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Foreword
I began writing a column of economic interpretation for
the New York World-Telegram and Sun and other ScrippsHoward newspapers in the fall of 1944, and over the years
it has been necessary for me to discuss practically every phase
of the economy. In order to interpret these subjects intelli
gently and to comment constructively to the public on pass
ing events, it became essential to relate each particular item
to a definite economic and philosophical framework. Thus
each analysis became part of a central theme.
In a way I have acted like a minister who expounds his
basic concept by employing some current event or scriptural
quotation as a point of departure. In my own case I am frank
to confess I have expounded the importance and virtues of a
free society. Whether the particular point under discussion
was productivity, or wages, or economic growth, or labor
unions, or government economic intervention, or any other
subject, my theme has remained the same— the necessity for
free markets and a free economy if we are to avoid coming
under the yoke of some political despotism. I make no apolo
gies for being guided by this absolute, but rather assert that
it is logical and essential for an interpreter of economic affairs
to do precisely this.
There is much talk today about the importance of “objec
tivity,” but to me it seems that there are some subjects about
which one should not be objective. Such a subject is the
maintenance of a free society and the measures necessary to
insure it.
vii

FOREWORD
As I look back I find that my philosophy took form in the
years before World War II, when I decided to delve deeper
into economic theory in graduate studies at New York Uni
versity. Then it was that I developed a clear-cut framework
of reference which I could use as a guide. Because of this
rewarding experience I can recommend highly the return to
systematic study after one has been educated and hardened
in the business world. To a mind which has been matured by
such experience, the value of further theoretical analysis can
hardly be exaggerated.
Basic truths do not change, although events certainly do.
The economic principles which guided me in interpreting the
wartime and post-war period are the identical principles
which guide my present writing. In those years I had to spell
out the dangers of price and wage controls and a governmentregimented economy. In recent years I have had to spell out
the very same truths about the dangers of a government-regi
mented economy, but with different examples. Wage and
price controls have been largely eliminated, although the
menace of their return continues. But the extension of gov
ernment economic activity and the proliferation of so-called
welfarism, with its inevitable deficit spending and inflation,
are the great forces which are driving us in the direction of a
collectivist state.
It is interesting to note that in the early years of my writing,
when I was expounding the identical principles which are
embodied in my work today, the letters I received were gen
erally hostile— often vituperative. In those times people
seemed to have been carried along by the statist concepts of
the New and Fair Deals. They became emotionally upset
upon reading anything, no matter how logical, which dis
turbed their ideas.
viii
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Today my mail is quite different, although the principles
which I expound are not. Practically all the communications
I receive are favorable. My conclusion is that, dark as the
world may seem to those immersed in its problems, there is
evidence that people have progressed greatly in their under
standing of the nature of freedom and the dangers of statism.
I am encouraged in this belief not only by widespread public
support but more especially by a vigorous libertarian move
ment which is taking place in the colleges and among young
intellectuals generally. This could have great significance for
the economic and political future of the United States.
New York City
June, 1961

1-

Ways of life: Capitalism,
Socialism-Communism
It would require many volumes to discuss adequately capitalism,
socialism and communism . Our aim in the following brief
essays is rather to touch upon some important aspects of these
systems, as a basis for the following discussion of specific
problems facing a free society.
No one should imagine that the adoption of an economic way
of life, or of important specific economic measures,
concerns only that phase of our living. The choice of economic
measures powerfully influences our entire way of life.
There can be no political or personal freedom unless we have
an economic system based upon the free movement
of men, goods and money .

WHY PRIVATE CAPITALISM?
When Dwight Eisenhower was President of the United
States he recounted a wartime meeting with Communist Mar
shal Zhukov at which they discussed capitalism and com
munism. Zhukov represented a completely materialistic,
one-party, one-man tyranny which exterminated the opposi
tion and controlled the people with an iron hand. But in
talking to the American General, he represented the Com
munist State as idealistic and democratic. He attacked private
capitalism as materialistic, anti-democratic and oppressive
of the individual. In telling about this meeting at a press con
ference many years after the discussion, Mr. Eisenhower said
that, according to Zhukov, the Soviet system “appealed to the
idealistic” whereas ours appealed “completely to the ma
terialistic.” Then Mr. Eisenhower confessed, “I was very hard
put to i t . . . I had a very tough time trying to defend our
position.”
The American people have a soft spot in their hearts for
Ike but they felt sad at such a reply. Couldn’t the leader of
the American nation adequately defend the system of private
capitalism which has so many virtues?
Mr. Eisenhower was no more unknowing in this regard
than many other American citizens. People are busy with
3
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their own affairs and have little time, even if they have the ca
pacity, to make a searching analysis which requires a knowl
edge of economics, history and philosophy. They have come
to take for granted the great blessings of a free society which
is based upon freedom in the economic sphere—private en
terprise. Certainly our schools do not prepare students with
a theoretical understanding of private capitalism which would
serve as a guide for judgment on practical, every-day prob
lems. And there is little doubt that clever Soviet propaganda
which lies about the facts has been accepted by many people
as literal truth. It may be helpful if we state in very simple
fashion some basic truths about our way of life.
What are the virtues of a free enterprise economy? Why
is private capitalism of such great value to the American citi
zen that he should defend it to the death against communism?
It is the only system which can achieve the following objec
tives:
Human Freedom
Any economic system which does not accomplish this is
bad, no matter what advantages are claimed for it. For over
five thousand years people have struggled to get their rulers
off their backs, and it would be tragic if we retraced our steps.
John Chamberlain in his Roots of Capitalism has stated the
case well in the following paragraph: “There are so many
spiritual implications in liberty that it deserves to be consid
ered an end in itself. Even if State planning offered more
material goods, people who have known and cherished liberty
would rather live as free human beings on a more modest
standard of living than sell their birthright for a mess of
totalitarian pottage. But no such alternative exists. The fruits
of totalitarianism are for the State, at most for a limited class.”
4
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The basic principle of traditional liberalism has always
been, Beware of the encroachments of the State! The mam
moth growth of centralized power has always robbed people
of their liberty in the long run. Until recent times no one
could lay claim to being a liberal unless he strongly believed
in this guiding principle.
Political liberty and economic freedom are intertwined—
they cannot be separated. Any system which deprives the in
dividual of his economic freedom—by controlling his job, or
how much he can earn, or what he should buy, or how he
should live— takes away his basic freedom. And it is impor
tant to remember that throughout history, whenever bureau
crats controlled people’s economic lives, they soon came to
control their political freedom as well. It is essential for the
survival of democratic government that economic power be
separated from political power. This is the sine qua non of
democracy. It is the reason why the preservation of private
capitalism is essential for the maintenance of a free society.
As an instance, take the vital matter of free press and free
speech. No democracy can survive for long if these do not
exist. But if the State owned all property how could any dis
sident hire a hall or attack government policy? If the state
owned the paper mills and printing plants, how could any
minority group even distribute a leaflet explaining its point of
view? Today newspapers, magazines, radio, television—all
present a kaleidoscopic view of economic and political opin
ion in our free society because they are privately owned and
their owners and their managers represent different view
points. Can you imagine a state-owned or controlled radio
or television station, newspaper or magazine encouraging
dissent on a really vital matter? Of course the government
might maintain a sham tolerance on unimportant issues. But
5
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once the chips were down government officials would un
doubtedly control everything ruthlessly.
Take still another instance— a man’s job. If the govern
ment guarantees it, then the government will set the condi
tions of work, wages, and other conditions. And it will even
insist upon the “mobility” of labor—that is, if there is no job
for carpenters in New York they will have to move to Chi
cago, or some other city.
So it becomes plain that human rights are bound up with
property rights. Some honestly confused people, as well as
demagogues, elaborate on the conflict between human rights
and property rights. There is no such conflict. If an individual
cannot retain the fruits of his labor—his property—then he
has been deprived of his human rights. Our own Constitution
in the Bill of Rights recognizes the identity of human and
property rights when it says that no person may, without due
process of law, be deprived of “life, liberty or property.”
The Most Efficient Economic System
The second objective is to establish the most efficient eco
nomic system. What we want is the highest possible real in
come (clothing, food, conveniences, and necessities) for
everyone. Competitive private enterprise and the free market
are the basis of the most efficient system because they most
expertly resolve the countless economic conflicts which take
place all the time. No individual or group is smart enough to
decide the right relationship between the millions of factors
which are changing every week and even every day.
Only the free market can accomplish this by permitting the
laws of supply and demand to operate through free-pricing.
How many electric dynamos shall we make, how many pairs
of shoes, how many radios, how much cleaning service, how
6
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many hotels? These and countless other questions are de
cided every day in the give and take of the market. It is the
only democratic way of deciding these things, for the only
other method is for some autocrat to try to do this job arbi
trarily, with the backing of the police power of the state.
The remarkable record of economic progress in this country
where the real income of all working people is doubled just
about every thirty years is proof of our efficiency. The short
ages, the famines, the snafus, the pathetic quality of construc
tion and the persistently depressed standard of living prevail
ing in communist countries is proof of their inefficiency.
In the following chapters these statements will be amply
documented. At this point I would like to make it clear that
the ability of an iron-fisted communist autocracy to direct
workers in manufacturing specific items is unquestioned.
They can force the production of machines, tanks, sputniks,
and many other things in ample quantities. But nowhere on
earth has such a hierarchy ever shown the ability to create a
high standard of living for all the people although they are
notably successful in creating luxury for themselves. One ex
cuse usually given for the low standard of living of the Rus
sian people is that the communists started from scratch. This
is palpably false. Russia, before the revolution, had one of the
best technologies in Europe. Russian artillery, which required
high technological skill, was the most famed on the Con
tinent. So were many other of her manufactures. The commu
nists started not from scratch but with a very ample birthright.
Self-Expression
The third great virtue of the free enterprise system is that
it offers every individual the greatest opportunity for selfexpression. Collectivism is the opposite of individualism, and
7
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therefore the collectivist society is necessarily stultifying in
this regard. The great profusion of works of art and literature
in the western world where private capitalism exists is sharply
contrasted with the well-known poverty of first-rate creative
activity in these fields in communist countries.
Finally, and certainly of great importance, is the fact
that life under private capitalism encourages maximum spirit
ual and aesthetic expression on the part of the individual. He
can practice his religious convictions with absolutely no re
straint and he can promote any ethical ideas which seem to
suit him. Furthermore, he can change his ideas when he
wishes. The State cannot stop him.
Most people accept the principles stated here as vital ad
vantages of a free enterprise society contrasted with an all-out
communist regime. But some who are against communism as
a system want to modify private capitalism by the admixture
of more collectivism— more federal spending, more federal
organizing and directing the economy. They talk about the
virtues of a “mixed economy,” not realizing that as the gov
ernment takes step after step to enlarge its economic activities
and control over industries and individuals it necessarily re
stricts the area of voluntary activity. This step-by-step en
croachment undermines and ultimately destroys the individ
ual’s freedom. A nation need not lose its freedom all at once.
It can surrender it piecemeal until the take-over is merely a
matter of form.
We hear it said, “It can’t happen here.” It is hard to im
agine the United States without individual freedom. But we
need only recall the frightening example of the growth to
power of Huey Long to become aware of the danger. This
persuasive demagogue used government money and govern
ment office to further personal control. He finally became the
8
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dominant figure in the southwest and was mentioned as a
presidential possibility. Long became a dictator, and in his
hands vast, accumulated government power could have been
used with frightful effect. And it is clear that there can be
other Huey Longs.
The danger of a drift towards collectivism is enhanced by
the rapid extension of welfare state measures which lead us
step by step in this direction. Those who call themselves lib
erals today often become uneasy when they realize the con
flict that arises between safeguarding human freedom and
extending the power of the central government. But in prac
tically all such cases the liberal of today is willing to close
his eyes to the threat to freedom in favor of the benefits he
thinks will come from the extension of government-managed
“welfare” measures. Preservation of human freedom is no
longer the first principle of those who today call themselves
liberals. It is merely one desirable objective— together with
others.
The traditional liberal, on the other hand (often today
called a conservative), is guided by the concepts of those who
built the foundations of liberalism—ranging from John
Locke in the seventeenth century on through to John Stuart
Mill, author of the classic On Liberty, to Woodrow Wilson
in our own time.
John Locke inspired the framers of the American Con
stitution to establish a government of checks and balances
with limited power for the federal government. The first ten
Amendments to the Constitution, known as the Bill of Rights,
are replete with the phrase “Congress shall pass no law” con
cerning this or that. Another guiding statement of traditional
liberal philosophy is Lord Acton’s famous dictum, “All power
tends to corrupt; absolute power corrupts absolutely.” And
9
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the traditional liberal understands the wisdom of de Tocque
ville who, visiting the United States early in the nineteenth
century, made some astute observations about American life.
He pointed out, for instance, that over here people solve many
major problems for themselves which in Europe were increas
ingly loaded on to the State. It was the independence, virility,
and individualism of Americans that impressed de Tocque
ville in those times, and other traditional liberals since.
Very important, too, among traditional liberal concepts, is
the rule that economic and social problems must be solved by
the individual, the family, the local community—in that or
der. Only in case of crisis or provable necessity should the
federal government enter the scene. By contrast the new-day
liberal tends to think of almost every problem— from juvenile
delinquency to the health of each individual— as one which
must be solved by the federal government. This is a danger
ous road for a freedom-loving people.
It is important to note that the coercive power of the State
is dangerous whether it is applied directly with full force or
indirectly in subtle fashion. Take the case of agriculture.
Some people think that government price support for crops
is harmless. The farmers themselves vote to restrict their
crops, do they not? Of course they do, because the alternative
offered to them is a harsh one when applied suddenly. In ef
fect the government says “You can get 20 cents or 50 cents
a bushel more for your corn or wheat if you sell it to govern
ment warehouses.” Few farmers can resist this inducement.
Professor Friedrich Hayek, author of the monumental
study of freedom entitled The Constitution of Liberty, ex
plains the danger of the coercive power of the State in this
fashion: “Coercion occurs when one man’s actions are made
to serve another man’s (or the State’s) will, not for his own
10
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but for the other’s purpose. Coercion implies . . . that I still
choose, but that my mind is made someone else’s tool, be
cause the alternatives before me have been so manipulated
that the conduct that the coercer wants me to choose becomes
for me the least painful one.”
In other words, government can corrupt large segments of
the population by offering them a choice which is heavily
loaded in favor of the government’s plan. The same kind of
coercion is offered to a worker when the government says,
You have a choice of joining a specific union or not earning
your living at your trade. This kind of indirectly exercised
government coercion can in the long run destroy individual
freedom just as completely as direct coercion and outright
government domination.

PEO PL E’S CAPITALISM

The phrase “people’s capitalism” as a description of our
system has been receiving increasing prominence in the press.
The precise origin of this phrase is uncertain, but there is no
doubt that whoever conceived it has made a major contribu
tion to the general understanding of the free enterprise sys
tem.
It was Karl Marx who tried to give the free-market, privateownership system an ugly connotation by calling it capital
ism. This was calculated to make it appear cruel and imper
sonal. Communists and socialists have always held up to
scorn the free enterprise system by calling it capitalism. But
the phrase people’s capitalism, embodying the word “people”
which the communists love so much, cannot be so easily at
tacked by propaganda.
11
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What the phrase “people’s capitalism” says, in effect, is
that the vast body of citizens owns the means of production,
and it is they who profit from the vastly increased produc
tivity of our economic order.
“Of all the great nations,” says Frederic Dewhurst in his
massive study, America’s Needs and Resources, “the one that
clings most tenaciously to private capitalism has come closest
to the socialist goal of providing abundance for all in a class
less society.” It is ironic indeed that capitalism—not social
ism— should lead the way towards plenty for all in a society
without class distinctions. Hardly any informed person needs
to be told the statistics proving the point of a people’s capi
talism.
A few of the salient facts are these: There are more than
thirteen million stockholders of American corporations, plus
approximately ten million private owners of farms and unin
corporated businesses; about seventy per cent of the national
income of the United States comes from wages and salaries,
and at least another eleven per cent should be classed in the
same category, being earned by self-employed people (doc
tors, lawyers, etc.) and unincorporated small businesses
(grocers, butchers, tailors, etc.) plus several million small
farmers. More than fifty-eight per cent of all non-farm dwell
ings are owned by individuals who occupy them.
The enormous productive power of industry gives the aver
age factory worker a current weekly income of over $90.
His real earnings just about double every thirty years. Of the
total income of the United States less than five per cent is
earned by those making $50,000 or more annually.
However, there are those who do not like the people’s capi
talism we have today. For instance, Professor Arthur Schle
singer, Jr. of Harvard wants a change to a “new liberalism.”
12
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He says, “The issue is whether the gains of economic progress
should be invested in the welfare of a few [which, of course,
they aren’t] or in the general welfare [by means of govern
ment distribution]. . . . So long as we refuse to assert the gen
eral welfare against the false notion that the unlimited pursuit
of profit will guarantee the general welfare, we can expect
that, while we privately grow richer our nation will grow in
proportion poorer.”
Here once again is the old chestnut about the gains of the
few and the poverty of the many which was popularized in
Marx’s Das Kapital. The events of the past hundred years,
and the income statistics which the United States Govern
ment publishes, have completely discredited this baseless
theory.
Communists, of course, attack people’s capitalism, and
try to make day look like night. For instance, Kolganov, a
leading Soviet theoretician, twisted American national in
come figures to prove his point in an article published in a
leading Soviet economic journal. He made some plainly false
statements in trying to prove that a high percentage of our
personal income goes to the “exploiting class.”
Who are these exploiters? First, he said, seventy-four per
cent of the net product of farming is really “capitalist” be
cause seventy-four per cent of farm sales originated in farms
with an income of over $2500 annually. So a farmer with an
income of $3000 a year becomes an exploiter! Secondly, all
income of unincorporated enterprises is credited to exploit
ers. These include small groceries, stationery stores, family
variety stores, shoe repair shops, and other small enterprises.
So corner grocers and shoe repair men become exploiters!
Finally, the compensation of all corporate officers— no mat
ter how small the corporation or how modest the salary—is
13
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considered as going to exploiters. Hard-working corporate
executives receiving $200 or $300 a week will hardly recog
nize themselves in this category. The net result of Mr. Kolga
nov’s figures is to prove that the “toilers” get a little over onethird of the national income while the “exploiters” get twothirds.
But all the twisting of statistics and of words will not alter
the fact that people’s capitalism provides abundance for all
and insures political liberty. The phrase people’s capitalism
is a good one and should be used increasingly.

SOCIALISM IN DISGUISE

The achievement of people’s capitalism in the United
States— a broad-based, dynamic, free-enterprise system—has
cut the ground from under the socialists. Their basic prin
ciple has been ownership by the government of the means of
production. But today socialism stands repudiated by leading
socialists of the Western World. Doctrines formulated by
Karl Marx about a century ago, doctrines and policies which
were at the apex of their popularity only a decade ago, are
now dead. The very cornerstone of socialist policy, govern
ment ownership of the means of production, has been re
nounced.
Another plank, inevitability of class warfare, with the so
cialists representing the dominant “proletarian” class, has
been disavowed. Finally, socialists now receive the blessing
of their party to fight in the armed forces of their country.
Shades of Karl Marx!
But despite these fair words, anyone who imagines that
collectivism is no longer an issue may soon receive a rude
14
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awakening. Perhaps outright nationalization of industry
which socialists now repudiate will not be the method of
achieving a government-directed economy. But the danger
is as great as ever because the collectivists of today aim to so
change the free enterprise system as to give us socialism in
disguise.
The reader will rub his eyes in amazement as he reads the
official words of the German Social Democratic Party, the
leading socialist party of the West, which was established in
Germany, the birthplace of Karl Marx. The Party had a
convention in 1959 at Godesberg and issued a formal state
ment. Listen to this:
“The free choice of consumer goods and services, free
choice of a place to work, free initiative for employers, are
decisive foundations, and free competition is a very impor
tant element of a free economic policy. . . . Totalitarian con
trol of the economy destroys freedom. The Social Demo
cratic Party therefore favors a free market wherever free
competition really exists. . . . Every concentration of eco
nomic power, even in the hands of the state, carries a danger.”
With but minor changes, the above statement could have
been issued by the U. S. Chamber of Commerce or the
N.A.M. Socialist accent on free enterprise and socialist fear
of economic power for the state are indeed startling. On
another issue the official document says, “The Social Demo
cratic Party has turned from a party of the working class to
a party of the people.”
The tactical reason for such a statement is quite evident.
Socialists are smart enough to realize that the number of fac
tory workers tends to decline while the number of those in
services and professions rapidly increases as private capital
ism improves the living conditions of every country. A party
15
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based exclusively on the so-called “proletarian” blue-collar
workers hasn’t much chance of election, because all workers
vote.
Although the above statements were made by the Socialist
Party of Germany, they accurately reflect the drift away from
pure socialism in all major Western countries. The British
Socialist Party is split, with its leader, Hugh Gaitskell, argu
ing that British socialists should “deemphasize” the issue of
nationalization of industry. In the United States also the
Socialist Party has turned to advocacy of welfare state meas
ures and has repudiated the doctrine that the state must own
all the means of production.
Behind this repudiation of fundamental doctrines are two
plain facts: (1) The Socialist government in Britain was a
failure, and nationalization of industry was repudiated by the
British people. (2) The free enterprise government of once
prostrate Germany performed a miracle of recovery, and the
Erhard anti-socialist, free-market policy created a prosperous
Germany which outstripped every other country of Europe.
This has had its influence on the people of Germany, Brit
ain and the rest of the Western world. They have observed
that socialism is inefficient and that a country which encour
ages free enterprise produces the goods— and also guarantees
individual freedom.
Nevertheless, there is a steady drumbeat of propaganda
directed toward the achievement of a government-directed
economy in the United States. It is advanced by men who
would be horrified at being classed as collectivists. But no
matter what name is given to the advance toward a socialist
state, there is reason to fear the ultimate result.
Socialists today maintain that government need not have
the responsibility of actually owning and running major in16
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dustries. Private ownership would be permitted. Socialization
of income would be achieved through government control of
wages and prices, government taxing away profits of industry,
and government distribution of money in wholesale fashion
(regardless of federal deficits) to advance the so-called wel
fare state.
This policy is tantamount to holding a carrot before a
donkey and snatching it away whenever he is about to enjoy
it. Will the donkey (privately owned industry) forever move
toward the carrot or will he recognize the socialist trick?

ARE THE COMMUNISTS TEN FEET TALL?

Another widely used means of moving us gradually toward
some form of collectivism is to cite the accomplishments of
communism. Despite the fact that the United States has
created a way of life which is the example and envy of the
world, we are urged to change our principles of operation—
to cut down the individual’s control of his own income and
increase government taxes, government spending, govern
ment projects and government control. We must change, it is
said, because we must “move forward” faster—our national
“growth” must be accelerated.
And why must we change? Because if we do not the com
munists will surpass us in creating an economy of abundance.
You would think that those who urge this radical change in a
free enterprise economy which is the envy of the world would
first of all check up on their basic premises.
They ought to be doubly sure that what they assert about
communist progress is correct. But is it? Or are we being
urged to embark on a new and dangerous course, though
17
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nobody can prove there is any truth whatever in the commu
nist claims about their growth.
We make no pretensions to expert knowledge in this field.
We would merely like to quote a few facts and some expert
opinions which have recently appeared in the press. Then we
would like to ask whether stories about communist economic
progress are reliable or mostly propaganda.
We are not here discussing communist ability to make de
structive nuclear weapons. Even a second-rate nation by
sacrificing everything to a single end may be able to develop
nuclear power. We are asking about over-all economic prog
ress which means a better way of life for the citizens of a
country.
ITEM 1: The Dean of Soviet statisticians, S. G. Strumilin,
shocked the Russian hierarchy in the summer of 1960 by stat
ing what every intelligent western observer has long known—
that Soviet statistics are false and completely unreliable.
He said that official Soviet statistics on industrial growth
have been vastly inflated by the trick of double-counting—
that is, counting the value of a basic product like steel first
when it is mined, then when it is manufactured. Between
1955 and 1956 industrial growth was not eleven per cent, as
officially stated, but only eight per cent. Between 1928 and
1956, production did not quadruple, as officially stated, but
was exaggerated by at least 25 per cent.
United States statisticians of the Rand Corporation over
here insist that even Strumilin’s figures on growth are twice
what they have any right to be. So the question arises, is the
United States being urged to change its remarkable economy
in order to surpass a lot of phony statistics?
ITEM 2: From the United States Department of Com
merce comes a report after a long investigation of the Soviet
18
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chemical industry. The report says “the Soviets have not gone
as far as the more scientifically advanced nations of the West
in providing a sound chemical industry.” The report predicts
that Soviet progress in this field will be retarded by lack of
scientific knowledge. Can any modern nation advance rapidly
when it is behind in a basic field like organic chemistry?
ITEM 3: The official Soviet paper, Pravda, repeatedly at
tacks Soviet technology for “producing inferior products.” In
the building field it complains that “disorganization flour
ishes.” Housing outside of Moscow is just about equal to that
of pre-civil war in the United States, competent observers
state. Pravda also is worried about sharp declines in receipts
of collective farms, while in the United States we have farm
surpluses running out of our ears.
ITEM 4: In the so-called dynamic economy of the Soviets,
wages of many factory workers were cut fifteen per cent or
more in September 1960 when the seven-hour day was intro
duced. This statement, quoting specific instances, comes from
Komsomolskaya Pravda, which said that “wages depend pri
marily on fulfillment of the production plan.” American labor
unions please note—here is the speed-up under government
force and terror.
ITEM 5: Professor G. Warren Nutter has made a study of
Soviet statistics under the auspices of the National Bureau
of Economic Research. His conclusion: In many key indus
tries, the Soviet Union has made progress but we have pro
gressed faster. Their time lag behind us in 1955 was greater
than it was in 1913 in many basic industries such as steel in
gots, cement, electric power, freight cars, natural gas, and
other fields. Dr. Nutter’s report is treated more fully in a
succeeding chapter.
ITEM 6: In January 1961, Nikita Khrushchev grew vio
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lent at a meeting of the Central Committee of the Communist
Party and threatened his hapless subordinates because Soviet
agriculture was admittedly a failure. In 1957 he had promised
to overtake the United States in per capita production of
grain, meat and milk. By Khrushchev’s own admission they
were nowhere near that goal and were having trouble feeding
their own population. “Sabotage,” thundered Khrushchev,
“stealing.” But this was all nonsense. His much-vaunted sys
tem of production had broken down.
ITEM 7: Many economists including John M. Cassell of
the Rockefeller Office have published evidence to prove that
in Gross National Product the Soviet Union since 1950 has
grown at a slower rate than Japan, West Germany, Austria,
and Greece. West Germany, by encouraging free enterprise,
individual initiative and private investment has grown at
a rate that makes the Soviet Union look like a backward
country.
ITEM 8: Communist China is in real trouble. She faces
the horrors of a devastating famine. After an investigation in
Hong Kong and other Eastern places, Joseph Alsop, Herald
Tribune syndicated columnist, estimated that the famine
would take the lives of 150 million (this is not a typographi
cal error) persons. Despite Chinese statements about nature’s
perversity, it has been clearly established that this is a manmade famine. The Chinese hierarchy destroyed the very basis
of Chinese agriculture by trying to establish communes and
by attempting to turn agricultural communities into industrial
complexes. China is not fulfilling her export contracts for
rice; in fact, she is importing rice— which is unheard of ex
cept in famine years. The propaganda about “the great leap
forward” turns out to be pure blue sky.
It is dangerous to underestimate our totalitarian enemy.
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But it is just as foolish to cripple our productive economy in
order to meet mere propaganda statistics. We cannot success
fully meet the threat of communism by repeating over and
over, like an incantation, false phrases which become false
guides in national policy.

WHY DO SOME NATIONS TURN TO COMM UNISM ?

One of the false phrases which has been most effectively
sold to the country is that the way to keep a nation from
turning to communism is to improve its economic condi
tions. We have been told that there is a direct relationship
between the economic status of a people and communism;
that the poorest nations are attracted to communism and that,
as those with low incomes get more of the necessities and
conveniences of life, they will turn away from it. Our foreign
policy has been geared to this concept. Mr. Paul Hoffman,
addressing the United States Chamber of Commerce some
time ago, said that if by our gifts we could improve the an
nual income of low-income nations by $200 per person each
year, we would eliminate the threat of communism. But is
this true?
In the light of all the evidence isn’t it about time that we
reappraise the correctness of this basic assumption? The
amazingly large communist vote in Italy despite her phe
nomenal economic advance is proof that the “buy-off com
munism” theory is a fallacy. The standard of living of the
Italian worker has improved greatly each year over the past
decade. In 1959 Italy’s growth rate at stable prices was seven
per cent, one of the highest in the world. In 1960 Budget
Minister Giuseppe Pella reported to Parliament that Italy’s
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national income increased to $3.1 billion from $2.8 billion in
1959. This was a rise of 6.8 per cent after price changes are
taken into account—a remarkable achievement. Yet the
Communist Party continued to poll about one-third of the
entire vote—prosperity or no prosperity. The curious fact is
that the communist vote is strongest in northern Italy, which
is the most prosperous section of the peninsula. How do all
these facts fit in with the theory that economic progress will
defeat communism?
“But,” say the spend-to-defeat-communism advocates,
“the Italians are still so poor that communism greatly ap
peals to them.” Then what about the Irish? Here is one of
the poorest nations and yet communism is practically un
known in Ireland. If economic status is a determining factor,
why aren’t the Irish communists powerful, and why didn’t
this show up in their elections?
Take the case of the Austrians. These poor people were
oppressed by the occupation of their homeland by the So
viets. They were bedeviled by communist sabotage in their
own back-yard and stripped of practically everything but a
little food and some clothing. Yet in the elections of 1951
the Austrians gave the communists a vote of less than five per
cent. If poverty leads to communism how would you account
for the poverty-stricken Austrians repudiating communism?
Then, of course, there are the Turks. The Turkish people
are much poorer than the Italians and the Irish, yet commu
nism is practically unknown in Turkey. Another case to con
sider is that of the Poles. Although this country was deva
stated more thoroughly than any in Europe and although the
Polish people were practically starving, they gave the com
munists a vote of less than fifteen per cent immediately after
the war when they were still free. They refused to embrace
the devil, despite their terrible economic status.
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On the other hand, despite the fact that France is one of
the richest countries in Europe, and one which has made
great economic progress during the last few years, commu
nism is still a very substantial force. The communist vote
continues to be about twenty-five per cent of the total, and
in some of the large industrial centers which have made great
economic progress, nearly one person out of every two votes
for communism. Thus, while poverty does not necessarily
mean communism, good living does not necessarily preclude
its flourishing.
The evidence seems clear. You do not kill communism by
raising living standards and you need not necessarily get it
where the standard of living is very low. Communism flour
ishes where there is no strong opposing ideal to offset it. That
ideal may be a powerful religious force, or intense and uni
fied nationalism, or a vigorous libertarianism, but wherever
a deeply rooted opposing ideal exists, communism will not
make progress. But where such ideals do not exist, all the
money in the world will not prevent the growth of commu
nism. It is in the field of the spirit and the mind that the secret
of successfully meeting the menace of communism will be
found.
The economic factor is a minor one. Increased earnings of
ten or even thirty per cent do not necessarily make for fewer
communists. You can see that in the United States. Was it a
depressed economic status that turned Alger Hiss and Lee
Pressman toward communism? Are there not more commu
nists and communist sympathizers on Park Avenue and other
sections where the rich and well-to-do reside than there are
in many working class sections of New York City, or in an
industrial town like Gary, Indiana? The theory that there is
a direct relation between the economic condition of an in
dividual or nation and their affinity for communism simply
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does not hold water, and any national policy based on that
theory is both wasteful and unsuccessful.

THE NATURAL PREY

In relation to the problem of why some nations favor com
munism, I once was sent an interesting statistical analysis. It
drew a comparison between the number of known commu
nists in each state, as reported by the FBI, and the general
prosperity and educational level of the states. Since there are
government statistics on state-by-state incomes of individuals
and on state expenditures for education, the study was able
to depend on reliable figures.
The result of the study was startling. The states which, in
proportion to their population, have the highest number of
communists were the states with the highest incomes and
highest level of education. The statistical analysis seemed to
indicate a definite correlation between the educational level
and the well-being of a state, and the number of commu
nists who lived there. New York came first, California sec
ond, Illinois third, Pennsylvania fourth.
This study is not advanced in any way as conclusive, but
it does present an interesting basis for speculation. If com
munism and extreme leftism are likely to grow as people be
come more educated, then it is perfectly obvious that there
is something wrong with that education. One would expect
that a person who has learned something of the truth of the
ages, of logic and of human nature, would be better able to
resist the wiles of totalitarian doctrine than the person who
has not had these advantages.
Intellectuals of all kinds who are familiar with the de
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velopment of western civilization and the importance of in
dividual freedom in our progress should be staunch defenders
of a free enterprise, Bill-of-Rights democracy. They should
be more vigorous opponents of totalitarianism than poorly
educated people. But the curious fact is that this is not always
so.
A clue to the reason for this discouraging situation may be
gleaned from a letter by Gordon Campbell of Harvard Uni
versity to the New York Times at the time this subject was
being discussed in my column. Mr. Campbell objected to the
fact that communism is taught in many colleges “as part of
a program of indoctrination” instead of “with fearless objec
tivity.” He went on to say “it could be fairly reasoned, I think,
that the examination of a doctrine according to a rigidly pre
conceived conviction is as bad— or worse—than the failure
to teach the doctrine at all.”
Mr. Campbell does not want us to have a “rigidly precon
ceived conviction” about the value of the Bill of Rights or
freedom or human dignity—or communism. According to
his line of reasoning, a teacher should be “objective” in dis
cussing the question of slave labor camps, murder of the op
position and enslavement of people.
This shocking proposal— that those who teach the truth
should not prefer good over evil and should never indicate a
preference for freedom over slavery—may be a clue to what
is wrong with so much of our education in this country today.
It throws a spotlight on the reason why so many educated
people are completely confused on the greatest problem of
our time.
The basic reason for this confusion is that many intel
lectuals accept the false premises of Marxism often without
even knowing it. These premises are actually being taught in
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many schools and colleges. For instance, the word “profit”
has come to have a bad odor about it—certainly it is not as
good a word as “wage” or “salary.” That comes right out of
Marx. The idea of class conflict instead of the co-operation
of individuals in society is an accepted idea.
Workers and employers are supposed to be bitter enemies
instead of co-operators in producing more so that everyone
can earn more. Another generally accepted principle is that
the free-enterprise system cannot regulate itself. If that is true,
then why isn’t socialism better—where the government regu
lates everything?
Even the Marxist “dialectic” is accepted and teachers ex
plain that old-fashioned capitalism is evolving into some
“higher form” of organization. Another principle generally
approved in schools and colleges is that it is the duty of the
government to “level off” high incomes. This leads to the
socialist idea of an egalitarian society, although it takes away
all incentive from those who have the ability and ingenuity to
increase the general output.
Since many of the basic principles of Marxism are ac
cepted in schools and colleges, is it any wonder so many in
tellectuals fall prey to the idea of communism?

THE ACHILLES HEEL OF COMMUNISM

If better education on the tenets and meaning of commu
nism might greatly diminish the number of people who are
attracted to its principles, the actual facts about life in the
Soviet Union also exert a strong educational influence. This
record reveals for all to see the Achilles heel of communism.
The political explosions which take place in the Soviet
Union periodically when some abysmal failure of produc
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tion takes place emphasize a problem at the heart of the study
of economics. That is the problem of efficiently allocating
and using scarce resources. Since productive factors are lim
ited, there must be some way of deciding how much food
will be produced, how much steel, how much electrical equip
ment, how much clothing, etc.
In this country these questions are worked out in the free
market according to the law of supply and demand. In Russia
everything is decided by a commissar. Since the free market
is flexible, the answers it gives are the right ones for maximum
production at lowest possible costs. In the authoritarian state,
however, the commissar’s answers are bound to be wrong
very often, because the commissar cannot possibly evaluate
thousands of determining factors. One of the weakest spots
in the Soviet Union ever since the revolution has been its
agriculture. Mr. Malenkov was supposed to have made a
mess of this, but it was the boss of the Soviet Union, Nikita
Khrushchev, who had charge of agriculture after 1950. It
was he who reported the appalling farm failure soon after
Stalin’s death in 1953.
He is on record as reporting that in 1953, after thirty-five
years of communist rule, there were fewer cattle in Russia
than before the communists took over in 1916. Livestock
supplies had shrunk by three per cent, while population had
increased forty per cent.
The total of beef and dairy cattle according to Khrushchev
himself was fifty-six million versus fifty-eight million in 1916.
Sheep and goats were about even with the pre-revolution
years, although the hog population had increased somewhat.
The area sown to grain was about fifteen per cent above prewar, which is not very much considering a forty per cent
increase in population. The reader can well imagine what
this has meant to a typical Soviet citizen. Actually, he
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has been eating less recently than he did under the Czars.
More recently—in January, 1961 to be exact—Premier
Khrushchev became furious during a meeting of the Com
munist Central Committee because agricultural production
had come nowhere near expectations. Everything had gone
wrong. Khrushchev had promised to surpass the United
States in per capita production. Instead Soviet farms did not
even meet the modest goals set for 1960. Milk, meat, grain
and most other commodities fell short of their own goals by
twenty to thirty per cent. One of the main troubles was the
decision of a bureaucrat like Khrushchev who decided to
grow wheat in an area like Kazak— an area which smart
farmers know is not suitable for wheat. The result was a
failure that surely caused some heads to roll.
It was during the early 1920s that the Soviet managers
started to liquidate individual farms and to drive the farmers
into “collectives.” That was the period when every little farm
er was called a “kulak” and many of them were murdered.
This policy of collectivization turned out to be a flop, as
proved by the figures.
The following comparisons are made with 1928, which is
the last year when there was any individual farming, and the
year 1953: all cattle, 56 million compared to 67 million in
1928; cows, 24 million compared to 33 million in 1928;
pigs, about even at 28 million; sheep and goats, 110 million
compared to 114 million in 1928.
In 1953, as pointed out above, Khrushchev confessed to
the world how bad food production was in Russia. But
now let’s come down to November, 1954. Commissar Maxim
Saburov, a Deputy Premier, made an anniversary speech in
which he said that Soviet grain production had remained
stationary at 130 million metric tons since 1952.
He was disappointed in this because they had planted about
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15 million acres more in western Siberia. Mr. Saburov also
said he had to report that the total number of cows was 1.7
million below the anticipated total, despite the fact that the
government had increased prices and raised incentives to
peasants.
Incidentally, it should also be remembered that Soviet sta
tistics are always better than the facts. For instance, when
they give figures on their harvest, they make no allowance for
harvesting losses, which every farmer knows are substantial.
In other cases, their so-called statistics are merely invented
figures for propaganda purposes. But even accepting their
statistics, as we have done above, the case for Soviet misman
agement and low living standards is plain.
The unlucky bureaucrat who makes a sorry mess of things
in totalitarian countries really has a very good defense, but
he cannot use it. The defense is that the fault lies with the
system, not the individual. But if he employs this defense, he
would be promptly liquidated.
Only a free-market system which day by day adjusts
itself to economic realities can possibly meet the needs of a
nation. This fact has been demonstrated time and again. The
recurring food crises in Yugoslavia, Hungary, and other
totalitarian countries are clear evidence of this truth.
For instance, when Yugoslavia was free her great problem
was where to find export markets for her surplus farm pro
duction. Under totalitarian rule, she has been frequently
threatened with famine. As recently as February, 1960, a
dispatch to the New York Times from Belgrade said that
Yugoslavia had asked the United States for the right to pur
chase 500,000 tons of surplus American wheat for counter
part dinars left on deposit in Yugoslavia. This despite the
fact that the Yugoslavia communists have maintained for
years that their agriculture had progressed to the point where
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grain imports would never be necessary. Hungary used to be
the breadbasket of the Balkans. Now under communism
Hungary has crop failures and is in dire need of food.
China is a prime example of how communist organization
destroys agricultural productivity. Peasant life was demoral
ized by the Party’s attempt to drive Chinese farmers into
communes. Also, the hierarchy sought to manufacture steel
in every little community in China. The result was disastrous.
In 1960 her agricultural crop was not sufficient to feed the
population. As noted in Chapter 4, it is estimated that 150
million Chinese will lose their lives through famine. China
was forced to contract for the purchase of $450 million of
grains from Canada as well as for other large-scale purchases
from Australia. The Chinese overlords know that famine will
continue because they have already contracted for three years
ahead. They know that they have fatally bungled.
An interesting sidelight on this event is the statement by a
British agricultural expert, Lord Boyd Orr, a former head of
the Food and Agricultural Organization of the United
Nations. In the spring of 1959 he made a communist-con
ducted tour of China and was beguiled by Mao Tse-tung’s
propaganda about “the great leap forward.” In the light of
the true facts at that time his statement appears to be utterly
ridiculous. He said “This spring’s wheat crop is so good you
can see the heavy plant structure while flying over the land.”
He predicted that Chinese advances in the next five years
would radically exceed those of the last five years. He con
cluded, “New China’s victory over the eternal plague of
hunger is as startling an event as the conquest of inter
planetary space.” It is strange how so many so-called experts
are eager to take communist propaganda as established fact.
Although communist countries have been able to make
slaves of their industrial workers and get some production
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out of them, they have never been able to subjugate millions
of farmers, and still get adequate food production. This may
yet turn out to be their Achilles heel.

THE MYTH OF SOVIET SUPERIORITY

Many people in this country have come to believe im
plicitly in the truth of so-called “statistics” passed out by the
Soviets. They even accept without much question the Soviet
claim that the communist individual standard of living will
surpass ours by 1965. There is a two-fold danger in this naïve
acceptance of Soviet propaganda as truth. First, it tends to
weaken confidence in our own system and adversely affects
the country’s will to resist the Soviet offensive. Second, such
unjustified belief in Soviet superiority leads to great pres
sure within the United States for us to imitate the centrally
planned, totalitarian methods employed by the Soviets. Thus
we may throw away our great advantage— our free, flexible,
voluntary system—because we convince ourselves that big
lies are the truth.
Prominent Americans who visit the Soviet Union often
treat Soviet “statistics” as facts and the achievement of Soviet
“goals” as inevitable. They uncritically repeat—as if it were
fact not an unfulfilled dream—the communist objective to
surpass the United States “in total and per capita production
and give the Russian people the world’s highest living stand
ard by 1970 or before.”
As we have said, all statistics coming out of Russia are
propaganda. None are reliable. The well-known Australian
economist, Colin Clark, who made an intensive study of the
Soviet economy, labelled some enthusiastic American inter
pretations of Soviet annual-growth reports “an odd and dan31
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gerous brand of mathematical pedantry which applies indis
putable mathematical methods to highly dubious facts in
order to reach a foregone conclusion.”
Testifying before a Senate subcommittee Dr. Clark said:
“A statement which has now circulated so extensively that
nobody ever questions it is the proposition that the real prod
uct of the Soviet Union is growing at the rate of 6 per cent per
year . . . and that therefore it is mathematically inevitable
that it must within quite a few years overtake and then
surpass the real product of the United States. . . . Like so
many other things which ‘everybody knows,’ this supposed
6 per cent per annum growth trend of the Soviet economy is
an illusion.”
Specifically, on the industrial front is the report, mentioned
above, of Professor G. Warren Nutter. He made a systematic
study of thirty-seven Soviet industries, comparing the years
1913, 1937 and 1955, and in many he found that Soviet
production was more years behind the United States in 1955
than it had been in 1937. Here are a few of the comparisons:

IN D U STRY

Steel Ingots
Crude Petroleum
Natural Gas
Cement
Electric Power
Coal
Rail Freight Cars
Canned Food
Wool and Worsted Fabrics
Vegetable Oils
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Time Lag
Years Behind the U.S.
1913 1937 1955

21
14
32
19
13
45
33
43
43
16

32
26
51
33
21
49
51
45
67
40

29
34
52
32
16
47
69
45
69
44
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The above table indicates that Soviet production has fallen
far behind our own in many major categories and has made
very little progress in others. True, they increased their pro
duction, but we increased our own even more.
Dr. Nutter drew the following conclusions: “In the first
place Soviet industry still seems to be roughly 3 1/2 decades
behind us in levels of physical output and about 5 1/2 decades
behind us in levels of per capita output.. . . Second, develop
ment of Soviet industry is roughly equivalent to what took
place in this country in the four decades bracketing the turn
or the century. . . . Third, Soviet industries have generally
lost historical ground to their American counterparts— the
lags have generally increased—in terms of both total and
per capita output.. . . Fourth, while Soviet industry attempted
in recent years to gain ground in terms of total output, they
have continued to lose ground in terms of per capita output.”
This comparison is made on the basis of taking Soviet
propaganda statistics at their face value. Dr. Nutter adds,
“It hardly seems likely that Soviet authorities have practiced
the art of understatement in heralding their achievements.”
It might be well to keep the above analysis in mind when
we read glowing reports of Soviet progress brought back by
short-term visitors or supporters of the “socialist experiment.”
There is no doubt that the Soviets are making rapid strides
in selected heavy industries. Nor need we minimize their
frightening military power, and the threat it represents to
our existence. Communist progress in rocketry—their ability
to put into orbit a seven ton satellite—is something to worry
about. But we ought to have greater respect for known facts
when talking about general standards of living and her ability
to surpass us in the near future.
There is no necessity, either, to overrate the stability of
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the Soviet regime. A headline on Adlai Stevenson’s 1958
report said, “Stevenson Decries Belief Soviet Regime is Un
stable.” In pointing out the fallacy of this idea, Eugene Lyons,
a respected expert on Soviet affairs, asked, “Why would it
(the Soviet government) maintain in the forty-first year
of absolute power a political police establishment unprece
dented for size and ruthlessness in modern history?
“Why would it need the death penalty for an attempt to
leave the country without permission, and other such drastic
laws to hold down its subjects?”
Pointing out that the regime maintains six thousand special
schools for training propagandists and that they have over
two million part-time agitators, Eugene Lyons concludes,
“Obviously a dictatorship in its fifth decade of total power
does not invest such huge slices of its budget, brains, energy
and manpower in internal security unless it feels it is in
secure.”

IS SOVIET TRADE WORTH THE RISK?

If Soviet production is in trouble, as even its own inflated
statistics show, and if the Soviet Union’s populace is so restive
that even after five decades of power “drastic laws are needed
to hold down its subjects,” should the United States bail it
out of trouble by making up its production shortages in
increased trade? Should the Western World—and especially
the United States— contribute resources intended for its own
destruction? Should we augment the economic, military and
political power of an avowed enemy, who has stated time and
again his intention to “bury” us? Bluntly stated, this is the
basic issue at the heart of the question of increasing “trade”
with the Soviet Union.
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It is, of course, sound traditional liberal policy to eliminate
trade barriers and to increase the flow of goods, money, and
people across all national boundaries. That is the way to a
better world. But the over-shadowing reality today is that we
are at war with the Soviet Union. It is a cold war, and this
country prays that it will never become more active, but as
the authors of a recent authoritative study on communist
strategy have said, the free world has superior power but the
communist may “win World War III because they know they
are in it.” Many in the West do not know that we are already
in a war. While we fumble back and forth between a policy
of strength and of appeasement, every communist move is
planned, with victory over us as the objective. To the com
munist high command every act of “trade” is part of a pattern
of war strategy. Every act, as they have stated, is intended to
weaken or destroy the enemy—meaning us.
Many people have become enthusiastic supporters of in
creased Soviet trade because they think they see a pot of gold
at the end of the Soviet rainbow. But this talk is highly un
realistic, and does not take into account some of the basic
facts about Soviet “trade.”
First, it must be realized that trade is important mainly
as a weapon of political warfare to the tough-minded com
munist rulers in the Kremlin. “We value trade least for eco
nomic and most for political purposes,” said Khrushchev in
1955, and Soviet theoreticians have further emphasized the
point. This has ominous implications for those who build up
trade with the Soviet monopoly. They open themselves to
Russian dumping in their markets, or dislocation due to loss
of Soviet trade overnight.
This is explained by Professor Alec Nove of the London
School of Economics in an essay in the January, 1959 Lloyds
Bank Review of London. He says that, for political reasons,
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“Wool is bought from South Africa in preference to Australia
because of the diplomatic quarrel with the latter . . . oranges
which came from Israel before the Suez crisis are now bought
in Morocco.” Copper, tin and benzine have been dumped at
below-market prices and wool has been bought in Afghanis
tan above the market for a purely political objective.
All the sound classical arguments about the advantage of
increased foreign trade everywhere have no bearing on this
problem. The guiding concept, as laid down by the commu
nists, is warfare—political, economic, military, and propa
ganda. Until there is some kind of settlement, anything of
benefit to the Communists (even though we might profit in a
minor way) harms the United States.
The Soviets have insisted that increased trade is possible
only if they get vast credits from the United States, whose
government cannot find enough tax dollars today for its
present needs. Judged by their record of dishonoring agree
ments, how good is a communist promise to pay in the future?
They especially want to buy heavy industrial products
which are of advantage to them strategically, and machines
of various types which can be pirated by their technicians and
reproduced in Russia. The machines and other capital goods
they acquire will then be used to make products which will
flood markets all over the world, in competition with Ameri
can goods.
Scripps-Howard reporter Charles Lucey reported in July,
1959 from London as follows: “The trend of Soviet indus
trial buying has been ‘package deals’—that is, purchases not
merely of individual pieces of machinery but of entire plans
including a complete sequence of manufacturing processes.”
This is an important clue to their objective.
They would like us to provide plans and materials— or to
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actually build for them—factories which produce chemicals,
synthetic fibers, machines, etc., etc. When they buy finished
products, such as tractors, machine tools for making con
sumer products, etc., it is merely for the purpose of copying
them.
In a report prepared for the Rand Corporation which does
considerable research for the U.S. Government, it was re
ported in the spring of 1961 that the average Soviet standard
of living in recent years in the Soviet Union has been about
a third that of the United States. This is only slightly above
the U.S. living scale in 1890. Apparently Soviet citizens have
expressed discontent. Premier Nikita Khrushchev promised
(in May 1961) that the Soviet Union would increase produc
tion of consumer goods. This is precisely what the ousted
leader, Georgi Malenkov proposed in 1953, and was deposed
from the premiership for saying so. Whether Mr. Khrush
chev’s promises will be fulfilled remains to be seen. But one
thing is certain. In trying to fulfill that promise the Soviets are
going to need plenty of western-made equipment and western
techniques for the production of consumer goods. They will
need plenty of imports—tools, model products and know
how which they can employ or reproduce for their own pur
poses.
Since the Soviets can send us very little we need, they in
sist upon our financing their imports. Khrushchev recently
said, “We have no dollars or pounds.” Technically that is cor
rect, but he evades the truth. The Soviets hoard about $9
billion of gold which is convertible into dollars, pounds or any
other currency at their option. Apparently they are holding
this as a crisis fund—or as a powerful weapon against the
West whenever they need it.
While the Soviets want credits from us, claiming they can
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not pay in goods or gold, they are at the same time extending
big credits to “underdeveloped” countries which they want
to penetrate politically. They have agreed to give $2.1 billion
of credit (not gifts) to these countries, of which $560 million
was drawn upon in the last four years. Now the interesting
thing about these credits is that the Soviets charge an interest
rate of
per cent, and their total value is far less than the
gifts which the United States has handed to these countries.
We have given billions away. The Communists have merely
extended time for payment of Soviet goods, which are fre
quently inferior in quality. Yet judging by some foreign com
ment, the Soviets are in high favor abroad while American
prestige is low.
If the Western World— especially the United States— ex
pands its trade with the Soviet Union, it will be contributing
to the development of Soviet resources which are intended
for our destruction. It will help the Soviets to lend more
money to the underdeveloped countries, to engage in propa
ganda and subversion all over the world. It is difficult to
understand why we should help Khrushchev in his attempt
to “bury” us.
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2Economic growth
in a free society
There is nothing new about economic growth to a country
like the United States which has been bursting at the seams over
a hundred years. Our phenomenal progress has been the
example and envy of the world— especially since the turn of
the century when we began to exploit commercially the great
inventions of our time: electricity, the automobile, the assembly
line, telephonic and radio communication, etc., etc. But the
remarkable growth of this country throughout the past is now
being minimized and we are told this is not enough. “Five
per cent growth each year or bust!” seems to be the new slogan.
Basically the rate of growth is determined by the economic,
political and social conditions which exist in a country.
These conditions should give maximum encouragement for
individuals to create, save and invest— for that is what causes
economic expansion. People— not government— actually make
the country grow, although government must see to it that
there are no roadblocks in the way. It must establish proper tax
and other laws which give people zest for working and
incentive to save and invest.

WHAT IS BEHIND SPENDING-FOR-GROWTH
Big government spending is being urged in order to insure
faster national “growth.” But this very same spending policy
was recommended in past decades by the same people as a
sure-fire prescription for national health during depression,
prosperity, and boom.
Suspicion is growing that the real objective sought by those
who advocate the same prescription under all conditions is
really more government control of the economy—especially
control over what people buy with their earnings. Leaders
of the government-spending school have frequently let the
cat out of the bag by their public statements. For example,
Arthur Schlesinger, Jr. who may be considered the philos
opher of ultra-liberals, recently said, “There is nothing wrong
about wanting to do things for consumers.. . . And,” he added
patronizingly, “Free consumer choice is fine.” But “The ques
tion is whether these should be the dominating objectives of
our society.”
Now if free consumer choice is not a dominating objective
of our society, what is? The reader has probably guessed it—
the dictates of government officials about what we should
want and what we should have. “We must decide,” says Mr.
Schlesinger, “whether we really want consumer spending to
dictate our national priorities.”
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He says there is an evil “alliance between the big producers
who live by the creation of consumer wants and big adver
tisers who have mastered the technology of creating wants
where none existed before.” His professorial ire is directed
at voluntary organizations which cater to and encourage free
consumer choice, and he imagines a dark conspiracy existing
among them.
Democratic Senator Joseph M. Clark of Pennsylvania,
one of the foremost advocates of government-spending-forgrowth, recently said, “Our gross national production in
cludes many items, such as liquor, cosmetics, cigarets and
certain types of advertising which are either useless or down
right harmful in terms of national strength.” Plainly, the
Senator does not like the way free citizens spend the money
they earn. He believes that more of their income should go
into the Federal Treasury so that the government might spend
it for things which he prefers.
Professor Horace M. Gray of the University of Illinois, a
leading New-Day Liberal, recently protested that “a consid
erable portion of personal consumption is unnecessary, frivo
lous, wasteful and harmful.” The professor would be shocked
at the implication that such a statement reflects a hidden to
talitarian streak. But he can hardly deny that this is precisely
the philosophy of totalitarian administrators. Totalitarian al
ways complain that the public wants things it shouldn’t have,
and they assert that government officials know best what the
public should have.
Perhaps the most revealing statement of all was made by
Adlai Stevenson in approving Senator Fulbright’s proposal
for more government spending, both military and non-mili
tary. Mr. Stevenson said, “In making decisions on the allo
cation of resources the Russians have a considerable advan
tage over us because of the difference in the decision-making
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process in the two countries. There, it is centralized in a few
men. Here, in its basic aspects, it involves all the people.”
Mr. Stevenson’s tone implies that democracy—involving
“all the people”—is our national weakness. On the contrary,
the strength of this country is in the very fact that decisions
of all kinds “involve all the people.” Even in military spend
ing we have checks and balances in competition among the
services. This minimizes the possibility of one big, cata
strophic mistake.
In contrast to the statist concept is the view of former Presi
dent Eisenhower, who has deep democratic instincts and faith
in the ability of people to choose the right course. The Presi
dent said, “Our federal money will never be spent so intelli
gently and in so useful a fashion for the economy as will the
expenditures that would be made by the private taxpayer, if
he hadn’t had so much of it funnelled off into the federal
government.” Here was a simple, clear-cut statement that lays
the issue right on the line.
In the past government spending was urged to offset our
“mature economy”—which was supposed to be stagnant and
would never grow again. (That piece of nonsense was cur
rent only a little over a decade ago.) Then it was government
spending for greater prosperity under a so-called “compensa
tory economy” scheme. (But always there were deficits which
were never “compensated” by surpluses.) Now it’s spendingfor-growth. The real purpose? Maybe it’s just government
spending to insure more government control of the people.

INFLATION VERSUS GROWTH

Massive government spending, whatever its avowed pur
pose, has one result that is quite certain—inflation. People
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who believe in inflation usually disguise themselves. They
know that the word inflation is unpopular, and they do not
dare to indorse it openly. Instead they try to achieve their
objective by hiding behind a more popular term.
The inflationists’ new device is to wave the banner of what
they call “growth.” Of course, they say, we are against infla
tion. Of course, they assert, we are not in favor of zooming
prices. But after all, they quickly ask, isn’t growth the really
important thing— shouldn’t we achieve growth (with govern
ment in the driver’s seat as planner and spender) even at the
expense of some inflation?
By phrasing the issue this way they imply that inflation
promotes growth. They imply that anti-inflationary measures
and a stable or declining price level actually prevent growth.
These assertions are made despite a long history which proves
that the opposite is true. Inflation actually endangers sound
growth. Much factual evidence on this growth-inflation sub
ject is available, but in this brief chapter we have space for
only a few instances.
Take the course of the Federal Republic of Germany and
of Great Britain from 1948 to 1955. Germany turned her
face against inflation and government control of industry
while Britain, under a Labor Government, took the opposite
course. The result of these divergent courses, which is re
corded in a following chapter entitled “How Our Experts Al
most Ruined Germany” provides a startling record for the
world to study. Everyone now knows the phenomenal nature
of the German recovery and prosperity.
Another historic instance of growth is the period in the
United States from 1873 down to the turn of this century.
During this time an anti-inflation policy caused prices to de
cline about forty per cent, while production more than dou
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bled. These are just two instances of growth and anti-inflation
going hand in hand. Other recent cases of anti-inflation cou
pled with growth are the Philippines, Burma, and Ecuador;
while the opposite phenomenon, in which inflation throttles
growth, can be seen in Brazil, Chile, Argentina, and many
other countries.
The public statements of prominent people often reveal
how widespread is the unthinking acceptance of the growthinflation policy. Dag Hammarskjold, secretary-general of the
United Nations, stated that modern industrial nations have
been inclined to favor policies aimed at price stability instead
of encouraging growth (note how he poses a false conflict).
Price stability has not been well won, he said, if its cost is
economic stagnation—even though the stagnation is on a
high level. Mr. Hammarskjold’s statement turns out to be a
slightly disguised brief in favor of inflation, which has nearly
ruined so many European and South American nations.
In this country, on the television program Meet the Press
in 1960 Governor Nelson Rockefeller was asked whether he
agreed with President Eisenhower that inflation is “the great
issue of our national life.” Gov. Rockefeller hesitated and
said, “I’m not sure. I think this is certainly an integral part of
the total issue. I think the economic growth of our country
and the adequacy of job opportunities. . . are the root, really.”
Now it certainly would be unfair to call the Governor an
inflationist, although his liking for expanded, costly govern
ment activities is well known. But it is evident from his state
ment that he has come to the same fallacious assumptions
that the inflationists make. His thinking is no different than
that of the late Professor Sumner Slichter of Harvard, who
must be given due credit for openly and honestly advocating
“creeping” inflation.
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Similar logic was employed by the Democratic Advisory
Committee and by Mr. Leon Keyserling. They persistently
urged cheap money, giant-sized government expenditure,
and budgets unbalanced temporarily (they hoped) to create
growth.
There is only one way to achieve growth—that is by in
creased savings and by increased investment in the tools of
production. In this way there is a greater flow of goods re
sulting from every hour of human labor. Anti-inflationary
policies encourage growth because people are inclined to
save more when they have a conviction that the dollar they
put aside today for future use will not be eaten up by the
price increases of tomorrow. People save less when they are
convinced that the dollar saved today may be worth only fifty
cents or only a dime after many years.
Those who think that it is up to the government to create
growth overlook the fact that increased economic growth de
pends upon the intelligence, work and thrift of individuals
and corporations. People—not government— create growth.
All the government can do is to encourage people to save
and invest. This can be accomplished by curtailing govern
ment spending and encouraging sound fiscal and monetary
policies. The evidence is plain that sound growth is achieved
by fighting inflation, not by encouraging it. The so-called
“miracle” of German recovery and prosperity is a good illus
tration of this important point.

HOW OUR EXPERTS ALMOST RUINED
GERMANY

In 1951 the United States State Department sent a com
mission of American economists to West Germany to in-
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vestigate and make recommendations to that government on
fiscal policy. Chairman of the commission was Professor Al
vin W. Hansen of Harvard. Professor Walter W. Heller, who
now heads President Kennedy’s Council of Economic Ad
visers, joined the commission and is reported to have had a
hand in writing the report. The world long waited to view
this report, which was classified as a secret document. Many
people had wanted to know precisely what measures for
sound growth were recommended by Dr. Heller and the other
economists, and to what extent the phenomenal West Ger
man prosperity was related to the prescription which they
had given for Germany’s economic health.
I had a special interest in this report ever since I heard
Economics Minister of Germany Ludwig Erhard tell a small
group of economists that the recommendations by American
experts in the 1946-48 postwar period could have wrecked
the feeble German economy. At that time West Germany was
in ruins from war time bombing. Her people could barely
find the necessities of life. West Germans had to share their
scarce resources with several million of their former com
patriots who escaped from the tyranny of the communist
puppet government in East Germany. In accommodating it
self to this vast influx, and in trying to meet the great problems
of postwar reconstruction, the West German government
naturally faced an immediate problem of high unemploy
ment.
In 1948 our experts insisted that the only way out for Ger
many was to adopt inflation. But Erhard threatened to resign
if this view was forced upon him, and the Americans backed
away. Supporting Erhard, the German government insisted
upon the opposite course— upon the maintenance of a
sound currency, a balanced budget, the elimination of price
controls, incentives to business and individuals to save and
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invest, and encouragement to private enterprise rather than
government directed economy. The rest is history. Erhard
won the battle in 1948, and Germany went on to become
the most prosperous nation in Europe.
The Hansen-Heller report was declassified in April 1961.
Finally we could find out precisely what economic prescrip
tion our experts advised for the struggling West Germans in
1951. Here are some of the recommendations in the report:
(1) That Germany had an “excessive concern for price sta
bility.” It tried to egg the Germans on to more inflation and
said that they (the Germans) tended to “confuse wartime
inflation with the normal operation of peacetime credit.” The
Germans would have none of this. They kept the lid on the
money supply and refused to pursue a cheap-money policy.
Germany had less inflation than any nation in Europe, and
as a result she had more prosperity. (2) Our economists told
them that “a rate of interest high enough to stimulate any
large volume of personal savings would seriously curtail in
vestment.” The Germans scoffed at that idea, and they en
couraged savings by a high rate of interest. Instead of German
investments being curtailed they were expanded. German in
dustry made the most rapid strides in Europe.
The Germans allowed fast depreciation of capital invest
ment and gave special inducement to corporations to increase
their investment in new plant and equipment. The American
economists objected to this, saying that “it was an expenditure
of tax funds which would otherwise have been collected by
the government.” Always the Americans suggested that the
government should be dominant in the economy. The Ger
mans completely disregarded this recommendation and went
their own sweet way to prosperity.
Finally the American report said that “the nostalgic hopes
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. . . looking toward a revival of the nineteenth century role
of a capital market are doomed to disappointment. The capi
tal market plays no such role in any modern country and there
is no prospect that it will.” This is probably the most ridicu
lous statement in the report. It reveals the deep prejudice of
American economists in favor of government action rather
than individual action.
The capital market has since become the mainspring of
German prosperity. It is also certainly the heart of American
progress. But plainly Dr. Heller and his associates never had
any confidence in the heart of the private capitalist system—
the private capital market.

A LESSON FOR THE U .S .— GROWTH AND STABILITY

When I first commented in my column on the 1951 Hansen-Heller report on Germany, my purpose was not to embar
rass the chairman of President Kennedy’s Economic Council,
although that may have been one result. Rather, my intention
was to direct public thinking to the basic question of whether
the economic philosophy represented by the Heller school of
economics is right or wrong for the United States. This Heller
school type of thinking dominates the administration, and
therefore the question is pertinent. Will it lead to a high de
gree of prosperity and maintain the free economic system in
the United States?
The important point is that the Hansen-Heller report urged
Germany to engage in deficit spending, to maintain a cheap
money policy, to enlarge government economic activity and
shrink the private area—the same policies which they advo
cate today for the United States. Economics Minister Erhard
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summarily rejected this advice. Instead he adopted a policy
of balanced budgets, monetary restraint, encouragement of
private enterprise, and incentive for individual effort. The re
sult was what became known as “the miracle of German re
covery.” The progress and prosperity of Germany has been
unequalled in the entire world. Shouldn’t America follow Dr.
Erhard’s course and spurn the kind of economic nostrums
that could have ruined Germany?
The first thing the Germans did was to institute currency
reform and establish a hard, new Reichsmark. They vowed
that they would never engage in inflationary government
spending or inflationary monetary policies which would rob
people of their earnings. Then, with sound money as a base
Dr. Erhard said, “we decided upon and re-introduced the old
rules of a free economy, the rules of laissez-faire. We abol
ished practically all control for allocation, prices and wages
and replaced them with a price automatism controlled pre
dominantly by money.”
Imagine throwing out wage and price controls as early as
1948! When the United States eliminated controls five years
later we were told by so-called liberal economists that this
action would result in catastrophe.
Tax rates in Germany were reduced—to provide greater
personal incentive— to a point where the top individual tax
rate was no more than fifty per cent. German depreciation
allowances were permitted on business investment— although
our Fair Deal “experts” said at the time this was bad. German
interest rates were kept high to encourage savings and invest
ment. German government expenses were held down and bal
anced budget was maintained. These policies were scorned
by our experts.
What was the result? From the moment, in 1948, when
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our Occupation Authority’s authoritarian controls on the
economy were abandoned, vigorous recovery began in Ger
many. In ten years production more than doubled and real
wages— earning power—also more than doubled. By 1958
the Bonn government offered its citizens the right to buy ten
and twenty gram bars of gold for 57 and 112 marks respec
tively. There was no rush for gold because people had faith
in the soundness of the mark.
A comparison of those years with the situation in Britain
under the Labor government in power at that time is inter
esting. Britain pursued the opposite policy. According to
Economist David McCord Wright, British prices under in
flation (1948-56) increased forty-five per cent while Ger
man prices fell five per cent. While real wages in Germany
more than doubled, British workers got barely a ten per cent
increase. Under Germany’s lower-cost production her manu
factured exports rose from seven per cent of the world market
to over fifteen per cent. Her gold and dollar surplus soared,
while the British declined.
But could this pace be maintained in 1960? people asked.
The answer is that 1960 was one of the most prosperous years
in German history. Her total product increased eight per cent
in real terms— a fantastic record. There was no unemploy
ment—the in-between-jobs registrants totaled less than one
per cent of her work force. In 1960 her exports increased by
fifteen per cent, and she had a trade surplus of over a billion
dollars. There is no record to equal this in the entire western
world.
Why, then, do we in the United States give heed to advice
that might have ruined Germany had it been taken? We are
now advised, as Germany was, to spend ourselves into pros
perity by way of government deficits. We are told that gov51
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ern m en t must spend more of the national income and in
dividuals must spend less.
Our tax rates choke business and curb individual effort,
but they say that high taxes are necessary because high gov
ernment spending is essential. Our depreciation schedules
restrain industry investment in new plant and equipment—
which is the very foundation of a higher standard of living
for everyone. Yet administration economists refuse to revise
these schedules basically and instead come up with a piddling
credit which is merely a gimmick.
Administration economists urged a new law which would
tax as income in the year property is sold, all the deprecia
tion allowances which have accumulated over the years. This
is economic lunacy, for it would freeze capital investment,
depress real estate and other values, and spur contraction
rather than expansion.
Germany proved that sound monetary policy encourages
growth. Our New Frontier economists do not believe this.
German experience proves that dynamic growth can be
achieved by employing sound classical economic measures.
But administration economists today give no sign of under
standing and believing these principles.

THE “ GROWTH” DEBATE— WHAT IT REALLY MEANS

What is at the heart of the argument about the rate of
national “growth”?
A forthright— and a most interesting—answer to this ques
tion was given by Walter Lippmann in his syndicated column
in June, 1960. To appreciate the importance of his analysis
the reader should remember that Mr. Lippmann is a staunch
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advocate of a government managed five or six per cent na
tional growth rate. During the last presidential election, he
repeatedly chided President Eisenhower and Mr. Nixon for
their refusal to subscribe to this idea.
What, according to Mr. Lippmann, is the heart of the
problem? In the boom resulting from aggressive government
spending and cheap-money policies used to stimulate the
economy, he said in his syndicated column, the demand for
labor would often exceed the supply, and wages and prices
would be bound to rise, especially in the big industries. With
the economy under forced draft and the government whip
ping up activity, continued Mr. Lippmann, “we shall be
driven inexorably to some kind of public supervision of price
and wage agreements.” This is a frightening and significant
prediction. Mr. Lippmann goes on to assert that Mr. Rocke
feller sensed the necessity for “public supervision” and that
was why he came out for compulsory arbitration in labor dis
putes. With inflation active, continued Mr. Lippmann, there
would be distress and instability unless some powerful gov
ernment agency told workingmen what they could earn and
told industries what prices they could set. In short, with in
flation there would also have to be compulsory arbitration.
The Democrats were quite aware of these facts, Mr. Lipp
mann said, but they realized that compulsory arbitration is
unpopular with both unions and business. Therefore they did
not ask for it. But, he asserted, “they will not be able to escape
from other forms of controlling price and wage increases.”
Think about these statements and their implications. Here
we have the whole story in a nutshell. Government control
of the economy and inflation is acknowledged to be the in
evitable result of trying to achieve a government-directed five
or six per cent annual growth rate. This frank confession is
53

PROSPERITY THROUGH FREEDOM
made by one of the foremost advocates of the forced five per
cent national growth rate.
No doubt advocates of a forced five or six per cent growth
rate think that the effects of inflation resulting from such a
policy would be bearable and controllable. But such a hope
ful attitude is really naïve. The experience of every nation
in the world including our own denies such a probability.
Everyone can recall the black markets, the corruption, the
shortages, the bureaucratic inefficiency of our price-wage
control era. This was a national scandal until Congress, under
the urging of President Eisenhower, threw it all out when he
took office in 1953. Furthermore, for a nation to give over
practical control of its economic system to government func
tionaries in a non-war period is a long step toward outright
collectivism.
But if any administration should actually commit itself to
such a policy it would have to bear the full consequence. In
flationary action in the United States would have repercus
sions throughout the world, because we are part of a world
community of nations. The United States Treasury has
poured out billions since the end of World War II in order
to establish some degree of order in world financial and com
mercial markets. Finally free convertibility of key currencies
at least for current accounts was achieved. Is it not clear
that if we now adopt a one-way route to inflation, we will
destroy this laboriously built edifice?
This is how it would happen. The inflationary spur to a
five per cent or six per cent growth rate is a plentiful supply
of cheap money. Artificially cheap money in America, while
interest rates are maintained at an anti-inflationary, higher
level abroad, would naturally cause a vast outflow of dollars
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in search of greater returns. Our inflationary policies would
cause a massive withdrawal of gold from the United States
and a serious dollar crisis.
Foreign nationals and governments have on deposit about
$21 billion in the United States in one form or another. We
are still running a deficit in our balance-of-payments account.
Our total gold stock, which must act as a reserve for our cur
rency, totals little more than $17 billion. We cannot afford to
lose much more of it. A national policy of stimulating growth
by way of inflation in this country would cause chaos in in
ternational markets. The United States would be the biggest
loser in the resultant world disturbance.
If a government-directed five or six per cent growth rate
means the re-establishment of wage-price and other controls,
dangerous inflation and a probable international monetary
crisis—hadn’t we better look for a sounder way to achieve
progress? There are such ways, and the evidence for them is
plain.
THE R U EFF PLAN IN FRANCE

While almost every week some American business ex
ecutive or university professor makes a statement that “an
all-out offensive in favor of growth” is necessary and that we
had better stop worrying about “the myth of price stability,”
there is obvious proof throughout the world that the opposite
course is the only one which will promote prosperity, political
stability and sound growth.
First there is the case of West Germany which we have just
discussed. Germany’s prosperity has been called a “miracle”
— but it is simply the result of following the sound classical
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economic policies which we examined. In France successive
governments for over a decade tried the elixir of inflation.
The country found that it made France weak instead of
strong. Then, beginning in mid-December 1958, France
adopted a plan submitted by economist Jacques Rueff,
which abandoned a vast machinery of government interven
tionism which had gone along with inflationary government
spending and credit expansion.
The French history of growth-through-spending-and infla
tion had by then placed this once strong nation in grave
jeopardy. For more than ten years prices had continued to
rise, although subsidies handed out to producers to hold
prices down continually increased. “Escalator” clauses, which
tied income to a price index, multiplied—everybody tried to
beat the inflation. The government couldn’t sell bonds to the
French people. Workers were dissatisfied. Exports fell off
because prices were getting too high, while imports increased.
In the two years before France changed her economic policy
under the Rueff plan she lost over $1.5 billion in gold and
hard currencies—more than half of her total reserves.
“The idea that France alone in the world should be char
acterized by a kind of congenital inability to earn her daily
bread by her labors is simply absurd,” said Mr. Rueff. He
outlined a course of action that would not only reestablish
financial stability but would also modernize productive equip
ment, improve scientific research, increase needed housing
and raise the standard of living in the colonies.
At the start of his plan Mr. Rueff pointed out that the key
to growth, prosperity and progress is just one thing—more
savings to be invested in capital improvements. “We have in
flation because there are not enough savings coming to the
market,” said Mr. Rueff. “There are not enough savings com
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ing to the market because we have inflation.” His plan pro
posed to break the vicious circle.
In order to curb inflation the plan provided (1) an im
mediate reduction of fifty per cent in anticipated borrowing
by the Treasury; (2) an end to subsidies to producers; (3)
reliance on free prices; (4) increase in some taxes; (5) stimu
lation of foreign trade by abolishing ninety per cent of all
quota restrictions; (6) immediate ten per cent reduction in
tariffs. There was one other important step. The government
suppressed, by public decree, all “escalator” arrangements
which tie remuneration to a price index. No automatic link
between income and prices was permitted because these “es
calators” accelerate the pace of inflation.
How has the plan worked? The results have been remark
able. Price increases were greatly slowed down. The French
franc became strong and readily convertible into other cur
rencies. French exports soared. More than $2 billion of gold
and other hard currencies flowed back into the French Treas
ury. Although many readjustments are still to be made the
net result has been a return of confidence, based on increased
savings, increased exports, and increased economic health.
In 1960 France’s balance-of-payments on goods and services
showed a surplus of $637 million. Her reserves of gold and
convertible currency increased by $347 million.
There are important lessons for the United States in the
French and German experience. When a country finds it dif
ficult to sell government bonds, when its prices are rising, its
trade balance is unfavorable, and gold is flowing out of the
country, the nation must take steps to remedy the situation
before serious damage is done. The way to assure prosperity,
stability, and sound growth is to halt inflation, not to encour
age it.
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3Welfare and education
The word “welfare” is as elastic as a rubber band. It can be
stretched to cover nearly everything that goes on in a country.
In fact the word has been stretched to its limit by Congress
and the Supreme Court in their interpretation of the clause in
the Constitution which says “Congress shall have power . . .
to . . . provide for th e . . . general welfare of the United States.”
So much has been said about the necessity of government
providing welfare that most people rarely think it is they them
selves— as individuals and as voluntary groups— who really
provide for the welfare of the country. This subject is treated
in the following chapters which include discussion of one
very basic contribution to the nation’s welfare— education.

WHO PROMOTES OUR NATION’S ‘WELFARE’?
Newspapers are filled these days with discussions about
promoting “welfare.” Invariably this word appears in con
nection with some government action. There is talk about
“welfare legislation” or “promoting welfare,” or “advancing
the welfare of the country” and always the implication is the
same— unless action is taken by the government there can be
no improvement in welfare.
This is a curious state of affairs. If improved welfare means
— as it does—better living for everyone, who really provides
it? Who provides the countless improved conveniences of
life— from automobiles and wonder drugs to electric dish
washers and frozen foods? Who provides the means by which
people get more education, more medical care, more oppor
tunity for expressing themselves and making progress in life
according to their own lights? Plainly, it is business and pro
fessional organizations and the people who work in them
who advance everybody’s welfare and give us the remarkable
kind of life which exists in this country. The government has
had little to do with this throughout our national history.
The word welfare has been so widely identified with gov
ernment action exclusively that even as staunch a defender
of private enterprise as Senator Barry Goldwater permits him61
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self to fall into this trap. In discussing public policy in his
admirable book, The Conscience of a Conservative, he says:
“I do not undertake to promote welfare, for I propose to ex
tend freedom.” Here the Senator has posed a false choice— a
choice of welfare or freedom. But people can enjoy both un
der private enterprise, for true welfare is promoted by peo
ple’s economic and other voluntary activities.
The Senator is, of course, correct in stating the choice be
tween the maintenance of freedom and extension of the power
of central government. This great power is advanced by giv
ing government-paid-for privileges to some groups at the ex
pense of others (so-called welfare legislation).
Who really promotes the country’s welfare? The people
who run the great supermarkets of this country, providing
wholesome, inexpensive foods for everyone (at a net profit of
less than two cents on each dollar of sales) have done more
to promote welfare than all the government legislation ever
devised. Manufacturers who have spread over the land such
conveniences as dishwashing machines, electric vacuum
sweepers, air conditioners and a host of other items to im
prove daily living, are in the forefront of the promoters of
welfare. People and business organizations in this country
who have labored for generations to save and invest in im
proved tools and techniques of industry should get medals
for promoting welfare. Unless this capital had been saved and
invested we could not now have the good life we lead. Still
more wealth-producing capital investment is necessary if we
are to pay for more doctors and hospitals, more educational
institutions as well as churches and ministers who offer spirit
ual welfare.
To what extent do government-paid-for privileges (which
give special advantages to some groups over others) meet the
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definition of welfare at all? Is it promoting welfare to rob
Peter to pay Paul? If a young married man scraping along on
a modest salary must pay for the support of some older per
son who can very well afford to pay for himself, or if he must
pay for someone else who has no right to be on the federal
payroll, is the general welfare advanced?
Soundly administered insurance plans—whether for old
age, or medical care— can certainly contribute to welfare,
but we know that the projects now in effect, or proposed, are
not planned that way. They are really currently collected tax
funds which are assessed against the productive in behalf of
those who are not productive. This certainly describes our
Social Security system. Such pools of currently collected tax
money are really a redistribution of current income. They
prevent hardship in some cases. But if we are to promote the
general welfare— everybody’s welfare—we must think of
measures and institutions which actually create income and
give everybody an opportunity to improve his standard of
living. We must give the prize for advancing “welfare” to
individuals and voluntary associations who, by their savings,
investment and work translate the creative spirit of man into
better living, more leisure time and greater opportunity for
artistic and spiritual expression.

HOW TO ACHIEVE AN “ A FFL U E N T SOCIETY”

In discussing “welfare” we must be careful to note a se
mantic trick which is practiced by many clever advocates of
more government intervention in economic affairs. They
identify welfare exclusively with the activities of government.
Thus, they reason, we must expand the “public sector” and
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shrink the “private sector.” This phraseology clearly suggests
that the plentiful and wonderful things produced by Ameri
can industry are not of public benefit. Only the contributions
made by government in the so-called “public sector,” they
imply, contribute to the public benefit. Plainly this is untrue.
It is merely a manipulation of words— a semantic trick.
No one has done more to spread this confusion than John
Kenneth Galbraith, a Harvard professor who was appointed
U.S. ambassador to India.
When a Harvard professor writes a book on economics and
makes policy recommendations, only a limited audience is
usually interested. But when that professor happens to be
John Kenneth Galbraith, who is a prominent theorist in the
service of the Democratic Party and in the creation of the new
liberal ideology, his ideas become of greater importance, and
soon are reflected in the actions and the statements of leading
political figures.
While Professor Galbraith makes some clear but contro
versial observations on taxes, unemployment benefits and re
lated minor topics, the central thesis of his book The Affluent
Society is strangely confusing. His main point is that this
country cannot solve its major economic problems by more
production, because we are already an “affluent society.”
What we are really after is not full production, he says, but
full employment, national security, and less inequality. We
do not necessarily gain these ends by more production, ac
cording to Professor Galbraith.
After minimizing the importance of production, Galbraith
throws the reader a curve by saying, “As a source of income
for people its importance [production] remains undiminished.
This function of production must be carefully safeguarded.”
Well, if production is necessary for income, why attack it
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and say we have too much of it? The answer is that Professor
Galbraith, like many other people today, simply does not like
some kinds of production. He does not approve the things
which people buy today, and their manner of living. Basically
he wants a society regulated according to his own tastes and
prejudices. Whether this is a truly democratic philosophy the
reader will have to judge for himself.
“Our concern for production,” Galbraith says, “is tradi
tional and irrational. We are curiously unreasonable in the
distinctions we make between different kinds of goods and
services. We view the production of some of the most frivo
lous goods with pride. We regard the production of some of
the most significant and civilizing services with regret.” He
gibes, “alcohol, comic books, and mouthwash all bask under
the superior reputation of the market.”
At another point he says that “increased output satisfies
the craving for more elegant automobiles, more exotic food,
more erotic clothing, more elaborate entertainment—indeed
for the entire modern range of sensuous, edifying and lethal
desires.” The author has a tendency to describe what he does
not like as “sensuous, edifying and lethal.”
Professor Galbraith’s idea is that less money should be
spent according to the judgment of people who earn the
money (the so-called private sector) and more should be
spent according to the judgment of public authorities (the
so-called public sector)— especially the federal government.
What worries most people is that more than one-fourth of
the national income is already being spent by the government
today. This hardly seems a niggardly percentage to be levied
against everyone’s income.
The economy envisioned by Professor Galbraith is one in
which payments for unemployment would increase to each
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individual as unemployed totals grow. Thus, at times, unem
ployed workers would receive amounts equal to their entire
working salaries.
He admits that labor union pressure would then increase to
make these maximum payments a minimum. But he dismisses
this threat and says it is the kind of chance we must take to
achieve “social well-being.” In line with his general philos
ophy that the economy must be less free and more closely
managed he recommends controls where necessary. The fact
that controlling one price inevitably leads to controlling
another and that limited controls cannot exist for any length
of time, is not even discussed.
In his chapter on inflation Galbraith achieves some kind
of record by talking about inflation for sixteen pages without
once mentioning the heart of the problem— increase in the
supply of bank-created dollars which of course is the deciding
factor. When, in the next chapter he does get around to dis
cussing monetary policy, his solution is naturally for exten
sive additional controls. Whatever subject he discusses, Pro
fessor Galbraith’s solution is for more detailed control of the
economic process by some government body.
There is no doubt that this country is better off today than
any other in the world or any other in history. But who and
what is responsible for this? Government did not do it. Plan
ning by federal agencies did not do it. It is due solely to the
institutions of private capitalism, to individual work, to thrift,
to enterprise, to production, to capital accumulation and in
vestment.
Although Professor Galbraith does not follow the Marxian
ideology, nevertheless he makes the same cardinal error as
Karl Marx before him. They both assume that increased pro
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duction can be taken for granted. But this is not so. It must
be nurtured and encouraged.
Although American workers are the highest paid in the
world, nevertheless a large segment of our people do not live
in luxury, as Mr. Galbraith assumes. According to latest Gov
ernment figures approximately eighty per cent of total reve
nue derived from the personal income tax comes from those
whose net income bracket is less than $6,000 a year. This
income can be greatly improved in the years to come if we
pursue the proper economic and political policies. The way
to insure that improvement is to restrain government spend
ing and to encourage production in accordance with freemarket principles. Then let the people decide what they want
to do with their own earnings, what products they wish to
buy, and how they will use their savings. Only in this way can
the free enterprise system of the country remain free and our
capital reserve grow in sound proportion to our increasing
population.

MORE CAPITAL— THE SECRET OF W ELFARE

A great many editorials are written these days about mag
nificent prospects for the economy in 1970. If we continue
to increase productivity at a rate equivalent to that of the past
ten years, then the projection into 1970 calls for a total pro
duction of goods and services at an annual rate of about $700
billion—instead of over $500 billion now being produced. It
must be understood that this estimated gain would be in stable
dollars of current purchasing power, not depreciated by in
flation.
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But in making these projections into the future many fore
casters take for granted what really cannot be taken for
granted— that people will save at a very rapid rate and ac
cumulate the enormous amount of capital which will be es
sential to achieve this goal. It will require vastly increased
investment in plant, machines, tools, power, and other basic
means of production to develop the expanded income which
is anticipated. The welfare of a nation depends upon savings
and capital investment.
The need for more capital can be grasped from two ele
mentary facts. Today over $14,000 of capital investment is
required to provide the necessary tools, plants, inventory of
materials, and other productive factors which are required
to back up each job-holder in the United States. Also, it must
be remembered our labor force will grow at the rate of about
1.5 million workers annually over the next ten years. If this
country is to remain stable and productive, it must have the
tools and equipment to provide jobs for these workers. Dur
ing the past ten years industry invested over $300 billion of
capital in plants and tools. To provide adequately for work
ers in the next ten years will require over $500 billion. These
future capital requirements represent far more money than
can be raised if savings are maintained at the rate which has
become more or less established in recent years. The rate of
savings will have to be stepped up.
Unless the savings are forthcoming there will be a tempta
tion to manufacture the money. It would have to come from
commercial banks or from government deficits— and danger
ous inflation would result if the deficiency were great. Sound
growth can come only through industrial progress based upon
real savings.
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This is a simple statement of an important problem. In it
the reader will find revealed the reason why interest rates
throughout the world are so high, and why governments try
to put a brake on increased borrowing. The demand for new
money in almost every nation today seems almost insatiable.
A great part of the trouble is that people are consuming too
much of current production and are not saving enough to
provide the capital equipment they need for a higher standard
of living.
The great need for capital coupled with the current low
rate of savings highlights a fallacious theory which was ac
cepted as gospel fifteen or twenty years ago, and which still
holds sway in academic circles. This is the theory of John
Maynard Keynes, well known British economist, who main
tained that the villain in the economic system is the surplus of
savings. Keynes maintained that there just cannot be enough
investment opportunities for all the money which people save.
He claimed that as personal incomes increase, savings will
increase at an even greater rate. This theory is positively dis
proved by the history of the years from 1951 through 1954.
Personal income increased from $255 billion to $303 billion.
Savings during that period dropped from 7.8 per cent of
disposable income to 6.3 per cent and never increased in any
single year despite the growth of income. It does not seem to
be true that people necessarily save more money as they earn
more. Keynes’ theory was called a general theory—that is,
good for all times and all places. It is hard to believe that this
false theory, which was based upon the evil of too much sav
ings and the lack of investment opportunity, could ever gain
such wide acceptance among economists. But the record
shows that it did.
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Today it is apparent that the real problem is how to get
more real capital and how to employ this scarce capital to
best advantage. Keynes’ system was built upon the idea of
the imminence of deflation, whereas today the problem is
how to limit the supply of money because we must prevent
inflation. This is a curious twist of circumstances, but a reali
zation of the true facts is necessary, so that governments can
take proper measures to protect the economic health of their
nations.
Since capital must play such a tremendously important
part in achieving the $700 billion economy in 1970, then it
seems clear that savings will have to be generously compen
sated. This means that the cost of hiring capital—interest
rates— will have a tendency to remain on the high side. While
governments may hold interest rates down temporarily by
powerful manipulation, they do so only at the risk of more
inflation. Artificially cheap money means inflation, and gov
ernments— even welfare governments— dread the result of
monetary inflation, which is rising prices. Therefore, in the
decade ahead, we should expect a high level of interest rates.
After all, capital accumulation is the basis of improved future
welfare, and capital accumulation is encouraged by a high
rate of return.
Capital accumulation, flexible interest rates geared to the
market, the maintenance of a free market which quickly
equates supply to demand and the other factors we have been
discussing, are essential for a dynamic free enterprise coun
try. It is surprising that any literate person today can be
ignorant of them, but there are many in America today who
seem never to have had the economic facts of life presented
in understandable terms.
70

WELFARE AND EDUCATION

WHAT DOES AMERICAN EDUCATION TEACH
ABOUT FREE ENTERPRISE?

There is no doubt that education is a most important fac
tor in advancing the welfare of a nation. But education for
what? The concepts which are taught in our schools and col
leges are eventually translated into programs of political and
economic action which lead us toward freedom or away from
it. While we seem to be preoccupied with the question of Fed
eral aid to education to increase teachers’ salaries or for new
buildings, many parents are becoming alarmed about the
quality of the product itself—the quality of the educational
program.
The Brookings Institution reported in 1958 that less than
five per cent of high school graduates have had any training
whatever in economics. This is a sobering fact in a world
where economic issues so largely dominate the political scene
and the life of the nation. But this lack of education in the
principles of economics, deplorable though it is, is not the
most harmful aspect of the problem.
Even more harmful is the teaching of distorted concepts
and collectivist ideas wherever economics is taught. Judging
by opinions expressed by high school students in various sur
veys, we would say that there is too much of this type of
teaching, which undermines the student’s faith in the free en
terprise system.
Opinion Research Corporation of Princeton, New Jersey,
questioned high school seniors about the free enterprise sys
tem in 86 schools scattered throughout the United States.
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Here are some of the results: (1) 61 per cent said that the
profit incentive is not needed for the survival of our system.
(2) On the question of the best way for workers to raise their
living standards, only 43 per cent said produce more, while
56 per cent said get a larger share of the employer’s income.
(3) On the question should a worker produce all he can, 62
per cent said no. (4) 55 per cent of the students endorsed
the doctrine (originated by Karl Marx) “from each accord
ing to his ability, to each according to his needs,” as a good
plan of compensation in industry. (5) 76 per cent said that
“most of the gains from new machinery go to the owner.”
(6) 60 per cent said owners get too much of the profits of
production, while 82 per cent said we have practically no
competition in business.
A United States Chamber of Commerce survey of 39,000
high school students of 12 states revealed the following facts:
(1) 50 per cent felt that steel, coal and oil industries should
be regulated by the government. (2) Only 37 per cent felt
the schools were teaching proper understanding of the Ameri
can economy.
Even though we make generous allowances for the possi
bility of error in these surveys, for the manner in which the
questions were asked, and other possible causes of inaccu
racy, we must come to the conclusion that high schools are
doing a far from adequate job in this area. In some cases
they are actually perverting the students’ ideas on the nature
of the free enterprise system.
Do schools teach that private capitalism—which makes
the consumer king and fragments power so that individual
freedom is preserved— is essential for the preservation of
human freedom? Or are they apologetic about capitalism?
It is highly important that a basic training in sound eco
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nomics should be a prime prerequisite for graduation from
high school. Students should get an understanding of the na
ture of productivity, and the fact that increased productivity
alone must account for an increased standard of living for
everyone.
They must be taught that only capital accumulation con
verted into machinery and equipment makes possible high
productivity, and that socialist schemes of “share the wealth”
or “share the income” (no matter how they are disguised)
lower the standard of living; that purchasing power and pro
duction are two sides of the same coin, and that the only way
to increase purchasing power is to increase production. In
short, students must be taught the economic facts of life.
As basic texts, high schools would do well to use Professor
Fred Fairchild’s Understanding Our Free Economy, and that
classic little volume Economics in One Lesson by Henry
Hazlitt, as well as How to Think about Economics by Clark
and Rimanoczy of the American Economic Foundation. For
collateral reading, students (and teachers too) would profit
by studying Dr. Lewis Haney’s How You Really Earn Your
Living, which answers economic questions soundly and sim
ply. These straightforward texts take the mystery out of such
subjects as money, production, inflation, and other phenom
ena of economics. More important, they assert positively, and
give convincing evidence, that free enterprise—not govern
ment control of industry—is the road for a freedom-loving
people.
Courses in “social studies” with a smattering of economics
are no substitute. In fact, students frequently come out of
these courses lukewarm—and even hostile— to the principles
of private capitalism and the free market.
At the end of their high school education, students should
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have a healthy respect for the system of private capitalism—
first, because it is the only system compatible with human
freedom; and second, because it has proved the most efficient
system ever devised for providing goods and services for
everyone. Are students today being given a fair opportunity
to form an understanding of these facts? In our opinion the
answer to this question is definitely no. But it is not only in
the secondary schools that the problem of teaching sound
economics arises. In most American colleges the teaching of
economics leaves much to be desired.

NEW MONOPOLY IN COLLEGE TEACHING

When a leading New Deal publication like the New Re
public features an article attacking academic “liberals” for
their intolerance of opposing ideas, and for their responsi
bility in forcing upon college students a lopsided, exclusively
“liberal” point of view that certainly is news— and its sig
nificance should not be underestimated.
Before discussing Professor Morton Cronin’s article which
appeared in the New Republic sometime ago, it might be well
first to cut away some ideological underbrush. Ideas espoused
by those who call themselves liberals today have little identity
with the principles established by the great liberals of the past
— men like John Locke, John Stuart Mill, Lord Acton and
others.
The new-day liberal has simply appropriated the word
“liberal,” although his own beliefs are diametrically opposed
to those of historic liberals. Historic liberals feared the power
of the state and the extension of executive power while newday liberals are in favor of extending the power of central
74

WELFARE AND EDUCATION
government. Historic liberals stressed the importance of the
individual, while the new liberal is a statist. Historic liberals
insisted on the operation of the free market and the protec
tion of private property as necessary for the preservation of
political freedom. The new liberal urges more state controls,
and he is more concerned with collective action than individ
ual freedom. Many more contrasts could be made, but these
are probably sufficient to point out the confusion existing in
the word “liberal.”
What is Professor Cronin’s charge against the modern lib
eral? He says “Society has a great stake in truth; truth is elu
sive; the wise policy is one of wide accommodation for all
schools of thought.” But, he says, it is the faculties themselves
which decide what shall be taught, and these faculties in our
leading universities are dominantly and almost exclusively
new-day liberals.
They “generate within themselves such coercive pressure
toward conformity that the range of opinion that is effectively
expressed among them is decidedly narrow.” Their new-day
liberal ideas have become the “local orthodoxy.” For in
stance, “liberals have done superb service in scrutinizing the
moral foundations of American business . . . but on the cam
pus a professor would feel a decided coolness if he made a
similar scrutiny of the practices of labor unions.” There has
developed a “tyranny of liberalism” which practically ex
cludes from its academic world all other ideas, although these
opposing ideas are represented by a truly great tradition, and
by many teachers of great scholarship and reputation in the
academic world today.
The new-day liberal philosophy is taught in all the social
studies and it is a powerful factor in the field of economics.
Here, too, the accent is not on individual initiative, individual
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profit, individual savings, but upon the “aggregative” eco
nomics and the “mixed economy.”
With rare exception, the colleges of this country base their
teaching of economics upon textbooks which expound the
ideas of the “new,” so-called liberal economics, such as Eco
nomics— A n Introductory Analysis, by Paul Samuelson; The
Elements of Economics, by Lorie Tarshis; and Income and
Employment, by Theodore Morgan. No student nurtured on
these texts is likely to come out with a healthy respect for
private capitalism. According to these books profit is not the
reward for enterprise, but comes from “a contrived scarcity.”
The individual’s right to engage in business of his own is de
rided. Dr. Morgan says “The right of a man to engage in
business for himself is not a basic freedom.” Individual sav
ings are scorned and a large public debt is praised. Dr. Sam
uelson says “There is no technical, financial reason why a
nation fanatically addicted to deficit spending should not pur
sue such a policy for the rest of our lives and even beyond.”
It is a sobering fact that this kind of economics is taught in
practically every leading university in this country with a few
notable exceptions such as The Graduate School of Chicago
University, with such outstanding teachers as Dr. Milton
Friedman and Dr. George Stigler; several Graduate Schools
of Business Administration; and an occasional undergradu
ate department such as that of the University of Virginia.
The important question for the country is this: Should any
special doctrine like new-day liberalism have a monopolistic
hold on higher education in this country? Shouldn’t students
be exposed to other points of view also? Shouldn’t faculties
be chosen with a view to proper balance? Now that the newday liberals themselves are raising this question, as Professor
Cronin has done in the New Republic, there may be some
hope for a change.
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4Producing the goods
in a free society
Anyone who understands the ABC of economics knows that we
can provide a higher standard of living for everyone only
by increasing everyone’s productivity. The idea that the
redistribution of income is the way to increase the income of
all workers has been proven to be a hoax. Even the
socialists do not believe that these days.
So the question is, by what practical measures can productivity
be increased? In exploring this subject it is necessary to
analyze the fundamentals of a free-market system. The basic
factors of savings, investment, wage rates, prices and profits all
enter into the analysis. These are the subjects which
are briefly discussed in the following pages.

THE ROLE OF AMERICAN INDUSTRY
Every blueprint for a completely new economic system, or
for radically modifying private capitalism by government in
tervention, is always based on one simple, fallacious premise.
The assumption is that increasing production at low cost is
no problem at all.
The theory is that regardless of what government does in
taxing income or in regulating production and prices, pro
ductivity will increase, the worker’s standard of living will
improve and the horn of plenty will continue to give us all
we need in abundance. This error was made by Karl Marx,
founder of modern Socialism, who advocated the overthrow
of private capitalism and it is also made by Galbraith, who
is not a socialist, but who wants to reform capitalism in his
own image. The same fallacious concept runs through the
writings of Arthur Schlesinger, Jr. and practically all the aco
lytes of the New Liberalism.
But anyone who understands the operation of industry
must realize that an affluent society cannot remain affluent
long, unless industry is properly encouraged. Increased pro
ductivity cannot be taken for granted, but given the right
climate free industry can perform wonders.
Industry performs its miracles by the introduction of mar
velous new machines and techniques which cut the cost of
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production, improve output per manhour and improve every
one’s standard of living. This requires vast sums for current
expenditure and capital investment. Five years ago about $3
billion was spent in a year on research, today more than $13
billion is being spent. Today investment in new plant and
equipment is running at the annual rate of about $35 billion,
and it has been as high as $37 billion. But this is only the
beginning of the story. If we are to continue to improve our
standard of living, and if we are to continue to stay out front
in the race with the communists, continued perfection of ma
chines and techniques in industry and a prodigious invest
ment of capital must be made.
The magnitude of the job ahead is revealed by authorita
tive surveys, which estimate that it will cost $95 billion just to
replace obsolete equipment in industry today, and the total
required will be $135 billion over 5 years. Industries must
cut costs and improve their products, or they will not survive.
New machines and new techniques are the answer to that
problem.
Today too much of our industrial plant is outmoded. Al
most fifty per cent of our present equipment was installed
before the end of World War II— and machines of that era
are comparatively about as efficient as a hand-mower. In the
chemical industry, where improved methods and machines
are vital, less than half the plant capacity is new since 1950.
The key to the problem is that modern machine tools are
about forty per cent more productive than 1948 models. On
our railroads over sixty-five per cent of the freight cars are
more than ten years old and freight yard equipment is an
tiquated. Yet it has been estimated that costs can be cut al
most in half with new freight cars and modern freight yard
equipment.
80

PRODUCING THE GOODS IN A FREE SOCIETY
These statistics must be read against the background of
coming increases in population of about 32 million in the
next ten years, the expectation of higher standards of living,
and the certainty that there will be fewer workers in our popu
lation and more dependents.
“You can be sure of one thing in industry,” said a vice
president of the Celanese Corporation. “If you stand still for
two minutes, somebody’s racing ahead of you.” This sums up
the sentiment of executives in practically every industry—
and that is why everyone is racing against everyone else.
To a non-technical mind what is happening in American
industry is nothing short of a miracle. In oil refining, for
instance, one company spent $50 million modernizing its
plants. A leading business magazine briefly describes this
process of modernizing as follows: “First in the chain of in
struments installed in those plants are sets of on-stream con
tinuous analyzers. These reach into the process stream and
feed back to a central control room. Information on the oc
tane rating, the composition, and even the color of oil prod
ucts flow through the lines. Before these instruments were
installed workers at the refinery six times a day tapped the
flow, took back samples to laboratories to have them an
alyzed, and then switched valves to make the change in the
production mix . . . each check took between thirty minutes
and two hours. And since the refinery ran at 1,000 barrels a
month, there was a wide gap for error.”
Similar production miracles are taking place in other lead
ing industries. This means increased productivity and a higher
standard of living for everyone. It is a misnomer to call this
“worker productivity” because it is really made possible by
managerial skill, new inventions, and the use of new machines
which are made possible by the savings and thrift of the peo81
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ple and organizations of this country who invest in industry.
Will the billions necessary for progress be invested in the
coming decade in modernizing industry? That will depend
upon a great many economic and political factors. But there
is no denying the fact that one of the very important factors
is the extent to which our tax laws will encourage such in
vestment. Among all tax regulations those which prescribe
the extent to which business can recoup its investment in plant
and equipment are of particular importance.

A DYNAMIC MOVE FOR NEW PRESIDENT

In November, 1960, we elected a new young president. In
my column at that time I wrote, “As President-elect, John
F. Kennedy has it in his power to recommend to Congress a
course of action which would stimulate business, vastly in
crease our productivity, encourage more rapid ‘growth,’ and
raise the standard of living and real wages of all workers.
“This sounds like a large order but it can be promoted by
one sound measure. Let Mr. Kennedy announce that he will
use his influence in Congress to revise the law about deprecia
tion which is allowed to industry on capital investment in
new plant and equipment immediately and substantially.
“If he should state that he will urge Congress to follow the
course of practically all other nations of the Western world
in allowing capital investment to be recouped quickly, he
would spark an unprecedented demand for capital goods that
would give a solid foundation to economic recovery in this
country. More important still, such a program would help to
equip this country with productive facilities that would raise
our own standard of living and permit our industries to com
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pete more successfully with other major countries of the
world.”
Since Mr. Kennedy’s election to the Presidency, he has not
firmly grasped the opportunity presented to him. Instead of
recommending a substantial revision of present depreciation
schedules the President merely proposed a piddling tax gim
mick. This is intended to induce companies to spend a little
more than their normal investment. It is not far-reaching and
will probably have only a small impact. Furthermore, the
Kennedy proposal is of very little aid to medium-size and
small businesses, and it penalizes companies which are under
financed. The necessity still remains for a complete overhaul
of the tax laws which apply to depreciation of capital equip
ment.
Why shouldn’t the government encourage industry to maxi
mum investment in the newest type of equipment? One ob
jection is that Treasury tax revenue might fall heavily for a
number of years, since depreciation charges would be heavy
and taxable corporate income less. A Senate committee has
refuted this viewpoint. It said, “It is doubtful that there would
be any loss in the second year after such liberalization and
perhaps none in the first. In the third and fourth years reve
nue would be larger.”
If a company invests a million dollars in a machine and
claims total tax reduction in that year, then it will get no tax
reduction on that machine in the following years, and there
fore its profits would be higher and income tax payments
larger. In the long run the government loses absolutely noth
ing by such a policy. A machine can be depreciated only once
regardless of the time schedule allowed. In fact, the Treasury
gains. As companies purchase more capital goods, greater
profits accrue for many suppliers, their income tax payments
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increase and the United States Treasury recoups much more
than it loses. Fear of decreased tax revenue for one year is a
short-sighted reason for not instituting a policy that would
increase government revenue in the long run and provide
America with more dynamic industry.
Today depreciation schedules are ruled by Bulletin F, is
sued in 1942 by the United States Treasury. According to
these rules many industries must wait twenty to twenty-five
years fully to depreciate their equipment. The composite life
of equipment in the steel industry, for instance, is scheduled
at about twenty-five years. During this long period of time
obsolescence and inflationary price rises for new equipment
seriously affect American companies.
Today business is really not permitted to recover enough
capital to replace worn-out machines and tools which have a
long life. To be sure, companies get back their original invest
ment in dollars. But with rising prices over a decade or two
the original equipment can hardly be replaced for double or
triple its original cost. Where does business get the extra
money? Generally it goes into debt— or it may dip into “ac
cumulated profits.” But these are phantom profits. During the
entire long life of the machine the company pays a profits tax
on some earnings which are not profits at all but should have
been earmarked for full replacement of the worn-out ma
chine.
American industry has been short-changed to the extent of
about $6 billion annually because of these phantom profits.
Other countries, such as France, permit full depreciation ad
justments based upon rising costs of replacement. In Britain
special “investment allowances,” in addition to regular de
preciation, are permitted. But the United States permits no
such encouragement to investment. Certainly revision of out
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moded depreciation rules should be the first order of business
in order to remove the barriers to expansion now existing in
this country.
This is not only an aid to industry—it is a vital factor in
improving the prosperity of the entire country. Today over
$14,000 of invested capital is required properly to equip each
worker in industry. Workers’ incomes will rise only when that
investment in more efficient tools of production is increased.
Also, it must be remembered, industry must provide for the
approximately six million more workers who will be added
to the labor force in the next five years.
To insure higher real income for everyone, more jobs, and
the vigorous growth of industry’s productive power, Congress
should remove the roadblock to greater investment in the
tools of production.

TOO MUCH PRODUCTIVITY?

The great productivity of our economic machine seems to
be a source of worry to some people. How, they ask, can we
consume the vastly increasing output of goods produced by
the marvelously improved machines and techniques of indus
try? This so-called problem was stressed some time ago (quite
a while before Galbraith became concerned about our “af
fluence”) in a special supplement in the socialist journal of
opinion, The New Leader. This well-edited journal is really
no longer socialist but has become a “liberal” and labor pub
lication.
In this supplement the author, Oscar Schnabel, says that
the problems rising from increased productivity cannot be
“solved exclusively by ever-increasing consumption.” He
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then goes on to make the amazing statement that “we must
start by recognizing the fact that in peacetime we do not
necessarily need full use of our economic capacity.”
The New Leader article is significant only because it sub
stantially reflects new liberal and labor thinking. Labor lead
ers have been talking for several years of a thirty hour work
week. We wonder just who are the “we” in the author’s mind
when he says, “We do not necessarily need full use of our eco
nomic capacity.” Does he mean the sixty million taxpayers
whose declared incomes are less than five thousand dollars a
year? Does he mean the millions of families to whom an ad
ditional few dollars a week would make a tremendous differ
ence in favor of a better diet, better clothing, and better hous
ing? The idea that “we” have all we need, is to say the least,
curious.
Increased productivity in the economic system is like the
fine performance that results from glowing health in the hu
man system. Can we have too much health? Can we have too
much productivity? What is the proposed cure for this im
agined ailment of high productivity?
Two solutions are offered. (1) Cut down the number of
working hours to give workers more leisure. (2) Establish a
new government agency which, the author says, might be
called the “Federal Reserve Labor Board, which will evalu
ate how much labor is necessary for all the needs of our grow
ing population at rising living standards.” In other words, a
new bureaucracy with a new master plan to tell managers and
workers how many hours shall be worked and where!
But why this sudden concern with increased productivity
per worker? One would think that this is a new phenomenon.
Actually, productivity has been increasing at a fairly steady
rate for three-quarters of a century—a progress which we
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can measure. It is highly doubtful whether the record in this
decade will be far above that of other banner decades.
Although we have vast new industries and the beginning
of atomic energy, we must remember that in the past there
were also introduced dynamically productive forces, such as
electricity, the automobile, the assembly line, the airplane,
new chemical industries, and many others.
Decade by decade the average increase in productivity has
been about two per cent per annum per worker, except during
the 1940’s when it was stepped up somewhat. Although
there are serious flaws in the output-per-man-hour concept,
which are discussed in the following pages, here is our
record as measured by the National Industrial Conference
Board:
Decade
Output per Man-Hour
1891-1900
100
1901-1910
123
1911-1920
146
1921-1930
196
1931-1940
234
1941-1950
281
The fruits of this increased output have been distributed
to everyone in several ways: (1) Lower prices to the public
and better quality. (2) Higher money wages for workers. (3)
Decrease in working hours. We never needed any “plan” or
“Labor Reserve Board” or any other gadget to do the job
well. The process was worked out by means of the price sys
tem, free markets and competitive enterprise. The result has
been the greatest productive system in the world and the high
est standard of living in all the ages.
If we are to continue this remarkable record in the future,
it would be well to heed the following course: (1) Do not
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give the entire increase in productivity exclusively to workers
in special industries, as demanded by labor union leaders to
day, but let the general public participate, too, by means of
price reductions. (2) Think of increased productivity as a
benefit, not an evil, and do not prevent people by law from
getting the benefits of increased productivity in money, in
stead of leisure, if they want it that way. (3) Avoid, like the
plague, any government board to regulate productivity or to
divide its fruits. (4) Instead of blueprints and “plans,” let
productivity be determined, as it always has, by profit incen
tive, investment, competition and free markets.

WHO SHOULD GET PRODUCTIVITY GAINS?

It is the custom of labor unions to demand and get a sub
stantial annual wage increase whenever contracts expire. The
magic words “increased productivity” are supposed to justify
these wage rises. There is no more widely used— or abused—
word in the economic dictionary than “productivity.”
Productivity may be defined as the relation between the
output of manufactured products and the input of all factors
necessary to produce these goods. Very often, however, pro
ductivity is measured only by the number of man-hours
worked in manufacture. Thus, by a semantic trick, produc
tivity becomes identified exclusively with union labor produc
tivity. But such a definition completely misses the mark. Be
fore workers in factories can turn out vastly greater quantities
of goods with the same or less work, they need new highpowered machines and new techniques.
There must be a tremendous prior activity in research,
planning and engineering—in the manufacturing of new ma
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chines, in making more power, in devising new methods. All
of this requires large-scale capital investment and the use of
savings. It is the input of all these items in the production
process which is never considered by those who stress union
labor productivity. Without the all-important preliminary fac
tors, workers cannot produce more.
The use of man-hour productivity statistics is misleading
in other ways. It counts the work of highly skilled factory
workers for no more than the work of the lowest unskilled
laborers. This sort of “lump” approach leaves much to be de
sired. Also, the only factor which is counted, according to
the definition of the U. S. Bureau of Labor Statistics, is “out
put per man-hour of production workers . . . in manufacture.”
As production becomes more efficient there is always a de
crease in the number of employees on the production line
and an increase in the people engaged in research, engineer
ing, planning, clerical work, and related activities. When
productivity is measured by the work of production workers
alone, the contribution of all of these people is eliminated.
There was a time when benefits from increased produc
tivity of American industry were divided three ways. Workers
got some increase in money wages; the public (including
those not engaged in factory work) benefited by lower prices
and better products; the entrepreneur received compensation
for his initiative. But this policy has recently been thrown
onto the scrapheap. Labor union leaders now insist on appro
priating all of the increase exclusively for production workers
in factories making basic products. In fact, during the past
ten years they have gotten considerably more than the entire
increase— thus forcing higher prices for everyone.
There is one way and only one way for workers to get a
higher real wage, and that is by higher production. As work89
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ers and management jointly turn out more goods for every
hour of work, the real earnings of the worker increase, as they
always have, and the standard of living improves. There is
no other answer to the problem. Labor unions cannot raise
the standard of living of all the workers, and the fiat of the
government never can do it. The productivity of industry is
the only answer. The record plainly shows that the greatest
single factor making for increased productivity is the in
creased use of machinery, plant, power, and tools employed
in manufacturing. When the worker was backed by only $500
of investment in tools, plant, inventory, etc. over a hundred
years ago, his real earnings were very low. Nothing could in
crease these earnings substantially except an increase in capi
tal investment.
When that investment increased to about $14,000, as it
approximately is today for each worker employed, real earn
ings of workers increased tremendously. During the last sixty
or seventy years real earnings of workers increased about four
and a half times despite the decrease in working hours from
sixty-nine to forty hours a week.
No matter what government does or what policies labor
unions pursue, they cannot raise the living standard of all
American workers to any extent if the amount invested in
machinery and equipment remains stationary or is decreased.
That is why it is in the interest of labor to see that manage
ment makes good profits. Out of these profits industry is able
to plow back much needed capital which is invested in new
tools, new techniques, research and inventory— all of which
are essential to produce more efficiently and thus raise the
general standard of living. Labor must encourage the maxi
mum investment in labor-saving equipment of all kinds, be
cause that is the only way that labor can get a high real wage.
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w hat’s wrong w ith planned obsolescence?
Every few years American business has to answer criticism
leveled at its basic institutions by some members of the aca
demic fraternity who are not too happy about our free mar
ket, private enterprise economy. These attacks are usually
promoted by a semantic trick—the coining of a word or
phrase which gives a sinister meaning to some normal busi
ness development. “Oligopoly” is one of those words, which
first appeared several decades ago. It means the domination
of any industry by a few suppliers.
Most people have always noted that competition can be
fiercest among a few big companies, but the critics shouted
“oligopoly,” and corporations which have grown big through
public service are supposed to cringe at the charge. Events in
the automobile industry (by definition an “oligopoly” domi
nated by Ford, General Motors, and Chrysler) caused wide
spread amusement over this supposed evil. The pint-sized
imported cars, and the Rambler and the Lark, created a vir
tual automobile revolution, forcing the “Big Three” into the
small car field to meet competition.
Are the three giants in complete control of the market, and
can they treat the public any way they want? Ask any con
sumer who is ready to buy an automobile today and is being
importuned by the big companies, each trying to offer some
thing better than the other, each struggling to hold down its
costs and prices.
Now business must meet a new attack. This onslaught was
launched by the use of another phrase which makes good
business practice sound as if it is reprehensible. American
industry is accused of the evil of “planned obsolescence.”
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Plainly, the objective of those who attack business for this
imagined evil is to undermine public confidence in the great
industries of this country and to encourage government con
trol in place of private enterprise. It is claimed that planned
obsolescence results from two calculated policies.
In the first place, it is said, American manufacturers pur
posely produce shoddy products which will not last the con
sumer for long. Thus buyers will be forced to replace their
purchases and industry will profit. It is hard to believe that
any sensible person could give credence to such nonsense.
The assumption here is that American business has produced
the highest standard of living in the world by giving the con
sumer bad products. Everyone knows that the field has al
ways been open for any company to give the consumer what
he really demands, if he wants special quality products. Thus
manufacturers of quality products would be rewarded by the
eager public. They would grow prosperous and replace those
shortsighted companies who try to shortchange the consumer.
The consumer is free to shop around as he pleases. Competi
tion exists in every line of consumer goods. The patronage
given to the quality manufacturer would undoubtedly crowd
out of the market the producer of bad merchandise. In fact,
this is precisely what has happened in American industry over
the years.
Is it reasonable to assume that American consumers are
dolts and do not know enough to buy good merchandise
rather than bad? And if they are such idiots why do the newday liberals have so much confidence in the functioning of
democracy which is dependent upon the intelligence of Amer
ican voters? If citizens show such poor judgment how can
they select their representatives and pass upon public ques
tions with any degree of intelligence?
92

PRODUCING THE GOODS IN A FREE SOCIETY
But there is still another aspect of the charge against in
dustry for engaging in planned obsolescence. This is the prac
tice of many companies to frequently re-design their products
in order to gain greater favor from the consumer.
Sometimes this change is a basic improvement in the prod
uct itself, sometimes it is just a restyling. New models of auto
mobiles are offered each year incorporating both mechanical
and style improvements. Little improvements each year add
up to a big change over a longer period of time.
Kitchen equipment is being constantly made more service
able and more attractive. New improvements in office equip
ment add efficiency and eye appeal. New designs in home
furnishings of all kinds, as well as electric razors, clothing,
and other products make life easier and more pleasant. The
restyling of men’s suits is a typical case of planned obsoles
cence, and of course women’s styles which change seasonally
represent the very acme of restyling for style’s sake.
Is this bad? Those who coined the phrase and sneer at
“planned obsolescence” would have us believe so. They say
that all this is a “misallocation of resources”—resources
which could be put to better use, in their opinion. They talk
about “satisfactory old products” which do not “need” change
and would be “serviceable” for a long time if wicked manu
facturers did not plan to change things.
This controversy is important because the issue affects the
very basis of private capitalism and free enterprise. Our sys
tem is geared to the desires of the consumer. Producers flour
ish or die as they serve the consumer or fail to meet his desires.
This very competition puts industry on its toes, forces new
inventions and gives us the kind of vigorous, dynamic, rich
economy we have.
Of course if the American manufacturer and the consumer
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were less energetic we could all still make-do with the auto
mobiles of the 1940’s. If we want only “serviceable” products
why have colored automobiles—why not just all black as they
used to be? Also, how about the clothes of yesteryear and the
icebox of several decades ago? Some may say that this is
exaggerating the “planned obsolescence” point of view, but is
it really? For once we begin to pay homage to “satisfactory
old products” and talk about “exaggerated change” we will
inevitably get a horse-and-buggy psychology. And once we
begin to limit change who but a government authority will be
empowered to say what is “exaggerated” change and what is
not?
This gets to the very heart of the matter. If we are to have
some kind of regulation of obsolescence, some government
body or regulation will do it. The opponents of dynamic, un
regulated change are really advocates of more government
and less individualism in the economy.
How sound is the economic reasoning behind this at
tack? Any talk about misallocation of resources due to swift
changes misses the point completely. Resources are not a
fixed quantity. They are changing and developing all the time,
and the vast resources of this country are due in great measure
to the characteristically American dynamism and desire for
change. People are willing to work harder to save and invest
in order to get new things. Take away that desire for change
and there would be considerably less resources to allocate.
In a country where there is no planned obsolescence and
where resources are allocated by slide rule, as in the Soviet
Union and other nations behind the Iron Curtain, the con
sumer takes what the government gives him—which is very
little. If, as it is now said, the future belongs to the most
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vigorous, creative and productive nations, then the more ob
solescence the better. Such a nation can produce more re
sources—for war if necessary and for peace— than a country
that restrains the energies of its people and looks upon change
as wasteful.
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5Wages and prices
The price at which products are sold in the market and the wage
rates which the producer must pay are, of course, very closely
related. Together their influence upon productivity is a powerful
one. If there is any doubt about this, the following quotation
from one who is no admirer of private capitalism
should be interesting.
Recently Nikita Khrushchev had this to say about wages, prices
and productivity: “Of course it is possible to lower prices on
products recklessly, but then where would we get the funds to
develop the national economy further? Do you think God will
send us new plants, factories and power plants? If we lower
prices without considering the real possibilities or raise wages
without taking anything into account, will this contribute to the
development of our national economy? Of course n o t.”

THE MAGIC FORMULA
The attempt to create mathematical formulae to solve our
economic problems has turned into something of a mania in
this era. We have become victims of the decimal point and the
digit—employing precise mathematic formulae for many
things which are not precise and cannot be solved mathe
matically except to our own detriment.
The most glaring evidence of this tendency is to be found
in the field of productivity. Several decades ago it was dis
covered through research that increased production per
worker averaged a little more than two per cent annually
over a long stretch of time. Harvard’s famous Professor
Schumpeter made much of this statistic in describing the
strength of the capitalist system in his well-known book,
Capitalism, Socialism and Democracy.
This two per cent figure was soon taken from academic
circles and popularized by general writers on economics. It
came to be regarded as an immutable law that worker pro
ductivity would increase about two per cent or more each
year. People assumed that this could be applied to every in
dustry and, in fact, every plant. In 1948 labor union leaders
seized upon this magic figure and got General Motors to in
corporate it in a labor contract guaranteeing automatic wage
increases to its workers at this annual rate.
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Then Mr. Walter Reuther said: “The General Motors pat
tern becomes one for industry!” It began being applied indis
criminately, and everyone expected to increase his earnings
at the rate of at least two per cent per year regardless of exist
ing conditions.
In the post-war world, labor union leaders were able to
force upon industry wage increases far in excess of even the
most optimistic estimate of productivity increases. Wage in
creases in that period ran at the rate of seven to ten per cent
for many years and were never less than five per cent until
1960. These uneconomic increases in wage costs caused
prices to rise and the wage-price spiral to continue.
What happens when a wage increase for productivity is
granted in an industry where there is an actual decline? There
are many such instances. Between 1939 and 1947 Depart
ment of Commerce reports indicated an actual productivity
decline in nineteen industries out of the limited number ex
amined. They included slaughtering and meat-packing, six
teen per cent; lead and zinc mining, thirty-one per cent; foot
wear, four per cent. In recent years there always existed simi
lar disparities in the productivity record of various industries.
When automatic increases are given to workers in these
and many similar industries on the basis of increased produc
tivity in all industry, it simply means that the higher cost of
production is frozen into the retail price. During an infla
tionary period the consumer pays these increased costs with
out question. When the inflation abates he curtails his buying
of those products and unemployment results.
In an interesting analysis of industry productivity, Dr.
Jules Backman of New York University concludes that “al
though the long-term annual rate of increase in productivity
for the entire economy has averaged about two per cent in
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most years, the actual change has deviated widely from this
average. In many years output per man hour has actually de
creased (for example, in 1933, 1937, 1946 and 1947). Great
irregularity in the rate of gain has been characteristic.”

A BAD FORMULA FOR PAY INCREASES

When General Motors introduced the “annual improve
ment”— or productivity-pay increase in its wage formula in
1948, the move was widely hailed. Charles Wilson, then
president of General Motors, advocated that this pay increase
be given by all industry—and even by agriculture!
At that time I published a criticism of this scheme under
the title “Dissenting Opinion,” pointing out its inflationary
impact. In reply to a letter from Mr. Wilson disagreeing with
my conclusions I said, “If your policy should be applied to
the United States generally, as I have pointed out in my arti
cles, the result will be detrimental not only to industry itself
but also to the consumers of this country.”
Events have certainly justified early fears about this for
mula. The annual productivity increase turned out to be an
automatic prescription for raising wages and prices, and for
consequent inflation. The 1958 recession highlighted the dan
ger inherent in this kind of agreement. When we needed lower
costs we got higher costs. When the public demanded greater
values to attract its savings it got less value because prices
went up.
The annual productivity increase in wages is based on the
assumption that the national average increase in productivity
per worker of a little over two per cent per annum over the
previous half century should be employed by every business,
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every year. The fallacy lies in trying to create a precise mathe
matical statement applicable to every industry and to every
business, when as a matter of fact, no such formula can be
devised.
What we really need is the opposite—variation from in
dustry to industry, from business to business, and flexibility
in all costs and prices. This becomes evident when we con
sider the plight of industries which might be tied to a pro
ductivity wage-increase when there is an actual decline in
productivity. There have been many such instances.
As explained in the previous chapter, the Department of
Commerce reports for 1939-47 show an actual productivity
decline in nineteen industries out of a large group investi
gated. As recently as 1956-57 there was either a slight
decline or no increase. The average, over a half a century,
can be misleading if applied today.
No business can survive on a national average. It must live
by its individual costs, its individual productivity. If its pro
ductivity declines for one year or two and it is nevertheless
forced to increase wages, the result can be disastrous for that
particular company or that industry.
A disturbing comment on this matter was made by the
Committee for Economic Development in its study, Defense
Against Inflation. Discussing productivity it said, “Wage rate
increases in particular industries should not be determined by
increases in output per man-hour in those particular indus
tries, but should reflect the increase in national output per
man-hour.”
The avowed intention of the Committee for Economic De
velopment is to prevent inflationary above-average increases
for all industry. But the net effect of its statement is to indorse
productivity wage increases in industries where none should
be given. The trouble here is in trying to patch up a rigid,
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fallacious, and harmful formula. The formula should be re
pudiated.
Basically, increased productivity results from the use of
better tools, more power, new inventions, improved man
agerial ability and many other factors. For instance, in 1948
approximately 5.3 million automobiles were produced by
650,000 workers— about eight cars per worker, while in
1957, 6.9 million cars were turned out by 625,000 workers—
about eleven cars per worker.
What caused this sharp increase in productivity? Wasn’t it
the vast investment of capital by the auto companies in better
tools and improved production techniques which cut down
the labor required to produce each automobile?
Capital investment must be compensated in one way or
another. Sometimes an industry has to pay more to raise the
capital necessary to provide better tools of production for
workers. Or, due to intense competition, an industry may
have to pass on its entire productivity increase in lower prices
to the public.
Workers generally have always benefited from increased
productivity by way of lower prices and improved quality in
all things they purchase, as well as by their own fatter pay
envelopes. Any attempt to place progress in a strait jacket by
devising a pat mathematical formula for dividing up the re
sults of greater productivity will simply handicap industry,
retard progress, and penalize the public.

AS IMPOSSIBLE AS SQUARING THE CIRCLE
It is just as necessary for a nation to choose its objectives
carefully as it is for an individual to do so. Since resources
are not unlimited, we cannot have everything we want. This
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simple principle may sound trite, but it needs to be empha
sized at a time when we pursue objectives which not only
negate each other, but actually tend to destroy each other.
Currently this country is pursuing three conflicting poli
cies. The first is the policy of automatically increasing annual
wage-rates, regardless of business conditions and regardless
of productivity. The second is the goal of achieving full em
ployment. Third is the hope of maintaining an honest dollar
— a dollar of stable purchasing power, so that the worker, the
pensioner and the saver are not robbed over the years.
It is just as impossible to achieve these three objectives
simultaneously as it is to square the circle. Something has to
be sacrificed and the public will have to make the choice.
The fiction has grown up that the only way for workers to
improve their condition is to get higher wage-rates each year
no matter what business conditions may be. Plainly this is not
true, because for over a century of tremendous progress in
this country, this policy did not prevail. Progress in those
years was accomplished by vast capital investment in new ma
chines, plant, and techniques of production. A great part of
the increase in productivity was distributed to the public in
the form of lower prices and better goods. All of it did not go
to workers of particular industries, which is the case today.
The effect of the union demand for automatic wage in
creases can be seen in the following brief bit of history. In
1956 average hourly earnings in manufacturing increased
5.3 per cent while output per man-hour increased no more
than half that amount. Unit labor costs increased nearly 3
per cent. This trend continued in 1957 when costs per manhour increased more than 5 per cent.
Wage rates were still rising rapidly in 1958 despite a deep
ening recession. As the cost of manufacturing a unit increased
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— whether shoes, or washing machines, or autos—producers
added to their selling price. Then came the inevitable result
— consumers did not clear the market of goods at prevailing
prices. Production fell off and unemployment therefore in
creased.
A rise in the price per hour for workers in highly organized
industries does not always mean a larger total of earnings for
all workers. Quite the contrary. When hourly wage and unitcost of manufacture get too high the result is unemployment
and lower total wages. This is the fruit of the AFL-CIO
policy, which is a sure-fire policy for creating unemployment.
And so policies No. 1 and 2 destroy each other.
How do the above objectives square with the policy of
maintaining a stable dollar? They do not. They undermine
the dollar and spark a continued inflation. This is the way it
works: When excessive, high wage-rates produce inevitable
unemployment and lower production, the public demands
that the government do something. That “something” turns
out to be inflation of the money supply which eventually leads
to higher prices for everybody, thus causing more of the very
disease it was supposed to cure.
Arthur F. Burns, formerly President Eisenhower’s chief
economic adviser, made a recommendation about this matter
in his book, Prosperity Without Inflation. He advised “a dec
laration by the Congress that it is the continuing policy of the
federal government to promote reasonable stability of the
consumer price level, as well as maximum employment, pro
duction and purchasing power” (now part of the Employ
ment Act of 1946). If the present law is to stand, it would
certainly be a good idea to make the change suggested by Dr.
Burns, if only for its psychological effect.
But as a matter of cold fact, any attempt to promote “rea
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sonable stability of the consumer price level” in the face of
mounting wage costs would mean restrictive monetary poli
cies which would cause unemployment. Politically this is un
palatable. So as a practical matter, if we want to preserve the
purchasing power of the dollar, we will have to curb uneco
nomic wage rises. This means modifying the present mo
nopoly power of the big labor unions to get almost any wage
level they demand. That is the heart of the matter.
If the country insists on achieving full employment and
rising wage rates regardless of conditions, it will be choosing
inflation whether it means to do so or not.

ADMINISTERED PRICES AND ADMINISTERED WAGES
A little more than two decades ago when it was quite popu
lar to pin responsibility for the Great Depression on big busi
ness, Professor Gardner Means contributed a handy weapon
for the purpose. He invented the idea of “administered”
prices.
These are prices, according to Means, which do not re
spond quickly to supply and demand but are made by execu
tive order in big industries such as steel, agricultural imple
ments, and automobiles. The term administered prices could
never be easily applied, as its originator, Dr. Means, admits
today, and the suspicion grew over the years, that the term
did not represent a sound economic concept, but rather a po
litical stick with which to beat the business dog.
Any distinction between “market” prices and “adminis
tered” prices is difficult to make, because such a distinction is
a matter of time-lag and degree. Some prices change more
rapidly than others, and few change by the minute or the hour
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as they do in commodity markets. A physician’s price per visit
does not change quickly nor does the price of prepared food,
or furniture, or clothing, or household equipment, or count
less other products. All are market prices, yet all can be con
sidered administered prices according to the old definition.
The phrase “administered prices” is supposed to describe
those prices which do not respond quickly to supply and de
mand. They are assumed to be set by executive order—in
defiance of market forces— in big industries with few pro
ducers. (The only “pure” competition according to the origi
nal theory is among products that cannot be “differentiated”
—for example, lumps of sugar or kernels of wheat.)
Just about the only items which respond instantly to sup
ply and demand are commodities traded on the Commodity
Exchange which fluctuate in price every few minutes or every
hour. Does the price of a can of food, a loaf of bread, a pair
of shoes, a suit of clothes or almost anything else the con
sumer buys change every day or even every week? Yet every
patron of a supermarket or department store knows that these
items are fiercely competitive and quickly adjust price to the
market. So do the heavy items such as steel, aluminum, auto
mobiles, and the rest, although their adjustment may be
slower and price concessions are disguised by such devices as
absorption of freight rates, undercover discounts below list
price, and so on. The market is everybody’s master.
The proponents of “administered prices” do not accent
the one definitely administered price which conditions all
other prices— the price set for hiring workers. This is fixed
not by market conditions but by the power of union leaders,
and often by threat of violence.
The weakness of employers to resist because of a lop-sided
law is plain. When wage costs are forced up, a demand that
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the producer reduce his prices is simply a demand that he sell
his inventory under replacement cost. Only a producer in dire
straits would do that.
Administered wages, it should be noted, are the result of
our labor laws which encourage industry-wide bargaining
and monopoly unionism. The effect of these laws can be
readily seen in any supermarket or department store. Items
sold in these stores come from thousands of small and medium
sized manufacturers, very few from the largest corporations
who can defy the market for any length of time and “admin
ister” their prices. Yet here we have a steady rise in prices.
Consumer food prices keep moving up. Prices in this cate
gory are influenced largely by administered wages which
necessarily become part of the consumer’s price tag—and
not by decisions arbitrarily made in the big executive offices,
regardless of supply and demand.
In the field of services, which account for more than half
the total National Product, it is administered wages that set
the pace. The structure of freight rates, railroad, bus and air
plane fares, utility rates, and countless other service charges
are all locked in by the wage structure.
And the interesting thing is that in the smaller services—
ranging from hairdressing to dry-cleaning—prices are stead
ily increasing although it would be rather foolish to talk of
“administered” prices in these highly competitive businesses
which are conducted by tens of thousands of small companies.
It is difficult indeed to define an “administered” price, but
it is quite evident that administered wages are the law of the
land. Since wages constitute more than eighty per cent of the
price which the consumer ultimately pays, isn’t this the point
at which the problem of rigid prices must be attacked?
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THE OPEN CONSPIRACY TO FIX PRICES

One cannot discuss prices these days without paying some
attention to an important case which was decided in the
courts early in 1961. Leading manufacturers of electrical
equipment, including the two largest, General Electric and
Westinghouse, were convicted in a federal court for con
spiracy to fix prices. The companies were fined $1.7 million
and some of their important executives were sent to jail.
Many questions that demand answers come quickly to
mind about this case. Where, during the long period of il
legal activity, were all the high-priced lawyers who receive
big fees from these companies to keep their practices within
the law? But suppose these manufacturers had done precisely
what the government lawyers say they should have done—
competed ruthlessly on price. Small competitors like Federal
Pacific Electric and ITE Circuit Breaker might have been
forced to the wall. Is there any doubt that GE and Westinghouse would then have been accused of violating that section
of the Sherman Act which says that no company shall “mo
nopolize or attempt to monopolize”? It is ironic that under
the present interpretation of the law, corporations have been
haled into court for (1) making prices too low; (2) holding
their prices too high, by agreement with other companies;
and (3) not varying prices.
One thing is plain: the magnificent record of these impor
tant companies in improving the welfare of the American
people was all but forgotten overnight by a large segment of
the public, which chose to remember only that they had vio
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lated a section of the law. In this case the severe penalty was
a partial forfeiture of public confidence.
But all this reveals only a small part of the problem. Why
did so many people become so emotional and incensed? Was
it because a law had been violated? This hardly seems rea
sonable. After all many provisions of the “law of the land”
are violated every day— and violations are often scantily con
cealed, if indeed they are concealed at all. But the very people
who so righteously joined in the humiliation of GE and West
inghouse have not been conspicuously concerned about all
such violations. In fact they condoned many of them.
For instance, the law specifically says that no employer
should be forced “to employ or agree to employ any person
or persons in excess of the number reasonably required to
perform actual services.” Yet everyone knows that this law is
violated every day of the year. This violation is euphemis
tically called “featherbedding”— and the public pays for it.
Further, the law is clear about penalties for the use of vio
lence. Yet as Congressional committees have clearly shown,
outrageous violence has been used in strikes like that against
the Kohler Company. But this, too, has been condoned. To
those who insist that the law of the land should always be
honored, the fact that the guilty have not been convicted in
court is merely a shoddy, legalistic excuse.
Has the reaction against GE and Westinghouse been
so violent because of the ethical question involved? Certainly
it is true that price-fixing is a crime against the public. In a
free enterprise system, which depends upon prices as a major
guide and regulator, the freezing of prices at an artificial level
is dangerous. That is why intelligent people must be against
all price-fixing.
But is this the thinking of those who heaped violent abuse
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on GE and Westinghouse? It seems doubtful. While they lash
out at price-fixing by some business organizations, they look
benignly on the vast open conspiracy to fix prices which is
slowly driving the country towards inflation and worse.
Take the government price-fixing of commodities. The
Kennedy administration recommended a rise in the price
of corn from $1.02 to $1.20 a bushel. The public will pay for
this in the form of higher prices for meats. President Ken
nedy says, let the farmers fix their own prices for a variety
of crops, and if they are able to wangle this through Congress
their price-fixing schedule will become government enforced.
This is price-fixing on a grand scale. The public will be
bilked as never before.
And if anyone becomes concerned about the viciousness
of price-fixing (as he ought to be), how about directing his
attack toward the iron-fisted price-fixing which is legally
imposed by labor union leaders in behalf of their union
members? After all, there are only seventeen million union
members out of a total of sixty-seven million workers. The
price-fixing which union leaders impose is translated into
cost increases for everything we buy. Since price-fixing is such
an evil, shouldn’t we have a better balance between the power
of management and the power of labor unions so that union
leaders will not be able to impose almost any price they de
mand?
It is no ethical defense to say that some price-fixing helps
a large segment of the population—such as farmers or union
members. It will hurt a much larger segment—the rest of the
nation.
Disapproval of the actions of General Electric and West
inghouse is certainly in order. But could it be that a great
part of the violent reaction against these companies is really
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antagonism to big business crudely expressing itself? And
deeper than that, isn’t there some evidence of hidden anticapitalistic bias (surprisingly fashionable in some intellectual
circles) which seizes every chance to belabor American busi
ness?

PRICING OURSELVES OUT OF THE MARKET

In searching out causes for our economic and political
problems, it is curious indeed how the search often leads to
the very same cause even though the problems themselves
seem, on the surface, to be only distantly related. The big
problem, of course, is our periodic recessions. Connected
with it, and contributing to it, is the progressive loss of for
eign markets for many of our products. A third problem of
great economic importance, but which also carries interna
tional political overtones, is tariffs.
Even a casual analysis will reveal that a basic factor affect
ing all three of these areas is our mounting cost of production.
We are pricing ourselves out of foreign markets; and we are
pricing ourselves into a tariff wall.
Our cost-of-production mounts too high. This is a major
cause of recessions. Rising labor costs have far outstripped
the rise in productivity, despite the unprecedented addition
of cost-cutting, labor-saving tools of production. Between
1939 and 1956 average hourly labor cost in manufacturing
increased 215 per cent, while the output per man hour in
creased nearly fifty per cent. The result was that cost-of-pro
duction per unit of goods—whether a pair of shoes, an auto
mobile, or a can of vegetables—just about doubled. This
trend continued through 1960. Some of the increased cost
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was absorbed by producers. Most of it had to be passed
on to the consumer, or producers would have had to go out
of business.
When, in 1957, price rises began to account for three-quar
ters of the dollar increase in Gross National Product, the
inflation had to be restrained. When billions in new bank
credits were not forthcoming to sustain the mounting price
levels, a recession was under way and there were soon over
five million unemployed.
The positive influence of excessive wage costs in creating
unemployment is basic, and has been indisputably proved
and analyzed. Its importance was emphasized in this century
by the eminent von Mises before and after World War I.
Then came Jacques Rueff, head of the Treasury of France,
who analyzed British statistics prior to 1925 and established
a direct statistical relationship between excessive wage rates
and unemployment.
His analysis was later confirmed by Sir Josiah Stamp who
tested Rueff’s conclusions for the years following 1927 and
found them to be ninety per cent accurate. In 1933-34 there
were published The Theory of Unemployment by the noted
British economist, A. C. Pigou and a fine study entitled The
Theory of Wages by Paul H. Douglas, who later became
Democratic Senator from Illinois. It will surprise many peo
ple that Mr. Douglas agreed with the theories of Jacques
Rueff and Josiah Stamp. In his book Mr. Douglas says, “If
wages are pushed above the point of marginal productivity
the decrease in employment will normally be from three to
four times as great as the increase in hourly rates so that the
total income of the working class would be reduced.”
All of these accounts substantially agree that unemploy
ment responds quickly to changes in wage costs. They con113
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cluded that when there is unemployment, a decline of even
one per cent in wages would uncover many more jobs. The
effect of wage rates on unemployment has also been interest
ingly treated by Professor F. A. Harper in a study entitled
We Can Have A ny Level of Employment We Want. He elab
orates the point that the level of unemployment is related di
rectly to the height of wage rates above the normal, freemarket level.
Our high-cost production drastically affects our foreign
trade, with resulting political repercussions. When foreign
producers increasingly outsell us in our home territory, the
clamor naturally grows for more tariff protection.
Effects of our high-cost production on the tariff problem
were cited by Roger Blough, Chairman of the United States
Steel Corporation. He pointed out that a reel of steel wire
which is generally used for steel fences is now shipped from
Dusseldorf, Germany, by sea, freighted to Cleveland by rail,
and then hauled by truck to the warehouse where it costs the
jobber $40 a ton less than the U.S. product.
Imported cast-iron soil pipe is laid down in California for
$75 a ton less than the American price. Of course, foreign
countries will always be able to undersell us here on some
items, and that is certainly not bad, because we should be
able to undersell them in their own country on other prod
ucts. This is the essence of sound foreign trade— each coun
try making progress on what it can manufacture more cheaply
and better. But unfortunately we have been losing ground on
too many basic items, because of our high cost structure.
When it comes to selling our own products in foreign coun
tries, here, too, American producers are at a growing disad
vantage. Our private exports are declining because foreign
producers are increasingly outselling us. “There is an inex
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orable rule which can never be defied nor escaped for long,”
says Mr. Blough, “. . . it is a fundamental law of business
and every businessman knows it. That law is ‘compete or
die.’ There is no other choice.”
So whether we must compete against foreign merchandise
or whether we need to clear the market of our own robust
production and thus increase employment, it is essential to
maintain a realistic, non-inflated cost-of-production. If the
unit cost-of-production goes up instead of down, we will
be in trouble and unemployment will grow.
Plainly flexible wage rates—flexible both ways—would be
in the best interests of everyone, including workers them
selves, because it would lead to full employment. But the
least we should settle for is that wage rates should not rise for
a while. Continued increase in productivity would then lower
the cost of making each unit, and we would have a chance of
slowly increasing employment and the general level of pros
perity.

A SPECIAL CASE OF GOVERNMENT PRICE-FIXING

When the price of anything is fixed by a government
agency, there is bound to be trouble. The reason is that poli
tics and the prospect of votes become a determining factor.
The control of rents in New York City is a typical case. Al
though government price-fixing of rents which used to be a
national problem is now confined to one locality, it deserves
special attention in any study of prices.
Whenever a plan is proposed for even partial decontrol, or
for a slight adjustment of some rents nearer to the market
price, a violent protest is registered by those affected. This
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may be only natural but often it is ironic. For instance, those
who occupy some of the most luxurious apartments on Park
Avenue become indignant at the thought of paying a little
more rent. Yet they are the first to protest against price-fixing
in their own businesses.
They know how inflation has zoomed their own costs.
Nevertheless they want to hold the apartment house owner in
a vise, and they ask him to contribute a subsidy to their own
rent payments. Why?
The important point is that it is in the public interest to
make a plan that would eventually abolish all price-fixing
of rents. Nothing like that is being officially proposed. The
city is now divided into the favored few who live in rent con
trolled apartments and “all others.”
The all others include young married couples with grow
ing families who need larger apartments. These apartments
are often occupied by only one or two people who continue
to hang on to them because of the great price advantage.
As long as there is rent control, there will not be enough
building of lower-priced or moderately priced apartments.
Builders know that their new higher-priced units cannot com
pete with the cheaper, rent-controlled space, which their pros
pective tenants occupy.
While decontrol is essential, great hardship would be suf
fered by many families if it came about overnight. People
can not adjust themselves to such a major change, which in
volves a large part of their total income. What we need is a
plan that would eventually do away with all price fixing of
rents. Two essential principles of such a plan are: (1) It
must take place gradually so that the adjustment for tenants
is not too sharp. (2) It must permit all apartments to slowly
achieve their market price.
116

WAGES AND PRICES
In line with these principles, we would suggest a plan which
was debated in several state legislatures. It was proposed sev
eral years ago by economist Henry Hazlitt. The plan is a sim
ple one. Let the Legislature pass a law permitting all owners
of residential property to raise their rents by a small, fixed
percentage in any one year (say four or five per cent of what
ever figure is agreed upon). That’s all. No if ’s, and’s, or but’s.
No time limit. No qualifications.
What are the advantages of this plan? First, it would per
mit tenants to adjust themselves very gradually to prices
which they will ultimately have to pay under the free market.
The change would take place over years, not over months.
Over the years some owners might continue to raise their rents
under this plan, while others would not be able to get much
more than present rents for their space.
Apartments would gradually drift back into circulation
as they approached the market price. Since it is never po
litically feasible to abolish controls on dwellings unless their
fixed rental approximates the true market rental, the above
plan would automatically move toward decontrol.
Unless we are prepared to say that all dwellings are public
utilities and must be price-fixed forever, we will ultimately
have to arrive at some way of bringing all dwellings into the
free market. If there is a better plan for accomplishing this,
we haven’t heard about it.
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6Profits and employment
Since private capitalism depends upon incentives to encourage
maximum individual effort, profits become a very important
factor in increasing productivity. For profits are the major
incentive for business.
In our system , which is based upon competition, high profits can
accrue only to those who meet the demands of consumers by
being efficient in producing goods and services and highly
responsive to change in consumer preferences.
If the economy is to be vigorous and thriving, producers of
goods and services must earn substantial profits. This is in the
public interest— not only in the interest of the producer.

PROFITS MUST RISE TO INSURE EXPANSION

The Kennedy administration is pledged to get this country
“moving ahead.” It is on record as promising to reduce unem
ployment, create higher real national income and expand the
economy. If this promise is to be fulfilled, we can make this
fairly reliable forecast. The hoped-for expansion in produc
tion, jobs, and national income can take place only if there is
a substantial increase in corporate profits over the level pre
vailing in early 1961. The $550 billion or $600 billion econ
omy will not be possible with corporate profits at $21 billion
or $22 billion— or anything like this low total.
The idea of higher corporate profits will be frowned upon
in some quarters. It is a strange fact that the word “profit”
does not get a favorable reception with an important segment
of the American public. In the United States, which has the
most successful economy in the world and is based on the
profit-and-loss system, this negative public reaction is a trib
ute to the success of Marxian theorists and left-wing propa
gandists. They have persuaded many people to accept un
knowingly the labor theory of value and to look with suspicion
upon a mainspring of our own great system—corporate
profits.
In his book Economics, which is the most widely read text-
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book on this subject in the United States, Professor Paul A.
Samuelson, of the Massachusetts Institute of Technology,
says, “Any sampling of public opinion shows a fairly wide
spread hostility toward profit. A scientist recently asked a
random sampling of businessmen if they tried to maximize
their profits. To a man they all denied this firmly, perhaps
because they pictured a profit maximizer as some kind of
chiseling extortionist or miser.”
This observation (from a Kennedy task-force head, who
can hardly be accused of being partial to profits) is certainly
revealing.
The grip of this anti-profit philosophy upon industry is
shown by the attitude of labor leaders like Walter Reuther.
Sometime ago he said, “We are in trouble because big busi
ness is taking a disproportionately large share of the fruits
of our developing economy.” Anyone who understands the
elementary facts about our economic system knows that Mr.
Reuther’s statement is sheer nonsense.
In the last six months of 1960 corporate profits ran at the
rate of about $22 billion annually, while compensation of
employees was $297 billion and total national income was
about $419 billion. The $22 billion did not all go to inves
tors. About half of it was paid in dividends and the other
half is plowed back into industry. Can any reasonable person
consider this modest sum “a disproportionately large share
of the fruits of our developing economy”?
Also, it should be plain to anyone, including intelligent
labor leaders, that we cannot get more jobs, a higher stand
ard of living and increased production unless the low total
of corporate profits is raised considerably. Industry expansion
requires enormous capital investment. In the past ten years
the vast sum of $300 billion was spent by United States cor
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porations on plant and equipment. If this country is to pro
gress even more rapidly in the next ten years corporations
may have to spend $500 billion or more.
Only under the incentive of rising profits will business
spend this vast sum for more and better tools which will pro
duce products at lower cost, raise everyone’s standard of liv
ing, and give more jobs. It is in the workers’ interest and the
public interest—not alone the corporate manager and inves
tor—that corporate profits should expand.
Over ten years ago, in 1950, corporate profits totalled
$22.4 billion—somewhat higher than prevailed in 1960 and
early 1961. Yet in 1950 national income was only $242 bil
lion (compared to $419 billion in early 1961) while com
pensation of employees was only $154 million (compared to
$297 billion). The entire economy was operating on a lower
scale. Also, it is pertinent to note, in practically every year
except the recession years of the past decade, corporate profits
have been higher than today. So while the country expanded,
while production increased and the real income of those
working in industry advanced, corporate profits did not keep
pace.
Just what factors will cause profits to increase in the future
is not quite certain— although there are now some strong in
dications. Will volume expand and profit margins increase
due to the natural upswing of the business cycle? Or will
inflation temporarily cause the same result?
Another possibility is that this administration will see the
light and sponsor a program of genuine tax reform. This could
be a mighty force in stimulating business expansion and pro
viding necessary capital for investment. The answers to these
questions are not clear now. But Mr. Kennedy’s State of the
Union message and Economic Report lead to a strong pre
123

PROSPERITY THROUGH FREEDOM
sumption of government spending and inflationary deficits
which will give an added “kicker” to the cyclical recovery
which began in 1961.
However, one thing is sure. More jobs and an expanding
economy must go hand in hand with higher corporate profits.
This expectation— plus the practical certainty of more infla
tion—were major forces in the stock market rise of early
1961. It is an interesting fact that government economists
did not expect this rise. In fact, in the first few months of
1961 leading figures of the Kennedy administration pro
claimed the coming of a deeper recession.

PRODUCTIVITY AND UNEM PLOYM ENT

It is often claimed that unemployment is the result of too
much productivity. Machines throw men out of work, it is
said. The history of this idea goes back to the early eighteenth
century, when armed bands called Luddites roved the Eng
lish countryside, destroying the new textile machinery which
they claimed was the cause of their unemployment. There is
no doubt that automation can cause a temporary imbalance
in the supply of certain kinds of labor. But this is not a basic
cause— in fact, improved technology is the cause of more, not
less, employment.
Why, then, is the rate of unemployment in the United
States so high? This question must be answered realistically
not only because of the human beings involved and because
it has a direct bearing on United States spending and infla
tionary policy, but also because it is a black mark against
the present functioning of our economic system.
In times of even mild recession in this country, such as
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1957-58, and in the 1960-61 downtrend, unemployment rises
to about seven per cent of the labor force. But even in good
times unemployment has seldom gone much below three per
cent of the labor force. These statistics must be considered
in comparison with the fraction-of-one-per cent unemploy
ment in advanced western European nations during good
times, and the very low rate of two per cent in Europe’s recent
brief recession periods. Why, people ask, is the American
unemployment figure so high?
There are three areas in which we can look for an answer.
The most popular explanation is automation. To be sure this
has been stepped up rapidly in recent years, but we have al
ways had a high degree of automation—especially since the
beginning of the assembly-line technique in manufacturing
immediately following World War I. Countries like Germany
and France have also modernized their plants and automated
at a very high rate in recent years. In fact, their technological
advances in many industries are greater than ours. While au
tomation is a temporarily disturbing factor it does not seem
to be the cause of the generally high unemployment statistics
in this country. There are other important reasons.
Another place to look for an answer is in the statistics
themselves. In comparison with most European countries,
our unemployment statistics are highly inflated. In many of
these countries an unemployed person is defined as one who
is registered with a government agency as unemployed and
receives unemployment insurance. In this country the defini
tion is quite different. We arrive at our unemployment figure
by taking a sample of 35,000 households out of the entire
country once a month. In the investigation an unemployed
person is defined as anyone fourteen years old or older who
says that he is looking for a job. Many older people, sixty125
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five or seventy, who decide once again that they would like
to earn some money but cannot find a job immediately are
listed as unemployed. So are housewives who also decide that
they want to increase the family income, but haven’t worked
in perhaps ten or fifteen years. So are fourteen-year-old boys
who decide to leave school, get working permits, and try to
find jobs. Thus our high unemployment figure depends sub
stantially on mere definition.
The Bureau has changed its definition on several occasions
— as in 1954 and 1958— so as to add perhaps a million peo
ple to the unemployed list. In 1954, for instance, it was
decided that anyone who had a job to which he was waiting
to report within thirty days was to be considered unemployed,
although until then such people had not been classified as un
employed. All of these factors tend to raise our unemploy
ment statistic to an unrealistic number.
As an instance of the problem about statistics on unem
ployment, let us take January 1961. Out of 5.4 million listed
as unemployed, 3.2 million were receiving unemployment
insurance in January. This is really the basic unemployment
figure. Also, we must consider the fact that of the total unem
ployed only 1.3 million were out of work for fifteen weeks or
longer, and 2.2 million had been seeking work for less than
five weeks. These statistics help to place the total figure in its
proper perspective.
But even taking the statistical manipulation as one cause
of the high total figure we must still look elsewhere for an
other reason. It can hardly be doubted that the continual
uneconomic wage increases in leading industries and the
height of wage rates in these industries is a basic structural
cause of unemployment. It is the consumer who ultimately
pays the wage bill, since over eighty per cent of the price of
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a finished product is attributed to labor cost as it is processed
to the consumer. The price of anything has an effect upon the
quantity that is purchased. When wage rates get too high in
any industry, there is an adverse effect upon employment.
You will recall that excessively high wage-rates as a cause
of unemployment was noted by Senator Douglas in the pas
sage we quoted from his book The Theory of Wages, which
he published when he was still purely an economist and not
yet in politics. Such a statement—from such a source—is so
significant that it is worth repeating again: “If wages are
pushed above the point of marginal productivity the decrease
in employment will normally be from three to four times as
great as the increase in hourly wages so that the total income
of the working class would be reduced.” This is also the ob
servation of Rueff and Pigou, as previously noted.
If money wage-rates would hold the present level for a
period of a year or two while productivity increased, there
is little doubt that the unemployment figure would decline
substantially. This being so, the administration program of
raising the minimum wage rate to $1.25 (such a minimum
raise must unquestionably raise all wage rates) is certainly a
blow at employment.

UNEM PLOYM ENT IS NOT A MYSTERY

A basic cause of recession is the fact that costs rise too
rapidly and get out of balance with selling prices. Industry
then needs higher productivity, which is achieved during a
recession by reducing costs wherever possible—especially the
cost of labor, which is the largest manufacturing cost. When
business gets a little better, employers are wary about re
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establishing the old high costs. They hire new help slowly.
The first thing that happens is that regular hours worked
by employed labor increase. At the low point of the 1957-58
recession, the average factory work-week was 38.3 hours. In
December 1958 the work-week was 40.2 hours which was the
highest in almost two years. Thus those factory workers who
were employed earned more money but there was no rush
to hire new workers. Also there was an increase in overtime
work.
Employers, not being certain about continuing an increas
ing volume of business in the future, manufactured their or
ders by paying more for overtime to their present workers. In
December 1958 overtime work increased by .2 hoursto a total
of 2.7 hours. These two factors— increased regular hours plus
overtime pay—accounted partly for the fact that unemploy
ment decreased rather slowly during the first seven months
of recovery in industry. This follows the traditional recovery
pattern.
But continuing high unemployment suggests that there is
a more fundamental cause. If all factors were in proper bal
ance, we should not have had over five million unemployed
in 1961 when national income was the highest in history, and
people were spending more money on personal consumption
expenditures than ever before.
Beyond doubt the cause of high unemployment is directly
related to the successive wage increases and the high cost of
hiring labor. This should be no surprise, since everyone
knows that the mounting price for anything is a natural bar
to its increased use. This applies to the price of labor as well
as the price of anything else.
The average cost of hiring factory workers increased from
$2.05 an hour in April 1957 to $2.12 an hour in December
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1958. Most of this increase took place during a recession
while unemployment was increasing to a high point of 5.4
million.
It certainly is not unreasonable to assume that large-scale
pay increases when business was in a downswing contributed
greatly to swelling the ranks of the unemployed. Total wage
payments for all labor (and, therefore, employment) would
be much higher today if unions did not demand and get wage
rates which restrict employment and thus decrease the total
paid to all labor for more jobs. Those who insist on getting
undue wage raises are actually exploiting the people who are
thrown out of work.
It has long been known that there is a direct relationship
between the height of wage rates and the total of unemploy
ment at a particular time—between the price paid per hour
to labor and the amount of labor-time which employers are
able to pay for and still operate profitably. In many industries
higher costs cannot be absorbed by productive gains, and
prices must go up, or the factory will have to close. The price
rise in turn affects the public’s power to buy in increased vol
ume and the lack of additional orders is reflected in continu
ing high unemployment.
There is really no mystery about the matter. If we are un
willing to curb the power of monopoly unions to get excessive
wage increases, then our people will face large-scale unem
ployment even in prosperous times.
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7Government intervention
Whenever there is some trouble in any area of the economy,
the simplest solution to many people is “Let the government fix
i t .” Yet the record is plain for everyone to see— every time
the government uses its money or its power to favor this group
or that it sets in motion a train of events which causes even
more serious trouble and imbalance in many other related areas.
Over a period of years the net result is such a web of supports,
subsidies, interventions and controls that it is almost impossible
for a nation to find its way back into a dynamic system of
really free enterprise. The following pages detail just a few
of the many instances of bungling government intervention.

THE RAILROADS: HOW TO CRIPPLE
A GREAT INDUSTRY
Any history of American industry should certainly have a
chapter on one of our most important assets— the railroads.
Although railroads compete keenly with truck, plane, pipe
line, and ship transportation, they are regulated by a United
States government commission, in addition to state regula
tory agencies, under a definition which considers them a mo
nopoly.
Today more than fifty per cent of the nation’s freight is
shipped by nonrail transportation, yet railroads are given the
same kind of anti-monopoly treatment they got in 1920 when
the present Transportation Act was passed. The net result is
a sad example of what happens when the prejudices, politics,
and opinions of government commissioners guide an industry
which must meet fierce competition.
Here is an industry that employs more than 1,100,000 peo
ple, has a net property value of over $25 billion, and contrib
utes a large slice to the national income. In case of national
emergency, such as war, railroads must carry over eighty per
cent of the increased traffic, as they did in World War II.
If the Soviets had such a railroad system as ours, they
would tout it throughout the world as one of the great accom
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plishments of industrial genius. But instead of protecting and
nourishing this great asset, the United States has restricted
and harassed this industry so that it cannot possibly achieve
its full potential in serving the nation.
In 1957 railroads earned a little less than 3.6 per cent on
their assets, on the basis of valuations approved by the Inter
state Commerce Commission. Currently the rate of return is
even lower. Naturally enough, such an industry cannot at
tract the capital necessary to increase automation and im
prove efficiency. Although nearly fifty-two per cent of rail
road income goes for wages and salaries, when unions win a
wage increase the ICC often does not permit offsetting reve
nue increases. In his statement before a Senate Committee,
Professor Jules Backman of New York University pointed out
that the ratio of net railroad operating income to total operat
ing revenues in 1958 was lower than it was at the bottom of
the depression of 1932.
Plainly the railroads are in trouble. Unlike other competi
tive businesses, railroads are restricted by rules intended to
apply to a monopoly, which they clearly are not at present. In
addition, their competition— such as the trucking industry—
is partly subsidized by publicly maintained roadways, while
railroads not only maintain their own roadways but must con
tribute to the taxes which subsidize their competition.
One railroad spokesman summed up their position by ask
ing for “freedom from uneconomic burdens and freedom to
compete equally.” They ask for a measure of flexibility in
their prices— such as prevails in other industries. For in
stance, Seaboard Railroad president John Smith testified that
during the twelve years when the Florida vegetable traffic was
doubling in volume, railroad percentage of that traffic de
clined from seventy-seven per cent to thirty-one per cent. His
road was not permitted to compete for the vegetable traffic.
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Railroads wanted to meet truck competition by lowering their
rates, but the ICC denied this plea for many years. Railroads
realize that often the way to more net profit is to decrease
their prices, not to increase them. They want, within limits,
to have the same rights as other industries in meeting com
petition.
Among other important proposals which have been sug
gested by railroad spokesmen to put them back on their feet
are the following:
(1) Direct the Post Office Department and the ICC to
allow full cost in carrying mails, plus a reasonable profit. To
day they are carrying this freight at a loss. (2) Limit govern
ment competition in parcel post service. Confine parcel post
to small packages. (3) Eliminate the three per cent federal
transportation charge on freight. This charge is not made to
other transportation lines, and acts to the detriment of the
railroads. (4) Eliminate the ten per cent federal transporta
tion tax on passenger railroad tickets. This was a wartime
measure meant to discourage travel. (5) Permit consolida
tion and merger of lines for sake of economy and efficiency.
(6) Allow railroads to diversify their transportation services
— to operate some bus lines where necessary and to engage
in shipping too. (7) Allow the railroads to depreciate their
property on a realistic basis, taking into account the full cost
of all assets.
Unless railroads are given relief they will get into deeper
trouble and demands will grow for subsidies, government
credit pools to finance necessary equipment, and other gov
ernment intervention. All of this would simply put the
government deeper into the railroad business, which would
be a catastrophe. Even so, it would not get at the root of the
trouble.
There is some cause for hope that after all these years of
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talk the Senate subcommittee on Surface Transport will pro
pose something constructive which Congress will act on. Its
Chairman, Senator Smathers, has indicated an understanding
of railroad problems and sympathy for them in their present
plight.
The real question is will Congress and the ICC act in time?
This seems to be a race between bankruptcy for the railroads
and prompt action by the government to give them “freedom
from uneconomic burdens and freedom to compete equally.”

THE STEEL INDUSTRY: A ‘MOMENT OF TRUTH’

If government intervention in the railroads has been dis
astrous, it has been nearly as bad in the steel industry. When
the country faced a crippling steel strike in October, 1959,
Vice President Nixon decided to bring all power of the gov
ernment to bear upon the companies to settle on terms favor
able to the union leaders. Unwilling to deal with the real issue
— labor monopoly power—Mr. Nixon decided on the next
and always inevitable step—government intervention. As a
result of government pressure the steel industry was practi
cally forced to grant uneconomic wage increases which inevi
tably raise prices and thus make steel less competitive both
in this country and abroad.
Popular fictions die hard. Long after facts become clear, a
popular misconception may continue to dominate public
thinking. The misconception particularly persists that exces
sive wage increases wrung from the producer are paid for by
him, although it is clearer each day that nothing could be
further from the truth. The proven fact is that the public pays
the bill—the employing industry is just an intermediary which
handles the money.
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In the long run, wages must be a fairly fixed percentage of
any industry’s sales. When cost of production rises steeply,
companies must either retrieve most of that payment or go
out of business. In major industries, profit margins are never
big enough to absorb substantial increased labor costs. Stiff
competition from other industries and from low-cost pro
ducers abroad sees to that.
December 1, 1960, was the “moment of truth” for steel
when the big rise in employment costs took place—with an
other increase scheduled for October 1, 1961. Over the life
of the three-year steel contract, employment costs are sched
uled to rise about 3 3/4 per cent annually— a total of more than
eleven per cent. In addition, steel will be faced with increased
costs for raw materials and services.
The wage increases were scheduled in the face of one of
the most drastic declines in production and employment in
the steel industry’s history. Already hard-pressed by foreign
competition, how could the industry absorb such increased
costs, as the union leaders demanded? The following figures
show percentage payments for the year 1958 (a normal year
not influenced, as was 1959, by a strike):
Paid to employees................................. 38.20
Materials and services....................... 42.30
T a x es.....................................................
7.80
Depreciation c o s t................................. 5.40
Dividends p a id ..................................... 4.30
Retained for investment..................... 2.00
100.00

The above figures explain why steel prices must rise when
employment costs increase over eleven per cent in three years,
and other costs go up too. Such increases, if unrequited,
would knock out most of the dividends paid, cripple the in137
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dustry’s reinvestment in modern plant and machinery and
cause widespread bankruptcies.
When the operating rate of steel is low, smaller companies
like Crucible Steel, Colorado Fuel & Iron, Acme Steel,
Sharon, and many others have deficits or border on red ink.
They will be in serious difficulties if their increased wage costs
are not reflected in their selling prices. Do we want to elimi
nate such independents and concentrate still more of our total
production in the giants of the industry?
On a long term basis the independents’ profit margin is
only three cents in each dollar of sales—far below the indus
try total. How can such companies increase employment costs
3 3/4 per cent annually and still stay in business— if they do
not increase their prices? It is well to remember that there is
no common pot out of which profits are taken. Each com
pany, small or large, must earn its own.
If steel prices rise, how will the industry compete interna
tionally? During the past two years over 6.6 million tons of
steel were lost to American producers, both here and abroad.
The business went to foreign companies. Over 50,000 Amer
ican workers lost their jobs because of competition from
abroad. If the gap between prices of American and foreign
steel products continues to widen, the impact on American
employment will be even greater. Incidentally, this is typical
of what is happening in many American industries. John L.
Lewis recently estimated that a thousand American com
panies have built plants abroad, which now employ a million
foreign workers.
It is a blow to American industry and to job opportunities
for Americans that increased labor costs should take place
during a recession. It is this kind of annual automatic wage
rise, regardless of conditions, which tends to push the United
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States into periods of substantial decline. When costs should
be falling they rise. When prices should be going down they
go up.
This raises a major question. Is it wise for labor union lead
ers to force American industry into this position? Wouldn’t
labor union members be better off if their pay did not rise so
steeply and fewer workers lost their jobs? Also, wouldn’t they
be better off if spiraling wages and prices no longer robbed
their pay envelopes of legitimate earnings?
Finally, wouldn’t our national growth be more solidly
based if market factors were permitted to operate in a free
climate instead of being subject to government intervention,
which always forces industry to raise its costs and raise its
prices? Whenever the government intervenes it does so in
behalf of some powerful organized group— and against the
interests of the general public.

GOVERNMENT INTERVENTION ON THE FARMS

The government always enters like a lamb— and then
dominates like a lion. The present farm program is a case in
point. It started from much smaller beginnings in 1938 when
the second Agricultural Adjustment Act was passed. This
covered only three crops— corn, wheat and cotton—and sup
port for these commodities was limited by law from fifty-two
to seventy-five per cent of “parity.”
Even New Dealers of those days thought that this was
ample aid for farmers. Yet today, the government is support
ing six basic crops and partially supporting a dozen others at
much higher parity prices.
The fact is that the economy is being choked by this gov
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ernment-in-farming policy. The government now has invested
over $9 billion in corn, cotton, wheat, peanuts, rye, butter,
barley, sorghum, and a lot of other products. It has com
mandeered warehouses, buildings, caves, and old ships to
store them, and storage costs alone amount to a million dol
lars a day.
No matter what rules are made to limit acreage for grow
ing, human nature will beat the game by intensive farming
and crop increases. Farm productivity has advanced one hun
dred per cent since 1940. About eighty per cent of the benefit
of government subsidies goes to about twenty-five per cent
of the farmers in the country—the farming “giants.”
These vast farm producers get government money for (1)
not growing farm produce, (2) storing farm surplus, (3) for
growing any of the twelve major crops and selling them to an
agency of the government. Republican Senator Williams of
Delaware told the Senate in 1958 that three farm corpora
tions had been given more than $3.4 million in supports—
which, he said, was “greater than the total [subsidy] amount
received for all crops produced by the farmers in Delaware,
Maryland, Pennsylvania, and New Jersey.”
For not growing crops large sums are awarded, such as the
$322,000 given to the John W. Baughman Farms Company.
For storing surplus crops big companies received more than
$2 million each, and one, the Cargill Company of Minne
apolis, got over $13 million. If Congress should try to limit
payment for crop support to $50,000 to any one company,
the law will easily become a dead letter by big farm organiza
tions splitting up like an amoeba, each receiving the limit.
It should be noted that not all farm income is subsidized.
That portion of farm activity which is free—hogs, cattle,
fruit, vegetables, and so on—is quite prosperous and very
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flexible. The government-supported section is the troublemaker. And what is the net result of government-subsidized
farm products? First, it means higher prices to the public, as
well as higher taxes. High corn and wheat supports mean
higher hog and meat prices at the supermarket. Second, it
means that farmers are not as concerned with the quality of
their products— when they grow for government storage bins.
For instance, there has been a tremendous increase in the
growing of “yellow-belly” wheat of inferior quality. Why
shouldn’t farmers grow it when they get a top price for each
bushel from the government?
Third, farm subsidies create tremendous surpluses which
are a national and international problem. Farm products like
wheat must be “dumped” abroad. Good neighbors, like Can
ada and Argentina complain that we are disturbing their mar
kets, which is true. Finally, of course, pouring billions into
unneeded crops adds to the government deficit which is
financed by banks. This means more inflation and still higher
prices.
Since these are the bad results of a policy which is now
bankrupt, the mystery grows why such policies are supported
by legislators representing industrial areas. Also, why does
the AFL-CIO always throw its weight on the side of high
price supports for farmers? This is plainly against the best
interests of the worker.
AFL-CIO publication # 4 1 says, “Through their legisla
tive activities, unions have consistently championed measures
to improve governmental benefits for various groups of citi
zens, without regard to whether the beneficiaries are union
members or not.” Since subsidies must be paid either by taxes
or by the crudest tax of all, inflation, why do workers’ repre
sentatives support this?
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Whenever government tries to cure an economic problem
by manipulating prices it is bound to create still greater prob
lems and even greater dislocations. The country—including
farmers—will be a lot better off when subsidies are abolished
and farmers grow crops for the market and not for govern
ment warehouses. We can only hope that eventually com
mon-sense will prevail.

HOW DOES PRESIDENT KENNEDY STAND
ON FARM POLICY?
President Kennedy has one standard formula for meeting
every economic problem regardless of cause. He insists on
more federal government intervention. The net result is that
he would substitute government activity and controls in many
areas where industry at present is successfully operating un
der free individuals in a free market.
Nowhere is this more clearly evident than in his farm
policy. This subject may seem remote to the city man but it
affects his pocketbook and his living in many important ways.
As background for this discussion the reader should know
that sixty-five per cent of farm income today is not under
government control or subsidy. This segment happens to in
clude the most prosperous and successful of all American
farmers. The free market area comprises over 250 individual
products. Thus, when President Kennedy says, as he did in
campaign speeches, that the farmer is helpless if the govern
ment does not control his products and subsidize him, he is
completely refuted by the facts. And if the proposal for “sup
ply management” of farm products and “full parity of in
come” for the farmer is to be implemented, then all farm
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products in the United States now in the free area would pass
under the strictest government control.
Authority for this statement and the analysis to follow is
taken from a memorandum by True D. Morse, Acting Secre
tary of Agriculture under Eisenhower, and some forty econo
mists and statisticians in the Department of Agriculture who
analyzed the plan in October 1960. In a campaign speech,
Mr. Kennedy said, “Parity of income prices under this defini
tion can be calculated by the United States Department of
Agriculture without difficulty.” The department proceeded
to do so and here are its findings:
1. Three-fifths of American agriculture, which has hither
to been relatively free—livestock, poultry, fruits, vegetables
and other products without control—would be brought under
government control. Increased administrative costs alone
would be more than $250 million a year. It would be neces
sary to hire about 50,000 additional employees with tremen
dous powers of enforcement.
2. It would be illegal for a farmer to sell any commodity
having a national quota when he had no market certificate to
cover the quantity involved. Therefore black markets would
thrive as they did in the days of rationing and price control
during the war.
3. The American people would get less meat per capita
by at least ten per cent than was available in the rationing
period of World War II.
4. Marketing of major items would have to be cut back
as follows: wheat 38-46 per cent; cotton 35-50 per cent; hogs
25-30 per cent; cattle and calves, 14-17 per cent. Businesses
which supply agricultural communities would suffer greatly.
5. Indicated price increases at retail for major commodi
ties would be as follows: meat per pound— choice beef from
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82 to 98 cents; pork from 57 to 81 cents; chicken from 42 to
64 cents. Other products— a loaf of bread 20 to 21 cents; a
quart of milk from 25 to 30 cents; a dozen eggs from 51 to
79 cents.
The Department of Agriculture experts said “the effect on
our foreign trade and our entire foreign policy would be dis
astrous. Practically all our foreign outlets of farm products
would be lost which in 1959-1960 totaled $5 billion.” Fur
thermore, protectionism would be given a stimulus. A wave
of protectionism and high tariffs would seriously undermine
United States foreign relations.
Based on conclusions of experts in the United States De
partment of Agriculture, the proposed Kennedy intervention
ist farm program would be disastrous. This policy of “Let the
government do it” is usually a way of getting into an even
worse mess.

THE CONSUMER LOOKS AT TARIFFS

One of the oldest forms of government intervention known
to rulers and parliamentary heads of government is tariffs.
The Mercantilists who dominated economic philosophy more
than two hundred years ago advised this as one of the main
weapons in their arsenal for maintaining economic national
ism. The use of high tariffs continued until modern times,
when the benefits of a freer exchange between nations, first
expounded by Adam Smith, became the objective of econo
mists and some statesmen.
In discussing tariffs it should be remembered that this is
only one form of government intervention. And it must be
confessed that it is not the most important, even though its
144

GOVERNMENT INTERVENTION
effects are detrimental to the nation as a whole. The employ
ment of government subsidies in agriculture is at least as bad,
if not worse. And of course government intervention in sup
porting an artificial wage structure by legally protecting labor
union power results in an imbalance which pervades the en
tire economy.
Nevertheless tariffs are an important intervention. It is un
fortunate that recently labor union leaders have renounced
their traditionally liberal anti-tariff policy and have joined
their former opponents, leaders of some industries, in de
mands for still higher tariffs.
In the light of this history it might be well to quote here
one of the simplest and most effective explanations of this
matter ever written. The author is a great nineteenth century
French economist, Frederick Bastiat, and his essay is entitled
How to Work More and Have Less:
“Do you remember how Robinson Crusoe made a plan on
his desert island?” asked Bastiat. “Since he had no saw,
he used his ax to cut down a tree. Then he chopped the trunk
of the tree, first on one side and then on the other, until he
reduced it to the desired thickness. This plank cost him fifteen
days of labor. In addition, he dulled his ax and consumed
much of his food supplies. Now here is a footnote to that
story that is not generally known. Just as Robinson was strik
ing the first blow with his ax, he saw a plank thrown by the
tide upon the seashore. His first impulse was to run and get it,
but then he stopped and reasoned as follows.
“If I get that plank, it will cost me only the time and trouble
of going down to the water’s edge and carrying it back up the
cliff. But if I make a plank with my ax, I shall give myself
fifteen days of labor. In addition, I shall also dull my ax,
which means that I shall have the job of sharpening it. Also,
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I shall have to replace the provisions that I consume during
my labor.
“Now everybody knows that labor is wealth. So it is clear
that I would be doing a disservice to myself if I accepted that
free plank. I must make sure that I always have work to do.
Now that I think of it I can even make additional work for
myself by going down and kicking that plank back into the
sea!
“Now you might think that Robinson’s reasoning was ab
surd. Nevertheless, it is the same reasoning that is followed
by every nation that uses tariffs and other restrictions against
trade in an effort to make more jobs at home. The nation re
jects the foreign plank that is offered in exchange for a little
work, in order to insure more work by manufacturing its own
plank at home. Such a nation even sees a gain in the labor of
the customhouse officials— much like Robinson’s decision to
return to the sea the present it had given him.
“If you think of a nation as a collective being, you can’t find
an atom of difference between the reasoning of the tariff advo
cates in real life and the reasoning of Robinson Crusoe in this
fable.”
High tariff defenders make the fundamental error of look
ing at only one side of the coin. But there are two sides to it—
exports as well as imports. Advocates of higher tariffs gloss
over the employment to American labor and the profits to
American industry derived from the production of goods in
this country which are exported to foreign purchasers.
Although 1959 was not favorable for our foreign trade,
we nevertheless had merchandise exports of $16.2 billion of
American-produced products. In 1960 our exports were
$19.5 billion. If we curtail this activity what will happen to
the jobs and profits resulting from our producing for export?
After all, foreigners cannot buy American goods if they do
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not earn dollars by selling their merchandise to us. Japan, for
instance, which competes keenly with American producers in
the United States, was nevertheless the number three buyer
of American goods last year. Even in a bad year like 1959
our merchandise exports exceeded our merchandise imports
by about one billion dollars. In 1960 the spread in our favor
was $4.5 billion.
Finally, it must be remembered that every dollar saved by
an American consumer who buys a cheaper imported product
is a dollar spent for some other necessity manufactured right
here. One American manufacturer’s loss becomes another’s
gain—but the consumer and the nation get an advantage.
Just how terrible is this situation on balance, and why should
believers of freer trade get panicky?
A striking example of the needlessness of many current
fears is provided by the showing of United States exports and
imports on finished manufactures— a type of trade which we
often hear is so much to our disadvantage. In the twelve
months ended September, 1959, our exports were $9.2 bil
lion and our imports $4.8 billion, so we had an excess of
exports of $4.4 billion. Is this a cause for panic? In every
major classification we import some goods while our factories
make substantial exports. For instance:
MACHINE TOOLS

Exports
Imports

$156 million
30 million

Net Exports $126 million
AGRICULTURE EQUIPMENT

Exports
Imports

$141 million
112 million

Net Exports $ 29 million
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ENGINES AND PARTS

Exports
Imports

$232 million
5 million

Net Exports $227 million
CONSUMER GOODS
(Excluding foods and textiles.)

Exports
Imports

$890 million
876 million

Net Exports $ 14 million

Now let’s take a classification where we have a lot of trou
ble: Even here our export trade is substantial. The figures
read:
TEXTILES

Exports
Imports

$434 million
591 million

Net Imports $157 million

In steel mill products we have a similar situation. We im
port more than we export. But our exports are substantial.
STEEL MILL PRODUCTS

Exports
Imports

$165 million
291 million

Net Imports $126 million

If we want to wipe out our imports we will have corre
spondingly to wipe out exports, which produce jobs and
profits. This would not make much sense. Our imports are
profitable, as Professor Gottfried Haberler of Harvard re
cently pointed out. “If factors of production are shifted from
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the inefficient industries, which can be kept alive only by sky
scraper duties, to efficient export industries, real national in
come per head, real wages and salaries will go up.” After all,
that is the objective of economic policy, to make real income
go up.
A case can be made for increased protection where na
tional defense is involved. We may be in dire need of products
of certain industries in the future, and we do not want to be
left high and dry if a crisis occurs. But to throw a higher tariff
wall around the United States only means lowering the real
income of the American people.
Tariffs, which are briefly discussed here, are not the only
form of government intervention which lower the standard of
the American worker. Whenever the government intervenes
in economic affairs it distorts economic factors and causes an
imbalance. The consumer pays for this in one way or another.
In any survey of government activity along these lines pri
mary consideration must be given to our present labor laws
which constitute the most important of all forms of inter
ventionism. They affect the entire economy in significant
fashion and therefore the following chapters are devoted ex
clusively to discussion of this problem.
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In a free society people have a right to join together to promote
their ideas and their legitimate objectives. The right of free
association should not be denied. Therefore, it is plain that the
free association of men into a labor union is protected as a
constitutional right. But this is a far cry from the conditions
we have today. Labor unions are no longer voluntary associa
tions. The law compels workers to join them if they want to
earn a living. Furthermore, unions have been legally endowed
with vast monopoly privileges accorded to no other group in
society. It is practically impossible to sue unions in courts. The
National Labor Relations Board acts as plaintiff, judge, and
jury in most labor disputes.
It has been cogently argued by Dr. Sylvester Petro,
Professor of Law at New York University, that the only
solution to this tangled web is to repeal all special union
privileges and place labor unions under the common law,
to be judged by the regular law courts like everyone else.
Unfortunately, public opinion does not seem ready to accept
this solution now or in the near future. Until the public gives
indications of understanding the wisdom of such a solution,
believers in individual freedom should throw their weight
behind legislation which counteracts the monopoly power of
unions and enlarges the area of freedom. Such a law is the
right-to-work law, now legal in nineteen States. Similar laws
on other labor matters may be proposed in the near future .
The objection to such solutions is that they are tentative, but in
this less-than-perfect world we must often accept tentative
solutions. A t any rate such laws enlarge the area of freedom .

LIBERAL AWAKENING

“Liberals have accused the conservative of ordering his be
liefs to the world of his grandfather, but they have lately done
no better than order theirs to the world of their fathers.”
So writes Professor Charles E. Lindblom in his book Unions
and Capitalism.
One of the subjects which he says needs a new analysis is
that of unionism. Now the important thing to remember is
that Professor Lindblom speaks as one of the new liberals.
In fact, both his theoretical position and his practical ap
proach to current problems have always received hearty ap
proval from the new-liberal press and from those who lead
the new-liberal movement. Professor Lindblom is not sure
that private capitalism as presently conducted is the best sys
tem; he thinks that strong unions are essential in this indus
trial era, and he fears disturbing their position too much.
In a word, he reflects the doubts and prejudices of the latterday liberal. Therefore his analysis of unions should carry con
viction to many people who would ordinarily brush off such
a criticism as prejudiced.
Professor Lindblom says frankly that modern unionism
and the capitalist system are incompatible. He doesn’t dis
tinguish between “good” unions and “bad” unions, but sim153
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ply declares that the guiding short-run principle of every
union is still cogently summed up in the famous phrase of
John Fitzpatrick of the old Chicago Federation of Labor—
“All we can get.”
Unions today get plenty because since Fitzpatrick’s time
they have built up a monopoly which employers cannot resist.
The very success of the union movement will make capitalism
impossible, says Dr. Lindblom, because it will destroy the
basic mechanism by which a free enterprise system lives. It
destroys the regulator of our economic society.
This regulator is the competitive price system, which serves
several important functions: (1) It permits the economic
allocation and use of scarce resources. (2) It permits the in
dividual free choice of occupation. (3) It is a mechanism for
producing what consumers want at prices they can afford to
pay. If competitive prices are distorted, then the capitalist
system cannot function; it breaks down.
But the trouble, says Dr. Lindblom, is that unions, as they
achieve monopoly power, play hob with the free price system.
“The union is a monopoly because it can and does raise the
price of labor to levels which will, in a competitive price sys
tem, inevitably cause waste, unemployment, inflation, or all
combined.”
As the price of labor is forced up and employers buy less
of it for producing goods, unemployment increases and the
government itself is forced into inflationary measures to solve
the unemployment problem.
Unions look upon wages only as a share of income. But, in
the words of Dr. Lindblom, a wage “is more a cost of produc
tion than it is a share of income.” Everyone pays wage costs.
Dr. Lindblom then explores the existing restraints upon the
exercise of union power, but he finds them sadly lacking.
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It must be remembered that there does exist plenty of re
straint upon the employer in the form of competition and the
legal penalties which enforce competition. It is this very re
straint— competition—which causes the employer to resist
union demands for uneconomic higher wages. He doesn’t
want to lose his business to his competitors because his prices
are too high.
But there is no restraint, except self-restraint, which oper
ates against union demands for wages so excessive that they
must cripple the price system. Fear of unemployment is no
deterrent—as is evidenced by the actions of coal, railroad,
steel, and other unions. The law is certainly no deterrent—
indeed today it generally encourages unions to make even
greater demands.
When monopoly unions finally dominate an industry, there
develops a kind of syndicalism. In that case, as Dr. Lindblom points out, the workers and the managers come to agree
ments which shield them from the competitive forces of the
market. Many unions such as coal, railroads, clothing, photo
engravers, and others have tended this way. The agreements
thus arrived at concern the workers and the owners, but do
not take into account the interest of unemployed workers or
consumers.
That is the path along which modern monopoly unionism
is driving us. It must be specifically understood that the at
tack being made here is against the present laws under
which unions operate and not against the functioning of labor
unions. This is a most important distinction, which should
be kept in mind during the following discussion.
An obvious solution to the problem is to restrain the power
of the unions. But Dr. Lindblom with his modern liberal
prejudices refuses to come to this evident conclusion. Having
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made his devastating analysis, he practically wrings his hands
in public and says there is no solution. He refuses to follow
his own logic. As a modern new liberal, he cannot suggest
any move which would curb the power of union leaders, for
giving coercive power to these leaders has been part of the
basic ideology of new-liberalism since 1932. But his analysis
of the relation of modern unionism to capitalism is a devastat
ing one.

BLAME RACKETEERS OR UNION POWER?

Even more devastating are the facts about union power ex
posed by the 1957 inquiry of the Senate Subcommittee on
Improper Practices in Labor and Management. The findings
of the Committee under its chairman Senator McClellan were
shocking, and the committee began to be called simply the
labor racket’s committee. Many citizens who normally sup
port the labor unions’ bid for increased power were distressed
by its findings and sickened by the evidence. But the interest
ing fact is that Senator McClellan’s service to the public rested
upon something quite different than he intended.
The real effect of Senator McClellan’s summarizing state
ments was to prove that the present legal power of unions is
so great that it can be and is a public menace. For example,
he declared, “The economic factors involved are tremendous.
Such power (placed in the hands of persons affiliated with
racketeers) is a danger to the welfare of the nation.” We
would like the reader to read this statement eliminating the
words within the parenthesis. The power possessed by unions
to endanger the welfare of the nation can be exercised by
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power-hungry men who are labor union leaders just as easily
as it can be used by racketeers.
It is the existence of the legal power which is dangerous.
The function of the law is to prevent anyone from abusing
power over others. If racketeers get control of a business
corporation they can ruin the stockholders but they cannot
ruin the country, because in a corporation they would in
stantly run afoul of laws restraining their actions. The law
does not depend on the individual’s sense of ethics. It pre
scribes certain actions regardless of whether he is a wellintentioned person or an evil one.
But no such restraint exists for labor union leaders and
their organizations. And many people who are sincere friends
of labor unions know that the possession of almost unlimited
power eventually causes a public reaction. At another point
in his statement, Senator McClellan, talking of the actions of
racketeers who control unions, said “They have a strong im
pact on the economics of our industry and can make or break
small employers by their tactics.” In discussing union char
ters, he said, “The union charter is a private certificate to do
business . . . these charters were used as instruments for the
commission of extortion from employers.”
The McClellan committee report was filled with accusa
tions like these: “There has been widespread misuse of union
funds . . . destruction of financial records and canceled checks
has been rife . . . there has been a lack of democratic pro
cedures in unions . . . international unions have flagrantly
abused their power . . . locals under trusteeship have been
plundered . . . rank and file efforts to throw off shackles have
been ignored, rejected and sometimes met with violence . . .
gangsters and hooligans have successfully infiltrated labor
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unions, sometimes at high levels . ..” The enumeration of
abuses of human freedom seemed nearly endless. Many citi
zens who were certainly not anti-union began to ask why the
law permitted any private organization to have such monop
oly power that it could successfully be used to extort pay
ments from legitimate business under fear of reprisal. Senator
McClellan described the “victimization of the union member
ship;” often, he said, union members “don’t even know that
they are in the union.” Yet such organizations have the power
of life and death over many a business, and over the lives of
countless men and women.
There was also the disclosure that unions can get a strangle
hold on large geographical areas. Senator McClellan pointed
out that in New York State, the biggest and richest labor area
in the country, the Joint Council is important because of “its
policy making function, the centralization of power in the
hands of a small group, its control over the grants of charters,
and the right to strike. . . .” The Senator pointed out that if
anyone got control of this group plus the International Long
shoremen’s Association, they “would have a stranglehold
over the Port of New York, the next step would be the entire
Eastern Seaboard and the St. Lawrence Seaway.” A tieup
could then be made with the West Coast Longshoremen’s
union.
Confirming Senator McClellan’s fears, Harry Bridges,
well-known pro-Communist leader of the West Coast labor
movement, said that if the teamsters and the two dock unions
can get together, “an economic squeeze and pressure can be
exerted that puts many employers on a tough spot and fur
thermore puts the United States Government on a tough
spot.” And there is Jimmy Hoffa, who has plans for tying
together all the transportation workers into one huge, mo
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nopolistic union which could bring to a halt every wheel that
turns in the United States.
This kind of monopoly power is frightening. It is the privi
lege of no other group in our society. The question which
many are now asking is this: Should the law permit any
organization to possess so much power that it can wreck in
dustry, ride roughshod over the public and threaten the gov
ernment itself?

INDUSTRY BARGAINING: A TOTALITARIAN IDEA

Consider for a moment the appalling consequences of a
nationwide strike—for example, the steel strike of 1959. In
addition to 500,000 steel workers, over 275,000 other work
ers were laid off.
Twenty thousand soft coal miners— about twenty per cent
of the total—were idled. Sixty thousand railroad workers
were sent home on furlough. Automobile companies laid off
75,000 production workers, with wage losses estimated at
$1.5 million a day. President Eisenhower asserted that the
nation’s health and safety were threatened and that our mis
sile program was being seriously affected. There was no doubt
in any reasonable mind that the nation faced a crisis.
Consider, too, the other side of the coin. The government
got an injunction to force people to go back to work when,
according to their union leaders, they did not want to work.
Every believer in a free society must be disturbed when the
government uses its coercive power to deprive the individual
of his basic right to work or not to work as he sees fit. Yet
under the present law the government has no alternative. It
cannot see the country grind to a halt because of a strike. So,
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in addition to the economic crisis, the principle of freedom
suffers a severe blow by a nationwide strike.
Why does all this happen? There is one reason, and only
one. The laws passed by Congress have forced it to happen.
Congress has made it inevitable. We suffer these crises only
because a nationwide union of workers faces practically all
the producers in an industry at the same time to argue about
wages and working conditions. If the workers of an individual
company—even as big a company as United States Steel—
were striking by themselves, we would not have a national
crisis.
Congress, over the years, has approved and fostered mo
nopoly in unions. It has protected these industry-wide mo
nopolies with special privileges. The Norris-LaGuardia Act
made them practically immune to the age-old remedy of a
court injunction to protect the rights of other individuals.
Union leaders are not answerable in the courts for excesses
committed by them or by their members.
The very concept of a nation-wide union opposed to a
nation-wide group of employers is a totalitarian one. It is the
concept of the corporate state made odious by Mussolini. It
has in it the essence of Hitler’s ideas. It runs contrary to the
democratic precept that power should be fragmented, and
problems should be solved locally wherever possible. If these
economic issues were fought out in individual companies or
plants, there would be no movement towards the corporate
state, and a free society would not be menaced.
In the early days of the Wagner Act (1937-1940), the
impetus toward one big industry-wide union was promoted
by the Labor Board, whose function was to certify the bar
gaining unit. Under the influence of early New Dealers, the
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board denied existence to many fine half-century-old unions
— such as the International Harvester Union— and forced
them to join the CIO. The totalitarians of that time knew
what they were doing. They wanted one big industry-wide
union.
When such an economic behemoth is created, it is only
natural for employers to refuse to be picked off one by one,
and to huddle together for bargaining. Thus we have two tre
mendously powerful national forces facing each other. This
inevitably leads to the assertion of the only other force which
could control both of them—that is, the United States gov
ernment.
All of this leads some people to urge compulsory arbitra
tion, which means that both workers and managers would be
under the thumb of the government. It has been asserted that
if government had this power it probably would not be forced
to use it at all. This is far from the truth. In every country in
which compulsory arbitration has been tried, the government
always has to step in. One side or the other thinks it will be
advantaged if this happens—so it inevitably happens.
“Arbitrators” do not arrive at economic decisions. They
make political decisions, even if subconsciously. They always
try to parcel out “justice” by perpetuating the historic rela
tionship of one group of workers— say the automobile—to
any other group of workers— say steel. But wage relation
ships and price relationships must change if a society is to be
dynamic. Compulsory arbitration throttles a dynamic society.
If the country doesn’t want to embark on the dangerous sea
of compulsory arbitration, and if it wants to avoid tragic na
tional crises such as we have had, then it must both assert the
democratic principle of free collective bargaining by com161
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panies or plants or some such combination, and it must make
unions obedient to restraint of law and responsible for their
actions, just as corporations are.

WHY ARE LABOR UNIONS ABOVE THE LAW?

Dave Beck is long since finished as head of the Teamsters’
Union. And Congress even passed a law (Landrum-Griffin)
to guard against the stealing of pension funds by union offi
cials. To be sure these are steps in the right direction. But
they cannot get at the heart of the union problem any more
than the application of a mustard plaster can cure a func
tional disease of the body. The fact that no attempt is being
made to curb the monopoly power of unions and their status
above the law breeds gangsterism, extortion, violence, disre
gard of elementary personal rights, and other anti-social
actions.
Whenever the question of sound public policy is raised in
relation to labor unions, the false charge of “anti-unionism”
fills the air. But encouraging such a discussion is not antiunion. It is, instead, pro-public. The concept of the Rule of
Law—which antedated the concept of the Rule of the Ma
jority in Ancient Greece— is of paramount importance in a
democracy.
Among those who realize the danger and who lend a pow
erful and much-respected voice to defending the Rule of Law
is Roscoe Pound, Dean Emeritus of the Harvard Law School.
He is beyond doubt the outstanding legal scholar in the
United States, honored throughout the world. His conclusions
cannot be brushed off lightly.
In a special study entitled Legal Immunities of Labor
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Unions Dean Pound presents a formidable argument. He can
not be accused of being anti-union—he is pro-union. He
states flatly, “As Anglo-American law stood at the end of the
formative period of American law . . . there resulted a legal
system which put the worker in a condition amounting al
most to subjection.” Then came the rise of unions. The pen
dulum swung over to a point where the law granted to unions
immunities not given to any other group—immunities for
merly granted only to the king, or nobles, or the clergy, or
land owners, or some specially favored group.
After analyzing these immunities Dean Pound says, “With
the foregoing history of legal immunities and privileges in
mind, we may compare the substantially general privileges
and immunities of labor unions and their members and offi
cials to commit wrongs to person and property, to interfere
with the use of highways, to break contracts, to deprive in
dividuals of the means of earning a livelihood, to control the
activities of the individual workers and their local organiza
tions by national organizations centrally and arbitrarily ad
ministered beyond the reach of state laws, and to misuse trust
funds— things which no one else can do with impunity. The
labor leader and labor union now stand where the king and
government and land owner . . . stood at common law.”
Dean Pound’s argument is that there is a legally effective
remedy against every individual or group in society, but there
is no legally effective remedy against great wrongs done by
labor unions. The remedy of injunction, available against
everyone else, is practically taken away from the public.
The union is not liable for the acts of its members in the
course of a labor dispute. Every kind of violence goes un
punished. Contracts between unions and employers are prac
tically unenforceable upon the unions. Section 301 of the Taft163
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Hartley Act sought to remedy this condition, but the Supreme
Court has nullified the law for all practical purposes.
Says Dean Pound, “The situation remains what it was be
fore the enactment of Section 301 of the National Labor
Management Act.” Employers are barred from access to the
courts and must apply to the National Labor Relations Board.
And how does the National Labor Relations Board func
tion? In contrast to other agencies of government which are
supposed to protect the public interest (such as the Federal
Trade Commission and the Interstate Commerce Commis
sion) the National Labor Relations Board has “acquired a
function of upholding immunities of labor organizations and
their leaders at the expense of the public,” says Dean Pound.
Under seven different headings Dean Pound outlines the
immunities of labor unions under the law—under Torts (civil
wrongs), Contracts, Restraint of Trade, Duties of Public
Service, The Right to Work, Racketeering, and Centralized
Power and Irresponsibility.
What remedy does he suggest? It is essential, he says, to
give a more precise and limited meaning to the idea of “labor
dispute” and “labor practices.” He suggests that “we look
upon activity of unions outside of their proper sphere and
injurious to the economic order just as we look at such activi
ties of other organizations.”
Collective bargaining is one thing, monopoly practices are
quite another. No organization in society can long remain im
mune from laws which control everyone else. Dean Pound’s
analysis will be hotly discussed. But one thing is sure, no one
can brush it off lightly, nor will anyone be able to smear this
great legal scholar, who is simply defending the public in
terest.
Another significant essay is one by Professor Edward H.
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Chamberlin of Harvard, The Economic Analysis of Union
Power. A quarter-century ago Professor Chamberlin’s earlier
work, The Theory of Monopolistic Competition was a mani
festo of the new liberalism, and was widely seized upon by
those seeking an excuse to berate business and attack what
ever level of profits existed as “too high” and “unjustified.”
When the author of such a theory now writes in a new essay
that there is “abundant evidence that unions today have too
much economic power” and that “the public interest requires
that steps be taken to reduce it,” even the new liberals may be
inclined to go along with the analysis because “ipse dixit”—
the Master himself has said it.
“Traditionally,” says Professor Chamberlin, “wages have
always been a competitive share. The term monopoly has
been restricted to businessmen and to profits— so much so
that it seems strange indeed even to speak of monopoly wages.
Such a term, however, is in many circumstances technically
correct, and monopoly power in the hands of labor is in fact
beginning to be analyzed as such by theorists who are not
enemies of labor at all, but merely interested in the pursuit
of truth.”
Dr. Chamberlin brings his analysis right up to date when
he says, “To deal with a wage-push inflation by monetary or
fiscal policy is certainly not to deal with causes. It is rather
an attempt to create a counter-push by squeezing business
men so that they will in turn squeeze lab o r.. . . It risks eco
nomic contraction, to say nothing of major industrial strife.
An obvious alternative is to diminish in some measure the
degree of economic power in the hands of unions so that the
pressure may be reduced at its source.”
Does this mean breaking up unions? Not at all, says Pro
fessor Chamberlin. “Unions, like business corporations, are
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here to stay. But also like business corporations they can be
subjected to social control.” Professor Chamberlin realizes
that, regardless of logic, many people insist on defending the
monopoly power of labor unions for misguided humanitarian
reasons and out of prejudices formed years ago by conditions
which no longer exist. But he says, “Those who are really
concerned with the lot of the underprivileged in our economy
will hardly be impressed by the claims of the trade unions
sector. Today’s underprivileged are to be found elsewhere.”
They are to be found among the pensioners, the older people,
civil service employees, and the forty-seven million other non
union employees.
At the end of his analysis, Dr. Chamberlin declares that
legislation to correct abuses revealed by the McClellan com
mittee (such as the Landrum-Griffin law) is only a begin
ning. Then he concludes, “If the above analysis has shown
anything at all, it is that the public interest requires the im
position of major restrictions on the monopoly power of
unions.” This power is employed not so much against busi
ness as against the public itself.

f e a t h e r b e d d in g

:

u n io n

p r iv il e g e

and

the

law

The Congress of the United States has expressed itself in
no uncertain terms about featherbedding. In the Labor Man
agement Relations Act passed in 1947, Congress declared
that no employer should be forced “to employ or agree to
employ any person or persons in excess of the number reason
ably required to perform actual services.”
This is supposed to be the “law of the land” just like any
other law on the statute books. Yet every intelligent person
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knows this law is a dead letter. It is violated every day with
out penalty of any kind. It is a significant fact that so-called
liberal organizations which so vigorously defend the “law of
the land” in other matters have never raised a finger to sup
port this law. In fact they will give you a thousand reasons
why it should not be observed.
When Congress passed the law it expressed the deep-seated
conviction of Americans that payment for useless jobs forced
upon any employer is not only immoral, but is extremely
wasteful of our economic resources and unfair to the rest of
the public. It is a practice which makes the country poorer
and is paid for out of the labor of everyone who works. Yet,
as everyone knows, American industry is shot through with
featherbedding.
It exists in steel, transportation, automobiles, publishing,
entertainment, and practically every major industry. How
the statute is evaded would make an interesting case study
for which, unfortunately, this book has little space. It is
evaded by “agreements” made by the coercive power of big
unions, by legal calisthenics of new-liberal judges when they
interpret the statute words “reasonably required,” and by
state “full crew” laws which evade the federal statute under
the guise of providing for the “health and safety” of the com
munity.
The public is beginning to understand the economic con
sequences of featherbedding. When the Steelworkers Union
fights to preserve thousands of unnecessary jobs which add to
the cost of manufacturing steel it is, in fact, decreasing the
real earnings of every worker in the United States. If, as steel
union leader David J. McDonald said, steel industry pro
posals to eliminate featherbedding “would remove as many
as 100,000 steel workers from the industry over the next year
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or two,” then the amount of waste is far greater than anyone
imagines.
When railroad union leaders fight to preserve useless jobs
which now cost over $500 million each year, they are fight
ing to increase the cost of every ton of steel, or case of food,
or pair of shoes, or suit of clothes, used by American work
ers. This is called featherbedding, but it is really a euphemism
for a tax upon all people who work for a living. If wage pay
ments in any industry must be divided among a large number
of unproductive, featherbedding workers, then the income of
each productive worker will be that much less. Feather
bedding workers are carried on the backs of those who are
productive. They drag down the weekly income of each man
and woman who works. When labor-saving devices and more
efficient techniques are introduced, the workers’ real income
always increases. Why, then, should workers, as individuals
and as labor organizations, sabotage labor-saving devices
which increase everybody’s income?
Involved here, too, is another important problem—the
matter of growth. It is important for us to make progress as
rapidly as possible. No featherbedding is tolerated in the
Soviet Union. The Soviet managers understand very well that
useless workers or “featherbedded” jobs undermine produc
tivity and retard national growth. In the race with the Soviets,
featherbedding in this country serves as a ball and chain
around us.

PUBLIC PAYS THE BILL FOR FEATHERBEDDING

Most people do not realize the staggering cost of feather
bedding both to national progress and to their own families.
Extra costs for no work make everything more expensive.
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Useless work paid for by employers is accumulated in each
individual consumer’s price tag. The employer merely acts as
the consumer’s agent in making payments along the way.
How costly to consumers is the price of featherbedding?
In railroad transportation alone as I have pointed out, it is
estimated to take over $500 million yearly out of consumers’
pockets. Railroad rules, mainly based on conditions of halfcentury ago, call for firemen to be placed on Diesel engines
when there are no longer any fires to be tended.
Freight train crewmen must get a full day’s pay for travel
ing 100 miles—passenger trainmen after only 150 miles
(now just a few hours a day). Today the New York to Chi
cago run takes sixteen hours, yet railroads are compelled to
pay nine basic days’ pay to each engine crew position on this
trip— because it took nine days fifty years ago!
In home building and manufacturing, the list of expensive
make-work is endless. At least twenty per cent of the cost of
building a home is due to this kind of waste. This means that
a buyer overpays at least $4000 on the price of a $20,000
house. And this $4000— which is included in the mortgageloan—goes on earning interest over a twenty year period.
The specific techniques that cause this waste are, by now,
quite familiar. There is a limit on the number of outlets which
any electrician may install on a given day, while carpenters
may not hang more than a limited number of doors.
Plenty of money could be saved if threaded pipes could be
delivered for installation, but this would be a violation of
union rules. Pipes must be threaded on the job. In many areas
paint brushes may not be more than four inches in width, and
the use of sprayguns for painting is forbidden. Bricklayers
who used to lay a thousand bricks a day are not allowed to
lay more than five hundred.
When housewives buy vegetables they must pay extra for
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the “helper” who must be hired by the Jersey truck-gardener
when he delivers his produce in New York. The helper gets
$14.82 a day and is there because the driver must not touch
a crate. Anything trucked into New York from New Jersey
must pay tribute to Jimmy Hoffa’s Teamsters Union. They
insist upon having one of their members drive every truck
that goes over the George Washington Bridge and into New
York— at a special fee.
When a worker buys a newspaper his cost includes “bo
gus.” This expressive word explains union rules which de
mand that every local advertisement sent to a newspaper in
matrix form with type already set must be reset by typog
raphers, proofread, and corrected— and then destroyed!
Finally, when the consumer pays $8.80 to see a play or
musical on Broadway, he is paying for plenty of featherbed
ding. Play-producing costs have skyrocketed because super
fluous electricians, stage-hands and musicians must be paid
for. In the case of a Victor Borge one-man show (without
props) patrons had to pay for the presence of four idle
musicians and eleven idle stage-hands—just to comply with
union rules.
But how can all this happen, the reader will ask, when the
Taft-Hartley Law forbids featherbedding? It says that no em
ployer should be forced to “employ or agree to employ any
person or persons in excess of the number reasonably re
quired to perform actual service.” What is “reasonably”
required? Judges often perform curious feats of legal calis
thenics answering that one, and have actually legalized feath
erbedding instead of forbidding it.
The only real answer to the problem lies in denying over
whelming power to any union. It is plain that if a union
cannot have sole and complete power over an industry or a
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business, it cannot possibly enforce the featherbedding rules,
which, while pretending to defend the rights of union mem
bers, actually attack and exploit every productive worker,
union or non-union, in the country.

UNION POWER AND WORKERS’ RIGHTS

In 1959, after the shocking revelations of the McClellan
Committee, the American Civil Liberties Union reversed a
seven-year-old policy and asked Congress for legislation to
protect the constitutional rights of workers who belong to
labor unions. Under federal law, workers can be compelled to
belong to unions if they want to hold their jobs. The ACLU
urged a “bill of rights” for union members. It took the ACLU
a long, long time (since 1937) to defend the individual’s
civil liberties where unions are involved.
Many people will ask, where was the Civil Liberties Union
during the years when a mountain of evidence regarding the
most flagrant violations of workers’ rights piled up? During
that time the ACLU maintained that “self-regulation” was
the answer to these problems. Yet year after year Congres
sional committees placed before the public (ACLU directors
must surely read the newspapers) the deplorable story of
men deprived of their constitutional rights by autocratic la
bor leaders.
In many unions “self-regulation” was merely a euphemistic
expression for the autocratic domination of workers by those
in control. Intimidation, violence, and even murder were
used. The ACLU itself has admitted that “many unions ex
pressly forbid distribution of circulars or organizing groups
within the union, and few courts frankly repudiate the op
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pressive use of such clauses and openly protect the civil liber
ties of union members.”
Better late than never, but the ACLU gets no badge of
courage for its very tardy action in defense of civil liberties.
The tide of public opinion turned long ago. When it was un
popular in new-liberal circles to be against the demands of
union leaders, the ACLU did not raise its voice for a bill of
rights for the individual.
The ACLU now wants to guarantee these rights, including
“the right to speak freely at meetings, the right to criticize
union officers and union policies, the right to form opposition
groups within the union, the right to free and open elections,
and the right to an accounting for union affairs.” If the
ACLU wanted to achieve these objectives, why didn’t it sup
port the labor law amendments proposed by Senator Barry
Goldwater? His proposals protected the individual and had
teeth in them. The ACLU has long been known for its definite
stands on specific legislation, but in the case of workers’ rights
it supported only “general principles.”
Now that the ACLU is at last reconsidering some of its
basic positions, it would be appropriate if it issued a new
statement on right-to-work laws. As a commentator back in
1954, I tried to get the ACLU to take a position on the issue.
For seventeen years it had been a vital question, but the
ACLU answered that it hadn’t got around to considering it
yet. Then— a few months later— it finally came out with a
statement—it was against legislation guaranteeing the right
of any man to work without paying tribute to any private
organization.
In justifying its position at the time, the American Civil
Liberties Union said, “There are wide and vitally important
areas involving questions of freedom that lie outside the scope
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of civil liberties. Among these are freedom of access to jobs
and freedom of public contract...”
At that time I asked the ACLU how freedom of access to
jobs could be outside the scope of civil liberties, based upon
its own record. Hadn’t this organization vigorously protested
industry discrimination in giving or continuing jobs on the
basis of race, creed or color? Didn’t the ACLU support the
New York State Law against job discrimination in industry?
If it is right to include jobs in the area of civil liberties in one
case why not in the other?
The ACLU chose to overlook many compelling statements
by the courts supporting the Libertarian principle, including
that of the Supreme Court in the Case of Yick Wo vs. Hop
kins. “The very idea that one man may be compelled to hold
his life or the means of living at the mere will of another seems
to be intolerable in any country where freedom prevails, as
being the essence of slavery itself.”
As for protecting “freedom of contract”—mentioned in the
ACLU statement above— everyone knows that wherever a
union has exclusive control, such “freedom” is a joke! When
employers (especially small business) are forced to accede
to extortionate demands because union leaders can shut down
a business or an industry, and by violence and intimidation
prevent other workers freely taking jobs in a struck plant, it
is twisting words to call this state of affairs “freedom of public
contract.”
The ACLU can be a powerful force for protecting civil
liberties, provided its directors do not confuse this simple
objective with attainment of “social gains” or “progressive”
legislation or other similar ideas usually very prominent in
new-liberal ideology. Since it took the ACLU more than
twenty years to demand a bill of rights for workers in labor
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unions, perhaps it is now ready to reconsider its untenable
stand on right-to-work laws.
In asking this question, one may bear in mind the signifi
cant statement of Franklin Roosevelt during the coal strike
in 1941. He said that although ninety-five per cent of miners
belonged to the union, “the government will never compel
this five per cent to join a union by a government decree. That
would be too much like Hitler’s methods toward labor.” After
all, the right of a man to go to his job is the most basic of all
civil rights. The American Civil Liberties Union should be
the first to defend it.

BELONG OR STARVE

A statement was made in England by Charles Geddes,
Chairman of the British Trades-Union Congress some time
ago which puts to shame the double talking of advocates of
civil liberties in this country. Mr. Geddes’ statement also set
a standard in labor statesmanship that could be profitably
followed by American labor leaders.
He said, “I do not believe the trade union movement in
Great Britain can live for very much longer on the basis of
compulsion.. . . Must people belong to us or starve whether
they like our policies or not? Is that to be the future of the
movement? No, I believe the trade union card is an honor to
be conferred, not a badge which signifies that you have got
to do something whether you like it or not. We want the right
to exclude people from our union if necessary, and we cannot
do that on the basis of ‘belong or starve.’ ”
In America, nineteen states have passed Right to Work
laws which state that membership in a union shall not be a
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pre-condition for holding a job. A worker can belong or not
belong as he chooses. Isn’t it strange that the leader of the
Trades-Union Congress in Britain endorses this principle
whereas the pro-union group in this country attacks as antilabor those who favor right to work laws?
The fact is that Mr. Geddes had hold of an important dem
ocratic principle—the principle of voluntarism. He wants to
get rid of compulsion and permit workers to choose whether
they shall join a union or not.
How would such a principle affect unions in practice? It
might well put them more on their toes, and it certainly
would make them more responsive to their members. Union
leaders in this country are afraid that it will weaken their per
sonal power. Mr. Geddes in Britain has more faith in the
union principle and believes it will strengthen the unions.
Anyway that is not the vital point. The real issue is one of
basic civil liberties.
A basic civil liberty is involved in the individual’s right to
work whether he joins a union or not. Hitler and Mussolini
dragooned men into organizations by controlling the bread
they ate. If ever there was a civil liberty question this is it.
Some who advocate compulsory unionism do so because
they are against what is called the “free-rider.” But the “freerider” analogy doesn’t hold water. Suppose a group of busi
nessmen band together and win tax concessions or other
advantages by means of lawsuits or through negotiations.
Wouldn’t all business (and not only those who belong to the
private business group) be entitled to come under the rule?
Or suppose the American Civil Liberties Union (a private
organization) wins certain rights for individuals. Aren’t those
benefits available to all people and not exclusively to the
members of the ACLU? Finally, what about workers who
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resent the way their interests are handled by their own union
leaders? They can’t resign from the union or they would lose
their jobs. Many workers honestly believe that their job se
curity is threatened by certain union demands.
Trade-Unionist Geddes, in raising the question “must peo
ple belong to us or starve?” has pointed up an issue of civil
liberties which no group calling itself the American Civil
Liberties Union can possibly avoid.
After the turn of the century in this country a workman
could not get a job unless he signed a “yellow-dog” contract.
This contract bound the worker not to belong to a union. This
mode of coercing workers was abolished by national and state
legislation. The worker became free, and his freedom was
guaranteed under the Norris-LaGuardia Act. But now we
have a revival— in reverse— of the old “yellow-dog” contract.
The worker is forced to belong to a union or he cannot hold
a job.
It has long been held a truth that the basis of both eco
nomic and political life for free men is the principle of volun
tarism— the principle that voluntary action on the part of
citizens in their daily lives is necessary for the maintenance
of a free society. This is the opposite of the principle of com
pulsion which is the basis of a totalitarian society. It certainly
seems reasonable to apply the principle of voluntarism to the
daily work of the average citizen. According to this view a
citizen should have the right to work or to quit work without
being accountable to anyone but himself for that decision.
Labor unions have a function to perform. They should be
able to perform their function of protecting workers’ rights,
trying to improve working conditions and bargaining for bet
ter pay without resorting to compulsion upon the workers.
Like any other sound organization which is voluntarily or
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ganized, unions should be able to grow and prosper through
the willing support of their own members. Their principles,
their good management and their achievements should be
able to gain a larger membership for them. They should not
have the power which they now possess, to say “Belong or
starve.”

177

9Inflation
The late Sir William Beveridge, originator of Britain’s Full
Employment measure and a leading Labor Party economist,
when he was near the end of his life poignantly pointed up the
penalty which inflation inflicts upon people. He said that over
a long lifetime he had “saved enough thousands of pounds to
feel happy for my fu tu re” But, he said, “Our plans for useful
old age are going haywire. I am in danger of living longer
than I can afford to live” He went on to remark that
“the destruction of the value of money is spreading
widespread poverty among all who are trying to live
on savings or fixed pensions”
This is but one aspect, although an important one, of the
cruelty and danger of inflation. Its consequences are so
pervasive that it affects the very foundations of an economic
system . For one thing it discourages savings— for why should
people save if the dollar is rotting away? And why should they
buy the bonds of the United States Government if they are to
be paid off at some future time in dollars that buy a lot less?
Finally, inflation tends to make a nation of gamblers.
People who are sure that the dollars they earn will buy
a lot less in future years will try to get rid of their dollars
and speculate on any kind of equities.
Despite the dangers of inflation there is a great deal of
confusion about its cause and the way it works. The following
chapters attempt to throw some light on the subject.

INFLATION NEED NOT BE INEVITABLE
The buying power of the dollar is determined not only by
the quantity of bank money plus currency in existence at
any time, but is also greatly influenced by another factor,
people’s expectations of what their dollars will buy in the
future. When savers become convinced that their dollars will
be debased and will buy less in the future they naturally want
to transform them into some piece of real estate or stock, or
they think it better to spend them immediately. Idle cash bal
ances are then depleted. The turnover of bank deposits (ve
locity of money) increases. Inflation begins to gallop instead
of creep.
An increasing number of people in this country are coming
to believe that long run inflation is inevitable, that the dollar
will continue to buy less as the years roll along. This very be
lief, as it becomes more widespread, creates the danger that
the present creeping inflation may be transformed into a gal
lop. This fundamental fact—the importance of expectations
and their effect on people’s actions—is never taken into con
sideration by the advocates of creeping inflation. They as
sume that people will always be dumb and even though gov
ernment policy is plainly one of continued inflation they will
always have faith in the buying power of the dollar.
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No one can predict with any degree of certainty where an
inflationary force will strike. It may go into commodities as
it did in the early 1920’s. Or it may flood the real estate mar
ket as it did in the 1926-27 period. Or again, it may rush into
the stock market as it did in the 1928-29 period. When fear
of inflation finally affects the housewife and wage-earner with
small savings, it pushes up cost-of-living items. Today while
the general price level is advancing at the rate of 1 to 2 per
cent a year there is convincing evidence that inflation is oper
ating vigorously in the stock market again. Stock prices have
soared not only because people expect corporate earnings to
be somewhat higher, but because they want a refuge for their
dollars.
Currently it is government deficits and repeated excessive
wage increases which are behind the inflationary force. When
people note wages rising steadily far in excess of any increase
in productivity, they suspect that retail prices will begin to
rise at a later date. When people with savings in the bank note
the record of continued government deficits and expect more
deficits to come, they get wary about holding dollars or gov
ernment bonds. Their general fear of galloping inflation in
the future is accentuated when they hear Administration
spokesmen say that government must use its power to give us
all the good things of life.
There are three ways to offset public belief in the “inevita
bility” of inflation. One is to support the Federal Reserve
whenever it has the courage to make anti-inflation moves. It
should be plain now that if the Federal Reserve had not acted
in boom times to make credit a little less plentiful and interest
rates a little higher, inflationary pressure would have been
considerably greater today. The Federal Reserve in the past
has not always acted as cautiously as it did in 1958 and 1959.
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It deserves support against the inflationists who generally
greet every move of monetary restraint with shouts about
“tight money” and “hard money.”
Secondly, there must be public pressure for less govern
ment spending and a balanced budget. If government deficits
are monetized by the banking system, inflationary pressure
will be bound to grow. Aroused public opinion can be effec
tive in decreasing the proposed deficits. We can now see how
dangerous were the schemes for an across-the-board $10
billion tax reduction plus increased government spending
proposed in 1958 in order to stop a business decline. Busi
ness recovered without that dangerous additional inflationary
push.
The third step to counteract the feeling that inflation is “in
evitable” requires an amendment to an Act of Congress. Dr.
Burns and others recommend that the Employment Act of
1946 should be amended to include the maintenance of a
stable dollar as a goal of national policy. As the act now
stands, it says that it is the responsibility of the federal govern
ment to “promote maximum employment, production and
purchasing power.” There is no word in this act recognizing
the paramount importance of a stable dollar. Left and newliberal spokesmen have often pointed to this act as a com
mand to every administration to spend any amount and to
inflate to any degree in order to achieve brimful employment.
The words “full employment” are nowhere mentioned in this
act. But it has been widely misrepresented to say this and to
mean it.
The objective of a stable dollar added to that of
“maximum employment, production and purchasing power”
would give meaning and direction to the original objectives.
Since the act says that its purpose is “to foster and promote
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free competitive enterprise and the general welfare” the ad
dition of a stable-dollar objective becomes essential. Free
competitive enterprise and the general welfare cannot thrive
without an honest dollar. The practical effect of such an
amendment would be to stiffen the spines of the Federal Re
serve and Administration officials to pursue a sound, bal
anced policy. Then they can meet the inflationist pressure
with more confidence.
Inflation is not inevitable. Government officials make it,
and government officials can curb it. But in order to block it
effectively they need public support whenever they courage
ously stand for sound money and against inflation.

WHO MAKES INFLATION?

President Eisenhower expressed a widely held view when
he said at one of his press conferences that “there are two
types of inflation,” and went on to explain that “one is just
cheapened money-deficit spending— borrowing from our
children, from the future, and printing money against th a t . . .
this naturally brings rising prices because the money itself is
cheaper.”
The President was describing a primary type of inflation
which everyone recognizes as our own war and post-war kind.
Between 1940 and 1945 government debt increased by $216
billion (a greater part of which was transformed into check
book money at commercial banks). Government deficits con
tinued intermittently until January 1961 when the public
debt stood at $290 billion. This vast outpouring of new
money expressed itself by radically pushing prices upward.
The second kind of inflation the President described as fol184

INFLATION
lows: “Then there are also rising prices brought about by the
efforts of people to gain a bigger portion of the results of our
productivity.. . . If you continue going up too rapidly in one
area, say the labor area, then prices go up and finally you get
to a point where you simply can’t keep things in order.”
Here Mr. Eisenhower was really describing the result of
inflation of the money supply—rising prices— not inflation
itself. If the level of all prices rises continually, that increase
must in due time be supported by an inflated money supply.
At times the money inflation of the recent past continues
to push prices upward. When its force stops, the banking
system must create an infusion of new money which will sup
port the higher prices or they will not hold.
The banking system is able to create new deposits with the
aid of a lenient policy by the Federal Reserve Board. The
Federal Reserve can decide either to increase or decrease
deposits, and it can implement such a policy in various ways.
When the United States Treasury needs money, the Federal
Reserve Board pursues a policy which permits the commer
cial banks to expand their investments in government bonds.
When there are no Treasury deficits to be financed, and when
the Federal Reserve wants to inaugurate a policy of com
mercial credit expansion, it follows a similar expansionist
policy. Thus in either case it can cause an increasing money
supply.
There is another point which should be noted. Even dur
ing a credit inflation, producers cannot get any price they
want, because competition generally holds prices down. We
have seen how manufacturers of television, textiles, electrical
appliances, and many other producers have had to reduce
prices in order to sell their goods, even during inflation. But
while competition holds prices down among producers, this
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is not true among labor unions. Here the law encourages and
protects monopoly. Small business cannot resist union de
mands and big business can offer only mild resistance.
The wage bill rises automatically each year, regardless of
whether there is a corresponding increase in productivity or
not. According to Roger M. Blough, chairman of United
States Steel, three-fourths of every wage increase in steel since
the war was not earned by increased productivity. Therefore
prices had to rise.
Mounting labor costs and rising prices would eventually
price some people out of their jobs unless more money were
introduced to support the higher wage-price structure. This
is precisely the sequence that has occurred— the banking
system has consistently inflated the money supply in order
to redress the harmful consequences of automatic wage in
creases which must be granted regardless of productivity.
The United States is not alone in facing this problem. Other
nations have the same difficulty. The situation in England
during the post-war period was even more serious than that
in America. For a long period during the rule of the Labor
Government the pound depreciated on the average of five per
cent a year. Instead of placing responsibility where it be
longed— on the Central Bank and the Government—many
people looked around for a scapegoat. Even the venerable
weekly London Economist succumbed to a new kind of witch
hunt. In an editorial it made a blanket accusation against
practically everybody except the guilty persons. It said, “The
real lack is courage. . . . There is a lack of courage in the
boards who acquiesce in inefficiency in order to avoid trouble
and who give the inflationary spiral another vicious turn up
wards with seven, eight, or even ten per cent increases in the
dishonest and futile hope that this really will be the last time.
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“There is a lack of courage in the trade union leaders who
. . . are willing . . . to allow their followers yet more vigorously
to push them from behind. There is a lack of courage in the
individual . . . who refuses to discountenance, denounce, or
do anything about it.”
But in blaming everybody for the inflation, the Economist
really failed to fix the responsibility at all. The truth is that
only the Treasury and the Central Bank can control the
money supply and therefore only they can be responsible for
continued inflation.
It is only fair to point out that these officials are subject to
great public pressure to engage in monetary expansion, even
though on many occasions they are apprehensive of such a
policy. Nevertheless it must be recorded that they—monetary
officials— are basically responsible for putting into effect the
policies which cause inflation.
A very courageous and public spirited monetary official
could earn the nation’s gratitude by resigning his post instead
of making vital concessions which he believes would be to
the detriment of the country. This would have a powerful
effect in the fight against inflation.

WAGE RISES AND INFLATION

It is a common misconception that increased wages always
mean higher prices and inflation. This is not so unless the
government acts to inflate the currency in order to support
uneconomic wage rises. Otherwise the result of such increases
would be curtailed production and unemployment.
In Britain where repeated annual wage rises supported by
continual monetary inflation caused consumer prices to rise
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on the average of five per cent a year for the years 1948-58,
the result was not quite what the “purchasing power” advo
cates expected.
The late Sir William Beveridge, author of Full Employ
ment in a Free Society, used to be England’s most vigorous
advocate of this theory. But he became sadder and wiser with
experience, as the reader will note by reading his melancholy
statement in the introduction to this chapter.
Lord Beveridge pointed out that the difference between
the current type of inflation and others in the past is trade
union action for constantly higher wages. “As they push up
wages, all costs go up. After a year they find they are no
richer. They even may be poorer. They ask for more.”
Clearly, when a government inflates its currency to support
excessive wage rises and adopts the “increased purchasing
power” theory, it drives the country into either depression or
inflation— both of which are dangerous.

THE POLITICAL BASIS OF ECONOMICS

Everyone familiar with the problems of government today
would, we believe, readily admit that the basic problems
which demand solutions are economic. Even the conduct of
foreign affairs and intelligent direction of the cold war or the
nearly-hot war also, to a great extent, rest upon economic
factors. In the world of today military strength is essential in
treating with the communist world, and military strength re
quires money. Certainly all the other problems which concern
elected officials— the problems of prosperity and recession, of
monetary policy and fiscal policy, and all related subjects—
are economic in their nature and require economic solutions.
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But having stated this we have stated only half the truth.
Democracies being what they are, the very essence of any
solution becomes political as well as economic.
For instance, the Government of the United States is cer
tainly in the long run responsive to the demands of its citi
zens. It is they who vote in one policy or vote out some other.
And it is upon their wisdom that the institutions of a free
society must rest. One can hardly distinguish between the
political and the economic solutions in the modern world.
They are intertwined, and no government can pursue sound
economic policies without support in the political sphere—in
the sphere of votes, elections, and public opinion.
It is no exaggeration to say that the facts about the causes
of inflation have been known and discussed for more than a
generation. As early as 1911, when most economists said
there could never be another big national inflation such as
occurred in France after the Revolution, von Mises said
that that danger was imminent. He pointed out that the Cen
tral Banks of Europe had the power to increase the money
supply, which is the determining factor in inflation. If we do
not want continuing inflation it is necessary to restrict the
power of the banking system to manufacture money which
can go into the hands of individuals and businesses and be
used to force prices higher.
This fact is made abundantly clear by analysis of what has
happened in the United States in the past three decades. In
1939 the total of demand deposits and currency was $36 bil
lion. In 1961 it is approximately $143 billion. During this
period of time the buying power of the dollar has been cut
slightly more than half.
But let us come to a closer range. Between 1947 and 1952
there was a nineteen per cent increase in the quantity of
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money. During that period our consumer price index in
creased almost twenty-five per cent. From 1953 to 1958 the
Federal Reserve Board restricted the rate of increase in the
quantity of money to nine per cent. As a result, during that
period there was an increase of a little less than nine per cent
in a consumer price level, which was about one-third of the
rise of the previous period.
It should be noted that there is rarely an exact relationship
in the brief period of time between the rise in the quantity of
money and the rise in prices, as there was in the 1953-58
period. But that there is a relationship there can be no doubt.
Those who search for new reasons for inflation often point
out that there is little correlation between the annual increase
in the money supply and the annual increase in prices. It is
true that sometimes— as between 1955 and 1957—prices
rise but the money supply remains stable. The reason is that
there is a time-lag in the effect of money upon prices. Some
times that time-lag extends over a period of years. The U.S.
rise in prices in 1956 and 1957 can easily be accounted for
by the increase in the money supply in previous years.
The validity of this thesis has been persistently stated for
the general public by Mr. Henry Hazlitt and others who have
consistently pounded this theme over a period of many years.
Professor Yale Brozen of the University of Chicago concisely
summarized the position when he wrote: “First of all, infla
tion is not possible and will not occur without an increasing
quantity of money. Second, the quantity of money will not
increase unless the Federal Reserve either provides extra
money, or makes it possible for banks to increase the stock
of money by providing them with more reserves or by cutting
required ratios. Third, the Federal Reserve increases the
stock of money primarily as a result of the pressures exerted
on it to assist in financing governmental deficits and second190
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arily to assist the Treasury in refinancing maturing debt when
the demand for funds is strong and the Treasury would have
to offer more attractive interest rates to get the money from
non-inflationary sources. In essence, the only way we are go
ing to avoid inflation in the future is by avoiding deficits in
government budgets.”
It can be argued that a budget deficit need not be infla
tionary. If the government should borrow from its citizens,
instead of creating new bank deposits at the commercial
banks, there would be no increase in the money supply. But
the fact of the matter is that when a large deficit is created the
Secretary of the Treasury, as a practical matter, has no choice.
Should he attempt to borrow from the public any such addi
tional sum as $10 billion or $12 billion in a year, the result
might well be serious recession. Here for instance is a resumé
of the borrowing of industry and local government in the year
1957.
1957
(in billions)
$12.8

C o rporations

Bonds
Privately offered
Publicly offered
Stocks
Preferred
Common

$9.9
$3.8
6.1
2.9
.4
2.5

T ax E x e m p t B onds

(State, Municipal, County,tc.)e
Long Term
Short Term
Mortgage Debt
Total... ,

7.
3.2 (30 days to one yr.)
11.6
$34.6
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From the above list it will be seen that industry and local
governments borrowed nearly $35 billion in this year. Sup
pose the Treasury had insisted on raising $12 billion in addi
tion to $35 billion. Assume furthermore that the Treasury
took the course of offering these bonds to businesses and
individuals. It is plain that if this happened in a year of reces
sion or of partial recovery some of the vital activities financed
by the borrowing of the sums listed above would be seriously
curtailed.
The political effects of such a move might well be cata
strophic. Those in charge of the government would hardly
wish to face it. Furthermore it must be pointed out that any
attempt to raise so large a sum within a year would demoralize
the bond market. It is easy enough to say that government
bonds ought to seek their own level at such a time. They
should certainly do so in the long run. But if the government
should bid against private corporations for $10 billion of new
capital funds in a year such as 1957 or 1958, the result might
be to choke off private activity and cause a serious business
realignment with attendant high unemployment.
The point of all this is that once a big deficit is created, the
fat is in the fire. While it should theoretically be possible to
raise this money from the people, such a course of action is
practically not possible. The result is that the debt is mone
tized. That is, the banking system buys the debt because the
Federal Reserve in one way or another expands the total of
their reserves so that they are able to do so. Thus the debt
becomes part of the money reservoir of the nation and this
vast sum enters the economic bloodstream and becomes an
inflationary force.
Clearly it would be common sense, therefore, not to create
deficits. Yet it is almost impossible to curb them in this coun192

INFLATION
try. Why? Many people think that increased defense is the
basic cause of our deficits. But this is not true.
In the year ending June 1954 total budget expenditures
were $67.8 billion while in 1959 expenditures were $80.3
billion. How much of the $12.5 billion increase can be
ascribed to major national security, and how much to other
government spending? Without going back to the records,
most people would guess that at least half of the increase or
more is due to defense spending. This is far from the mark,
however. The fact is that in fiscal 1959 major national secur
ity (including military services, foreign military aid and de
fense support, atomic energy, stockpiling, International af
fairs) totalled just about $300 million less than in 1954. No
one can say that our spending binge has been due mainly to
military costs.
There may be a crumb of comfort in the startling statistics
above. It is plain that if the country has the will to stop in
flationary deficits it can do so without affecting our military
posture. The essential ingredient is the public’s will—nothing
else is involved.
One important reason behind the increases in government
spending is the legislative appetite for subsidies. This country
is currently spending over $6 billion on agriculture including
subsidies to farmers, and the increase between 1954-59 was
more than $3 billion. It is an interesting commentary on the
political nature of our problem that the elimination of this
one subsidy would be a major factor in solving many of our
difficulties today. While there is a good deal of public com
plaint about the matter, very little can be done quickly be
cause the farmer is still considered the ward of the govern
ment. He must be protected by Federal subsidy, and in this
objective he has as his ally the leaders of the AFL-CIO. This
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alliance between labor unions and farm pressure groups is
indeed a strange one.
As new subsidy plans are adopted, the $80 billion budget
will soon be history and we will be up in the $100 billion
stratosphere, with prices pushing upward just as vigorously.
But there is still another basic reason for continuing gov
ernment over-spending and deficits. The reason derives from
the fact that the government is committed to maintain high
employment regardless of how high wage rates are pushed by
the power of monopoly unions. When the height of wage
rates causes a recession and increases unemployment, there
is naturally a great deal of political pressure upon the legis
lators and upon the administration. A demand is made for
the government to step in with inflationary action at the slight
est sign of a downtrend.
The conclusion is that we can never solve our basic eco
nomic problem of inflation until we get at its political causes.
The economist is accurate enough in saying that the increase
of the money supply is the cause of inflation, but the econo
mist is also correct in stating that the way to avoid inflation
is to avoid deficits in government budgets. These two statemens are irrefutable as economic facts, and behind them are
certain political realities.
Until the American public is willing to put pressure upon
its legislators against the practices which cause inflation of the
money supply, the heart of the problem cannot be reached.
Politics and economics are intertwined.
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10Looking into the future
In making decisions about economic matters— in fact about all
matters— a powerful factor which guides people is their
expectation of what the future will bring. It is only natural for
people to act now when they believe that such action can take
advantage of some event they expect to happen in the future.
This discounting of the future has many ramifications. It affects
buying of all kinds— buying of commodities, services,
stocks and bonds. Expectation of the future is also a most
important factor in determining how inflation works.

EVERYONE HIS OWN ECONOMIC FORECASTER

Today any man can be his own economic forecaster. In
formation, statistics, and theories—formerly known only to
a few experts— are spread before him daily in the press.
It was as late as 1934 that national income statistics were
first published by the Department of Commerce and studied
by a handful of economic experts. National income studies
had been originated by the National Bureau of Economic
Research in the 1920s and finally the Bureau loaned its ex
pert, Dr. Simon Kuznets, to a government agency which de
veloped this series further.
Whereas a generation ago no one knew statistics on na
tional income, investment in new plant and equipment,
business inventories, building, and so on, today everyone can
follow this information closely in his daily newspaper, or
through many special services. Today the rise and fall of the
gross national product (referred to by the knowing citizen
as the GNP) is discussed more frequently than the price of
wheat used to be before World War II.
A generation ago only a handful of technical experts in
Wall Street had heard about the Dow Theory as a method of
predicting the trend of stock prices. Today the Dow Theory
is common knowledge. We have become a nation of economic
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pulse-takers and thermometer-readers, and it is interesting to
speculate on the effect which this widespread information and
resulting judgment may have on the pattern of events to fol
low. It is reasonable to assume that the pattern must be
changed somewhat, since so many people with so much infor
mation express their judgments in various markets in an at
tempt to take advantage of events they think are going to
happen.
The stock market is a case in point. Followers of the Dow
Theory were eagerly watching in 1960 to see whether the rail
average would confirm the industrial average in a downside
penetration of its former major resistance area. According to
the theory that would mean continued decline. Many of these
people sold stocks in expectation of the event. Then it hap
pened. On Thursday, March 3, the rail average plunged
through the previous low point of 146.65. Next morning a
two-column headline in a leading New York newspaper read
Bull Market Ends 10 Year Reign. Those who followed this
scare headline expected a long and deep bear market. The
industrial averages did dribble down about seven per cent
over the next seven months, but then turned around in Octo
ber and started to climb and in 1961 the Dow-Jones indus
trial average reached a new high. Many who sold stocks in
March had to replace them at much higher levels.
Many newspaper readers consider this theory to be a fact,
although they are not generally acquainted with the detailed
working of it over the years. On many similar occasions such
a signal had been given—but the predicted bear market lasted
only a few days or a few weeks. Those who sold stocks actu
ally sold near the bottom.
For instance, a prominent Dow Theory interpreter sent
out his market letter on October 26, 1957, saying that the
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market “has developed the configurations of a primary bear
market pattern.” This interpretation was validated by the
Dow Theory when, on Oct. 7, industrials and rails jointly
broke downside through their lows of last Feb. 12 (454 and
139). Everyone now knows that this predicted bear market
didn’t last long or go far. In fact, in the following few months
a base was developed for one of the biggest bull markets in
history.
Another example was the period after World War I. Ac
cording to the Dow Theory, a bear market was confirmed on
June 20, 1923, but the decline after that was only a little
over four per cent and the bear market ended about a month
later. In 1939 the predicted bear market lasted only nine days
after confirmation by the joint averages with a decline of just
a little over seven per cent.
It is frequently true that in a bear market the real damage
is done before the signal is given. In view of the widespread
dependence upon the Dow Theory and the general principles
of chart reading, it seems evident that the pattern of the mar
ket is changed by the host of people who employ some com
mon theory in an attempt to outguess the future.
Another—and a most important sphere—in which antici
pation of the future counts heavily is public reaction to in
flation. This important factor is frequently overlooked by
economists who advocate a steady creeping inflation. They
seem to forget that anticipation of the future enters into all
matters, especially this.
Should inflation of, say, two or three per cent a year be
come an accepted government policy, it is evident from his
tory that people will try to anticipate this decline in the buying
power of their dollar. Prices for everything then will be dis
counted years in advance. Under these conditions the infla
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tionists can of course always claim that we need still more
inflation because the economy is not working well. Thus in
flationists have always urged us to employ more and more of
the hypodermic. History shows that they persist in this policy
even when conditions become serious and a crisis is not far
off.

Unfortunately for those who try to manage human affairs,
people always attempt to anticipate the future by making eco
nomic moves today. The fact that we are dealing with the
human mind is the basic reason why it is so difficult to reduce
economic action to scientific law.

FAITH IN NUM BERS

Although a large part of the public follows with breathless
interest publication by the Department of Commerce of sta
tistics on the Gross National Product, comparatively few
know exactly how the GNP is arrived at, and what its limita
tions are. Many people are inclined to make broad assump
tions about the GNP which are not true. For instance, it is
generally assumed that if the GNP increased $20 billion then
the country is precisely $20 billion better off. Also, it is gen
erally thought a rise in the GNP means that the economy must
be in a healthier condition simply because of that increase.
Such implicit faith in these numbers is hardly warranted by
the facts.
GNP is a concept of national bookkeeping. It is a measure
of the national output of goods and services, represented by
expenditures which are made in this country. Here is the GNP
for 1960:
200

LOOKING INTO THE FUTURE
Personal Consumption Expenditures.................... $327.8 billion
Gross Private Domestic Investment (Building,
industrial, equipment, e tc .).............................. 72.8 billion
Government Purchases (National, State
and Local)....................................................... 99.7 billion
Net Foreign Investment........................................
3.0 billion
TOTAL G N P.......................................... $503.3 billion
It should be noted that only the final products of industry
are counted in arriving at the GNP. This means only prod
ucts bought to be consumed and not to be resold. Thus the
final value of bread bought at the grocer is counted, but not
the value of the flour, milling, and other factors which go into
making it; the final value of automobiles is counted, but not
the steel or the plastics which go into their manufacture. This
method prevents the counting of dollar values several times,
but it is not always easy to determine when a product is for
final use. The statistician’s judgment enters into this decision
and therefore GNP statistics can never be considered as
scientifically correct.
The GNP represents expenditures for products and serv
ices. Thus any change in what people have to pay for, or any
increase in prices which they must pay, will raise the final
total of GNP. When prices go up, total expenditures go up
and the GNP goes up. For instance, over half the rise in the
GNP between the second quarter of 1955 and the second
quarter of 1957 was due to price increases. Therefore, only
half the money gain was a real gain. It is entirely possible for
price inflation to account for all the gain in GNP— and even
more.
The assumption that a rise in the GNP always indicates a
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healthy economy is frequently untrue. Important factors in
the economic system might be tending toward dangerous im
balance, despite a big rise in GNP. For instance, a sharp
climb of installment credit would contribute to higher GNP,
but the fact that people are over-extending themselves and
borrowing too much is certainly not healthy. Even sharply
accelerated expenditure by business firms for new plant and
equipment (financed by heavy borrowing at banks) may not
necessarily be sound even though this, too, naturally con
tributes to a bigger GNP.
Then of course there is government spending. The more
the government spends and the greater the deficit, the higher
the GNP. But such deficit spending certainly cannot be con
sidered as building a sounder economy. It can be seen that
although the GNP may increase for any number of reasons,
such increase does not invariably mean that the country is
better off or healthier.
Some analysts point to one special factor, or to several spe
cial factors, as an indication of the strength and soundness
of current prosperity. Some point to the capital investment in
new plant and equipment by business, others to the strength
of building and construction, and still others to the “unsatis
fied needs” of the public and the power of consumer demand.
But it should be clear that not these factors in themselves
but their relationship to each other—the balance existing in
the economic system—is the real foundation of sound pros
perity. An analogy can be made, for example, between an
individual’s physical constitution and the economic system. A
man may be a giant in size with bulging biceps, but if one
important organ—say his heart or his liver—is not function
ing in proper balance with all the others, he will become
weak, not strong.
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Many businessmen make good judgments about the future
of business by weighing basic factors and their relation to
each other. How fast has expansion (or contraction) been
going on? Are wage rates too high and their advance too
rapid for business to bear? What about profit margins— are
they being squeezed so as to discourage marginal produc
tion? And what about people’s purchasing power—the rela
tionship of prices to costs—is that being squeezed? A weigh
ing of all factors is essential in making a sound judgment
about the future.
In the economic system the important thing is not the size
of the GNP. Rather it is proper balance. We must look to the
balance of wage rates, profit margins, and productivity; of
capital accumulation and credit demands; of credit supply,
money supply, and interest rates. It is the harmony of all the
basic conditions which determines the health and strength of
the economy.
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11Government monetary
and fiscal policy
Lenin is reported to have said that the way to destroy a nation
is to debauch its currency. Undoubtedly there is truth in this.
It seems evident that those who have the power to regulate
the money supply of a nation have the power to nurture or
destroy it. In the following pages are discussed some of the
principles which should guide monetary, spending,
and taxing policy.

THE BROKEN REGULATOR

Everyone realizes the importance of commodity prices,
such as those for butter, beef, shoes, clothing, and other
products. But few people realize that the most important price
of all is the price of borrowing capital, called the interest rate.
This is so because the price of borrowing money has a pow
erful influence upon all other prices. It also has a bearing
upon present business, and most significantly upon the future
planning of all important business projects.
The interest rate gives the go-ahead or stop signal to those
who are planning future business undertakings. If unham
pered, it acts as a guide to efficient production, whose benefits
are passed on to the consumer in the form of lower prices,
better products, and a higher scale of living.
If the interest rate is artificially manipulated, then the main
regulator of the economy is broken and business calculations
of all kinds are distorted. When the effects of inflation sub
side many projects which formerly seemed attractive turn
out to be unprofitable, and investors lose their money.
It is often wrongly assumed that only the rich profit from
a rise in interest rates. In days gone by, when a few men of
wealth loaned money to the numerous poor tradesmen and
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farmers, this may have been true. But today the rich are fre
quently far more in debt than the average person. Their equi
ties consist of real estate, common stocks, and similar hold
ings. They have to borrow huge sums for the conduct of their
business, and an increase in interest rates is keenly felt.
On the other hand when interest rates go up today the
average citizen frequently has an advantage. For example,
the interest payments on his savings are increased and his
premium payments for life insurance in mutual companies
decline somewhat because the higher interest rates give
greater income to the insurance companies. A natural rise in
interest rates, if it occurs, favors no one group or class— it
favors everybody because it makes for a solid economic foun
dation.
The fact is that rich and poor alike benefit from a sounder,
healthier economy which comes about when government does
not try to manipulate interest rates to an artificially low level
for what it mistakenly imagines is its own benefit.

WHY NOT FORCE A 1% RATE OF INTEREST

There is a dangerous fallacy at the heart of the argument
that government should manipulate interest rates (down
ward) for its own purposes. This artificial manipulation is
proposed on the ground that it will decrease the total to be
paid for interest on government bonds, and because “cheap
money” will promote more active economic growth.
The dangerous fallacy is the assumption that the interest
rate has no market significance, and therefore the federal gov
ernment can use its vast powers to push the interest rate down
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to any point it desires without dangerous consequences. The
cheap money advocates say that this policy should be pursued
regardless of the intensity of the demand for money—and
regardless of the supply of savings.
To create cheap money the Federal Reserve Bank is in
variably employed as the engine of inflation. If the Treasury
has a deficit, then it sells most of its new bonds to the banking
system. If there is no Treasury deficit, then the Federal Re
serve buys a sufficient quantity of government obligations in
the open market, thus increasing the reserves of the commer
cial banks and inflating the total money supply of the com
mercial banking system.
But the really sound policy for the Federal Reserve to pur
sue is for it to follow the market on interest rates— not to
lead it by its own powerful action. Interest rates should be the
natural result of demand and supply at the grass roots. In this
way the demand for money is equated with the total of
savings.
But if, as some say, the interest rates should be artificially
manipulated in favor of cheap money, and if the rate of in
terest has no real meaning, then why not drive the long-term
interest rates down to one per cent, or even to zero? When
the proposal is stated in these bald terms, the fallacy becomes
evident. Under these conditions inflation would be rampant.
Everyone would borrow for every purpose. Meanwhile, our
dollars and our gold would flow out to countries abroad offer
ing higher rates.
No price in the economy is as important as the price of
borrowing money. The importance of the interest rate was
stated a long time ago by the famous Swedish economist,
Knut Wicksell, in his essay, The Influence of the Rate of In
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terest on Prices. He said, “If, other things remaining the same,
the leading banks of the world were to lower their rate of
interest, say one per cent, below its ordinary level, and keep
it so for some years, then the prices of all commodities would
rise and rise and rise without any limit whatever; on the con
trary, if the leading banks were to raise their rate of interest,
say one per cent, above its normal level, and keep it so for
many years, then all prices would fall and fall and fall with
out any limit except zero.”
Wicksell went on to say that this proposition could not be
proved directly by experience, because the conditions of the
experiment would never actually exist, since “other things”
never remain the same. “My thesis is, therefore, only an ab
stract statement,” he says, “and somebody, perhaps, will ask:
what is the use of it then? But I venture to assert that it may
be of great use all the same. Everybody knows the statement
of Newton that, if the attraction of the sun were suddenly to
cease, then the planets would leave their orbits in the tan
gential direction. This, too, of course, is only an abstract
proposition, because the solar attraction never ceases, but it
is most useful nevertheless; indeed, it is the very cornerstone
of celestial mechanics; and in the same way I believe that the
thesis here propounded . . . will turn out to be the cornerstone
of the mechanics of prices.”
This was written in a day when the gold standard was still
respected, and to some it may seem farfetched in today’s
world of managed money. Nevertheless events in other coun
tries, as well as here, give substance to Wicksell’s theory that
if interest rates are forcibly held down below the natural level
of the market prices will continue to rise, even though they
may at times have a temporary period of stability.
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MANAGED MONEY IS NO CURE-ALL

Everyone knows that monetary policy which is determined
by the Federal Reserve and U.S. Treasury is an important
factor in influencing the level of current business activity. But
in many quarters it seems to be assumed that monetary policy
is a cure-all. Money becomes the new gadget, so to speak, by
which to solve all our problems. We are assured by many
prognosticators that any business downtrend will be easily
curbed by creating more and cheaper money.
This idea neglects several very important factors. One is
that business may not want to employ the funds available if
conditions are not right. Here it should be noted that the use
of inflation in the 1930’s proved no solution to our problem.
Despite the inflation of the money supply recovery in busi
ness was never complete. As late as 1939 there were 9 1/2 mil
lion unemployed out of a civilian work force of approxi
mately 45 million. The truth is that other factors were at work
— such as lack of confidence and fear of government action—
which prevented the active use of the money pumped into the
economic bloodstream.
Another factor which must be carefully considered is that
we are not at the present time at the bottom of a big depres
sion like that which gripped the country in the 1930’s. Today
the national income is over $500 billion instead of $65 bil
lion. With figures of this magnitude it is apparent that it
would take an inflationary effort of vast proportions to gain
even a limited or temporary effect. What might have been
tried with three billions of inflation in the 1930’s would call
for many times that sum today. So if the government is going
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to use inflation as a temporary stimulant, it had better be pre
pared to use a lot of it—and to face the ultimate conse
quences, since there is always a final reckoning.
This concentration upon the money problem overlooks
the very simple fact that prosperity can be achieved only
when there is a healthy balance among all economic factors.
Money is tremendously important, of course, but it is true
to say that money isn’t everything.
If costs get out of line, a readjustment must take place re
gardless of whether money is cheap or not. The most impor
tant item affecting cost, as everyone knows, is the height of
wage rates in key industries. Anyone who has studied the his
tory of business cycles knows that when wage rates rise to
uneconomic heights— and continue to climb despite a down
trend in commodity prices and industrial activity—a read
justment is called for. Strangely enough the height of wage
rates is hardly ever mentioned in current discussion of reces
sions.
Another traditional reason for a readjustment is the unwise
investment of capital—technically called malinvestment.
Often plants are erected and businesses expanded in boom
times when such projects cannot possibly pay off when more
normal conditions return. Mistakes in a boom—and they are
natural and frequent—must be liquidated if an efficient in
dustrial machine is to produce a higher standard of living
for everyone. So runs another important theory of the busi
ness cycle. Still a third theory concerns overexpansion of
credit. A protracted boom induces many organizations to
assume a topheavy debt structure. There usually is not enough
real capital in a country to support this accumulated debt,
and some of it must be liquidated.
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Today most prescriptions for prosperity are based exclu
sively upon the government pumping more money into the
economic system. Completely overlooked in this new formula
for prosperity is consideration of all the factors that must
come into balance in a healthy economy. Manufacturing
more money looks like a simple solution of many current
problems, but the very act of doing so raises more problems
than it solves. It robs millions of people of their savings, and
deprives pensioners, the elderly, and those on fixed incomes
of their security. Inflation is far from becoming to any gov
ernment which declares itself concerned with ethics and mor
ality.

MORALITY AND THE A FFL U EN T SOCIETY

In the 1960 Presidential campaign leading “liberals”
urged the American people to beat their breasts, confess their
sins and elect new leaders who would lead the public to a
higher morality. Sen. Frank Church, keynoter of the Demo
cratic Presidential convention of 1960 adopted this line of
argument when he accused the American public of “selfindulgence.”
Arthur Schlesinger, Jr., Harvard philosopher and guide of
the new liberalism at that time circulated a pamphlet entitled
Private Indulgence or National Power in which he berated
“private profligacy,” and praised public spending. This at
tack followed the broad outlines laid down by Harvard
Professor Galbraith in his book The Affluent Society.
Professor Schlesinger claimed that we are starving what he
calls the “public sector.” As I stated previously in this book,
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the implication of these words is that only the “public” sector
contributes to the public welfare. This, of course, is ridicu
lous. Let us look at the record to get a long-term perspective.
The facts stated here ought to be studied carefully because
they refute completely the claim that government services
have been on a starvation diet. The figures show that the gov
ernment has grown like a weed, and that it is, in fact, eating
up a large portion of the income which individuals earn.
Here is the analysis from the National City Bank Bulletin:
Mid -1 9 2 0 ’s

Federal cash expenditures
$ 2.8
State and local govt. expend.
7.7
Gross national product
97.6
Percent: Govt. Exp. to GNP
10.8%
Selected Public Expenditures:
Social insurance benefits
1.8
Highway expenditures
.2
Public welfare and assistance
.5
Police and fire
Health
.1
.3
Hospitals
Education
2.2

1940
( in b illio n s )

L a te 1 9 5 0 ’s

$ 9.6
10.3
95.6
20.8%

$ 94.8
48.8
463.8
31.0%

1.2
2.2
1.3
.6
.2
.5
2.8

16.0
8.7
3.8
2.6
.8
3.8
16.8

At a glance the above figures show that talk about starving
the public sector is sheer nonsense.
Government expenditures accounted for over nine per cent
more of the Gross National Product in the late 1950’s than
they did in 1940. Take education, which is a very important
factor. Public expenditures increased from a little over $2.8
billion to $16.8 billion in less than twenty years.
214

GOVERNMENT MONOPOLY AND FISCAL POLICY
Practically all of this was done by state and local communi
ties without federal aid. Over 680,000 classrooms have been
built since World War II—more than half of those now in
use. In 1959 total public and private educational expendi
tures reached $22 billion—nearly triple the amount spent
only ten years before.
This is the most impressive record produced by any nation
in the world. Note that hospital expenditures have increased
from half a billion to $3.8 billion in less than twenty years,
while spending for highways has increased from a little over
$2 billion to $8.7 billion. Meanwhile social insurance benefits
have climbed from $1.2 billion to almost $16 billion.
In the six years to 1959, 1,883,000 more people were
added to government payrolls— a larger increase than took
place in all wholesale and retail trades and larger by far than
in finance, real estate, personal and business services com
bined. If we go back a generation we find that the govern
ment’s cash take has multiplied twenty times while people’s
incomes after taxes have increased just four times. Isn’t this
in actual fact starvation of the private sector?
Over the shorter range, the following analysis is equally
interesting. It indicates that during recent years the big in
crease in public spending has not been due to military spend
ing and defense. Between 1954 and 1959 there was an in
crease of $11.4 billion in Federal spending. Most people
would assume that this was due to defense measures, but this
is not so. The record shows that all items listed, with the ex
ception of major security, increased about $12.5 billion.
There was a decline of a little over $1 billion in defense
spending, which brought the total increase down to a little
over $11.4 billion. Here is the record:
215

PROSPERITY THROUGH FREEDOM
1954

*Major National Security
**International Affairs
Veterans’ Services and Benefits
Labor and Welfare
Agriculture
National Resources
Commerce and Housing
General Government
Interest on Debt
Allowance for Contingencies
Total Budget Expenditures

C hange fro m
1 9 5 4 to 1 9 5 9

$47,872
765
4,256
2,485
2,557
1,315
814
1,239
6,470

- $ 1,027
+
676
+
906
+ 1,806
+ 3,835
+
376
+ 3,064
+
428
+ 1,108
+
225

$67,772

+$11,451

* (Military services, foreign military aid, and defense support, atomic
energy, stockpiling, defense production.)
** (Including economic and technical aid.)

Plainly, the accusation of “private affluence and public
poverty” is simply not true. It is merely a device for trying
to channel more of everybody’s income to Big Government,
in which many of those who make the accusation have a
vested interest.

TAX REDUCTION

While those who wish to increase the affluence of projects
under government direction work actively on behalf of their
plans, curiously little is said about the taxes which must pay
for these plans. Business which makes a profit, already pays
fifty-two per cent to the government. Personal income tax
rates rise to a confiscatory ninety-one per cent. The with
drawal of capital which could otherwise be used for invest216
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ment in economic growth is obvious. Our economy is being
drained by one of the highest tax levies in the world. Yet even
during the last Presidential election this important truth was
never emphasized.
It is no exaggeration to say that Mr. Nixon lost the oppor
tunity to swing the election on this issue. On a television pro
gram Mr. Kennedy said that he would not hesitate to raise
income taxes in order to meet “obligations” for increased
domestic spending. Instead of entering a vigorous dissent Mr.
Nixon agreed. Had Mr. Nixon grasped the issue and asserted
to the American public that all tax rates could be reduced if
the spending for Big Government were restrained, he might
have won the election. He did not do so and the rest is history.
The first question that comes to mind when reduced tax
rates are advocated is, what about the necessity of rising ex
penditures for defense? Barring a hot war, however, the figure
most generally mentioned as needed for new military spend
ing is an increase of several billion dollars. In a budget of
over $80 billion, of which about half is for defense, isn’t it
possible to spend $2 billion more for military purposes and
save that sum in the labyrinth of $40 billion of other spend
ing? As previously pointed out, it has not been military spend
ing in the post-Korean period which forced our budget up in
those years. It was spending for welfare measures, spending
for the civilian measures.
Two basic principles should guide a sound tax reduction
plan. (1) It must apply increased tax income to tax reduction
and not to more government spending. (2) It must be geared
to the budget. If the budget rises above estimated income
there will be no tax reduction in that year. Thus the country
would be put on notice that legislators who vote for vast
217

PROSPERITY THROUGH FREEDOM
spending programs of all kinds would be jeopardizing tax
reduction for everybody. Under these conditions Represen
tatives and Senators might have second thoughts about spend
ing projects.
But, many people will say, tax reduction would mean
bigger Treasury deficits. This would mean more inflation and
we ought to guard against it. But is that statement true? Mr.
Roswell McGill, former undersecretary of the Treasury said,
“Curiously enough a reduction in rates would produce more
revenue for the Treasury. Business expansion automatically
increases the government tax ‘take.’ In 1954, for example, tax
reductions were estimated as likely to cost the government
$7.5 billion of lost revenue. Within a little more than a year,
however, previous tax collections had been surpassed by five
billion. In another year, five billion more were added to the
revenue.” This record—more revenue as soon as the econ
omy is relieved of any portion of its fearful tax drain—is the
result of the last six out of seven tax reductions.
The purposes behind the tax reduction plan would be the
following: (1) Provide relief from the oppressive burden
of steep progressive income tax rates which severely restrict
investment capital and are among the highest in the world.
(2) Lay the basis for the more vigorous national growth im
perative in a decade which must find thirteen million new
jobs for the expanding population and in which each worker
must be backed by more capital investment. (3) Increase job
opportunities and cut down unemployment. (4) Stimulate
people to work harder and business to expand more. (5)
Make possible higher real wages.
To put this plan into effect it would be advisable to follow
the general outlines of the nonpartisan Herlong-Baker bills
(HR 3000 and 3001) introduced in the 1960 Congress.
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These bills provide for a gradual tax reduction over a five
year period. Tax rates would be compressed downward with
reductions of over 50 per cent in the middle brackets, the top
rate coming down from 91 to 47 per cent. The first bracket
rate would also be reduced—from 20 to 15 per cent. Thus
all individual taxpayers would get a minimum tax reduction
over a five years period of 25 per cent.
Where would the money come from? Representatives Herlong and Baker pointed out that the natural growth of this
country, projected over a five year period, would be more
than sufficient to finance these reductions. Furthermore, there
would be money left for reductions of the national debt. It is
estimated that for every $4 billion increase of national income
the Treasury would get $1 billion of extra taxes.
There is little doubt that the tremendous stimulation of tax
reduction would improve business and increase government
revenue. The reader will note this was not conceived as an
election scheme to give a big fast tax concession with a view
to catching votes. It is a well-thought-out plan based upon
sound principles. The fact that it has political appeal is some
thing which should have made this plan—or a similar one—
most attractive for adoption by one of the major political par
ties. Since the Democrats talked of “greater sacrifices” to
achieve the Welfare State, it looked like a remarkable op
portunity for the Republicans to seize. But they failed to
do so.
Confiscatory Tax Rates
Even a casual appraisal of present tax schedules and the
income derived by the Treasury would indicate the crying
need for revision. Here are the last available figures (1957):
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E stim a t e d D istr ib u t io n o f T ax R a t e s
(Tax amounts in millions)

N e t In c o m e
B ra c k e t

T a x a b le
In c o m e

B a sic T a x
20%
F la t R a te

$131,654
To $4,000
$ 4 to 6,000
7,071
6 to 10,000
5,687
3,751
10 to 16,000
16 to 32,000
3,049
32 to 50,000
927
50 to 100,000
615
100,000 and over
432

$26,330
1,414
1,138
750
611
186
123
86

$153,186

$30,638
87%

Percent of total

P ro g re s
siv e T a x
(a b o v e
20% )

to 2 %
6

10
18
30
45
55
69

to
to
to
to
to
to

14
27
42
52
67
71

and

Y ie ld s

P ro g re s
siv e T a x

T o ta l
Tax

$ 481
424
655
822
1,096
444
362
303

$26,811
1,838
1,793
1,572
1,707
630
485
389

$4,587

$35,225

13%

It will be noted that the progressive tax rates which are
added on to the flat 20 per cent tax quickly climb to an addi
tional 71 per cent of income. An individual who makes
$16,000 must pay 50 per cent of the last earned dollar,
and then the progressive rates climb rapidly to a total of
91 per cent. Despite these confiscatory rates the progressive
yield is only 13 per cent of total tax income. Eighty-seven per
cent comes from the basic 20 per cent flat rate.
Thus it can be seen that the steeply progressive rates could
be radically reduced without substantial loss of income to
the Treasury. In fact, Treasury income would soon be higher,
since reduced rates would increase incentive and stimulate
activity and income.
Another fact to note is that nearly 80 per cent of tax reve
nue is derived from taxable income up to $6000. If low-in
come taxpayers were more aware of this fact, pressure on
Congress for economy would be greater, and we would not
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have a climbing budget. Finally, the reader should note that
in the highest income brackets total confiscation of income
would yield little more than present revenue. The reason is
that present taxes are so high there is little left. For instance,
if the government actually confiscated all income remain
ing to taxpayers whose annual income is $50,000 a year or
more, the Treasury would collect about $173,000,000 hardly
enough to run the federal government for a few hours. The
reason is that these incomes are already subject to confisca
tory taxes. And if this ridiculous policy were pursued, the
government would kill the goose that lays the golden eggs.
Instead of more spending and more deficits, instead of
more government aid to this group or that, instead of more
extension of the all-powerful Welfare State with less initiative,
less income and less freedom for the individual—how about
reversing the process by a planned tax reduction?
But it should be realized as long as the Federal Govern
ment continues to spend on many new projects and create
Treasury deficits with abandon there is little hope for tax re
duction. More important still, as long as this policy continues
there is little hope of our having a sound dollar.

PROTECT THE DOLLAR BY A GOLD RESERVE

At the present time the dollar is protected to some extent
by a law which provides that the Federal Reserve System
must maintain a specific gold reserve. This provision of the
law which requires gold backing for the dollar restrains the
Federal Government’s power to manufacture money.
What’s wrong with the administration’s proposal to cut the
last link between the United States domestic dollars and gold?
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Why not eliminate the legal gold reserve requirement entirely,
and convert it into a hundred per cent paper dollar? This is
the basic question raised by the Multer bill (HR 6900) which
proposed to eliminate the twenty-five per cent gold reserve
against deposits and notes of the Federal Reserve Bank, now
required by an act of Congress. This bill was introduced in
the 87th Congress.
To the average man this sounds like a remote and aca
demic matter. It doesn’t seem to have much bearing on his
daily life. The fact is that this bill has a powerful bearing on
the value of the dollars he earns and saves. While the pro
posed law may seem purely technical, it actually would mean
an encouragement to inflation and a threat to the buying
power of the dollar.
The present twenty-five per cent legal gold reserve means
that about $11 billion in gold (out of our total $17.4 billion
supply now held by the United States Treasury) must be re
tained as gold backing for the American dollar. This means
that foreign central banks (and foreign nationals operating
through these banks) can convert the dollars they own into
American gold only to the extent of the remaining $6 billion.
Therefore any substantial outflow of gold, such as one or two
billion dollars in a year is now a cause of grave concern, be
cause such a sum represents a large percentage of the gold
available to meet foreign demand.
The consequence is that the present twenty-five per cent
legal gold requirement acts as an automatic brake on the
money-managers’ power to inflate. When gold flows out they
are under pressure to modify the policies which cause the gold
outflow. And, basically, what causes a steady and substantial
loss of gold? It is, purely and simply, the threat of domestic
222

GOVERNMENT MONOPOLY AND FISCAL POLICY
inflation. This is caused by the government’s deficit spending
and by an inflationary, easy-money policy of the monetary
managers. So the present twenty-five per cent gold require
ment acts as a warning that inflation is undermining our econ
omy, and it also acts as a brake upon it. It is a discipline which
politicians and money managers do not like.
Advocates of the Multer bill say that it will halt the outflow
of gold. They reason that foreign owners of dollars will be
reassured and will not want gold if they know that our entire
$17 billion supply is available to them. But, instead, we would
be lulled into a false sense of security. We would feel relief
from the pressure now existing to correct the deficit in our
international balance of payments. Part of this deficit would
undoubtedly be called for in gold but—and here is the im
portant point—we would be inclined to do little about this
outflow until our gold stock was dangerously diminished. In
stead of being worried about a one billion dollar outflow we
might not get concerned until our gold supply is in grave
danger of disappearing.
If there were no law requiring a gold reserve, there would
be no automatic restraint against the issuance of vast quanti
ties of dollars. But, advocates of the Multer Bill say, under the
present law the twenty-five per cent gold coverage require
ment can be suspended in an emergency. True enough. But
there is a vast psychological and practical difference between
this provision and a new law which announces to the world
that there need be no gold at any time behind the American
domestic dollar, and that the dollar is purely fiat currency.
Also, they say, our money-managers will never go to ex
tremes in inflation because they are sensible and patriotic
men. Unfortunately history records many tragic periods in
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which well-meaning and patriotic managers debauched their
country’s currency when automatic restraints were elimi
nated.
An example is the record of John Law who became Louis
XV’s Finance Minister. He introduced that monarch to the
delights of paper money, free of gold reserve. Within five
years the currency collapsed and John Law fled. Penetrating
comments on this era were made by the great French econo
mist, Charles Rist, in his essay, Gold and a Return to the Ideas
of John Law. This and other essays of Rist have recently been
assembled in a book entitled The Triumph of Gold with an
excellent introduction by Philip Cortney.
In an appendix is printed a talk by Allan Sproul advocating
our divorce from gold. He says, “Discipline is necessary . . .
but it should be the discipline of competent and responsible
men . . . not the automatic discipline of a harsh and perverse
mechanism.” A similar statement was made in the French
Assembly in 1793 by Deputy Martineau in his defense of
printing the large quantities of currency called assignats. He,
too, advocated the discipline of competent and responsible
men instead of the discipline of gold. The assignats became
worthless by 1796 and were burned in a huge bonfire.
One other point needs to be stressed about the Multer bill.
If our gold reserve is not maintained we may well arrive at a
time when our gold stock is exceedingly low and an interna
tional crisis develops. Then the life of the nation would be
threatened. Gold is essential to buy from other nations the
war supplies we need. To prevent our gold flowing out there
is one very simple remedy—curb inflationary federal deficits
and inflationary monetary policies and thus protect the dollar.
It seems curious that pressure to eliminate all anti-inflation
restrictions on the money-managers comes at a time when
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federal deficits are growing and an inflationary cheap-money
policy is advocated by administration economists as a cure
for every economic ill. Plainly legal restrictions against in
flation of the money supply are more necessary than ever.
Measures like the Multer bill will not protect the dollar—
they will undermine it.
The plan to eliminate gold reserve for the domestic dollar
is related in its general intention to another plan now being
discussed for international currency. The general purpose of
the proposed Triffin Plan, and those like it, is to create an in
ternational superbank which would manipulate the gold sup
ply (as well as the supply of other important currencies) so
as to prevent a so-called “run on the bank”—that is, a run on
the gold supply or currency of any major country. All these
schemes were foreshadowed in 1944 when the press was filled
with discussions of “Bancor” and “Unitas.”

“ bancor ” and “ unitas ” are not games

Have you heard about “Bancor” or “Unitas”? No, these
were not games like Bingo or Canasta. The words were
coined by the British economist, Lord Keynes, to describe a
new kind of international currency which he proposed for the
postwar world. You will be hearing considerably more about
Bancor and Unitas units— or some other such words in
vented to describe this new currency. The Keynes scheme,
which was rejected in 1944 because it was inflationary and
undesirable for other reasons, has recently been revived.
And it will be surprising if some such plan is not adopted
within the next few years.
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The reason for creating a new currency, the sponsors tell
us, is that there isn’t enough solid international currency
which nations can depend upon. There is gold, of course, and
this is supplemented by dollars and pounds sterling. Of course
the German mark, which is very strong currency, or the solid
Swiss franc, could be used. But there isn’t a sufficient quantity
of these currencies outstanding around the world. So the main
dependence is on gold, supplemented by the dollar and the
pound. The claim is made that these aren’t sufficient for ade
quate foreign exchange. International “liquidity” is supposed
to be very thin, and the money-managers talk about the dan
ger of a crisis in the future.
Now if every nation, especially the United States and Brit
ain, kept its house in order there would be no problem. If
these countries did not inflate their currencies, and if, from
time to time they didn’t feel impelled to engage in restrictive
measures which affect the flow and value of their currencies,
all would be well. But they do not always observe the rules of
economic health, and their currencies suffer. The main world
reserve currency—the dollar—is in trouble, the future of the
pound is somewhat uncertain. The complaint is made that
there isn’t enough gold. But billions in gold, which could be
added to the useful stocks of central banks, are hidden in
private hoards because people fear debasement of currency.
So an attempt is made to get around these difficulties by an
age-old prescription—manufacture a new currency which
every nation in the world can use to its heart’s content.
It is curious how this line of reasoning follows the historical
record established by many nations. Whenever countries got
into economic trouble in the past, the claim was generally
made that the reason for the difficulty was that there just
wasn’t enough money in that country. The solution offered
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was that new money had to be created. This new money took
the form of paper promise-to-pay. This happened in France
after the Revolution, and it occurred in modern Germany
and Italy, as well as in many countries in South America. The
history of these adventures generally was that the new cur
rency was manufactured in such quantity that it finally lost
most of its value.
The new international plan proposes that the International
Monetary Fund should be turned into a world superbank, an
international central bank to serve national central banks.
The London Economist, which seems to have close contacts
with leading figures in this administration, says: “President
Kennedy’s task forces of eager young re-thinkers are known
to have before them at least two plans . . . the Triffin Plan
(which is fairly radical) and the Bernstein Plan (which is
much less so). Any trained economist with ten minutes to
spare can work out some other variant of the same general
ilk.”
The nub of the Triffin Plan is (1) Each country will de
posit additional gold and some of its own currency with the
new superbank (say twenty per cent deposit of a nation’s
total gold and foreign currencies). (2) The International
Monetary Fund would use these deposits as a base to create
more money—Bancor or Unitas units— which would be
loaned to various nations. Thus there would be manufactured
vast new credits which would circulate around the world.
How would these new credits be apportioned? There’s the
rub. The Economist, which is quite partial to this scheme
says, “This might be an opportunity to give special large new
drawing rights to under-developed countries— as the major
part of a new scheme of generous world aid to them.” Does
this sound like sound banking or an eleemosynary institution?
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How sound would currency be if it were based upon this kind
of practice? The main point is that a central bank can be, and
usually is, an engine of inflation. It manufactures money.
Here again the Economist, although favorable to the idea,
admits that “once all countries feel less worried about their
reserves, many would start expanding their domestic spend
ing more voraciously; some might well expand themselves
back into inflation again.” If this happens, as it probably
would, we would have a compounded world inflation.
But, the argument is made, sensible bank directors would
not encourage such practices. Who can guarantee what the
directors of this organization would do in the future when
they are appealed to on the basis of “need,” “world growth,”
“necessity for expansion” and all the other phrases generally
used to cover up the issue of more money?
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12The United States
faces the world
When a jet plane can cross the Atlantic in less than three
hours and when rockets may traverse this distance in a matter
of minutes, the affairs of the rest of the world become of deep
concern to the United States. Isolationism is dead— and that
particularly means the policy of economic nationalism, which
tends to isolate a country from the rest of the world. But while
our economic policies must have some reasonable relationship
with those of the leading industrial countries of the West,
this does not mean that the spending of American dollars all
over the world is a solution of all our major problems.
In the following pages we discuss some of the conditions
which confront us and indicate the lines along which
American policy should go.

END OF THE “ AMERICAN ERA”

It is an old truth that nations often go down to defeat
because their generals plan the next war on the out-moded
assumptions of the last one. The same is true in the planning
of political and economic national policy. While the stream
of history changes its course the national managers are often
completely unaware of it and proceed on their usual course.
It is essential for a new President to recognize that there
has been a basic change in some of the fundamental economic
conditions which heretofore prevailed in the post-war world.
More important still, it is essential for him to be guided by
this fact in his practical recommendations on economic mat
ters to Congress. If he does not follow this course we, and the
rest of the free world, will suffer economic and political crises.
What basic change has taken place? During the first dec
ade and a half of the post-war era the United States was
powerful enough to pursue its own policies without fear of
consequences. In fact, the post-war era has been called “the
American era” because it was dominated by the United States
— its resources, its industrial and financial power.
During this period America could maintain any monetary
policy it desired without fear of being harmed by interna
tional repercussions. We didn’t have to worry about the out231
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flow of gold, because in order to buy our goods foreign na
tions needed the dollars they earned. We could maintain any
interest rate our money managers desired, and there would
be no immediate penalty. The discount rate could be less
than one per cent over here as against four per cent in Eu
rope, but still there would be a net inflow instead of an out
flow of dollars.
We could maintain any spending policy we wanted. Be
tween the end of the war and 1961 we gave to foreign na
tions and international institutions $78.5 billion, but Ameri
can spending for foreign aid had no apparent effect on the
international position of the dollar.
We could maintain any agricultural policy that pleased us
and “dump” the surplus abroad. We could maintain a ridicu
lous labor policy which gave complete power monopoly to
unions. Thus wages could be forced up at the rate of eight
to ten per cent a year, followed by necessary price rises. But
still there were no obviously disastrous effects upon the econ
omy of this country—nor was the rest of the world unduly
disturbed, because the world at that time was pleading for
our goods and services.
But all this is now changing. We have had our party; the
American Era is over. The tell-tale evidence is that we have
a balance-of-payments deficit and our gold has periods of
flowing out at a frightening rate. Our economic policies must
be altered to meet these dangers.
It should be emphasized that economic policy does not
operate in a vacuum. Our decisions have severe repercussions
not only in this country but over the entire world. Broadly
speaking this occurs in two ways. The first is direct. If we
subsidize the growth of unneeded crops, for instance, and
then give away the surplus, we receive the enmity of export
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ing countries such as Canada, Australia, or even Burma
(rice). They claim we are destroying their trade by “dump
ing.” Or if we raise our tariffs and place quotas on imports
we gain the ill-will of our Allies for restricting the market
for their produce.
Furthermore, if our internal monetary policy is inflation
ary and undermines confidence in the dollar and causes out
flow of gold; if our labor policy is lop-sided so that wages
and cost-of-production are forced higher and higher, and
our goods are over-priced in all markets; if unsound practices
here cause a balance-of-payments deficit—then we may try
to cure the imbalance by a policy of pure economic national
ism. That is, we may restrict American travel and American
investment abroad, clamp on exchange controls, establish
high quotas and still higher tariffs on imports, and in short
embark on an almost endless program of restrictions.
Restrictions of this type would build an economic wall
around the United States. Such a policy would have wide
political and even military repercussions. There can be no
effective NATO or strong Western opposition to the en
croachments of communism if each of the Allies pursues a
policy of economic nationalism. The free flow of money and
trade and people is essential to the success of the Western
alliance.
American policies must now make sense or the political,
economic and military effects will be immediate and painful.
If we are to act as the international leader of the free world
our economic policies must be geared to international fac
tors. There are two courses open. One is the policy of eco
nomic nationalism, which has proven disastrous in the past.
(Hitler’s Germany, Mussolini’s Italy and other totalitarian
governments have been masters at this kind of thing.) As I
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have pointed out, it is a policy that leads to such measures as
quotas on imported goods, mounting tariffs, an embargo on
gold, exchange controls, prohibitions on travel and invest
ment abroad. It is a proven road to disaster.
The other way is to curb inflation, eschew an artificial
cheap money policy, moderate our spending, establish a
better balance between the power of labor union leaders
and managers so that cost-of-production will not rise
excessively. In this way we can integrate the economy of
the United States into that of the Western world. We can
stimulate trade and commerce and give the needed economic
health to the Western alliance.

DOLLARS OWED ABROAD CURB OUR POLICIES

Early in the 1950’s when Britain struggled annually to
find the dollars she needed to settle her adverse trade bal
ance, the well-known British economist, Sir Dennis Robert
son, made this enigmatic statement, “Britain is cursed—or
shall I say blessed?—with a balance of payments problem.”
Of course, the “curse” consisted in having to do without
wanted imports which couldn’t be paid for, and of finding the
gold or hard currency required to settle the foreign trade
account. But the blessing-in-disguise consisted of the fact
that the necessity for settlement forced upon Britain an
economic discipline which made her in fact stronger and
healthier. She was compelled to put her house in order. She
was practically forced to modify her inflationary policies
which caused her deficits. Thus, she was forced into laying
the foundation for the resurgent Britain which the world
soon saw emerging.
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It has come as a shock to many Americans that we too are
vulnerable to this “curse” and this “blessing.” With a balanceof-payments problem we must modify those policies which
affect the over-pricing of our goods, the outflow of our gold,
and the value of our currency. We must halt the inflation.
Only a few years ago many people would have considered it
ridiculous for the United States to be faced with a deficit
problem calling for such restraints. But our inflation has been
a long time building up, and we are now reaping the result.
In 1960 we had a deficit of $3.8 billion and we lost over $2
billion in gold. Similar deficits occurred in past years.
In early 1960 our gold stock was down to $17.4 billion
and we had short term liabilities to foreigners of almost $21
billion. A great part of these liabilities could become claims
against our gold upon immediate notice. So it was plain that
whatever new policies we pursued, they must not frighten
foreign holders into demanding gold for their dollars or there
would be trouble.
In previous pages we outlined how our balance-of-payments deficit affects all our policies, and even has a direct
effect on our foreign policy. But it is in the field of anti-reces
sions measures— so-called counter-cyclical policy—that our
continued balance-of-payments deficit has a significant effect.
It is generally assumed that this government can spend its
way out of any recession regardless of the underlying causes.
But such action, even if temporarily successful, would result
in vast Treasury deficits which would be a red flag to all for
eign dollar holders. They would rush to get rid of their dollars
in order to buy gold or to convert them into other currencies.
Thus the dollar would sink in international markets and there
would be a dollar crisis.
Devaluation of the dollar could not be a solution to our
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problem. In order to offset any advantage accruing to us from
such devaluation other countries would devalue also. Such a
turn of events would mean world inflation and world chaos.
Thus the end product of an American policy of trying to
counteract the downward trend of business by continued in
flation would eventually cause violent repercussions both
here and abroad.
These are some of the factors involved in our balance-ofpayments deficit. Unpalatable as it may be to Americans, we
must realize that, like all other countries with whom we are
closely knit, we are not complete masters of our own fate.
Our deficit to the rest of the world prevents us from pursuing
a unilateral inflation policy as a means of cure each time we
face internal recession.

CAN THE UNITED STATES MAKE A
PROSPEROUS WORLD?

Two fallacious assumptions underlie plans which call for
America to spend additional billions in order to bring pros
perity to the so-called underdeveloped countries. The first
assumption is that it is within our power to create a prosper
ous world if only we put up the necessary money. The second
assumption is that the citizens of this country have plenty of
money to pay for all these projects without harming them
selves to any great degree. Any reasonable analysis will prove
that both these assumptions are wrong.
The extent to which American citizens can finance pros
perity for the rest of the world must be judged by an analysis
of present cost of government to the average American. After
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all, it must be remembered that approximately eighty percent
of total revenue derived from the personal income tax comes
from those whose net income bracket is less than $6,000 a
year. Furthermore, some of these are joint husband and wife
returns and represent earnings of two workers. If many bil
lions more are to be sent abroad, it is this salary and wageearner group— those who are supporting a family on less than
$120 a week—who must bear the brunt of it. Anyone who
thinks that the major part of this money can be had from the
highest income brackets is deluding himself. As was pointed
out earlier, even if all the income earned by those making
more than $50,000 were confiscated outright by the govern
ment, Washington would get an additional sum of only about
$173 million. The reason is that these incomes are already
subject to confiscatory taxes. And remember that such con
fiscation would make impossible the functioning of a free en
terprise system. Therefore, it seems plain that any additional
government spending for the underdeveloped countries will
mean very great sacrifices on the part of all American
workers.
Even the assumption that it is within our power to create
prosperity for the world is completely false. Our capital aid
at its utmost would be a mere drop in the total of the world’s
needs. The main factor in world prosperity is what countries
can do for themselves to accumulate capital and create the
internal atmosphere for dynamic growth through investment
and enterprise. Today hardly a word is written about the pri
mary responsibility of nations to provide for their own pros
perity and growth by establishing economic and political
policies which encourage (instead of discourage) enterprise
and thrift internally and attract capital from the outside.
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One of the most important arguments for stepping up
American foreign aid spending by billions for this purpose
is contained in a book by two Massachusetts Institute of Tech
nology professors—Millikan and Rostow—entitled, A Pro
posal: Key to an Effective Foreign Policy. This book was
widely used in bombarding Congress and in rallying the newliberal forces to support a bigger foreign aid program. It was
surprising, therefore, to find an issue of a journal of opinion
which prides itself on its liberalism, The Yale Review, pub
lishing a devastating attack on this book and its central thesis.
The attack was by another author who occupies an important
place in new-liberal circles—Irving Kristol. Mr. Kristol tears
the Millikan-Rostow thesis to shreds and characterizes the
book as a piece of shoddy scholarship, bad logic and worse
economics.
The Millikan-Rostow proposal is for spending $2 bil
lion a year exclusively in underdeveloped countries. If you
think this is intended solely to help these countries and to give
us some economic dividends you would be quite wrong. One
of the purposes according to Millikan and Rostow is the
moral one of saving our own souls, because we need a sense
of “mission.” We must have the “challenge of world develop
ment to keep us from the stagnation of smug prosperity.” So,
their argument goes, we should distribute American tax
payers’money abroad in order to improve the spiritual quality
of our domestic life. Since approximately eighty per cent of
the total collected by government as personal income tax is
derived from taxpayers whose taxable income is less than
$6,000 a year, this form of spiritual uplift might seem not
only expensive but unethical to those citizens who can ill
afford to bear it.
In giving out this money, the authors assert, we must favor
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only those nations which have a “plan,” which have a “con
sistent national development program,” and have a top bu
reaucracy ready to put their blueprint into effect. On this
matter Mr. Kristol comments, “It appears that if any country
wants to have the experience of unplanned growth along the
lines of say Canada, or Australia, or other old-fashioned capi
talist countries, Messrs. Millikan and Rostow are not going
to have much patience with them.” Apparently one of the
purposes of the new Point Fourism, according to Millikan
and Rostow, is to promote the growth of planned economies
and socialism abroad.
According to the new formula we need expend no blood
or tears but only money in order to survive and flourish. The
assumption is made that Asian-African countries are bound
to be on our side if we pour in enough dollars because they
have “authentic human striving for the values of democracy.”
But, says Mr. Kristol, this is not so. Many of the nations strive
for place, power, and prestige in the world order. Egypt could
have gotten a great deal of economic aid from us but Nasser
chose another course. Many of these countries hate us simply
because of the natural human reflex to the fact that we are
richer than they. We legitimize these emotions by acknowl
edging such countries as our responsibility.
If both India and Great Britain should double their na
tional income in twenty years, the Englishman’s real income
would have increased by ten times as much as the individual
Indian’s income because the Englishman starts from a much
higher base. So, under the most favorable conditions, the gap
between Asia-Africa and the West would be even wider than
it is today. This would accentuate, instead of diminish, inter
national political and psychological problems. Since it is the
intellectuals of the poorer countries who are articulate, they
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become even more resentful. They want more than an in
crease in the scale of living for their country. They want
power and equality and prestige.
Finally, the theme upon which the Millikan-Rostow thesis
rests— the theme of foreordained growth provided we pour
the money in—has absolutely no basis in experience, as Kristol points out. The certainty of a 1.5 to 2 per cent annual
increase in per capita income for these countries is not a
scientific projection at all, but merely a manipulation of num
bers. Whether a country can grow at that rate depends upon
a vast complex of social, political, economic and even reli
gious practices, habits and customs. It need not happen sim
ply because two clever manipulators of abstract numbers
present their so-called statistics as scientific certainty.
The subject of growth in so-called underdeveloped coun
tries has been obfuscated and confused by general belief in
several fictions. The first fiction is that a poor country—like
India or Indonesia—cannot afford the luxury of free enter
prise economics. The second fiction is that the growth of the
welfare state and collectivist measures benefit the people. The
third fiction (directly related to the other two) is that some
inflation is essential to the maintenance of prosperity. The
growth of these ideas and their implementation into laws
have exacted a terrific price from every worker in these na
tions in the form of lower living conditions. The truth is the
diametrical opposite of the above statements.
The truth is (1) the poorer the nation, the more it needs
private capitalism, (2) collectivist measures and controls
strangle production and thus cause a decline in the work
ers’ scale of living, (3) inflation is the cause of depression,
not prosperity. Sound prosperity can be achieved only with
money of reasonably stable purchasing power.
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The validity of these statements may be seen today in the
policies of India, the key country of the Far East. Everyone
in the free world wants to see India successful, for she is a
counterweight to Communist China and a bellw eth er for
other countries of the East. The United States has come to
India’s assistance with massive economic aid. But how effec
tive will this aid be?

AN EXAM PLE: AMERICAN AID TO INDIA

A cogent example of the fallacies of indiscriminate pro
grams of foreign aid is our aid to India. Our plans to assist
India must be judged by more than the good intentions of
their sponsors. The vital question is: How can India achieve
a more prosperous status and a firmer political foundation?
A great many friends of India—many of them prominent
Indians themselves— now produce evidence to show that the
present Indian policy of socialist planning is a tragic failure;
and that the American program of government-to-government aid has proved a failure in substantially raising the de
pressed living standards of Indians.
This thesis was documented at an economic meeting at
Oxford by Professor B. R. Shenoy, head of the Indian School
of Social Sciences at Gujarat University in Ahmedabad. He
pointed out that India can barely feed herself today, yet her
agriculture is neglected. Only one Indian out of four o r five
can read and write, yet education is being neglected.
The socialist bureaucracy of India concentrates on plans
for building heavy industry, most of which are wasteful of
India’s resources. Two-thirds of the capital investment goes
into the so-called “public sector,” and public officials make
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the conduct of private business almost impossible by a system
of licensing which often degenerates into favoritism and graft.
“The trend in Indian national income,” said Dr. Shenoy,
“seems to reflect the combined effect of these policies.” He
estimated an actual decline of 1.5 per cent for the year 195758, and because of the large population growth, “the Indian
citizen at the close of two years of the second five-year plan
was poorer than he was at the close of the first part.” Ameri
can money, said Dr. Shenoy, is not being constructively used
to promote the well-being of the Indian citizen. In fact, it is
being used to encourage a socialist regime which is ineffectual
and wasteful.
Recently other important voices have been added to con
firm Dr. Shenoy’s statements. Dr. P. T. Bauer of Cambridge
produced a study entitled United States Aid and Indian Eco
nomic Development. In it Dr. Bauer pointed out that the basic
trouble is the resolution of the Indian Congress in 1955 which
said, “Planning should take place with a view to the establish
ment of a socialist pattern of society where the principal
means of production are under social ownership or control.
This ‘socialistic pattern,’ implemented by the second fiveyear plan, has resulted in many paradoxes, says Dr. Bauer.
“There is massive expenditure on heavy industry regardless
of cost and the prospective demand for its output, at a rate at
least eight times expenditures for elementary education, when
about four-fifths of the population are illiterate. . . . There
is comparatively small expenditure on agriculture and restric
tions on the movement of agricultural products, in the face
of manifest urgent and indeed desperate need to increase agri
cultural productivity. . . . There are severe restrictions or
complete bans on the supply of both imported and locally
produced consumer goods in the face of urgent need both to
raise living standards and to provide incentive to agricultural
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production for the market. . . . There is a neglect of roads.. . .
There is an exclusion of private Indian and foreign enterprise
and investment on a wide range of domestic and commercial
activities despite urgent needs.. . .”
Much of this central planning has been done by way of
inflation. About $3.3 billion of total government spending
under the plan was to be covered by deficit financing. The re
sult has been rising prices and financial crises. Indian intel
lectuals are beginning to attack these conditions and a new
“Freedom Party” has been organized. It is headed by some
of the most respected figures in India, including Minoo Masani, former Mayor of Bombay, Chakravarti Rajagopalachari, a former Governor-General of India, and a founder
of the present Indian state, and Professor K. R. R. Sastry,
former law dean of Rajasthan University of Jaipur.
All these Indian leaders tell us that our government-togovernment aid is not helping the Indians to achieve a higher
standard of living. What is needed, according to them, is a
release of people’s energies and a move towards a far greater
area of free enterprise. American capital investment would
undoubtedly follow such a move.
This realistic analysis of leading Indian statesmen and
scholars is most revealing. It should lead American policymakers to re-evaluate some of their basic premises, and
understand the fallacies of government-to-government aid for
a nation whose own latent energies are dammed up by
socialism.

FOREIGN AID NEEDS A FULL-SCALE PROBE

Government spending for foreign aid is a major factor in
our balance-of-payments deficit. We are sending too many
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dollars abroad. More foreign spending would only accentuate
this problem. President Kennedy seemed to realize this when
he said that our “foreign outlays must be examined in a new
perspective . . . to insure that our budgetary decisions will be
taken with full understanding of their projected impact on the
country’s balance-of-payment.”
But how is this to be reconciled with another statement of
President Kennedy’s? “Our role is essential . . . in the con
struction of a sound and expanding economy for the entire
non-Communist world . . . helping other nations to satisfy
their own aspirations. The response must be towering and
unprecedented, much as lend-lease and the Marshall Plan
were in earlier years.”
In view of the facts examined in the preceding pages, a pro
posal that the United States government provide “an ex
panding economy for the entire non-Communist world” is
a frightening proposal. As yet no price tag to the American
citizen has been placed on this program, but knowledgeable
observers estimate at least an additional $2 billion to start.
We would pay the lion’s share of this despite other nations’
contributions. What would happen to our balance-of-payments deficit under these conditions?
The words “foreign aid to underdeveloped nations” have
become an emotion-packed phrase, but in view of authorita
tive reports received from abroad it is urgent that Congress
take a good hard look at this “towering and unprecedented”
program. The question that must be answered is this: To what
extent are America’s vital interests being served by a policy
of indiscriminate government-to-government aid?
A dispatch from New Delhi, India, by Scripps-Howard
syndicated columnist Ed Koterba highlights the importance
of such an investigation. In this dispatch he told of an
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interview with “one of India’s highest authorities.” Plainly
this could only mean Mr. Nehru or someone close to him,
therefore his words are important. Mr. Koterba reported
“The official gave us a blunt warning on how we are losing
the tug-of-war in India with the Soviets.”
But why are we losing if we are giving India aid worth
billions of American dollars? “You,” said the Indian official,
“are trying to buy us with dollars.. . . ” The official then went
on to point out that the dollars we are pouring into India
“delight the leaders of big business in India, but the big money
brings resentment among the masses of the poor who keep on
starving just the same.”
This is a startling and depressing statement. The “author
ity” must know what he is talking about when he says that our
vast expenditures bring “resentment among the masses.” But
what about the Soviet Union? Mr. Koterba says, “Their liter
ature floods India and it appeals to the people because if offers
them . . . food, shelter, a modest existence. It doesn’t promise
gaudy materialism that we are trying to sell.” So the com
munists by their promises gain good will while we, with our
gifts of dollars gain ill will. The interesting fact is that the
Russians have given India nothing. They have merely loaned
her a comparatively small sum at two per cent interest. This,
plus propaganda, is the extent of Soviet aid to India.
To 1961 we have given over $1.6 billion to India and are
committed to spend about $3.8 billion more. Now India is
inaugurating another five-year-plan and insists that she will
need a billion dollars in addition. Calls for more aid are
coming from the East, the Middle East and especially from
Latin America. In addition to all this President Kennedy
now pledges that the United States will give even more exten
sive aid to communist countries behind the Iron Curtain.
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Poland, for instance, has already received about half a billion
dollars over the last four years. Yugoslavia got two million.
But apparently this is only a beginning. We are now going
to relieve the Russians of pressure for more food and better
living from countries which are her allies and which line up
as our enemies in every conceivable policy test. These coun
tries will hide from their own people the extent of American
aid. The logic of aiding enemy nations is, to say the least,
obscure.
It is interesting to note that since the war we have spent a
total of $78.5 billion in all forms of foreign assistance. That
enormous sum does not include our military payrolls over
seas or our government’s administrative costs in thirty differ
ent countries. About sixty per cent of this sum went for
economic assistance. Practically every country in the world
outside of the Soviet Union has received some form of assist
ance— including communist countries like Poland and
Yugoslavia.
Here are a few on the list: Afghanistan, $98 million;
Brazil, $782 million; Cambodia, $228 million; Egypt, $208
million; Greece, $2700 million; Indo-China, $821 million;
Jordan, $194 million; Laos, $261 million; Morocco, $106
million; Peru, $257 million; Poland, $476 million; Yugo
slavia, $2000 million.
The United States has poured out billions and now the pace
is to be stepped up despite our balance-of-payments deficit.
Yet the reactions to our spending as outlined by Mr. Koterba
by “one of India’s highest authorities” is not unique. The
same kind of reports have come from many other countries.
Isn’t it about time that we had a full-scale, country-bycountry public investigation of the whole subject of American
foreign spending?
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And while we are taking a good hard look at our relation
with the so-called underdeveloped countries, would it not be
a good idea to pay some attention to an international organ
ization which has a powerful influence in propelling this
country towards a collectivist society. I refer to the Interna
tional Labor Organization.

THE INTERNATIONAL LABOR ORGANIZATION
AND COLLECTIVISM

The AFL-CIO recently had some harsh things to say about
the International Labor Organization, which is a subsidiary
of the United Nations and a hold-over from the old League
of Nations. Secretary of Labor Goldberg is now considering
whether the United States should continue to participate in
this organization. Leaders of American Industry, as well as
many American government officials, have for a long time
urged that we get out of the ILO because its policies are
basically alien to the American philosophy. If, as many
people hope, the administration decision is to withdraw, that
decision will now be hailed almost unanimously.
The immediate cause of the AFL-CIO flare-up is the
rendering of two reports by the ILO. One is on labor unions
in the United States and the other on labor unions in the
Soviet Union. We had no representative on the investigating
group for the American report, and had nothing to say about
its final version. The report from the Soviet Union, however,
was guided by two communist nations on the committee as
well as “an official interpreter.” When it came out American
labor leaders were shocked. Former Secretary of Labor
Mitchell said, “The report gives the impression of praising the
247

PROSPERITY THROUGH FREEDOM
Soviet regime and fully justifying the kind of subservient
labor organization structure” which exists in Russia today.
Here are a few quotations from the Russian report; “Trade
union bodies (in the Soviet Union) are. elected democrati
cally and are answerable only to the persons who elect them.”
The report praised Communist Party members as “a dedi
cated minority with a sense of purpose . . . which has given
it such an enormous influence.” The report added, “Links
between the trade unions and the political party are not
peculiar to the Soviet system.” What the report very cleverly
does is to equate labor unions in totalitarian Russia with
labor unions in free countries. Distortions, half-truths, and
untruths are on every page.
This report points up the basic conflict in the ILO. In 1954
communists entered this organization and there are now ten
communist nations who vote as a block. They have ten times
the voting strength of the United States. Delegates to the ILO
are divided into three groups (1) government, (2) labor
unions and (3) industry. Since all groups are controlled by
the government in the Soviet Union, the ILO deliberations
become ridiculous. Imagine Communist Party members sit
ting as representatives of free employers or free workers in a
deliberative body!
In 1959 employers from forty-six free nations withdrew in
protest from participation in ILO meetings. But the ILO goes
on, making decisions on labor union matters for the world,
and drawing up “conventions.” These conventions are sub
mitted to the individual nations and when adopted have the
force of a treaty. In this country this means they are above
domestic law. The United States Supreme Court has approved
this interpretation. The ILO has adopted 114 conventions of
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which only seven have slipped through the American Con
gress.
For many years leading students of this organization have
warned that its underlying philosophy is contrary to that of
the United States. The ILO does not confine itself to labor
matters. It has declared that “it is the responsibility of the
ILO to examine and consider all economic and financial
policies,” in order to promote labor unions. This is precisely
what it has done in many of its conventions.
Mr. William L. McGrath, a former industry member of
ILO says this about their policy: “The underlying theme of
ILO is always government regulation, government domina
tion, government control, government direction, and govern
ment supervision; all leading, of course, in the long run to
government ownership of industry, government price con
trol, and government dictation as to jobs and wages.”
For instance, it urges nationwide collective bargaining
enforced by government decree. But it proposes laws on
many other subjects. In 1952 it passed the “Maternity Pro
tection Convention.” This provided the rates of pay and
leaves of absence for prospective mothers. It even goes into
the matter of nursing the baby, and states specifically how
these leaves are to be counted as working hours and paid for
by the employer. In another field it passed the “Vocational
Training and Agriculture Convention.” This proposed set
ting up an apprentice system for young farmers, and assumed
that wages in agriculture are determined on the basis of col
lective bargaining in the United States. In practically every
convention the ILO assumes the collectivist viewpoint.
In the words of former delegate McGrath, “The fact is
that there is a fundamental cleavage within the ILO. It hinges
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upon the issue of nationalization of industry, government
regimentation and government control against private owner
ship of industry, freedom of the individual and freedom of
competition.”
Until now the AFL-CIO was an important factor in sup
porting this organization. Now that it, too, has soured on the
ILO isn’t it about time that the United States withdrew com
pletely?

THE PROBLEM OF EXPLODING POPULATIONS

Economists disagree on the solution of many important
economic problems in the world today, but there is one sub
ject on which there is nearly unanimous agreement. That is
the role of overpopulation as the greatest threat to economic
progress and the maintenance of political stability in most of
the world. This issue cannot be avoided.
In 1960 President Eisenhower said, “There are 1.7 billion
people who today are living without sufficient food, shelter,
clothing or health facilities. Now they are not going to remain
quiescent. They are just going to have an explosion if we don’t
help them.”
Any economic help we are capable of giving for the im
provement of the living scale of the 1.7 billion people residing
in the rest of the world would be at best only a tiny part of
their entire economy. It would be an infinitesimal sum com
pared with the income these people could create internally
by sound economic measures. We should recognize that these
over-populated nations must themselves create the conditions
which will encourage their progress and growth. Most im
portant of all these conditions is a healthy balance between
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their resources and their populations. Today the steady and
enormous growth of their populations eats up any slight
economic progress they might make.
Japan has proved that this problem can be successfully
managed, and other thickly populated nations can follow her
example. Japan’s population increase now is less than one per
cent annually—it was between two and three times that figure
only two decades ago.
The balance between population and resources concerns
far more than the food supply. Since Malthus in the nine
teenth century discussed the tendency for populations to out
run the food supply, there has been a great rise in farm
productivity. Nevertheless, there is still starvation and misery
in vast areas of the world. Some countries do not grow enough
in their own regions to support themselves, and they are
incapable of procuring, transporting and distributing food
from other areas with sufficient speed to save their starving
millions.
But in addition to food there are all the other necessities
and conveniences which people hear about and are led to
expect as their own natural right. This so-called “revolution
of expectations” has been fanned by nationalist and commu
nist propaganda. When people are inflamed by promises that
a political miracle will guarantee them an abundant life, and
yet they continue to exist in direst poverty, their rising indig
nation presents a natural threat to world order.
It took about five thousand years—from the dawn of
recorded time to mid-nineteenth century—for this planet to
develop one billion inhabitants. It took less than another
hundred years for the population to increase to three billion.
But if present trends continue, it will require only forty more
years before the world has six billion inhabitants. This is
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indeed a “population explosion” with frightening implica
tions.
Practically every poor country in the world, from Mexico
to India, has a population growth of between 2 and 3 per cent
annually. While birth rates are increasing, death rates are
decreasing due to modern methods of prolonging life. It is
estimated that in India and other Eastern countries, where
the death rate used to be thirty per thousand during good
years and much higher in other periods, the death rate today
is little more than half that percentage.
When the annual increase in population of any poor coun
try runs between 2 and 3 per cent (the United States with its
vast resources has a rate of 1.8 per cent) there is little hope
that such a nation can improve its economic status substan
tially. Improvement in per capita income in the face of such
a population increase would require enormous capital invest
ment which is practically impossible to achieve.
It would be necessary for a poor country to save out of cur
rent consumption over 20 per cent of its production in addi
tion to getting a substantial infusion of outside capital if it
were to take care of its current population and also provide
for such substantial additions.
Unfortunately too, another drag on improvement in most
of these countries is the waste, inefficiency and mal-investment of socialist governments and central planning. Thus,
despite any reasonable investment that the United States
might make, nations in this category seem doomed to con
tinue their struggle at the level of poverty unless populations
are controlled and economic policies are changed.
It is ironic that the “population explosion” can, in great
measure, be ascribed to the wealth-producing system of pri
vate capitalism which began to flower with the coming of the
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industrial revolution a little over two hundred years ago.
Prior to that time, under remnants of the feudal system, vast
population increases could not be supported by the creaky
process of production and distribution then existing.
But with the coming of the industrial revolution, the
market economy, and the development of private capitalism,
the process of production and distribution was transformed.
When more was produced, a tremendous growth of popula
tion followed. The fact is that private capitalism is so produc
tive that it made the “population explosion” possible. Iron
ically, is this another sin for which private capitalism will
be blamed?
There is no doubt that overpopulation brings in its train
poverty and social upheaval. This is a problem which can
only be solved by education in the so-called underdeveloped
countries. But until progress is made along the lines of con
trolling population increases there is little hope of any sub
stantial increase in the standard of living in those countries.
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13How free is public opinion
in a free society?
In this book we have outlined some of the measures necessary
for achieving sound prosperity, and we have indicated that
the highest degree of well-being can be achieved only where
economic and political freedom exist. But the extent to which
these conditions prevail in any nation which lives under a
parliamentary form of government depends upon the attitude
of the electorate. Administrations and legislators reflect the
convictions and prejudices which are held for any period of
time by the people who elect them to office. Freedom can
prevail only where the people want it. And sound measures will
be adopted in the field of labor, taxes and money only if such
measures are supported by the people. Therefore it is plain that
public opinion is the controlling element in a free society in
the long run. And if that society is to remain free the channels
which are open for informing and educating the public must
remain uncontrolled. Is this true in the United States today,
and just how free is public opinion?

A FREE SOCIETY AND PHILOSOPHICAL DETERMINISM

There is a vast literature on the subject of public opinion—
especially in the United States where it assumes such great
importance. It ranges from the theoretical formulations of
David Riesman’s The Lonely Crowd on through the writings
of sociologists like Paul Lazarsfeld and down to the practical
analyses of so-called public relations experts whose daily
lives are devoted to manipulating and interpreting public
opinion. In this discussion I would like to point out some of
the basic fallacies which have been accepted as truth about
the manipulation of public opinion, and indicate how the
formation of public opinion in a free society takes place as
a practical matter.
It might be well to start by a brief definition of terms. By
public opinion is meant the attitudes, prejudices, and convic
tions of people towards the ideas and circumstances of their
time. This opinion affects the buying of commodities and the
way people live, and of course it is extremely important to
producers of goods. Here, however, we are more concerned
with its impact on political, economic, and social trends.
It should be noted that public opinion exists and even has
some influence in a totalitarian state, although, like the ice
berg, it is seven-eighths submerged. We know that the men
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in the Kremlin have their own methods of taking soundings
of the criticisms and opinions of people in the Soviet Union.
The totalitarian leaders want to know some of the unvar
nished facts about the life and resentments of their people so
that they may consider what policies are most apt to meet the
current problem. Public opinion polls may be more public
in a free society, but they nevertheless exist to a limited de
gree in the totalitarian state also.
A free society is the name given to the form which exists
wherever the free market system and freely-elected parlia
mentary government prevail. The more limited these institu
tions are, the more limited is the free society. Certainly the
United States and most countries of western Europe may be
termed free societies. However, one must have reservations
about the designations of countries like Spain and Portugal
and some South American countries. As for countries like
Cuba, free public discussion is nonexistent.
Perhaps the most important theory developed during the
past quarter century in analysis of public opinion is the idea
that public opinion is really not free even in a free society.
Deterministic sociologists, philosophers, and other theorists
have developed an elaborate set of theories to prove that we
are all controlled like robots in our thoughts and expressions
about practically everything. According to these analysts,
people who suppose that we are free are really naïve.
It should be plain that acceptance of such a theory down
through the various echelons of the intellectual world, and its
influence upon the community at large, tends to undermine
confidence in the free society itself. It creates cynicism and
discontent with the institutions of private capitalism which
are the very basis of political freedom. Should people become
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convinced that their preferences and opinions are artificially
manipulated by business institutions and politicians they
would naturally become resentful and regard both business
and politics with extreme cynicism.
A leading figure in this theoretical approach is Mr. David
Riesman whose book The Lonely Crowd has had a penetrat
ing influence in the United States. It has even greater effect
upon European intellectuals by impressing upon them the
idea of intellectual poverty and conformity in American life.
Although Mr. Riesman’s analysis meets no standard of scien
tific accuracy, nevertheless his analysis has been widely
adopted in the United States, and has influenced the rest of
the world in its attitude towards this country.
The Riesman theory is that the people of the United States
— and in fact in a great part of the western world— are now
predestined by the character of their population growth to be
what he terms other-directed. An individual in America, he
holds, does not respond to the integrity of his separate inner
life. In Riesman’s own words, the United States “develops in
its typical members a social character whose conformity is
insured by their tendency to be sensitized to the expectations
and preferences of others. These I shall term other-directed
people, and the society in which they live one dependent on
other-direction.”
So American writers and professional people, American
businessmen, American workers think and do as is expected
of them. They have little originality and little opportunity to
express it. This urge to conformity, says Mr. Riesman, has
been going on with increasing speed over many centuries—
since the Renaissance and Reformation to be exact. Prior to
the modern age people were “inner-directed,” according to
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Riesman. They acted nobly upon the promptings of their in
dividually-directed minds and responded with rectitude to
the dictates of their consciences. In Riesman’s words, they
“acquired early in life an internalized set of goals. But since
the Renaissance there has been a gradual deterioration.”
These two groupings by Riesman represent two carica
tures, not two accurate descriptions of societies. A knowledge
of history and of institutions which have influenced great
masses of people, hardly leads to the conclusion that in the
more tightly-controlled, religiously-dominated societies of
hundreds of years ago individuals generally had the strength
and independence of mind which Riesman describes. It is not
credible that in those times when everybody’s status in society
was immutably fixed, people were more free and more vigor
ous in their thinking than they are in the society of today,
which is a fluid, contract society. Yet this, in essence, is what
Riesman tells us and what a good part of the world has
come to believe. As the eminent economist, von Ludwig
Mises, has pointed out, Riesman’s complaint is that everyone
today is not a Michelangelo or a Goethe.
Now it is perfectly clear that people have always been in
fluenced in their actions and ideas by the good opinion, the
customs, the traditions and the habits of their fellow men.
People being what they are, they always will be so influenced.
But are we less free now in our thinking and expressions than
our forebears were five hundred years ago? Do fewer people
break out of the ring of tradition? Is public opinion more
bound by a rigid set of customs and ideas than it was in the
olden days? Merely to ask these questions, I believe, is to
answer them. While there is undoubtedly a tendency towards
conformity, there is also evidence of vigorous dissent by large
and important groups.
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IS FR EEDOM OF THOUGHT AN ILLUSION?

In the field of economics, Professor Abba Lerner carries
forward the Riesman idea. He indicates that people are not
really free, and furthermore that it really doesn’t matter
whether they are or not. In an issue of The American Scholar,
a journal of opinion published by the Phi Beta Kappa Society,
Dr. Lerner says, “Money and the market are the institutions
by which people are induced, or tempted, or bribed to do
what is in the social interest. If this is control, it is subtle, a
gentle even if very effective, form of control in which the
controllees have the illusion of being controlled but free. One
may argue that the donkey who follows the carrot (and who
regularly gets one) only feels more free than the donkey who
flees the stick (and who regularly gets that). But could it not
be that this is all that is meant by saying he is more free? Is
not freedom, after all, essentially an illusion!”
Thus, under Lerner’s logic, truth becomes illusion and il
lusion becomes truth, and control becomes freedom and free
dom becomes control, and what reason is there to fight for
freedom? It can readily be seen how such a philosophy of
doublespeak leads to popular cynicism and a movement to
wards totalitarianism, since freedom is supposed not to exist
anyhow.
Just one more recent quotation from the academic world
to indicate how far the modern intellectual has gone in deny
ing that people are free, or that there is any degree of freedom
in the formulation and expression of public opinion. I quote
here from a book by Professor Edward Knight, a United
States citizen now teaching at University College in Ghana,
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Africa. His book is entitled The Objective Society, and in it
he says, “As for the ‘free world,’ no one who has passed a
Sunday in a protestant community, or tried, apart from matri
mony, to give to fornication the exalted and time-consuming
place in his life which it richly deserves, or dared, if he is an
academic, to say exactly what he thought to his students, no
such person can suppose for a moment that he is a free
agent. . .”
That this statement should appear in a book which is re
viewed in the American press and is meant to be taken seri
ously is an indication of the bankruptcy of the “robot” con
cept of public opinion when carried to its logical conclusion.
One should not, however, get the impression that there is
no opposition to the theory that ours is a “robot” society. In
the academic world there are stirrings in the opposite direc
tion, although they are not vigorous. It is important, however,
that recently in Daedalus, a journal of opinion on the very
highest level of American intellectual life, there appeared a
symposium upon this question of freedom in modern society.
Dr. Edward Shills points to a more optimistic view about how
our modern mass society operates, “Mass society has aroused
and enhanced individuality. Individuality is characterized by
an openness to experience, an efflorescence of sensation and
sensibility, a sensitivity to other minds and personalities. It
gives rise to, and lives in, personal attachments; it grows from
the expansion of the emphatic capacities of the human being.
Mass society has liberated the cognitive, appreciative, and
moral capacities of individuals. Larger elements of the popu
lation have consciously learned to value the pleasures of eye,
ear, taste, touch, and conviviality. People make choices more
freely in many spheres of life, and these choices are not neces
sarily made for them by tradition, authority, or scarcity. The
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value of the experience of personal relationships is more
widely appreciated.
“These observations are not meant to imply that individ
uality as developed in mass society exists universally. A part
of the population in mass society lives in a nearly vegetative
torpor, reacting dully or aggressively to its environment.
Nonetheless, the search for individuality and its manifesta
tions in personal relations are distinctly present in mass so
ciety and constitute one of its essential features.”
The above statement must not be taken as representing
the dominant philosophy in public relations in the United
States today. Quite the contrary. There are not many public
opinion experts who believe that “the search for individual
ity and its manifestations in personal relations are distinctly
present in mass society and constitute one of its essential
features.”

THE “ ROBOT” THEORY IN PRACTICE

Practically all the so-called experts on public opinion fol
low the Riesman theory about other-directed man who is
supposed to dominate our time. These ideas have been elabo
rated upon by many writers in the field of public opinion,
some of whom are in academic circles, but most of whom
are not. Professor Clyde Miller, in his book, The Process of
Persuasion, follows the line that people are “creatures of con
ditioned reflex.” Therefore he reasons that whether selling
soft drinks or a political philosophy, the most effective
method is to cash in on people’s conditioned reflexes. This is
done by the use of “trigger words,” symbols, and other similar
devices. A great many so-called public relations experts are
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practical men who put theories to practical use. One such
book which created a sensation in the United States was The
Hidden Persuaders, by Vance Packard, and another work by
the same author entitled The Status Seekers. These books
developed the line of reasoning that people have an insatiable
urge toward conformity. They seek those symbols of success
which are valued by other people, to the exclusion of all other
achievements.
Of course people often like to imitate those who they be
lieve are better off than they. But the central theme of these
books is that the urge to achieve “status symbols” is the domi
nant force in modern life. Individuality crumples before it.
Against such a driving force the individual has practically
no protection. One gets the impression that people are mere
puppets to be manipulated by some master puppeteer. Writers
like these seize upon some of the many innocent tendencies
of ordinary people— such as that of dressing a little better, or
sending their children to a better school, or trying to buy a
more attractive automobile— and claim them to be exclu
sively symbols of the puppet mind. Almost every fact of life
is twisted into evidence of the urge to conformity.
The fact is, of course, that people have a very wide freedom
in forming their opinions, and they have a very decided urge
to express their individuality. Many producers of goods find
this out after bitter experience. The automobile manufac
turers of the United States who have had to adjust their busi
ness to the impact of public preference for smaller, less con
spicuous automobiles, can tell the believers in status symbols
quite a bit about how expensive belief in the status theory
can be. The little Rambler car—one of the most popular in
America—is certainly no status symbol. It is an efficient piece
of machinery and an inexpensive method of transportation,
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and the public has bought it—much to the chagrin of the
largest automobile manufacturers in the country who until
recently did not produce such a car.
Finally, a bit of advertising history must be recorded to
indicate to what ridiculous lengths the puppet theory of pub
lic opinion has gone. Some practical public relations men de
veloped a plan which became known as “subliminal” adver
tising. It was claimed that messages could be flashed upon a
movie screen or insinuated into radio or television advertising
so inconspicuously as to be below the margin of conscious
identification. Messages were flashed—but the reader was
not conscious of them. It was claimed that these messages, if
repeated often enough, would induce people to buy certain
products, to favor certain candidates for office, or to be favor
able to certain ideas. For a time many were worried and even
terrified at the implication of such massive thought control.
But all of this turned out to be a seven-day wonder. One
hears little more about it today. “Subliminal” advertising has
gone to its grave like many other theories of complete ma
nipulation of the individual’s mind in a free society.
Despite all this, it must be clearly stated that ideas which
exist in the mind of the public have, to some extent, been
confirmed and shaped by basic factors. Modern man, like
every other man, is in some measure the child of circum
stance. He is undoubtedly influenced by the concepts of his
time, the traditions and customs of the age he lives in.

THE AREA OF FREEDOM

But it can be asserted that the modern individual’s area of
freedom in making decisions is a very large one, and often
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the shift of public opinion within that area can basically
affect the course of events. There are many recent instances,
but I will cite only one. In the year 1950 Mr. Robert A. Taft,
who was the author of the Taft-Hartley Labor Relations Act,
was up for re-election from the State of Ohio to the United
States Senate. Ohio is as good a cross section of the United
States as one can find. It includes large cities such as Toledo,
Akron and Columbus, which have big industries and, there
fore, are influenced by labor union activities. Also, there is a
large segment of agriculture, which affects attitudes in that
state.
In 1950 the so-called liberal and labor union slogan against
the Taft-Hartley Act was “slave labor!” This, of course, was
sheer nonsense and is today recognized as such. The TaftHartley Act merely balanced some of the responsibilities of
management with a few equal responsibilities on the part of
labor unions. These restrictions had not heretofore existed.
But emotions ran high and the phrase “slave labor Act” was
on everyone’s tongue. It was generally believed that Mr. Taft,
one of the sponsors of this Act, had no chance of re-election
because the public was sold on the “slave labor” idea.
Taft courageously decided to go to the public and in simple
fashion tell them the facts. His courage and simple honesty
were in themselves appealing. Union members themselves
must have become convinced of his logic and voted for him
in large numbers, because he finally won the election by the
largest plurality ever given to any office-holder in that state.
He could not have done so without the support of the working
people.
Here indeed was a minor turning point in American his
tory. Had Taft been defeated, labor union power would have
grown enormously, and the few restrictions imposed upon
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dictatorial union leaders might have been quickly repealed.
The course of American economic history might have been
changed. The fact that he won the election and that the Amer
ican public slowly became more convinced that monopoly
power on the part of labor unions should be curbed—these
are important facts in the American record. To be sure, labor
union power is still over-riding. But some small progress has
been made, and that power has not increased—it has been
slightly curbed.
This is only one instance of many which could be cited to
indicate that American public opinion is not “puppet” but
can be swayed by logic and appeal to reason. Despite all the
“other-direction” to which the workers of Ohio were sub
jected, they voted in large numbers against what they were
told was their own self-interest. They voted against the pre
vailing opinion among the leaders of the working communi
ties they live in.

MANY ORGANS OF OPINION

To varying degrees, on large and small scale, this freedom
to form and express judgments is evident in the United States.
The journals of opinion-making and opinion-expression are
open. There are over 1,700 daily newspapers in the United
States and over 8,000 weeklies and semi-weeklies. Radio and
television stations practically blanket the country. Magazines
with very large circulation treat current public and private
issues in varying ways. The Readers Digest, with a twelve
million circulation and perhaps four or five readers for every
copy sold, has a definite right-of-center leaning. Look, on the
other hand, with close to six million circulation has a different
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orientation, and Life, with its editorials and opinion moulding
pictures, has still another point of view. Life has a circulation
between six and seven million. Altogether there are about
sixty million copies of the various magazines circulating in
the United States, and there are many readers of each copy.
This is in addition to the daily newspapers with their edi
torials and syndicated columns which represent a rainbow of
opinion from the extreme left to the extreme right, though it
is undoubtedly weighted left-of-center.
Through these media of opinion, plus many others, the
public receives ideas on the issues of our time. Within very
wide limits the issues before the public are not predetermined.
Personalities, events and ideas, all jumbled together, affect
the result of the shifting battle which goes on all the time.
This battle is at the very heart of democratic government, and
given certain checks and balances to prevent precipitant ac
tion, provides the sound instrument for final government ac
tion. It is a sign of health that the people are constantly
assimilating ideas and re-evaluating their circumstances in
the light of differing ideas.
Nevertheless, while the area in which people are free to
form their judgments and express themselves is very great, it
must be admitted that in a broad way people’s attitudes to
wards current economic and social problems are plainly lim
ited by the basic concepts which are dominant in that era—
concepts are not pre-determined by any psychological or so
cial laws, nor are they necessarily iron-bound or rigid for any
great length of time. The basic concepts which guide people
result from the interaction of ideas and events. Ideas are con
ceived and developed by intellectual leaders, and thus both
shape and are shaped by events which follow.
In our lifetime we have been witnesses to a surprising turn
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about in public opinion. The dominant ideas of less than half
a century ago, which were based upon individual responsi
bility and personal freedom have been basically altered and
in their place there have been substituted, to a great extent,
collectivist concepts.
The change has been deep and broad, and it is to be ob
served in all the ideas and institutions of the western world.
The welfare state in which a strong central government is
dominant, is no accident. Even in the United States, which is
supposed to be the most devoted of all countries to free enter
prise, people tend to lean on government to set things right.
Individual virtues such as thrift, rectitude, love of work, are
not prized as they used to be. Ideals are not upheld either—
in fact even the value of the ideal of liberty is questioned.
All of this results from the seminal ideas conceived by
Marx and advanced in other fields by philosophers like Au
gust Comte with his philosophy of logical positivism, Wil
liam James with his pragmatism, and John Dewey with his
theory of instrumentalism and truth-as-experience.
It cannot be too strongly emphasized that basic concepts
are formed at the very top of the intellectual ladder. Ideas
propounded there later become practical programs promul
gated by journalists, politicians and others. Keynes made a
shrewd observation when he said, “Practical men, who be
lieve themselves to be quite exempt from any intellectual in
fluences, are usually the slaves of some defunct economist.
Men in authority, who hear voices in the air, are distilling
their frenzy from some academic scribbler of a few years
back.”
The deep-rooted ideas which guide public thinking upon
individual problems are the ideas which are formed at the
very highest intellectual levels. Unfortunately in this era, at
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these levels, the free-market, libertarian viewpoint is con
spicuous by its absence. Therefore public opinion has veered
leftward. It has become collectivist. Once these ideas have
taken root, mass publications and television and radio pro
ceed to clothe them properly for the public and popularize
various aspects. But the original creation takes place in higher
places, mainly in the academic world.

ANTI-CAPITALIST BIAS

An example of how anti-capitalist ideology, conceived
originally in high intellectual circles, guides public thinking,
are the two surveys discussed in Chapter 3 which analyzed
ideas popularly held by high-school students. We may assume
that the majority of students reflect the opinions which are
discussed in their homes, as well as in school. High school
students are, of course, immature. But such ideas as they have
are not picked out of thin air. The surveys revealed astonish
ing ignorance about the economic process in a free society.
More alarming, however, was the fact that replies to pertinent
questions were so strange that there would seem to be an
indication of anti-capitalist bias.
The vast majority of students seemed to think that prac
tically all the benefits of technological gains go to the owners
of business and they saw no link between private incentive
and the survival of the free enterprise system.
It is obvious that to get at the basis of such ignorance and
prejudice one must go to much higher than high school and
visit the sacred groves of Academe. Here one finds, with but
few exceptions, that the faculties of economics, history,
psychology and literature all lean away from the individualist,
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free-market viewpoint. As a matter of fact this uniformity of
new-day liberal thinking has become so pronounced that pro
tests have been made even in liberal circles against the new
“orthodoxy,” as in the article we examined earlier by Pro
fessor Cronin in the New Republic, where he urged a wide
accommodation for all schools of thought and argued against
what liberals themselves have called the “tyranny of liberal
ism.” This “tyranny” practically excludes from the academic
world all other ideas— even though represented by teachers
whose reputation for scholarship is impeccable.
In view of this virtual coercion of opinion in our institu
tions of higher learning, and among intellectuals generally,
is it any wonder that the entire country has become prisoner
of the new liberal ideology? Is it any wonder that our jour
nalists, authors, professional men of all kinds, and even many
of our business leaders, have veered leftward and have little
understanding of the principles which should guide a free
society? Collectivist concepts are retold to the public in allur
ing fashion by a host of columnists, news commentators, and
other opinion-forming people who have drunk deep at the
fountain of collectivism.
I would emphasize that the continuation of this state of
affairs is definitely not inevitable. If there is one thing that is
certain, it is change. In the United States who could have fore
seen, a half century ago, that the then dominant principles of
the free market and individualism would be renounced as
they have been? Is it unreasonable, then, to expect that the
dominant principles of today may soon be forsaken or modi
fied? Indeed the tide is already rising.
For example, the state of public opinion on economic mat
ters today is certainly very different and in many essential
aspects much farther from the left than it was ten years ago.
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At that time the neo-classical viewpoint was practically never
represented in journals in the field of economics. At that time
the college student who claimed to be a traditional liberal was
tarred as a reactionary. He found little support among his
fellow students, and practically none on the faculty. He was
generally ostracized. But today there is a vigorous body of
dissent within the colleges. Individualists appear under one
banner or another, and if one peruses the academic journals
he will note more frequent articles which represent the in
dividualist point of view.
The saving grace is that basic concepts themselves are sub
ject to change. With that change there is generally a revision
of public opinion at all lower levels. Such changes have taken
place in the past and there is every reason why they will take
place in the future. It is always difficult for those living in
a particular era to assess the fundamental psychological
changes which are taking place and affecting their lives. One
needs perspective to judge such matters and this comes only
with time. But there is much evidence that such a change may
be taking place in our own society. The strength of the collec
tivist concept may be weakening at the very moment when it
seems to be at its apex of strength. The desire for freedom
and individual expression is very deep in the human mind and
heart, and it is seeking to find expression even in an age like
ours, which has been obviously collectivist in trend. Statism
need not be the philosophy of the future when there is an
increasing number of dedicated people fighting for freedom.
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