the
cities and towns of West Ger-
many. The old episcopal town of
Wurzburg, up the river Main, east
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of Frankfurt, was so completely
destroyed by war bombings that
it was called “the grave on the
Main.” It was proposed to rebuild
the town on a new site. Now there
are almost as many dwellings in
Wurzburg as there were before
the war. And the city has re-
mained where it was.

“It is remarkable how fastidi-
ous people are becoming,” said a
Frankfurt banker. “In the last
years of the war and the first
years of the occupation they were
glad to get coarse bread and pota-
toes. Now they shop around, dis-
cussing whether Spanish olives or
California olives are better.”

Only a few years ago the new
German mark, created out of thin
air by fiat of the occupation pow-
ers and without gold backing, sold
at a 40 per cent discount on the
Swiss free market. Now the mark
is backed by some three billion
dollars of gold and dollar reserves
and travelers may freely bring the
mark into Germany and take it
out. It has become one of the
hardest currencies in Europe.

Submerged by a tidal wave of
refugees and expellees, people who
had fled from their homes or been
driven from their homes in the
eastern provinces of Germany
(now annexed by Poland and the
Soviet Union), in the Sudeten
area of Czechoslovakia, and in
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other German settlements in East-
ern Europe, it seemed that the
Federal Republic might face per-
manent heavy unemployment. But
unemployment has now been re-
duced to a minimum of a few hun-
dred thousand, in a population of
fifty million. In the booming Ruhr,
industrial heart of Germany, there
is a shortage of skilled labor.

Germany is now building new
housing units at the rate of 550,-
000 a year, more than any other
country except the United States.
Wherever there are ruins — re-
mains of war bombing—bulldozers
and other wrecking apparatus are
apt to be on the spot, clearing the
ground for new building.

It would be inaccurate to convey
the impression that Germany has
been transformed into an earthly
paradise. The social and economic
wounds of the war are deep and
some can be healed only after
many years. Although Germany
gives the impression of working
at a feverish pace, there are many
old people, widows, war cripples
who must eke out a living on small
pensions. In spite of the pace of
building, housing is still very
short ; several years will be needed
before the war destruction can be
fully made up, to say nothing of
providing for the needs of a larg-
er population.

But what has been achieved,
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measured against the bleak back-
ground of the end of the war, is
nothing short of miraculous. The
average German with whom one
talks recognizes this. The German
voters placed their stamp of ap-
proval on what has been done
when they gave Chancellor Ade-
nauer a decisive majority over the
Social Democratic opposition in
the election of 1953,

THERE ARE two points of special
interest about this German re-
covery. First,it hasbeenatriumph
for the ideas of capitalism, for the
free market economy over social-
istic planning. The man most iden-
tified with economic policy since
the German recovery began is
chubby dynamic Minister of Eco-
nomics, Ludwig Erhard, a pas-
sionate believer in the ideal of the
competitive free market economy
which he defends with equal en-
ergy against collectivist planners,
rapacious trade unionists, and
monopoly-minded businessmen.

It required no small amount of
courage and determination to
make the big wager on economic
freedom at the beginning of the
German economic revival, in 1948,
There had been nothing like a free
economy in Germany in fifteen
years. Social Democrats at home,
New Dealers in the American and
Laborites in the British occupa-
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tion administration raised warn-
ing voices against the prospective
dire consequences of a scrapping
of wage and price controls. But
these controls and many others
were scrapped and Erhard went
on to throw German markets open
to foreign goods, luxuries as well
as necessities.

Sitting in his office in the Min-
istry of Economics, puffing end-
lessly on Cuban cigars, one of the
fruits of his trade liberalization,
Erhard briefly outlined in a talk
with me last summer the main
lines of Germany’s recovery and
the prospects for the future:

“My first concern was to restore
competition, the urge and the in-
centive to work. Foreign goods ap-
pearing on the market were a spur
to German manufacturers to pro-
duce more efficiently. Freer trade
meant more goods in shop win-
dows, more for people to buy with
the new money. And I was sure
that the more we bought the more
we could and would sell. It seemed
to many a risky thing to bet on
economic freedom. But the bet has
been won,

“Now we would like to see the
widest possible convertibility of
currencies. We have already
dropped most restrictions on the
use of the mark, and we are ready
to make it fully convertible as soon
as Great Britain takes the same
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step with the pound. Of course,
convertibility begins at home. A
currency must be sound, with the
water squeezed out, before it can
stand the test. And there must be
some unity of aim and purpose be-
fore convertibility or more ambi-
tious forms of ‘integrating’ na-
tional economies will work suec-
cessfully. One cannot merge a free
with a planned economy, any more
than one can mix oil with water.”

THE SECOND POINT worth noting
about the economic revival in
West Germany is the tremendous
object lesson which it offers in
the relative merits of individual-
ism and collectivism, when com-
pared with what has happened in
what is officially called the Ger-
man Democratic Republic. This is
the dictatorial socialist-communist
regime installed by force in the
Soviet Zone.

Soviet Foreign Minister Molo-
tov at Geneva expressed much so-
licitude about maintaining ‘“the
social and economic accomplish-
ments” of the workers in the So-
viet Zone. But the effect of these
“accomplishments” has been to
induce over two million people,
sometimes at the risk of their
lives, and always at the price of
losing all their possessions except
what they could carry with them,
to flee to West Germany during



26 THE FREEMAN

the last ten years. To start from
scratch in the overcrowded Feder-
al Republic, where housing is a
desperate problem, looked better
to this host of fugitives than to
endure life under Soviet condi-
tions of political tyranny and eco-
nomic rationing and other hard-
ships. I have traveled extensively
in West Germany on several trips
since the end of the war, and I
have yet to meet one German who
had a favorable impression of con-
ditions in the Soviet Zone,

On my most recent trip, last
summer, I found myself on a train
bound for the Soviet Zone. In my
compartment was a forester with
his wife and child, returning to
his home in the East after a holi-
day in the West. To a question of
how the two regions compared he
replied: “Like day and night.” He
went on to emphasize the vastly
greater quantity and better qual-
ity of goods available in the West,
the fact that most workers could
buy motoreyecles and some automo-
biles, and the freedom from fear
and espionage. He was returning
to the East himself, he said, only
because he hadn’t been able to find
housing in the West.

What makes this German infor-
mal plebiscite especially impres-
sive is that here two sundered
groups of the same people, with
the same former standard of ma-
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terial weli-being and education,
have been living for a decade un-
der two contrasting social and
economic systems. The result: a
difference “as great as day and
night” and a mass migration,
that at times has almost assumed
the proportions of a stampede
from East to West.

IT IS NoOT only in Germany that
capitalism has proved itself a
dynamic motor of economic recov-
ery and progress. In one European
country after another one finds
that the pace and vigor and prom-
ise of the general economic revival
(Europe outside the Iron Curtain
is today far and away more pros-
perous than at any time since the
war) has been in clear and direct
proportion to the degree to which
such socialist measures as ration-
ing, “fair shares” (which are al-
ways very low shares), rigid plan-
ning, and artificially cheap money
have given way to reliance on the
free market, flexible interest rates,
and Iliberalization of international
trade.

The case of Austria deserves
special mention. Here living con-
ditions are better than they were
between the two wars, better than
they have been since the dim, far-
off days when Vienna was the cap-
ital of an empire with fifty million
inhabitants, not of a little moun-
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tain republic with seven million.

Much of the credit for Austria’s
present ability to remove currency
restrictions and straighten out the
chronic deficit in its balance of in-
ternational payments belongs to
the old-fashioned economic medi-
cine prescribed and administered
by Dr, Reinhard Kamitz, Minister
of Finance. It was a popular the-
ory in American foreign aid ad-
ministration circles that Austria
could never pay its way, that some
means would have to be found to
continue subsidies even when
grants to other countries were
terminated.

Then Kamitz stepped into the
picture in 1952 and proved that
there is no help like self-help and
a good deal of virtue in certain
old-fashioned economic remedies.
He set the Austrian currency, the
schilling, at a realistic exchange
rate and pushed through a bal-
anced budget, at the same time
squeezing a good deal of inflation
out of the national economic sys-
tem by stern measures of credit
restriction. There were wails of
protest, caused by a temporary
rise in unemployment., But Kam-
itz, like Erhard in Germany, held
firmly to his course and he has
been abundantly vindicated by lat-
er developments. The low ex-
change rate of the schilling stim-
ulated exports and the potentially
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valuable tourist trade. Invest-
ments at home were made with
more confidence because of the
feeling that the schilling had be-
come ‘“hard” money again. Now
Austria has full, almost over-full
employment, and the index of in-
dustrial output has been going up
substantially from year to year.

It is not only in the free coun-
tries of Europe that capitalism
has proved its pragmatic value as
a stimulus to revival and prog-
ress. The best testimonial to the
proposition that, if it did not ex-
ist, it would have to be invented is
the growing application in com-
munist countries of certain ele-
ments of capitalist technique.

I still remember blinking a lit-
tle in Russia 20 years ago when I
read Karl Marx’s deseription of
the horrors of the piecework
method of payment and then the
glorification of this method in So-
viet newspapers. One of the casu-
alties of the Soviet drive for high-
speed industrialization, along with
the kulak and the private trader,
was the last vestige of Lenin’s
original ideal of substanial mate-
rial equality.

Every conceivable device was
used to stimulate individual ef-
fort: piecework payment for the
workers, bonuses for engineers
and industrial managers. As the
personal income tax in the Soviet
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Union is very low, with a top rate
of 13 per cent, the distribution of
salaries and wages shows greater
variation than in Western coun-
tries. In the collective farm sys-
tem it was found necessary to
leave the peasant at least some
“capitalist’” incentive in the form
of his garden plot and household
animals., A silent “cold war” has
been going on ever since between
the peasants, who wish to devote
most of their time and work to
these personal possessions, and the
state authorities, who want to
make them work harder on the col-
lective farm land.

Last summer I found, on visit-
ing Yugoslavia, a communist
country politically independent of
Moscow, still more acknowledg-
ment of the merits of capitalism,
even of the free market system.
There, collective farming has been
reduced to small proportions be-
cause of the bitter resistance of
the peasants. And a high state
planning official with whom I talk-
ed, Mr. Kiro Gligorov, expressed
preference for indirect methods
of taxation and credit policy over
rigid centralized planning orders.
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Yasha Davicho, an editor of an
economic magazine, and a commu-
nist since his student days, de-
clared: “We are trying to practice
capitalism — but without private
capitalists.”

When the doctrinaire extreme
communism of the Russian civil
war years led to famine on a gi-
gantic scale and the Soviet lead-
ers, militarily victorious, saw
themselves confronted with com-
plete social and economic collapse,
Lenin sounded a retreat to certain
elementary capitalist principles in
his New Economic Policy.

So, in the countries which delib-
erately set out to destroy capital-
ism, as well as in those where it
has survived, more or less eroded
by socialistic and welfare state en-
croachments, there is abundant
evidence that such features of cap-
italism as individual incentive,
stable currency, monetary disci-
pline, and some use of the free
market principle have been found
valuable in keeping industrial pro-
duction going, Capitalism has
proved itself a pretty tough old
bird, even in an age when it has
come in for rough handling.

[N THE last analysis, a thing is not property unless it 1s owned;

and without ownership, there is little incentive to improve it.
HENRY GRADY WEAVER, The Mainspring of Human Progress



High School Economics

Thomas J. Shelly

JTUDENT answers to questions
concerning business practices,
government controls, labor rela-
tions, and other aspects of human
affairs ought to indicate what they
have been taught about economics.
Here are the results of a recent
poll of 1,443 students in 13 high
schools in a typical industrial com-
munity :

56% said owners get too much com-
pared with employees.

56% favored price controls over
competition.

77% believed that, in many indus-
tries, one or two companies are
so large as to constitute vir-
tual monopolies.

71% thought a worker should not
produce all that he can.

66% said that the most practical
way for workers to raise their
living standards was to “get
more of the company’s money”;
only 34 per cent chose the an-

swer: produce more.

549 believed that “the fairest kind

of economic system is one that
takes from each according to
his ability and gives to each
according to his needs.”

56% when asked, “Which has done
most to improve living stand-
ards in this country?” chose or-
ganized labor; 16 per cent said
“business management”; 14
per cent, “government”; 14 per
cent admitted they didn’t know.

76% said that owners, not workers,
get most of the increased out-
put due to new machinery.

The survey showed that many
of the economic opinions of these
high school students were social-
istic, egalitarian, and quite un-
realistic. Apparently most of the
students had not been impressive-
ly exposed to the ideas of free en-
terprise or the results it has
shown.

That teen-agers give socialistic
answers to questions of economics
is an indication of serious neglect
of homework — by their parents,
that is.

Another interpretation of the

Mr, Shelly is a member of the staff of the Foundation for Ecomomic Education.
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results of the survey might be
that the boys and girls, having
nothing else to go by, were influ-
enced by their teacher’s opinions
— that their answers reflected in-
doctrination. Undoubtedly, that
sort of thing sometimes happens
in our educational institutions,
whether done deliberately or sim-
ply through the teacher’s own lack
of economic understanding.

A further reason why so many
high school students know so
many wrong answers to economic
problems may lie in the poor qual-
ity of the textbooks that teachers
must use, Evidence to that effect
is revealed in an experiment by
the Foundation for Economic Ed-
ucation.

During the 1954-1955 school
year, the Foundation offered to
send the following books, on re-
quest, to high school principals
and teachers:

o Understanding Our Free Econ-
omy, a textbook by Fairchild
and Shelly

® FEconomics in One Lesson by
Henry Hazlitt, and Study Guide
by Thomas J. Shelly

e Essays on Liberty, a collection
of treatises published by the
Foundation, and Study Guide by
Thomas J. Shelly
The Fairchild-Shelly text car-

ries its own study questions at the

end of each chapter. The other
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books were supplemented with
study guides designed to help the
teacher present the ideas. All
these books approach the subject
of economics in the tradition of
competitive private enterprise.

Altogether, 5,079 principals and
teachers requested 6,232 copies of
the books offered. After several
months, the recipients were asked
their opinions of the books and
what use they were making of
them. More than a third of them
have replied to date. Of the first
1,300 replies only 14 were nega-
tive; those teachers did not like
the books. All the others respond-
ed more or less enthusiastically.

In some cases, where the prin-
cipals or teachers were able to do
so, the books are being used as
classroom texts; this practice is
not extensive because the selection
of textbooks is often the preroga-
tive of state, county, or district
high school boards. But, in prac-
tically every case the teachers are
recommending the books for col-
lateral reading.

It should be remembered that
economics as a separate discipline
is not generally included in high
school curricula; it is wusually
merged with other subjects in a
course called “social studies.”
Hence, books on economics must
come into study by the side door,
so to speak.
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This experiment reveals no gen-
eral prejudice among high school
teachers against the free econ-
omy ; a number of the letters point
rather to an unfamiliarity with it,
and to an interest in finding out
more about it. It is true that the
most widely used textbooks, to
which the teachers were exposed
in their college days, stress egali-
tarian ideas and the need of gov-
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ernment intervention. But it is
not true that all teachers have
fully accepted these ideas or the
ideology of which they form a
part. The minds of a large number
of them are open. They are willing
to learn. Their greatest need is for
more and better tools — a body of
literature explaining the superior-
ity of the free market over other
so-called economic systems.

K 8,

Democracy

The second definition, rather than contradicting
the first, appears only to acknowledge that
democracy is now with us.

Army Definition, 1928:

Democracy. A government of the masses. Authority derived
through mass meeting or any other forms of “direct” expression.
Results in mobocracy. Attitude toward property is communistic
— negating property rights. Attitude toward law is that the will
of the majority shall regulate, whether it be based upon delibera-
tion or governed by passion, prejudice, and impulse, without re-
straint or regard to consequences. Results in demagogism,
license, agitation, discontent, anarchy.

United States Army Training Manual, No. 2000-25, 1928, p. 91

Army Definition, 1952:

Meaning of Democracy. Because the United States is a democ-
racy, the majority of the people decide how our government will
be organized and run — and that includes the Army, Navy, and
Air Force. The people do this by electing representatives, and
these men and women then carry out the wishes of the people.

The Soldier's Guide, Department of the Army
Field Manual, FM 21-13, June 1952, p. 69



The Longer We Live

Allen W. Rucker

HE DIFFICULTY of satisfy-
ing immediate needs during
our working lives leaves many of
us with little time to think of the
economic challenge of retirement.
But the challenge stands.

Just now the senior citizens of
the United States number more
than 12.5 million; population ex-
perts tell us that by 1975 our
number will be 21 million. If that
number of us oldsters then expect
an average yearly income equiva-
lent to the present per capita fig-
ure—about $2200—our total claim
would exceed $46 billion, an
amount greater than current an-
nual expenditures for national de-
fense.

But our senior citizens are not,
and will never be, the sole claim-
ants to our production of food,
clothing, housing, and other eco-
nomic goods. Today, there are
about 44 million dependent chil-
dren in the United States. Should
present high birth rates continue
to 1975, we then would have ap-
proximately 75 million youngsters
under 15 years of age.

So, there stands the challenge.

Simultaneously rising longevity
and birth rates mean that for
some time to come the proportion
of dependents in our population
will be rising. Qur working popu-
lation, especially those between
the most productive ages of 20
and 50, will not begin to grow in
proportion to total population for
at least another decade, if then.

We must remember that all the
people who will go to work in the
next 20 years have already been
born. Also, there is constant pres-
sure to reduce working hours per
person, In other words, we face at
least 10 and perhaps 20 or more
years in which productive man-
hours, relative to total population,
will be definitely below past expe-
rience.

That forces our attention to-
ward increasing the other great
factor of production—the quality
and quantity of tools or capital—
at a faster rate than the 3 per
cent annual average of the past
40 years. The more far-sighted
industrial leaders see the problem.
But far too few industrialists and
far too few other citizens are yet

Mr. Rucker is President of The Eddy-Rucker-Nickels Company, Management Consultants.
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aware of the tremendous need for
accelerated capital investment to
meet the economic challenge of a
population loaded with youngsters
and oldsters.

Here is a field of interest and
personal endeavor in which our
citizens, especially our senior citi-
zens, may well enter — even if
only to show, demonstrate, and ed-
ucate young and old alike to the
imperative need for ever-greater
capital accumulation in industry.
The amount of, and the ease with
which we can obtain the food, the
housing, the clothing, and the
amenities of life for our later
years will depend upon a sharp
acceleration of the growth of tools
of production.

I have high confidence that we
shall attain the production in-
creases needed, especially if we
seniors will use some of our time
in cultivating a local and national
political climate that will encour-
age individual saving and stimu-
late new investment and risk-
taking.

But, granting that we can ac-
celerate the increase in annual
output, how shall it be distributed
among our senior citizens? In an
economy in which the necessaries
of living come to us in exchange
for money, how can we assure
adequate incomes to all senior cit-
izens?
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Now this is a problem which
historically most of us have tack-
led individually. During our work-
ing years we are accustomed to
earning income from personal ef-
fort, thus assuring ourselves of a
continuing supply of goods and
services that make up our scale of
living. Many of us, if not most,
have also foreseen the day when
our personal earnings would di-
minish; we have therefore set
aside or saved for our retirement.
Our savings consist of life insur-
ance, stocks and bonds, income-
producing real estate, contribu-
tions to pension funds, and so on.
Those voluntary accumulations of
individual savings have largely
found their way into capital for
productive tools and facilities. In
brief, the thrifty people of our
nation have voluntarily provided
the means of expanding our na-
tional output — thereby providing
themselves an income for their old

age. ’

AS 1 SEE IT, the problem of dis-
tributing tomorrow’s production
so as to provide for us senior cit-
izens is chiefly a problem of how
much how many of us save today.
We need vastly to enlarge the
number of voluntary savers
among those who are working
now, thus affording them a means
of future self-support. Thereby,
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we tend to assure the capital
growth that will provide the new
and better tools of production we
need tomorrow, and also to assure
a widely diffused flow of income to
those who will retire and semi-re-
tire in the coming years. This is
the time-honored voluntary sys-
tem of the American republic.

I think that it can not be re-
placed by a compulsory distribu-
tion of income without loss of in-
dividual dignity and independ-
ence, and perhaps the ultimate
destruction of personal liberty.
Whatever the merits of the fed-
eral social security program, its
basic moral defect is that it is
compulsory and not voluntary. Its
basic economic defect is that the
payroll tax which finances it in
part does not represent savings
and capital accumulation. It con-
tributes nothing to expanding the
tools and equipment of industry
and agriculture so imperatively
needed to expand output for the
future. Its basic political defect is
yet to be exposed; it consists in
taxing the working population to
support those who no longer can
work — and when that burden
reaches the $560 billion a year to-
tal, or more, we shall see a tragic
political cleavage, youth arrayed
against age, son against father,
and daughter against mother.
Those three defects — moral, eco-
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nomie, and political — may well
undermine this republic which we
here now think we have be-
queathed to our children and our
grandchildren.

If we are to pass on to our de-
scendantg that heritage which we
received from our forefathers, we
senior citizens must take a firm
stand in behalf of our traditional
liberal ideas, These ideas of sav-
ing and thrift, independence and
personal dignity are not exactly
new, but they are nonetheless gen-
uinely liberal. Their antithesis,
the concept of state compulsion, is
neither new nor liberal. Liberality
does not consist of making free
with other people’s money and
freedom. Our senior citizens had
best not retire from the eternal
task of preserving the American
heritage.

I WANT TO pinpoint this oppor-
tunity and challenge. Many of us
already know at firsthand what it
means to live on a “fixed income.”
So long as the inflationary expan-
sion of our currency continues, it
means that those living on fixed
incomes are inevitably condemned
to a steadily declining scale of
living. Let me repeat that — we
are condemned to live on less and
less each succeeding year. And
also let me give you the reason in
nontechnical language.
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The reason why we have infla-
tion is that the supply of money is
subject to political rather than
economic regulation. Both major
political parties are openly com-
mitted to the theory of a “stead-
ily expanding money supply.”
This policy, otherwise known as
deficit spending, enables the fed-
eral government to claim goods
produced and saved by individu-
als. In short, inflation is a method
of taxing away the value of pri-
vate savings.

The practice of this monetary
“miracle” in the United States
means that the increasing produc-
tivity of the American system is
not for those on fixed incomes, not
for the elderly who earn little or
no income from wages and sala-
ries. It means an end to the natu-
ral tendency of higher produc-
tivity to lower costs and prices
relative to incomes and thereby
increase the purchasing power of
money. In this way and only in
this way can people on fixed in-
comes buy more each year; only
in this way can our huge market
among the senior citizens become
an expanding market for indus-
trial output. Only in this way
could our senior citizens enjoy,
along with other Americans, a
rising scale of living. The mone-
tary policy of the federal govern-
ment, of both major political par-
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ties, denies them that opportunity.

The aged and the elderly are
not only denied an opportunity
open to Americans of working
age; they are condemned by this
“free~-wheeling” monetary policy
to suffer a continuous reduction in
the purchasing power of their
dollars.

To ANY THOUGHTFUL student of
monetary history, ancient and
modern alike, the deadliest enemy
of the man and woman over 65
years of age is paper money un-
der political control. Presently,
over 12 million of our citizens are
over 65; by 1975, some 21 million
will be in that age group. Most
of today’s senior citizens and
those of tomorrow must live off a
“fixed income.” The deficit-backed
dollar condemns them to accept a
scale of living that shrinks yearly,
compounded, as long as inflation
continues.

Let me show you from personal
experience: My father, on retire-
ment in 1933, had lifetime savings
which he thought ample for a
comfortable living throughout his
remaining life, But he was wrong.
In that year, our government
abandoned the gold standard and
outlawed private possession of
monetary gold. In ten years, each
$1000 of Dad’s retirement income
had shrunk to a purchasing power
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of $747. When he died in 1951,
each $1000 of his fixed income was
worth less than $500 in terms of
living costs. This was his reward
for a lifetime of hard work,
thrift, and prudence. Today, over
12 million others like him are re-
ceiving the same sort of “reward.”

Mark this: Qur senior citizens
will number 21 million in 1975.
Sometime between now and then,
they will represent the largest
block of votes in the nation which
can be mustered behind a single,
crucial issue — how to avoid or
to halt pauperization brought on
by a flood of tax receipts dis-
guised as paper money.

In the attempt to avoid or to
halt that process, the votes of this
politically superpowerful group
of elderly citizens will be mus-
tered by some future leader. They
will force either a return to a dol-
lar which cannot be “counter-
feited” by the government, or, al-
ternatively, they will force such
an outpouring of more fiat money
as a means of raising old age ben-
efits, that well may topple the fis-
cal pillars of this republic. I do
not pretend to know which way we
shall vote; I do know that 21 mil-
lion of us will not submit in per-
petuity to a sentence of pauperiza-
tion from the depreciation in the
purchasing power of our fixed in-
comes.
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But either we shall have to stop
further inflation of the price level,
or we shall have to force an infla-
tion in our fixed incomes, equal to
price inflation.

MARK TH1S well: it will be one or
the other. And do not let any ra-
tionalization make you think
otherwise. If you are now 45 or
50 years old, you are likely to be
among the 21 million of us voting
to make one of these two forecasts
come true.

Here, I think, may be the great-
est challenge of them all to our
senior citizens. The problem of ex-
panding output to provide for a
rising population of both youth
and age is a great one; the prob-
lem of so encouraging saving as
to diffuse income among the re-
tired citizens of the future is an
even greater one. But to me, the
task of halting the inflation that
well may beggar them in the last
years of life is the greatest chal-
lenge of them all.

Surely our mature judgment,
our experience and our courage
offer the hope that we can meet
this triple challenge. By thus de-
fending our savings and ourselves
we build, at the same time, an
impregnable foundation for the
lives of those whom we proudly
hail — our children and our
grandchildren.



A New Scheme

F. A. Horper

NEW SCHEME is afoot by

which the people of the Unit-
ed States — rich and poor alike —
are likely to become trapped into
financing national socialism
abroad. This is the pattern:

It all starts innocently enough.
Private investors here would glad-
ly pour funds into a country like
India to provide much-needed ven-
ture capital, if only they felt it
were safe to do so. But they fear
that the Indian government may
one day nationalize the enterprise
and confiscate their investment.
How is this fear to be allayed?

It is proposed that our govern-
ment enter the deal, ostensibly to
lend encouragement to these pri-
vate ventures abroad. A Washing-
ton news report tells us that a
plan is “almost ready” for an in-
tergovernmental agreement to
compensate our private investors
in event of nationalization. The
suggestion rides on the excuse
that we must outbid Russia for
this help to India as a matter of
national defense.

Who will compensate whom un-
der this plan? The United States
government would pay citizens for

their investment losses, and our
government would then “settle
with New Delhi.” Now the simple
solution would seem to be for New
Delhi to settle with the private
investors in the first place, direct-
ly. Why set up a useless intermed-
iary? New Delhi could just mail
the check to each investor at his
address in India, thus compensat-
ing him directly for the confisca-
tion. Why should settlement be
routed halfway round the world
through the maze of Washington
bureaucracy ?

“But,” it will be argued, “sup-
pose the New Delhi government
should refuse to pay foreigners
for the confiscated property ?”

Well, well. Now the secret is
out. The nationalizing government
may not intend to pay foreigners
at all for the wealth it confiscates.
If so, their intent would be the
same whether or not the United
States government acts as guaran-
tor, for it would still be the in-
vestment of foreigners.

When the New Delhi govern-
ment refuses payment — which is
the basic assumption behind the
proposal — what will happen

Dr. Harper is a member of the staff of the Foundation for Ecomomic Education.
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then? First, there will likely be
created an international incident
between two governments, with one
claiming the other owes it what
the other refuses to pay. Without
our government having entered
the deal, it would have been only
another case of The House of Bor-
gan or some other private inves-
tor making a foolish investment
abroad and losing it, each investor
standing to gain or lose from his
own venture.

The second consequence will be
that the United States government
will have to tax us all for the
funds with which to reimburse the
private investors. Why? Because
the government is an enterprise of
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losses rather than one of profits
and must always collect the money
for any such use in the form of
taxes. This tax cost has to be
borne by everyone in the United
States — both rich and poor.
And so it turns out that the
scheme promises more than mere
compensation to private investors.
That alone is questionable enough.
It is difficult to see why our gov-
ernment should redesign the deal
this way: ‘“Heads, the investor
wins; tails, all United States tax-
payers lose.” But in addition, the
proposal could easily create an in-
ternational incident at some time
in the future, while forcing us all
to help pay for socialism abroad.

The Role of the Scholar

AN EXAMINATION of political and economic matters must touch
at points upon controversial issues, Within scientific and scholarly
circles, controversy is an accepted tool for the refinement of knowl-
edge, and the liveliest differences are welcomed as a part of the

process of arriving at truth.

'The rest of us are quite happy to

let the scientists quarrel about matters of which we know nothing;
we enjoy the Shakespearean plays no less because of the disputes

about their authorship.

But political scientists and economists

touch sensitive nerves if deeply entrenched ideas are exposed to
serutiny or vested interests feel threatened by change. The role
of the scholar is not always understood and, it must be said, not
always understood by the scholar himself. Nevertheless, scholar-
ship has played an important part in the strengthening of free
institutions, both by refreshing our memories about why and how
they came into being and by disclosing the alternatives which men
must face if they prefer not to be free.

The President’s Review from The Rockefeller Foundation Annual Repor:, 1954



The Growth of an Idea

Thousands of FREEMAN readers have had lLittle opportunity to learn
about the journal's publisher—the Foundation for Economic Education.
So this month, in the space usually reserved for Charles Wolfe's report

of current “News From Irvington,” the folks at FEE will try to
present a clear over-all picture of what they believe and what they do.

VERYBODY says he’s in fa-
vor of freedom. Even the
leaders of communist Russia claim
to be the only real defenders of
true human freedom. Peace and
freedom are their favorite words,
just as the same words are used
constantly by our own leaders.
Yet, freedom of choice in the daily
lives of the people is strait-jack-
eted in both the United States and
Russia, and peace describes a pe-
riod of armed truce between ma-
jor wars,

Why? Apparently it’s because
we don’t know what freedom is.
We don’t understand the fact that
small-scale compulsions within na-
tions tend to grow into large-scale
violence among nations. The per-
son who desires to impose his will
and viewpoint upon his neighbors
in small ways “for their own
good” is well on his way toward
imposing his ideas upon all peo-
ple in large ways, “for the good
of mankind.”

This is not a new problem.
Many civilizations in the past have

perished because they didn't
understand the proper relation-
ships of man to his fellow men
and were thus unable to stop con-
flicts between persons and nations.

Search for Solution

Throughout history, persons in
groups or alone have devoted their
efforts to the search for a solu-
tion to this problem of the proper
relationships among persons—and
the part that should be played by
the authority and force of govern-
ment. Yet, few of the answers are
generally known. If they were,
conflict between persons and
groups would soon become a minor
problem.

There have been, and still are,
many persons and groups in the
United States devoting their full
efforts to a study of this problem
of freedom — the problem of indi-
viduality within society. Some
specialize in one area of it, such
as freedom of speech or freedom
of the press or some other frac-
tion of freedom,
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Economic Education

In March of 1946, another such
group was formed. It was called
the Foundation for Economic Ed-
ucation because its founders then
believed that the problem was
simply a lack of understanding
and appreciation of the infinite
possibilities for peace and pros-
perity to be found in voluntary
exchange in the market place.
That’'s why the solution was
thought to be in economic educa-
tion. But to many persons, the
word economic is too narrowly
concerned with material consider-
ations to cover the gamut of hu-
man actions and reactions in-
volved in the study of freedom.

The founder and president of
the Foundation for Economic Ed-
ucation, Leonard E. Read, now be-
lieves that a more accurate and
descriptive name for this organi-
zation would be the Foundation
for the Study of Freedom. The
purpose of the Foundation — the
study of freedom — involves every
contact of man with his fellow
men. It demands inquiry into the
nature and function of govern-
ment and religion, and other fac-
tors which influence not only the
economic behavior but also the
whole life of man. Freedom is in-
divisible, and any effort to frag-
mentize it may be misleading, if
not disastrous.
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A key idea in the concept of this
Foundation is that the “mass edu-
cation and mass opinion,” about
which there is so much concern,
must follow the understanding
which grows out of deeper study
in the form of clear and simplified
explanations. This basic research
and a resulting literature are pre-
cisely what have been lacking. In
one sense, it is something like the
automobile; its mass ownership
and use was attained only after
the careful work of inventors and
engineers and manufacturers
made it possible. Almost anyone
can now own and operate a ma-
chine about which he knows very
little — except how to enjoy its
use.

An All-Important Problem

Mr. Read and his associates do
not in any sense claim that their
gtudies and writings have revealed
all the answers. They are well
aware that in their lifetimes they
can at best only scratch the sur-
face of this perplexing and all-
important subject. They propose
only to continue an uncompromis-
ing search for truth and to make
the results available in printed
form to whoever wants them.

Since they are persuaded by
their study and research that
right and wrong cannot be deter-
mined by a show of hands, they
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do not and will not advocate bas-
ing such decisions upon the vote
of the majority.

Since government ownership of
the means of production is wrong
in their judgment, they do not
and will not advocate some “prop-
er percentage” of government
ownership.

Since they believe that a man’s
religious faith, or the earning of
his livelihood, or the management
of his business, is his own person-
al responsibility, they do not and
will not try to be “practical” or
“politically expedient” by urging
some measure of governmental aid
or intervention in these matters.

Consistent Means

They will always attempt to
suggest means which are consis-
tent with, rather than in contra-
diction of, those objectives which
seem to them proper. They deal
only in principles which, if cor-
rect, are eternal and timeless and
independent of the particular
stage of advancement of any given
society. They leave compromise
for those who believe that there
may be a long-term advantage in a
temporary deviation from what
one believes to be right,

Many sincere friends of the
Foundation have suggested that
FEE’s work would be more effec-
tive if it accepted and worked
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with political action as it exists in
practice. They have suggested, for
example, that FEE should endorse
the “moderate” or “limited” num-
ber” approach to the issue of gov-
ernment housing rather than to
continue FEE’s “extreme and po-
litically inexpedient” position of
no government housing.

Under no circumstances will the
Foundation for Economic Educa-
tion ever adopt or endorse such a
puerile philosophy of “compro-
mise.” Does anyone suggest, for
example, that German moralists
should have concentrated their ef-
forts on “the politically attainable
goal” of influencing Hitler to use
a more “humane and Christian
method of exterminating Jews”
rather than concentrating their
efforts on “the politically inexpe-
dient” idea that Jews should not
be exterminated at all?

Grounds for Repudiation

If FEE ever compromises in
this area of principle — whether
it concerns housing, wheat, elec-
tricity, or human life — its pres-
ent and future potentialities for
good will be ended. If the Founda-
tion ever begins to operate on the
low level of political expediency, it
should be — and doubtless will be
— repudiated by all persons of
good will.

The Foundation for Economic
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Education makes no pretense of
“presenting both sides” of the so-
cialist question. The staff mem-
bers are opposed to socialism —
call it governmental intervention,
fascism, communism, the welfare
state, common ownership for the
good of all the people, or whatever.
Since they are convinced that so-
cialism is evil, they themselves
would necessarily become evil by
their own standards if they re-
peated the fallacies and clichés of-
fered by the socialists in defense
of their position.

We’re Only Human

The Foundation would no more
think of deliberately sponsoring
socialist thought than would a
minister think of sharing his pul-
pit with the devil in order that
“the people may have the advan-
tage of hearing both sides of the
issue.” There is no moral obliga-
tion—and there should be no legal
obligation — upon any person to
advance, present, or sponsor ideas
which he considers false or evil.
This, of course, doesn’t mean that
FEE is always right and hasn’t
made mistakes. Since we're only
human, we’ve naturally made our
full share of mistakes in both pol-
icy and ideas! But when our read-
ers point them out to us — as they
frequently do — we admit them
and continue our search for more
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understanding and better explana-
tions,

The Location

The Foundation for Economic
Education is housed in a rambling
old country home at Irvington-on-
Hudson, New York — about 20
miles north of New York City.

The Staff

The Foundation staff is headed
by Leonard E. Read, who had
spent many years in Chamber of
Commerce work and had served as
executive vice-president of the
National Industrial Conference
Board. Among those assisting him
are Drs. F. A. Harper and W. M.
Curtiss, former professors of mar-
keting at Cornell University; Dr.
Ludwig von Mises, famed Austri-
an economist whose time is di-
vided between the Foundation and
his professorship at New York
University; Dr. Paul Poirot, for-
mer business economist; Dr. Ivan
Bierly, former businessman and
professor; Thomas Shelly, veteran
teacher of history and economics
in high school ; Miss Bettina Bien,
with experience in foreign trade
and editorial work; Frank Chod-
orov, well-known author and ed-
itor; Charles Hull Wolfe, former
creative executive with a leading
advertising agency; and Reverend
Edmund A. Opitz, an ordained
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minister who has studied widely
in economic and political science.
The Foundation is further staffed
by persons skilled in the handling
of publications, mailings, library
research, records and accounts,
secretarial work, and other tasks
vital to its operation. There are 50
full-time employees.

Needless to say, the Foundation
staff has grown and there have
been changes in personnel since
1946. Such change is not unusual,
particularly within a group in
search more of freedom and its
opportunities than security and
its betrayals. To help individuals
discover their potentialities and
then to release them to new and
greater opportunities in industry,
journalism, teaching, and other oc-
cupations is considered an impor-
tant function of the Foundation.

The Trustees

The 37-man Board of Trustees
is now headed by B. E. Hutchin-
son, former vice-president and
chairman, Finance Committee,
Chrysler Corporation. The Trus-
tees are drawn from all sections of
the nation. They are mostly lead-
ers in industrial and academic
work, with one or more represent-
atives from the publishing and
communication fields.

While the Trustees advise on
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general policies of operation, they
do not sit as an editorial board. A
list of Trustees is available.

Publications

The primary objective and lead-
ing activity of the Foundation is
the compilation and publication of
a literature on freedom — by cur-
rent writers as well as the class-
ical authorities.

During its early years of oper-
ation, FEE published well over
200 items on the problems and
philosophy of freedom, ranging
from single sheets to books. Single
copies of each item were sent to
any person who had asked to be on
FEE’s mailing list. A descriptive
list of publications is available.

The literature of freedom car-
ries an appeal to almost every age
and interest. A sample of the
scope and quality of FEE’s work
is well presented in two volumes
of Essays On Liberty — collec-
tions in book form of previously
published shorter articles.

The Freeman

The publication program of
FEE was somewhat modified in
mid-1954 with the acquisition of
THE FREEMAN, a libertarian jour-
nal of opinion. Through 1955, this
journal under Frank Chodorov's
editorial guidance was circulated
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on a subscription basis to an inde-
pendent mailing list.

After 18 months, a decision was
reached to use THE FREEMAN as
the major carrier of FEE releases.
This 64-page, digest-size monthly
journal is now offered on a con-
trolled circulation basis to anyone
who wants it, the expectation be-
ing that most readers also will
want to help pay for it, The first
$5.00 of each annual contribution
to FEE is regarded as payment
for THE FREEMAN,

Contributions that exceed the
cost of the literature received by
donors enable the Foundation to
offer its publications on request
and without charge to students,
teachers, ministers, and others
who may wish them. Members of
the Foundation staff believe that
such friendly cooperation with ed-
ucators and leaders of thought is
essential to the success of their
project — that a vital step toward
better understanding is to gain
the respect and active interest of
thoughtful persons in educational
centers.

Editorial Services

Early in 1956, FEE plans a new
service, offering editorial analyses
of current issues from the free-
market viewpoint to company pub-
lications, weekly newspapers, and
radio and TV stations.
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Speakers

In addition to its publication
program, the Foundation carries
on many other activities. For ex-
ample, while FEE is not a “speak-
ers’ bureau,” the various staff
members do fill many speaking en-
gagements, lectures, conferences,
and such. In any one year, there
may be a hundred or more of
these, involving extensive travel-
ing all over the United States and
into Canada and Mexico. These
personal contacts serve to fulfill
the demand and need for verbal
presentation of the ideas on free-
dom. They also introduce FEE
and its staff to an ever-widening
audience and to ideas, questions,
and issues most in need of consid-
eration.

Schools and Colleges

A Foundation project of high
importance is its work with stu-
dents in colleges and high schools.
Much care and effort is devoted to
their letters. THE FREEMAN and
other Foundation publications are
offered without charge to students.
In the spring of 1956, about 3,500
had requested and were receiving
these materials. Quite a thorough
job is done in assembling infor-
mation on the yearly debate ques-
tions for both high schools and
colleges; and a packet of appropri-
ate Foundation and other litera-
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ture, as well as an extensive bib-
liography, are offered on request.
Each year hundreds of requests
are filled, and the number in-
creases steadily. Inquiry about de-
bate packets may be addressed to
Miss Bettina Bien.

Study Guides

The Foundation also offers
study guides and bibliographies
for the literature on freedom —
published by FEE or otherwise.
The main purpose of this project
is to adapt several of the Founda-
tion’s releases to classroom use,
though these study guides are also
widely used by adult discussion
groups. Some teachers—especially
in high schools—have found these
aids most helpful. In line with
Foundation policy, this service is
offered only on request by the
teacher. For further information
about study aids, write to Mr, T.
J. Shelly.

Correspondence

Each Foundation staff member
carries on a large and ever-grow-
ing personal correspondence. The
staff members feel strongly that
much of FEE’s most effective
work is done through careful con-
sideration and response to speci-
fic questions asked by interested
individuals. This highly desirable
form of imparting ideas has an
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added advantage: The staff mem-
bers learn at least as much as they
teach.

College-Business Program

A nationally publicized service
offered by the Foundation is its
College-Business Fellowship Pro-
gram. This is designed to encour-
age business firms to offer summer
fellowships to college professors.
The professors are enabled to
spend six weeks observing and
participating in the problems and
policies of the business firm.
While the business firms pay the
professors’ basic expenses, the fel-
lowships are not intended to be
“summer jobs.” They are offered
to qualified professors who are
willing to make some sacrifice to
increase their knowledge and their
teaching ability. Each year fellow-
ships are arranged for more than
100 professors from almost as
many different colleges and uni-
versities. Some business firms of-
fer several fellowships each year.
This is a most popular and ever-
expanding project. The Founda-
tion does not award the fellow-
ships. It only serves as co-ordina-
tor between professors and busi-
nessmen who are interested in
working together. The current
“announcement” of this program
and its details is available on re-
quest.
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Summer Seminars

Beginning in 1956, the Founda-
tion plans to conduct three 2-week
seminars each year — in June,
July, and August — at Foundation
headquarters in Irvington-on-Hud-
son, New York. Following daily
lectures by distinguished libertar-
ians, participants take part in in-
formal discussions with members
of the Foundation staff. These
seminars are open to college teach-
ers. Write to Dr. W. M. Curtiss
for further information about col-
lege-business fellowships or sum-
mer seminars.

The Foundation for Economic
Education tries to fill every re-
quest for the foregoing and other
services, while at the same time it
must finance its plant and expand-
ing operations. As previously stat-
ed, anyone who indicates a sincere
interest may, on request, be added
to FEE’s mailing list for a copy
of each new release and the an-
nouncements of its various pro-
grams. Obviously these things cost
money. Where does it come from?

Finances

The method of obtaining finan-
cial support to carry on the work
of the Foundation is highly
unique. Individuals and organiza-
tions send annual donations on a
strictly voluntary basis. These con-
tributions are tax-exempt because
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of the educational nature of FEE’s
work. The Foundation uses no
pressure tactics and has no solici-
tor on the road to collect its funds.
This is in sharp contrast with the
common practice of spending
much of an organization’s time,
effort, and expense in collecting
its operating funds. FEE is thus
able to use nearly all of the donat-
ed money directly in the work for
which it was intended — research
and education in the problems and
ideals of human liberty.

Though the Foundation has no
reserve of endowed funds, they
are invited nonetheless.

The Foundation’s nearest ap-
proach to solicitation is an occa-
sional reminder to those on the
mailing list:

1. That $5.00 a year covers the
cost of a monthly copy of THE
FREEMAN,

2. That costs of other Founda-
tion activities and projects
have averaged an additional
$10.00 a year for each person
on FEE’s mailing list.

3. That any expansion, and in-
deed, the continuation of
FEE’s efforts to supply pub-
lications to the thousands of
teachers, students, clergymen,
and others who request and
use our material but find it
difficult to help FEE finan-
cially. rests with those indi-
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viduals, corporations, and
trusts that can and will con-
tribute from $20 to $10,000
annually.

Ungrounded Fear

A few persons worry that cer-
tain “big money” may dominate
the Foundation’s finances and thus
influence its work. Actually FEE
receives no single contribution
that amounts to as much as three
per cent of the total annual bud-
get. The Foundation is free te do
its work according to the best
judgments of the individual staff
members. Their own consciences,
not the influence of any concen-
trated support, guide their work.
This, they feel, is important to the
kind of job that needs doing.

If the publications and other
works of the Foundation are un-
acceptable to any donor, large or
small, he is free to discontinue his
support. That is the way it should
be. And not infrequently, FEE
pays that price of discontinued
support. That is the way it should
tently honest in its work. Fortu-
nately, the financial arrangement
is such that no one donor is em-
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powered to Kkill any project or to
cripple seriously the Foundation’s
work through the power of his
contribution alone.

Ideas Welcomed

It is important to add that
everyone’s ideas are always wel-
come, even if they differ from
those expressed in a publication,
and whether or not that person is
a donor, large or small.

Perhaps above all else, the
Foundation is noteworthy for its
policy of living according to the
theories it propounds — a volun-
tary society of independent, re-
sponsible persons. Individual re-
sponsibility and voluntary partici-
pation are about the only policies
of operation it has. Its mailing
list, its donations, its every phase
of operation are based on the will-
ingness of the participants and
the rejection of the authoritarian
approach.

Samples of publications or other
information desired may be ob-
tained by writing directly to the
Foundation for Economic Educa-
tion, Ine., Irvington-on-Hudson,
New York.

IF, TO PLEASE the people, we offer what we ourselves disapprove, how
can we afterwards defend our work? Let us raise a standard to which

the wise and honest can repair.

The event is in the hand of God.

Attributed to GEORGE WASHINGTON during the Constitutional Convention



Facts about

The “Industrial Revolution”

Ludwig von Mises

An examination of the so-called horrors of the

“Industrial Revolution”

and the persistent myth

that industrial progress is a plot against employees.

OCIALIST and interventionist
authors assert that the his-
tory of modern industrialism and
especially the history of the Brit-
ish “Industrial Revolution” pro-
vide an empirical verification of
the ‘“realistic” or “institutional”
doctrine and utterly explode the
“abstract” dogmatism of the econ-
omists.*

The economists flatly deny that
labor unions and government pro-
labor legislation can and did last-
ingly benefit the whole class of
wage earners and raise their
standard of living. But the facts,
*The attribution of the phrase *‘the Industrial
Revolution™ to the reigns of the two last Han-
overian Georges was the outcome of deliberate
attempts to melodramatize economic history in

order to fit it into the Procrustean Marxian
schemes. The transition from medieval methods
of production to those of the free enterprise
system was a long process that started centuries
before 1760 and, even in England, was not
finished in 1830. Yet, it is true that England's
industrial development was considerably accel-
erated in the second half of the eighteenth cen-
tury. It is therefore permissible to use the term

"'Industrial Revolution'" in the examination of

the emotional connotations with which Fabian

ism, Marxism, the Historial School, and In-
stitutionalism have loaded it.

say the anti-economists, have re-
futed these fallacies. As they see
it, the statesmen and legislators
who enacted the factory acts dis-
played a better insight into reality
than the economists; while laissez-
faire philosophy allegedly taught
that the sufferings of the toiling
masses are unavoidable, the com-
mon sense of laymen succeeded in
quelling the worst excesses of prof-
it-seeking business. The improve-
ment in the conditions of the
workers, they say, is entirely an
achievement of governments and
labor unions.

Such are the ideas permeating
most of the historical studies deal-
ing with the evolution of modern
industrialism. The authors begin
by sketching an idyllic image of
conditions as they prevailed on
the eve of the “Industrial Revolu-
tion.” At that time, they tell us,
things were, by and large, satis-
factory. The peasants were happy.

Dr. Mises is Visiting Professor of Ecomemics at New York University.
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So also were the industrial work-
ers under the domestic system.
They worked in their own cot-
tages and enjoyed a certain eco-
nomic independence since they
owned a garden plot and their
tools. But then “the Industrial
Revolution fell like a war or a
plague” on these people.* The fac-
tory system reduced the free
worker to virtual slavery; it low-
ered his standard of living to the
level of bare subsistence; in cram-
ming women and children into the
mills it destroyed family life and
sapped the very foundations of so-
ciety, morality, and public health.
A small minority of ruthless ex-
ploiters had cleverly succeeded in
imposing their yoke upon the im-
mense majority.

T HE TRUTH is that economic con-
ditions were highly unsatisfactory
on the eve of the Industrial Revo-
lution. The traditional social sys-
tem was not elastic enough to pro-
vide for the needs of a rapidly in-
creaging population, Neither farm-
ing nor the guilds had any use for
the additional hands. Business was
imbued with the inherited spirit
of privilege and exclusive monop-
oly; its institutional foundations
were licenses and the grant of a

*J. L. Hammond and Barbara Hammond, Tbe
Skilled Labourer 1760-1832 (2d ed. London,
1920), p. 4.
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patent of monopoly; its philoso-
phy was restriction and the pro-
hibition of competition both do-
mestic and foreign. The number
of people for whom there was no
room left in the rigid system of
paternalism and government tute-
lage of business grew rapidly.
They were virtually outcasts. The
apathetic majority of these
wretched people lived from the
crumbs that fell from the tables
of the established castes. In the
harvest season they earned a trifle
by occasional help on farms; for
the rest they depended upon pri-
vate charity and communal poor
relief. Thousands of the most vig-
orous youths of these strata were
pressed into the service of the
Royal Army and Navy; many of
them were killed or maimed in ac-
tion; many more perished inglor-
iously from the hardships of the
barbarous discipline, from tropi-
cal diseases, or from syphillis.*

Other thousands, the boldest and
most ruthless of their class, in-
fested the country as vagabonds,
beggars, tramps, robbers, and
prostitutes. The authorities did
not know of any means to cope
with these individuals other than
the poorhouse and the workhouse.

*In the Seven Years’ War 1,512 British seamen

were killed in battle while 133,708 died of
disease or were missing. Cf. W, L. Dorn,
Competition for Empire 1740-1763 (New York,
1940), p. 114,
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The support the government gave
to the popular resentment against
the introduction of new inventions
and labor-saving devices made
things quite hopeless.

The factory system developed in
a continuous struggle against in-
numerable obstacles, It had to
fight popular prejudice, old estab-
lished customs, legally binding
rules and regulations, the animos-
ity of the authorities, the vested
interests of privileged groups, the
envy of the guilds. The capital
equipment of the individual firms
was insufficient, the provision of
credit extremely difficult and cost-
ly. Technological and commercial
experience was lacking. Most fac-
tory owners failed; comparative-
ly few succeeded. Profits were
sometimes considerable, but so
were losses. It took many decades
until the common practice of rein-
vesting the greater part of profits
earned accumulated adequate capi-
tal for the conduct of affairs on a
broader scale.

THAT THE factories could thrive
in spite of all these hindrances
was due to two reasons. First
there were the teachings of the
new social philosophy expounded
by economists, who demolished
the prestige of mercantilism,
paternalism, and restrictionism.
They exploded the superstitious
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belief that labor-saving devices
and processes cause unemployment
and reduce all people to poverty
and decay. The laissez-faire econo-
mists were the pioneers of the
unprecedented technological
achievements of the last two hun-
dred years.

Then there was another factor
that weakened the opposition to
innovations. The factories freed
the authorities and the ruling
landed aristocracy from an em-
barrassing problem that had
grown too large for them, They
provided sustenance for the mass-
es of paupers. They emptied the
poor houses, the workhouses, and
the prisons. They converted starv-
ing beggars into self-supporting
breadwinners.

The factory owners did not have
the power to compel anybody to
take a factory job. They could
only hire people who were ready
to work for the wages offered to
them. Low as these wage rates
were, they were nonetheless much
more than these paupers could
earn in any other field open to
them. It is a distortion of facts to
say that the factories carried off
the housewives from the nurseries
and the kitchens and the children
from their play. These women had
nothing to cook with and to feed
their children. These children
were destitute and starving. Their
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only refuge was the factory. It
saved them, in the strict sense of
the term, from death by starva-
tion.

IT IS DEPLORABLE that such con-
ditions existed. But if one wants
to blame those responsible, one
must not blame the factory own-
ers who — driven by selfishness,
of course, and not by “altruism”—
did all they could to eradicate the
evils. What had caused these evils
was the economic order of the pre-
capitalistic era, the order of the
“good old days.”

In the first decades of the In-
dustrial Revolution the standard
of living of the factory workers
was shockingly bad when com-
pared with contemporary condi-
tions of the upper classes and with
the present conditions of the in-
dustrial masses. Hours of work
were long, the sanitary conditions
in the workshops deplorable. The
individual’s capacity to work was
used up rapidly. But the fact re-
mains that for the surplus pepu-
lation which the enclosure move-
ment had reduced to dire wretch-
edness and for which there was
literally no room left in the frame
of the prevailing system of pro-
duction, work in the factories was
salvation. These people thronged
into the plants for no reason other
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than the urge to improve their
standard of living.

The laissez-faire ideology and
its offshoot, the “Industrial Revo-
lution,” blasted the ideological and
institutional barriers to progress
and welfare, They demolished the
social order in which a constantly
increasing number of people were
doomed to abject need and destitu-
tion. The processing trades of
earlier ages had almost exclusive-
ly catered to the wants of the
well-to-do. Their expansion was
limited by the amount of luxuries
the wealthier strata of the popu-
lation could afford. Those not en-
gaged in the production of pri-
mary commodities could earn a
living only as far as the upper
classes were disposed to utilize
their skill and services, But now
a different principle came into
operation. The factory system in-
augurated a new mode of market-
ing as well as of production. Its
characteristic feature was that
the manufactures were not de-
signed for the consumption of a
few well-to-do only, but for the
consumption of those who had
hitherto played but a negligible
role as consumers. Cheap things
for the many, was the objec-
tive of the factory system. The
classical factory of the early days
of the Industrial Revolution was
the cotton mill. Now, the cotton
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goods it turned out were not some-
thing the rich were asking for.
These wealthy people clung to silk,
linen, and cambric.

Whenever the factory with its
methods of mass production by
means of power-driven machines
invaded a new branch of produc-
tion, it started with the produc-
tion of cheap goods for the broad
masses. The factories turned to
the production of more refined and
therefore more expensive goods
only at a later stage, when the un-
precedented improvement in the
masses’ standard of living which
they caused made it profitable to
apply the methods of mass produc-
tion also to these better articles.
Thus, for instance, the factory-
made shoe was for many years
bought only by the “proletarians”
while the wealthier consumers
continued to patronize the custom
shoemakers. The much talked
about sweatshops did not produce
clothes for the rich, but for people
in modest circumstances. The
fashionable ladies and gentlemen
preferred and still do prefer cus-
tom-made frocks and suits.

THE OUTSTANDING fact about the
Industrial Revolution is that it
opened an age of mass production
for the needs of the masses. The
wage earners are no longer peo-
ple toiling merely for other peo-
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ple’s well-being. They themselves
are the main consumers of the
products the factories turn out.
Big business depends upon mass
consumption. There is, in present-
day America, not a single branch
of big business that would not ca-
ter to the needs of the masses. The
very principle of capitalist entre-
preneurship is to provide for the
common man. In his capacity as
consumer the common man is the
sovereign whose buying or absten-
tion from buying decides the fate
of entrepreneurial activities. There
is in the market economy no other
means of acquiring and preserv-
ing wealth than by supplying the
masses in the best and cheapest
way with all the goods they ask
for.

Blinded by their prejudices,
many historians and writers have
entirely failed to recognize this
fundamental fact. As they see it,
wage earners toil for the benefit
of other people. They never raise
the question who these ‘“other”
people are.

Mr. and Mrs. Hammond tell us
that the workers were happier in
1760 than they were in 1830.*
This is an arbitrary value judg-
ment. There is no means of com-
paring and measuring the happi-
ness of different people and of the

*]. L. Hammond and Barbara Hammond, /or. ¢st.
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same people at different times. We
may agree for the sake of argu-
ment that an individual who was
born in 1740 was happier in 1760
than in 1830. But let us not forget
that in 1770 (according to the es-
timate of Arthur Young) England
had 8.5 million inhabitants, while
in 1831 (according to the census)
the figure was 16 million.* This
congpicuous increase was mainly
conditioned by the Industrial Rev-
olution. With regard to these ad-
ditional Englishmen the assertion
of the eminent historians can only
be approved by those who endorse
the melancholy verses of Sopho-
cles: “Not to be born is, beyond
all question, the best; but when
a man has once seen the light of
day, this is next best, that speed-
ily he should return to that place
whence he came.”

The early industrialists were
for the most part men who had
their origin in the same social
strata from which their workers
came., They lived very modestly,
spent only a fraction of their
earnings for their households, and
put the rest back into the busi-
ness. But as the entrepreneurs
grew richer, the sons of successful
businessmen began to intrude into
the circles of the ruling class. The
highborn gentlemen envied the

*F, C. Dietz, An Economic History of England
(New York, 1942), pp. 279 and 392.
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wealth of the parvenus and re-
sented their sympathies with the
reform movement. They hit back
by investigating the material and
moral conditions of the factory
hands and enacting factory legis-
lation.

THE HISTORY of capitalism in
Great Britain as well as in all
other capitalist countries is a rec-
ord of an unceasing tendency to-
ward the improvement in the
wage earners’ standard of living.
This evolution coincided with the
development of prolabor legisla-
tion and the spread of labor un-
ionism on the one hand and with
the increase in the marginal pro-
ductivity of labor on the other
hand. The economists assert that
the improvement in the workers’
material conditions is due to the
increase in the per capita quota of
capital invested and the technolog-
ical achievements which the em-
ployment of this additional capital
brought about. As far as labor
legislation and union pressure did
not exceed the limits of what the
workers would have got without
them as a necessary consequence
of the acceleration of capital ac-
cumulation as compared with pop-
ulation, they were superfluous. As
far as they exceeded these limits,
they were harmful to the interests
of the masses. They delayed the
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accumulation of capital, thus slow-
ing down the tendency toward a
rise in the marginal productivity
of labor and in wage rates. They
conferred privileges on some
groups of wage earners at the ex-
pense of other groups. They cre-
ated mass unemployment and de-
creased the amount of products
available for the workers in their
capacity as consumers,

The apologists of government
interference with business and of
labor unionism ascribe all the im-
provements in the conditions of
the workers to the actions of gov-
ernments and unions. Except for
them, they contend, the workers’
standard of living would be no
higher today than it was in the
early years of the factory system.

It is obvious that this contro-
versy cannot be settled by appeal
to historical experience. With re-
gard to the establishment of the
facts there is no disagreement be-
tween the two groups. Their an-
tagonism concerns the interpreta-
tion of events, and this interpreta-
tion must be guided by the theory
chosen. The epistemological and
logical considerations which deter-
mine the correctness or incorrect-
ness of a theory are logically and
temporarily antecedent to the elu-
cidation of the historical problem
involved. The historical facts as
such neither prove nor disprove
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any theory. They need to be inter-
preted in the light of theoretical
insight.

Most of the authors who wrote
the history of the conditions of la-
bor under capitalism were igno-
rant of economics and boasted of
this ignorance. However, this con-
tempt for sound economic reason-
ing did not mean that they ap-
proached the topic of their studies
without prepossession and without
bias in favor of any theory. They
were guided by the popular falla-
cies concerning governmental om-
nipotence and the alleged bless-
ings of labor unionism. It is be-
yond question that the Webbs as
well as Lujo Brentano and a host
of minor authors were at the very
start of their studies imbued with
a fanatical dislike of the market
economy and an enthusiastic en-
dorsement of the doctrines of so-
cialism and interventionism, They
were certainly honest and sincere
in their convietions and tried to
do their best. Their candor and
prohity exonerates them as indi-
viduals; it does not exonerate
them as historians. However pure
the intentions of a historian may
be, there is no excuse for his re-
course to fallacious doctrines. The
first duty of a historian is to ex-
amine with the utmost care all the
doctrines to which he resorts in
dealing with the subject matter of
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his work. If he neglects to do this
and naively espouses the garbled
and confused ideas of popular
opinion, he is not a historian but
an apologist and propagandist.

THE ANTAGONISM between the
two opposite points of view is not
merely a historical problem. It re-
fers no less to the most burning
problems of the present day. It is
the matter of controversy in what
is called in present-day America
the problem of industrial rela-
tions.

Let us stress one aspect of the
matter only. Vast areas — East-
ern Asia, the East Indies, South-
ern and Southeastern Europe, Lat-
in America — are only superficial-
ly affected by modern capitalism.
Conditions in these countries by
and large do not differ from those
of England on the eve of the “In-
dustrial Revolution.” There are
millions and millions of people for
whom there is no secure place left
in the traditional economic set-
ting, The fate of these wretched
masses can be improved only by
industrialization. What they need
most is entrepreneurs and capital-
ists. As their own foolish policies
have deprived these nations of the
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further enjoyment of the assist-
ance imported foreign capital
hitherto gave them, they must em-
bark upon domestic capital accu-
mulation. They must go through
all the stages through which the
evolution of Western industrial-
ism had to pass. They must start
with comparatively low wage rates
and long hours of work. But, de-
luded by the doctrines prevailing
in present-day Western Europe
and North America, their states-
men think that they can proceed
in a different way. They encour-
age labor-union pressure and al-
leged prolabor legislation. Their
interventionist radicalism nips in
the bud all attempts to create do-
mestic industries. These men do
not comprehend that industrializa-
tion cannot begin with the adop-
tion of the precepts of the Inter-
national Labor Office and the prin-
ciples of the American Congress
of Industrial Organizations. Their
stubborn dogmatism spells the
doom of the Indian and Chinese
coolies, the Mexican peons, and
millions of other peoples, desper-
ately struggling on the verge of
starvation.

This article is reﬁinted from pages 613-619 of

ew Haven,

Human Action, ale University
Press, 1949,

For further analysis of the Indusirial Revolution see
“Eeconomic Myths of Early Capitalism” by F. A. Hayek.
Single copies available on request to the Foundation.



ORRIS L. ERNST, the well-
known civil liberties lawyer,
has written a bland and sunny-
tempered book in Utopia: 1976
(305 pp., New York: Rinehart,
$3.50). A “glandular optimist,” as
he describes himself, Mr. Ernst
looks forward to 20 years of prac-
tically unmitigated progress in
material invention, economic ex-
pansion, and the productive and
re-creative uses of leisure.
Inasmuch as I am a glandular
optimist myself, I agree fully with
many of Mr. Ernst’s predictions.
It seems to me, as it does to Mr.
Ernst, that the days of total wars
are over: the H-bomb makes total
war impracticable, and even com-
munist commissars have a preju-
dice in favor of living. I am also
just as certain as Mr. Ernst that
individualism is in for its greatest
days. Automation, far from pro-
ducing monotony and conformity,
must release human energies for a
thousand and one creative tasks.
The “do it yourself” craze, for all
its occasional silliness, is merely
one bit of evidence that people
have not been conditioned by the
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rhythm of modern factory experi-
ence to a life of brainless and re-
petitive motion in a vacuum.

Where 1 would part company
with Mr. Ernst is on the subject
of political economy, Mr. Ernst is
a curious amalgam of opposites in
his theory of the uses of state ac-
tion to promote human well-being.
His assumption is that the State
can be trusted with the power to
do a hundred things (for which
you and I must pay the bills), yet
can be kept from abusing that
power by an enlightened electorate
that will always be somehow
agreed on the precise nature of
the “thus far and no farther”
signs.

Mr. Ernst is against federal
domination of education, yet he
would make the State responsible
for supplying grants, on the GI
Bill of Rights model, to anyone
who can qualify as college mate-
rial. He argues that grants made
directly to students who are left
free to choose any college they
want cannot lead to federal domi-
nation of the college curriculum.
This has a certain specious plau-
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sibility. But on close inspection it
will hardy stand up. Would any
college that had come to rely on
a steady stream of federally fi-
nanced students be apt to employ
teachers who were against the
progressive income tax, or who be-
lieved in the tenets of radical in-
dividualism in general? One has
only to ask such questions to know
the answers.

MR. ERNST’S most curious obses-
sion is with the idea that economic
Bigness is an evil in itself. This
leads him to predict that Bigness
will be on the way out in 1976. In
line with his obsession, Mr, Ernst
foresees a world in which compa-
nies will be prevented by law from
making a variety of products. Gen-
eral Motors will be driven out of
the refrigerator field; the Grace
steamship line will not be permit-
ted to manufacture fertilizers, or
to run airlines, or to make plas-
tics. Mr. Ernst thinks this sort of
constraint will foster competition,
keep prices down, and make for a
nation of happy consumers.

Just where Mr. Ernst ever got
this idea that a diversification of
products within a company makes
for monopoly is completely mysti-
fying to me. His notion has ne
basis in fact: indeed, it is diversi-
fication —the idea that a qualified
manufacturer can make anything
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within the scope of his resources
and general competence —that has
saved America from going the way
of the cartel system of Europe.
A company committed to one prod-
uct, whether it is automobiles or
razor blades, is bound to become
stuck with a saturated market at
some point in its career. It is at
this point that a company usually
goes looking for protective trade
agreements, for treaties with its
competitors to allocate spheres of
influence, to set up quotas, and to
maintain prices.

If Mr. Ernst ever manages to
pass a general law whose wording
would make it illegal for General
Motors to engage in the refriger-
ator business, his law would force
a thousand lesser companies to
discontinue their researches into
new lines of endeavor. The result-
ing stagnation would force an al-
most universal defiance of the
Sherman Anti-trust Act.

To illustrate: there are certain
companies which, historically, have
been in the business of making
railroad equipment. Take the
Safety Car Co. or the American
Brake Shoe Co. for examples. Mr.
Ernst would force these companies
by law to stick to their lasts. In
other words, he would condemn
them to failure, for the railroad
equipment market isn’t what it
used to be. Under the fluid Ameri-
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can system, however, these com-
panies have reached out to diver-
sify. They have saved their stock-
holders, but more importantly they
have also resisted the impulse to
seek safety in cartel practices.

WHEN diversification in America
began, it was usually a question
of a chemical company like Du
Pont going into more chemicals.
But this was back in the dark ages
of diversification. Today a com-
pany like General Mills of Minne-
apolis is eriss-crossing the ancient
lines in a way that would give Mr.
Ernst apoplexy. The company, as
its name would indicate, continues
to grind wheat into flour. But it
has a mechanical division that
works on such utterly unrelated
things as precision gearing, optics,
and complicated electronic sys-
tems. And, a most recent develop-
ment, General Mills has developed
an automation machine — the
“autofabber” —which can be used
to make different kinds of elec-
tronic components, depending on
how the gauges are set. A General
Mills that is thus armed for ad-
venture in a score of directions is
much less likely to seek to combine
with other flour companies to pro-
tect itself against a collapse in the
market for bread or for cake
mixes.

General Mills is only one among
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scores of companies that make
Aaron Burr’s ancient combination
of a bank and a water company,
often cited as the pinnacle of in-
congruity, look like the progenitor
of modern America. There are lots
of other companies going the Gen-
eral Mills way. The Rockwell Man-
ufacturing Company of Pittsburgh
makes gas meters, “do it yourself”
power tools, fare registers, valves,
and electrical conduit fittings.
General Tire and Rubber of Akron
is in plastics, supersonics, and
rocket motors, and it also owns
radio and television networks. The
curiously named Minnesota Min-
ing and Manufacturing Company,
originally a sandpaper manufac-
turer, sells Scotch tape and chem-
icals, color television tape, and “re-
flectorized” yarns. Curtiss-Wright,
known as a maker of piston and
turboprop engines for airplanes,
has also gone into the plastics
business in order to have an as-
sured income, come a cessation of
the Cold War,

Olin-Mathieson, a firearms pro-
ducer and shell manufacturer, now
makes paper, cellophane, and caus-
tic soda. The Adam Hat Company
is going in for soda pop. Clevite
of Cleveland, once an automobile
parts company, is in electronics.
The H. K. Porter Company of
Pittsburgh, not so long ago a los-
ing proposition in switching loco-
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motives, now makes fire brick,
steel, rubber goods, and various
electric devices.

There are scores of other com-
binations and “conglomerates,”
ranging from Thompson Products
to Textron American. Elgin
Watch, once dependent on the tar-
iff for protection against the com-
petition of Swiss products, is
branching out into electronic com-
ponents, which might conceivably
turn it into a free trade outfit if
the electronic field becomes suffi-
ciently profitable.

Diversification naturally has its
dangers, for any widespread dilu-
tion of effort must create prob-
lems of control at the center. Com-
panies frequently go into diversi-
fication on a hit or miss basis.
There have been so many exam-
ples of foolish diversification that
alert management consultants
such as the William E. Hill Com-
pany of New York are now doing
a thriving business advising on
the “planned approach” to variety,
The Hill Company criterion is
simple: you grow into those fields
that enable you to make good use
of the inventive talent and the
sales organization which you al-
ready have. And the reason for di-
versification must be clearly posed
and stated: you must know
whether you are doing it as
a means of growth, or to offset
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cyclical troubles, or to get a good
tax-loss carry-forward, or to less-
en dependence on saturated mar-
kets in declining lines.

THE FACTS about diversification
need not be multiplied, for every-
body knows something about the
trend. But the impact of the facts,
as Mr. Ernst’s curious prediction
for 1976 shows, is hardly under-
stood at all. What Mr. Ernst can-
not see is that a general ecriss-
crossing of the lines of economic
endeavor must make the effort of
inter-company collusion a totally
exhausting one. Cartels can’t
thrive when dozens of companies
are in the business of poaching on
everyone else. Chemical companies
in Europe have been able to divide
up spheres of influence, but what
chance would American Cyanamid
and Allied Chemical and Dye have
of sewing up things in the nitro-
gen field when a score of Ameri-
can oil companies are going into
nitrogen products on their own?
And how could General Electric
and Westinghouse make a deal on
electronics when forty smaller con-
cerns are successfully invading
parts of their preserve?

With everyone poaching on his
neighbor’s territory, diversifica-
tion promises completely to re-
write the book of practical eco-
nomics. Mr. Ernst should know
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there isn’t much sense in looking
for the type of monopolistic ad-
vantage that puts a company at
the mercy of the Department of
Justice when it is much simpler
to get off the hook of saturation
by going into other things on
one’s own.

* * *

The Faith That Built America, by
Lee Vrooman. New York: Arrow-
head Books, Inc. 193 pp. $3.50.

If all who are troubled by the
confused issues and complex prob-
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lems of today would go back and
gtudy the beginnings, the roots of
America’s greatness, it might
mean a revolution of private mor-
als and public virtue. We have
missed the great opportunity of
sharing more fully with all new-
comers to our shores the ideas
that dominated the minds of the
pioneers, the American faith
which overcame all difficulties: the
principles of self-government, re-
ligious toleration, temperance, and

“The book should be read by all
those who are interested, either
directly or indirectly, in the edu-
cational process in this country.”

—Thomas F. McQueeney, S.J.

“Professor Root assembles im-
pressive evidence of the damage
to student thinking which has been
caused in the painfully recent
past by leftwing teachers.”
—Saturday Evening Post
Price $5.00. The publishers will refund

your money if this book does not startle
you. Order NOW,

COLLECTIVISM on the CAMPUS

The Battle for the Mind in American Colleges
by E. MERRILL ROOT

“Here is an imperative volume that should be in
every library of the United States of America, par-
ticularly in every college and university library;
equally in high school libraries — and I recommend
it unqualifiedly to my brother preachers. The battle
for the mind of youth in our American colleges is
aflame all along the educational front in America. . .
deals with particulars, documents his facts and gives you an index to
guide your search and save you time. Hurry to your bookstore!”

. This author

—Daniel A. Poling

The Devin-Adair Co., Publishers
23 East 26th Street,

New York 10, New York

Sirs: Please send ...... copies
of COLLECTIVISM ON THE
CAMPUS. Tenclose §.........

NG 5. & cummeres s & sawavs & 5 i
(please print)

Street

.......................
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virtue, based on the belief in God.

We might learn from the colo-
nial leaders how to deal with the
moral and the materialistic trends
of our times. We often forget that
the poverty of the early settlers,
the hardships of the frontier, the
lack of churches and schools, left
their mark on the second and
third generations.

The spirit with which the early
settlers faced their difficulties
found embodiment in some great
documents: the Mayflower Com-
pact, the Articles of Confedera-
tion, the Declaration of Indepen-
dence and the Constitution, Frank-
lin’s “Almanac,” Bradford’s “His-
tory,” Cotton Mather’s “IEssays To
Do Good,” Roger Williamg’ and
Lord Baltimore’s theories of reli-
gious toleration, Penn’s speeches
to the Indians, and many others.
Lee Vrooman has gone through a
lot of this early material and
culled the most significant ex-
cerpts for us.

There is instruction and in-
spiration in this book, and many
choice bits of Americana, We
learn, for instance, that God and
man had Yale trouble in colonial
days too! Yale once expelled its
highest ranking student because
he preached to the Indians!

The text is embellished with
more than 100 pen sketches by
Jaquelin Smith. GERALDINE FITCH
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HIS RENDEZVOUS
WITH HISTORY

The man behind the towering pub-
lic figure revealed at last by a close
personal friend and warume aide
who authoritatively corrects many
of the false impressions spread upon
the public record.

by Major General
Courtney Whitney

$6.75 at most bookstores
ALFRED A. KNOPF, Publisher

Any book reviewed in this Book Section
(or any other current book) supplied by
return mail. You pay only the hookstore
price. We pay the postage anywhere in
the world. Catalogue on request.

THE BOOKMAILER, Box 101, New York 16




Along the Paperback Front: The
Henry Regnery Company of Chicago
has a line of paperbacks bearing the

label, Gateway Editions. Among
other items, it contains a modern
translation of Machiavelli’s “The
Prince.” This sixteenth century work
remains a classic statement of the
nature of stark political power; po-
litical power per se, stripped of the
religious, moral, and social consider-
ations which sometimes soften it.
Machiavelli’s stance in this book is
that of an adviser to one of the petty
tyrants of his time. Polities, from
this perspective, is the art of obtain-
ing, extending, and perpetuating
power; and it is judged by no other
standard than its success in this en-
deavor. The prince is above the law,
and beyond morality — except as he
can cynically use morality to make
his subjects properly submissive. It
is redundant to speak of power poli-
ties; there is no other kind.

It is good for libertarians to be fa-
miliar with Machiavelli’s book, for
the political power he writes about
is the force they are trying to har-
ness and confine. Like fire, it may
be a good servant; but it is a fearful
master.

P

Rise and Fall: It seemed natural a
century ago to speak of the progress
of mankind onward and upward for-
ever. Not so today. “Worlds which
have risen in heroism lie down in
fatigue,” writes Jacques Maritain,
“for new heroisms and new suffering
come in their turn and bring the
dawn of a new day.” It has happened

before in man’s checkered history; it
seems to be happening now.

In The Revolutions of Civilization,
Sir Flinders Petrie tells us that “civ-
ilization is an intermittent phenom-
enon.” He outlines eight cycles of
civilization in Egypt’s long history,
and finds five parallel cycles in the
history of Europe. This fascinating
volume was first published in 1911,
but it hadn’t been easily available
for some time when the Foundation
for the Study of Cycles reprinted it
in 1951, complete with 57 illustra-
tions. There are about 30 copies left
at $1.00 each. Write to the Founda-
tion for the Study of Cycles, 680
West End Ave., New York 25, N. Y.

Petrie’s book is number 23 on Ger-
ald Heard’s list of 30 “break-
through” books; books which present
the new outlook in the several fields
of thought, the natural world, human
nature, history, and the goal of life.
Drop a card to THE FREEMAN for a
free copy of this list.

* * *

The Bricker Amendment: Leading
the effort to alert Americans to the
dangers of “treaty law” is the prom-
inent lawyer, Frank E. Holman, a
past president of the American Bar
Association. He has just issued a 28-
page pamphlet summarizing achieve-
ments to date and bearing the title,
1956 — The Year of Victory. Mr.
Holman will send single copies free
to individuals who write him at the
Hoge Building, Seattle 4, Washing-
ton; better yet, order from The Argus
Press, 71 Columbia St., Seattle 4, at
11¢ per copy for 100 or more.



Private Education For All

DUCATION should be viewed
from the standpoint of the
individual and thus it becomes the
responsibility of the parents and
not the responsibility of the State.
It is recognized that it is the
duty of the parents to feed the
child’s stomach. Consistency de-
mands that it is also the duty of
the parents to feed the child’s
mind.

As education is the duty of the
parents and is for the benefit of
the individual, efforts should be
concentrated on ways and means
of removing the State from the
field of education and returning it
to the people.

If education is returned to the
people, they will organize their
own private schools just as they
organize their own private busi-
nesses — without the aid of the
State. The cardinal principle of
private enterprise is that the cus-
tomer is always right and in ac-
cordance with that principle thou-
sands of businesses have arisen to
meet the perverse whims and

With
schools returned to the field of pri-
vate enterprise that same cardinal
principle will be foremost. Thou-
sands of schools will arise, adapted
to satisfy the varying needs of the

needs of the customer.

millions desiring education —
schools for the handicapped,
schools for the slow, schools for
the gifted, schools that grant di-
plomas, schools that grant no di-
plomas in the belief that educa-
tion is never finished, schools with
curriculums as varied as the
needs of those in them.

The principles of free private
enterprise built America. Those
same worth-while principles which
have worked so well in creating
our society will work equally well
in producing the finest schools in
the world; for the competition of
the schools endeavoring to serve
the demands of its customers, the
children, will force the schools to
hire the best, which means not
good but excellent salaries. Com-
petition will necessitate that the
buildings and equipment be up to
the minute in order to attract pu-

Readers are invited to nominate their cwn or other letters of note for this
section; the author's permission to print showld accompany the nomination.
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pils, and the schools will have to
run efficiently in order to keep
costs down.

The mass of the people are well
able to pay for private schooling.
They are now paying for the
schooling their children are re-
ceiving. They will pay for it if the
schools are privately organized,
and they will be aided as they are
today if their parents cannot pay

Why is it not possible for some
Americans to live according to
their consciences in the U.S.P
Is the U. N. a road to war? . . .
Must labor unions coerce? . . . Is
the income tax unconstitutional?
.. . Is social security immoral?
Does social justice mean social
sameness?

This is a sample of the provocative
questions discussed in

FAITH
AND FREEDOM
the dynamic monthly magazine
that analyzes trends and events
from the moral viewpoint.
Readers of The Freeman may re-
ceive free subscriptions to Faith
and Freedom. Absolutely no cost
or obligation.

FREE just send your name and
address to Dept. S20,

Faith and Freedom

1521 Wilshire Blvd.,

Los Angeles 17, Cal.
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for their living expenses. Private
grants of charities, foundations,
businesses, and just plain people
interested in seeing the children
acquire the opportunity to study
will take care of this problem ef-
ficiently and with as little embar-
rassment as possible.

Education in a society based on
the fundamental principles of free
enterprise should be in accord
with those principles and should
itself be a living example of the
virility, efficiency, and morality of

free enterprise. 0. B. JOHANNSEN

From The Wall Street Journal, Dec. 8, 1955.
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