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From the President 

John Maynard Keynes: The Damage Still 
Done by a Defunct Economist 
B Y R I C H A R D M . E B E L I N G 

Se v e n t y years ago , o n F e b r u a r y 4 , 1 9 3 6 , t h e E n g l i s h 

e c o n o m i s t J o h n M a y n a r d K e y n e s ( 1 8 8 3 - 1 9 4 6 ) 

p u b l i s h e d w h a t s o o n b e c a m e his m o s t f a m o u s 

w o r k , The General Theory of Employment, Interest, and 

Money. F e w b o o k s , i n so s h o r t a t i m e , have g a i n e d s u c h 

w i d e i n f l u e n c e a n d g e n e r a t e d so de s t ruc t i ve a n i m p a c t 

o n p u b l i c pol icy. W h a t K e y n e s s u c c e e d e d in d o i n g was 

t o p r o v i d e a r a t i o n a l e for w h a t g o v e r n m e n t s always l ike 

t o d o : s p e n d m o n e y a n d p a n d e r t o special in teres ts . 

I n t h e p rocess K e y n e s h e l p e d u n d e r m i n e w h a t h a d 

b e e n t h r e e o f t h e essent ia l i n s t i t u t i o n a l i n g r e d i e n t s o f a 

f r e e - m a r k e t e c o n o m y : t h e g o l d s t andard , b a l a n c e d g o v ­

e r n m e n t b u d g e t s , a n d o p e n c o m p e t i t i v e m a r k e t s . In 

t h e i r p l a c e Keynes ' s l egacy has g i v e n us p a p e r - m o n e y 

in f la t ion , g o v e r n m e n t defici t s p e n d i n g , a n d m o r e p o l i t i ­

cal i n t e r v e n t i o n t h r o u g h o u t t h e m a r k e t . 

It w o u l d , o f c o u r s e , b e an e x a g g e r a t i o n t o c l a im tha t 

w i t h o u t K e y n e s a n d t h e K e y n e s i a n r e v o l u t i o n inf la t ion , 

defici t s p e n d i n g , a n d i n t e r v e n t i o n i s m w o u l d n o t have 

o c c u r r e d . F o r d e c a d e s b e f o r e t h e a p p e a r a n c e o f Keynes ' s 

b o o k , t h e po l i t i ca l a n d i d e o l o g i c a l c l i m a t e h a d b e e n 

shi f t ing t o w a r d e v e r - g r e a t e r g o v e r n m e n t i n v o l v e m e n t in 

social a n d e c o n o m i c affairs, d u e t o t h e g r o w i n g in f lu ­

e n c e o f co l lec t iv is t ideas a m o n g in te l l ec tua l s a n d p o l i c y ­

m a k e r s . 

B u t b e f o r e t h e a p p e a r a n c e o f The General Theory, 

m a n y o f t h e a d v o c a t e s o f s u c h col lec t iv is t po l ic ies h a d t o 

ge t a r o u n d t h e m a i n b o d y o f e c o n o m i c t h i n k i n g w h i c h 

still a r g u e d t h a t i n g e n e r a l t h e bes t c o u r s e was for g o v ­

e r n m e n t t o k e e p its h a n d s off t h e m a r k e t , m a i n t a i n a s ta­

b l e c u r r e n c y b a c k e d b y g o l d , a n d res t ra in its o w n t a x i n g 

a n d s p e n d i n g po l i c i e s . 

T h e classical e c o n o m i s t s o f t h e e i g h t e e n t h a n d n i n e ­

t e e n t h c e n t u r i e s h a d persuas ive ly d e m o n s t r a t e d t h a t 

g o v e r n m e n t i n t e r v e n t i o n p r e v e n t e d t h e s m o o t h f u n c ­

t i o n i n g o f t h e m a r k e t . T h e y c o n s t r u c t e d a b o d y o f e c o ­

n o m i c t h e o r y w h i c h clearly s h o w e d t h a t g o v e r n m e n t s 

have n e i t h e r t h e k n o w l e d g e n o r t h e abi l i ty t o d i r ec t 

e c o n o m i c affairs. F r e e d o m a n d p r o s p e r i t y are bes t 

assured w h e n g o v e r n m e n t is, i n gene ra l , l i m i t e d t o p r o ­

t e c t i n g peop le ' s lives a n d p rope r ty , w i t h t h e c o m p e t i t i v e 

forces o f supp ly a n d d e m a n d b r i n g i n g a b o u t t h e n e c e s ­

sary incen t ives a n d c o o r d i n a t i o n o f peop le ' s act ivi t ies . 

D u r i n g t h e N a p o l e o n i c war s o f t h e early n i n e t e e n t h 

c e n t u r y , m a n y E u r o p e a n c o u n t r i e s e x p e r i e n c e d se r ious 

inf la t ions as g o v e r n m e n t s r e s o r t e d t o t h e p r i n t i n g press 

t o fund t h e i r w a r e x p e n d i t u r e s . T h e lesson t h e classical 

e c o n o m i s t s l e a r n e d was tha t t h e h a n d o f t h e g o v e r n m e n t 

h a d to b e r e m o v e d f rom t h e h a n d l e o f t ha t p r i n t i n g press 

if m o n e t a r y stabil i ty was t o b e m a i n t a i n e d . T h e bes t w a y 

o f d o i n g this was t o l i nk a na t ion ' s c u r r e n c y t o a c o m ­

m o d i t y l ike go ld , r e q u i r e b a n k s t o r e d e e m t h e i r n o t e s for 

g o l d o n d e m a n d at a fixed ra te o f e x c h a n g e , a n d l imi t 

any increases in t h e a m o u n t o f s u c h b a n k n o t e s in c i r ­

c u l a t i o n t o a d d i t i o n a l depos i t s o f g o l d left in t h e b a n k s 

b y t h e i r d e p o s i t o r s . 

T h e y also c o n c l u d e d tha t deficit s p e n d i n g was a d a n ­

g e r o u s m e a n s o f f u n d i n g g o v e r n m e n t p r o g r a m s . It 

e n a b l e d g o v e r n m e n t s t o c rea te t h e i l lus ion tha t t h e y 

c o u l d s p e n d w i t h o u t i m p o s i n g a cost o n soc ie ty in t h e 

f o r m o f h i g h e r taxes; t h e y c o u l d b o r r o w a n d s p e n d 

today, a n d defer t h e tax cost un t i l s o m e t o m o r r o w w h e n 

t h e loans w o u l d have t o b e repa id . T h e classical e c o n o ­

mists cal led for annua l l y b a l a n c e d b u d g e t s , e n a b l i n g t h e 

e l e c to r a t e t o see m o r e clearly t h e cost o f g o v e r n m e n t 

s p e n d i n g . If a n a t i o n a l e m e r g e n c y , s u c h as a war , w e r e t o 

force t h e g o v e r n m e n t t o b o r r o w , t h e n w h e n t h e crisis 

passed, t h e g o v e r n m e n t s h o u l d r u n b u d g e t surp luses t o 

pay off t h e d e b t . 

T h e s e w e r e c o n s i d e r e d t h e t r i e d a n d t r u e pol ic ies for 

a h e a l t h y society. A n d these w e r e t h e pol ic ies tha t 

K e y n e s d id his bes t t o t ry t o o v e r t h r o w in t h e pages o f 

The General Theory. H e a r g u e d tha t a m a r k e t e c o n o m y 

was i n h e r e n t l y uns t ab le , o p e n t o swings o f i r r a t iona l 
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T h e D a m a g e S t i l l D o n e b y a D e f u n c t E c o n o m i s t 

i nves to r o p t i m i s m a n d p e s s i m i s m , w h i c h r e su l t ed in 

u n p r e d i c t a b l e a n d w i d e f luc tua t ions in o u t p u t , e m p l o y ­

m e n t , a n d p r i c e s . O n l y g o v e r n m e n t , h e be l i eved , c o u l d 

t ake t h e l o n g v i e w a n d r a t iona l ly k e e p t h e e c o n o m y o n 

a n e v e n kee l b y r u n n i n g deficits t o s t i m u l a t e t h e e c o n ­

o m y d u r i n g dep re s s ions a n d su rp luses t o r e i n it i n d u r ­

i n g in f l a t iona ry b o o m s . H e t h e r e f o r e a t t a c k e d t h e 

n o t i o n o f a n n u a l b a l a n c e d b u d g e t s ; i n s t ead , g o v e r n m e n t 

s h o u l d b a l a n c e its b u d g e t ove r t h e "bus ines s cyc le ." 

T o d o this j o b , K e y n e s said, g o v e r n m e n t s c o u l d n o t 

b e h a m s t r u n g b y t h e " b a r b a r o u s r e l i c " o f t h e g o l d s t a n ­

dard . W i s e po l i t i c i ans , g u i d e d b y b r i l l i an t e c o n o m i s t s 

l ike himself , h a d t o h a v e t h e f lexibi l i ty t o inc rease t h e 

m o n e y supply, m a n i p u l a t e in t e res t ra tes , a n d c h a n g e t h e 

f o r e i g n - e x c h a n g e rates at w h i c h c u r r e n c i e s t r a d e d for 

e a c h o t h e r . T h e y r e q u i r e d this p o w e r so t h e y c o u l d g e n ­

e ra te any a m o u n t o f s p e n d i n g n e e d e d to p u t p e o p l e 

b a c k t o w o r k t h r o u g h p u b l i c - w o r k s p ro jec t s a n d g o v ­

e r n m e n t - s t i m u l a t e d p r i v a t e i n v e s t m e n t s . L i m i t i n g 

increases in t h e m o n e y s u p p l y t o t h e q u a n t i t y o f g o l d 

w o u l d o n l y ge t i n t h e way, K e y n e s ins is ted . 

K e y n e s b e l i e v e d n o t o n l y t h a t t h e m a r k e t e c o n o m y 

c o u l d n o t k e e p itself o n an e v e n kee l , h e also b e l i e v e d 

t h a t it w o u l d b e u n d e s i r a b l e t o a l l ow t h e m a r k e t t o 

w o r k . H e o n c e said t h a t t o h a v e t h e m a r k e t d e t e r m i n e 

p r i c e s a n d w a g e s t o b a l a n c e s u p p l y a n d d e m a n d was t o 

s u b m i t soc i e ty t o a c r u e l a n d un ju s t " e c o n o m i c j u g g e r ­

n a u t . " Ins tead , h e w a n t e d w a g e s a n d p r i c e s t o b e p o l i t i ­

cally f ixed o n t h e basis o f " w h a t is 'fair ' a n d ' r e a s o n a b l e ' 

as b e t w e e n t h e [social] classes." 

T h e level o f w a g e s i m p o s e d b y t r a d e u n i o n s , for 

e x a m p l e , was t o b e v i e w e d as sacrosanc t , e v e n if m a n y 

w o r k e r s w e r e p r i c e d o u t o f t h e m a r k e t b e c a u s e t h e level 

was h i g h e r t h a n p o t e n t i a l e m p l o y e r s t h o u g h t t h o s e 

w o r k e r s w e r e w o r t h . T h e g o v e r n m e n t , i n s t ead , was t o 

p r i n t m o n e y , r u n defici ts , a n d p u s h u p p r i c e s t o a n y level 

n e e d e d t o m a k e it aga in prof i tab le for e m p l o y e r s t o h i r e 

w o r k e r s . In o t h e r w o r d s , p e r p e t u a l p r i c e in f la t ion was t o 

b e t h e m e a n s t o assure "full e m p l o y m e n t " in t h e face o f 

aggressive t r a d e u n i o n s . 

No Check on Spending 

In a d d i t i o n , w h e n t h e b a l a n c e d - b u d g e t r u l e was o v e r ­

t h r o w n t h e r e was n o l o n g e r any c h e c k o n g o v e r n ­

m e n t s p e n d i n g . As J a m e s M . B u c h a n a n a n d R i c h a r d E . 

W a g n e r p o i n t e d o u t i n Democracy in Deficit ( 1977) , o n c e 

g o v e r n m e n t is f reed f r o m t h e res t ra in t o f m a k i n g t a x ­

payers d i r ec t ly a n d i m m e d i a t e l y pay for w h a t it s p e n d s , 

eve ry c o n c e i v a b l e spec ia l - in t e re s t g r o u p can appea l t o 

t h e po l i t i c i ans t o feed t h e i r w a n t s . T h e po l i t i c i ans , des i r ­

i n g vo te s a n d c a m p a i g n c o n t r i b u t i o n s , h a p p i l y offer t o 

satisfy t h e g l u t t o n y o f favored g r o u p s . A t t h e s a m e t i m e , 

t h e t axpayers easily fall p r e y t o t h e d e l u s i o n t h a t g o v ­

e r n m e n t can g ive s o m e t h i n g for n o t h i n g t o v i r tua l ly 

e v e r y o n e at n o cos t t o t h e m . 

I n d e e d , po l i t i c i ans c a n n o w play t h e g a m e o f offer­

i n g m o r e a n d m o r e dol lars t o special in teres ts , w h i l e 

l o w e r i n g taxes. T h e g o v e r n m e n t s imp ly fills t h e gap b y 

b o r r o w i n g , i m p o s i n g a g r e a t e r d e b t b u r d e n o n fu tu re 

g e n e r a t i o n s . E i t h e r taxes w i l l have t o g o u p in t h e years 

a h e a d o r t h e g o v e r n m e n t wi l l t u r n t o t h e p r i n t i n g press 

t o p a y w h a t it o w e s , all t h e w h i l e c l a i m i n g t h a t it's b e i n g 

d o n e t o g e n e r a t e " n a t i o n a l p r o s p e r i t y " a n d f u n d t h e 

"socia l ly n e c e s s a r y " p r o g r a m s o f t h e wel fa re state. 

I n o n e o f t h e m o s t f a m o u s passages i n The General 

Theory, K e y n e s said t h a t " t h e ideas o f e c o n o m i s t s a n d 

po l i t i ca l p h i l o s o p h e r s , b o t h w h e n t h e y are r i g h t a n d 

w h e n t h e y are w r o n g , are m o r e p o w e r f u l t h a n is c o m ­

m o n l y u n d e r s t o o d . I n d e e d t h e w o r l d is r u l e d by li t t le 

else. P rac t i ca l m e n , w h o be l i eve t h e m s e l v e s t o b e 

e x e m p t f r o m a n y in t e l l ec tua l i n f luences , are usua l ly t h e 

slaves o f s o m e d e f u n c t e c o n o m i s t . M a d m e n in a u t h o r i ­

ty, w h o h e a r vo ices in t h e air, are dis t i l l ing t h e i r f renzy 

f r o m s o m e a c a d e m i c s c r ibb l e r o f a f ew years b a c k . " 

S e v e n t y years after t h e a p p e a r a n c e o f The General 

Theory, m a n y p rac t i ca l m e n o f affairs a n d po l i t i c i ans in 

a u t h o r i t y r e m a i n t h e slaves o f d e f u n c t e c o n o m i s t s a n d 

a c a d e m i c sc r ibb le r s . T h e t r a g e d y for o u r t i m e s is t ha t 

a m o n g t h e vo ices t h e y still h e a r i n t h e air as t h e y c o r ­

r u p t l y m i s m a n a g e e v e r y t h i n g t h e y t o u c h is t h a t o f J o h n 

M a y n a r d K e y n e s . ( § | 
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Perspective 

Legal Plunder 
Mislabeled "Defense" 

A r n a u d d e B o r c h g r a v e o f U n i t e d Press I n t e r n a ­

t iona l has b e e n r e p o r t i n g o n n a t i o n a l in te l l i ­

g e n c e m a t t e r s for m a n y years . In a r e c e n t 

d i spa tch h e w r o t e tha t " [ s ] o m e 1 5 , 3 0 0 e a r m a r k s in t h e 

U . S . defense b u d g e t , u p 1,300 p e r c e n t in t h e 21st c e n t u ­

ry, are so m a n y p o r k pro jec t s for l a w m a k e r s ' c o n s t i t u e n ­

cies t h a t have n o t h i n g t o d o w i t h defense ." T h a t 

averages t o nea r ly 2 9 e a r m a r k s p e r m e m b e r o f C o n g r e s s . 

W h e n a c o n g r e s s m a n w a n t s t o score p o i n t s w i t h in f lu ­

ent ia l vo t e r s i n his state o r dis t r ic t , h e gets a n a p p r o p r i a ­

t i o n a d d e d to a bill , e a r m a r k i n g m o n e y for a p ro j ec t 

t a i lo red t o m a k e t h o s e vo te r s e t e rna l ly g r a t e fu l—at least 

t h r o u g h e l e c t i o n day. 

It's t e m p t i n g t o t h i n k t h e mi l i t a ry b u d g e t is different 

f rom t h e rest o f t h e g o v e r n m e n t ' s b u d g e t . Pol i t ics surely 

w o u l d n o t i n t r u d e o n s u c h an i m p o r t a n t m a t t e r . B u t w e 

k n o w be t t e r . T h e P e n t a g o n is as m u c h a pa r t o f t h e 

b u r e a u c r a c y as any o t h e r d e p a r t m e n t . W e m a y h a t e t o 

a c c e p t it, b u t w e a p o n s sys tems, mi l i t a ry aircraft, a n d naval 

ships have b e e n bu i l t solely b e c a u s e t h e y c r ea t ed o r 

m a i n t a i n e d j o b s in an i m p o r t a n t cong re s sman ' s dis t r ic t . If 

d e B o r c h g r a v e is r i g h t , this is m o r e p o p u l a r t h a n ever. 

Classical l iberals have l o n g w a r n e d o f this p rac t i ce . 

M i l t o n F r i e d m a n c r i t i c i zed it in his b o o k f rom t h e 1980s 

The Tyranny of the Status Quo. Liberals f u r t h e r b a c k have 

s o u n d e d t h e s a m e tocs in . F o r e x a m p l e , J o h n B r i g h t , t h e 

g rea t p e a c e - a n d - f r e e - t r a d e activist a n d m e m b e r o f P a r ­

l i a m e n t , i n 1 8 5 8 c o n d e m n e d t h e Br i t i sh g o v e r n m e n t ' s 

"excess ive love for t h e ' b a l a n c e o f p o w e r ' [as] n e i t h e r 

m o r e n o r less t h a n a g igan t i c sys t em o f o u t - d o o r rel ief 

for t h e a r i s toc racy o f G r e a t B r i t a i n . " 

A s imilar p o i n t was m a d e in t h e t w e n t i e t h c e n t u r y b y 

t h e l iberal j o u r n a l i s t J o h n T. F l y n n in his 1 9 4 4 b o o k As 

We Go Marching, t h e classic s t u d y o f t h e r ise o f fascism in 

Italy a n d N a z i s m in G e r m a n y . L o n g be fo re M u s s o l i n i , 

F l y n n w r o t e , I ta l ian g o v e r n m e n t s h a d inc reased e x p e n d i ­

tu res , t a x a t i o n , a n d d e b t t h r o u g h p r o g r a m s i n t e n d e d to 

please c o n s t i t u e n c i e s a n d k e e p t h e e c o n o m y g o i n g . E v e n 

be fo re K e y n e s p u b l i s h e d his General Theory i n 1 9 3 6 , 

po l i t i c ians feared tha t w i t h o u t b i g g o v e r n m e n t s p e n d i n g , 

dep re s s ion a n d des tab i l i z ing u n e m p l o y m e n t w o u l d b e 

t h e ru l e . So t h e y spen t , t axed , a n d b o r r o w e d . 
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P E R S P E C T I V E : L e g a l P l u n d e r M i s l a b e l e d " D e f e n s e ' 

" B u t th is p o l i c y d o e s r u n i n t o r e s i s t a n c e — a n d resis t­

a n c e in v e r y in f luen t ia l q u a r t e r s , " F l y n n w r o t e . " T h e 

la rge t axpaye r is agains t it. H e acqu ie sces re luc tan t ly . 

A n d as t h e d e b t g r o w s a n d h e l o o k s w i t h g r o w i n g fear 

o n its fu tu re p r o p o r t i o n s h e b e g i n s t o e x e r t his full in f lu ­

e n c e against it. In different c o u n t r i e s t h e basis o f res is t ­

a n c e takes different f o r m s , b u t it c o m e s chief ly f r o m t h e 

c o n s e r v a t i v e g r o u p s . H e n c e it b e c o m e s inc reas ing ly dif­

ficult t o g o o n s p e n d i n g in t h e p r e s e n c e o f pe r s i s t i ng 

deficits a n d r i s ing d e b t . S o m e f o r m o f s p e n d i n g m u s t b e 

f o u n d t h a t wi l l c o m m a n d t h e s u p p o r t o f t h e c o n s e r v a ­

t ive g r o u p s . Pol i t ica l l eade r s , e m b a r r a s s e d b y t h e i r subs i ­

dies t o t h e p o o r , s o o n l e a r n e d t h a t o n e o f t h e easiest 

ways t o s p e n d m o n e y is o n mi l i t a ry e s t ab l i shmen t s a n d 

a r m a m e n t s , b e c a u s e it c o m m a n d s t h e s u p p o r t o f t h e 

g r o u p s m o s t o p p o s e d t o s p e n d i n g . . . . 

" T h u s it was b e c a u s e t h e g o v e r n m e n t c o u l d ge t p u b ­

lic a g r e e m e n t for l oans for this p u r p o s e a n d b e c a u s e 

s u c h loans w e r e essent ia l t o t h e p o l i c y o f s p e n d i n g 

w h i c h k e p t t h e f l o u n d e r i n g e c o n o m i c s y s t e m g o i n g t h a t 

t h e mi l i t a r i s t i c p o l i c y r e m a i n e d so vi ta l a n d v i g o r o u s a n 

i n s t i t u t i o n in I t a l y — a n d in e v e r y o t h e r c o n t i n e n t a l 

c o u n t r y . . . . 

" I m u s t n o t leave this w h o l e subjec t o f s p e n d i n g a n d 

t h e m e a n s e m p l o y e d to spend , i n c l u d i n g mi l i t a r i sm, w i t h ­

o u t o b s e r v i n g tha t t h e r e is n o t h i n g n e w in it. It is as o ld 

as civi l ized g o v e r n m e n t . A n d w h a t is m o r e , t h e p r o t a g o ­

nists o f it have u n d e r s t o o d precisely w h a t t h e y are d o i n g . " 

W e have l e a r n e d f r o m t h e P u b l i c C h o i c e s c h o o l o f 

po l i t i ca l e c o n o m y t h a t benef i t s f r o m g o v e r n m e n t s p e n d ­

i n g are c o n c e n t r a t e d o n relat ively smal l s e l f - consc ious 

in te res t g r o u p s , w h i l e t h e costs are sp read t h i n l y a m o n g 

t h e mass o f t axpayers . H e n c e t h e bene f i c i a r i e s have far 

m o r e i n c e n t i v e t o w o r k t h e halls o f g o v e r n m e n t t h a n d o 

t h e p r e o c c u p i e d t axpayers . N o w o n d e r in t e res t g r o u p s 

have t h e a d v a n t a g e . W h e n t h e label " n a t i o n a l s e c u r i t y " is 

affixed t o a s p e n d i n g bil l , so m u c h t h e b e t t e r for t h e r e l ­

evan t g r o u p , a n d so m u c h t h e w o r s e for t h e t axpayers , 

w h o are in n o p o s i t i o n t o ver i fy t h e c l a im. 

W h a t ' s t h e m o r a l he r e? T h a t a n y t h i n g ca l led de fense 

is b o g u s ? O f c o u r s e n o t . T h e m o r a l is t h a t g i v e n t h e 

coe rc ive a n d expans ive n a t u r e o f t h e po l i t i ca l p roces s , 

t h e a p p r o p r i a t e a t t i t u d e o f t h e t axpaye r is skep t i c i sm, o r 

as Je f fe rson p u t it, " jea lousy," r a t h e r t h a n c o n f i d e n c e . 

• • • 
A n y a d v o c a t e o f s e p a r a t i n g s c h o o l a n d state is i m m e ­

d ia te ly h i t w i t h t h e c h a l l e n g e : " B u t w h a t a b o u t t h e 

p o o r ? " U p u n t i l n o w w e c o u l d d r a w o n t h e o r y a n d h i s ­

t o r y for a n answer . B u t n o w w e have c o n t e m p o r a r y 

e x a m p l e s f r o m t h e p o o r e s t c o u n t r i e s o f t h e d e v e l o p i n g 

w o r l d . J a m e s T o o l e y r e p o r t s o n his p a t h - b r e a k i n g 

resea rch . 

L u d w i g v o n M i s e s was a r g u a b l y t h e g rea tes t e c o n o ­

mis t a n d a d v o c a t e o f free m a r k e t s i n t h e t w e n t i e t h c e n ­

tury. I n this first o f t w o ar t ic les , R i c h a r d E b e l i n g detai ls 

Mises 's c o n t r i b u t i o n s t o s o u n d e c o n o m i c t h i n k i n g a n d 

t h e cause o f l iber ty . 

E l e c t i o n s in G e r m a n y a n d J a p a n c o u l d h e r a l d an e n d 

t o t h e i r e x p e r i m e n t s w i t h t h e T h i r d Way. N o r m a n 

B a r r y l o o k s b e h i n d t h e h e a d l i n e s . 

D u r i n g his l o n g ca r ee r F. A . H a y e k w r o t e v o l u m e s 

n o t j u s t o n e c o n o m i c s , b u t o n b r o a d e r social p h i l o s o p h y 

as we l l . Af te r a ra re c h a n c e t o e x a m i n e H a y e k ' s p r i va t e 

n o t e s , S t e v e n H o r w i t z discusses t h e g rea t th inke r ' s 

w o r l d v i e w . 

T h e s t anda rd bill o f i n d i c t m e n t agains t t h e free m a r ­

ke t has a c u r i o u s fea ture : all t h e a l l eged offenses h a v e 

t h e i r r o o t s i n g o v e r n m e n t i n t e r v e n t i o n . J o s e p h 

S t r o m b e r g has t h e pa r t i cu l a r s . 

F E E is c e l e b r a t i n g its 6 0 t h a n n i v e r s a r y this year. 

W h o m b e t t e r t o t u r n t o for a n ear ly h i s t o r y t h a n H e n r y 

Haz l i t t . H e p r o v i d e s this m o n t h ' s T i m e l y Classic. 

The Freemans c o l u m n i s t s h a v e h i t o n a n o t h e r set o f 

fasc ina t ing t op i c s . R i c h a r d E b e l i n g revisits Keynes ' s Gen­

eral Theory. L a w r e n c e R e e d r e c o u n t s his favor i te f ree­

d o m - o r i e n t e d m o v i e s . T h o m a s Szasz e x p l o r e s 

psych ia t ry ' s c o n c e p t s o f m e n t a l illness a n d b r a i n d i s o r ­

der , a n d t h e i r r e l a t i onsh ip t o f r e e d o m . R o b e r t H i g g s 

e x a m i n e s U . S . e c o n o m i c p o l i c y b e f o r e Japan ' s a t t ack o n 

Pear l H a r b o r . C h a r l e s B a i r d l o o k s at a d i s p u t e b e t w e e n 

o r g a n i z e d l a b o r a n d t h e N a t i o n a l O r g a n i z a t i o n for 

W o m e n . A n d D a v i d H e n d e r s o n , r e a d i n g a case for m e d ­

ical r a t i o n i n g , r e s p o n d s , " I t Jus t A i n ' t S o ! " 

B o o k s c o m i n g u n d e r r e v i e w this issue s c r u t i n i z e 

R u s s i a n c o n s e r v a t i s m , t h e m i r a c l e o f e l e c t r o n i c t r a n s a c ­

t i ons , t h e " n e w n e w left," a n d e c o n o m i c sense . 

—Sheldon Richman 

srichman @fee. org 
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We Need Medical Rationing? 
It Just Ain't So! 

B Y DAVID R. H E N D E R S O N 

I n a r e c e n t o p - e d in t h e Los Angeles Times ( "A H e a l t h 

C a r e P r e s c r i p t i o n that ' s H a r d t o Swal low," J a n u a r y 

3 0 , 2 0 0 6 ) , H e n r y A a r o n , a w e l l - k n o w n h e a l t h e c o n ­

o m i s t at t h e B r o o k i n g s I n s t i t u t i o n , m a d e t h e f o l l o w i n g 

a r g u m e n t : 

S p e n d i n g o n h e a l t h care i n t h e U n i t e d States is r i s ing 

as a p e r c e n t o f G D P a n d c o u l d g o f r o m its c u r r e n t 16 

p e r c e n t t o as m u c h as 3 3 p e r c e n t b y 2 0 3 0 . B e c a u s e h i g h ­

er taxes wi l l b e n e e d e d t o pay for p r o j e c t e d increases in 

M e d i c a r e a n d M e d i c a i d , t h e g o v e r n m e n t s h o u l d r a t i o n 

h e a l t h care , t h a t is, res t r ic t p u r c h a s e s o f cos t ly m e d i c a l 

e q u i p m e n t , p u t caps o n hosp i t a l b u d g e t s , a n d e n f o r c e 

p r o t o c o l s o n t r e a t m e n t s for v a r i o u s a i l m e n t s — i n o t h e r 

w o r d s , forc ib ly p r e v e n t p e o p l e f r o m g e t t i n g c e r t a i n 

t r e a t m e n t s . 

B u t A a r o n ' s dras t ic po l i t i ca l s o l u t i o n d o e s n o t fo l low 

f r o m his s t a t e m e n t o f t h e p r o b l e m . In fact, A a r o n d o e s a 

s le ight o f h a n d tha t , u n f o r t u n a t e l y , p r o b a b l y far t o o f ew 

r eade r s c a u g h t . 

A a r o n is r i g h t t o say t h a t w e n e e d t o r e in in g o v e r n ­

m e n t s p e n d i n g o n M e d i c a r e a n d M e d i c a i d . Soc i a l i zed 

m e d i c i n e for t h e e lde r ly a n d t h e p o o r was n e v e r a g o o d 

idea , a n d m e a s u r e s t o l i m i t s u c h s p e n d i n g — h i g h e r c o -

pays , l o w e r i n g t h e i n c o m e at w h i c h s o m e o n e c a n q u a l ­

ify for M e d i c a i d , a n d ra i s ing t h e age at w h i c h p e o p l e 

c a n qual i fy for M e d i c a r e f r o m its c u r r e n t level o f 6 5 — 

m a k e sense . I n d e e d , p h a s i n g o u t b o t h p r o g r a m s m a k e s 

sense a n d is j u s t i f i ed o n m o r a l g r o u n d s also: forc ib ly 

t a k i n g m o n e y f r o m s o m e t o pay for o t h e r s ' h e a l t h ca re 

is w r o n g . It's e v e n h a r d e r t o a r g u e for forc ib ly t a k i n g 

m o n e y f r o m w o r k e r s t o pay for t h e h e a l t h ca re o f t h e 

e lder ly , w h o are , in fact, t h e s e c o n d - r i c h e s t age g r o u p 

( m e a s u r e d b y w e a l t h r a t h e r t h a n i n c o m e ) i n A m e r i c a . 

B u t h o w d o e s A a r o n ge t f r o m t h e fact t h a t an 

u n c h e c k e d M e d i c a r e a n d M e d i c a i d wi l l r e q u i r e h i g h e r 

taxes t o his c o n c l u s i o n t h a t h e a l t h care s h o u l d b e 

r a t i o n e d for all, i n c l u d i n g t h o s e w h o have t he i r o w n 

i n s u r a n c e o r w h o pay o u t o f t h e i r o w n pocke t s? H e 

d o e s n ' t tell us . A a r o n s e e m s to be l i eve tha t b e c a u s e t h e 

g r o w t h o f M e d i c a r e a n d M e d i c a i d s h o u l d b e cu t , it's 

o n l y fair t o l imi t w h a t o t h e r s can s p e n d o n h e a l t h care 

also. If this is his a r g u m e n t , w o u l d A a r o n app ly it m o r e 

genera l ly? U n d e r s o m e states ' wel fare p r o g r a m s , for 

e x a m p l e , wel fare r ec ip ien t s are n o t a l lowed to o w n cars. 

W o u l d A a r o n a r g u e tha t as l o n g as s u c h res t r i c t ions 

r e m a i n , p e o p l e not o n welfare s h o u l d n o t b e a l l owed to 

o w n cars? I d o u b t it. 

W e are led t o c o n c l u d e , t h e n , t ha t i n Aaron ' s m i n d , 

h e a l t h care is special . W h a t m a k e s it special? H e doesn ' t 

say, b u t w e can specu la te . P e r h a p s A a r o n t h i n k s c o n ­

s u m p t i o n o f h e a l t h care s h o u l d n o t d e p e n d o n peop le ' s 

i n c o m e o r w e a l t h , a n d so h e w a n t s g o v e r n m e n t t o p r o ­

h ib i t y o u f rom s p e n d i n g y o u r o w n m o n e y as y o u see fit 

i n t h a t regard . 

A a r o n c o u l d have m a d e a n o t h e r a r g u m e n t for w h y 

h e a l t h care is special . T h e U . S . h e a l t h - c a r e m a r k e t , c o n ­

t r a ry t o w h a t m a n y p e o p l e assert, is o n e o f t h e m o s t r e g ­

u l a t e d i n d u s t r i e s i n A m e r i c a . I n all states t h e supp ly o f 

d o c t o r s a n d d r u g s is r e g u l a t e d by laws tha t raise p r i ces 

a n d m a k e m a n y d r u g s unavai lab le . Hosp i t a l s a n d h e a l t h 

i n s u r a n c e , w h i c h is h o w m o s t p e o p l e pay for h e a l t h care, 

are also h i g h l y r egu l a t ed . 

David Henderson (drhend@mbay.net) is a research fellow with the Hoover 
Institution and an economics professor at tlie Naval Postgraduate School in 
Monterey, California. He was previously the senior economist for health 
policy with the President's Council of Economic Advisers. His latest book, 
coauthored with Charles L. Hooper, is M a k i n g Great Decisions in 
Business and Life (Chicago Park Press, 2006). 
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IT J U S T A I N ' T S O ! : W e N e e d M e d i c a l R a t i o n i n g ? 

A a r o n p o i n t s o u t t h a t i n s u r e d pa t i en t s " p a y l i t t le o f 

t h e cos t o f t h e i r o w n care w h e n ill." T h u s t h e y " w a n t 

e v e r y t h i n g t h a t m i g h t c o n c e i v a b l y a d d e v e n s o m e t iny 

benef i t , " n o m a t t e r t h e cos t . B u t w h e n i n s u r i n g m y 

h o u s e , I w o u l d w a n t eve ry l i t t le bene f i t , n o m a t t e r t h e 

cost , as l o n g as I d i d n ' t h a v e t o p a y for it. Yet n o o n e is 

p o i n t i n g t o a h o u s e - i n s u r a n c e crisis. W h y ? B e c a u s e t h e 

c o m p a n i e s t h a t sell us h o u s e i n s u r a n c e h a v e c l e a r - c u t 

lists o f w h a t t h e y wi l l pay for a n d w h a t t h e y w o n ' t . 

T h e s a m e appl ies t o h e a l t h i n s u r a n c e , w i t h this c ruc ia l 

d i f ference: if t h e i n s u r a n c e p o l i c y covers a pa r t i cu l a r a i l ­

m e n t , t h e l a w requ i re s t h e i n su re r t o p r o v i d e any benef i t s 

t ha t are " m e d i c a l l y n e c e s s a r y " for t r e a t i ng it. T h e l aw is 

genera l ly i n t e r p r e t e d b r o a d l y t o cove r all t h e latest t r ea t ­

m e n t s , n o m a t t e r h o w expens ive . T h i s m e a n s tha t a n 

i n s u r a n c e c o m p a n y in t h e U n i t e d States c a n n o t offer a 

" C h e v r o l e t " p o l i c y for d e a l i n g w i t h , say, k i d n e y disease; 

if t h e p o l i c y covers k i d n e y disease, it m u s t b e " L e x u s " 

coverage . Yet , arguably, a h u g e p e r c e n t o f t h e u n i n s u r e d 

w o u l d gladly pay a substant ia l ly l o w e r p r e m i u m for 

" C h e v r o l e t " c o v e r a g e r a t h e r t h a n g o w i t h o u t . O n e c o u l d 

e v e n i m a g i n e p e o p l e b e i n g w i l l i n g t o pay l o w p r e m i u m s 

t o ge t " C a n a d i a n - s t y l e " coverage , w h i c h , i n a u t o m o b i l e 

t e r m s , is a Y u g o . C a n a d i a n s a n d A m e r i c a n s are n o t t ha t 

different . A sizeable p e r c e n t o f t h e C a n a d i a n p o p u l a t i o n 

has b e c o m e a c c u s t o m e d to , a n d a p p a r e n t l y c o m f o r t a b l e 

w i t h , w a i t i n g m o n t h s b e t w e e n d iagnos is a n d surgery , 

e v e n for s u c h i m p o r t a n t t h ings as h e a r t disease a n d l u n g 

cancer . Possibly, s o m e o f t h e p u s h in A m e r i c a for C a n a ­

d ian - s ty l e h e a l t h care reflects m a n y A m e r i c a n s ' desi re t o 

pay less a n d ge t i n a q u e u e . So let t h e m . 

I d o n ' t a d v o c a t e imposing C a n a d i a n h e a l t h care ; I d o 

a d v o c a t e allowing i t . Yet r e g u l a t i o n s p r e v e n t it. A n d o n e 

g o o d s ide effect o f a l l o w i n g C a n a d i a n - s t y l e h e a l t h care 

is t h a t it w o u l d r e d u c e t h e size a n d p o w e r o f t h e c o a l i ­

t i o n t h a t is p u s h i n g t o i m p o s e t h a t s y s t e m o n all A m e r ­

icans . T h e r o o t o f t h e p r o b l e m t h a t A a r o n ident i f ies is 

r e g u l a t i o n t h a t p r e v e n t s b u y e r s a n d sellers f r o m m a k i n g 

m u t u a l l y benef ic ia l e x c h a n g e s : th is r e g u l a t i o n p u t s g o v ­

e r n m e n t in t h e ro le o f d i c t a t i n g w h a t c an b e b o u g h t a n d 

sold . 

Missing the Logical Step 

A a r o n p o i n t s t o t h e i nev i t ab l e resul t o f pa t i en t s p a y ­

i n g s u c h a smal l p e r c e n t a g e o f t h e i r h e a l t h - c a r e 

costs . B u t h e d o e s n ' t t ake t h e log ica l s tep o f s u g g e s t i n g 

t h a t M e d i c a r e a n d M e d i c a i d pa t i en t s pay a h i g h e r p e r ­

c e n t a g e . W h y l imi t t h e i r c h o i c e s w i t h a h e a v y - h a n d e d , 

one-s ize - f i t s -a l l m a n d a t e f r o m a b o v e w h e n a s imp le 

c h a n g e w o u l d save t h e t w o p r o g r a m s ' b u d g e t s a n d a l low 

pa t i en t s a n d t h e i r d o c t o r s t o c h o o s e w h i c h t r e a t m e n t s 

are w o r t h t h e p r i c e a n d w h i c h aren ' t? 

A n d here ' s t h e i rony. T h e p l a n A a r o n a d v o c a t e s l o o k s 

q u i t e a b i t l ike C a n a d i a n - s t y l e h e a l t h care . R e s t r i c t i o n s 

o n p u r c h a s e s o f m e d i c a l e q u i p m e n t , caps o n hosp i t a l 

b u d g e t s , a n d e n f o r c e d p r o t o c o l s o n t r e a t m e n t s — t h e s e 

are all i m p o r t a n t par t s o f C a n a d a ' s soc ia l ized sys t em. 

A a r o n w r i t e s t h a t po l i t i c i ans insist " t h e y wi l l f ight off 

efforts t o d e n y t h e i n s u r e d a n y benef ic ia l s e rv i ce t h a t 

i n s u r a n c e covers . " I n o t h e r w o r d s , A a r o n s e e m s t o 

u n d e r s t a n d t h e p r o b l e m : g o v e r n m e n t r e g u l a t i o n p r e ­

ven t s i n su re r s f r o m m a k i n g sensible a t t e m p t s t o offer 

l e s s - g e n e r o u s i n s u r a n c e po l i c i e s . B u t r a t h e r t h a n a d v o ­

ca te a l l o w i n g l e s s - g e n e r o u s i n s u r a n c e po l i c i e s , A a r o n 

takes a n e v e n m o r e dras t ic s tep o f a d v o c a t i n g fo rced 

r a t i o n i n g . In o t h e r w o r d s , r a t h e r t h a n a d v o c a t e a m o d e s t 

p o l i c y t h a t goes agains t t h e c u r r e n t po l i t i ca l m i n d s e t , 

A a r o n a d v o c a t e s a dras t ic p o l i c y t h a t goes against 

t h a t m i n d s e t . Is it poss ib le t h a t A a r o n has a r o m a n t i c 

a t t a c h m e n t t o g o v e r n m e n t c o n t r o l a n d r e g u l a t i o n a n d 

t h a t th is a t t a c h m e n t p r e v e n t s h i m f r o m s e e i n g t h e s o l u ­

t i o n clearly? 

Finally, Aa ron ' s i m p l i c i t a s s u m p t i o n t h a t it's b a d t o 

s p e n d 3 3 p e r c e n t o f G D P o n h e a l t h care is u n f o u n d e d . 

If t h e i ncen t i ve s are r i g h t — s o t h a t p e o p l e are s p e n d i n g 

t h e i r o w n m o n e y o n h e a l t h care o r h e a l t h i n s u r a n c e , are 

n o t subs id i zed t o d o so, a n d are a l l o w e d l e s s - g e n e r o u s 

h e a l t h - i n s u r a n c e p o l i c i e s — w h a t ' s w r o n g w i t h s p e n d i n g 

3 3 p e r c e n t o f G D P o n h e a l t h care? If s p e n d i n g 3 3 p e r ­

c e n t o f y o u r i n c o m e e v e r y yea r for t h e n e x t 2 0 years 

w o u l d save y o u r chi ld 's life, w o u l d y o u d o it? A n d if y o u 

w o u l d , w h a t w o u l d y o u t h i n k o f s o m e o n e w h o t r i e d t o 

s t o p y o u ? ( f?D 
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L ast fall t h e H i g h - L e v e l P l e n a r y M e e t 

i n g o f t h e U N G e n e r a l A s s e m b l y 

b r o u g h t t o g e t h e r m o r e t h a n 

170 h e a d s o f s t a t e — " t h e largest 

g a t h e r i n g o f w o r l d l eaders in h i s ­

t o r y " — t o r e v i e w p r o g r e s s 

t o w a r d t h e M i l l e n n i u m D e v e l ­

o p m e n t G o a l s . It w a s , w e 

w e r e to ld , " a o n c e - i n - a - g e n -

e r a t i o n o p p o r t u n i t y t o t ake 

b o l d dec i s ions , " a " d e f i n i n g 

m o m e n t in h i s t o r y " w h e n 

" w e m u s t b e a m b i t i o u s . " 

O n e o f t h e i n t e r n a t i o n ­

ally a g r e e d - o n d e v e l o p m e n t 

goa l s t h e h e a d s o f s ta te 

r e v i e w e d w a s t h e a c h i e v e ­

m e n t o f u n i v e r s a l p r i m a r y 

e d u c a t i o n b y 2 0 1 5 . T h e U N 

w a s n o t h a p p y w i t h p r o g r e 

T h e r e are still officially m o r e ilian 

115 m i l l i o n c h i l d r e n o u t o f s c h o o l 

r e p o r t e d , o f w h i c h 8 0 p e r c e n t a ie n 

S a h a r a n Afr ica a n d S o u t h e r n Asia. B u t e v e n 

for t h o s e l u c k y e n o u g h t o b e in 

s c h o o l , t h i n g s are n o t g o o d : " M o s t 

p o o r c h i l d r e n w h o a t t e n d p r i m a r y 

s c h o o l in t h e d e v e l o p i n g w o r l d l e a r n s h o c k i n g l y l i t t le," 

t h e U N r e p o r t e d . 

S o m e t h i n g h a d t o b e d o n e . F o r t u n a t e l y , t h e U N 

c o u l d call o n Jeffrey D. Sachs , special adv ise r o n t h e M i l ­

l e n n i u m D e v e l o p m e n t G o a l s t o S e c r e t a r y - G e n e r a l 

Kofi A n n a n a n d a u t h o r o f The End of Poverty. H e ' s also 

d i r e c t o r o f t h e E a r t h In s t i t u t e at C o l u m b i a Unive r s i ty . 

Pupils at River of Life private school in the 
slum of Mukuru, Nairobi, Kenya 

H e p r o p o s e d as t h e w a y f o r w a r d " Q u i c k 

W i n s , " w h i c h have " v e r y h i g h p o t e n t i a l 

s h o r t - t e r m i m p a c t " a n d tha t " c a n b e 

i m m e d i a t e l y i m p l e m e n t e d . " T o p o f 

his list is " E l i m i n a t i n g s c h o o l 

fees," t o b e a c h i e v e d " n o la ter 

t h a n t h e e n d o f 2 0 0 6 , " f u n d e d 

t h r o u g h i n c r e a s e d i n t e r n a ­

t iona l d o n o r aid. To t h e U N 

it's as o b v i o u s as m o t h e r ­

h o o d a n d app le p ie . 

B u t t h e U N ' s " Q u i c k 

W i n s " are b a c k i n g t h e 

w r o n g ho r se . F o r t h e past 

t w o a n d a hal f years I've 

b e e n d i r ec t i ng a n d c o n d u c t ­

i n g research in s u b - S a h a r a n 

Afr ica (Kenya , N i g e r i a , a n d 

G h a n a ) a n d Asia ( Ind ia a n d 

C h i n a ) . A n d w h a t I 've f o u n d is a 

r e m a r k a b l e a n d apparen t ly h i t h e r t o 

u n n o t i c e d r e v o l u t i o n in e d u c a t i o n , led 

by t h e p o o r themse lves . Across t h e deve l ­

o p i n g w o r l d t h e p o o r are e s c h e w i n g free 

state e d u c a t i o n , d i s t u rbed by its l o w 

qua l i ty a n d lack o f accountabi l i ty . 

M e a n w h i l e , e d u c a t i o n a l e n t r e p r e ­

n e u r s f rom t h e p o o r c o m m u n i t i e s themse lves set u p 

affordable p r iva te schools t o ca ter t o t h e unfulfil led 

d e m a n d . 
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B a c k i n g t h e W r o n g H o r s e : H o w P r i v a t e S c h o o l s A r e G o o d f o r t h e P o o r 

T a k e K i b e r a , i n N a i r o b i , K e n y a , r e p o r t e d l y t h e largest 

s l u m in Afr ica , w h e r e ha l f a m i l l i o n p e o p l e live in m u d -

wa l l ed , c o r r u g a t e d i r o n - r o o f e d h u t s t h a t h u d d l e a l o n g 

t h e o l d U g a n d a Ra i lway . K e n y a is o n e o f t h e U N ' s 

s h o w c a s e e x a m p l e s o f t h e v i r t u e s o f i n t r o d u c i n g free 

basic e d u c a t i o n . F r e e P r i m a r y E d u c a t i o n (FPE) was 

i n t r o d u c e d in K e n y a in J a n u a r y 2 0 0 3 , w i t h a $ 5 5 m i l l i o n 

d o n a t i o n f r o m t h e W o r l d B a n k — a p p a r e n t l y t h e largest 

s t ra ight g r a n t t h a t it has g i v e n t o a n y area o f social s e r v ­

ices . T h e w o r l d has b e e n i m p r e s s e d b y t h e o u t c o m e s : 

F o r m e r P r e s i d e n t Bil l C l i n t o n t o l d a n A m e r i c a n p r i m e -

t i m e t e l ev i s ion a u d i e n c e t h a t t h e p e r s o n h e m o s t w a n t ­

e d t o m e e t was P r e s i d e n t K i b a k i o f K e n y a , " b e c a u s e h e 

has a b o l i s h e d s c h o o l fees," w h i c h " w o u l d affect m o r e 

lives t h a n a n y p r e s i d e n t h a d d o n e o r w o u l d ever d o . " 

T h e B r i t i s h c h a n c e l l o r o f t h e e x c h e q -

ue r , G o r d o n B r o w n , v i s i t ing O l y m p i c 

P r i m a r y S c h o o l , o n e o f t h e five g o v ­

e r n m e n t s choo l s l o c a t e d o n t h e o u t ­

skirts o f Kibera , to ld t h e g a t h e r e d c rowds 

t h a t B r i t i s h p a r e n t s gave t h e i r full s u p ­

p o r t t o t h e i r t ax m o n e y b e i n g u s e d t o 

s u p p o r t F P E . E v e r y o n e — i n c l u d i n g Sir 

B o b G e l d o f a n d B o n o — r a v e s o n a b o u t 

h o w a n a d d i t i o n a l 1.3 m i l l i o n c h i l d r e n 

are n o w e n r o l l e d i n p r i m a r y s c h o o l i n 

K e n y a . Al l t h e s e c h i l d r e n , t h e a c c e p t e d 

w i s d o m g o e s , h a v e b e e n saved f r o m 

i g n o r a n c e b y t h e b e n e v o l e n c e o f 

t h e i n t e r n a t i o n a l c o m m u n i t y — w h i c h 

m u s t g ive $ 7 b i l l i on t o $8 b i l l i o n per year m o r e so t h a t 

o t h e r c o u n t r i e s c a n e m u l a t e Kenya ' s success . 

T h e a c c e p t e d w i s d o m , h o w e v e r , is en t i r e ly w r o n g . It 

i g n o r e s t h e r e m a r k a b l e real i ty t h a t t h e p o o r in Afr ica 

have n o t b e e n w a i t i n g helpless ly for t h e m u n i f i c e n c e o f 

p o p stars a n d W e s t e r n po l i t i c i ans t o e n s u r e t h a t t h e i r 

c h i l d r e n ge t a d e c e n t e d u c a t i o n . T h e rea l i ty is that private 

schools for the poor h a v e e m e r g e d in h u g e n u m b e r s in 

s o m e o f t h e m o s t i m p o v e r i s h e d s lums in Afr ica a n d 

s o u t h e r n Asia. T h e y are c a t e r i n g t o a m a j o r i t y o f p o o r 

c h i l d r e n , a n d o u t p e r f o r m i n g t h e i r g o v e r n m e n t c o u n t e r ­

pa r t s , for a f rac t ion o f t h e cos t . 

I w e n t t o K i b e r a t o see for myself, w i t h a h u n c h t h a t 

t h e h e a d l i n e success s t o ry m i g h t b e c o n c e a l i n g s o m e -

The poor in Africa 
have not been 
waiting helplessly for 
the munificence of 
pop stars and Western 
politicians to ensure 
that their children get 
a decent education. 

h a p p y w i t h t h e g o v e r n m e n t s c h o o l s — a r e c e n t s t u d y h a d 

s h o w n t h a t w h e n r e sea rche r s ca l led u n a n n o u n c e d o n 

g o v e r n m e n t s choo l s for t h e p o o r , o n l y i n ha l f was t h e r e 

a n y t e a c h i n g g o i n g o n at a l l — a n d so w e r e l e a v i n g in 

h u g e n u m b e r s t o g o t o p r i v a t e s choo l s set u p b y loca l 

e n t r e p r e n e u r s c h a r g i n g v e r y l o w fees. W o u l d K e n y a b e 

a n y different? A l t h o u g h t h e e d u c a t i o n m i n i s t e r t o l d m e 

t h a t i n his c o u n t r y p r i v a t e s choo l s w e r e for t h e r i c h , n o t 

t h e p o o r , a n d so I was m i s g u i d e d in m y ques t , I p e r s e ­

v e r e d a n d w e n t t o t h e s lums . It was o n e o f N a i r o b i ' s t w o 

r a iny seasons . T h e m u d t racks o f K i b e r a w e r e m u d ba ths . 

I p i c k e d m y w a y w i t h care . 

W i t h i n a f e w m i n u t e s , I f o u n d w h a t I was l o o k i n g 

for. A s i g n b o a r d p r o c l a i m e d " M a k i n a P r i m a r y S c h o o l " 

o u t s i d e a t w o - s t o r y r i c k e t y t i n b u i l d i n g . In s ide a 

c r a m p e d office J a n e Yavetsi , t h e s c h o o l 

p r o p r i e t o r , was k e e n t o tell h e r s to ry : 

" F r e e e d u c a t i o n is a b i g p r o b l e m , " she 

said. S i n c e its i n t r o d u c t i o n , h e r e n r o l l ­

m e n t h a d d e c l i n e d f r o m 5 0 0 t o 3 0 0 , 

a n d n o w she d o e s n ' t k n o w h o w she 

wi l l pay t h e r e n t o n h e r b u i l d i n g s . 

M a n y p a r e n t s h a v e o p t e d t o stay, b u t it 

is t h e w e a l t h i e r o f h e r p o o r p a r e n t s 

w h o h a v e t a k e n t h e i r c h i l d r e n away, 

a n d t h e y w e r e t h e o n e s w h o p a i d 

t h e i r fees o n t i m e . H e r s c h o o l fees are 

a b o u t 2 0 0 K e n y a n shil l ings ( a b o u t 

$2 .80 ) p e r m o n t h . B u t for t h e p o o r e s t 

c h i l d r e n , i n c l u d i n g 5 0 o r p h a n s , she 

offers free e d u c a t i o n . S h e f o u n d e d t h e s c h o o l t e n years 

a g o a n d has b e e n t h r o u g h m a n y difficult ies. B u t n o w she 

feels crestfal len: " W i t h free e d u c a t i o n , I a m b e i n g h i t 

v e r y h a r d . " 

Jane ' s w a s n ' t t h e o n l y p r i v a t e s c h o o l i n K i b e r a . R i g h t 

n e x t d o o r was a n o t h e r , a n d t h e n j u s t d o w n f r o m her , 

o p p o s i t e e a c h o t h e r o n t h e ra i lway t racks , w e r e t w o 

m o r e . I n s p i r e d b y w h a t I h a d f o u n d , I r e c r u i t e d a local 

r e sea rch t e a m , l ed b y J a m e s S h i k w a t i o f t h e I n t e r -

R e g i o n E c o n o m i c N e t w o r k ( I R E N ) , a n d s e a r c h e d 

e v e r y m u d d y s t reet a n d a l leyway l o o k i n g for s choo l s . I n 

to ta l w e f o u n d 7 6 p r i v a t e s choo l s , e n r o l l i n g ove r 1 2 , 0 0 0 

s t u d e n t s . I n t h e five g o v e r n m e n t s choo l s s e r v i n g K i b e r a , 

t h e r e w e r e a to ta l o f a b o u t 8 , 0 0 0 c h i l d r e n — b u t ha l f 

t h i n g . In I nd i a I h a d s e e n t h a t t h e p o o r w e r e n o t at all w e r e f r o m t h e m i d d l e - c l a s s s u b u r b s . T h e p r i v a t e s choo l s , 
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it t u r n e d o u t , e v e n after free p u b l i c e d u c a t i o n , w e r e still 

s e r v i n g a la rge m a j o r i t y o f t h e p o o r s lum c h i l d r e n . 

A Typical Experience? 

Was Jane ' s e x p e r i e n c e typ ica l s ince t h e i n t r o d u c ­

t i o n o f free p r i m a r y e d u c a t i o n ? M o s t o f t h e 7 0 -

o d d p r i v a t e - s c h o o l o w n e r s in K i b e r a r e p o r t e d sha rp ly 

d e c l i n i n g e n r o l l m e n t s ince t h e i n t r o d u c t i o n o f F P E . 

M a n y , h o w e v e r , w e r e r e p o r t i n g t h a t pa ren t s h a d at first 

t a k e n t h e i r c h i l d r e n away, b u t w e r e n o w b r i n g i n g t h e m 

b a c k — b e c a u s e t h e y h a d n ' t l i ked w h a t t h e y ' d f o u n d in 

t h e g o v e r n m e n t s choo l s . W e also f o u n d t h e e x - m a n a g e r s 

o f 3 5 p r i v a t e s choo l s t h a t h a d c losed s ince F P E was 

i n t r o d u c e d , 2 5 o f w h o m said t h a t it was F P E tha t h a d led 

t o t h e i r d e m i s e . C a l c u l a t i n g t h e n e t d e c l i n e in p r i v a t e -

s c h o o l e n r o l l m e n t , it t u r n e d o u t t h a t t h e r e w e r e many , 

m a n y m o r e c h i l d r e n w h o h a d left t h e p r i va t e schoo l s 

t h a n t h e 3 , 3 0 0 r e p o r t e d t o have e n t e r e d t h e g o v e r n m e n t 

s c h o o l s o n Kibera ' s p e r i p h e r y a n d w h o w e r e p a r t o f t h e 

m u c h c e l e b r a t e d o n e m i l l i o n - p l u s s u p p o s e d l y n e w l y 

e n r o l l e d in e d u c a t i o n . 

In o t h e r w o r d s , t h e h e a d l i n e d inc rease in n u m b e r s o f 

A typical private school in rural Badagry, Lagos State, Nigeria 

e n r o l l e d c h i l d r e n was f ic t i t ious: t h e n e t i m p a c t o f F P E 

was at bes t prec ise ly t h e s a m e n u m b e r o f c h i l d r e n 

e n r o l l e d in p r i m a r y s c h o o l — o n l y tha t s o m e h a d t r a n s ­

fe r red f rom p r iva t e t o g o v e r n m e n t schoo ls . 

I d i scussed t h e s e f ind ings w i t h s e n i o r g o v e r n m e n t , 

W o r l d B a n k , a n d o t h e r a id officials. T h e y w e r e s u r ­

p r i s e d b y t h e n u m b e r o f p r i v a t e s c h o o l s I h a d f o u n d . 

B u t , t h e y said, if c h i l d r e n h a d t r a n s f e r r e d f r o m p r i v a t e 

t o s ta te s c h o o l s , t h e n th is was g o o d : " N o o n e be l ieves 

t h a t t h e p r i v a t e s c h o o l s offer qua l i t y e d u c a t i o n , " I was 

t o l d . B r i t i s h P r i m e M i n i s t e r T o n y Blair 's C o m m i s s i o n 

for Afr ica ag rees : c o n c e d i n g t h a t m u s h r o o m i n g p r i v a t e 

s c h o o l s exis t i n s o m e u n s p e c i f i e d pa r t s o f s u b - S a h a r a n 

Afr ica , it r e p o r t s t h a t t h e y " a r e w i t h o u t a d e q u a t e s tate 

r e g u l a t i o n a n d are o f a l o w qual i ty ." 

B u t w h y w o u l d pa ren t s b e as f o o l h a r d y t o pay to s e n d 

t h e i r c h i l d r e n t o schoo l s o f s u c h l o w qual i ty? O n e 

s c h o o l o w n e r in a s imilar s i t ua t i on in G h a n a , w h e r e w e 

la ter c o n d u c t e d t h e research , c h a l l e n g e d m e w h e n I 

o b s e r v e d tha t h e r s c h o o l b u i l d i n g was l i t t le m o r e t h a n a 

c o r r u g a t e d i r o n r o o f o n r i c k e t y po le s a n d tha t t h e g o v ­

e r n m e n t s c h o o l , j u s t a few h u n d r e d yards away, was a 

smar t , p r o p e r b r i c k b u i l d i n g . " E d u c a ­

t i o n is n o t a b o u t b u i l d i n g s , " she 

sco lded . " W h a t m a t t e r s is w h a t is in 

t h e teacher ' s h e a r t . In o u r hea r t s , w e 

love t h e c h i l d r e n a n d d o o u r bes t for 

t h e m . " S h e left it o p e n , w h e n p r o b e d , 

w h a t t h e t e ache r s in t h e g o v e r n m e n t 

s c h o o l felt in t he i r hea r t s t o w a r d t h e 

p o o r c h i l d r e n . 

E x p l o r i n g fu r the r in Kenya , m y 

t e a m a n d I s p o k e t o pa ren t s , s o m e o f 

w h o m h a d t a k e n t h e i r c h i l d r e n t o t h e 

" f r e e " g o v e r n m e n t schoo l s , b u t h a d 

b e e n d i s i l l u s i o n e d b y w h a t t h e y 

f o u n d a n d r e t u r n e d t o t h e p r iva t e 

schoo l s . T h e i r reasons w e r e s t r a igh t ­

fo rward : in t h e g o v e r n m e n t schoo l s 

class sizes h a d inc reased d ramat ica l ly 

a n d t eache r s c o u l d n ' t c o p e w i t h 100 

o r m o r e pup i l s , five t imes t h e n u m b e r 

in t h e p r i v a t e - s c h o o l classes. Paren t s 

c o m p a r e d n o t e s w h e n t h e i r c h i l d r e n 

c a m e h o m e f rom s c h o o l a n d saw t h a t 
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i n t h e s tate s c h o o l s p u p i l n o t e b o o k s r e m a i n e d u n m a r k e d 

for w e e k s ; t h e y c o n t r a s t e d this w i t h t h e de t a i l ed a t t e n ­

t i o n g i v e n t o all ch i ld ren ' s w o r k in t h e p r i v a t e s choo l s . 

T h e y h e a r d tales f r o m t h e i r c h i l d r e n o f h o w t e a c h e r s 

c a m e t o t h e s tate s c h o o l a n d d i d t h e i r k n i t t i n g o r fell 

asleep. O n e s u m m e d u p t h e s i t u a t i o n succ inc t ly : " I f y o u 

g o t o a m a r k e t a n d are offered free frui t a n d vege tab le s , 

t h e y wi l l b e r o t t e n . If y o u w a n t fresh frui t a n d veg , y o u 

have t o pay for t h e m . " 

P e r h a p s t h e s e p o o r p a r e n t s are m i s g u i d e d . C e r t a i n l y 

that ' s w h a t officials be l i eve . B u t are t h e y r i gh t ? W e t e s t ­

e d 3 , 0 0 0 c h i l d r e n , r o u g h l y ha l f f r o m t h e N a i r o b i s lums 

a n d ha l f f r o m t h e g o v e r n m e n t s c h o o l s o n t h e p e r i p h e r y , 

u s i n g s t a n d a r d i z e d tests i n m a t h , E n g -

lish, a n d K i s w a h i l i . W e t e s t ed t h e c h i l ­

dren ' s a n d t h e i r t e a c h e r s ' I Q s a n d gave 

q u e s t i o n n a i r e s t o pup i l s , t h e i r p a r e n t s , 

t e a c h e r s , a n d s c h o o l m a n a g e r s so t h a t 

w e c o u l d c o n t r o l for all r e l evan t b a c k ­

g r o u n d var iab les . A l t h o u g h t h e g o v ­

e r n m e n t s choo l s s e rved t h e p r i v i l e g e d 

m i d d l e classes as w e l l as t h e s l u m c h i l ­

d r e n , t h e p r i v a t e s c h o o l s — s e r v i n g 

o n l y s l u m c h i l d r e n — o u t p e r f o r m e d 

t h e g o v e r n m e n t s choo l s i n m a t h e m a t ­

ics a n d Kiswah i l i , a l t h o u g h t h e l a t t e r 

h a d a s l ight a d v a n t a g e in E n g l i s h . B u t 

E n g l i s h w o u l d b e p i c k e d u p b y p r i v i ­

l e g e d c h i l d r e n t h r o u g h t e l ev i s ion a n d 

i n t e r a c t i o n w i t h p a r e n t s . W h e n w e 

statistically c o n t r o l l e d for all r e l evan t 

b a c k g r o u n d v a r i a b l e s , t h e p r i v a t e 

s c h o o l s o u t p e r f o r m e d t h e g o v e r n ­

m e n t s c h o o l c h i l d r e n in all t h r e e subjec ts . 

B u t t h e r e was a f u r t h e r twis t . T h e p r i v a t e s choo l s 

o u t p e r f o r m e d t h e g o v e r n m e n t s choo l s for c o n s i d e r a b l y 

l o w e r cost . E v e n if w e i g n o r e t h e mass ive costs o f t h e 

g o v e r n m e n t b u r e a u c r a c y a n d focus j u s t o n t h e c l a s s r o o m 

level , w e f ind t h e p r i v a t e s choo l s are d o i n g b e t t e r for 

a b o u t a t h i r d o f t e a c h e r - s a l a r y costs : t h e average m o n t h ­

ly t e a c h e r salary in g o v e r n m e n t s choo l s was K s h . 1 1 , 0 8 0 

($155) c o m p a r e d t o K s h . 3 , 7 3 5 ($52) in t h e p r i v a t e 

s choo l s . 

F r e e p r i m a r y e d u c a t i o n in K e n y a , a s h o w c a s e e x a m ­

p l e o f t h e U N ' s " Q u i c k W i n s " strategy, has s i m p l y t r a n s -

The private schools 
outperformed the 
government schools 
for considerably 
lower cost even if we 
ignore the massive 
costs of the 
government 
bureaucracy and 
focus just on the 
classroom level. 

f e r r ed c h i l d r e n f r o m p r iva t e s choo l s , w h e r e t h e y g o t a 

g o o d deal , c losely s u p e r v i s e d b y p a r e n t s , w i t h t e a c h e r s 

w h o t u r n u p a n d t e a c h , t o state s choo l s , w h e r e t h e y are 

b e i n g d rama t i ca l l y let d o w n . O n e p a r e n t was c lear w h a t 

t h e s o l u t i o n was : " W e d o n o t w a n t o u r c h i l d r e n t o g o t o 

a s tate s c h o o l . T h e g o v e r n m e n t offered free e d u c a t i o n . 

W h y d i d n ' t it g ive us t h e m o n e y in s t ead a n d le t us 

c h o o s e w h e r e t o s e n d o u r c h i l d r e n ? " F o r this p a r e n t , a 

v o u c h e r sy s t em was t h e o b v i o u s w a y f o r w a r d , p u t t i n g 

h e r r i g h t b a c k in c o n t r o l . 

Perpetual "Aid" 

Pe r h a p s s o m e wi l l a r g u e t h a t t h e s e 

are t e e t h i n g p r o b l e m s a n d t h e 

U N ' s " Q u i c k W i n s " n e e d t i m e t o b e d 

d o w n . T h e e v i d e n c e d o e s n o t s u p p o r t 

th is e i the r . T a k e N i g e r i a , for e x a m p l e , 

w h i c h i n t r o d u c e d its free p r i m a r y 

e d u c a t i o n act i n 1 9 7 6 . E v e r s ince , s tate 

e d u c a t i o n has b e e n b a c k e d b y h u g e 

do l l ops o f i n t e r n a t i o n a l aid, b u t it 

d o e s n ' t s e e m m u c h t o ce l eb ra t e . 

D r i v e ac ross t h e l o w h i g h w a y 

v i a d u c t ove r t o w a r d V i c t o r i a Is land, i n 

t h e b u s t l i n g c i ty o f L a g o s , for i n s t a n c e , 

a n d y o u ' l l see t h e s h a n t y t o w n o f 

M a k o k o , h o m e t o a n e s t i m a t e d 5 0 , 0 0 0 

p e o p l e , s p r a w l i n g o u t i n t o t h e b l ack 

w a t e r s b e l o w . W o o d e n h u t s o n stilts 

s t r e t ch o u t i n t o t h e l a g o o n ; y o u n g 

m e n p u n t ; a n d w o m e n p a d d l e d u g -

o u t c a n o e s d o w n i n t o n a r r o w canals 

w e a v i n g b e t w e e n t h e ra ised h o m e s . 

Across t h e t o p o f t h e s h a n t y t o w n , t h e r e is a v e n e e r o f 

d r i f t i ng s m o g c r e a t e d b y t h e o p e n fires u s e d for c o o k ­

i n g . A g a i n , it's t h e last p l ace t h a t y o u ' d e x p e c t t o w i t n e s s 

an e d u c a t i o n a l r e v o l u t i o n t a k i n g p l ace . B u t , aga in , that ' s 

p rec i se ly w h a t ' s h a p p e n i n g . 

To ge t t o M a k o k o b y road , y o u ' l l n e e d t o t u r n off 

T h i r d M a i n l a n d B r i d g e , i n t o t h e c o n g e s t e d M u r t a l 

M u h a m m e d W a y a n d sha rp ly i n t o M a k o k o S t ree t , eas ing 

past t h e w o m e n c r o w d i n g t h e s treets se l l ing t o m a t o e s , 

p e p p e r s , y a m s , chi l ies , a n d crayfish. A t t h e e n d o f this 

r o a d , t h e r e is t h e e n t r a n c e t o t w o paral le l a n d i m p o s i n g 

f o u r - s t o r y c o n c r e t e b u i l d i n g s . T h e s e b u i l d i n g s c o n t a i n 
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J a m e s T o o l e y 

One of 76 private schools the author and his team found in the slum of 
Kibera, Nairobi, Kenya 

t h r e e p u b l i c p r i m a r y s choo l s , o r i g ina l l y c h u r c h s choo l s 

n a t i o n a l i z e d b y t h e state in t h e 1980s , all o n t h e s a m e 

site, d e s i g n e d b y t h e s tate officials t o serve t h e w h o l e 

p o p u l a t i o n o f M a k o k o . 

V i s i t i n g t h e s e t h r e e p u b l i c s choo l s is a d i sp i r i t i ng 

e x p e r i e n c e . O u r visit was a s c h e d u l e d o n e ; t h e schoo l s 

h a d h a d t i m e t o p r e p a r e . B u t e v e n so, in m o s t o f t h e 

c l a s s rooms , t h e c h i l d r e n s e e m e d t o b e d o i n g v e r y l i t t le. 

In o n e t h e y o u n g m a l e t e a c h e r was fast as leep at his 

desk , n o t a r o u s e d e v e n w h e n t h e c h i l d r e n rose t o n o i s i ­

ly c h a n t g r e e t i n g s t o t h e i r v is i tors . In o t h e r s t h e t e a c h e r 

was s i t t ing r e a d i n g a n e w s p a p e r o r c h a t t i n g w i t h s o m e ­

o n e o u t s i d e t h e d o o r , h a v i n g w r i t t e n a f ew s i m p l e t h ings 

o n t h e b o a r d , w h i c h t h e class h a d f in i shed c o p y i n g . In 

o n e o f t h e t h r e e s choo l s , G r a d e 1 h a d 9 5 c h i l d r e n p r e s ­

e n t , t h r e e classes p u t t o g e t h e r b e c a u s e o f l o n g - t e r m 

t e a c h e r a b s e n t e e i s m . T h e c h i l d r e n w e r e d o i n g n o t h i n g ; 

s o m e w e r e also s l eep ing ; o n e gir l was c l e a n i n g t h e w i n ­

d o w s . T h e o n e t e a c h e r was h a n g i n g a r o u n d o u t s i d e t h e 

class d o o r . N o o n e , c e r t a in ly n o t t h e headmis t r e s s , 

s e e m e d r e m o t e l y e m b a r r a s s e d b y a n y o f this . I asked t h e 

c h i l d r e n w h a t lesson t h e y w e r e d o i n g — w h e n n o o n e 

r e s p o n d e d , t h e h e a d t e a c h e r b e l l o w e d at t h e pup i l s t o ge t 

an a n s w e r ; " I t is a m a t h e m a t i c s lesson," she r e p o r t e d , 

pleasant ly, w i t h o u t a n y sense o f i n c o n g r u i t y , for n o ch i ld 

h a d a s ingle b o o k o p e n . 

T h i s o n e o f t h e t h r e e schoo l s a l o n e c o u l d a c c o m m o ­

d a t e 1,500 c h i l d r e n . T h e headmis t r e s s t o l d us tha t p a r ­

en ts left t h e s c h o o l e n masse a f ew years ear l ier b e c a u s e 

o f t e a c h e r s t r ikes . B u t t h ings have i m p r o v e d , a n d c h i l ­

d r e n have r e t u r n e d , she said, w i t h 5 0 0 n o w en ro l l ed . O n 

t h e t o p f loor o f t h e s tark b u i l d i n g , h o w e v e r , t h e r e w e r e 

six c lass rooms e m p t y , all c o m p l e t e w i t h desks a n d chairs , 

w a i t i n g for c h i l d r e n t o r e t u r n . " W h y d o n ' t pa ren t s s e n d 

t h e i r c h i l d r e n h e r e ? " w e asked t h e headmis t r e s s . H e r 

e x p l a n a t i o n was s imple : " P a r e n t s in t h e s lums d o n ' t va lue 

e d u c a t i o n . T h e y ' r e i l l i terate a n d i g n o r a n t . S o m e d o n ' t 

e v e n k n o w t h a t e d u c a t i o n is free h e r e . B u t m o s t can ' t b e 

b o t h e r e d t o s e n d the i r c h i l d r e n t o s choo l . " W e i n n o ­

cen t ly r e m a r k e d tha t w e ' d h e a r d tha t , p e r h a p s , pa ren t s 

w e r e s e n d i n g t h e i r c h i l d r e n t o p r iva t e schoo l s ins tead , 

a n d w e r e g r e e t e d w i t h l a u g h t e r : " T h e y are v e r y p o o r 

families l iv ing in t h e s l u m . . . . T h e y can ' t afford p r iva t e 

e d u c a t i o n ! " 

B u t she is en t i re ly w r o n g . C o n t i n u e past t h e t h r e e 

p u b l i c schoo l s , past w h e r e t h e t a r r e d r o a d ends at a ra ised 

s p e e d b u m p , a n d e n t e r A p o l l o St ree t , t o o m u d d y for a 

veh ic le . H e r e y o u ' l l n e e d to p i c k y o u r w a y carefully, 

s q u e l c h i n g y o u r w a y f rom o n e side o f t h e s t reet t o t h e 

o t h e r , a v o i d i n g t h e w o r s t excesses o f t h e s l ime a n d m u d 

a n d e x c r e m e n t a n d p i l ed r u b b i s h . W a l k a longs ide t h e 

h u t s visible f rom t h e h i g h w a y — h o m e s m a d e o f flat t i m ­

be r s , s u p p o r t e d b y n a r r o w sl i thers o f p l anks s u n k i n t o 

t h e b l ack w a t e r s b e l o w — a n d y o u ' l l c o m e t o a p i n k p las ­

t e r e d c o n c r e t e b u i l d i n g w i t h co lor fu l p i c tu r e s o f c h i l ­

dren ' s toys a n d an ima l s , a n d " K e n A d e P r iva t e S c h o o l " 

e m b l a z o n e d across t h e t o p o f t h e wal l . 

K e n A d e P r i v a t e S c h o o l , n o t o n any official list o f 

s choo l s , so u n k n o w n t o g o v e r n m e n t , is o w n e d by M r . 

B a w o S a b o E l i e u A y e s e m i n i k a n — k n o w n to e v e r y o n e as 

" B . S . E . " B .S .E . h a d set u p t h e s c h o o l o n A p r i l 16 , 1 9 9 0 , 

s t a r t ing w i t h o n l y five c h i l d r e n in t h e c h u r c h hall , p a r ­

en ts p a y i n g fees o n a daily basis w h e n t h e y c o u l d afford 

t o d o so. N o w h e has a b o u t 2 0 0 ch i l d r en , f rom n u r s e r y 

t o p r i m a r y 6. T h e fees are a b o u t 2 , 2 0 0 N i g e r i a na i ra 

($17) p e r t e r m , o r a b o u t $4 p e r m o n t h , b u t t h e r e are 2 5 

c h i l d r e n w h o c o m e for f ree . " I f a ch i ld is o r p h a n e d , w h a t 

c an I do? I can ' t s e n d h e r away," h e says. 

Philanthropy and Commerce 

His m o t i v e s for s e t t i ng u p t h e s c h o o l are a m i x t u r e 

o f p h i l a n t h r o p y a n d c o m m e r c e — y e s , h e n e e d e d 

w o r k a n d saw tha t t h e r e was a d e m a n d for s c h o o l places 
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f r o m p a r e n t s d i s i l l u s ioned w i t h t h e s tate s choo l s . B u t his 

h e a r t also w e n t o u t t o t h e c h i l d r e n i n his c o m m u n i t y 

a n d f r o m his c h u r c h — h o w c o u l d h e h e l p t h e m b e t t e r 

t hemse lves? T r u e , t h e r e w e r e t h e t h r e e p u b l i c s choo l s at 

t h e e n d o f t h e r o a d , b u t a l t h o u g h t h e y w e r e o n l y a b o u t 

a k i l o m e t e r f r o m w h e r e h e set u p his s c h o o l , t h e d i s t ance 

was a b a r r i e r for m a n y p a r e n t s , w h o d i d n ' t w a n t t h e i r 

girls w a l k i n g d o w n t h e c r o w d e d streets w h e r e a b d u c t o r s 

m i g h t l u r k . B u t m a i n l y it was t h e e d u c a t i o n a l s t andards 

i n t h e p u b l i c s c h o o l t h a t m a d e p a r e n t s w a n t a n a l t e r n a ­

tive. W h e n t h e y e n c o u r a g e d B .S .E . t o set u p t h e s c h o o l 

15 years earl ier , p a r e n t s k n e w t h a t t h e t e a c h e r s w e r e f re ­

q u e n t l y o n s t r i k e — i n fairness t o t h e t e a c h e r s , p r o t e s t i n g 

a b o u t n o n p a y m e n t o f t h e i r salaries. 

W e a r r a n g e t o m e e t s o m e p a r e n t s , 

v i s i t ing in t h e i r h o m e s o n stilts. T h e 

p a r e n t s f r o m t h e c o m m u n i t y are all 

p o o r , t h e m e n usual ly f i s h e r m e n , t h e 

w o m e n t r a d i n g in fish, o r sel l ing o t h e r 

g o o d s a l o n g A p o l l o S t ree t . T h e i r m a x ­

i m u m e a r n i n g s m i g h t a m o u n t t o 

a b o u t $ 5 0 p e r m o n t h , b u t m a n y are 

o n l o w e r i n c o m e s t h a n tha t . T h e p a r ­

en t s tell us w i t h o u t h e s i t a t i o n t h a t 

t h e r e is n o q u e s t i o n o f w h e r e t h e y 

s e n d t h e i r c h i l d r e n if t h e y c a n afford 

t o d o s o — t o p r i v a t e s c h o o l . S o m e 

have o n e o r t w o o f t h e i r c h i l d r e n in 

t h e p r i v a t e s c h o o l a n d o n e o r t w o 

o t h e r s i n t h e p u b l i c s c h o o l , a n d t h e y 

k n o w wel l , t h e y tell us , h o w d i f fe ren t -

ly c h i l d r e n are t r e a t e d i n e a c h . O n e w o m a n said: " W e see 

h o w ch i ld ren ' s b o o k s n e v e r ge t t o u c h e d in t h e p u b l i c 

s c h o o l . " A n o t h e r m a n v e n t u r e d : " W e pass t h e p u b l i c 

s c h o o l m a n y days a n d see t h e c h i l d r e n o u t s i d e all o f t h e 

t i m e , d o i n g n o t h i n g . B u t i n t h e p r i v a t e s choo l s , w e see 

t h e m e v e r y d a y w o r k i n g h a r d . I n t h e p u b l i c s c h o o l , c h i l ­

d r e n are a b a n d o n e d . " 

A n d o f c o u r s e , K e n A d e P r i v a t e S c h o o l is n o t a l o n e 

in M a k o k o . I n fact, it is o n e o f 3 0 p r i v a t e p r i m a r y 

s choo l s i n t h e s h a n t y t o w n . I k n o w , b e c a u s e I sen t i n a 

r e sea rch t e a m , g r a d u a t e s t u d e n t s f r o m N i g e r i a ' s p r e m i e r 

univers i ty , t h e U n i v e r s i t y o f I b a d a n , t o find as m a n y o f 

t h e s choo l s as t h e y c o u l d . I n t h e 3 0 p r i v a t e s choo l s 

f o u n d , e n r o l l m e n t was r e p o r t e d t o b e 3 , 6 1 1 , all f r o m t h e 

The existence of 
private schools for 
the poor provides a 
grassroots solution to 
the problem of 
achieving universal 
basic education by 
2015—without the 
huge dollops of aid 
supposedly required. 

s l u m itself, w h i l e t h e e n r o l l m e n t in t h e t h r e e p u b l i c 

s choo l s was r e p o r t e d t o b e 1 ,709, b u t s o m e o f t h e s e c h i l ­

d r e n c a m e f r o m o u t s i d e M a k o k o . T h a t is, t h e g rea t 

ma jor i ty , at least 6 8 p e r c e n t , o f all s c h o o l c h i l d r e n in 

M a k o k o a t t e n d s p r i v a t e s c h o o l . 

W h e t h e r it's i n N i g e r i a o r G h a n a , w h i c h s t a r t ed its 

o w n free p r i m a r y e d u c a t i o n p rocess in 1 9 9 6 , o r Ind ia , 

w h e r e free p r i m a r y e d u c a t i o n da tes b a c k t o 1 9 8 6 , i n 

p o o r areas m y resea rche r s f o u n d exac t ly t h e s a m e s to ry : 

t h e m a j o r i t y o f p o o r s c h o o l c h i l d r e n a t t e n d p r i v a t e 

s choo l s t h a t o u t p e r f o r m t h e s tate s choo l s for a f rac t ion 

o f t h e t e a c h e r - s a l a r y cos t . 

N o t o n l y is t h e U N b a c k i n g t h e w r o n g h o r s e , it is 

also m i s s i n g a t r i ck : for t h e e x i s t e n c e o f 

p r i v a t e s choo l s for t h e p o o r p r o v i d e s a 

grassroots s o l u t i o n t o t h e p r o b l e m o f 

a c h i e v i n g un ive r sa l basic e d u c a t i o n b y 

2 0 1 5 — w i t h o u t t h e h u g e do l l ops o f a id 

s u p p o s e d l y r e q u i r e d . If so m a n y c h i l ­

d r e n a re i n p r i v a t e u n r e g i s t e r e d 

schoo l s , t h e n e d u c a t i o n for all is m u c h 

eas i e r t o a c h i e v e t h a n c u r r e n t l y 

b e l i e v e d . Drama t i ca l ly , i n Lagos Sta te , 

N i g e r i a , t h e e x p e r t s tell us t h a t 5 0 p e r ­

c e n t o f s c h o o l - a g e d c h i l d r e n are o u t o f 

s c h o o l . M y r e sea rch suggests t h a t it is 

o n l y 2 6 p e r c e n t — t h e r e m a i n d e r in 

p r i v a t e u n r e g i s t e r e d schoo l s , off t h e 

state's radar . 

B u t all o f this is a success s t o ry that 's 

n o t b e i n g c e l e b r a t e d . A n d p e r h a p s t h e 

reasons w h y are o b v i o u s . N a t i o n a l g o v e r n m e n t s are 

t h r e a t e n e d b y t h e e x i s t e n c e o f this c o u n t e r r e v o l u t i o n in 

p r i v a t e e d u c a t i o n , for if t h e y can ' t ge t basic e d u c a t i o n 

r i g h t , t h e n p e o p l e m i g h t w o n d e r : w h a t can t h e y do? A i d 

agenc i e s m i g h t w o n d e r w h e t h e r t h e y have b e e n b a c k i n g 

t h e w r o n g h o r s e for d e c a d e s . A n d d e v e l o p m e n t e x p e r t s 

feel i deo log i ca l l y s n u b b e d : t h e y be l i eve t h a t t h e p o o r 

n e e d aid c h a n n e l e d t h r o u g h g o v e r n m e n t schoo l s ; t h e y ' r e 

o f f e n d e d t h a t in s t ead , t h e p o o r s e e m t o have t h e i r o w n 

ideas a b o u t h o w e d u c a t i o n a l n e e d s can bes t b e p r o v i d ­

ed . B u t p o o r p a r e n t s k n o w w h a t t h e y are d o i n g . T h e y 

w a n t t h e bes t for t h e i r c h i l d r e n a n d k n o w tha t p r i v a t e 

s choo l s are t h e w a y f o r w a r d . T h e q u e s t i o n is: wi l l a n y o n e 

w i t h p o w e r a n d i n f l u e n c e l is ten t o t h e m ? 
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Free-Market Moments on the Silver Screen 
B Y L A W R E N C E W . R E E D 

I f y o u be l i eve in cap i ta l i sm, g o i n g t o t h e m o v i e s is all 

t o o o f t en a pa infu l exerc ise . E v e n t h o s e y o u e x p e c t 

t o b e apol i t ica l t u r n u p g r a t u i t o u s d i a l o g u e tha t p e d ­

dles H o l l y w o o d ' s pe rvas ive b u t in fan t i le a n t i - m a r k e t 

s e n t i m e n t s . A p p a r e n t l y there ' s a lo t o f m o n e y t o b e m a d e 

c r i t i c i z i n g t h e v e r y m a r k e t p l a c e t h a t enab les e v e n its 

m o s t superf ic ia l c r i t ics t o ge t r i c h . 

O n t h e si lver s c r e e n , capital ists are usua l ly vil if ied as 

g r e e d y a n d hear t less , w h i l e statists o f eve ry s t r ipe are 

d e p i c t e d as selfless, r o m a n t i c idealists w h o o n l y w a n t t o 

h e l p p e o p l e . I f it's " p r i v a t e " o r " p r o f i t " - m o t i v a t e d , it's 

r o u t i n e l y d e n i g r a t e d . O n e p l o t so s h o p w o r n it's a l m o s t a 

c o m e d i c p a r o d y of itself is evil b u s i n e s s m e n d e s t r o y i n g 

t h e e n v i r o n m e n t as c r u s a d i n g po l i t i c i ans f ight t o c lean it 

u p . 

I n d i r e c t o r Ivan R e i t m a n ' s 1 9 9 3 flick Dave, a p r e s i ­

d e n t i a l l o o k - a l i k e (Kev in K l i n e ) , fi l l ing in for t h e i n c a ­

p a c i t a t e d p r e s i d e n t , b e c o m e s a h e r o w h e n h e sees t h e 

l igh t a n d c h a m p i o n s m o r e federal wel fare s p e n d i n g . 

R a r e is t h e fi lm t h a t takes a t u r n in t h e o t h e r d i r e c t i o n , 

w i t h t h e h e r o d e f e n d i n g p r i v a t e p r o p e r t y , free e n t e r ­

p r i se , l o w e r taxes , civil society, a n d o t h e r p r i n c i p l e s t h a t 

ac tua l ly i m p r o v e life a n d p r e s e r v e o u r l i be r ty at t h e s a m e 

t i m e . 

T h i s is n o t a t r iv ia l m a t t e r . M o v i e s a n d m o v i e stars d o 

m o r e t h a n s i m p l y reflect t h e p o p u l a r c u l t u r e ; t h e y h e l p 

s h a p e a n d m o v e it i n c e r t a i n d i r e c t i o n s . It takes s u p e r ­

h u m a n specia l effects t o m a k e soc ia l i sm l o o k g o o d , b u t 

H o l l y w o o d c a n m a k e t h e m o s t p r e p o s t e r o u s c la ims l o o k 

l ike a d o c u m e n t a r y . 

Ju s t as t h e b r o k e n c l o c k is r i g h t t w i c e a day, h o w e v ­

er, e v e r y n o w a n d t h e n t h e fi lm i n d u s t r y p r o d u c e s a 

m e m o r a b l e m o m e n t o f d i a l o g u e — a n d o n c e in a b l u e 

m o o n , e v e n a n e n t i r e m o v i e — t h a t b r eaks t h e m o l d . 

W h a t fo l lows is a t i ny s a m p l e o f m y favor i tes , f r o m j u s t 

f o u r fi lms. 

T h e s a m e Ivan R e i t m a n c i t e d a b o v e also d i r e c t e d 

Ghostbusters i n 1 9 8 4 . F o u r p a r a p s y c h o l o g y c r anks finally 

are tossed o u t o n t h e i r ears f rom cushy j o b s at a state 

univers i ty . L a m e n t i n g t h e i r p r e d i c a m e n t , o n e o f t h e m 

suggests g o i n g i n t o bus iness for t hemse lves . D r . R a y ­

m o n d S tan tz ( D a n A y k r o y d ) expresses his rese rva t ions 

this way : "Personal ly , I l i ked t h e universi ty . T h e y gave us 

m o n e y a n d facilities. W e d i d n ' t have t o p r o d u c e a n y ­

t h i n g . Y o u ' v e n e v e r b e e n o u t o f co l lege . Y o u d o n ' t 

k n o w w h a t it's l ike o u t t h e r e . I 've w o r k e d in t h e p r iva t e 

sector . They expect results!" 

In o n e b r i e f u t t e r a n c e , S tan tz e n s h r i n e d a card ina l 

r u l e o f e c o n o m i c s in t h e m i n d s o f mi l l i ons o f fans, a n d 

n o o n e w o n d e r e d w h a t h e m e a n t . N o f i rm in a free 

m a r k e t c a n l o n g afford t o s q u a n d e r its r esources o n 

p r o d u c t s o f d u b i o u s va lue . T h e t a x - f u n d e d p u b l i c sector , 

h o w e v e r , is a n o t h e r a n i m a l a l toge the r . T h e mov ie ' s v i l ­

la in, by t h e way, is an a r r o g a n t c o n t r o l freak f rom t h e 

E P A w h o s e o r d e r t o release t h e spiri ts i n c a r c e r a t e d by 

t h e G h o s t b u s t e r s c r e w w r e a k s h a v o c o n N e w Y o r k City. 

R o n H o w a r d ' s Cinderella Man—a n o m i n e e for t h r e e 

2 0 0 5 O s c a r s — i s a m a s t e r p i e c e f rom start t o finish, b u t I 

especia l ly love an ear ly s cene in w h i c h b o x e r J a m e s 

B r a d d o c k (Russe l l C r o w e ) l ea rns tha t his y o u n g son has 

s to l en a sausage. T h e family is h u n g r y a n d des t i t u t e at 

t h e b o t t o m o f t h e G r e a t D e p r e s s i o n . T h e b o y was fear­

ful tha t , l ike o n e o f his f r iends w h o s e pa ren t s c o u l d n ' t 

p r o v i d e e n o u g h t o eat , h e w o u l d b e sen t t o live w i t h r e l ­

atives w h o c o u l d afford t h e e x p e n s e . B r a d d o c k does n o t 

hes i t a t e o n t h e m a t t e r for a s e c o n d . H e i m m e d i a t e l y 

escor t s t h e b o y to t h e s to re t o r e t u r n t h e sausage a n d 

a p o l o g i z e t o t h e b u t c h e r . H e t h e n lec tures his son : 

" T h e r e ' s a lo t o f p e o p l e w o r s e off t h a n w e are. A n d 

j u s t b e c a u s e t h ings ain ' t easy, t ha t d o n ' t g ive y o u t h e 

e x c u s e t o t ake w h a t ' s n o t y o u r s , d o e s it? Tha t ' s s teal ing, 

r igh t? W e d o n ' t steal. N o m a t t e r w h a t h a p p e n s , w e d o n ' t 

steal. N o t eve r .You g o t m e ? " 
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H i s s o n repl ies , "Yes," b u t B r a d d o c k presses t h e p o i n t , 

t w o m o r e t imes : " A r e y o u g i v i n g m e y o u r w o r d ? " 

"Yes ." 

" C o m e o n . " 

" I p r o m i s e . " 

P o v e r t y is n o e x c u s e t o steal? P r i v a t e p r o p e r t y 

d e f e n d e d b y p e o p l e w h o have a l m o s t n o n e ? S u c h t i m e -

h o n o r e d , v i r t u o u s n o t i o n s w e r e o n c e c o m m o n p l a c e in 

A m e r i c a , b u t w h e n H o l l y w o o d p re sen t s t h e m in a p o w ­

erfully pos i t ive way, it's t r u l y a K o d a k m o m e n t . B r a d -

dock ' s h e r o i s m ascends t o n e w h e i g h t s la ter i n t h e fi lm 

w h e n h e d o e s w h a t n o wel fa re r e c i p i e n t is ever asked t o 

d o a n d w h a t p e r h a p s n o t o n e i n a m i l l i o n has ever d o n e : 

H e pays t h e t axpayers b a c k . 

F r a n c e d o e s n ' t p r o d u c e m a n y nonsoc ia l i s t s t h e s e 

days, b u t if his 2 0 0 1 f i lm Enemy at the Gates is a n y i n d i ­

c a t i o n o f his po l i t i ca l v i e w s , d i r e c t o r J e a n - J a c q u e s 

A n n a u d has a b i g p r o b l e m w i t h soc ia l i sm. 

B y t h e fall o f 1 9 4 2 t w o socialist t i t a n s — N a z i G e r ­

m a n y a n d t h e c o m m u n i s t U S S R — w e r e l o c k e d in a 

d e a t h g r i p a r o u n d S ta l ing rad , a c i ty o n t h e Volga a n d t h e 

b a c k d r o p t o t h e m o v i e . A t c e n t e r s tage is a d u e l b e t w e e n 

t w o s n i p e r s — t h e R u s s i a n s h a r p s h o o t e r heroVass i l i Z a i t -

sev (Jude Law) a n d t h e N a z i m a r k s m a n M a j o r K o n i g 

(Ed H a r r i s ) , sen t b y H i t l e r t o kill h i m . W h a t t h e f i lm has 

t o say a b o u t t h e Sov ie t U n i o n in g e n e r a l a n d M a r x i s m 

in p a r t i c u l a r is a l m o s t b rea th less ly b o l d for today ' s r u n -

o f - t h e - m i l l leftist f i lmmake r . 

Josef and Adolf 

On c e t h e N a z i s rea l ize t h e p r o p a g a n d a v a l u e t o t h e 

R u s s i a n s o f Za i t sev ' s s u p e r b skills w i t h a rifle, 

K o n i g is d i s p a t c h e d t o e l i m i n a t e h i m . Z a i t s e v is a s s igned 

a b o d y g u a r d (p layed b y R o n P e r l m a n ) w h o , d u r i n g a 

m o m e n t a r y lul l in t h e s h o o t i n g , tells his c o m r a d e o f a 

r e v e a l i n g e x p e r i e n c e . H e s p e n t 16 m o n t h s i n G e r m a n y 

b e f o r e t h e w a r ( " w h e n o u r J o s e f a n d t h e i r A d o l f w e r e 

w a l k i n g h a n d in h a n d , " as P e r l m a n p u t s i t ) . B a c k i n t h e 

U S S R later , h e was t h r o w n i n p r i s o n . H i s t e e t h w e r e 

F r e e - M a r k e t M o m e n t s o n t h e S i l v e r S c r e e n 

p u n c h e d o u t b e c a u s e w h e n asked b y i n t e r r o g a t o r s w h y 

h e ' d b e e n in G e r m a n y , h e e x p l a i n e d — t r u t h f u l l y — t h a t 

Sta l in h a d sen t h i m t h e r e . P e r l m a n ' s c h a r a c t e r c o n ­

c l u d e s , " T h a t ' s t h e l a n d o f soc ia l i sm a n d un ive r sa l bliss 

for y o u . " 

M y favor i te m o m e n t c a m e n e a r t h e e n d o f t h e fi lm, 

j u s t b e f o r e a Sov ie t p r o p a g a n d i s t n a m e d D a n i l o v (Joseph 

F i ennes ) heaves h i m s e l f i n t o t h e l ine o f fire. D i s i l l u ­

s i o n e d w i t h t h e cause he 's b e e n f igh t ing for a n d d i sgus t ­

e d w i t h h i m s e l f for h a v i n g b e t r a y e d Zai tsev , h e m u t t e r s , 

" W e t r i e d so h a r d t o c rea te a soc i e ty w h e r e e v e r y o n e 

was equa l , w h e r e t h e r e was n o t h i n g t o e n v y o r a p p r o ­

p r i a t e . B u t t h e r e is n o n e w m a n . ' T h e r e wi l l always b e 

envy. T h e r e wi l l always b e r i c h a n d p o o r . " D a n i l o v was 

n o t s p e a k i n g in p u r e l y ma te r i a l i s t t e r m s . N e x t h e says, 

" R i c h in gifts, p o o r in gifts. R i c h in love , p o o r in love." 

Ega l i t a r i ans in g e n e r a l , a n d Kar l M a r x in pa r t i cu la r , 

t o o k it o n t h e c h i n w i t h tha t l ine . In Enemy at the Gates 

y o u ge t n o n e o f t h e n u m b s k u l l , po l i t i ca l ly c o r r e c t 

r o m a n t i c i z a t i o n o f M a r x i s m t h a t H o l l y w o o d s h a m e l e s s ­

ly gave us 2 0 years b e f o r e in W a r r e n Bea t ty ' s l a m e n t a b l e 

Reds. 

M e l G i b s o n ' s The Patriot (2000) features G i b s o n h i m ­

self as a n A m e r i c a n co lon i s t r e l u c t a n t at first t o j o i n t h e 

s t rugg l e against t h e k i n g . A t a m e e t i n g o f c i t i zens h e 

resists t h e call for r e v o l u t i o n b e c a u s e he 's n o t c o n v i n c e d 

t h a t a c o l o n i a l g o v e r n m e n t w o u l d b e a n y b e t t e r t h a n 

B r i t i s h ru l e . H e expresses his skep t i c i sm w i t h a q u e s t i o n 

t h a t s e e m s especia l ly p o i g n a n t today, w h e n o u r o w n 

h o m e g r o w n g o v e r n m e n t taxes m o r e o f o u r e a r n i n g s 

t h a n G e o r g e III ever i m a g i n e d h e c o u l d ge t away w i t h : 

" W h y s h o u l d I t r a d e o n e t y r a n t t h r e e t h o u s a n d mi les 

away for t h r e e t h o u s a n d ty ran t s o n e m i l e a w a y ? " 

Y o u ge t t h e p i c t u r e . I n d e e d , m a y b e a p i c t u r e o u g h t t o 

b e m a d e o f n o t h i n g b u t g rea t f r e e d o m m o m e n t s f rom 

t h e silver s c r een . S h o r t o f tha t , for p u b l i c a t i o n in a 

m o n o g r a p h l o n g e r t h a n space p e r m i t s h e r e , e - m a i l m e 

y o u r favor i t e s u c h m o m e n t s . If I use y o u r s u g g e s t i o n , 

y o u ' l l b e c i t ed . (f?) 
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Over a p rofess iona l ca ree r t ha t s p a n n e d a l m o s t 

t h r e e - q u a r t e r s o f t h e t w e n t i e t h cen tu ry , t h e 

A u s t r i a n e c o n o m i s t L u d w i g v o n M i s e s was 

w i t h o u t a n y e x a g g e r a t i o n o n e o f t h e l e a d i n g a n d m o s t 

i m p o r t a n t d e f e n d e r s o f e c o n o m i c l iber ty. T h e ideas o f 

i n d i v i d u a l f r e e d o m , t h e m a r k e t e c o n o m y , a n d l i m i t e d 

g o v e r n m e n t t h a t h e d e f e n d e d in t h e face o f t h e r i s ing 

t i de of soc ia l i sm, fascism, a n d t h e i n t e r v e n t i o n i s t w e l ­

fare s tate h a v e h a d f ew c h a m p i o n s as c lear a n d p e r s u a ­

sive as M i s e s . H e was also t h e m o s t c o m p r e h e n s i v e a n d 

c o n s i s t e n t c r i t i c o f all f o r m s o f m o d e r n 

co l l ec t i v i sm. F u r t h e r m o r e , his n u m e r o u s 

w r i t i n g s o n t h e po l i t i ca l , e c o n o m i c , a n d 

social p r i n c i p l e s o f classical l ibe ra l i sm a n d 

t h e m a r k e t o r d e r r e m a i n as fresh a n d r e l e ­

v a n t as w h e n h e p e n n e d t h e m d e c a d e s 

ago . ' 

B o r n in t h e c i ty o f L e m b e r g in t h e o l d 

A u s t r o - H u n g a r i a n E m p i r e o n S e p t e m b e r 

2 9 , 1 8 8 1 , M i s e s c a m e f rom a p r o m i n e n t 

family o f J e w i s h m e r c h a n t s a n d b u s i n e s s ­

m e n . H i s g r e a t - g r a n d f a t h e r M a y e r R a c h -

m i e l M i s e s was h o n o r e d w i t h a n o b i l i t y Ludwig von Mises 

t i t le l o r his s e rv i ce t o t h e E m p e r o r F r a n z J o s e p h as a 

l e a d e r o f t h e J e w i s h c o m m u n i t y in L e m b e r g , a f ew 

m o n t h s b e f o r e L u d w i g was b o r n . 2 

L u d w i g ' s fa ther , A r t h u r , m o v e d his fami ly t o V i e n n a 

in t h e ear ly 1890s w h e r e h e w o r k e d as a civil e n g i n e e r 

for t h e I m p e r i a l ra i lway sys t em. L u d w i g a t t e n d e d o n e o f 

t h e city's l e a d i n g a c a d e m i c gymnasiums as p r e p a r a t i o n for 

u n i v e r s i t y s tud ies . H e e n t e r e d t h e U n i v e r s i t y o f V i e n n a 

in 1 9 0 0 a n d r e c e i v e d his d o c t o r a l d e g r e e in j u r i s p r u ­

d e n c e in 1 9 0 6 . I n 1 9 0 9 h e was e m p l o y e d b y t h e V i e n n a 

C h a m b e r o f C o m m e r c e , Craf ts , a n d Indus t ry , a n d c o n ­

t i n u e d to w o r k at t h e C h a m b e r as a s en io r e c o n o m i c 

analyst un t i l h e left V i e n n a in 1934 to a c c e p t a fu l l - t ime 

t e a c h i n g p o s i t i o n at t h e G r a d u a t e Ins t i tu t e o f I n t e r n a ­

t iona l S tud ies in G e n e v a , S w i t z e r l a n d . Bes ides his w o r k 

at t h e C h a m b e r , Mises also t a u g h t at t h e U n i v e r s i t y o f 

V i e n n a , l ed a n i n t e r n a t i o n a l l y r e n o w n e d in te rd i sc ip l i ­

n a r y p r iva t e seminar , a n d f o u n d e d t h e A u s t r i a n Ins t i tu t e 

for Bus iness C y c l e R e s e a r c h in 1 9 2 7 , w i t h a y o u n g 

F r i e d r i c h A . H a y e k as its first d i r ec to r . 3 

It was d u r i n g his years in G e n e v a , b e t w e e n 1 9 3 4 a n d 

1 9 4 0 , t ha t Mise s w r o t e his grea tes t w o r k in 

e c o n o m i c s , t h e G e r m a n - l a n g u a g e v e r s i o n 

o f w h a t b e c a m e in Eng l i sh Human Action: 

A Treatise on Economics.4 I n t h e s u m m e r o f 

1 9 4 0 , as t h e N a z i w a r m a c h i n e was f in ish­

i n g its c o n q u e s t o f w e s t e r n E u r o p e , Mises 

a n d his wi fe m a d e t h e i r w a y f rom S w i t z e r ­

l a n d to t h e U n i t e d States , w h e r e h e s p e n t 

t h e rest his life c o n t i n u i n g his w r i t i n g s a n d 

also t e a c h i n g for m o s t o f t h o s e years at 

N e w Y o r k Univers i ty , un t i l his d e a t h o n 

O c t o b e r 10 , 1 9 7 3 , at age 9 2 . 

In a d d i t i o n , in b o t h V i e n n a b e t w e e n 

t h e t w o w o r l d war s a n d t h e n aga in in p o s t - W o r l d W a r II 

A m e r i c a , Mise s d e m o n s t r a t e d a u n i q u e abi l i ty t o a t t rac t 

in te l l ec tua l ly creat ive s t u d e n t s a r o u n d h i m , t h u s fos ter ­

i n g n e w g e n e r a t i o n s o f scholars t o c o n t i n u e t h e ideas o f 

t h e A u s t r i a n s c h o o l o f e c o n o m i c s . 

A n a p p r e c i a t i o n o f Mises ' s de fense o f f r e e d o m 

requ i re s an u n d e r s t a n d i n g o f t h e pol i t i ca l a n d i d e o l o g i ­

cal t r ends o f t h e first ha l f o f t h e t w e n t i e t h cen tu ry . 

T h r o u g h o u t m o s t o f t h e n i n e t e e n t h cen tu ry , " l i be r a l -
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i s m " h a d m e a n t b e l i e f i n a n d d e v o t i o n t o p e r s o n a l f r ee ­

d o m , c o n s t i t u t i o n a l l y l i m i t e d g o v e r n m e n t , t h e sanc t i ty 

o f p r i v a t e p r o p e r t y , as w e l l as f r e e d o m o f e n t e r p r i s e at 

h o m e a n d free t r a d e a m o n g t h e n a t i o n s o f t h e w o r l d . 

B u t e v e n b e f o r e W o r l d W a r I m a n y o f t h o s e w h o 

l abe l ed t h e m s e l v e s " l i b e r a l s " w e r e in fact a d v o c a t e s o f 

w h a t a f e w d e c a d e s ear l ie r h a d b e e n cal led " s ta te soc ia l ­

i s m " in p r e w a r I m p e r i a l Crermany. F o r a l m o s t 4 0 years 

b e f o r e W o r l d W a r I, m a n y o f t h e l e a d i n g G e r m a n e c o n ­

omis t s , h i s t o r i a n s , a n d po l i t i ca l s c i e n t i s t s — w h o b e c a m e 

w i d e l y k n o w n as m e m b e r s o f t h e G e r m a n H i s t o r i c a l 

S c h o o l — h a d a r g u e d t h a t t h e socialists h a d b e e n c o r r e c t 

i n t h e i r c r i t i c i sms o f f r e e - m a r k e t c a p i ­

ta l i sm. T h e u n r e g u l a t e d m a r k e t , t h e y 

said, r e su l t ed i n a n e x p l o i t a t i o n o f t h e 

w o r k e r s a n d a d i s r e g a r d o f t h e 

" n a t i o n a l i n t e r e s t . " W h e r e t h e socialists 

h a d g o n e w r o n g , t h e y ins is ted , was i n 

t h e i r rad ica l d e m a n d for a r e v o l u t i o n ­

a ry o v e r t h r o w o f t h e e n t i r e ex i s t i ng 

social o rde r . 

W h a t G e r m a n y n e e d e d i n s t ead , 

t h e y s ta ted , was " s ta te soc ia l i sm," u n d e r 

w h i c h social r e f o r m s w o u l d b e i n t r o ­

d u c e d t o a m e l i o r a t e t h e s u p p o s e d 

" e x c e s s e s " o f u n b r i d l e d laissez faire. 

T h e G e r m a n H i s t o r i c a l S c h o o l s u p ­

p o r t e d a n d e n c o u r a g e d t h e i m p o s i t i o n 

o f t h e m o d e r n we l fa re s tate b y t h e 

G e r m a n " I r o n C h a n c e l l o r , " O t t o v o n 

B i s m a r c k , i n t h e 1880s a n d 1890s . 

S o c i a l i z e d m e d i c i n e , s t a t e - m a n a g e d 

o l d - a g e p e n s i o n s , m i n i m u m - w a g e 

laws, a n d g o v e r n m e n t - s p o n s o r e d p u b ­

lic h o u s i n g a n d r e c r e a t i o n a l facilities w o u l d p r o v i d e 

" c r a d l e t o g r a v e " s e c u r i t y for t h e " w o r k i n g classes," a n d 

w o u l d t h u s l u r e t h e m away f r o m t h e m o r e - r a d i c a l p r o ­

posals o f t h e M a r x i a n social is ts . 5 

A t t h e s a m e t i m e , g o v e r n m e n t r e g u l a t i o n o f i n d u s t r y 

a n d a g r i c u l t u r e t h r o u g h tariffs, car te ls , a n d subs id ies , as 

w e l l as p r o d u c t i o n a n d p r i c e c o n t r o l s , w o u l d assure t h a t 

t h e act ivi t ies o f t h e "capi ta l i s t c lass" w o u l d b e h a r n e s s e d 

t o w h a t t h e po l i t i ca l a u t h o r i t i e s c o n s i d e r e d t o b e in t h e 

" n a t i o n a l in te res t . " P r a g m a t i s m a n d e x p e d i e n c y in all 

e c o n o m i c a n d social po l i cy dec i s ions w e r e h a i l e d as t h e 

Anticipating the 
tr iumph of Hitler and 
his National Socialist 
(Nazi) movement in 
1933, Mises warned 
in 1926 that many 
Germans were 
"setting their hopes 
on the coming of the 
'strong man '—the 
tyrant who will think 
for them and care 
for them." 

h i g h e s t f o r m s o f po l i t i ca l w i s d o m a n d " s t a t e s m a n s h i p , " i n 

p l ace o f " i n f l e x i b l e " c o n s t i t u t i o n a l res t ra in ts t h a t l i m i t e d 

t h e d i s c r e t i o n a r y p o w e r for g o v e r n m e n t i n t e r v e n t i o n . 

M e m b e r s o f t h e G e r m a n H i s t o r i c a l S c h o o l a r g u e d 

t h a t o l d - f a s h i o n e d classical l ibe ra l i sm h a d b e e n p u r e l y 

" n e g a t i v e " in its u n d e r s t a n d i n g o f f r e e d o m , a n d in a d v o ­

c a t i n g t h a t g o v e r n m e n t ' s ro le was s i m p l y t o s ecu re t h e 

lives, l iber ty , a n d p r o p e r t y o f t h e c i t i z e n r y f r o m v i o l e n c e , 

aggress ion , a n d fraud. G o v e r n m e n t , t h e y said, h a d t o b e 

m o r e " p o s i t i v e " a n d ac t ive i n p r o v i d i n g social safety ne t s 

for t h e masses agains t t h e u n c e r t a i n t i e s o f life. H e n c e , 

t h e y a n d t h e i r " p r o g r e s s i v e " fo l lowers in E n g l a n d , 

F r a n c e , a n d e spec ia l ly t h e U n i t e d 

States s o o n w e r e r e f e r r i n g t o t h e i r 

ideas as a n e w e r a n d m o r e - e n l i g h t e n e d 

" l ibe ra l i sm," w h i c h w o u l d c rea te a 

t r u e r a n d m o r e c o m p l e t e " f r e e d o m " 

f r o m w a n t a n d w o r r y . 6 T h e c o n c e p t o f 

l ibe ra l i sm, m o s t p a r t i c u l a r l y in t h e 

U n i t e d Sta tes , was c h a n g i n g f r o m a 

po l i t i ca l a n d e c o n o m i c p h i l o s o p h y o f 

i n d i v i d u a l l i b e r t y a n d free e n t e r p r i s e 

u n d e r t h e r u l e o f l a w a n d l i m i t e d g o v ­

e r n m e n t , t o a n o t i o n o f po l i t i ca l p a t e r ­

n a l i s m w i t h a n inc reas ing ly in t ru s ive 

h a n d o f g o v e r n m e n t in t h e social a n d 

c o m m e r c i a l affairs o f its c i t i zens . 7 

Socialism and Nationalism 

Th e last d e c a d e s o f t h e n i n e t e e n t h 

c e n t u r y also saw t h e g r o w t h o f 

t w o o t h e r m o d e r n f o r m s o f c o l l e c ­

t i v i s m : s o c i a l i s m a n d n a t i o n a l i s m . 

T h e i r c o m m o n p r e m i s e was t h a t t h e 

i n d i v i d u a l a n d his in te res ts w e r e always p o t e n t i a l l y in 

conf l ic t w i t h t h e bes t in te res ts o f soc i e ty as a w h o l e . T h e 

Marx i s t s c l a i m e d t o have d i s c o v e r e d t h e i ne scapab le 

" l aws o f h is tory ," w h i c h d e m o n s t r a t e d t h a t t h e e m e r ­

g e n c e o f t h e d iv i s ion o f l a b o r a n d p r i v a t e p r o p e r t y split 

s o c i e t y i n t o i n h e r e n t l y a n t a g o n i s t i c social "classes." 

T h o s e w h o o w n e d t h e m e a n s o f p r o d u c t i o n e a r n e d r e n t 

a n d prof i t b y e x t r a c t i n g a p o r t i o n o f t h e w e a l t h p r o ­

d u c e d b y t h e n o n - o w n i n g w o r k e r s w h o m t h e o w n e r s 

o f p r o d u c t i v e p r o p e r t y e m p l o y e d in a g r i c u l t u r e a n d 

indus t ry . 
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E v e n t u a l l y this class conf l ic t w o u l d lead, t h r o u g h a 

p rocess o f h i s to r i ca l e v o l u t i o n , t o a radica l a n d r e v o l u ­

t i o n a r y c h a n g e i n w h i c h t h e w o r k e r s w o u l d r ise u p a n d 

e x p r o p r i a t e t h e p r o p e r t y o f t h e capitalists . After h a v i n g 

soc ia l i zed t h e m e a n s o f p r o d u c t i o n , t h e n e w w o r k e r s ' 

s ta te w o u l d i n t r o d u c e c e n t r a l p l a n n i n g in p l ace o f t h e 

p r e v i o u s d e c e n t r a l i z e d a n d p r o f i t - o r i e n t e d p r o d u c t i o n 

p lans o f t h e n o w e x p r o p r i a t e d capital ists . Social is t c e n ­

tral p l a n n i n g , it was c l a i m e d , w o u l d g e n e r a t e a level o f 

p r o d u c t i o n a n d a r i s i ng s t anda rd o f l iv ing far e x c e e d i n g 

a n y t h i n g e x p e r i e n c e d d u r i n g t h e "capi ta l i s t p h a s e " o f 

h u m a n h is tory . T h i s p rocess w o u l d c u l m i n a t e in a " p o s t -

s ca rc i t y " w o r l d i n w h i c h all o f m a n ' s w a n t s a n d w i s h e s 

w o u l d b e fully satisfied, w i t h selfishness a n d g r e e d a b o l ­

i shed f r o m t h e face o f t h e e a r t h . 8 

T h e p r o p o n e n t s o f aggress ive n a t i o n a l i s m a r g u e d tha t 

t h e r e w a s , i n d e e d , a n i n h e r e n t conf l ic t a m o n g m e n in 

t h e w o r l d . 9 T h i s a n t a g o n i s m , h o w e v e r , was n o t b a s e d o n 

socia l classes as t h e M a r x i a n socialists de f ined t h e m . 

I n s t e a d , t h e s e conf l ic t s w e r e b e t w e e n n a t i o n s a n d 

n a t i o n a l g r o u p s . U n f o r t u n a t e l y , t h e na t iona l i s t i d e o ­

l o g u e s said, i nd iv idua l s w i t h i n n a t i o n s o f t en a c t e d in 

ways i n c o n s i s t e n t w i t h t h e bes t in te res ts o f t h e n a t i o n t o 

w h i c h t h e y b e l o n g e d . T h u s t h e p a r t i c u l a r in teres ts o f 

b u s i n e s s m e n , w o r k e r s , a n d t h o s e in v a r i o u s profess iona l 

g r o u p s h a d t o b e r e g u l a t e d a n d c o n t r o l l e d for t h e fur ­

t h e r a n c e o f t h e g r e a t e r n a t i o n a l g o o d . As a resul t , a g g r e s ­

sive n a t i o n a l i s m dove t a i l ed—espec i a l l y , t h o u g h ce r t a in ly 

n o t exclusively, i n I m p e r i a l G e r m a n y — w i t h t h e i n t e r ­

v e n t i o n i s t a n d wel fare-s ta t i s t po l ic ies o f state soc ia l i sm 

a n d t h e n e w e r " p r o g r e s s i v e " l ibera l i sm. 

C o m m e r c i a l a n d m i l i t a r y conf l ic t a m o n g t h e n a t i o n s 

o f t h e w o r l d was i nev i t ab l e in t h e eyes o f t h e s e n a t i o n ­

alists. T h e p r o s p e r i t y o f a n y o n e n a t i o n c o u l d o n l y c o m e 

at t h e e x p e n s e o f o t h e r n a t i o n s . H e n c e , t h e task o f all 

n a t i o n a l s t a t e s m e n was t o foster t h e p o w e r a n d t r i u m p h 

o f t h e i r o w n n a t i o n a l g r o u p t h r o u g h t h e c o n q u e s t a n d 

i m p o v e r i s h m e n t o f o t h e r s a r o u n d t h e w o r l d . S i n c e n o 

n a t i o n w o u l d w i l l i ng ly a c c e p t its o w n po l i t i ca l a n d 

m a t e r i a l d e s t r u c t i o n , w a r was an i ne scapab le aspec t o f 

t h e h u m a n c o n d i t i o n . M i l i t a r i s m a n d t h e m a r t i a l spi r i t 

w e r e l ikewise ha i l ed as b o t h neces sa ry a n d s u p e r i o r t o 

t h e " i n d i v i d u a l i s t i c " a n d "pac i f i s t i c " spi r i t o f p r o d u c t i o n 

a n d t rade . " 1 

T h e c u l m i n a t i o n o f t h e s e col lec t iv is t t e n d e n c i e s was 

t h e o u t b r e a k o f W o r id W a r I i n 1 9 1 4 , a n analysis o f t h e 

causes a n d c o n s e q u e n c e s o f w h i c h L u d w i g v o n Mises 

offered in his 1 9 1 9 v o l u m e , Nation, State, and Economy.11 

T h e G r e a t War , as it was cal led, n o t o n l y b r o u g h t fo r th 

t h e t r i u m p h o f t h e na t iona l i s t i c spir i t ; it also saw t h e 

i m p o s i t i o n o f v a r i o u s f o r m s o f socialist cen t ra l p l a n n i n g 

as v i r tua l ly all t h e be l l i ge ren t n a t i o n s e i t h e r n a t i o n a l i z e d 

o r t h o r o u g h l y c o n t r o l l e d p r i va t e i n d u s t r y a n d a g r i c u l ­

t u r e in t h e n a m e o f t h e w a r t i m e n a t i o n a l e m e r g e n c y . 

T h e g o v e r n m e n t s at w a r also es tabl i shed welfare-s ta t is t 

r a t i o n i n g a n d r e g u l a t i o n o f all c o n s u m e r p r o d u c t i o n 

s ince t h e n e e d s o f to ta l w a r r e q u i r e d to ta l s tate r e s p o n ­

sibil i ty for t h e s u p p o s e d w e l l - b e i n g o f en t i r e p o p u l a ­

t ions . 

O u t o f t h e ashes o f W o r l d W a r I t h e r e arose n e w 

to ta l i t a r i an states, first w i t h t h e e s t a b l i s h m e n t o f a c o m ­

m u n i s t d i c t a t o r s h i p in R u s s i a f o l l o w i n g t h e B o l s h e v i k 

R e v o l u t i o n o f 1 9 1 7 u n d e r Len in ' s l eadersh ip , a n d t h e n 

w i t h t h e r ise t o p o w e r o f M u s s o l i n i a n d his Fascist P a r t y 

in Italy in 1 9 2 2 . B o t h t h e c o m m u n i s t s a n d t h e fascists 

r e j ec t ed t h e ideas a n d t h e i n s t i t u t i ons o f classical l ibe ra l ­

i sm. C o n s t i t u t i o n a l g o v e r n m e n t , t h e ru l e o f law, civil l i b ­

er t ies , a n d e c o n o m i c f r e e d o m w e r e dec l a r ed b y b o t h 

these va r i a t ions o n t h e col lect ivis t t h e m e as r e a c t i o n a r y 

h i n d r a n c e s t o t h e success of, respectively, t h e worke r ' s 

s tate in Sovie t R u s s i a a n d n a t i o n a l grea tness in Fascist 

Italy. B o t h c o m m u n i s m a n d fascism insis ted tha t t h e 

i n d i v i d u a l n e e d e d t o b e " r e e d u c a t e d " a n d m a d e t o c o n ­

f o r m to t h e w i d e r socialist o r na t iona l i s t g o o d . T h e i n d i ­

v idua l was t o b e r e d u c e d to a c o g in t h e m a c h i n e r y o f 

t h e a l l -power fu l a n d a l l - p l a n n i n g s ta te . 1 2 

G e r m a n y ' s defeat in t h e w a r h a d resu l t ed in pol i t ica l 

a n d e c o n o m i c chaos , w h i c h c u l m i n a t e d in t h e disastrous 

h y p e r i n f l a t i o n o f t h e early 1 9 2 0 s . 1 3 M a n y o f t h e social 

a n d cu l tu ra l a n c h o r s o f G e r m a n soc ie ty w e r e u n h i n g e d 

by t h e w a r a n d t h e in f l a t ion . 1 4 A g r o w i n g n u m b e r o f 

G e r m a n s l o n g e d for a " L e a d e r " t o g u i d e t h e m o u t o f t h e 

m o r a s s o f po l i t i ca l ins tabi l i ty a n d e c o n o m i c ha rdsh ip . In 

1 9 2 5 Mises ana lyzed these t r ends in G e r m a n y a n d c o n ­

c l u d e d tha t t h e y w e r e l e a d i n g t h e G e r m a n p e o p l e 

t o w a r d a " n a t i o n a l socia l ism," ins tead o f e i t h e r classical 

l ibera l i sm o r M a r x i a n soc ia l i sm. 1 5 A n t i c i p a t i n g t h e t r i ­

u m p h o f H i t l e r a n d his N a t i o n a l Socialist (Nazi ) m o v e ­

m e n t in 1 9 3 3 , Mise s w a r n e d in 1 9 2 6 tha t m a n y 

G e r m a n s w e r e " s e t t i n g t he i r h o p e s o n t h e c o m i n g o f t h e 
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' s t r o n g m a n ' — t h e t y r a n t w h o wi l l t h i n k for t h e m a n d 

care for t h e m . " 1 6 

I n la te r years M i s e s e m p h a s i z e d t h a t w h i l e t h e M a r x ­

ists i n t h e Sov i e t U n i o n u s e d t h e too l s o f c e n t r a l p l a n ­

n i n g t o cu l tu ra l ly r e d e s i g n a socialist " n e w m a n " t h r o u g h 

v a r i o u s m e t h o d s o f i n d o c t r i n a t i o n a n d t h o u g h t c o n t r o l , 

t h e N a t i o n a l Socialists i n N a z i G e r m a n y t o o k this a s tep 

f u r t h e r w i t h t h e i r s c h e m e o f cen t r a l ly p l a n n i n g t h e racial 

b r e e d i n g o f a n e w " m a s t e r r a c e . " 1 7 

T h i s was t h e h i s to r i ca l c o n t e x t i n w h i c h M i s e s p u b ­

l i shed s o m e o f his m o s t i m p o r t a n t w o r k s in t h e p e r i o d 

b e t w e e n t h e t w o w o r l d wa r s : Socialism ( 1 9 2 2 ) , Liberalism 

( 1 9 2 7 ) , a n d Critique of Interventionism ( 1 9 2 9 ) . @ 

1. O n Mises's life and con t r ibu t ions to economics and the p h i ­
losophy of f reedom, see R i c h a r d M . Ebel ing , Austrian Economics and 
the Political Economy of Freedom ( N o r t h a m p t o n , Mass.: Edward Elgar, 
2003) chapter 3 , " A R a t i o n a l Economis t in an Irrational Age: L u d ­
w i g von Mises," pp. 61—99; and R i c h a r d M . Ebel ing , "P l ann ing for 
F reedom: L u d w i g v o n Mises as Political E c o n o m i s t and Policy A n a ­
lyst," in R i c h a r d M . Ebel ing , ed.. Competition or Compulsion: The Mar­
ket Economy versus the New Social Engineering (Hillsdale, Mich . : 
Hillsdale Col lege Press, 2001) , pp. 1-85; see, also, M u r r a y N . R o t h -
bard, Ludwig von Mises: Scholar, Creator, Hero (Auburn , Ala.: L u d w i g 
von Mises Insti tute, 1988), and Israel M . Kirzner, Ludwig von Mises 
(Wi lming ton , Del . : ISI Books , 2001) . 

2. O n Mises's family b a c k g r o u n d and the cultural cl imate of 
Vienna and Austr ia in t e rms of the Jews and ant i -Semit i sm, see 
R i c h a r d M . Ebel ing , " L u d w i g von Mises and the Vienna of His 
T ime , " Parts I and II, The Freeman, M a r c h 2005 , pp. 24—31, and Apri l 
2005 , pp. 1 9 - 2 5 . 

3 . O n Mises's w o r k as pol icy analyst and advocate in the Austria 
of the in terwar pe r iod , see R i c h a r d M . Ebel ing , " T h e E c o n o m i s t as 
the His tor ian of Dec l ine : L u d w i g von Mises and the Austria B e t w e e n 
the Two Wor ld Wars," in R i c h a r d M . Ebel ing , ed., Globalization: Will 
Freedom or Global Government Dominate the International Marketplace? 
(Hillsdale, Mich . : Hillsdale Col lege Press, 2002) , pp. 1-68. 

4. L u d w i g von Mises, Human Action: A Treatise on Economics, 3d 
rev. ed. ( I r v i n g t o n - o n - H u d s o n , N.Y.: Founda t ion for E c o n o m i c E d u ­
cation, 1996 [1966]). 

5. Bismarck told an A m e r i c a n admirer, " M y idea was to b r ibe the 
w o r k i n g class, or shall I say, to w i n t h e m over, to regard the state as a 
social ins t i tu t ion exist ing for their sake and interested in their w e l ­
fare." See Wi l l i am H . D a w s o n , The Evolution of Modern Germany, vol. 
II ( N e w Y o r k : Charles Scribner 's Sons, 1914), p. 349 . 

6. O n the ideas and deve lopmen t of the G e r m a n welfare state and 
regulated e c o n o m y in the late n ine t een th and early twen t ie th c e n ­
turies, see R i c h a r d M . Ebel ing , Austrian Economics and the Political 
Economy of Freedom, chapter 7, " T h e Political Myths and E c o n o m i c 
Real i t ies of the Welfare State," pp. 1 7 9 - 2 0 2 , especially, pp. 1 7 9 - 8 4 ; 
and R i c h a r d M . Ebel ing , " N a t i o n a l Hea l th Care and the Welfare 
State," in Jacob G. H o r n b e r g e r and R i c h a r d M . Ebel ing , eds., The 
Dangers of Socialized Medicine (Fairfax, Va.: T h e Fu ture of F r e e d o m 
Founda t ion , 1994), pp. 2 5 - 3 7 ; see also, Mises's criticisms of the G e r ­
m a n Histor ical School in " T h e Histor ical Set t ing of the Austr ian 
School of E c o n o m i c s " [1969], r epr in ted in Bet t ina Bien Greaves, ed., 

Austrian Economics: An Anthology ( I r v i n g t o n - o n - H u d s o n , N Y : F o u n ­
dat ion for E c o n o m i c Educa t ion , 1996), pp. 53—76, especially pp. 
6 0 - 6 9 . 

7. See R i c h a r d M . Ebel ing , "Free Markets , the R u l e of Law, and 
Classical Liberalism," The Freeman, May 2004 , pp. 8—15. 

8. Mises showed the inheren t flaws and contradic t ions in the 
Marx ian t heo ry of history and class conflict in Socialism: An Econom­
ic and Sociological Analysis (Indianapolis: Liber ty Classics, 1981 [1922; 
revised eds., 1932, 1951]), pp. 2 7 9 - 3 2 0 , and Theory and History: An 
Interpretation of Social and Economic Evolution (Indianapolis: Liberty 
Fund , 2005 [1957]), pp. 1 0 2 - 5 8 . 

9. O n the evolut ion and meanings of nationali ty and nat ional ism, 
see Car l ton J. H . Hayes, The Historical Evolution of Modem Nationalism 
( N e w Y o r k : R i c h a r d R . Smith , 1931); Car l ton J . H . Hayes, Essays on 
Nationalism ( N e w Y o r k : Macmil lan , 1928) ;Wal ter Sulzbach, National 
Consciousness (Washington, D .C . : A m e r i c a n C o u n c i l on Public 
Affairs, 1943); and Freder ick Her t z , Nationality in History and Politics 
( N e w Y o r k : Oxfo rd Univers i ty Press, 1944). 

10. L u d w i g von Mises, "Auta rky and Its C o n s e q u e n c e s " [1943] in 
R i c h a r d M . Ebel ing, ed., Money, Method and the Market Process: Essays 
by Ludwig von Mises (Norwel l , Mass.: K luwer Academic Press, 1990) 
p. 138: "Aggressive or militaristic nationalism aims at conques t and the 
subjugat ion of o the r nat ions by arms. Economic nationalism aims at the 
fur ther ing the wel l -be ing of one's o w n na t ion or some of its groups 
t h r o u g h inflicting h a r m u p o n foreigners by e c o n o m i c measures, for 
instance: t rade and migra t ion barr iers , expropr ia t ion of foreign 
investments , repudia t ion of foreign debts, cu r rency devaluat ion, and 
foreign exchange control ." 

11 . L u d w i g von Mises, Nation, State, and Economy: Contributions to 
the Politics and History oj Our Time ( N e w Y o r k : N e w Y o r k Univers i ty 
Press, 1983 [1919]). 

12. See R i c h a r d M . Ebel ing , Austrian Economics and the Political 
Economy of Freedom, chapter 6, "Classical Liberalism and Collect ivism 
in the 20th Century ," pp. 1 5 9 - 7 8 , especially pp. 1 5 9 - 6 3 ; on the po l i t ­
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F o u n d a t i o n for E c o n o m i c Educa t ion , 1947), pp. 6 2 - 7 9 ; also see 
R i c h a r d Overy, The Dictators: Hitler's Germany, Stalin's Russia ( N e w 
York: W W . N o r t o n , 2004) ; A. James Gregor , The Faces of Janus: Marx­
ism and Fascism in the Twentieth Century ( N e w Haven , C o n n . : Yale 
Univers i ty Press, 2000) ; Francois Furet , The Passing of an Illusion: The 
Idea of Communism in the Twentieth Century (Chicago: Univers i ty of 
Ch icago Press, 1999); and R i c h a r d Pipes, Russia Under the Bolshevik 
Regime ( N e w York: Alfred A. Knopf, 1993), pp. 2 4 0 - 8 1 . 

13. For Mises's analysis of the Great G e r m a n Inflation, see his 
m o n o g r a p h , "Stabil ization of the M o n e t a r y U n i t — F r o m the V i e w ­
po in t o f T h e o r y " [1923], in Percy L. Greaves, Jr., ed., Ludwig von 
Mises, On the Manipulation of Money and Credit (Dobbs Ferry, N . Y : 
Free Marke t Books , 1978), pp. 1-49, and L u d w i g von Mises, "Bus i ­
ness U n d e r G e r m a n Inflat ion" [1946], r ep r in ted in Ideas on Liberty, 
N o v e m b e r 2 0 0 3 , pp. 10—13; also R i c h a r d M . Ebel ing , " T h e Great 
G e r m a n Inflation," Ideas on Liberty, N o v e m b e r 2 0 0 3 , pp. 4—5. 

14. See Albrecht Mende l s sohn Bartholdy, The War and German 
Society: The Testament of a Liberal ( N e w Y o r k : H o w a r d Fertig, 1971 
[1937]), and M o r t i z J. B o n n , Wandering Scholar (London : C o h e n & 
West, Ltd. , 1949), pp. 2 7 3 - 9 0 . 
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Japan, Germany, and the End of the Third Way 

BY N O R M A N B A R R Y 

Last year 's e l e c t i o n resul ts in J a p a n a n d G e r m a n y 

are n o t o n l y i m p o r t a n t for t h o s e c o u n t r i e s b u t 

also h a v e w i d e r lessons , for t h e y h e r a l d a decis ive 

defea t for a o n c e - f a s h i o n a b l e d o c t r i n e — t h e T h i r d Way. 

T h i s was a d o p t e d b y socialists i n despa i r o f t h e ab jec t 

fai lure o f " rea l ly ex i s t i ng soc i a l i sm" b u t des i rous t o p r e ­

se rve t h e i r an t i -cap i t a l i s t c reden t i a l s . T h e y a s s u m e d w e 

c o u l d s e c u r e all t h e benef i t s o f t h e free m a r k e t , i n t e r m s 

o f its h i g h e r p r o d u c t i v i t y a n d l ibera l 

socia l f r a m e w o r k , w i t h o u t its u n p l e a s a n t 

c o n c o m i t a n t s — e x c e s s i v e i n d i v i d u a l i s m , 

c o m p a n i e s ' c o n c e r n w i t h s h a r e h o l d e r 

va lue , t h e use o f t h e t a k e o v e r m e c h a ­

n i s m for i n d u s t r i a l r e o r g a n i z a t i o n — a l l 

s u m m e d u p by t h e m o r a l l y l o a d e d t e r m 

" g r e e d . " F o r t u n a t e l y for T h i r d Wayers 

t h e r e w e r e t w o e c o n o m i e s t h a t a p p a r ­

e n t l y e v i n c e d different v i r t u e s a n d w e r e 

h i g h l y successful , t h e s e c o n d a n d t h i r d 

b igges t e c o n o m i e s in t h e w o r l d , J a p a n 

a n d G e r m a n y . I n d e e d , at o n e t i m e all 

A m e r i c a was f r i g h t e n e d o f Japan ' s s t u - — 

p e n d o u s e c o n o m i c viri l i ty. T h e J a p a n e s e 

car indus t ry , s p e a r h e a d e d b y Toyo ta , N i s s a n , a n d H o n d a , 

was o n t h e b r i n k o f t a k i n g ove r f r o m D e t r o i t , a n d 

a l t h o u g h t h e J a p a n e s e w e r e n o t g r e a t i n n o v a t o r s , t h e y 

c o u l d c o p y a n d m a k e cars , w a s h i n g m a c h i n e s , a n d c o m ­

p u t e r s m o r e eff iciently t h a n t h e Wes t . A n d G e r m a n y 

was t h e d o m i n a n t e c o n o m i c p o w e r in E u r o p e , w h o s e 

i n d u s t r i e s , l ike Japan ' s , w e r e heav i ly g e a r e d t o w a r d 

e x p o r t s . I n b o t h c o u n t r i e s t h e s h a r e h o l d e r s w e r e 

s q u e e z e d o u t o f r u n n i n g c o m p a n i e s t h e y n o m i n a l l y 

o w n e d a n d i n d u s t r y was g e a r e d t o w a r d s e r v i n g t h e 

c o m m u n i t y m o r e t h a n t h e o w n e r s ' in te res t s . T h u s t h e 

Both economies have 
been mired in 
recession for the past 
two decades and have 
begun to question 
their own economic 
models, as was seen in 
the election results. 

h u g e J a p a n e s e c o r p o r a t i o n s p layed a s ignif icant welfare 

role , a n d n o b o d y ever lost his j o b . E v e n t h o u g h p r iva t e 

o w n e r s h i p was s edu lous ly m a i n t a i n e d , G e r m a n y a n d 

J a p a n d id n o t have A n g l o - A m e r i c a n capi ta l i sm as e x e m ­

plif ied o n Wal l S t ree t a n d in t h e C i t y o f L o n d o n . 

B u t b o t h e c o n o m i e s have b e e n m i r e d in recess ion for 

t h e past t w o d e c a d e s a n d have b e g u n to q u e s t i o n t h e i r 

o w n e c o n o m i c m o d e l s , as was seen in t h e e l e c t i o n 

results, J a p a n m o r e t h a n G e r m a n y . 

W h a t w e n t w r o n g ? Briefly, b o t h 

c o u n t r i e s b e c a m e d o m i n a t e d b y 

in te res t g r o u p s tha t u s e d t h e pol i t ica l 

sys t em to d ive r t i n c o m e c rea t ed by 

o t h e r s t o t h e m s e l v e s ( " r e n t - s e e k ­

i n g " ) ; b o t h h a d t o o m u c h state w e l ­

fare ; a n d n e i t h e r e c o n o m y was 

flexible e n o u g h to c o p e w i t h t h e 

d e m a n d s o f g loba l i za t ion . Ove ra l l , 

J a p a n a n d G e r m a n y have pol i t ica l 

sys tems tha t offer eve ry i n c e n t i v e for 

pol i t ica l par t i es t o p r e se rve t h e c u r -

r e n t ineff ic ient sys tem a n d n o n e for 

a n y o n e w h o t r i e d t o b r e a k o u t o f it. 

It was a classic "socia l d i l e m m a " : e v e r y b o d y k n e w t h e y 

w o u l d all even tua l ly b e b e t t e r off if t h e y d u m p e d t h e 

o b s t r u c t i v e l a b o r laws, c r a m p i n g r egu la t ions , a n d cost ly 

welfare , b u t po l i t i ca l par t i es w e r e b e h o l d e n t o in te res t 

g r o u p s t h a t b e n e f i t e d f rom t h e p r e s e r v a t i o n , i n d e e d 

e x p a n s i o n , o f t h e p reva i l ing sys tem. M a n c u r O l s o n , w h o 

a n a l y z e d t h e d i l e m m a in i m m e n s e deta i l a n d soph i s t i ca -
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J a p a n , G e r m a n y , a n d t h e E n d o f t h e T h i r d W a y 

t i o n o n c e s u g g e s t e d t h a t it c o u l d o n l y b e o v e r c o m e b y a 

n a t i o n a l c a t a s t r o p h e s u c h as defea t i n a m a j o r war . 1 A n d 

J a p a n a n d G e r m a n y h a d t h e i r e c o n o m i e s devas t a t ed b y 

defeat i n W o r l d W a r II ye t m a n a g e d t o m a k e a m a z i n g 

r ecove r i e s in t h e ear ly p o s t w a r years , w h i l e a m o n g t h e 

v i c to r s B r i t a i n l a n g u i s h e d u n t i l M a r g a r e t T h a t c h e r . 

B r i t a i n , o f c o u r s e , was d o m i n a t e d b y in t e r e s t g r o u p s , 

especia l ly t r a d e u n i o n s . 2 I shall l o o k at J a p a n first, a n d in 

m o r e deta i l , b e c a u s e it appea r s as if it is g e t t i n g ove r t h e 

a f o r e m e n t i o n e d social d i l e m m a b e t t e r t h a n G e r m a n y . 

J a p a n has h a d a d o m i n a n t par ty , t h e L ibe ra l D e m o ­

crats ( L D P ) , w h i c h has b e e n o u t o f p o w e r o n l y o n c e 

s ince 1 9 5 5 , br ie f ly i n t h e 1990s . Yet it has n o c o h e r e n t 

p r o g r a m . It is real ly a b u n c h o f p r e s ­

sure g r o u p s t h a t prof i t f r o m t h e b u r ­

g e o n i n g state. T h e r e is n o s e r i o u s 

soc ia l i sm i n J a p a n , a n d it still has a r e l ­

at ively smal l p u b l i c sec tor , b u t t h e 

D e m o c r a t i c P a r t y o f J a p a n , f o r m e d b y 

d i s e n c h a n t e d L D P m e m b e r s , is s l igh t ­

ly m o r e l e f t - w i n g a n d u n d e r t h e in f lu ­

e n c e o f t r a d e u n i o n s . T h e y k n o w 

w h e r e t h e r en t s are . 

J a p a n has a lways h a d a m a r k e t 

e c o n o m y , b u t it was n o t A n g l o - A m e r ­

i can . S h a r e h o l d e r s w e r e p a i d d e r i s o r y 

d i v i d e n d s a n d k e p t o u t o f a n n u a l 

m e e t i n g s ; c o m p a n i e s w e r e r u n b y 

" s t a k e h o l d e r s , " t h a t is, m a n a g e r s a n d 

b a n k s . F i r m s w e r e also m o r e i n t e r e s t e d 

i n m a r k e t share t h a n prof i t , a n d t h e 

w h o l e n a t i o n was m o b i l i z e d t o p r o m o t e e x p o r t s , n o t 

c o n s u m p t i o n . C o m p a n i e s t h e m s e l v e s , i f n o t social is t ic , 

w e r e c e r t a i n l y c o m m u n i t a r i a n : t h e y p r o v i d e d wel fa re 

benef i t s a n d l i f e t ime e m p l o y m e n t . It was a r i g i d a n d 

inf lexib le sys t em, b u t it w o r k e d w e l l e n o u g h t o m a k e 

J a p a n t h e s e c o n d b igges t e c o n o m y i n t h e w o r l d — u n t i l 

1 9 9 0 , w h e n t h e s t o c k m a r k e t b e g a n t o f a l l—f rom a h i g h 

o f 3 9 , 0 0 0 o n t h e N i k k e i t o b e l o w 1 0 , 0 0 0 , its nad i r . T h e 

real e c o n o m y w e n t i n t o a s t eady re la t ive d e c l i n e . 

Inves to rs o r i g i n a l l y b e n e f i t e d f r o m capi ta l ga ins , b u t m i l ­

l ions o f J a p a n e s e h o u s e w i v e s , w h o h a d s p e n t t h e fami ly 

i n c o m e b u y i n g u p s tocks , w e r e b a d l y h i t b y t h e fall i n 

t h e 1 9 9 0 s . T h e c o u n t r y was at t h e s a m e t i m e b u i l d i n g u p 

a h u g e g o v e r n m e n t d e b t — n o w 160 p e r c e n t o f G D P . 

Prime Minister Junichiro Koizumi of Japan 

P r i m e M i n i s t e r J u n i c h i r o K o i z u m i a l t h o u g h f r o m an 

e s t a b l i s h m e n t J a p a n e s e po l i t i ca l family, k n e w s o m e t h i n g 

h a d t o b e d o n e if t h e c o u n t r y w e r e t o ge t o u t o f t h e 

s t a g n a t i o n o f t h e 1990s . J a p a n h a d b e e n v e r y g o o d at 

c o p y i n g W e s t e r n e l ec t ron i c s , b u t h e rea l i zed it w o u l d 

h a v e t o c o p y W e s t e r n e c o n o m i c m o d e l s t o o . E l e c t e d i n 

2 0 0 1 , h e set his sights o n t h e J a p a n e s e pos ta l sys t em. It is 

n o t o n l y i m p o r t a n t i n itself, b u t is also i nd i ca t ive o f t h e 

J a p a n e s e mala ise . H e w a n t e d t o p r iva t i ze it. H i s p l a n was 

de f ea t ed b y t h e u p p e r h o u s e o f t h e J a p a n e s e D i e t (Par ­

l i a m e n t ) ear ly i n t h e s u m m e r o f 2 0 0 5 ( the l o w e r h o u s e 

h a d ba re ly a p p r o v e d i t ) , w h i c h was t h e i m m e d i a t e cause 

o f t h e e l e c t i o n . 

P r i v a t i z a t i o n was n o t t o i m p r o v e 

t h e de l ive ry o f l e t t e r s a n d parce ls . I c an 

speak f r o m ex t ens ive p e r s o n a l e x p e r i ­

e n c e tha t , de sp i t e b e i n g s t a t e - r u n , t h e 

pos ta l sy s t em is efficient . T h e real r e a ­

s o n for p r i v a t i z i n g t h e p o s t office is 

t h a t it is also a h u g e savings b a n k a n d 

p r o v i d e r o f n a t i o n a l i z e d i n s u r a n c e . T h e 

J a p a n e s e have a l e g e n d a r y p r o p e n s i t y 

t o save, a n d t h e y t e n d t o p u t t h e i r sav­

ings in t h e p o s t o f f i ce—at p r e s e n t it 

c o n t r o l s assets o f $ 3 t r i l l i o n . A n d 

w h e r e d o e s t h a t m o n e y go? It funds 

h u g e a n d m a i n l y u n n e c e s s a r y p u b l i c 

w o r k s . T h e r e is a m e d i u m - s i z e d t o w n 

n e a r T o k y o t h a t has t w o a i r p o r t s , 

w h i c h t o g e t h e r h a v e t e n flights a day. 

All this is a gift t o t h e L D P , w h i c h 

benef i t s f r o m t h e useless j o b s a n d w h e e l s o u t t h e vo te s 

at e l e c t i o n t i m e . T h e p o s t office has 4 0 0 , 0 0 0 e m p l o y e e s . 

W h a t K o i z u m i w a n t s t o d o is t o free u p all this capi ta l 

t o b e i nves t ed in t h e s t i l l - p r o d u c t i v e p r i v a t e sec tor . 

O f c o u r s e , all this u p s e t t h e L D P e s t a b l i s h m e n t , a n d 

it d e f ea t ed K o i z u m i ' s first a t t e m p t at p r i v a t i z a t i o n . B u t 

h e d a r i n g l y cal led a n e l e c t i o n last S e p t e m b e r , f ired dissi­

d e n t L D P m e m b e r s , a n d sen t i n "assassins," h a n d p i c k e d 

g l a m o r o u s m e d i a p e r s o n n e l , t o f ight t h e m at t h e e l e c ­

t i o n . H e w o n a n o v e r w h e l m i n g v i c t o r y : e v e n if t h e 

u p p e r h o u s e c o n t i n u e s t o o p p o s e pos t -o f f i ce p r i v a t i z a ­

t i o n , h e has e n o u g h vo t e s f r o m t h e l o w e r h o u s e , w i t h his 

c o a l i t i o n p a r t n e r s , t h e K o m e i , t o use t h e c o n s t i t u t i o n 

a n d o v e r r i d e it. 
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N o r m a n B a r r y 

Public Choice Defied 

Ko i z u m i ' s v i c t o r y was r e m a r k a b l e b e c a u s e it def ied 

t h e lessons o f P u b l i c C h o i c e t h e o r y : it is n o r m a l l y 

i m p o s s i b l e t o defy a n e l e c t o r a t e t h a t consis ts la rge ly o f 

r e n t - s e e k e r s . T h e fu tu re benef i t s o f neces sa ry r e f o r m are 

insuff ic ient t o c o m p e t e w i t h t h e a t t r ac t ions o f s h o r t -

t e r m a d v a n t a g e . B u t K o i z u m i is a n as tu te , poss ib ly h o n ­

est, po l i t i c i an , a n d h e c a m p a i g n e d as if t h e e l e c t i o n w e r e 

a r e f e r e n d u m o n t h e p r i v a t i z a t i o n . If h e h a d r u n o n a 

r egu l a r m a n i f e s t o it is a l m o s t c e r t a i n his o p p o n e n t s 

c o u l d h a v e d e f e a t e d h i m o n a r en t - s eeke r ' s p r o g r a m . H e 

also has s o m e c h a r i s m a , u n u s u a l i n J a p a n e s e po l i t i cs . 

B u t p rog res s is l ike ly t o b e s low in J a p a n — t h e p r i v a ­

t i z a t i o n is n o t s c h e d u l e d for c o m p l e t i o n u n t i l 2 0 1 7 . A n d 

t h e r e n t - s e e k e r s are l ikely t o defea t h i m if h e t r ies t o 

r e f o r m t h e cos t ly we l fa re sys t em. T h e 

i m m e d i a t e p r o b l e m is t h a t J a p a n has an 

a g i n g p o p u l a t i o n a n d a d e c l i n i n g w o r k ­

force . T h a t wi l l also b r i n g f o r t h t h e n e e d 

for i n c r e a s e d h e a l t h e x p e n d i t u r e . F u r ­

t h e r m o r e , K o i z u m i has t o leave his p o s t 

b y n e x t S e p t e m b e r ; t h e L D P ru les l imi t 

t h e l e a d e r s h i p o f t h e p a r t y t o t w o t e r m s , 

a n d t h e r e d o e s n o t s e e m t o b e a n y b o d y 

w i t h t h e d r i v e a n d c o m m i t m e n t t o 

r e f o r m t o t a k e his p lace . H o w e v e r , t h e r e 

are a l r eady m o v e s u n d e r f o o t t o p e r s u a d e 

h i m t o c a r r y o n . If J a p a n is t o c o n t i n u e 

t o defy t h e w e l l - e s t a b l i s h e d t h e o r e m s o f 

P u b l i c C h o i c e , t h e c o u n t r y wi l l n e e d 

s o m e b o d y o f his d e t e r m i n a t i o n . 

Ludwig Erhard (1897-1977) 

Germany 

Ge r m a n y has t h e w o r l d ' s t h i r d b igges t e c o n o m y , a n d 

it has g o n e t h r o u g h a n e x p e r i e n c e n o t u n l i k e 

Japan ' s . F r o m b e i n g t h e p o w e r h o u s e o f E u r o p e t h e 

e c o n o m y is n o w a l m o s t s h r i n k i n g , w i t h ove r 11 p e r c e n t 

u n e m p l o y m e n t . Af te r W o r l d W a r II G e r m a n y es tab l i shed 

t h e " soc ia l m a r k e t e c o n o m y " u n d e r L u d w i g E r h a r d , first 

as f i nance min i s t e r , t h e n (unsuccessful ly) as c h a n c e l l o r . 3 

T h e "soc ia l m a r k e t e c o n o m y " s e e m e d t o c o m b i n e m a r ­

k e t - l e d e c o n o m i c p rog res s w i t h c o m p a s s i o n a t e wel fare 

po l i c i e s , t h o u g h in t h e last 3 0 years t h e social e l e m e n t 

has i n e x o r a b l y d i sp laced t h e e c o n o m i c e l e m e n t i n t h e 

m o d e l . (It is n o t at all c lear t h a t E r h a r d h i m s e l f w o u l d 

have a p p r o v e d o f this.) T h e o r i g i n a l B i s m a r c k i a n wel fare 

state was e x t e n d e d , first t o e x p a n d e d p e n s i o n s ( u n f u n d ­

e d a n d d e p e n d e n t o n a r i s ing b i r t h rate) a n d t h e n t o 

c o n d i t i o n s o f e m p l o y m e n t . B u t t h e G e r m a n b i r t h ra te 

has d ramat i ca l ly fallen; p r i v a t e p e n s i o n s are v i r tua l ly 

n o n e x i s t e n t ; a n d r i s ing n o n w a g e l a b o r expenses have 

m a d e t h e costs o f d o i n g bus iness u n s u s t a i n a b l e — m u c h 

G e r m a n capi ta l is l e av ing t h e c o u n t r y . T h i s c an o n l y 

w o r s e n u n d e r g loba l i za t ion . G e r m a n bus iness is l ike 

Japan ' s , w i t h power l e s s s h a r e h o l d e r s . Takeover s are rare . 

All this has b e e n k n o w n for a l o n g t i m e , b u t 

e n t r e n c h e d in te res t g r o u p s m a d e t h e pol i t i ca l sys t em 

m o r e o r less i m m o b i l e . N o pol i t i ca l p a r t y da re r isk 

o f f e n d i n g these g r o u p s w i t h se r ious r e f o r m . T h e par t ies 

are i n an u n c o n s c i o u s car te l , b u t w h i l e cartels are n o r ­

mal ly o v e r c o m e in p r iva t e c o m p e t i t i v e 

m a r k e t s , it is n o t so easy in t h e ersatz 

c o m p e t i t i o n o f r ep resen ta t ive d e m o c ­

racy. G e r m a n y is i n an in so lub le social 

d i l e m m a , a n d E r h a r d has b e e n v i r tua l ly 

f o r g o t t e n . 

S o m e progress was m a d e , h o w e v e r , 

w i t h t h e e m e r g e n c e o f A n g e l a M e r k e l 

as l e ade r o f t h e C h r i s t i a n D e m o c r a t i c 

U n i o n ( C D U ) . U n a b l e t o f o r m e v e n a 

t iny m a j o r i t y in a l l iance w i t h t h e small 

b u t m o r e f r e e - m a r k e t L ibera l D e m o ­

crat ic party, M e r k e l has b e e n fo rced 

i n t o a " g r a n d c o a l i t i o n " w i t h t h e Socia l 

D e m o c r a t s . T h a t m e a n s t h e s a m e i n t e r ­

e s t - g r o u p i m m o b i l i t y wi l l c o n t i n u e for 

s o m e t i m e . A g o o d e x a m p l e is t ax r e f o r m . Merke l ' s p r o ­

j e c t e d f inance m i n i s t e r is an o b s c u r e a c a d e m i c , Pau l 

K i r c h h o f , w h o a c h i e v e d n o t o r i e t y b y s u g g e s t i n g 

r e p l a c e m e n t o f t h e c o m p l e x G e r m a n tax sys tem, w i t h its 

m y r i a d e x e m p t i o n s , w i t h a l o w i s h flat t ax o f 2 5 p e r c e n t . 

I m m e d i a t e l y all t h o s e g r o u p s tha t b e n e f i t e d f r o m t h e 

p reva i l i ng sys t em p r o t e s t e d a n d t h e s c h e m e was qu i e t l y 

f o r g o t t e n d u r i n g t h e c a m p a i g n . N o G e r m a n c o m m e n ­

t a t o r s e e m e d t o real ize tha t a carefully d e s i g n e d flat t ax 

wi l l ac tua l ly inc rease g o v e r n m e n t r e v e n u e t h r o u g h less 

t ax a v o i d a n c e a n d tax evas ion , a n d t h e o p e r a t i o n o f t h e 

Laffer c u r v e . A flat t ax is n o t j u s t for t h e r i c h , b u t b e n e ­

fits e v e r y b o d y , e x c e p t tax a c c o u n t a n t s . It is a w a y o f g e t ­

t i n g over t h e social d i l e m m a . 
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J a p a n , G e r m a n y , a n d t h e E n d o f t h e T h i r d W a y 

F r a u M e r k e l has s u g g e s t e d t h a t laws o n h i r i n g a n d 

f i r ing wi l l b e r e l axed so t h a t it wi l l b e easier t o dismiss 

r e d u n d a n t w o r k e r s , a n d h e r wel fa re r e f o r m s w o u l d 

r e m o v e t h e t e m p t a t i o n n o t t o w o r k , t h e b a n e o f G e r m a n 

wel fa re pol icy . H o w e v e r , e v e n t h e Soc ia l D e m o c r a t s 

u n d e r G e r h a r d S c h r o e d e r o f f e r ed 

t a m e ve r s ions o f t h e s e po l i c i e s , o n l y t o 

w a t e r t h e m d o w n e v e n f u r t h e r after 

re lent less o p p o s i t i o n f rom G e r m a n y ' s 

still p o w e r f u l t r a d e - u n i o n m o v e m e n t . 

O f c o u r s e , G e r m a n y has c e r t a i n 

u n i q u e p r o b l e m s , especia l ly t h e cos t o f 

r eun i f i c a t i on , b u t this s h o u l d n o t d i s ­

t rac t us f r o m t h e fact t h a t t h e c o u n t r y 

i l lustrates all t o o w e l l t h e un ive r sa l 

p r o b l e m s o f r e p r e s e n t a t i v e d e m o c r a c y , 

especia l ly t h e abi l i ty o f e n t r e n c h e d 

g r o u p s t o p r e v e n t t h e p u r s u i t o f t h e g e n u i n e p u b l i c 

g o o d . 

T h e e x p e r i e n c e o f b o t h J a p a n a n d G e r m a n y s h o u l d 

a ler t us t o t h e s e d u c t i v e b u t u l t i m a t e l y l e tha l p r o p e r t i e s 

o f t h e T h i r d Way. B y l o c k i n g ever m o r e p e o p l e i n t o t h e 

state, especia l ly t h r o u g h g e n e r o u s we l fa re po l i c ies , it o n l y 

s t r e n g t h e n s p o w e r f u l in t e res t g r o u p s a n d m a k e s r e f o r m 

a l m o s t i m p o s s i b l e . P e r h a p s o n l y b y t h e Swiss s y s t e m o f 

r e f e r enda o n p a r t i c u l a r issues c a n t h e d i l e m m a b e g o t 

As the president of 
the Czech Republic, 
Vaclav Klaus, once 
famously said: 
"The Third Way is 
the Third World." 

r o u n d . I n d e e d , t h e fact t h a t K o i z u m i a l m o s t t u r n e d t h e 

J a p a n e s e e l e c t i o n i n t o a r e f e r e n d u m o n t h e pos t -o f f i ce 

p r i v a t i z a t i o n s u p p o r t s this p o s i t i o n . It is poss ib le t h a t if 

t h e flat t ax w e r e p u t t o a r e f e r e n d u m in G e r m a n y it 

w o u l d b e a p p r o v e d . 

A n d b y r e s t r i c t i n g t h e p o w e r o f 

s h a r e h o l d e r s t h e T h i r d W a y w e a k e n s 

t h e c o r r e c t i v e m e c h a n i s m s o f t h e m a r ­

ke t a n d s t r e n g t h e n s t h e m a n a g e m e n t s 

o f c o m p a n i e s a n d b a n k s , n e i t h e r g o o d 

d e f e n d e r s o f free m a r k e t s . T h e r e is o n l y 

o n e f o r m o f successful cap i ta l i sm, t h a t 

is f r e e - m a r k e t e x c h a n g e w i t h a v e r y 

l i m i t e d state. As t h e p r e s i d e n t o f t h e 

C z e c h R e p u b l i c , Vac l av Klaus , o n c e 

f a m o u s l y said: " T h e T h i r d W a y is t h e 

T h i r d W o r l d . " J a p a n , w h i c h is o n its 

w a y t o recovery , m i g h t have res is ted P u b l i c C h o i c e t e m ­

porar i ly , b u t G e r m a n y ce r t a in ly has n o t . @ 

1. See M a n c u r Olson , The Rise And Decline of Nations ( N e w 
Haven , Conn . :Yale Univers i ty Press, 1982). 

2. See N o r m a n Barry, " W h a t K ind of Conse rva t i sm?" Margaret 
Thatcher's Revolution, ed. Subro to R o y and J o h n Clarke ( N e w York: 
C o n t i n u i t y Books , 2005) . 

3 . See N o r m a n Barry, " T h e Social Marke t Economy," Social Phi­
losophy, vol. 10, 1992. 

The Price of Security 

The desire for security, while in itself natural and legitimate, can become an obsession which 

ultimately must be paid for by the loss of freedom and human dignity—whether people realize it or 

not. In the end, it is clear that whoever is prepared to pay this price is left neither with freedom and 

dignity nor with security, for there can be no security without freedom and protection from arbitrary 

power. To this exorbitant price must be added another . . . namely, the steady diminution of the 

value of money. Surely, every single one of us must then realize that security is one of those things 

which recede further and further away the more unrestrainedly and violently we desire it. 

—Wilhelm Ropke, A Humane Economy 
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The Therapeutic State 

Mental Illness as Brain Disease: 
A Brief History Lesson 
B Y T H O M A S S Z A S Z 

A 1 9 9 9 W h i t e H o u s e C o n f e r e n c e o n M e n t a l 

H e a l t h c o n c l u d e d : " R e s e a r c h in t h e last d e c a d e 

p roves t h a t m e n t a l il lnesses are d i agnosab l e 

d i so rde r s o f t h e b r a i n . " P r e s i d e n t W i l l i a m C l i n t o n was 

m o r e specif ic: " M e n t a l illness can b e a c c u r a t e l y d i a g ­

n o s e d , successful ly t r e a t e d , j u s t as phys ica l i l lness." 

P e r s o n s w h o re jec t t h e v i e w t h a t m e n t a l il lnesses are 

p h y s i c a l d i seases a re d i s m i s s e d b y 

today ' s o p i n i o n - m a k e r s as i n t e l l e c ­

tua l t r o g l o d y t e s , o n a p a r w i t h "f la t -

e a r t h e r s . " 

T h a t t h e c l a i m t h a t " m e n t a l i l lness­

es are d i a g n o s a b l e d i so rde r s o f t h e 

b r a i n " is a lie o u g h t t o b e e v i d e n t t o 

a n y o n e w h o t h i n k s for himself . H e r e I 

w a n t t o s h o w t h a t t h e c l a i m t h a t 

" r e s e a r c h in t h e last d e c a d e p roves 

[ t h i s ] " is also a lie, o n e m o r e in a v e r y 

l o n g list i n t h e h i s t o r y o f psych ia t ry . 

T h e c o n t e n t i o n t h a t m e n t a l illness is 

b r a i n disease is as o l d as p s y c h i a t r y 

itself: it is a n i n t e g r a l p a r t o f t h e g r a n d 

lie t h a t p s y c h i a t r y is a b r a n c h o f m e d ­

i c i n e a n d h e a l i n g , w h e n in fact it is a 

b r a n c h o f t h e l a w a n d social c o n t r o l . 

H a n n a h A r e n d t was r i g h t w h e n she 

o b s e r v e d : " T h e r e are n o l imi ts t o t h e 

poss ibi l i t ies o f n o n s e n s e a n d c a p r i c i o u s n o t i o n s t h a t c an 

b e d e c k e d o u t as t h e last w o r d i n sc i ence . " 

T h e i dea t h a t m e n t a l illness is a b o d i l y disease dates 

b a c k t o t h e p r e m o d e r n m e d i c a l c o n c e p t i o n o f disease as 

" h u m o r a l i m b a l a n c e , " c o m i c a l l y p r e f i g u r i n g t h e m o d ­

e r n , s u p p o s e d l y scient i f ic c o n c e p t i o n o f it as " c h e m i c a l 

i m b a l a n c e . " I n t h e U n i t e d Sta tes , t h e idea o f m e n t a l i l l ­

ness as h u m o r a l i m b a l a n c e was f a m o u s l y e s p o u s e d b y 

B e n j a m i n R u s h ( 1 7 4 6 - 1 8 1 3 ) , t h e f o u n d i n g fa the r o f 

A m e r i c a n psych ia t ry . R u s h d i d n o t d i scover tha t c e r t a i n 

b e h a v i o r s are diseases; h e d e c r e e d t h a t t h e y are: " L y i n g , " 

The contention that 
mental illness is brain 
disease is as old as 
psychiatry itself: it is 
an integral part of the 
grand lie that psychia­
try is a branch of 
medicine and healing, 
when in fact it is a 
branch of the law and 
social control. 

h e dec la red , "is a c o r p o r e a l disease." I n a l e t t e r t o his 

f r i end J o h n A d a m s , h e w r o t e : " T h e subjects [ m e n t a l d i s ­

eases] have h i t h e r t o b e e n e n v e l o p e d in mystery . I have 

e n d e a v o r e d to b r i n g t h e m d o w n t o t h e level o f all o t h e r 

diseases o f t h e h u m a n body , a n d t o s h o w tha t t h e m i n d 

a n d t h e b o d y are m o v e d b y t h e s a m e causes a n d sub jec t 

t o t h e s a m e laws." 

In t h e n i n e t e e n t h c e n t u r y t h e sc i ­

entif ic c o n c e p t o f disease as l e s ion 

r ep l aced t h e G a l e n i c c o n c e p t o f d i s ­

ease as h u m o r a l i m b a l a n c e . N o w , 

phys ic ians p o s t u l a t e d tha t m e n t a l d i s ­

eases are diseases o f t h e b r a in . F r o m 

a b o u t 1 8 5 0 u n t i l past W o r l d W a r I, 

G e r m a n ( m o r e precisely, G e r m a n -

speak ing) p s y c h i a t r y r u l e d t h e field. 

T h e v e r y t e r m p s y c h i a t r y (Psychiatrie) 

was a G e r m a n i n v e n t i o n , c o i n e d in 

1 8 0 8 b y J o h a n n C h r i s t i a n R e i l 

( 1 7 5 9 - 1 8 1 3 ) . R e i l , n o t a n al ienist 

(psychia t r i s t ) , was o n e o f t h e o u t ­

s t a n d i n g m e d i c a l scientists a n d p h y s i ­

cians o f his age. H e was a f r i end a n d 

phys i c i an o f J o h a n n W o l f g a n g v o n 

G o e t h e . In a d d i t i o n t o c o i n i n g t h e 

t e r m "psychia t ry , " h e also c o i n e d t h e 

t e r m " n o n i n j u r i o u s tor ture ," to descr ibe 

t h e m e t h o d s o f f r i g h t e n i n g m e n t a l pa t i en t s t ha t h e c o n ­

s ide red effective a n d l e g i t i m a t e " t r e a t m e n t s . " 

It is i m p o r t a n t t o k e e p in m i n d tha t t h e G e r m a n asy­

l u m sys t em was c rea t ed , i n 1 8 0 5 , b y t h e a u t o c r a t i c P r u s s ­

i an state: specifically, b y Kar l A u g u s t v o n H a r d e n b e r g 

(1759—1822) , a P russ i an s t a t e sman . H a r d e n b e r g dec la red , 

" T h e state m u s t c o n c e r n itself w i t h all i n s t i tu t ions for 
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those with damaged minds, b o t h for t h e b e t t e r m e n t o f t h e 

u n f o r t u n a t e s a n d t h e a d v a n c e m e n t o f sc i ence . I n this 

i m p o r t a n t a n d difficult field of medicine o n l y u n r e l e n t i n g 

efforts wi l l e n a b l e us t o ca rve o u t a d v a n c e s for t h e g o o d 

o f suf fer ing m a n k i n d . P e r f e c t i o n c a n b e a c h i e v e d o n l y in 

s u c h i n s t i t u t i ons . " 

W r i t i n g i n 1 9 1 7 , at t h e h e i g h t o f W o r l d W a r I, E m i l 

K r a e p e l i n ( 1 8 5 6 — 1 9 2 6 ) — c r e a t o r o f t h e first s y s t e m o f 

p s y c h i a t r i c classif icat ion, t o d a y w i d e l y c o n s i d e r e d t h e 

fa the r o f m o d e r n " s c i e n t i f i c " p s y c h i a t r y — o f f e r e d t h e s e 

r evea l i ng r e m a r k s a b o u t H a r d e n b e r g ' s a c h i e v e m e n t : 

" T h e g rea t w a r in w h i c h w e are n o w e n g a g e d has c o m ­

p e l l e d us t o r e c o g n i z e t h e fact t h a t s c i e n c e c o u l d fo rge 

for us a h o s t o f effective w e a p o n s for u se against a h o s ­

ti le w o r l d . S h o u l d it b e o t h e r w i s e if w e are f i gh t ing a n 

i n t e r n a l e n e m y s e e k i n g t o des t roy t h e v e r y fabr ic o f o u r 

e x i s t e n c e ? " 

Kraepe l in ' s r e m a r k s m a k e c lear t h a t h e r e g a r d e d p s y ­

c h i a t r y as a n a r m o f t h e state, s imi lar t o t h e m i l i t a r y 

forces , w h o s e d u t y is t o p r o t e c t t h e f a t h e r l a n d f r o m " a n 

i n t e r n a l e n e m y " tha t , l ike a hos t i l e a rmy, seeks t o des t roy 

it. T h e evil g e n i u s o f p s y c h i a t r y lay, a n d c o n t i n u e s t o 

lie, i n its abi l i ty t o c o n v i n c e itself, t h e legal sys t em, a n d 

t h e p u b l i c tha t , i n m a t t e r s de f ined as p s y c h i a t r i c , t h e r e is 

n o conf l ic t b e t w e e n t h e l e g i t i m a t e in te res t s o f t h e i n d i ­

v i d u a l a n d t h e l e g i t i m a t e in te res t s o f t h e po l i t i ca l class i n 

c h a r g e o f t h e state. 

O f c o u r s e , t h e G e r m a n p s y c h i a t r i c p i o n e e r s h a d t o 

a n s w e r t h e q u e s t i o n , " W h a t is m e n t a l i l lness?" A n s w e r it 

t h e y d id . W i l h e l m G r i e s i n g e r (1817—1868) , c o n s i d e r e d 

o n e o f t h e f o u n d e r s o f G e r m a n p s y c h i a t r y — a n d also o f 

t h e f a m e d Z u r i c h i n s a n e a s y l u m , t h e Burgholzli— 

dec la red : " P s y c h o l o g i c a l diseases are diseases o f t h e 

b r a i n . . . . I n san i ty is m e r e l y a s y m p t o m c o m p l e x o f v a r ­

ious a n o m a l o u s states o f t h e b r a i n . " 

T h e o d o r M e y n e r t ( 1 8 3 3 - 1 8 9 2 ) — a G e r m a n - b o r n 

V i e n n e s e n e u r o p s y c h i a t r i s t a n d o n e o f F reud ' s t e a c h ­

e r s — b e g a n his t e x t b o o k , Psychiatry ( 1 8 8 4 ) , w i t h th is 

s t a t e m e n t : " T h e r e a d e r w i l l f ind n o o t h e r d e f i n i t i o n o f 

' P s y c h i a t r y ' i n this b o o k b u t t h e o n e g i v e n o n t h e t i t le 

p a g e : Clinical Treatise on Diseases of the Forebrain. T h e h i s ­

t o r i ca l t e r m for psych ia t ry , i .e. , ' t r e a t m e n t o f t h e soul , ' 

imp l i e s m o r e t h a n w e c a n a c c o m p l i s h , a n d t r a n s c e n d s 

t h e b o u n d s o f a c c u r a t e scient if ic inves t iga t ion . " 

I n a r e v i e w o f S w e d i s h p s y c h i a t r y i n t h e n i n e t e e n t h 

c e n t u r y , h i s t o r i a n o f s c i e n c e R o g e r Q v a r s e l l s ta tes : " I n 

t h e 1 8 6 0 s , t h e d e b a t e a m o n g p s y c h i a t r i s t s a b o u t t h e 

real n a t u r e o f m e n t a l d isease w a s over . . . . A l m o s t all 

m e d i c a l sc ien t i s t s a n d m e d i c a l a u t h o r i t i e s w e r e at th is 

t i m e c o n v i n c e d t h a t m e n t a l diseases w e r e o f t h e s a m e 

n a t u r e as s o m a t i c d i s o r d e r s . " Plus ca change, plus c'est la 

meme chose. 

Infringement of Freedom 

Wha t i n fe rences d i d a n d d o d o c t o r s d r a w f r o m 

t h e i r c o n c e p t s o f m e n t a l illness as b r a i n disease? 

First , as C a r l W e r n i c k e (1848—1905) , a p r o m i n e n t n i n e ­

t e e n t h - c e n t u r y G e r m a n n e u r o p s y c h i a t r i s t o b s e r v e d , 

" T h e m e d i c a l t r e a t m e n t o f [men ta l ] p a t i e n t s b e g a n w i t h 

t h e i n f r i n g e m e n t o f t h e i r p e r s o n a l f r e e d o m . " I n a d d i ­

t i o n , it b e g a n w i t h " b e n e v o l e n t t o r t u r e s , " s u c h as f r i gh t ­

e n i n g t h e m b y t h r o w i n g t h e m i n t o a p i t o f snakes , t h e 

o r i g i n o f t h e t e r m " s n a k e p i t " for i n s a n e a s y l u m . M o r e 

specifically, t h e h u m o r a l - i m b a l a n c e t h e o r y l ed R u s h t o 

e m p l o y " b l e e d i n g , p u r g i n g , l o w d ie t , a n d t h e t r a n q u i l i z -

i n g chair ." T h e t r a n q u i l i z i n g c h a i r was a cha i r - l i ke 

c o n t r a p t i o n for c o n f i n i n g t h e p a t i e n t a n d r o t a t i n g h i m 

u n t i l h e b e c a m e d izzy o r lost c o n s c i o u s n e s s . T h i s was 

s u p p o s e d t o r e b a l a n c e t h e c i r c u l a t i o n i n t h e b r a i n . It was 

b u t a smal l s tep f r o m t h e n i n e t e e n t h c e n t u r y ' s t r a n q u i l ­

i z i n g cha i r t o t h e t w e n t i e t h c e n t u r y ' s t r a n q u i l i z i n g d r u g , 

s u p p o s e d t o r e b a l a n c e t h e c h e m i c a l i m b a l a n c e i n t h e 

pa t i en t ' s b r a i n . 

P s y c h i a t r i c p r a c t i c e t o d a y r equ i r e s t h a t d o c t o r s a n d 

p a t i e n t s i g n o r e e v i d e n c e a n d b e i g n o r a n t o f h is tory . 

T h e r e was n o e v i d e n c e for a h u m o r a l i m b a l a n c e c a u s i n g 

il lness, b u t t h e d o c t r i n e p r eva i l ed for t w o t h o u s a n d 

years . T h e r e is n o e v i d e n c e for a c h e m i c a l i m b a l a n c e 

c a u s i n g m e n t a l i l lness, b u t t h a t d o e s n o t i m p a i r t h e d o c ­

t r ine ' s scientif ic s t a n d i n g o r p o p u l a r i t y . N e i t h e r t h e 

A m e r i c a n P s y c h i a t r i c A s s o c i a t i o n n o r A m e r i c a n p r e s i ­

d e n t s r e m i n d p e o p l e o f t h e caveat o f t h e g rea t n i n e ­

t e e n t h - c e n t u r y E n g l i s h n e u r o l o g i s t J o h n H u g h l i n g s 

J a c k s o n (1835—1911) : " O u r c o n c e r n as m e d i c a l m e n is 

w i t h t h e b o d y . If t h e r e b e s u c h a t h i n g as disease o f t h e 

m i n d , w e c a n d o n o t h i n g for i t ." (f| 
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Hayek and Freedom 

B Y S T E V E N H O R W I T Z 

Af e w years a g o I h a d t h e o p p o r t u n i t y t o l o o k 

t h r o u g h a t r a n s c r i p t i o n o f a set o f n o t e cards 

t h a t E A . H a y e k k e p t t h r o u g h t h e la t te r years o f 

his life. It was fasc ina t ing t o see h o w h e w r o t e for h i m ­

self a n d t o ge t g l impses o f ideas t h a t w o u l d la ter b e m o r e 

fully fleshed o u t . O n e t h e m e t h a t e m e r g e s in t h o s e cards , 

a n d t h a t has b e e n pervas ive ove r Hayek ' s career , is his 

u n d e r s t a n d i n g o f f r e e d o m . It is a n u a n c e d a n d s o p h i s t i ­

c a t e d c o n c e p t i o n o f h u m a n f r e e d o m tha t different ia tes 

i tself f rom t h e ways t h e t e r m is u s e d 

b y t h e left a n d t h e r i g h t . Classical l i b ­

erals s h o u l d u n d e r s t a n d H a y e k ' s v i e w 

o f f r e e d o m , a n d its c o n n e c t i o n t o 

t r a d i t i o n a n d t h e c o o r d i n a t i n g ro le 

o f i n s t i t u t i o n s , t o avo id t h e p r o b l e m s 

t h a t c o n f r o n t o t h e r c o n c e p t i o n s o f 

f r e e d o m . 

H a y e k ' s c o n c e p t i o n is p e r h a p s bes t 

c a p t u r e d b y this n o t e : " R e s t r a i n t is a 

c o n d i t i o n , n o t t h e o p p o s i t e o f f r ee ­

d o m . " H e e x p a n d s o n this idea : " T h e 

basis o f f r e e d o m as w e l l are [sic] t h e 

res t ra in ts c o m m o n l y a c c e p t e d b y t h e 

m e m b e r s o f t h e g r o u p i n w h i c h t h e ru les o f m o r a l s p r e ­

vail . T h e d e m a n d for ' l i b e r a t i o n ' f r o m these res t ra ints is 

a n a t t ack o n all l i b e r t y poss ib le a m o n g h u m a n b e i n g s . " 

A n d p e r h a p s m o s t te l l ingly: " F r e e d o m is o r d e r t h r o u g h 

law." F o r H a y e k , f r e e d o m is n o t t h e a b s o l u t e l i be r ty t o 

d o as o n e pleases , r a t h e r it is t h e r e c o g n i t i o n o f t h e 

necess i ty o f l a w a n d m o r a l i t y in o r d e r t o e n s u r e tha t 

h u m a n i n t e r a c t i o n is c o o p e r a t i v e a n d order ly . I n s o m e 

sense , this is t h e t h e m e t h a t u n d e r l i e s his life's w o r k : 

h u m a n c o o p e r a t i o n , social o rde r , a n d e c o n o m i c p r o s p e r ­

i ty are o n l y poss ib le w h e r e h u m a n f r e e d o m is m a x i -

F.A. Hayek (1899-1992) 

m i z e d , sub jec t t o t h e cons t ra in t s o f a legal a n d m o r a l 

c o d e t h a t d e m a r c a t e t h e rea lms o f m i n e a n d t h i n e . 

Hayek ' s m o r e n a r r o w w o r k w i t h i n e c o n o m i c s fur­

the r s this l a rger n o t i o n o f f r e e d o m . T h e c o m p e t i t i v e 

p rocess o f t h e m a r k e t is s e e n as e n h a n c i n g h u m a n c o o p ­

e r a t i o n a n d p r o s p e r i t y by p r o v i d i n g a n e t w o r k o f ins t i ­

t u t i o n s tha t b o t h b o u n d h u m a n c h o i c e w i t h i n t h e r u l e 

o f l aw a n d enab l e m a r k e t ac to rs t o freely express t h e i r 

p r e f e r ences w i t h i n t h o s e b o u n d a r i e s . F r e e d o m o f a c t i o n 

w i t h i n t h e l aw gives r ise t o m a r k e t 

p h e n o m e n a s u c h as p r i ce s a n d profi ts , 

b o t h o f w h i c h m a k e t h e p r i v a t e 

k n o w l e d g e o f ac to rs social ly accessible 

t o o t h e r s , w h i c h in t u r n gene ra t e s e c o ­

n o m i c c o o r d i n a t i o n . M o r e specifically, 

this m a r k e t f r e e d o m is l i n k e d t o o u r 

i g n o r a n c e : w e n e e d f r e e d o m w i t h i n 

t h e l aw n o t b e c a u s e w e k n o w w h a t t o 

d o a n d f r e e d o m al lows us t o d o it, b u t 

b e c a u s e w e are ignorant o f w h a t t o d o 

a n d f r e e d o m al lows us t o d i scover t h e 

bes t ways o f d o i n g th ings . As H a y e k 

says e l s e w h e r e in t h o s e n o t e cards: 

" C o m p e t i t i o n is t h e o n l y w a y t o s h o w e r r o r a n d t h e r e ­

fore l ead t o w i s d o m " a n d " I t is i n a g rea t m e a s u r e c o m ­

p e t i t i o n w h i c h has m a d e c o o p e r a t i o n poss ible ." B y 

e n a b l i n g us t o l e a r n f r o m o n e a n o t h e r , t h e c o m p e t i t i o n 

r e su l t i ng f rom f r e e d o m reveals o u r i g n o r a n c e , p rov ides 

t h e k n o w l e d g e a n d incen t ives t o c o r r e c t t ha t i g n o r a n c e , 

a n d fu r the rs t h e process o f h u m a n c o o p e r a t i o n a n d 

social o rde r . It is t he r e fo r e n o su rp r i s e t h a t Hayek ' s p r e -
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H a y e k a n d F r e e d o m 

f e r r ed po l i t i ca l s y s t e m w a s o n e in w h i c h c o n s t i t u t i o n a l 

res t ra in ts o n t h e po l i t i ca l p rocess l i m i t its abi l i ty t o i n t e r ­

v e n e in ways n o t b o u n d b y t h e r u l e o f law. 

T h i s c o n c e p t i o n o f f r e e d o m is i n s tark c o n t r a s t t o 

t h a t o f t en f o u n d o n t h e left. F o r m a n y o n t h e left, f r ee ­

d o m is e q u i v a l e n t t o " l i b e r a t i o n , " pa r t i cu l a r l y l i b e r a t i o n 

f r o m t h e i n s t i t u t i o n s a n d m o r a l s t h a t f r ame H a y e k i a n 

f r e e d o m . T h i s d e m a n d for l i b e r a t i o n is, o f c o u r s e , h i s t o r ­

ically p a r t o f soc ia l i sm a n d t h e d e m a n d for social j u s t i c e 

via r e d i s t r i b u t i o n . T h e "fatal c o n c e i t " b e h i n d p l a n n i n g 

has always b e e n t h a t h u m a n r e a s o n c o u l d o r g a n i z e e c o ­

n o m i c r e sou rce s b e t t e r t h a n o b e y i n g t h e res t ra in ts o f 

m a r k e t i n s t i t u t i o n s c o u l d . O n t h e softer left t h e d e m a n d s 

for socia l j u s t i c e i m p l y tha t s o m e h u m a n s m u s t b e f reed 

f r o m t h e r u l e o f l a w so t h e y h a v e t h e 

p o w e r t o d e t e r m i n e w h o is d e s e r v ­

i n g o f w h a t a n d t o c o m m a n d t h e 

r e sou rces n e c e s s a r y t o p r o v i d e it t o 

t h e m . I n t h e s e e c o n o m i c c o n t e x t s t h e 

left's c o n c e p t i o n o f f r e e d o m has always 

b e e n o n e t h a t involves l i b e r a t i o n f r o m 

t h e i n s t i t u t i o n s o f "severa l p r o p e r t y " 

a n d t h e r u l e o f law. 

F o r m a n y o n t h e N e w Left, a n d for 

m o d e r n - d a y c u l t u r a l c r i t i c s , t h e 

d e m a n d for " f r e e d o m " is n o t so m u c h 

a b o u t e c o n o m i c i n s t i t u t i o n s b u t socia l 

o n e s . W h e t h e r it b e i n t h e f o r m o f 

race , g e n d e r , o r sexual i ty , t h e c o m ­

p la in t o f t h e cu l t u r a l c r i t ics is t h a t l i b -

eral i n s t i t u t i o n s suffocate " g e n u i n e " 

f r e e d o m b y t h e n o n c o e r c i v e e n f o r c e m e n t o f social 

n o r m s a n d p rac t i ce s ( t r ad i t ions ) . F o r e x a m p l e , t h e fact 

t h a t ex i s t i ng e c o n o m i c a n d social i n s t i t u t i o n s g e n e r a t e 

difficult c h o i c e s for m o t h e r s w h o w i s h t o w o r k is s e e n 

t o b e e v i d e n c e o f a l ack o f " f r e e d o m " a n d s u c h i n s t i t u ­

t ions are r e f e r r ed t o as " r e p r e s s i v e " a n d t h e l ike. 

P e r h a p s t h e bes t e x a m p l e o f t h e s e con f l i c t i ng n o t i o n s 

o f f r e e d o m is t h e use o f t h e t e r m " d e c o n s t r u c t i o n . " 

A l t h o u g h H a y e k was surely unaf ra id t o c r i t i c i ze ex i s t i ng 

i n s t i t u t i o n s a n d t o q u e s t i o n w h o t h e real bene f i c i a r i e s o f 

s u c h i n s t i t u t i o n s w e r e (see his a t tacks o n u n l i m i t e d 

d e m o c r a c y ) , h e r e c o g n i z e d t h a t it was n o t poss ib le t o 

r e m o v e s u c h i n s t i t u t i o n s c o m p l e t e l y a n d r ep l ace t h e m 

w i t h s o m e t h i n g b r a n d n e w . T h e w o r d " d e c o n s t r u c t i o n " 

The "fatal conceit" 
behind planning has 
always been that 
human reason could 
organize economic 
resources better 
than obeying the 
restraints of market 
institutions could. 

car r i e s w i t h it t h e i m p l i c a t i o n t h a t t h e i n s t i t u t i o n s in 

q u e s t i o n were " c o n s t r u c t e d " i n s o m e m e a n i n g f u l sense 

a n d t h a t t h e y can be " r e c o n s t r u c t e d " t o b e t t e r address t h e 

p r o b l e m at h a n d . H a y e k ' s w o r k gives us p o w e r f u l reasons 

t o suspec t t h a t social i n s t i t u t i o n s w e r e n o t i n t e n t i o n a l l y 

c o n s t r u c t e d t o bene f i t p a r t i c u l a r g r o u p s a n d t h a t s u c h 

i n s t i t u t i o n s c o u l d n o t b e r e c o n s t r u c t e d t o se rve n e w 

p u r p o s e s . W h a t e v e r f r e e d o m m i g h t m e a n , it c a n n o t 

m e a n to ta l l i b e r a t i o n f r o m ex i s t i ng i n s t i t u t i o n s o r t h e 

p o w e r t o r e c o n s t r u c t t h e m as o n e sees fit. F o r H a y e k , 

s u c h a n o t i o n o f f r e e d o m is s e l f - c o n t r a d i c t o r y : " T h e 

e n e m i e s o f t h e d i sc ip l ine o f ru les are t h e e n e m i e s o f 

f r e e d o m . " 

No Comfort for the Right 

Th a t h a v i n g b e e n said, H a y e k ' s 

c o n c e p t i o n o f f r e e d o m s h o u l d 

n o t p r o v i d e m u c h c o m f o r t t o t h o s e o n 

t h e r i g h t for w h o m f r e e d o m is v e r y 

t i gh t ly t i ed t o a r e v e r e n c e for t r a d i t i o n . 

It is c e r t a i n l y t r u e t h a t h e h a d g rea t 

r e s p e c t fo r t r a d i t i o n a n d for 

t h e i n s t i t u t i o n s t h a t h a v e e m e r g e d 

t h r o u g h l o n g s o c i a l - e v o l u t i o n a r y 

p rocesses . H o w e v e r , h e also r e c o g n i z e d 

t h a t t h e s e p rocesses d o n o t ossify a n d 

t h a t social e v o l u t i o n c o n t i n u e s . Socia l 

i n s t i t u t i o n s c a n a n d s h o u l d evo lve in 

ways t h a t r e s p o n d t o g e n u i n e cases o f 

m a l t r e a t m e n t (for e x a m p l e , t h e a b o l i ­

t i o n o f s lavery in t h e U n i t e d States a n d 

t h e r e f o r m a t i o n o f p r o p e r t y laws t o p r o v i d e e q u a l t r e a t ­

m e n t for m a r r i e d w o m e n ) . H e is also a d a m a n t , i n c o n ­

trast t o t h e c a r i c a t u r e o f h i m o f t en offered, i n a r g u i n g 

t h a t w h a t has e v o l v e d is n o t a u t o m a t i c a l l y g o o d . As o n e 

o f t h e n o t e cards reads : " T r a d i t i o n is n o t g o o d s i m p l y 

b e c a u s e it is t r a d i t i o n . It is for w h a t it has g i v e n us a n d 

o n l y so l o n g as a n a l t e rna t ive d o e s n o t p r o v e b y its effect 

t h a t it is be t t e r . " I n ear l ie r w o r k H a y e k e m p h a s i z e d tha t 

it is t h e j o b o f t h e social sc ient is t t o h o l d u p e a c h a n d 

e v e r y social i n s t i t u t i o n t o c r i t ica l scru t iny , b u t t h a t o n e 

c a n n o t cr i t ica l ly s c r u t i n i z e all social i n s t i t u t i o n s at o n c e . 

S o his a t t i t u d e t o w a r d t r a d i t i o n is r i g h t l y c h a r a c t e r i z e d 

as " r e s p e c t f u l " b u t n o t " r e v e r e n t . " 

U n l i k e t r u e conse rva t ives , w h o see in b o t h t h e p r e s -
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e n t a n d t h e past , t r a d i t i o n s t o b e r e c a p t u r e d a n d p r e ­

s e r v e d at a l m o s t a n y cost , H a y e k r e c o g n i z e s t h a t soc i e ty 

is t h e p r o d u c t o f c o n t i n u i n g e v o l u t i o n a r y processes t h a t 

are u n i n t e n d e d c o n s e q u e n c e s o f t h e c h o i c e s a n d values 

o f t h e h u m a n s w h o c o n s t i t u t e t h e m . A t t e m p t i n g t o 

" f l a sh - f r eeze" t h e socia l o r d e r o f e i t h e r s o m e m y t h i c a l 

g o l d e n past o r s o m e sa lvageable p r e s e n t , closes off t h e 

l e a r n i n g p rocess o f cu l t u r a l e v o l u t i o n . Hayek ' s n o t e o n 

this sub jec t reads : " T h e e t e r n a l conf l ic t b e t w e e n p r e ­

s e r v i n g t r a d i t i o n , t h e p r o d u c t o f t h e e v o l u t i o n o f t h e 

past , a n d k e e p i n g t h e w a y o p e n for f u r t h e r e v o l u t i o n . 

T h e C o n s e r v a t i v e d e f e n d e r t o o i n c l i n e d t o t rea t as u l t i ­

m a t e w i s d o m w h a t b y t h e s a m e t o k e n is b o u n d t o b e 

s u p e r s e d e d . " 

T h u s d e s p i t e his t r e n c h a n t c r i t i c i sms o f t h e left a n d 

its c o n c e p t i o n o f f r e e d o m , H a y e k is u l t i m a t e l y n o t a 

c o n s e r v a t i v e (as, o f c o u r s e , h e h i m s e l f a r g u e d in 1 9 6 0 ) . 

T h e e v o l u t i o n o f social i n s t i t u t i o n s a n d prac t i ces is n o t 

t o b e a u t o m a t i c a l l y r e g a r d e d as p r o b l e m a t i c f r o m a 

H a y e k i a n p e r s p e c t i v e . Al l s u c h c h a n g e s s h o u l d o f c o u r s e 

b e careful ly ana lyzed , b u t s h o u l d h a r d l y b e r e j e c t e d o u t 

o f h a n d s i m p l y b e c a u s e t h e y a ren ' t t h e w a y it's always 

b e e n d o n e . F o r H a y e k , w h a t m a t t e r s is w h e t h e r t h e 

i n s t i t u t i o n s i n q u e s t i o n are p e r f o r m i n g a va luab le f u n c ­

t i o n , n o t w h e t h e r t h e y p e r f o r m t h e s a m e f u n c t i o n t h e y 

always have , o r w h e t h e r t h e y take t h e s a m e f o r m w e 

have always k n o w n . 

A n d this a r g u m e n t c o m e s b a c k t o H a y e k ' s c o n c e p ­

t i o n o f f r e e d o m . It is n o t j u s t a m a t t e r o f o b e y i n g 

res t ra in ts at all costs . R a t h e r , H a y e k i a n f r e e d o m r e c o g ­

n izes t h a t b y o b e y i n g s u c h res t ra in ts i n g e n e r a l , w e o p e n 

u p space t o reflect c r i t ica l ly o n p a r t i c u l a r res t ra in ts a n d , 

in so d o i n g , c h a l l e n g e t h e m . H a y e k ' s n o t i o n o f f r e e d o m 

i n c l u d e s r o o m for d i f f e ren t i a t ion a n d e x p e r i m e n t a t i o n : 

" M a j o r i t y o p i n i o n m u s t act as a res t ra in t b u t n o t as a 

g u i d e t o i n d i v i d u a l a c t i o n — a l l a d v a n c e has b e e n d u e t o 

i n d i v i d u a l v i e w s in conf l ic t w i t h m a j o r i t y o p i n i o n " a n d 

" I t m u s t b e a d m i t t e d t h a t c u l t u r e is s o m e t h i n g w e m u s t 

i n t h e first i n s t a n c e c o n s e r v e b u t c a n n o t m a k e . B u t w e 

m u s t a n d c a n as i nd iv idua l s e n d e a v o r t o i m p r o v e i t ." 

H a y e k i a n f r e e d o m is a f r e e d o m t h a t e m e r g e s f rom, b u t 

is n o t c o m p l e t e l y l i m i t e d by, legal a n d m o r a l res t ra in ts . 

It is a f r e e d o m t h a t r e c o g n i z e s b o t h t h e f u n c t i o n a l v a l u e 

o f e v o l v e d t r a d i t i o n s a n d t h e i m p o r t a n c e o f t h e differ­

e n t i a t i o n a n d i n n o v a t i o n t h a t d r i v e all e v o l u t i o n a r y 

p rocesses . I n r e c o g n i z i n g b o t h d i m e n s i o n s o f f r e e d o m , 

H a y e k ' s c o n c e p t i o n o f f r e e d o m is s u p e r i o r t o t h e c o n ­

c e p t i o n s f o u n d o n b o t h t h e left a n d r i g h t . | | ) 

Why I Am Not a Conservative 

That the conservative opposition to too much government control is not a matter of principle but 

is concerned with the particular aims of government is clearly shown in the economic sphere. 

Conservatives usually oppose collectivist and directivist measures in the industrial field, and here 

the liberal will often find allies with them. But at the same time conservatives are usually 

protectionists and have frequently supported socialist measures in agriculture. 

—F.A. Hayek, "Why I Am Not a Conservative," 1960 
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O n Misplaced Concreteness in Social Theory 
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Th e f o l l o w i n g p i e c e w i l l n o t b e as abs t ruse as its 

t i t le sugges ts . R a t h e r , it results f r o m t h e s i m p l e 

o b s e r v a t i o n tha t , t i m e a n d t i m e aga in , s o m e 

h a r m f u l o u t c o m e o r p rocess c o m m o n l y a t t r i b u t e d t o 

t h e e v e r y d a y w o r k i n g s o f t h e m a r k e t e c o n o m y ac tua l ly 

d o e s exist , b u t it exists i n t h e r e a l m o f t h e g o v e r n m e n t 

a n d po l i t i cs . Po l i t i c ians a n d t h e i r f r iends real ly o u g h t t o 

b e g i v i n g us s o m e answers in l i gh t o f t h e s e ills. 

T h e l ine o f a t t ack m i g h t b e s e e n as a n a p p l i c a t i o n o f 

Bas t ia t ' s " b r o k e n w i n d o w " fallacy. 

As M u r r a y R o t h b a r d w a r n e d us , t h e r e 

are a g rea t m a n y " b r o k e n w i n d o w fal­

lacy m o n g e r s " a b o u t . If n o t h i n g else, 

t h e i r act ivi t ies wi l l k e e p us o n o u r 

t o e s . A h a n d f u l o f e x a m p l e s m a y 

suffice a n d s h o u l d h e l p d e m o n s t r a t e 

t h a t a basic u n d e r s t a n d i n g o f e c o n o m ­

ic p r i n c i p l e s is c r i t ica l if w e are t o 

u n d e r s t a n d i m p o r t a n t causal c o n n e c ­

t i ons in h i s t o r y a n d po l i t i c s . 

L e t us b e g i n w i t h s o m e t h i n g t h a t is 

s u p p o s e d t o b e g o o d : t h e m u c h -

h e r a l d e d Keynes i an " m u l t i p l i e r effect." 

T h i s is a s e c o n d - l e v e l b r o k e n - w i n d o w 

fallacy. H e r e a s o p h i s t i c a t e d fal lacy-

m o n g e r a r r ives , j u s t after t h e f ree -

m a r k e t e c o n o m i s t has d i spe l l ed a f i r s t -o rde r fallacy b y 

e x p o u n d i n g t h e " s e e n " ve r sus t h e " u n s e e n . " T h e s e c o n d ­

a ry f a l l a c y - m o n g e r t h e n says, " O h sure , t ha t s o u n d s 

g o o d , b u t t h e r e are m a n y th ings t h e f r e e - m a r k e t e c o n o ­

mis t hasn ' t t o l d y o u . " 

O n e s u c h t h i n g is t h e j o y o u s w o r l d o f t h e mu l t i p l i e r . 

T h i s h o l d s t h a t a n y m o n e y inves t ed in p r o d u c t i v e e n t e r ­

pr ises wi l l stir u p g rea t waves o f ac t iv i ty t h r o u g h o u t t h e 

It seems that states 
are generally driven 
to expand in a way 
that business is not. 
Business competition 
is not very much like 
war at all, except in 
the realm of bad 
metaphors. 

e c o n o m y at s o m e m a t h e m a t i c a l l y c o n s t a n t ra te , r e s t ing 

o n s o m e f u n c t i o n a l r e l a t i onsh ip b e t w e e n b i g e c o n o m i c 

aggrega te s ( c o n s u m p t i o n , i n v e s t m e n t ) . T h e r e f o r e , t h e 

s tate o u g h t t o e x p a n d t h e m o n e y s u p p l y (inflate) t o 

m a k e a d d i t i o n a l m o n e y available. A t t h e e n d o f t h e 

h a p p y p roces s , t o p a r a p h r a s e an o l d s o n g , t h e solar 

r a d i a t i o n wi l l b e u n w o n t e d l y g rea t a n d t h e r e wi l l b e n o 

p r e c i p i t a t i o n . 

A u s t r i a n - s c h o o l e c o n o m i s t R o t h b a r d p e r f o r m e d a 

g r e a t t a k e d o w n o f this n o t i o n w i t h his 

s u g g e s t e d " p e r s o n a l mu l t i p l i e r . " F a i t h ­

fully f o l l o w i n g t h e m a t h e m a t i c a l f o r m 

o f t h e m u l t i p l i e r p r i n c i p l e , h e " p r o v e d " 

b y r e d u c t i o ad a b s u r d u m t h a t a s u m o f 

m o n e y g i v e n t o a n y r e a d e r o f his b o o k 

w o u l d , w h e n spen t , " p r i m e t h e p u m p 

o f a 1 0 0 , 0 0 0 - f o l d i n c r e a s e in t h e 

n a t i o n a l i n c o m e . " 1 

S o it appea r s t h e K e y n e s i a n m u l t i ­

p l i e r is a t h e o r e t i c a l bus t . T h e r e is, 

h o w e v e r , a bureaucratic " m u l t i p l i e r 

effect." Pol i t ica l sc ient is t T o m B u r n s 

w r i t e s t h a t k ings c r e a t e d b u r e a u c r a c i e s 

so as t o g o v e r n m o r e effectively a n d in 

t i m e f o u n d t h e m s e l v e s d i sp laced b y 

t h e s e officials. R e p u b l i c s a n d , later , 

d e m o c r a c i e s i n h e r i t e d t h e b u r e a u c r a c i e s a n d r a n w i t h 

t h e m . 

As a resul t , civil soc i e ty n o w exists o n l y "as a vast 

r e s i d u e f r o m w h i c h p o w e r a n d a u t h o r i t y have b e e n 

e x t r a c t e d a n d dis t i l led i n t o sovere ignty ." T h i s w o r k s for 
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t h e s t a t e b e c a u s e " R e n a i s s a n c e b u r e a u c r a c y " — t h e 

a n c e s t o r o f m o d e r n b u r e a u c r a c i e s — " w a s a g rea t c h a i n 

o f c o m m a n d " a n d " [ d i s p e r s i n g sove re ign p o w e r t h r o u g h 

t h e m a n y cha ins o f c o m m a n d o f a b u r e a u c r a c y m u l t i ­

pl ies p o w e r . " 

B u r n s q u o t e s t h e G e r m a n soc io log i s t N i k l a s L u h -

m a n n : " T h u s p o w e r takes o n a h i e r a r c h i c , i .e. , reflexive, 

f o r m i n o r d e r t o b e able t o a c c o m p l i s h a m u l t i p l i c i t y o f 

i n f l u e n c e s s imu l t aneous ly . . . . T h i s e x t e n s i o n o f p o w e r is 

p u t t h r o u g h w i t h t h e a id o f s u c h ac t ions as r e p r e s e n t a ­

t i o n , t ransfer o r d e l e g a t i o n , w h i c h q u i t e i n n o c e n t l y s u g ­

gest t h a t t h e p o w e r w h i c h is b e i n g exe rc i sed r e m a i n s 

w h a t it was , w h i l e t h e y ac tua l ly m u l t i p l y its ef fec t ive­

ness ." L u h m a n n adds : " T o app ly p o w e r t o t h e r e i n f o r c e ­

m e n t o f p o w e r ampli f ies t h e to ta l p o w e r available in a 

socia l sy s t em, b y m e a n s o f a so r t o f relay t e c h n i q u e . " 2 

S o t h e r e is a m u l t i p l i e r effect a n d , e v e n if it isn ' t 

m a t h e m a t i c a l l y c o n s t a n t , t h e s tate can a n s w e r for it. 

T h e n t h e r e are c la ims a b o u t " c u t t h r o a t , " o r " p r e d a t o ­

ry," c o m p e t i t i o n in bus iness , w h i c h is said t o l o w e r t h e 

m o r a l t o n e o f soc i e ty a n d y i e ld s u n d r y z e r o - s u m g a m e s . 

B u t c o m p e t i t i o n c a n invo lve d e g r e e s o f v o l u n t a r y c o o p ­

e r a t i o n w i t h i n a n indus t ry , f r i end ly re la t ions b e t w e e n 

c o m p e t i t o r s , o r it c a n r u n t o p e r s o n a l r ival r ies , d e p e n d ­

i n g o n t h e pe r sona l i t i e s i nvo lved . It n e e d n o t b e c o m e a 

s e r i o u s p r o b l e m u n t i l o r un less o n e p a r t y brings in the 

state t o s t r e n g t h e n his h a n d . E v e n a b u s i n e s s m a n w h o 

loses o u t t o c o m p e t i t o r s is n o t a n n i h i l a t e d ; h e can f ind 

o t h e r w o r k i n t h e s a m e i n d u s t r y o r t r y his h a n d at s o m e ­

t h i n g n e w . 

In s o m e cases, f ierce c o m p e t i t i o n w i t h o u t b r e a k s o f 

v i o l e n c e m a y ar ise w h e r e p r o p e r t y r i gh t s are u n c l e a r o r 

u n e n f o r c e d , as i n t h e f a m o u s " w a r s " in t h e O l d W e s t 

b e t w e e n t h e r a n c h e r s a n d t h e f a r m e r s , n o t t o m e n t i o n 

t h e b e l e a g u e r e d s h e e p h e r d e r s . T h e s e confl ic ts w e r e fair­

ly m a n a g e a b l e , h o w e v e r , c o m p a r e d t o real , eliminative 

c o m p e t i t i o n b e t w e e n states, w h i c h w e call war . I n t h e s e 

c o m p e t i t i o n s , w h i c h are i n d e e d p r e d a t o r y , o n e s tate m a y 

cease t o exis t a l t oge the r , o r lose t e r r i t o r y t o a n o t h e r 

s tate. 

E c o n o m i s t J o r g G u i d o H i i l s m a n n has p r o p o s e d a 

po l i t i ca l " p r o g r e s s i o n t h e o r e m . " H e a rgues t h a t states are 

d r i v e n t o e x p a n d te r r i to r ia l ly , w h e n poss ib le , i n o r d e r t o 

ga in m o r e r e v e n u e , i n o r d e r t o e x p a n d fur ther , ga in 

m o r e r e v e n u e , a n d so o n . T h e d r a w b a c k is, as n o t e d , t h a t 

l o s ing a m a j o r w a r c a n m e a n t h e " d e a t h o f a s t a t e " (to 

use R o t h b a r d ' s ph rase ) . After t w o des t ruc t ive w o r l d 

wa r s , E u r o p e a n states still s eek t o en la rge t h e i r i n c o m e s , 

b u t h a v i n g r e a c h e d t h e l imits o f pol i t ica l ly feasible t a x a ­

t i o n , t h e y m u s t e n h a n c e t h e i r r e v e n u e s i n d i r e c t l y 

t h r o u g h i n f l a t i ona ry f r ac t i ona l - r e se rve b a n k i n g a n d 

p u b l i c d e b t . As e a c h cen t ra l b a n k r eaches its l imi ts o f 

m o n e t a r y e x p a n s i o n , e a c h state's o n l y h o p e is t o have 

s o m e e v e n h i g h e r j u r i s d i c t i o n p r o p u p its m o n e y (since 

t h e w h o l e p o i n t has b e e n to evade t h e n o r m a l pena l t i es 

m a r k e t s finally inflict o n coun te r f e i t e r s ) . 

Expansion by Stealth 

Wi t h w a r off t h e a g e n d a , t h e b u r e a u c r a c y o f t h e 

e m b r y o n i c p a n - E u r o p e a n state t r ies t o e x p a n d its 

r e v e n u e s a n d j u r i s d i c t i o n b y peacefu l , i nd i r ec t m e a n s — 

m o r e ca r ro t t h a n s t i c k — b y c o n n i n g a d d i t i o n a l states 

i n t o e n t e r i n g t h e E U , 3 w h i l e de l ibe ra t e ly fai l ing t o 

address f u n d a m e n t a l " c o n s t i t u t i o n a l " q u e s t i o n s s u c h as 

w i t h d r a w a l f r o m t h e u n i o n , an e x p a n s i o n b y s teal th tha t 

n i ce ly recap i tu la tes t h e s t ra tegy o f t h e Federal is ts i n t h e 

U n i t e d States in 1 7 8 6 - 1 7 8 7 . 

H i s t o r i a n s B r u c e P o r t e r , W i l l i a m H a r d y M c N e i l l , 

C h a r l e s Tilly, a n d m a n y o t h e r s have t r e a t e d e l imina t ive 

state c o m p e t i t i o n , w i t h its a t t e n d a n t wa r s , as t h e m a i n 

e n g i n e o f r ap id state b u i l d i n g . 4 

T h u s an i n h e r e n t , i r r a t i ona l g r o w t h d y n a m i c a t t a c h ­

es t o states. Bus inesses , u n l i k e states, k n o w w h e n to q u i t 

e x p a n d i n g b e c a u s e o f t h e i nbu i l t p ro f i t - and - lo s s test. 

States c an b e said t o e x p a n d " i r r a t i o n a l l y " b e c a u s e t h e y 

have n o s u c h test , i n p a r t b e c a u s e t h e costs i nvo lved are 

n o t p a i d b y t h e d e c i s i o n - m a k e r s t hemse lves . T h e i r o n l y 

r isk, as n o t e d , is g a m b l i n g a n d los ing in s o m e a r m e d 

s t rugg le w i t h a n o t h e r p o w e r . T h i s m a y b e a res t ra in t , b u t 

it is n o t as decis ive as r e d i n k o n t h e q u a r t e r l y r e p o r t . 

T h i s is n o t t o say t h a t a state wi l l always a n d c o n t i n ­

u o u s l y str ive t o e x p a n d external ly . A state m a y b e u n a b l e 

t o ex t r ac t sufficient r e sources f rom p r o d u c t i o n , a n d c u l ­

tura l factors m a y i n t r u d e as wel l . A state u n a b l e t o 

e x p a n d o u t w a r d wi l l c e r t a in ly b e t e m p t e d to m a k e m o r e 

w o r k for itself at h o m e . Successful states l ike t h e U n i t e d 

States m a y d o b o t h s imul taneous ly . I n t h e case o f a s u c ­

cessful i m p e r i a l state, a real s y n e r g y can ge t u n d e r w a y 

t h r o u g h in s t i t u t i ona l " b l o w b a c k " f rom overseas p o l i c i n g 

m e t h o d s , a n d such . 
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H o w e v e r w e m a y so r t th is o u t , it s e e m s t h a t states are 

gene ra l l y d r i v e n t o e x p a n d in a w a y t h a t bus iness is n o t . 

Bus iness c o m p e t i t i o n is n o t v e r y m u c h l ike w a r at all, 

e x c e p t i n t h e r e a l m o f b a d m e t a p h o r s . O f c o u r s e if t h e 

state's r e g u l a t o r y b r a n c h e s s h a p e t h e e n v i r o n m e n t in 

c e r t a i n ways t h a t sp read m o r a l hazards e v e r y w h e r e , w e 

can h a v e s o m e t h i n g l ike t h e s a v i n g s - a n d - l o a n scanda l o f 

t h e 1980s . B u t t h a t c a m e to a n e n d w h e n t h e free r i d e 

r a n o u t ; e v e n h e r e t h e message to quit a r r i v e d s o o n e r 

t h a n s u c h messages s e e m t o c o m e t o t h e state. 

W h i l e o n t h e sub jec t o f i r r a t i o n a l g r o w t h , I s h o u l d at 

least m e n t i o n t h e c o m p l a i n t s m a d e in t h e 1940s t h a t t h e 

m a r k e t e c o n o m y , b e c a u s e o f i nbu i l t defects , c o u l d n o t 

p r o d u c e e n o u g h g r o w t h , w h e r e a s Sov ie t c o m m u n i s m 

d o u b t l e s s c o u l d d o so. B y t h e la te 1950s t h e c o m p l a i n t 

was t h a t t h e r e was " t o o m u c h " g r o w t h . S u c h shifts i n 

a t t ack sugges t t h e r e is m u c h t r u t h t o t h e f a m o u s c o m ­

m e n t o f J o s e p h S c h u m p e t e r tha t , as far as m o s t i n t e l l e c ­

tuals are c o n c e r n e d , t h e gu i l ty v e r d i c t agains t t h e m a r k e t 

is a l ready in , a l t h o u g h t h e detai ls o f t h e i n d i c t m e n t m a y 

c h a n g e . 5 

O n e m o r e i t e m m i g h t b e m o o t e d before w e leave t h e 

top ic o f c o m p e t i t i o n a n d war . It is tha t mi l i t a r i sm itself 

genera tes h i g h t i m e - p r e f e r e n c e a n d lowers t h e social (ma r ­

ket) ra te o f saving. 6 In h e r essay " T h e Iliad as t h e P o e m 

o f Force ," S i m o n e W e i l r emarks in passing o n t h e severe 

f o r e s h o r t e n i n g o f t i m e as t h e f i g h t - k e e n A c h a e a n s 

a p p r o a c h e d Troy. N o t k n o w i n g h o w m u c h l o n g e r h e m a y 

live, e ach Greek ' s value-scale shifted dramat ica l ly t o w a r d 

p resen t c o n s u m p t i o n a n d away f rom c o n c e r n for t h e 

fu ture . 7 It is a lmost superf luous t o m e n t i o n t h e seedy 

mate r ia l cu l tu re n e a r any large mi l i ta ry base, w i t h p a w n 

shops , s t r ip clubs, a n d t h e like, as t h e d o m i n a n t businesses. 

The Inevitable Trend Toward Monopoly 

Th e idea o f a n i n h e r e n t e x p a n s i o n i s t d y n a m i c b r i n g s 

us t o t h e c l a i m t h a t c o m p e t i t i v e c a p i t a l i s m 

inev i t ab ly m e a n s t h e " e a t i n g u p " o f sma l l e r e n t e r p r i s e r s 

a n d t h e r ise a n d p e r s i s t e n c e o f g i a n t p r i v a t e " m o n o p o ­

lies." T h i s c h a r g e has b e e n k i c k i n g a r o u n d s ince t h e la te 

n i n e t e e n t h c e n t u r y in t h e U n i t e d Sta tes , a n d t h e fai lure 

t o address it a d e q u a t e l y has l ed t o all m a n n e r o f h i s t o r i ­

cal m i s u n d e r s t a n d i n g a n d b a d leg i s la t ion . R o t h b a r d d i d 

address t h e m a t t e r , r a t h e r conclus ive ly . 

I n a h u n d r e d - p a g e t o u r d e fo rce , 8 R o t h b a r d r e d u c e d 

O n M i s p l a c e d C o n c r e t e n e s s i n S o c i a l T h e o r y 

" m o n o p o l y " t o its p r o p e r b u l k a n d r e s u r r e c t e d L o r d 

C o k e ' s s e v e n t e e n t h - c e n t u r y d e f i n i t i o n o f m o n o p o l y as 

"a grant of special privilege by the State, reserving a certain area 

of production to one particular individual or group."9 O n this 

u n d e r s t a n d i n g , w i t h o u t l ega l -po l i t i ca l b a r r i e r s t o e n t r y 

e v e n t h e largest bus iness is n o t a m o n o p o l y ; it is s i m p l y 

v e r y g o o d at satisfying t h e c o n s u m e r s a n d / o r u n c h a l ­

l e n g e d by g o o d c o m p e t i t o r s for t h e m o m e n t . B u t t h e r e 

is g e n u i n e m o n o p o l y : first, t h e state itself, w h i c h asserts 

a m o n o p o l y o f i n i t i a t i ng force w i t h i n a g i v e n t e r r i t o r y ; 

s e c o n d , e n t e r p r i s e r s w o r k i n g u n d e r a g r a n t o f exc lus ive 

p r i v i l e g e f r o m t h e state. 

H e r e is h o w R o t h b a r d desc r ibes t h e evils o f m o n o p ­

oly: 

All t h e effects t h a t m o n o p o l y - p r i c e t heo r i s t s have 

m i s t a k e n l y a t t r i b u t e d t o v o l u n t a r y car te ls , t he re fo re , 

do app ly t o g o v e r n m e n t a l m o n o p o l y g r an t s . P r o d u c ­

t i o n is r e s t r i c t ed , a n d fac tors are re leased for p r o ­

d u c t i o n e l s e w h e r e . B u t now w e c a n say t h a t this p r o ­

d u c t i o n wi l l satisfy t h e c o n s u m e r s less t h a n u n d e r 

f r e e - m a r k e t c o n d i t i o n s ; f u r t h e r m o r e , t h e fac tors wi l l 

e a r n less in t h e o t h e r o c c u p a t i o n s . 1 0 

O n c e aga in , a p r o b l e m said t o ar ise o n t h e m a r k e t is 

t o b e f o u n d in t h e o r b i t o f t h e state. 

The Market Fosters Disorder and 
Social Disruption 

Th e c h a r g e h e r e is t h a t t h e m a r k e t e c o n o m y , as s u c h , 

leads t o social d i s r u p t i o n , social decay, " a t o m i z a -

t i o n " o f society, a l i e n a t i o n , a n d t h e rest. T h e d e c l i n e o f 

smal l t o w n s a n d bus inesses wi l l b e h i g h l i g h t e d . W e are all 

d o o m e d , it s e e m s , t o dea l endless ly w i t h d i z z y i n g a n d 

u n w a n t e d " soc ia l c h a n g e . " T h e cr i t ics o f c o u r s e o f t en 

h a v e t h e i r o w n l i s t — o f des i rab le social c h a n g e s — t o b e 

i m p o s e d b y t h e state, b u t t h a t is a n o t h e r m a t t e r . 

E v e r y o n e f rom t h e t a m e s t " l i b e r a l " c e n t r i s t t o t h e 

w i l d e s t M a r x i s t o r feuda l r e a c t i o n a r y feels free t o m a k e 

t h e s e cha rges . P a u l B a r a n a n d P a u l Sweezy ' s f u n d a m e n ­

t a l i s t -Marx i s t t rac t , Monopoly Capital, w h i c h b l a m e d l i t ­

eral ly e v e r y t h i n g d e p l o r a b l e in A m e r i c a n life o n late , o r 

" m o n o p o l y , " cap i ta l i sm, is j u s t a s a m p l e o f this g e n r e . " 

N i c e w o r k , if y o u c a n ge t it; b u t it s e e m s l ikely t h a t these 

cr i t ics d o n ' t have t h e r i g h t t a rge t i n t h e i r s ights . 
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I n o w i n t r o d u c e t h e In t e r s t a t e H i g h w a y T h e o r e m . It 

f lows f r o m t h e safe a s s u m p t i o n t h a t n o capital is t o r c o n ­

s o r t i u m o f capital ists w o u l d have r i sked t h e i r o w n 

m o n e y o n this " e i g h t h w o n d e r o f t h e w o r l d . " T h e t h e o ­

r e m s imp ly states t ha t , o n t h e i r o w n , f r e e - m a r k e t p a r t i c ­

ipan t s w o u l d n e v e r h a v e p u t t o g e t h e r s u c h a h i g h w a y 

sys t em, a n d o f c o u r s e t h e y d i d n o t . W e w o u l d have h a d 

roads o f s o m e k i n d , b u t n o t th is pa r t i cu l a r p u b l i c - g o o d s 

b o o n d o g g l e . 

T h e i n t e r s t a t e h i g h w a y s g r e w o u t o f c o n g r e s s i o n a l 

p o r k - b a r r e l po l i t i cs a n d C o l d W a r m i l i t a r y - i n d u s t r i a l 

c o n s i d e r a t i o n s , a n d w e r e p o p u l a r b e c a u s e t h e y " m a d e 

w o r k " for c e r t a i n c o n t r a c t o r s a n d al l ied u n i o n s . A n y 

losses t o small t o w n s , o r t o p i c t u r e s q u e A m e r i c a n ways 

o f life d e p e n d e n t o n t h o s e t o w n s , c a u s e d b y t h e b u i l d ­

i n g o f in te r s t a t e s m a y b e addressed t o w h a t e v e r federal 

d e p a r t m e n t s p r e s i d e d ove r t h e i r c o n s t r u c t i o n , e n f o r c e d 

e m i n e n t d o m a i n o n w i c k e d " h o l d - o u t s , " a n d subs id i zed 

t h e u sua l c o r p o r a t e suspec ts t o b u i l d t h o s e roads . T h e y 

m a y n o t b e add res sed t o t h e free m a r k e t . 

A n o t h e r a s p e c t o f th i s a l l e g e d p r o b l e m is t h e c l a i m 

t h a t soc ia l c o n d i t i o n s i n m a r k e t - b a s e d soc ie t i e s r e n d e r 

p e o p l e " i n a u t h e n t i c , " c u t t i n g t h e g r o u n d o u t f r o m 

u n d e r t r u e f r i e n d s h i p a n d t r e a d i n g all t r u e f e l l o w - f e e l ­

i n g u n d e r f o o t . L e a v i n g J e a n - J a c q u e s R o u s s e a u , a p i o ­

n e e r o f th i s a t t a c k , t o o n e s ide , it is e n o u g h t o c o n s i d e r 

w h a t t h e S c o t t i s h E n l i g h t e n m e n t w r i t e r s said o n t h e 

m a t t e r i n r e b u t t a l . S o c i o l o g i s t A l l a n Si lver p o i n t s o u t 

t h a t for A d a m S m i t h " i n s t r u m e n t a l " f r i e n d s h i p s b a s e d 

o n e x c h a n g e ( W h a t h a v e y o u d o n e for m e lately?) w e r e 

a c t u a l l y " m o r e p e r v a s i v e b e f o r e c o m m e r c i a l s o c i e t y 

i n s t i t u t e d t h e d i s t i n c t i o n b e t w e e n m a r k e t s a n d p e r s o n ­

al r e l a t i o n s . " F u r t h e r , i n p r e - c a p i t a l i s t soc i e t i e s , as 

u n d e r s t o o d b y t h e S c o t t i s h t h i n k e r s , " t h e s p a c e 

b e t w e e n f r i e n d a n d e n e m y was n o t o c c u p i e d , as i n 

c o m m e r c i a l soc ie ty , w i t h m e r e a c q u a i n t a n c e s o r n e u t r a l 

s t r a n g e r s , b u t c h a r g e d w i t h u n c e r t a i n a n d m e n a c i n g 

poss ib i l i t i e s . " 

T h u s t h e " S c o t s u n d e r s t a n d c o m m e r c i a l soc i e ty as 

l i m i t i n g i n s t r u m e n t a l e x c h a n g e t o t h e n e w l y d i s t inc t 

d o m a i n o f t h e m a r k e t . . . . B e f o r e c o m m e r c i a l society, t h e 

p u r p o s e o f f r i endsh ip , as t h e Sco ts see it, was t o h e l p 

f r iends b y d e f e a t i n g e n e m i e s . . . . " S o it t u r n s o u t , o n t h e 

Sco t t i sh t h i n k e r s ' analysis, t h a t w e can see " c o m m e r c i a l 

society, far f r o m ' c o n t a m i n a t i n g ' p e r s o n a l re la t ions w i t h 

i n s t r u m e n t a l i s m , as ' p u r i f y i n g ' t h e m by clearly d i s t i n ­

g u i s h i n g f r i endsh ip f r o m in te res t . " 1 2 

W h i l e w e are still o n t h e t h e m e o f social d i s r u p t i o n , 

w e m a y ask w h o causes t h e b u l k o f it. Pol i t ica l scientists 

Youssef C o h e n , B r i a n R . B r o w n , a n d A . F. K . O r g a n s k i 

have p o i n t e d o u t t ha t a g o o d m a n y T h i r d W o r l d confl icts 

" a r e defens ive in n a t u r e : t h e y are all b r o u g h t a b o u t by 

t h e aggressive e x p a n s i o n i s m o f t h e state," especial ly 

w h e r e "states are still i nvo lved in t h e p r i m i t i v e a c c u m u ­

l a t i on a n d cen t r a l i z a t i on o f p o w e r re sources . " T h e s e 

w r i t e r s sugges t t ha t " o v e r a relat ively l o n g p e r i o d o f t i m e 

state e x p a n s i o n wi l l g e n e r a t e v i o l e n t con f l i c t " a n d thus 

" i t is t h e p r o g r e s s i o n t o w a r d g rea t e r o r d e r itself t h a t p r o ­

d u c e s m u c h o f t h e relat ively g r e a t e r v i o l e n c e w e find in 

n e w states." 

T h e y c o n c l u d e tha t " t h e e v i d e n c e s t rong ly suggests 

t ha t t h e ra te o f e c o n o m i c d e v e l o p m e n t is re la ted to b o t h 

t h e ra te o f state e x p a n s i o n a n d col lec t ive v i o l e n c e in a 

w a y t h a t r u n s c o n t r a r y t o t h e w a y p o s t u l a t e d b y t h e 

d o m i n a n t v i e w o n s u c h m a t t e r s . " F u r t h e r , "state expan­

sion seems to produce much more violence than economic 

growth.... R a t h e r t h a n state e x p a n s i o n b e i n g an a n t i d o t e 

for t h e v i o l e n c e p r o d u c e d b y e c o n o m i c m o d e r n i z a t i o n , 

o u r r a t h e r l i m i t e d e v i d e n c e s h o w s tha t it is e c o n o m i c 

m o d e r n i z a t i o n w h i c h is t h e a n t i d o t e t o t h e v i o l e n c e 

p r o d u c e d b y state e x p a n s i o n . " ' 3 

S t a t e - b u i l d i n g m a y itself b e t h e f u n d a m e n t a l e r r o r 

a n d so -ca l l ed "fai led s ta tes" m a y wel l have e a r n e d t h e i r 

p l igh t . O f c o u r s e an array o f s t up id C o l d W a r t r i cks 

p layed b y t h e g rea t p o w e r s in t h o s e c o u n t r i e s c an answer 

for p a r t o f t h e o u t c o m e as wel l . B u t this c o n s i d e r a t i o n 

leaves us ye t w i t h i n t h e r e a l m o f state a c t i on . 

To p u t m a t t e r s a n o t h e r way, m a r k e t s w o r k wel l at 

w h a t t h e y are s u p p o s e d t o d o ; g o v e r n m e n t s w o r k bad ly 

at w h a t t h e y are supposed t o d o . G o v e r n m e n t s d o , h o w ­

ever, w o r k we l l at o t h e r th ings : c r ea t i ng v i o l e n c e , d i so r ­

der , a n d d i s r u p t i n g o r d e r l y social life. S ince t h e y d o so 

w h i l e i m p o s i n g s o m e t h i n g t h e y call " o r d e r " — b y threa ts , 

i n t i m i d a t i o n , a n d v i o l e n c e — m o s t p e o p l e are c o n t e n t t o 

i m a g i n e t h a t g o v e r n m e n t s are t h e source o f o rde r . 

Inflation 

Ma n y w r i t e r s see inf la t ion , especial ly w h e r e it refers 

t o any set o f r i s ing p r i ces , as a n o t h e r p r o b l e m 

i n h e r e n t in t h e m a r k e t e c o n o m y . T h e state m u s t t h e r e -
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fore b e eve r w a t c h f u l a n d r e a d y t o r e so r t t o v a r i o u s s t e r n 

m e a s u r e s t o " f igh t in f la t ion ." S o m e c r i t i c s — f o r e x a m p l e , 

t h e c o n s e r v a t i v e h i s t o r i a n J o h n L u k a c s — l i k e t o ta lk 

v a g u e l y o f g e n e r a l socia l in f la t ion : o f va lues , g r ades , 

es the t ics , a n d e v e r y t h i n g . A n d w h i l e h e d o e s n o t lay 

t h e s e ills d i rec t ly at t h e feet o f t h e m a r k e t e c o n o m y , o t h ­

ers d o . F o r m a n y cr i t ics , m a r k e t re la t ions as s u c h are s u p ­

p o s e d t o r e n d e r e v e r y o n e radica l ly uns t ab l e , r a t iona l ly 

s e l f - cen t e r ed , a n d p r o n e to* g o d e e p l y i n t o d e b t so as t o 

have t h e w h o l e p a n o p l y o f c o n s u m e r g o o d s s o o n e r . 

B u t l e a v i n g to o n e s ide t h e cu l tu ra l q u e s t i o n o f t h e 

in f la t ion o f t h e A m e r i c a n e g o b y E m e r s o n , W h i t m a n , 

a n d o t h e r s , p r i c e in f la t ion w o u l d s e e m t h e p r i m a r y c u l ­

p r i t a n d it c o m e s f r o m t h e state. If i n d i v i d u a l rates o f 

t i m e p r e f e r e n c e are l o w e r e d b y easy c red i t , l e a d i n g t o t h e 

c o n s e q u e n c e s o f w h i c h m a n y w r i t e r s c o m p l a i n , w e m u s t 

i n q u i r e i n t o t h e o r i g i n s o f t h e easy c red i t . O b v i o u s l y , I 

t ake it as h a v i n g b e e n t h o r o u g h l y s h o w n b y L u d w i g v o n 

M i s e s a n d R o t h b a r d , a m o n g o t h e r s , t h a t in f la t ion is t h e 

e x p a n s i o n o f t h e s u p p l y o f m o n e y t h r o u g h s t a t e - c o n ­

t ro l l ed c e n t r a l b a n k s , w h i c h , if t a k e n far e n o u g h , is t h e 

cause o f e c o n o m i c d e p r e s s i o n s . 1 4 

T h e cu l t u r a l h i s t o r y o f t h e late n i n e t e e n t h a n d ear ly 

t w e n t i e t h c e n t u r i e s is b a d l y in n e e d o f r e w r i t i n g b y a 

h i s t o r i a n w h o c a n analy t ica l ly sepa ra te o u t n e w m e t h o d s 

o f mass m a r k e t i n g (for e x a m p l e , b y Sears a n d R o e b u c k ) , 

i n s t a l l m e n t b u y i n g , " F o r d i s m , " a n d t h e l ike, f r o m m o n e ­

t a ry e x p a n s i o n b y t h e F e d e r a l R e s e r v e . O n c e this is 

d o n e , w e m a y e x p e c t t o l e a r n t h a t " i n f l a t i o n a r y " e x c e s s ­

es in c u l t u r e , c o n s u m p t i o n , e d u c a t i o n , a n d so o n arose 

c ruc ia l ly f r o m e x p e c t a t i o n s g r o u n d e d in easy m o n e y . As 

n o t e d , easy m o n e y leads us s t ra igh t t o t h e state, t h e c e n ­

tral b a n k , a n d t h e i r social allies i n bus iness a n d a c a d e m e 

w h o b e l i e v e d t h a t a n e x p a n d i n g m o n e y s u p p l y was t h e 

key t o p rospe r i ty . T h e u n h a m p e r e d m a r k e t , o n c e m o r e , 

m a y p l e a d i n n o c e n t . 

Market Failure 

Dear o l d " m a r k e t f a i l u r e " m u s t necessa r i ly b e m e n ­

t i o n e d h e r e . T h i s n o t i o n is basical ly t h e o b v e r s e o f 

t h e p u b l i c - g o o d s p r o b l e m . Suffice it t o say t h a t i n t h e 

v i e w o f s o m e obse rve r , " t h e m a r k e t " has failed t o d o X , 

o r p r o v i d e m u c h - n e e d e d se rv i ce Z . 

P a r t o f t h e p r o b l e m s t ems f r o m t h e t e n d e n c y t o reify 

t h e m a r k e t a n d t h e n fault this m o n o l i t h i c m e c h a n i s m o r 

O n M i s p l a c e d C o n c r e t e n e s s in S o c i a l T h e o r y 

s u p e r - m i n d , o r w h a t e v e r it is s u p p o s e d to b e . B u t t h e 

m a r k e t is n o t a t h i n g o r a p e r s o n , b u t is i n s t ead a c o m ­

p l e x a n d ex t ens ive n e t w o r k o f b i la te ra l e x c h a n g e s , 

w h i c h for c o n v e n i e n c e w e call t h e " m a r k e t . " ' 3 A n o t h e r 

v a r i a n t is t o c o m p l a i n t h a t e x c h a n g e s are b e i n g b l o c k e d 

b y excess ive t r a n s a c t i o n costs o r t h e l ike, w h e n o n t h e 

face o f it, a p a r t i c u l a r " m a r k e t " hasn ' t c o m e i n t o b e i n g 

s i m p l y b e c a u s e , as t h i n g s s t and , n o o n e w a n t s t o 

e x c h a n g e t h e t h i n g s s o m e o b s e r v e r w o u l d l ike t o see 

e x c h a n g e d . 1 6 I d o n ' t k n o w w h o is s u p p o s e d t o k e e p 

t r a c k o f m i s s i n g m a r k e t s t h a t should exist , unless o f 

c o u r s e it is t h e state. 

B u t w e m u s t leave this t o p i c for n o w , s ince it is l a rge 

e n o u g h t o jus t i fy t r e a t m e n t e l s e w h e r e . 

T h e a l l eged " a t o m i z a t i o n o f s o c i e t y " b r i n g s us t o t h e 

grave p r o b l e m o f "soc ia l a c t i o n . " It is i n t e r e s t i n g t h a t 

w h e n e v e r successful social a c t i o n takes p lace , as it d o e s 

all t h e t i m e , g o v e r n m e n t s a n d t h e i r apo log i s t s i m m e d i ­

a te ly d e n o u n c e it as a d readfu l evil , b e c a u s e t h e p e o p l e 

c o o p e r a t i n g d o n o t d o w h a t t h e s e o b s e r v e r s w o u l d l ike 

t h e m t o d o . A c t u a l l y o c c u r r i n g social a c t i o n always 

t u r n s o u t t o b e t h e wrong kind, a n d is r e i n t e r p r e t e d as a 

social p r o b l e m . 

O n e t h i n k s o f t h e g a t h e r i n g a t t ack o n soc ie t ies i n 

w h i c h k i n s h i p re la t ions h e l p s t r u c t u r e bus iness re la t ions 

a n d m a r k e t s — a s in Eas t Asia, for e x a m p l e . T h i s , a p p a r ­

ently, is t h e m o s t w i c k e d " c r o n y capi ta l i sm," w h i c h , l a c k ­

i n g t r a n s p a r e n c y a n d t h e l ike, m u s t b e c o r r e c t e d b y 

w h a t e v e r s u p e r p o w e r h a p p e n s t o b e in t h e n e i g h b o r ­

h o o d . B u t f r o m a f r e e - m a r k e t s t a n d p o i n t , w h a t is a c t u a l ­

ly w r o n g w i t h d o i n g bus iness w i t h y o u r c o u s i n , if t h e 

state as s u c h is n o t in t h e p i c t u r e ? 

S t a m p i n g o u t " e t h n i c " a l l eg iances in t r ade in t h e 

n a m e o f m a r k e t f r e e d o m , " t r anspa rency , " a n d fairness 

m i g h t s o u n d g o o d t o s o m e p e o p l e , b u t w h o exac t ly 

w o u l d d o t h e s t a m p i n g ? O b v i o u s l y , it w o u l d have t o b e 

t h e state, w h i c h is t h e i n d i s p e n s a b l e c u l p r i t in c r o n y c a p ­

i ta l ism t o s tar t w i t h . (Th i s is a key i n R u s s i a a n d C h i n a , 

w h e r e it is o f t en t h e f o r m e r c o m m u n i s t b u r e a u c r a t s w h o 

are t o d a y t h e s t a t e - c o n n e c t e d c r o n y capitalists.) 

D u r i n g t h e V i e t n a m War , w e l l - p l a c e d A m e r i c a n 

socia l sc ient is ts s t u d i e d t h e s u p p o s e d fa i lure o f socia l 

a c t i o n in S o u t h V i e t n a m . W h a t th is s e e m s t o h a v e m e a n t 

is s i m p l y t h a t s u c h socia l c o o p e r a t i o n as e x i s t e d fai led t o 

g e n e r a t e m u c h s u p p o r t for t h e S o u t h V i e t n a m e s e s tate 
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J o s e p h R . S t r o m b e r g 

s p o n s o r e d b y t h e U n i t e d Sta tes . G i v e n t h e a l l eged 

a b s e n c e o f a p r o p e r l y f u n c t i o n i n g socia l s t r u c t u r e , o n e 

t h e o r i s t s u g g e s t e d t h a t t h e S o u t h V i e t n a m e s e s ta te sub­

stitute itself for t h e m i s s i n g i n t e r m e d i a t e s t r u c t u r e s . 1 7 W e 

c a n n o t r eso lve h e r e t h e o b v i o u s p r o b l e m t h a t if t h e state 

p r o v i d e s t h e s t r u c t u r e s , t h e y wi l l n o l o n g e r b e v e r y 

i n t e r m e d i a t e . 

It is p r o b a b l y n o t m a r k e t re la t ions t h a t have l e a c h e d 

away p e o p l e ' s p e r s o n a l a u t o n o m y , t h e r e b y r e d u c i n g t h e i r 

abi l i ty t o c o o p e r a t e a n d u n d e r t a k e social a c t i o n . O n c e 

aga in , I w o u l d sugges t l o o k i n g in t h e d i r e c t i o n o f t h e 

state. 

Tying of Services and Products 

An o t h e r c o m p l a i n t is t h a t bus inesses a t t e m p t t o " t i e " 

g o o d s a n d serv ices t o o n e a n o t h e r , r e n d e r i n g t h e 

p o o r c o n s u m e r d e p e n d e n t o n o n e p r o d u c t l ine . T h e y 

m a y wel l try, b u t o t h e r ac to r s i n t h e m a r k e t a n d c o n ­

s u m e r s t h e m s e l v e s wi l l f ind ways a r o u n d this p r ac t i ce . 

It is o t h e r w i s e w i t h t h e state. As S h e l d o n R i c h m a n 

has m e n t i o n e d t o m e , states " t i e " t h e i r " p r o d u c t s " a n d 

" s e r v i c e s " all t h e t i m e . As a p r e c o n d i t i o n o f d r i v i n g o n 

g o v e r n m e n t roads , y o u ge t t o p a t r o n i z e t h e g o v e r n ­

m e n t - s p o n s o r e d i n s u r a n c e car te l . I n s o m e states y o u ge t 

t o h a v e y o u r car c h e c k e d b y a g o v e r n m e n t - s p o n s o r e d 

m e c h a n i c . G o t o a g o v e r n m e n t a i r p o r t a n d y o u ge t a 

taste o f t h e g o v e r n m e n t ' s i dea o f p r o v i d i n g secur i ty . 

A n d y o u r Soc ia l S e c u r i t y n u m b e r , w h i c h C o n g r e s s 

s w o r e w o u l d n e v e r b e c o m e a n a t i o n a l ID , is fast c o m i n g 

t o r e s e m b l e a Sov ie t - s t y l e i n t e r n a l passpor t . 

E v e n o n t h e m o s t pess imis t ic r e a d i n g o f this issue, t h e 

m a r k e t r e m a i n s we l l a h e a d o f t h e state. 

N o w w e c o m e t o t h e c l a im t h a t bus iness c o r r u p t s 

po l i t i c s . W e l l , yes a n d n o . Pol i t ics d o e s n o t s e e m t o 

r e q u i r e m u c h c o r r u p t i n g . 

Na tu ra l ly , t h e r e are p l e n t y o f ac tua l b u s i n e s s m e n w h o 

are h a p p y t o enl is t t h e s tate t o res t ra in t r ade for t h e m , 

g r a n t t h e m subsid ies a n d b o u n t i e s , a n d t h e rest. T h e y t r y 

t o use t h e s tate for t h e i r e c o n o m i c a d v a n t a g e . T h i s is t h e 

" i n s t r u m e n t a l i s t " v i e w o f t h e state, w h i c h h o l d s t r u e 

across a w i d e r a n g e o f act ivi t ies a n d w h i c h is, desp i t e 

w h a t s o m e w r i t e r s t h i n k , en t i r e ly c o m p a t i b l e w i t h a 

g rea t deal o f s tate " a u t o n o m y . " Af ter all, if t h e state d i d 

n o t have i n d e p e n d e n t power, it w o u l d n ' t b e m u c h o f a n 

a id t o t h e s e in t e res t g r o u p s , w o u l d it? 

T h e r e is i n d e e d p l e n t y o f b u s i n e s s - g o v e r n m e n t c o l ­

l a b o r a t i o n a r o u n d , e n o u g h to just i fy cal l ing it b y its o w n 

n a m e : c o r p o r a t i s m . 1 8 S i n c e s u c h p r a c t i c e s are t h e 

ant i thes is o f laissez-faire l ibera l i sm, it is h a r d t o see h o w 

t h e free m a r k e t can r igh t ly ge t t h e b l a m e for t h e m . W e 

are b a c k in t h e ba l lpa rk o f t h e state again , this t i m e w i t h 

s o m e o f its allies. 

I have l o n g be l i eved tha t if a g i v e n soc ie ty h a d suf­

fered, successively, a d r o u g h t , a f a m i n e , a n d a f lood, fo l ­

l o w e d b y a p o p u l a r revol t set off by g r i n d i n g t a x a t i o n 

a n d , finally, a fo re ign invas ion , t h e typica l h i s t o r i an 

w o u l d lay p r i m a r y b l a m e for t h e u n h a p p i n e s s o f t h e 

p e o p l e o n t h e failure o f t h e m a r k e t e c o n o m y . W e have 

j u s t seen this k i n d o f j u d g m e n t m a d e in r e l a t ion t o t h e 

disaster in N e w O r l e a n s . 

E v e n if w e w e r e s o m e h o w t o b l a m e t h e s i n k i n g o f 

N e w O r l e a n s o n po l i t i c i ans w h o talk a lo t a b o u t free 

m a r k e t s , this has n o t h i n g to d o w i t h any real c h a i n o f 

c a u s a t i o n t h a t w o u l d r e a c h b a c k t o t h e free m a r k e t . T h e 

talkers c u r r e n t l y in office have f amous ly spen t h u n d r e d s 

o f b i l l ions o f dol lars o n m i s b e g o t t e n w a r in I raq, w h i c h 

suggests t h a t t h e i r talk a b o u t frugality, free m a r k e t s , a n d 

t h e rest is so m u c h eyewash . T h e r e is n o d i s e m b o d i e d 

" f r e e - m a r k e t i d e o l o g y " s ta lk ing t h e c o u n t r y a n d fo rc ing 

t h e p o o r g o v e r n m e n t t o leave levees in d is repai r o r 

u n i m p r o v e d . 

Talk is c h e a p , n o t frugal . 

Af ter all, desp i t e t h e a l leged o u t b r e a k o f frugality, b i l ­

l ions u p o n bi l l ions o f dol lars still f low i n t o t h e federal 

t r easu ry a n d b u r e a u c r a t s still m a n a g e to s p e n d t h e m . 

N e i t h e r t h e p e o p l e n o r t h e free m a r k e t — c o n s p i c u o u s 

by its absence—should a n s w e r for b a d dec i s ions m a d e b y 

officials a l loca t ing m o n e y t a k e n f rom t h e to i l i ng masses. 

P r o b a b l y if y o u have a levee , y o u o u g h t t o m a i n t a i n it. 

T h i s is en t i r e ly separa te f rom t h e q u e s t i o n o f w h e t h e r 

g o v e r n m e n t s h o u l d have b e e n in t h e l e v e e - b u i l d i n g 

bus iness in t h e first p lace , o r w h e t h e r p e o p l e s h o u l d live 

in f lood z o n e s . T a c k l i n g these q u e s t i o n s w o u l d involve us 

in an h i s to r i ca l r eg ress ion i n t o t h e r e m o t e o r i g i n s o f a 

s i t u a t i o n s ignif icant ly s h a p e d b y g o v e r n m e n t , a s i t ua t i on 

f raught w i t h p e r i l if t h e g o v e r n m e n t s h o u l d ever let its 

o w n c rea t ions slide. 

T h e b u c k still s tops w i t h t h e federal g o v e r n m e n t 

b e c a u s e it took t h e b u c k s , s o m e o f w h i c h c o u l d have 

fixed its levees , a n d t h e n d id n o t d o so. L e a v i n g aside t h e 
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O n M i s p l a c e d C o n c r e t e n e s s i n S o c i a l T h e o r y 

e th ics o f h o w g o v e r n m e n t s ge t t h e i r m o n e y , t h e U n i t e d 

States h a d p l e n t y o f it , a n d c h o s e t o s q u a n d e r m u c h o f it 

o n a n i g h t o u t i n t h e M i d d l e Eas t . T h e left is r i g h t t o 

p o i n t this m u c h o u t . 

B u t t h e left wi l l n o t fo l low us f u r t h e r a l o n g o u r p a t h 

o f analysis. T h i s p a r t i c u l a r m i x t u r e o f state ac t iv i ty a n d 

i n a c t i v i t y — I r a q versus N e w O r l e a n s — g o e s t o s u c h 

q u e s t i o n s as w h e t h e r g o v e r n m e n t s are v e r y g o o d at 

m a n a g i n g a n y t h i n g a n d w h e t h e r states c a n e v e n c a l c u ­

late ra t ional ly . O u r bes t e v i d e n c e says, n o . As R o t h b a r d 

p u t s it , " [ T ] h e costs o f g o v e r n m e n t are b o u n d t o b e 

m u c h h i g h e r t h a n t h o s e o f t h e free m a r k e t . . . . [ T ] h e 

S ta te c a n n o t ca lcu la te w e l l a n d t h e r e f o r e c a n n o t g a u g e 

its costs accura te ly . " 1 9 

So, n o , t h e free m a r k e t d i d n o t s ink N e w O r l e a n s , n o r 

d i d its s h a m b l i n g c o u s i n , t h e d i s e m b o d i e d a n d selective 

f r e e - m a r k e t talk f o u n d in a n d a r o u n d t h e R e p u b l i c a n 

Party. 

A Parthian Shot 

Th e last t o p i c b r o a c h e d r e m i n d s us t h a t t h e R e p u b ­

l ican P a r t y h a b i t u a l l y p r o c l a i m s its f e rven t w i s h t o 

p u t g o v e r n m e n t " o n a bus iness l ike basis ." D e m o c r a t s 

usua l ly favor p u t t i n g bus iness o n a g o v e r n m e n t - l i k e 

basis. T h e d i f fe rence b e t w e e n t h e t w o p r o g r a m s is th is : 

t h e s e c o n d is poss ib le a n d it c o u l d g o f o r w a r d , u p t o t h e 

p o i n t t h a t social c o o p e r a t i o n a n d m a r k e t s co l lapse ; t h e 

f o r m e r is l i teral ly i m p o s s i b l e . 

G o v e r n m e n t c a n n o t b e p u t o n a bus iness l ike basis 

b e c a u s e it lacks t h e p r o f i t - a n d - l o s s test available t o b u s i ­

nesses o n t h e m a r k e t . T h u s it d o e s n ' t k n o w w h e n t o s top 

d o i n g s o m e t h i n g , s h o r t o f a d isas t rous se tback , c a n n o t 

ca lcu la te its costs , a n d so o n . B u t e n o u g h a b o u t g o v e r n ­

m e n t ; I t h i n k w e c a n a g r e e t h a t for t h e t o p i c s j u s t c a n ­

vassed at least, t h e m a r k e t is n o t gu i l ty a n d t h e s tate is 

a b o u t t o e n t e r t h e w i t n e s s b o x . (f̂  
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Our Economic Past 

How U.S. Economic Warfare 
Provoked Japan s Attack on Pearl Harbor 
B Y R O B E R T B I G G S 

Ask a typ ica l A m e r i c a n h o w t h e U n i t e d States g o t 

i n t o W o r l d W a r II, a n d h e wi l l a l m o s t ce r t a in ly 

tell y o u t h a t t h e J a p a n e s e a t t a c k e d Pear l H a r b o r 

a n d t h e A m e r i c a n s f o u g h t b a c k . A s k h i m w h y t h e J a p a n ­

ese a t t a c k e d Pear l H a r b o r , a n d h e wi l l p r o b a b l y n e e d 

s o m e t i m e t o g a t h e r his t h o u g h t s . H e m i g h t say t h a t t h e 

J a p a n e s e w e r e aggressive mil i tar is ts w h o w a n t e d t o t ake 

o v e r t h e w o r l d , o r at least t h e Asia-Paci f ic pa r t o f it. Ask 

h i m w h a t t h e U n i t e d States 

d i d t o p r o v o k e t h e J a p a n e s e , 

a n d h e wi l l p r o b a b l y say t h a t 

t h e A m e r i c a n s d i d n o t h i n g : w e 

w e r e j u s t m i n d i n g o u r o w n 

bus iness w h e n t h e c razy J a p a n ­

ese, c o m p l e t e l y w i t h o u t jus t i f i ­

c a t i o n , m o u n t e d a s n e a k a t t ack 

o n us , c a t c h i n g us to ta l ly b y 

s u r p r i s e in H a w a i i o n D e c e m ­

b e r ? , 1 9 4 1 . 

Y o u can ' t b l a m e h i m m u c h . 

F o r m o r e t h a n 6 0 years s u c h 

bel iefs h a v e c o n s t i t u t e d t h e 

genera l ly a c c e p t e d v i e w a m o n g 

A m e r i c a n s , t h e o n e t a u g h t in s choo l s a n d d e p i c t e d in 

m o v i e s — w h a t " e v e r y s c h o o l b o y k n o w s . " U n f o r t u n a t e l y , 

th is o r t h o d o x v i e w is a t issue o f m i s c o n c e p t i o n s . D o n ' t 

b o t h e r t o ask t h e typ ica l A m e r i c a n w h a t U . S . e c o n o m i c 

war fa re h a d t o d o w i t h p r o v o k i n g t h e J a p a n e s e t o m o u n t 

t h e i r a t t ack , b e c a u s e h e w o n ' t k n o w . I n d e e d , h e wi l l have 

n o idea w h a t y o u are t a lk ing a b o u t . 

I n t h e late n i n e t e e n t h c e n t u r y , Japan ' s e c o n o m y 

b e g a n t o g r o w a n d t o i ndus t r i a l i ze rapidly. B e c a u s e J a p a n 

has f e w n a t u r a l r e sou rce s , m a n y o f t h e b u r g e o n i n g 

i n d u s t r i e s h a d t o re ly o n i m p o r t e d r a w ma te r i a l s , s u c h as 

coa l , i r o n o r e o r s teel scrap, t in , c o p p e r , b a u x i t e , r u b b e r , 

a n d p e t r o l e u m . W i t h o u t access t o s u c h i m p o r t s , m a n y o f 

w h i c h c a m e f rom t h e U n i t e d States o r f rom E u r o p e a n 

c o l o n i e s in s o u t h e a s t Asia, Japan ' s i ndus t r i a l e c o n o m y 

The attack on Pearl Harbor, December 7, 1941 

w o u l d have g r o u n d to a hal t . B y e n g a g i n g in i n t e r n a ­

t iona l t rade , h o w e v e r , t h e J a p a n e s e h a d bu i l t a m o d e r a t e ­

ly a d v a n c e d indus t r i a l e c o n o m y by 1 9 4 1 . 

A t t h e s a m e t i m e , t h e y also bu i l t a m i l i t a ry - indus t r i a l 

c o m p l e x to s u p p o r t an increas ing ly p o w e r f u l a r m y a n d 

navy. T h e s e a r m e d forces a l l owed J a p a n t o p ro j ec t its 

p o w e r i n t o v a r i o u s places in t h e Pacific a n d east Asia, 

i n c l u d i n g K o r e a a n d n o r t h e r n C h i n a , m u c h as t h e U n i t ­

e d S ta tes u s e d its g r o w i n g 

i n d u s t r i a l m i g h t t o e q u i p 

a r m e d forces t h a t p r o j e c t e d 

U . S . p o w e r i n t o t h e C a r i b b e a n 

a n d La t in A m e r i c a , a n d e v e n as 

far a w a y as t h e P h i l i p p i n e 

Islands. 

W h e n F r a n k l i n D . R o o ­

sevel t b e c a m e p r e s i d e n t i n 

1 9 3 3 , t h e U . S . g o v e r n m e n t fell 

u n d e r t h e c o n t r o l o f a m a n 

w h o dis l iked t h e J a p a n e s e a n d 

h a r b o r e d a r o m a n t i c affect ion 

for t h e C h i n e s e because , s o m e 

w r i t e r s have specu la t ed , R o o ­

sevelt's ances to r s h a d m a d e m o n e y in t h e C h i n a t rade . ' 

R o o s e v e l t also dis l iked t h e G e r m a n s (and o f c o u r s e 

A d o l f H i t l e r ) , a n d h e t e n d e d t o favor t h e Br i t i sh in his 

p e r s o n a l re la t ions a n d in w o r l d affairs. H e d id n o t pay 

m u c h a t t e n t i o n t o fo re ign pol icy, h o w e v e r , un t i l his N e w 

D e a l b e g a n t o p e t e r o u t in 1 9 3 7 . Af te rward , h e re l ied 

heavi ly o n fore ign po l i cy t o fulfill his pol i t ica l a m b i t i o n s , 

i n c l u d i n g his desi re for r e e l e c t i o n to an u n p r e c e d e n t e d 

t h i r d t e r m . 

W h e n G e r m a n y b e g a n t o r e a r m a n d to seek Lebens-

raum aggressively in t h e late 1930s , t h e R o o s e v e l t 

a d m i n i s t r a t i o n c o o p e r a t e d closely w i t h t h e Br i t i sh a n d 
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H o w U . S . E c o n o m i c W a r f a r e P r o v o k e d J a p a n ' s A t t a c k o n P e a r l H a r b o r 

t h e F r e n c h in m e a s u r e s t o o p p o s e G e r m a n e x p a n s i o n . 

Af ter W o r l d W a r II c o m m e n c e d in 1 9 3 9 , th is U . S . assis­

t a n c e g r e w ever g r e a t e r a n d i n c l u d e d s u c h m e a s u r e s as 

t h e so -ca l l ed des t roye r dea l a n d t h e d e c e p t i v e l y n a m e d 

L e n d - L e a s e p r o g r a m . In a n t i c i p a t i o n o f U . S . e n t r y i n t o 

t h e war , B r i t i s h a n d U . S . m i l i t a r y staffs secre t ly f o r m u ­

la ted p lans for j o i n t o p e r a t i o n s . U . S . forces s o u g h t t o c r e ­

ate a wa r - j u s t i f y ing i n c i d e n t b y c o o p e r a t i n g w i t h t h e 

B r i t i s h n a v y in a t tacks o n G e r m a n U - b o a t s i n t h e n o r t h 

At l an t i c , b u t H i t l e r re fused t o t ake t h e bai t , t h u s d e n y i n g 

R o o s e v e l t t h e p r e t e x t h e c raved for m a k i n g t h e U n i t e d 

States a fu l l - f ledged, d e c l a r e d b e l l i g e r e n t — a n e n d tha t 

t h e g rea t m a j o r i t y o f A m e r i c a n s o p p o s e d . 

In J u n e 1 9 4 0 , H e n r y L. S t i m s o n , w h o h a d b e e n s e c ­

r e t a ry o f w a r u n d e r Taft a n d sec re t a ry o f state u n d e r 

H o o v e r , b e c a m e sec re t a ry o f w a r aga in . S t i m s o n was a 

l i o n o f t h e A n g l o p h i l e , n o r t h e a s t e r n u p p e r c rus t a n d n o 

f r i end o f t h e J a p a n e s e . I n s u p p o r t o f t h e so -ca l l ed O p e n 

D o o r P o l i c y for C h i n a , S t i m s o n favored t h e use o f e c o ­

n o m i c s anc t ions t o o b s t r u c t Japan ' s a d v a n c e in Asia. 

T r e a s u r y S e c r e t a r y H e n r y M o r g e n t h a u a n d I n t e r i o r 

S e c r e t a r y H a r o l d Ickes v i g o r o u s l y e n d o r s e d this pol icy. 

R o o s e v e l t h o p e d t h a t s u c h s anc t ions w o u l d g o a d t h e 

J a p a n e s e i n t o m a k i n g a rash m i s t a k e b y l a u n c h i n g a w a r 

against t h e U n i t e d States , w h i c h w o u l d b r i n g in G e r ­

m a n y b e c a u s e J a p a n a n d G e r m a n y w e r e al l ied. 

A c c o r d i n g l y , t h e R o o s e v e l t a d m i n i s t r a t i o n , w h i l e 

c u r t l y d i smiss ing J a p a n e s e d i p l o m a t i c o v e r t u r e s t o h a r ­

m o n i z e r e l a t ions , i m p o s e d a ser ies o f inc reas ing ly s t r i n ­

g e n t e c o n o m i c s a n c t i o n s o n J a p a n . I n 1 9 3 9 t h e U n i t e d 

States t e r m i n a t e d t h e 1 9 1 1 c o m m e r c i a l t rea ty w i t h 

J a p a n . " O n J u l y 2 , 1 9 4 0 , R o o s e v e l t s i g n e d t h e E x p o r t 

C o n t r o l A c t , a u t h o r i z i n g t h e P r e s i d e n t t o l i cense o r p r o ­

h i b i t t h e e x p o r t o f essent ia l de fense ma te r i a l s . " U n d e r 

this a u t h o r i t y , " [ o ] n J u l y 3 1 , e x p o r t s o f av i a t ion m o t o r 

fuels a n d l u b r i c a n t s a n d N o . 1 h e a v y m e l t i n g i r o n a n d 

steel scrap w e r e r e s t r i c t ed . " N e x t , i n a m o v e a i m e d at 

J a p a n , R o o s e v e l t s l apped a n e m b a r g o , effective O c t o b e r 

16 , " o n all e x p o r t s o f scrap i r o n a n d steel t o d e s t i n a t i o n s 

o t h e r t h a n B r i t a i n a n d t h e n a t i o n s o f t h e W e s t e r n H e m i ­

sphe re . " Finally, o n J u l y 2 6 , 1 9 4 1 , R o o s e v e l t " f roze 

J a p a n e s e assets i n t h e U n i t e d States , t h u s b r i n g i n g c o m ­

m e r c i a l r e l a t ions b e t w e e n t h e n a t i o n s t o an effective 

e n d . O n e w e e k la ter R o o s e v e l t e m b a r g o e d t h e e x p o r t o f 

s u c h g rades o f oi l as still w e r e in c o m m e r c i a l f low t o 

J a p a n . " 2 T h e B r i t i s h a n d t h e D u t c h f o l l o w e d suit , e m b a r ­

g o i n g e x p o r t s t o J a p a n f r o m t h e i r c o l o n i e s in s o u t h e a s t 

Asia. 

An Untenable Position 

Rooseve l t a n d his s u b o r d i n a t e s k n e w t h e y w e r e p u t ­

t i n g J a p a n in a n u n t e n a b l e p o s i t i o n a n d tha t t h e 

J a p a n e s e g o v e r n m e n t m i g h t w e l l t r y t o e scape t h e s t r a n ­

g l e h o l d by g o i n g t o war . H a v i n g b r o k e n t h e J a p a n e s e 

d i p l o m a t i c c o d e , t h e A m e r i c a n s k n e w , a m o n g m a n y 

o t h e r t h i n g s , w h a t F o r e i g n M i n i s t e r Tei j i ro T o y o d a h a d 

c o m m u n i c a t e d t o A m b a s s a d o r K i c h i s a b u r o N o m u r a o n 

J u l y 3 1 : " C o m m e r c i a l a n d e c o n o m i c re la t ions b e t w e e n 

J a p a n a n d t h i r d c o u n t r i e s , l ed b y E n g l a n d a n d t h e U n i t ­

e d States , are g r a d u a l l y b e c o m i n g so h o r r i b l y s t r a ined 

t h a t w e c a n n o t e n d u r e it m u c h l o n g e r . C o n s e q u e n t l y , 

o u r E m p i r e , t o save its v e r y life, m u s t t ake m e a s u r e s t o 

s e c u r e t h e r a w ma te r i a l s o f t h e S o u t h Seas . " 3 

B e c a u s e A m e r i c a n c r y p t o g r a p h e r s h a d also b r o k e n 

t h e J a p a n e s e naval c o d e , t h e l eade r s in W a s h i n g t o n k n e w 

as we l l t h a t Japan ' s " m e a s u r e s " w o u l d i n c l u d e a n a t t ack 

o n Pear l H a r b o r . 4 Yet t h e y w i t h h e l d th is cr i t ica l i n f o r ­

m a t i o n f r o m t h e c o m m a n d e r s in H a w a i i , w h o m i g h t 

have h e a d e d off t h e a t t ack o r p r e p a r e d t h e m s e l v e s t o 

d e f e n d against it. T h a t R o o s e v e l t a n d his chief ta ins d i d 

n o t r i n g t h e t o c s i n m a k e s pe r fec t sense: after all, t h e 

i m p e n d i n g a t t ack c o n s t i t u t e d p rec i se ly w h a t t h e y h a d 

b e e n s e e k i n g for a l o n g t i m e . As S t i m s o n c o n f i d e d to his 

d i a ry after a m e e t i n g o f t h e w a r c a b i n e t o n N o v e m b e r 

2 5 , " T h e q u e s t i o n was h o w w e s h o u l d m a n e u v e r t h e m 

[ the J a p a n e s e ] i n t o f i r ing t h e first s h o t w i t h o u t a l l o w i n g 

t o o m u c h d a n g e r t o ou r se lves . " 5 Af te r t h e a t t ack , S t i m ­

s o n confessed tha t " m y first fee l ing was o f r e l i e f . . . t h a t 

a crisis h a d c o m e in a w a y w h i c h w o u l d u n i t e all o u r 

p e o p l e . " " (§) 

1. H a r r y E lmer Barnes , " S u m m a r y and Conclus ions ," in Perpetu­
al War for Perpetual Peace: A Critical Examination of the Foreign Policy of 
Franklin Delano Roosevelt and Its Aftermath (Caldwell , Id.: C a x t o n 
Pr in ters , 1953), pp. 6 8 2 - 8 3 . 

2. All quota t ions in this paragraph from G e o r g e Morgens t e rn , 
" T h e Actual R o a d to Pearl Harbor ," in Perpetual War jor Perpetual 
Peace, pp. 3 2 2 - 2 3 , 3 2 7 - 2 8 . 

3 . Q u o t e d ibid., p. 329 . 
4. R o b e r t B. St innet t , Day of Deceit :The Truth about FDR and Pearl 

Harbor ( N e w York: Free Press, 2000) . 
5. St imson q u o t e d in M o r g e n s t e r n , p. 3 4 3 . 
6. S t imson q u o t e d ibid., p. 384 . 
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FEE TIMELY CLASSIC 

The Early History of FEE 

BY HENRY H A Z L I T T 

I 've b e e n i n v i t e d t o share s o m e r e c o l l e c t i o n s a b o u t 

t h e ear ly days o f t h e F o u n d a t i o n for E c o n o m i c E d u ­

c a t i o n . It m u s t have b e e n s o m e t i m e in 1 9 4 4 o r 1 9 4 5 

t h a t a h a n d s o m e m a n d r o p p e d in t o see m e at t h e New 

York Times, w h e r e I was t h e n w r i t i n g t h e e c o n o m i c e d i ­

tor ia l s , a n d i n t r o d u c e d h i m s e l f as L e o n a r d R e a d , g e n e r ­

al m a n a g e r o f t h e Los A n g e l e s C h a m b e r o f C o m m e r c e . 

T h e f r e e - e n t e r p r i s e p h i l o s o p h y h a d 

a l ready b e c o m e a l m o s t a r e l i g i o n w i t h 

h i m . H e t o l d m e h e was l o o k i n g for a 

w i d e r a u d i e n c e t o w h i c h t o e x p l a i n t h a t 

p h i l o s o p h y , a n d w a s t h i n k i n g o f s e t t i ng u p 

a l i b e r t a r i a n f o u n d a t i o n o f his o w n . 

I n 1 9 4 6 L e o n a r d h a d ra ised t h e m o n e y , 

set u p t h e F o u n d a t i o n for E c o n o m i c E d u ­

c a t i o n h e r e at I r v i n g t o n , a n d i n v i t e d m e to 

b e c o m e o n e o f his o r i g i n a l t ru s t ees a n d 

officers. 

It is a s t o n i s h i n g h o w s o o n L e o n a r d ' s 

a c t i o n b e g a n t o p r o d u c e i m p o r t a n t resul ts . 

F r i e d r i c h H a y e k , i n L o n d o n , i m p r e s s e d b y 

R e a d ' s in i t ia t ive , ra ised t h e m o n e y t h e n e x t 

year , 1 9 4 7 , t o call a c o n f e r e n c e at Vevey, 

S w i t z e r l a n d , o f 4 3 l i b e r t a r i a n w r i t e r s , 

m a i n l y e c o n o m i s t s , f r o m ha l f a d o z e n n a t i o n s . T h e g r o u p 

o f t e n o f us f r o m t h e U n i t e d Sta tes i n c l u d e d s u c h figures 

as L u d w i g v o n M i s e s , M i l t o n F r i e d m a n , G e o r g e 

S t i g l e r — a n d L e o n a r d R e a d . T h a t was t h e b e g i n n i n g o f 

t h e still f l o u r i s h i n g a n d i m m e n s e l y in f luen t ia l M o n t 

P e l e r i n Socie ty , n o w w i t h several h u n d r e d m e m b e r s 

f r o m d o z e n s o f c o u n t r i e s . 

A n o t h e r effect o f Leona rd ' s in i t ia t ive s o o n fo l lowed. 

O t h e r l i b e r t a r i a n f o u n d a t i o n s w e r e set u p in e m u l a t i o n . 

" B a l d y " H a r p e r , w h o h a d b e e n w o r k i n g as an e c o n o m i s t 

Leonard E. Read (1898-1983) 

for F E E f rom its first year, left in 1958 a n d s tar ted his 

Ins t i tu te for H u m a n e S tudies in 1 9 6 3 in Cal i forn ia . S o o n 

A n t o n y Fisher set u p like o rgan iza t ions in E n g l a n d , 

C a n a d a , a n d even tua l ly he re . I r ecen t ly l e a r n e d f rom 

A n t o n y tha t h e is n o w w a t c h i n g over e i g h t e e n ins t i tu ­

t ions in e leven c o u n t r i e s . M a n u e l Ayau in G u a t e m a l a 

es tabl ished his l ibe r t a r i an U n i v e r s i d a d Franc i sco M a r r o ­

q u i n . G r o u p s in o t h e r La t in A m e r i c a n 

c o u n t r i e s have set u p the i r o w n equiva len ts 

o f F E E . It w o u l d take t o o l o n g to n a m e all 

t h e p re sen t ins t i tu t ions h e r e a n d abroad , 

even if I k n e w o f t h e m all, tha t o w e the i r 

o r i g i n di rect ly t o L e o n a r d R e a d ' s e x a m p l e . 

Le t m e r e t u r n t o t h e early days o f t h e 

F o u n d a t i o n . T h e o r i g i n a l officers w e r e 

D a v i d M . G o o d r i c h , c h a i r m a n o f t h e 

B o a r d (he was t h e n also c h a i r m a n o f t h e 

I b o a r d o f t h e B . F. G o o d r i c h C o m p a n y ) ; 

L e o n a r d R e a d , p r e s iden t ; myself, v i c e - p r e s ­

i d e n t ; F r e d R . Fa i rch i ld , professor o f e c o ­

n o m i c s at Yale Univers i ty , secre tary ; a n d 

C l a u d e R o b i n s o n , p r e s i d e n t o f t h e O p i n ­

i o n R e s e a r c h Ins t i t u t e , t reasurer . T h e r e 

w e r e s ix t een t rus tees . T h e y i n c l u d e d H . W . 

L u h n o w , p r e s i d e n t o f W i l l i a m Volke r & C o m p a n y ; A . C . 

M a t t e i , p r e s i d e n t o f H o n o l u l u O i l C o r p o r a t i o n ; W i l l i a m 

A . P a t o n o f t h e U n i v e r s i t y o f M i c h i g a n ; C h a r l e s W h i t e , 

p r e s i d e n t o f t h e R e p u b l i c Steel C o r p o r a t i o n ; L e o W o l -

m a n , professor o f e c o n o m i c s at C o l u m b i a ; D o n a l d s o n 

B r o w n , f o r m e r v i c e - p r e s i d e n t o f G e n e r a l M o t o r s ; Jasper 

Henry Hazlitt had a long and distinguished career as economist, journalist, 
author, editor, and literary critic. This article, first published in the March 
1984 issue of T h e Freeman, is excerpted from his remarks at the Leonard 
E. Read Memorial Conference on Freedom, November 1983. 
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T h e E a r l y H i s t o r y o f F E E 

C r a n e , f o r m e r v i c e - p r e s i d e n t o f D u P o n t ; B . E . H u t c h i n ­

son , c h a i r m a n o f t h e f i nance c o m m i t t e e o f C h r y s l e r 

C o r p o r a t i o n ; Bil l M a t t h e w s , p u b l i s h e r o f t h e Arizona 

Star;W. C . M u l l e n d o r e , p r e s i d e n t o f t h e S o u t h e r n C a l i ­

fo rn ia E d i s o n C o m p a n y ; a n d t h e officers o f F E E . 

Y o u can see f r o m this list w h a t L e o n a r d R e a d ' s p e r ­

suasive p o w e r s m u s t have b e e n . 

F E E o p e n e d its d o o r s o n M a r c h 16 , 1 9 4 6 . M o s t o f 

t h e s p r i n g a n d s u m m e r was s p e n t in t h e l ibrary, as r e n o ­

v a t i o n c o n t i n u e d o n t h e m a i n b u i l d i n g . T h e staff, as o f 

S e p t e m b e r 1 9 4 6 , cons i s t ed o f L e o n a r d R e a d as P r e s i ­

d e n t , H e r b e r t C o r n u e l l e as assistant t o t h e P r e s i d e n t , 

W. M . C u r t i s s as E x e c u t i v e Secre tary , B a l d y H a r p e r as 

E c o n o m i s t , O r v a l Wat t s as E d i t o r i a l D i r e c t o r , a n d A. D . 

W i l l i a m s , Jr . as d i r e c t o r o f p u b l i c re la t ions . 

L e o n a r d ' s first m o v e was ~\ 

t o p u b l i s h an o u t l i n e o f t h e 

a ims o f t h e F o u n d a t i o n a n d 

its p r o p o s e d ac t i v i t i e s . H e 

l isted n o fewer t h a n f o u r t e e n 

o f t h e s e t h a t w o u l d b e 

" a m o n g t h o s e t o b e c o n s i d ­

e r e d for p r o g r a m i n c l u s i o n " 

as t h e r e sou rces o f t h e F o u n ­

d a t i o n w o u l d p e r m i t . I 

c o n d e n s e t h e m h e r e : (1) 

e n c o u r a g e m e n t , i n c l u d i n g 

f inancia l assistance, t o s c h o l ­

ars, (2) special s tudies o f c u r ­

r e n t e c o n o m i c o r po l i t i ca l 

issues, (3) p a m p h l e t s a p p l i c a ­

b le t o " h u n d r e d s o f e c o n o m ­

ic p r o b l e m s , " (4) leaflets for mass d i s t r i b u t i o n , (5) a 

j o u r n a l (this was rea l ized in m i d - 1 9 5 4 w h e n F E E t o o k 

ove r The Freeman), (6) b o o k s : t h e a b r i d g m e n t , p u b l i c a ­

t i o n , a n d d i s t r i b u t i o n o f classical w o r k s s u c h as, for 

i n s t ance , The Wealth of Nations a n d The Federalist Papers, 

(7) t h e p r o m o t i o n a n d p u b l i c a t i o n o f sa t isfactory t e x t ­

b o o k s , (8) a " p a m p h l e t - o f - t h e - m o n t h c lub , " (9) a r a d i o 

p r o g r a m , n a t i o n w i d e , (10) o r g a n i z e a d v i s o r y a n d s t u d y 

g r o u p s in eve ry s tate a n d in e v e r y c o m m u n i t y in A m e r ­

i c a — n o t po l i t i ca l a c t i o n g r o u p s , (11) analysis o f c o l l e c -

t ivist ic t r e n d s so t h a t n e w i n t e r v e n t i o n i s t p roposa l s c an 

b e e x a m i n e d a n d r e fu t ed b e f o r e t h e y have b e e n a d o p t ­

ed , (12) a l e c t u r e i n s t i t u t e , (13) a r r a n g i n g for g r a d u a t e 

Henry Hazlitt and Ludwig von Mises 

s t u d e n t s in e c o n o m i c s a n d p o t e n t i a l i n s t r u c t o r s t o 

a c c e p t s h o r t - t e r m p o s i t i o n s in i n d u s t r y t o a c q u a i n t t h e m 

w i t h ac tua l p r o d u c t i o n p r o b l e m s . A n d finally, (14) a 

s t u d y o f t h e m e t h o d s o f f i n a n c i n g a n d i n t e g r a t i n g all 

t h e s e act iv i t ies . 

A n d t h e n in a n a m a z i n g l y s h o r t t i m e a s t r eam o f 

p u b l i c a t i o n s b e g a n t o p o u r fo r th . T h e r e w e r e m o r e t h a n 

a h u n d r e d in t h e first f ew years . S o m e o f t h e s e w e r e 

o n e - p a g e leaflets, s o m e smal l fo lders , s o m e m o d e r a t e -

l e n g t h p a m p h l e t s , a n d s o m e w e r e in effect s h o r t b o o k s . 

I m u s t c o n f i n e m y s e l f t o m e n t i o n i n g o n l y a f e w o f these , 

i n t h e i r o r d e r o f p u b l i c a t i o n . T h e earl iest I f ind is Profits 

and the Ability to Pay Wages, b y Professor F r e d Fa i rch i ld 

o f Yale. T h i s c a m e o u t i n A u g u s t , 1 9 4 6 ; it r an t o 6 4 

pages . A m o n t h la te r c a m e a 2 2 - p a g e p a m p h l e t ca l led 

Roofs or Ceilings?, a n a t t ack 

o n r e n t c o n t r o l , sen t in b y 

t w o y o u n g fel lows f r o m t h e 

U n i v e r s i t y o f C h i c a g o , M i l ­

t o n F r i e d m a n a n d G e o r g e J. 

S t ig le r , b o t h d e s t i n e d t o 

b e c o m e fu tu re r ec ip i en t s o f 

t h e N o b e l p r i z e in e c o n o m ­

ics. F E E d i s t r i b u t e d 3 6 , 0 0 0 o f 

t h e s e , p l u s a spec ia l c o n ­

d e n s e d v e r s i o n o f 5 0 0 , 0 0 0 

cop i e s for t h e N a t i o n a l A s s o ­

c i a t i o n o f R e a l Es ta t e B o a r d s . 

N e x t , still i n 1 9 4 6 , c a m e a 

7 4 - p a g e r e p r i n t o f A n d r e w 

D i c k s o n W h i t e ' s f a m o u s 

m o n o g r a p h , o r i g ina l l y w r i t ­

t e n in 1 8 7 6 , o n Fiat Money Inflation in France. F E E e v e n ­

tual ly d i s t r i b u t e d 5 2 , 0 0 0 cop i e s o f th is . I n J anua ry , 1 9 4 7 , 

F E E p u b l i s h e d an 8 8 - p a g e s t u d y cal led Wages and Prices 

b y Professor Ju les B a c h m a n o f N e w Y o r k Un ive r s i ty . 

Planned Chaos 

Nex t , in 1 9 4 7 , c a m e Planned Chaos, a 9 0 - p a g e p a m ­

p h l e t b y L u d w i g v o n Mise s . L u h a d b e e n p u t o n 

t h e payro l l b y L e o n a r d f r o m t h e first yea r o f t h e F o u n ­

d a t i o n . N e x t i n 1 9 4 7 F E E b e g a n t o p u b l i s h H e n r y 

G r a d y Weaver ' s Mainspring of Human Progress, a n d t o d a t e 

has d i s t r i b u t e d 6 7 0 , 0 0 0 c o p i e s o f it. T h e e d i t i o n I have 

r u n s t o 2 8 7 pages . 
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H e n r y H a z l i t t 

FEE Senior Staff in the mid-1950s: Front: W . M. Curtiss, Bettina Bien (Greaves), Leonard Read, Ludwig 
von Mises, F.A. Harper; back: Paul Poirot, Edmund Opitz, Ivan Bierly, Charles Hull Wol fe , Thomas Shelly 

Late i n 1 9 4 7 a s h o r t b o o k o f m i n e — 9 5 p a g e s — w a s 

p u b l i s h e d cal led Will Dollars Save the World? in p a p e r b a c k 

a n d h a r d c o v e r . A p p l e t o n - C e n t u r y p r i n t e d t h e h a r d b a c k 

e d i t i o n at $ 1 . 5 0 . 

I 'd l ike t o say a f ew w o r d s a b o u t it, b e c a u s e it i l lus ­

t ra tes a d i s h e a r t e n i n g c o n s e q u e n c e — o r lack o f c o n s e ­

q u e n c e . B y p r e - a r r a n g e m e n t w i t h A p p l e t o n , L e o n a r d 

r a n off a first p r i n t i n g in p a p e r b a c k o f 8 0 , 0 0 0 cop ie s . 

(Th i s was over m y p ro t e s t , b e c a u s e I t h o u g h t h e w o u l d 

ge t s t u c k w i t h t h e m . B u t h e sold o u t p rac t ica l ly t h e 

w h o l e e d i t i o n . ) T h e n in J anua ry , 1 9 4 8 , t h e Reader's Digest 

r e p r i n t e d a 6 , 5 0 0 - w o r d c o n d e n s a t i o n o f t h e b o o k n o t 

o n l y in its A m e r i c a n b u t in all t w e n t y o f its fo re ign e d i ­

t i ons , a to ta l c i r cu l a t i on t h e n o f a b o u t 13 m i l l i o n cop ie s . 

O n e i m m e d i a t e c o n s e q u e n c e is t h a t FEE ' s o w n sales o f 

t h e p a p e r b a c k c a m e t o a hal t . A n o t h e r was tha t I was 

asked t o testify first b e f o r e a S e n a t e a n d t h e n b e f o r e t h e 

c o r r e s p o n d i n g H o u s e c o m m i t t e e o n t h e t h e n - p e n d i n g 

fo r e ign -a id bill . B u t w i t h all this 

u n d r e a m e d - o f publ ic i ty , I haven ' t a 

sh r ed o f h a r d e v i d e n c e tha t m y b o o k 

o r t h e Reader's Digest c o n d e n s a t i o n 

o f it saved t h e A m e r i c a n t axpayer 

o n e s l im d i m e in o u r fo r e ign -a id 

out lays . 

F o r tha t m a t t e r , I see n o e v i d e n c e 

tha t t h e F r i e d m a n - S t i g l e r p a m p h l e t 

d i d a n y t h i n g to s low d o w n r e n t 

c o n t r o l . N o r can I t h i n k o f any o t h e r 

o f FEE's p u b l i c a t i o n s tha t h a d any 

d i r ec t effect o n ac tua l leg is la t ion . 

O n t h e surface, as I have said, this 

s eems dreadful ly d i s h e a r t e n i n g . B u t 

it m u s t b e a c k n o w l e d g e d tha t t h e 

A m e r i c a n i d e o l o g i c a l s i t u a t i o n is 

m u c h b e t t e r t h a n if F E E h a d n e v e r 

c o m e i n t o b e i n g . O u r i n s t i t u t i on has 

insp i red t h e f o r m a t i o n o f d o z e n s o f 

o t h e r s . I nc rea s ing n u m b e r s o f p e o p l e 

n o w k n o w w h a t is w r o n g . T r u e , w e 

have inf la t ion e v e r y w h e r e , b u t f ew 

c o u n t r i e s n o w t ry t o c o m b a t it w i t h 

gene ra l p r i c e con t ro l s . F E E has p r o v i d e d prec ise ly w h a t 

its t i t le p r o m i s e d — e c o n o m i c e d u c a t i o n . E v e n A d a m 

Smi th ' s Wealth of Nations, let us r e m e m b e r , d id n o t b e g i n 

t o c h a n g e ac tua l leg is la t ion u n t i l m a n y years after its 

o r i g i n a l a p p e a r a n c e . 

Le t m e r e s u m e o u r his tory. In 1 9 4 8 F E E p u b l i s h e d 

F. A . H a r p e r ' s 7 1 - p a g e p a m p h l e t o n High Prices, a n d in 

1 9 4 9 H a r p e r ' s 1 5 9 - p a g e b o o k Liberty:A Path to its Recov­

ery. F r e d e r i c Bastiat 's 7 5 - p a g e p a m p h l e t , The Law, was 

t rans la ted by D e a n Russe l l a n d p u b l i s h e d by F E E in 

1 9 5 0 . So far, t h e F o u n d a t i o n has d i s t r i b u t e d 3 4 4 , 0 0 0 

cop ie s . 

I c o m e to o n e final i t em. It was in D e c e m b e r , 1958, that 

L e o n a r d first publ i shed his essay ent i t led " I , Pencil ." T h e 

t h e m e o f that article, as m o s t o f y o u will r e m e m b e r , is that 

" n o single p e r s o n o n the face o f this ear th k n o w s h o w to 

m a k e a penci l ." It is a little classic—the essay o f Leonard 's 

that is cer ta in to b e long , l o n g r e m e m b e r e d . . . . (|§) 
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WI "hy d o s o m e n a t i o n s s e e m 

m o r e o p e n t o t h e ideas o f 

l iber ty , w h i l e o t h e r s a p p e a r res is tant 

t o t h e m ? F r i e n d s o f f r e e d o m of ten 

w o r k f r o m t h e a x i o m t h a t l i b e r t y is 

s o m e t h i n g all m e n des i re a n d w a n t . 

Yet t h e r e are par t s o f t h e w o r l d in 

w h i c h la rge p o r t i o n s o f t h e p o p u l a ­

t i o n s e e m t o resist t h e t r e n d t o w a r d 

l ibera l d e m o c r a c y a n d free m a r k e t s . B o t h in te l l ec tua l s 

a n d " o r d i n a r y " p e o p l e in t h o s e socie t ies o f t en say t h e y 

re jec t " W e s t e r n " n o t i o n s o f f r e e d o m a n d i n d i v i d u a l i s m . 

T h i s q u e s t i o n t o u c h e s o n m a n y o f t h e m o s t i m p o r ­

t a n t issues o f t h e c o n t e m p o r a r y w o r l d . O n e e x a m p l e o f 

a c o u n t r y t h a t s e e m s t o b e r eve r s ing m a n y o f its ear l ie r 

s teps t o w a r d t h e r u l e o f law, civil l ibe r t i es , a n d m a r k e t 

f r e e d o m is R u s s i a . I was in M o s c o w i n A u g u s t 1 9 9 1 , 

w h e n a g r o u p o f h a r d - l i n e C o m m u n i s t P a r t y m e m b e r s 

a t t e m p t e d a c o u p t o p r e v e n t t h e b r e a k u p o f t h e Sov ie t 

U n i o n a n d t o reasser t c e n t r a l i z e d P a r t y c o n t r o l . Af te r 

t h r e e days, t h e c o u p f a i l e d . T h e n e x t day, in a la rge squa re 

b e h i n d w h a t was t h e n t h e R u s s i a n P a r l i a m e n t b u i l d i n g , 

t h o u s a n d s o f M u s c o v i t e s a t t e n d e d a rally t o c e l e b r a t e t h e 

survival o f t h e i r f l edg l ing d e m o c r a c y . A t o n e p o i n t t h e r e 

arose f rom t h e o c e a n o f p e o p l e a c h a n t , w h i c h t h e y 

s h o u t e d in u n i s o n : Swaboda! Swaboda! Swaboda!—Free-

d o m ! F r e e d o m ! F r e e d o m ! 

Af te r nea r ly 7 5 years o f c o m m u n i s t ty ranny , t h o s e 

R u s s i a n s w e r e d e c l a r i n g t h e i r h o p e a n d des i re for t h e 

c h a n c e t o b e l ike us in t h e W e s t — w h a t t h e y cal led a 

" n o r m a l society." Yet 15 years l a te r t h e h o p e has faded 

a g rea t deal . T h e g o v e r n m e n t o f V l a d i m i r P u t i n has 

reasse r ted c e n t r a l c o n t r o l o v e r t h e f a r - f lung r e g i o n s a n d 

dis t r ic ts o f t h e c o u n t r y . R a d i o a n d t e l ev i s ion n e w s is 

d o m i n a t e d b y t h e g o v e r n m e n t , as are m a n y n e w s p a p e r s . 

M a n y e c o n o m i c r e f o r m s h a v e b e e n reversed , w i t h g o v ­

e r n m e n t o w n e r s h i p o r c o n t r o l o f t h e e c o n o m y b e i n g 

rees tab l i shed . T h e n e w class o f w e a l t h y R u s s i a n b u s i ­

n e s s m e n , s o m e t i m e s r e f e r r ed t o as t h e "o l i ga r chs , " has 

b e e n t h o r o u g h l y i n t i m i d a t e d b y t h e g o v e r n m e n t , w i t h 

f ew o f t h e m w i l l i n g t o r isk t h e i r p r o p e r t y a n d p o s i t i o n 

b y c h a l l e n g i n g P u t i n ' s n e a r m o n o p o l y o v e r po l i t i ca l 

p o w e r . A n d t h e r e is a l o n g i n g a n d nos ta lg ia a m o n g 

m a n y in t h e c o u n t r y for t h e r e e s t a b l i s h m e n t o f R u s s i a as 

a g rea t p o w e r t h a t w o u l d b e feared a n d fo l l owed in t h e 

a r ena o f i n t e r n a t i o n a l po l i t i c s . 

P a r t o f t h e r e a s o n w h y t h e r e has b e e n a c c e p t a n c e o f 

t h e s e t r e n d s b y so m a n y in R u s s i a has t o d o w i t h t h e 

c u l t u r e a n d t h e m e n t a l i t y tha t has e v o l v e d a n d s h a p e d 

t h e R u s s i a n o u t l o o k o n life, society, a n d t h e S ta te ove r 

several c e n t u r i e s . R i c h a r d Pipes 's r e c e n t b o o k , Russian 

Conservatism and Its Critics, a t t e m p t s t o e x p l a i n h o w this 

has c o m e a b o u t . 

In t h e b e g i n n i n g t h e r e w e r e a c c i d e n t s o f h is tory . T h e 

M o n g o l s i n v a d e d a n d c o n q u e r e d w h a t is n o w E u r o p e a n 

R u s s i a . T h e y a p p o i n t e d t h e ru th le s s ru l e r s o f t h e G r a n d 

D u c h y o f M o s c o v y as t h e i r e n f o r c e r o f taxes a n d c o n ­

t rol . W h e n t h e M o n g o l s w i t h d r e w 4 0 0 years later, 

M o s c o w asser ted itself b y e x p a n d i n g a n d a n n e x i n g 

r e g i o n s t h a t w e r e p o t e n t i a l l y m o r e o p e n to l ibera l a n d 

c o m m e r c i a l va lues . As t h e c o n q u e s t a d v a n c e d , t h e ru le r s 

i n M o s c o w t h r e a t e n e d t h e p o s i t i o n a n d w e a l t h o f t h e 

O r t h o d o x R u s s i a n C h u r c h a n d t h e l a n d e d ar is tocracy. 

To h o l d o n t o w h a t t h e y h a d , t h e y c o n c e d e d to ta l p o w e r 

t o t h e e x p a n d i n g g o v e r n m e n t in M o s c o w . T h e y gave 

away all t h e i r p o t e n t i a l " r i g h t s " t o m a i n t a i n t h e i r p o l i t i ­

cal p r iv i l eges u n d e r t h e a b s o l u t e a u t o c r a t i c r u l e o f t h e 

R u s s i a n m o n a r c h , t h e tsar. T h i s m e a n t t h a t u n l i k e in t h e 

W e s t , t h e r e w e r e n o c o u n t e r v a i l i n g sources o f p o w e r t o 

c h e c k t h e a u t h o r i t y o f t h e k i n g . 

T h e r e was a c o n s e n s u s tha t i n a c o u n t r y as large as 

R u s s i a , w i t h an e thn i ca l l y d iverse p o p u l a t i o n , a n d w i t h 

n o " n a t u r a l b o r d e r s " t o b l o c k p o t e n t i a l i nvade r s , s t rong , 

c e n t r a l i z e d p o w e r was neces sa ry t o h o l d t h e s tate 

t o g e t h e r . T h e t h r e e e l e m e n t s o f l e g i t i m a c y for t h e R u s s ­

ian m o n a r c h y b e c a m e au toc racy , r e l ig ious o r t h o d o x y , 

a n d a g r o w i n g n a t i o n a l i s m tha t e m p h a s i z e d t h e u n i q u e 

a n d specia l c h a r a c t e r o f t h e R u s s i a n p e o p l e , m a k i n g 

t h e m d is t inc t f r o m o t h e r p e o p l e s in t h e Wes t . 

As m u c h as b o t h R u s s i a n l iberals a n d advoca t e s o f 

a b s o l u t e m o n a r c h y m a y have a d m i r e d a n d v a l u e d w h a t 
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t h e y saw a n d l e a r n e d f r o m F r a n c e a n d E n g l a n d i n t h e 

e i g h t e e n t h a n d n i n e t e e n t h c e n t u r i e s , t h e y all w e r e su sp i ­

c ious o f o r h e s i t a n t a b o u t a l iberal po l i t i ca l sy s t em in 

R u s s i a . Soc ia l u n r e s t a n d po l i t i ca l c h a o s c o u l d b e p r e ­

v e n t e d o n l y b y s t r ic t o b e d i e n c e a n d loyal ty t o t h e al l-

p o w e r f u l tsar. 

R u s s i a n r e l ig ious o r t h o d o x y e m p h a s i z e d tha t o n l y 

t h e R u s s i a n C h u r c h h a d r e m a i n e d p u r e a n d d e v o u t i n 

t h e face o f t h e d e c a d e n c e a n d w a y w a r d spir i t o f t h e 

W e s t e r n C h r i s t i a n faiths. R u s s i a n O r t h o d o x y was t h e 

t r u e fai th, o r d a i n e d b y G o d to b r i n g sa lva t ion t o t h e 

w o r l d . W e s t e r n ideas c o u l d o n l y p o i s o n t h e R u s s i a n sou l 

a n d t h r e a t e n Russ ia ' s r e l ig ious m i s s i o n in G o d ' s p l an . 

E v e n in t h e last d e c a d e s o f t h e n i n e t e e n t h c e n t u r y , 

w h e n R u s s i a n l iberals a t t e m p t e d t o i n f l u e n c e po l i t i ca l 

c u r r e n t s , t h e y c o u l d n o t le t g o o f t h e idea o f au toc racy . 

T h e m o s t laissez-faire o f t h e R u s s i a n l iberals , B o r i s 

C h i c h e r i n ( 1 8 2 8 - 1 9 0 3 ) , c o u l d n o t e n d o r s e W e s t e r n -

style r e p r e s e n t a t i v e g o v e r n m e n t . H e ins is ted t h a t t o d o 

so " w o u l d m e a n r e n o u n c i n g one ' s w h o l e past , r e j e c t i n g 

t h e o b v i o u s a n d un ive r sa l fact o f o u r h i s t o r y t h a t 

d e m o n s t r a t e s c leare r t h a n t h e day t h a t a u t o c r a c y c a n 

l ead t h e n a t i o n w i t h g i a n t steps t o w a r d c i t i z ensh ip a n d 

e n l i g h t e n m e n t . . . . I n a w o r d , u n d e r p r e s e n t c o n d i t i o n s , 

p o p u l a r r e p r e s e n t a t i o n wi l l b r i n g n o t h i n g b u t c h a o s . " 

P e t e r A . S t o l y p i n (1862—1911) , Russ ia ' s last i m p o r t a n t 

p r o - m a r k e t r e f o r m e r b e f o r e W o r l d W a r I, dec l a red , 

" S u p r e m e a u t h o r i t y is t h e sus t a in ing idea o f t h e R u s s i a n 

state, it e m b o d i e s its s t r e n g t h a n d uni ty , a n d if R u s s i a is 

t o b e , t h e n it wi l l b e o n l y b y t h e effort o f h e r sons t o 

d e f e n d , t o p r o t e c t th is a u t h o r i t y , w h i c h has f o r g e d R u s ­

sia a n d k e e p s h e r f r o m d i s i n t e g r a t i n g . " As for W e s t e r n 

po l i t i ca l ideals , h e a d d e d , " O n e m u s t n o t a t t a ch t o o u r 

R u s s i a n s t e m s o m e a l ien , fo re ign f lower." 

E v e n t h e p e a s a n t r y e n d o r s e d t h e idea o f a b s o l u t e 

m o n a r c h y . I n t h e la te n i n e t e e n t h c e n t u r y , P ipes p o i n t s 

o u t , " t h e peasan t s r e g a r d e d t h e tsar as t h e p r o p r i e t o r o f 

R u s s i a a n d e x p e c t e d t o r ece ive f r o m h i m t h e l a n d a l lo t ­

m e n t s t h e y so d e s p e r a t e l y n e e d e d . Peasan t r ebe l l i ons in 

R u s s i a w e r e invar i ab ly d i r e c t e d n o t against t h e tsar b u t 

c a r r i e d o u t i n t h e n a m e o f t h e tsar agains t w h a t t h e 

rebels p e r c e i v e d as selfish n o b l e s a n d u s u r p e r s o f t h e 

tsar's a u t h o r i t y . " 

Russ ia ' s s ta tus as a g rea t p o w e r t h a t s t r e t c h e d f r o m 

t h e Ba l t i c Sea t o t h e Pacific O c e a n was a t t r i b u t e d b y t h e 

R u s s i a n p e o p l e t o t h e u n q u e s t i o n e d p o w e r o f t h e 

m o n a r c h y . C e n t r a l i z e d p o w e r n o t o n l y k e p t R u s s i a 

t o g e t h e r , it also m a d e R u s s i a a force a m o n g t h e p o w e r s 

o f t h e w o r l d — s o m e t h i n g R u s s i a n s c o u l d t ake p r i d e in 

regardless o f h o w l o w l y t h e i r r a n k m i g h t b e . 

A u t o c r a t i c g o v e r n m e n t , P ipes expla ins , p r e v e n t e d t h e 

e m e r g e n c e o f an i n d e p e n d e n t m i d d l e class. P r i v a t e 

p r o p e r t y r igh t s n e v e r t o o k h o l d b e c a u s e in p r i n c i p l e all 

l a n d a n d t h e ob jec t s o n it w e r e t h e possess ions o f t h e 

tsars. T h e r e w e r e n o n e o f t h e i n t e r m e d i a r y ins t i tu t ions 

o f civil soc ie ty tha t h a d n u r t u r e d t h e g r o w t h o f l i be r ty 

in t h e Wes t . 

T h e s e are t h e cu l tu ra l a n d p s y c h o l o g i c a l legacies left 

t o t h e R u s s i a n p e o p l e b y c e n t u r i e s o f au toc ra t i c ru le , 

m a n y o f w h i c h w e r e r e i n f o r c e d by t h r e e qua r t e r s o f a 

c e n t u r y o f c o m m u n i s t d i c t a to r sh ip . Pipes 's b o o k m a y 

h e l p us t o u n d e r s t a n d w h y Russ ia ' s p a t h t o l i be r ty s e e m s 

so s l o w a n d t o r t u o u s . (f| 

Richard Ebeling (rcbeiing@fee.org) is die president of FEE. 

Paying with Plastic: The Digital Revolution in 
Buying and Borrowing, 2nd edition 
by David S. Evans and Richard Schmalensee 
M I T Press • 2005 • 367 pages • $62.00 hardcover; 
$24.95 paperback 

Rev iewed by J. H . Huebe r t 

T: m e m a r k e t has a n a m a z i n g ab i l ­

i ty t o i n d u c e v o l u n t a r y c o o p ­

e r a t i o n a m o n g mi l l i ons o f p e o p l e 

a r o u n d t h e g l o b e t o p r o v i d e g o o d s 

a n d services w e t e n d to take for 

g r a n t e d . L e o n a r d R e a d s h o w e d this 

b y te l l ing t h e s to ry o f a s imple lead 

p e n c i l . I n Paying with Plastic, t h e 

a u t h o r s re la te t h e s imilar ly i m p r e s ­

sive s to ry o f t h e c red i t card. 

Today, o f c o u r s e , y o u can use y o u r c red i t card a lmos t 

a n y w h e r e t o b u y a n y t h i n g . B u t n o t l o n g ago, c red i t cards 

w e r e u n h e a r d of. If y o u w a n t e d t o b o r r o w m o n e y , y o u 

w e n t t o t h e b a n k a n d t o o k o u t a l o a n . O r y o u m i g h t 

have h a d a c h a r g e a c c o u n t at a s tore y o u f r e q u e n t e d — 

b u t y o u r bill h a d t o b e p a i d off e a c h m o n t h . Ear ly c h a r g e 

cards f r o m D i n e r ' s C l u b a n d A m e r i c a n Express , w h i c h 
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a r r i v e d in t h e 1950s , w o r k e d t h e s a m e way, r e q u i r i n g full 

p a y m e n t e a c h m o n t h , a n d w e r e n a r r o w l y t a r g e t e d at 

bus iness t ravelers . 

C r e d i t cards as w e k n o w t h e m d i d n ' t real ly exist u n t i l 

t h e la te 1960s , w h e n b a n k s across t h e c o u n t r y j o i n e d 

t o g e t h e r t o f o r m t h e o r g a n i z a t i o n s w e n o w k n o w as 

M a s t e r C a r d a n d Visa. F e w p e o p l e w h o use c red i t cards 

t o d a y k n o w t h e mass ive a m o u n t o f v o l u n t a r y c o o p e r a ­

t i o n t h a t was r e q u i r e d t o b r i n g t h e m i n t o e x i s t e n c e a n d 

m a k e o u r e v e r y d a y ca rd p u r c h a s e s poss ib le . 

C o n s i d e r , for e x a m p l e , t h a t M a s t e r C a r d a n d Visa are 

j o i n t v e n t u r e s , o w n e d b y all t h e b a n k s t h a t issue t h o s e 

cards o r offer a c c o u n t s t o m e r c h a n t s w h o a c c e p t t h e m . 

As t h e a u t h o r s n o t e , t h e m e m b e r b a n k s r e m a i n c o m ­

p e t i t o r s i n all facets o f t h e i r bus iness , even the credit-card 

issuing business, b u t n o n e t h e l e s s c o o p e r a t e at t h e c a r d -

sys t em level t o set s t andards a n d a l l ow c o n s u m e r s t o u se 

t h e s a m e cards across t h e c o u n t r y , a n d a r o u n d t h e w o r l d , 

regardless o f w h o m t h e y b a n k w i t h . 

T h i s s h o u l d g ive p a u s e t o statists w h o insist w e n e e d 

an t i t r u s t laws t o p r e v e n t bus inesses f r o m c o l l a b o r a t i n g 

w i t h e a c h o t h e r . H e r e w e h a v e b a n k s " c o n s p i r i n g " i n a 

w a y t h a t u n q u e s t i o n a b l y benef i t s c o n s u m e r s b y m a x i ­

m i z i n g b o t h c o n v e n i e n c e a n d c o m p e t i t i o n . 

I n v e n t i n g t h e cards was o n e t h i n g — b u t it's a n o t h e r 

f r e e - m a r k e t m i r a c l e t h a t a n y o n e uses t h e m . Af te r all, 

w h e n t h e Visa ca rd a n d M a s t e r C a r d w e r e c r ea t ed , n o 

c o n s u m e r s h a d o n e , a n d n o bus inesses a c c e p t e d t h e m . 

T h e b a n k s h a d t o f igure o u t h o w t o m a k e c o n s u m e r s 

w a n t a c red i t ca rd n o o n e a c c e p t e d a n d h o w t o m a k e 

bus inesses a c c e p t c r ed i t cards n o o n e c a r r i e d ! Paying with 

Plastic exp la ins h o w t h e y d i d it. 

A n d y o u m a y h a v e n o t i c e d t h a t w h e n a m e r c h a n t 

swipes y o u r c r ed i t card , h e d o e s so t h r o u g h t h e s a m e t e r ­

m i n a l , regardless o f w h a t t y p e o f ca rd it is. H o w can o n e 

l i t t le m a c h i n e n o t o n l y h a n d l e different ca rd b r a n d s , b u t 

also m o v e m o n e y b e t w e e n t h e v a r i o u s b a n k s i nvo lved , 

all i n a b o u t t w o seconds? A g a i n , t h e b o o k p r o v i d e s a n 

easily u n d e r s t o o d e x p l a n a t i o n . A n d a l t h o u g h t h e a u t h o r s 

d o n ' t c o n s i d e r th is i m p l i c a t i o n , t h e i r d i scuss ion o f this 

issue m a d e m e t h i n k a b o u t h o w t h e use o f f r e e - m a r k e t 

m o n e y (say, go ld ) w o u l d b e easier t h a n eve r g i v e n m o d ­

e r n t e c h n o l o g y . 

If t h e b o o k ' s s t o r y has a vi l la in , it is g o v e r n m e n t . 

M a n y states, for e x a m p l e , h a v e o b s t r u c t e d t h e g r o w t h o f 

c red i t cards t h r o u g h u s u r y l a w s — t h a t is, t h e y have 

i m p o s e d p r i c e c o n t r o l s . (Banks e s c a p e d this p r o b l e m b y 

m o v i n g t h e i r offices t o f r i end l i e r states, s u c h as S o u t h 

D a k o t a . ) A n d , o f c o u r s e , federa l an t i t r u s t a u t h o r i t i e s are 

always l o o k i n g for n e w reasons t o harass bus inesses t h a t 

h a v e d o n e n o t h i n g m o r e t h a n v o l u n t a r i l y c o o p e r a t e 

w i t h c o n s u m e r s a n d e a c h o t h e r . T h e a u t h o r s d o a f ine 

j o b o f e x p l a i n i n g t h e e c o n o m i c s o f t h o s e a n d o t h e r g o v ­

e r n m e n t i n t e r v e n t i o n s a n d h o w t h e y h a r m c o n s u m e r s . 

U n f o r t u n a t e l y , t h e a u t h o r s fail t o n o t e t h a t b a n k s 

t h e m s e l v e s are n o t w i t h o u t faul t—-they b e n e f i t f r o m 

g o v e r n m e n t i n t e r v e n t i o n t h a t a l lows t h e m t o inflate t h e 

m o n e y s u p p l y a n d effectively steal f r o m all o f us . A n d 

t h e b o o k ' s b r i e f h i s t o r y o f m o n e y a n d b a n k i n g also t reats 

t h e a b a n d o n m e n t o f t h e g o l d s t anda rd t o o l ightly. 

D e s p i t e t h e s e s h o r t c o m i n g s , t h e b o o k focuses o n 

t h o s e aspects o f t h e c r e d i t - c a r d bus iness p r o d u c e d b y 

peace fu l c o o p e r a t i o n . It s h o w s h o w t h e m a r k e t , n o t g o v ­

e r n m e n t , c o o r d i n a t e s h u m a n a c t i o n o n a g r a n d scale t o 

a d v a n c e h u m a n wel fare . 

A c c o r d i n g l y , I r e c o m m e n d Paying with Plastic n o t 

o n l y t o t h o s e w h o w a n t t o k n o w m o r e a b o u t c red i t 

c a r d s — a n d g i v e n t h e i r u b i q u i t o u s ro le i n o u r lives, y o u 

should l e a r n a b o u t t h e m — b u t also t o a n y o n e s e e k i n g a 

de t a i l ed e x a m p l e o f t h e g rea t t h i n g s e v e n a h a m p e r e d 

m a r k e t c an ach ieve . (f|) 
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t ax c o n s u m e r s . T a x payers , alas, m a y fail t o see t h a t o p p o ­

s i t ion t o g o v e r n m e n t e x p a n s i o n is i n t h e i r in te res t . M a n y 

o f t h e m are in t h e thra l l o f statist m y t h s a n d d o n ' t u n d e r ­

s t and t h a t t h e i r p o c k e t s are b e i n g p i c k e d . S o m e e v e n 

a p p l a u d . 

To all m e m b e r s o f t h e tax-paying class, I r e c o m m e n d 

S t e v e n M a l a n g a ' s b o o k The New New Left. M a l a n g a , a 

N e w Y o r k - b a s e d j o u r n a l i s t affiliated w i t h t h e M a n h a t t a n 

In s t i t u t e , has d u g d e e p i n t o t h e d u n g h e a p o f m o d e r n 

po l i t i cs t o s h o w h o w v a r i o u s in te res t g r o u p s s u c c e e d in 

g e t t i n g w h a t t h e y w a n t at t h e e x p e n s e o f o t h e r s . M a l a n ­

ga's e x p o s e is c e r t a i n t o p r o v o k e sc reams o f p r o t e s t f r o m 

t h e t ax c o n s u m e r s b e c a u s e he 's so g o o d at d e m o l i s h i n g 

t h e i r i n t e l l e c tua l p r e t e n s i o n s . 

G o v e r n m e n t - e m p l o y e e u n i o n s are o n e o f t h e b o o k ' s 

m a i n t a rge t s . M a l a n g a w r i t e s , " T o d a y , p u b l i c u n i o n s d o n ' t 

m e r e l y use t h e i r p o w e r t o w i n c o n t r a c t c o n c e s s i o n s for 

t h e i r m e m b e r s . T h e y h e l p e lec t s y m p a t h e t i c legis la tors 

a n d defea t p r o p o n e n t s o f smal le r g o v e r n m e n t ; t h e y 

l o b b y for h i g h e r taxes , especia l ly o n t h e r i c h a n d o n 

bus inesses ; a n d t h e y o p p o s e legislat ive efforts, s u c h as 

p r i v a t i z a t i o n in i t ia t ives , a i m e d at m a k i n g g o v e r n m e n t 

smal le r a n d m o r e efficient ." T h a t ' s t r u e n o t o n l y in 

u n i o n - d o m i n a t e d cit ies l ike N e w Y o r k , b u t also in m a n y 

o t h e r s . A l a m p r e y a t t a c h i n g itself t o a fish is t h e i m a g e 

t h a t c o m e s t o m i n d . 

T h o s e u n i o n s have f o r m e d a n a l l iance w i t h leftist 

po l i t i c i ans in w h i c h t h e po l i t i c i ans can c o u n t o n u n i o n 

s u p p o r t ( m o n e y a n d m a n p o w e r ) a n d in r e t u r n t h e y p r o ­

m o t e t h e u n i o n s ' des i re for e x p a n d e d g o v e r n m e n t . A 

p r i m e e x a m p l e M a l a n g a s h o w s is t h e h e a l t h - c a r e i n d u s ­

try, w h e r e g r o w i n g g o v e r n m e n t a l i n v o l v e m e n t has b e e n 

a g o l d m i n e for u n i o n t reasur ies . 

M a l a n g a also takes o n t h e n u m e r o u s act ivist o r g a n i ­

za t ions o n t h e n e w n e w left ( N N L ) . O n e o f t h e m o s t 

v i r u l e n t is A C O R N ( A s s o c i a t i o n for C o m m u n i t y 

R e f o r m N o w ) , w h i c h p u s h e s re lent less ly for socialist ic 

n o s t r u m s s u c h as " l i v i n g w a g e " l a w s . T h o s e laws m a n d a t e 

t h a t bus inesses m u s t e i t h e r pay t h e i r w o r k e r s an h o u r l y 

w a g e that ' s s u p p o s e d t o b e t h e least s o m e o n e c o u l d live 

o n , o r else face p u n i t i v e taxes. It's j u s t a s u p e r - m i n i m u m 

w a g e . A C O R N a n d its b a c k e r s ( i n c l u d i n g t h e F o r d 

F o u n d a t i o n ) t r y t o d e n y t h a t " l i v i n g w a g e " laws have 

any d i s e m p l o y m e n t effects, b u t it's h a r d t o suppress t h e 

t r u t h . M a l a n g a n o t e s t h a t after D e t r o i t a d o p t e d its o r d i ­

n a n c e , t h e Sa lva t ion A r m y h a d to lay off s o m e o f its 

w o r k e r s b e c a u s e it c o u l d n ' t afford t o k e e p t h e m all o n 

t h e payrol l . In r e sponse , A C O R N a c c u s e d t h e Sa lva t ion 

A r m y o f " p r o p a g a t i n g a B i g Lie ." 

U n d o u b t e d l y , t h e N u m b e r O n e E n e m y o f t h e N N L 

is W a l - M a r t . T h e c o m p a n y resists u n i o n i z a t i o n w i t h all 

legal m e a n s . It e v e n c h o s e t o s h u t d o w n a s tore in C a n a ­

da, w h e r e a u n i o n h a d b e e n cer t i f ied, r a t h e r t h a n b o w to 

co l lec t ive b a r g a i n i n g . F o r its s tance , t h e f i rm receives a 

s t eady t o r r e n t o f invec t ive f rom B i g L a b o r a n d its activist 

allies. T h e y ran t , for e x a m p l e , a b o u t t h e l o w p e r c e n t a g e 

o f W a l - M a r t e m p l o y e e s ( c o m p a r e d w i t h o t h e r large 

firms) w h o have h e a l t h i n s u r a n c e as a p a r t o f t h e i r c o m ­

p e n s a t i o n p a c k a g e . M a l a n g a p o i n t s o u t an i n c o n v e n i e n t 

fact for t h e c rusader s : m a n y W a l - M a r t w o r k e r s have 

h e a l t h - i n s u r a n c e cove rage e l s e w h e r e , t h r o u g h a p e n s i o n 

p l an o r o t h e r family m e m b e r s . N o o n e w h o finds t h e 

c o m p e n s a t i o n at W a l - M a r t i n a d e q u a t e has t o w o r k 

t h e r e , b u t m a n y p e o p l e o b v i o u s l y t h i n k it's t h e i r bes t 

o p t i o n . O n l y in a h y p e r - p o l i t i c i z e d w o r l d w o u l d a n y o n e 

r ega rd t h e N N L activists w h o seek t o m e d d l e w i t h 

m u t u a l l y benef ic ia l e x c h a n g e as h e r o e s . 

In a n o t h e r essay, M a l a n g a takes a i m at t h e faddish 

n o t i o n s o f P ro fes so r R i c h a r d F l o r i d a . F l o r i d a has 

b e c o m e an in te l l ec tua l g u r u t o m a n y for his t h e o r i e s o n 

h o w t o m a k e cities v ib r an t , g r o w i n g places . H i s idea is 

t ha t if cit ies a t t rac t "c rea t ive p e o p l e , " t h e y wi l l t h r ive . So 

w h a t f lowers wi l l lu re t hese w o n d e r f u l bees? F lo r ida says 

tha t t h e key is for a c i ty t o have t h e a m e n i t i e s tha t such 

p e o p l e s u p p o s e d l y w a n t for t h e i r upsca le lifestyle: fine 

arts , r e c r e a t i o n , g r e e n spaces, a n d so o n . T h e r e f o r e , cities 

s h o u l d t h r o w p l e n t y o f m o n e y i n t o p e r f o r m i n g - a r t s 

c e n t e r s , b i cyc l e pa ths , parks , a n d m o r e . M a l a n g a douses 

Flor ida ' s d r e a m y vis ions in c o l d w a t e r b y d e m o n s t r a t i n g 

tha t t h o s e a m e n i t i e s are n e i t h e r necessa ry n o r sufficient 

for a v i b r a n t , g r o w i n g city. It's j u s t a n o t h e r e x c u s e for 

po l i t i ca l elites t o s p e n d t axpayer m o n e y . 

T h i s b o o k is a t i m e l y a t t ack o n s o m e o f A m e r i c a ' s 

m o s t de s t ruc t i ve pol i t ica l p h e n o m e n a . @ 
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ecause t h e m a r g i n a l social v a l u e 

o f e l o q u e n t e x p l a n a t i o n s o f 

basic e c o n o m i c s e x c e e d s t h e m a r ­

g ina l social cost o f s u p p l y i n g t h e s e 

e x p l a n a t i o n s , eff ic iency r equ i re s t h a t 

m o r e s u c h e x p l a n a t i o n s b e p r o ­

d u c e d . 

G o t tha t? 

T h e j a r g o n - l a d e n o p e n i n g s e n ­

t e n c e o f this r e v i e w is typ ica l o f m u c h t o o m u c h e c o ­

n o m i c w r i t i n g . E c o n o m i s t s have m a n y i m p o r t a n t a n d 

i n t e r e s t i n g t h i n g s t o say a b o u t t h e w o r l d , b u t it's t h e rare 

e c o n o m i s t w h o is b o t h able a n d w i l l i n g t o share e c o ­

n o m i c ins ights w i t h n o n - e c o n o m i s t s . It's t h e e v e n ra re r 

e c o n o m i s t w h o d o e s so f r o m a m a r k e t p e r s p e c t i v e . 

B o a s t i n g a P h . D . in e c o n o m i c s f rom M . I . T . — h e was 

a c lassmate o f Pau l K r u g m a n — A r n o l d K l i n g is as w e l l -

c r e d e n t i a l e d a n d t e c h n i c a l l y ski l led as any e c o n o m i s t . H e 

has a k n a c k for u s i n g m e t a p h o r s a n d ana log ies ef fec t ive­

ly; his s e n t e n c e c o n s t r u c t i o n is c lear ; h e ass iduous ly 

avoids j a r g o n ; a n d he 's i n t e r e s t e d in r e l evan t t op i c s . 

Learning Economics is a c o l l e c t i o n o f 5 7 e s s a y s — e a c h 

a b o u t t h e l e n g t h o f an o p - e d — o n p u b l i c - p o l i c y top i c s 

r a n g i n g f r o m h e a l t h care t o e d u c a t i o n t o s t o c k p r i c e s . 

T h e e n g a g e d r e a d e r wi l l l e a r n , u p - c l o s e a n d clearly, j u s t 

h o w a m a s t e r e c o n o m i s t uses t h e e c o n o m i c w a y o f 

t h i n k i n g in ways t h a t m a t t e r m o s t . 

Learning Economics r e m i n d s m e o f Capitalism and Free­

dom. L ike M i l t o n F r i e d m a n , K l i n g isn ' t shy a b o u t u s i n g 

basic e c o n o m i c s t o p u s h m a r k e t - o r i e n t e d p o l i c y p r o ­

posals . M o s t o f t h e s e p roposa l s wi l l b e ag r eeab l e t o Free­

man r eade r s . F o r e x a m p l e : 

" O n e o f t h e silliest g o v e r n m e n t p o s i t i o n s ever c r e a t ­

ed was t h a t o f ' C h i e f T r a d e N e g o t i a t o r . ' T h e r e is n o 

n e e d t o n e g o t i a t e — w e can d o o u r p a r t for free t r a d e 

n o w . T h e w h o l e c o n c e p t o f t r ade n e g o t i a t i o n is absu rd . 

It is l ike say ing t o y o u r s p o u s e , ' I ' l l c h a n g e m y u n d e r w e a r 

regularly, b u t o n l y if y o u ' l l a g r e e t o b r u s h y o u r t ee th . ' 

W e s h o u l d e l i m i n a t e o u r h a r m f u l t r ade b a r r i e r s , n o t 

k e e p t h e m i n p l ace j u s t t o h a v e ' n e g o t i a t i n g leverage. ' " 

S o m e o f Kl ing ' s p roposa l s wi l l s t r ike m a n y l i b e r t a r i ­

ans as d a n c i n g w i t h t h e devi l . F o r e x a m p l e , h e advoca t e s 

w h a t h e calls t h e " b l e e d i n g - h e a r t l i b e r t a r i a n a p p r o a c h t o 

i n c o m e r e d i s t r i b u t i o n . " T h e l i b e r t a r i a n p a r t is t o abo l i sh 

g o v e r n m e n t s c h o o l i n g , h e a l t h - c a r e subs id ies , Soc ia l 

Secur i ty , a n d i n c o m e t a x a t i o n . B u t this p l a n also relies 

c ruc ia l ly o n i n s t i t u t i n g a t ax o n c o n s u m p t i o n . 

M a n y l i be r t a r i ans d i spa rage s u c h p roposa l s . " I t leaks ," 

as s o m e say, u s i n g L e o n a r d R e a d ' s f a m o u s ph ra se . A n d 

i n d e e d it w o u l d leak if it w e r e a n a n s w e r t o t h e q u e s t i o n 

" W h a t ' s t h e bes t poss ib le w a y to a r r a n g e rea l i ty?" B u t 

K l i n g isn ' t h e r e l ay ing o u t a p i c t u r e o f his idea l w o r l d ; 

r a the r , he 's o f fe r ing a specific p r o p o s a l t o i m p r o v e t h e 

w o r l d . 

S u c h efforts as this are easy a n d t e m p t i n g t o re ject . 

W h i l e I be l i eve t h a t w e s h o u l d n e v e r lose s igh t o f t h e 

a t t a inab le idea l , w e s h o u l d also r e c o g n i z e tha t m o v i n g 

t o w a r d t h a t idea l is m o s t l ike ly t o b e a c h i e v e d b y a ser ies 

o f small s teps r a t h e r t h a n o n e h e r o i c leap. W e s h o u l d 

u n d e r s t a n d t h a t e v e n smal l i m p r o v e m e n t s t h a t fall s h o r t 

o f t h e ideal gene ra l ly are b e t t e r t h a n n o m o v e m e n t at all. 

Spe l l i ng o u t t h e detai ls a n d benef i t s o f p rac t i ca l p o l i c y 

i m p r o v e m e n t s tha t m i g h t b e pol i t i ca l ly d o a b l e is a 

s t r e n g t h o f this b o o k . 

N o t t h a t I a g r e e w i t h e v e r y t h i n g K l i n g w r i t e s . H i s 

m a c r o e c o n o m i c s is t o o K e y n e s i a n for m y taste. B u t e v e n 

his K e y n e s i a n i s m is w e l l - a r g u e d a n d s h o u l d b e u n d e r ­

s t o o d a n d e n g a g e d by s e r i o u s t h i n k e r s . 

O n a l m o s t all n o n - m a c r o e c o n o m i c issues, h o w e v e r , I 

f ind myse l f i n en thus ia s t i c a g r e e m e n t w i t h K l i n g . H e r e 

are t w o o f m y favor i tes . 

To e x p l a i n t h a t l o w e r w a g e s p a i d t o fo re ign w o r k ­

e r s — s u c h as I n d i a n sof tware p r o g r a m m e r s — r e f l e c t t h e i r 

c o r r e s p o n d i n g l y l o w e r p roduc t i v i t y , K l i n g asks t h e ki l ler 

q u e s t i o n t o t h o s e w h o insist t h a t l o w e r fo re ign w a g e s 

wi l l d r a i n A m e r i c a o f all j o b s : " W h y d o n ' t f i rms h i r e 

m o r e p r o g r a m m e r s , s ince t h e y are g e t t i n g m o r e in va lue 

t h a n w h a t t h e y are pay ing? If t h e r ea son t h a t f i rms d o 

n o t i nc rease t h e i r h i r i n g is t h a t all o f t h e qual i f ied p r o ­

g r a m m e r s are a l ready w o r k i n g , t h e n w h y d o t h e w o r k ­

ers n o t d e m a n d h i g h e r wages? U n t i l w a g e s c o m e in l ine 

w i t h p roduc t i v i t y , t h e r e are u n e x p l o i t e d prof i t o p p o r t u ­

n i t ies . " 

T h e r e f o r e , t h e fact t h a t A m e r i c a n f i rms still h i r e lots 

45 M A Y 2006 



B o o k R e v i e w s 

o f A m e r i c a n w o r k e r s m e a n s tha t h i r i n g fo re ign w o r k e r s 

at l o w e r w a g e s g e n e r a l l y is n o b e t t e r a deal t h a n h i r i n g 

A m e r i c a n w o r k e r s at h i g h e r w a g e s . I n o t h e r w o r d s , 

d o n ' t h o l d y o u r b r e a t h for t h e g i a n t s u c k i n g s o u n d . 

C u t t i n g c l ean t h r o u g h t o t h e h e a r t o f t h e m a t t e r o n 

h e a l t h i n s u r a n c e , K l i n g obse rves , " T h e f u n d a m e n t a l 

p r o b l e m is t h a t w e be l i eve t h a t h e a l t h i n s u r a n c e is s o m e ­

t h i n g t h a t o n l y s h o u l d b e r ece ived as a g i f t — n e v e r 

o b t a i n e d for oneself . T h u s , w e i m m e d i a t e l y a s s u m e t h a t 

w h e n a family does n o t have h e a l t h i n s u r a n c e , t h e y are 

t o b e p i t i e d for n o t h a v i n g r ece ived t h e gift, r a t h e r t h a n 

b e i n g b l a m e d for n o t h a v i n g t a k e n responsibi l i ty ." 

Learning Economics is in te l l igen t ly a n d clearly w r i t t e n . 

I w e l c o m e A r n o l d K l i n g t o m y gal lery o f c h a m p i o n s o f 

e c o n o m i c li teracy. (f?j) 
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The Pursuit of Happiness 

Unions and Abortion Protesters 
B Y C H A R L E S W , B A I R D 

Th e N a t i o n a l O r g a n i z a t i o n for W o m e n ( N O W ) 

a n d l a b o r u n i o n s h a v e a l o n g r e c o r d o f s u p p o r t ­

i n g e a c h o t h e r i n t h e i r r e spec t ive p u b l i c - p o l i c y 

w a r s , so o n e c o u l d r e a s o n a b l y e x p e c t t h e A F L - C I O t o 

b e o n N O W ' s s ide in Scheidler v. NOW, a l o n g - r u n n i n g 

case t h a t was finally d e c i d e d b y t h e U . S . S u p r e m e C o u r t 

i n F e b r u a r y . B u t N O W a n d t h e u n i o n s 

w e r e o n o p p o s i t e sides o f Scheidler. 

T h e r e a s o n goes b a c k t o a 1 9 7 3 

S u p r e m e C o u r t case, U.S. v. Enmons.The 

q u e s t i o n in b o t h cases is: w h e n is it 

l e g i t i m a t e for a p r i v a t e g r o u p t o in i t i a te 

v i o l e n c e a n d th rea t s o f v i o l e n c e i n p u r ­

suit o f its ends? A classical l iberal 's 

a n s w e r is, o f c o u r s e , neve r , e v e n if t h e 

e n d s b e i n g p u r s u e d a re t h e m s e l v e s 

l e g i t i m a t e . Alas , i n Enmons t h e C o u r t 

said t h a t w h e n u n i o n s in i t i a te v i o l e n c e 

a n d th rea t s o f v i o l e n c e t h e y are e x e m p t 

f r o m fede ra l p r o s e c u t i o n u n d e r t h e 

H o b b s A c t as l o n g as in d o i n g so t h e y 

p u r s u e " l e g i t i m a t e " u n i o n ob jec t ives . 

T h e Scheidler case was a b o u t w h e t h e r 

a n t i - a b o r t i o n act ivist g r o u p s s u c h as 

O p e r a t i o n R e s c u e s h o u l d en joy t h e 

s a m e e x e m p t i o n t o t h e r u l e o f l a w g i v e n 

t o u n i o n s i n Enmons. T h e A F L - C I O 

said yes; N O W said n o . 

T h e H o b b s A c t a m e n d e d t h e federa l 

A n t i - R a c k e t e e r i n g A c t o f 1 9 3 4 , w h i c h was a i m e d p r i ­

m a r i l y at o r g a n i z e d c r i m e a n d p r o h i b i t e d v i o l e n c e , 

th rea t s o f v i o l e n c e , a n d o t h e r f o r m s o f e x t o r t i o n b y i n d i ­

v idua l s a n d g r o u p s agains t o t h e r i nd iv idua l s a n d g r o u p s . 

As t h e 1 9 3 4 A c t was w o r k i n g its w a y t h r o u g h C o n g r e s s , 

t h e A m e r i c a n F e d e r a t i o n o f L a b o r o b j e c t e d t h a t if 

a p p l i e d t o l a b o r u n i o n s t h e l a w w o u l d t h w a r t s t anda rd 

u n i o n p rac t i ces in l a b o r d i spu tes . T h i s exp l i c i t r e c o g n i ­

t i o n b y t h e A F L t h a t m u c h o f w h a t it d i d was illicit 

The Enmons case 
involved a strike in 
which individual 
unionists fired high-
powered rifles at three 
utility company trans­
formers, drained the 
oil from another trans­
former, and blew up a 
company transformer 
substation, all in pur­
suit of a higher-pay 
union contract. 

u n d e r o r d i n a r y l a w g o t C o n g r e s s t o s t ipu la te t h a t u n i o n s 

w o u l d b e e x e m p t f r o m t h e A c t t o t h e e x t e n t t h a t t h e y 

" l awfu l l y " p u r s u e d " l e g i t i m a t e " u n i o n ob jec t ives . 

I n U.S. v. Local 807, International Brotherhood of Team­

sters ( 1 9 4 2 ) , t h e Teams te r s asser ted t h a t t h e y w e r e l a w ­

fully p u r s u i n g l e g i t i m a t e u n i o n ob jec t ives w h e n , u s i n g 

th rea t s a n d v i o l e n c e , t h e y s t o p p e d 

t r u c k s e n t e r i n g N e w Y o r k C i t y a n d 

d e m a n d e d t h a t t h e o w n e r - d r i v e r s 

p a y t r i b u t e t o t h e u n i o n e q u a l t o a 

full day's w a g e b e f o r e t h e y w e r e 

a l l o w e d t o p r o c e e d . T h e S u p r e m e 

C o u r t a g r e e d w i t h t h e Teams te r s . 

U . S . R e p . S a m H o b b s a n d several 

o t h e r m e m b e r s o f C o n g r e s s w e r e 

o u t r a g e d b y this d e c i s i o n a n d p r o m ­

u l g a t e d t h e H o b b s A c t t o reverse t h e 

C o u r t . I n t h e w o r d s o f R e p . J o h n 

W i l l i a m s G w y n n e , a n ally o f H o b b s , 

" I t h i n k t h e i n t e n t o f t h e C o n g r e s s 

i n t h e 1 9 3 4 s t a tu t e was t o p r o t e c t t h e 

lawful ac t ivi t ies o f o r g a n i z e d labor . 

T h e c o n s t r u c t i o n p u t o n it b y t h e 

S u p r e m e C o u r t w o u l d a u t h o r i z e 

unlawful a c t s — c e r t a i n l y n e v e r 

i n t e n d e d b y this C o n g r e s s " ( e m p h a ­

sis a d d e d ) . T h e H o b b s A c t b e c a m e 

l a w in 1 9 4 6 . 

T h e A c t says a n y o n e w h o " i n a n y 

w a y o r d e g r e e o b s t r u c t s , delays, o r affects c o m m e r c e o r 

t h e m o v e m e n t o f a n y ar t ic le o r c o m m o d i t y in c o m ­

m e r c e , b y r o b b e r y o r e x t o r t i o n o r a t t e m p t s o r consp i re s 

so t o d o , o r c o m m i t s o r t h r e a t e n s phys ica l v i o l e n c e t o 

a n y p e r s o n o r p r o p e r t y in f u r t h e r a n c e o f a p l a n o r p u r -

Charles Baird (charles.baird@csueastbay.edu) is a professor of economics 
and the director of the Smith Center for Private Enterprise Studies at 
California State University at East Bay. 
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C h a r l e s W . B a i r d 

p o s e t o d o a n y t h i n g in v i o l a t i o n o f this s e c t i o n shall b e 

f ined n o t m o r e t h a n $ 1 0 , 0 0 0 o r i m p r i s o n e d n o t m o r e 

t h a n t w e n t y years , o r b o t h . " W h i l e t h e A c t d i d n o t 

" r e p e a l , m o d i f y o r affect" a n y p rov i s ions o f s u c h p r o -

u n i o n l eg i s l a t ion as t h e N a t i o n a l L a b o r R e l a t i o n s A c t 

( N L R A ) , it i n c l u d e d n o exp l ic i t e x e m p t i o n s for u n i o n s 

f r o m federa l a n t i - e x t o r t i o n l eg i s l a t ion e v e n in p u r s u i t o f 

" l e g i t i m a t e " u n i o n ob jec t ives . 

T h e Enmons case i n v o l v e d a s t r ike in w h i c h i n d i v i d ­

ua l u n i o n i s t s f ired h i g h - p o w e r e d rifles at t h r e e u t i l i ty 

c o m p a n y t r a n s f o r m e r s , d r a i n e d t h e oil f r o m a n o t h e r 

t r a n s f o r m e r , a n d b l e w u p a c o m p a n y t r a n s f o r m e r subs t a ­

t i o n , all i n p u r s u i t o f a h i g h e r - p a y u n i o n c o n t r a c t . T h e 

C o u r t d e c i d e d t h a t s u c h v i o l e n c e was e x e m p t f r o m 

H o b b s A c t p r o s e c u t i o n b e c a u s e it was i n p u r s u i t o f a 

l e g i t i m a t e u n i o n ob jec t ive . T h e C o u r t asser ted t h a t t h e 

A c t was m e a n t o n l y t o b r i n g u n i o n v i o l e n c e u n d e r t h e 

p u r v i e w o f federa l a n t i - e x t o r t i o n leg i s la t ion if it was in 

p u r s u i t o f i l l eg i t ima te e n d s , s u c h as, in Local 807, e x t o r t ­

i n g m o n e y for w o r k n o t p e r f o r m e d . If t h e e n d s w e r e 

l e g i t i m a t e t h e r e c o u l d b e n o e x t o r t i o n . T h e C o u r t f o u n d 

t h a t s ince t h e N L R A e m p o w e r s u n i o n s t o s t r ike in p u r ­

sui t o f h i g h e r - p a y c o n t r a c t s , t h e use o f v i o l e n c e in t h a t 

p u r s u i t was n o t e x t o r t i o n . 

I n d issent J u s t i c e W i l l i a m O . D o u g l a s w r o t e , " [ T ] h e 

C o u r t t o d a y ach ieves b y i n t e r p r e t a t i o n w h a t t h o s e w h o 

w e r e o p p o s e d t o t h e H o b b s A c t w e r e u n a b l e t o ge t 

C o n g r e s s t o d o . " In D o u g l a s ' s v i e w " t h e r e g i m e o f v i o ­

l e n c e , w h a t e v e r its p rec i se ob jec t ive , is a c o m m o n d e v i c e 

o f e x t o r t i o n a n d is c o n d e m n e d b y t h e Ac t . " D o u g l a s was 

n o classical l ibera l , b u t h e at least u n d e r s t o o d tha t l e g i t ­

i m a t e e n d s d o n o t jus t i fy i l l eg i t ima te m e a n s . 

T h e first S u p r e m e C o u r t d e c i s i o n in t h e Scheidler 

case was in 1 9 9 4 . I n t h e la te 1980s J o s e p h Sche id le r , 

h e a d o f a c o a l i t i o n o f a n t i - a b o r t i o n g r o u p s cal led t h e 

P r o Life A c t i o n N e t w o r k , a n d o t h e r s w e r e a l leged t o 

have a t t e m p t e d t o s h u t d o w n a b o r t i o n cl inics b y p i c k e t ­

i n g , d e m o n s t r a t i n g , t h r e a t e n i n g a n d , i n s o m e cases, h o s ­

ti le phys ica l c o n t a c t w i t h b o t h a b o r t i o n p r o v i d e r s a n d 

w o m e n s e e k i n g t h e i r se rv ices . T h e s e tact ics are, o f 

c o u r s e , o f t en e m p l o y e d b y u n i o n s d u r i n g s t r ikes a n d 

o t h e r l a b o r d i spu te s . N O W , et al. s u e d S c h e i d l e r e t al. 

a l l e g i n g v i o l a t i o n s o f t h e R a c k e t e e r I n f l u e n c e d a n d 

C o r r u p t O r g a n i z a t i o n s ( R I C O ) s ta tu te a n d t h e H o b b s 

Ac t . T h e d e f e n d a n t s a r g u e d tha t s ince t h e i r ac t ions w e r e 

n o t m o t i v a t e d by e c o n o m i c ga in , R I C O was n o t a p p l i ­

cable . T h e C o u r t ' s 1 9 9 4 d e c i s i o n was s imp ly tha t 

" R I C O c o n t a i n s n o e c o n o m i c m o t i v e r e q u i r e m e n t . " 

Case Remanded 

Th e case was r e m a n d e d to t h e tr ial c o u r t , w h i c h 

f o u n d tha t t h e a n t i - a b o r t i o n p ro te s t e r s w e r e gu i l ty 

o f 121 acts t h a t v i o l a t e d R I C O a n d / o r t h e H o b b s Ac t . 

T h e S e v e n t h C i r c u i t Appea l s C o u r t u p h e l d t h e j u d g ­

m e n t o f t h e t r ia l c o u r t . W h e n t h e case r e t u r n e d to t h e 

S u p r e m e C o u r t in 2 0 0 3 , t h e C o u r t f o u n d tha t , s ince t h e 

p ro t e s t e r s d i d n o t rece ive any p r o p e r t y f rom the i r v i c ­

t ims as a resul t o f t h e i r v i o l e n c e a n d th rea t s , n o n e o f t h e 

acts o f t h e p ro te s t e r s i nvo lved e x t o r t i o n o r robbery . 

T h e r e f o r e t h e p r o t e s t e r s d i d n o t v i o l a t e R I C O . 

R e m a i n i n g , h o w e v e r , w e r e fou r acts o f v i o l e n c e a n d 

threa ts in w h i c h n o a l l ega t ion o f e x t o r t i o n o r r o b b e r y 

was m a d e , b u t w h i c h c o u l d have v i o l a t e d t h e H o b b s A c t . 

T h a t was t h e issue d e c i d e d b y t h e C o u r t in Februa ry . 

N O W w a n t e d t h e A c t t o b e r ead t o say tha t it p r o ­

scr ibes any o b s t r u c t i o n , delay, o r i n t e r f e r e n c e w i t h c o m ­

m e r c e b y any o f t h r e e m e a n s : (1) r obbe ry , (2) e x t o r t i o n , 

o r (3) acts a n d threa ts o f v i o l e n c e tha t d o n o t involve 

r o b b e r y o r e x t o r t i o n . T h e A F L - C I O d i d n ' t w a n t n u m ­

b e r t h r e e t o s t and a l o n e . It w a n t e d r o b b e r y a n d / o r 

e x t o r t i o n t o b e r e q u i r e d be fo re a v i o l a t i o n o f t h e A c t 

c an b e f o u n d . If t h e C o u r t a c c e p t e d s t a n d - a l o n e v i o ­

l e n c e a n d th rea t s as H o b b s v io la t ions , t h e C o u r t m a y 

l a te r d e c i d e t o revisi t its Enmons d e c i s i o n , w h i c h 

e x e m p t e d u n i o n s f r o m t h e A c t o n t h e g r o u n d s tha t v i o ­

l e n t s t r ike ac t ions , b y t hemse lves , d o n o t involve r o b b e r y 

o r e x t o r t i o n w h e n u n d e r t a k e n in p u r s u i t o f " l e g i t i m a t e " 

u n i o n ob jec t ives . 

D u r i n g o ra l a r g u m e n t J u s t i c e S t e p h e n B r e y e r 

expressed c o n c e r n tha t if N O W preva i l ed in Scheidler III, 

r o u t i n e u n i o n v i o l e n c e d u r i n g str ikes c o u l d b e c o m e "a 

m a j o r federal c r i m e . " H e a n d o t h e r seven jus t i ces w h o 

p a r t i c i p a t e d in t h e dec i s i on c a m e d o w n o n t h e side o f 

t h e A F L - C I O . Tragica l ly t o p r o t e c t t h e illicit p r iv i leges 

g i v e n t o u n i o n s , t h e C o u r t e x t e n d e d t h e m to a b o r t i o n 

p ro t e s t e r s . ( § | 
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