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PERSPECTIVE

The Struggle for Liberty

America is becoming a police state. Each
year, more and more actions become either
officially forbidden or officially required.
The scope for individuals to decide how to
live their own lives grows steadily narrower.
The list of crimes grows longer and longer,
and any deviance may subject the citizen to
the wrath of the police, the courts, and the
prisons—not to mention the fiery violence of
the Federal Bureau of Investigation, the
Bureau of Alcohol, Tobacco and Firearms,
and the Drug Enforcement Administration.

No one knows when the state will strike,
for no one can possibly know whether he is
violating the law—there are far more laws,
regulations, and ordinances than anyone
can possibly comprehend, much less obey.
Citizens are now being punished for such
‘‘crimes’’ as filling in mud puddles or cutting
down trees on their own land, selling vita-
mins and herbs, and charging to braid some-
one’s hair without a license. Many are
punished for no crime at all, when their
property is seized without due process of
law in so-called civil forfeitures.

How can Americans stop the expansion of
the police state? There is no simple answer,
but some prerequisites are clear.

First, people must come to a clearer
understanding that using government to im-
pose their personal preferences on every-
body leads inexorably toward a society
dominated by those in authority. One may
disapprove of many things, including the use
of dangerous narcotics or ‘‘quack’ medi-
cines, the reckless disregard of some devel-
opers for flora and fauna, the decisions of
teenagers to quit school, and the uncivilized
opinions expressed by certain entertainers.
But one cannot justify using the power of the
state to crush those whose actions strike him
as merely foolish or unaesthetic.

Second, people must come to a clearer
understanding that, in politics, things are
seldom what they are represented to be.
Government thrives on sham: often it does
not do what it claims to do, such as protect-
ing life and property, and often it does what
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it is pledged not to do, such as singling out
certain groups or individuals for selective
punishment because of their unpopular at-
tributes or beliefs. Because government and
mendacity go hand in hand, itis always risky
to trust government. To trust it to carry out
conscientiously thousands of important ac-
tivities—far more than anyone can moni-
tor—is utterly foolhardy.

As a practical political strategy, it might
be worthwhile to concentrate exclusively on
the repeal of existing laws. We are entangled
in so many and such unjustified restraints
that the most immediate need is to cut
through some of these chains. For some
people this may seem to be an unappealingly
negative program. But nothing is more pos-
itive than our liberties. With each chain that
we cut, we become a little freer. There is so
much that deserves to be demolished. To
rest content with our present condition is to
accept government officials as our masters,
and freeborn men and women can never
make that concession.

—ROBERT HiGGs

Economic (Un)Liberty,
Kansas Style

Fifteen year-old Monique Landers is a
criminal.

Her crime? The young African-American
started and ran a successful business wash-
ing and braiding hair for profit.

For this criminal behavior, the Kansas
state government threatened Monique with a
fine or imprisonment in the county jail or both.

But Monique also was recognized for her
business acumen by the National Founda-
tion for Teaching Entrepreneurship, head-
quartered in New York. The Foundation
honored Ms. Landers as one of five Out-
standing High School Entrepreneurs.

Hair salons and cosmetology schools
learned of Monique’s achievement and com-
plained. The Kansas Cosmetology Board
put its foot down hard on the teenager: shut
down your business or you might go to jail.
Monique did not have a license to touch
anyone’s hair for money.

PERSPECTIVE

The Cosmetology Board’s Executive Di-
rector said the youngster could go to a
year-long cosmetology school if she wanted
to braid hair. The problem: few such schools
teach braiding and, to add insult to injury,
those that did would not take her until she
turned seventeen.

“The Board won’t let me earn my own
money, and won’t let kids like me learn how
to take care of ourselves,”” Monique said.

Monique is keenly aware of the virtues of
economic liberty.

‘I think owning your own business is a
way of being free,’” she says. ‘‘If more kids
knew they could grow up to be their own
boss they would be more responsible and
cause less trouble.”

Monique knows about kids causing trou-
ble; her one brother has been in jail and a
sister has been expelled from school.

In her own eyes, Monique was a produc-
tive citizen; to the Kansas government, she
was a criminal.

Cascade Update
Spring/Summer 1994

Democracy versus Liberty

[Wlhen we ask where liberty is, ‘‘they”’
refer us to the ballots in our hands; over the
vast machine which keeps us in subjection
we have this one right: we, the ten- or twenty-
or thirty-millionth of the sovereign, lost in the
vast crowd of our fellows, can on occasion
take a hand in setting the machine in motion.
And that, “‘they’’ tell us, is our liberty. We
lose it whenever an individual will takes sole
possession of the machine: that is autocracy.
We regain it when the right of giving the
machine a periodical mass-impulsion is re-
stored to us: that is democracy.

This is all either misdealing or cheating.
Liberty is something quite different. Its
essence lies in our will not being subject to
other human wills: in our will ruling alone
over our actions, only being checked when
it injures the basic, indispensable require-
ments of life in society.

—BERTRAND DE JOUVENEL
On Power
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Nineteen Neglected
Consequences of Income

Redistribution
Robert Higgs

Virtually every government action
changes the personal distribution of
income, but some government programs,
which give money, goods, or services to
individuals who give nothing in exchange,
represent income redistribution in its stark-
est form.

Until the twentieth century, American
governments steered pretty clear of such
““transfer payments.’’ The national govern-
ment gave pensions and land grants to
veterans, and local governments provided
food and shelter to the destitute. But the
transfers to veterans can be viewed as
deferred payments for military services, and
local relief never amounted to much.

Since the creation of the Social Security
system in 1935, especially during the past 30
years, the amount of income overtly trans-
ferred by governments has risen dramati-
cally. In 1960 government transfer pay-
ments to persons amounted to $29 billion,
or 7 percent of personal income. In 1993
the total came to $912 billion, or nearly
17 percent of personal income.! In other
words, one dollar out of every six received
as personal income now takes the form of
old-age, survivors, disability, and health
Dr. Higgs, this month’s guest editor, is Research

Director for the Independent Institute and a
contributing editor of The Freeman.

insurance benefits ($438 billion), unemploy-
ment insurance benefits ($34 billion), veter-
ans’ benefits ($20 billion), government em-
ployees’ retirement benefits ($115 billion),
aid to families with dependent children ($24
billion), and miscellaneous other govern-
ment transfer payments ($280 billion) such
as federal subsidies to farmers and state and
local public assistance to poor people.

Myth versus Reality

It is tempting to think about government
transfers in a simple way: one person, tax-
payer T, loses a certain amount of money;
another person, recipient R, gains the same
amount; and everything else remains the
same. When people look at income redistri-
bution in this way, they tend to make a
judgment about the desirability of the trans-
fer simply by considering whether T or R is
the more deserving. Commonly, especially
when the issue is discussed in the news
media or by left-liberal politicians, R is
portrayed as a representative of the poor
and downtrodden and T as a wealthy person
or a big corporation. Opponents of the
transfers then appear callous and lacking in
compassion for the less fortunate.

In fact, the overwhelming portion—more
than 85 percent— of all government transfer
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payments is not ‘‘means-tested,’’ that is, not
reserved for low-income recipients.? The
biggest share goes to the elderly as pensions
and Medicare benefits, and anyone over 65
years old, rich and poor alike, can receive
these benefits. Today people over 65 have
the highest income per person and the high-
est wealth per person of any age group in the
United States. Federal transfer payments to
farmers present an even more extreme case
of giving to those who are already relatively
well off. In 1989, for example, the federal
government paid about $15 billion to farm-
ers in direct crop subsidies, and 67 percent
of the money went to the owners of the
largest 17 percent of the farms—in many
cases payments to farmers are literally wel-
fare for millionaires.® It is simply a hoax
that, as arule, government is taking from the
rich for the benefit of the poor. Even people
who believe in the rectitude of redistribution
ala Robin Hood ought to be troubled by the
true character of the redistribution being
effected by governments in America today.
But apart from the troubling moral ques-
tions raised by redistribution, the issue is far
more complicated than ordinarily consid-
ered. Beyond the naked fact that T pays
taxes to the government and the government
gives goods, services, or money to R, at
least 19 other consequences occur when the
government redistributes income.

Neglected Consequences

1. Taxes for the purpose of income redis-
tribution discourage the taxpayers from
earning taxable income or raising the value
of taxable property through investment.
People who stand to lose part of their
earnings respond to the altered personal
payoff. As a result, they produce fewer
goods and services and accumulate less
wealth than they otherwise would. Hence
the society is poorer, both now and later.

2. Transfer payments discourage the re-
cipients from earning income now and from
investing in their potential to earn future
income. People respond to a reduced cost of
idleness by choosing to be idle more often.
When they can get current income without

earning it, they exert less effort to earn
income. When they expect to get future
income without earning it, they invest less
in education, training, job experience, per-
sonal health, migration, and other forms of
human capital that enhance their potential to
earn income in the future. Hence the society
is even poorer, both now and later, than it
would have been merely because taxes dis-
courage current production and investment
by the taxpayers who fund the transfers.

3. Recipients of transfers tend to become
less self-reliant and more dependent on
government payments. When people can get
support without exercising their own abili-
ties to discover and respond to opportunities
for earning income, those abilities atrophy.
People forget—or never learn in the first
place—how to help themselves, and even-
tually some of them simply accept their
helplessness. It is no accident that both
material privation and lassitude distinguish
individuals accustomed to living on pay-
ments such as Aid to Families with Depen-
dent Children (AFDC).

4. Recipients of transfers set a bad exam-
ple for others, including their children, other
relatives, and friends, who see that one can
receive goods, services, or money from the
government without earning them. The on-
lookers easily adopt an attitude that they,
too, are entitled to such transfers. They
have fewer examples of hardworking, self-
reliant people in their families or neighbor-
hoods. Hence a culture of dependency on
government transfers can become pervasive
when many people in a neighborhood rely
on such transfers for life’s essentials or—
where the recipients are better off—its com-
forts.

5. Because some transfers are more gen-
erous than others, some classes of recipients
come to resent the ‘‘injustice’’ of the distri-
bution of the largess. Hence arise political
conflicts. Representatives of discontented
groups politicize the determination of the
amounts to be transferred and engage in
continual jockeying to increase certain
kinds of transfers, at the expense of others
if necessary. Note, for example, the cease-
less activities of the American Association
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of Retired Persons, perhaps the most pow-
erful lobby in Washington, striving to in-
crease old-age pensions and Medicare ben-
efits, or the National Association for the
Advancement of Colored People, seeking to
increase transfers that benefit blacks in
particular. Such political maneuvering cre-
ates or exacerbates conflicts among groups
defined by their eligibility to receive partic-
ular kinds of transfers: old against young,
black against white, rural against urban,
female against male, Northern against
Southern, homeowner against renter, and so
forth without visible limit. Society becomes
more contentious.

6. Just as recipients engage in internecine
warfare, so do taxpayers, who resent dis-
proportionate burdens in funding the trans-
fers. For instance, young people now learn
that their Social Security taxes are going
straight into the pockets of retired people
who as a group are better off. Young tax-
payers also learn that they probably will
never recoup their own contributions, un-
like the present-day elderly, who have re-
alized an extraordinarily high effective rate
of return on their contributions. (Currently
the average married couple gets back ev-
erything ever paid in, with interest, in just
over four years.*) Black Social Security
taxpayers learn that, because of their lower
life expectancy, they cannot expect to re-
ceive as much retirement income as the
average white person can expect. Taxpay-
ers who consider themselves disproportion-
ately burdened grow to resent their exploi-
tation by the tax-and-transfer system.
Therefore they give more support to politi-
cians who promise to defend their pocket-
books against legislative marauders, and
they strive harder to avoid or evade taxes.

7. As a result of the preceding two con-
sequences, the entire society grows more
divided and pugnacious. Less and less does
the society constitute a genuine community.
Rather, it becomes balkanized into bellicose
subgroups regarding one another as oppres-
sors and oppressed. People lose their sense
of belonging to a common political com-
munity with collective interests and joint
responsibilities. Instead, fellow citizens re-

gard each other as either patsies or mooch-
ers and feel personal hostility toward those
who appear to be net gainers from
the system. Some actually come to hate the
perceived moochers. Witness the palpable
hostility when shoppers paying cash wait in
the check-out line at the grocery store while
someone uses food stamps to make pur-
chases.

8. Among the recipients of transfers, self-
help institutions languish. In olden days the
burden of caring for the less fortunate out-
side the family was borne mainly by friends
and neighbors acting jointly through
churches, lodges, unions, clubs, and other
voluntary associations. When individuals
can receive assistance directly from the
government, competing private associa-
tions tend to wither and eventually die—at
least their functions as helping institutions
disappear. When they are gone, people who
need help have nowhere to turn except to
the government, which is unfortunate in
many ways, because what the government
does is not really the same. Nor is it as
effective, especially in the long run, when
private associations have much greater suc-
cess in making sure that people who recover
their capacities then resume taking care of
themselves.

An observer noted that in the aftermath
of the big Los Angeles earthquake, ‘‘Thou-
sands of forlorn, atomized individuals did
nothing but wait for a centralized savior, the
federal government. America has been di-
minished by a system of compulsory com-
passion that simply wants true communities
out of the way so that altruism can be left to
the experts.’”

9. Just as self-help institutions wither
among the needy, so do charitable institu-
tions among those who are better off. When
government agencies stand ready to attend
to every conceivable problem in society,
people whose sensibilities incline them to-
ward helping the less fortunate have less
incentive to organize themselves for doing
so. It is easy to say, ‘‘I pay my taxes, and
plenty of them. Let the government take
care of the problem.”” If one contributes
charitably, it is as if one were paying twice
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to accomplish the same objective. Hence,
government transfers crowd out private
transfers. Coercion, in the form of the tax
system, displaces the voluntary provision of
assistance, and private charitable institu-
tions wane.

10. As citizens drop out of their involve-
ment in charitable and helping institutions,
letting the government take over, they be-
come less self-directing and more accepting
of all kinds of government activity. So when
someone proposes that the government un-
dertake a function previously carried out
exclusively within the private sphere, peo-
ple are not shocked; they are not even very
suspicious of the government’s ability to
carry out the task. After all, governments
now do all sorts of things, from socializing
preschoolers to feeding the poor to insuring
the medical expenses of the elderly. So what
if the government takes on still another
responsibility? What was once a prevailing
suspicion of the enlargement of government
becomes aresignation to or an acceptance of
its continuing expansion into new areas.

In the nineteenth century, opponents of
proposed new government programs would
commonly protest: ‘‘The government has
no business doing that.”” Nowadays we
rarely hear anyone oppose a government
initiative on these grounds. That there is a
private sphere into which government ought
never to intrude has become a nearly extinct
species of thought as governments have
spread their programs and activities, not to
mention their regulations of ‘‘private’’ life,
into almost every cranny of society.

11. Hence people do not mobilize political
opposition so readily when new government
programs are proposed. Facing less oppo-
sition, those who support the new programs
are more likely to triumph politically. New
government programs proliferate quicker,
restrained somewhat by budgetary limita-
tions but not much by fundamental ideolog-
ical objections.

According to arecent Wall Street Journal/
NBC poll, ‘““when Americans were asked
whether ‘entitlements’ should be cut to
reduce the deficit, 61% said yes. But when
they were asked whether ‘programs such

as Social Security, Medicare, Medicaid and
farm subsidies’ should be cut, 66% said
no.”’® Evidently most people resent paying
for the programs, but they have no objection
to the programs themselves.

12. Redistribution involves more than T
who pays and R who receives. In between
stands B, the bureaucracy that determines
eligibility, writes the checks, keeps the
records, and often does much more, some-
times intruding into the personal lives of the
clients. The mediating bureaucracies con-
sume vast resources of labor and capital,
accounting for much of the gross expense of
the transfer system. For the government to
transfer a dollar to R, it is never sufficient to
take just a dollar from T. In addition a hefty
“‘commission’’ must be paid to support B.
From a societal perspective, one must rec-
ognize that labor and capital employed by
the bureaucracies cannot be used to produce
goods and services valued by consumers.
Again, society is poorer.

13. Once abureau is created, its personnel
become a tenacious political interest group,
well placed to defend its budget and make a
case for expanding its activities. After all,
who knows more about the urgent necessity
of increasing a bureau’s budget and staff
than those who carry out its activities? The
bureaucrats have a close hold on the rele-
vant data and the ostensible expertise with
respect to whatever problem they treat.
Therefore they have potent advantages in
the political process when they seek to
augment the resources placed at their com-
mand. Agency experts will testify that out-
siders ‘‘just don’t know how serious the
problem is.”’

A bureau often constitutes one side of a
political ‘‘iron triangle,”” joined with the
organized client groups that form the second
side and the congressional committees with
legislative jurisdiction or oversight respon-
sibility that form the third side. When the
bureau becomes politically embedded in this
way, as most do, its impoverishment of
society can continue indefinitely without
serious political challenge.

14. Taxpayers do not simply cough up
money to fund the transfers without resis-
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tance. Many of them devote time, effort, and
money to minimizing their legal tax liability
or evading taxes. They buy books and
computer software. They employ financial
advisers, lawyers, and accountants. From
time to time they organize political move-
ments to campaign for tax relief a la Cali-
fornia’s Proposition 13. All the labor and
capital employed in connection with tax
resistance are unavailable to produce goods
and services valued by consumers. Society
is poorer, and will remain poorer as long as
people continue to devote resources to tax
resistance. (However, to the extent that tax
resistance succeeds in making tax rates
lower than they otherwise would have been,
it promotes greater wealth creation in the
longer run.)

15. In the end many citizens will pay taxes
to finance the transfers. Even if no one tries
to resist the taxes or alters his behavior in
supplying labor and capital, the cost to
taxpayers will be more than one dollar for
each dollar taken by the government, be-
cause it is costly just to comply with the tax
laws. Taxpayers must keep records, re-
search the tax rules, fill out forms, and all the
rest. These activities require time and effort
withdrawn from valuable alternative uses.
Many people, even though they intend noth-
ing more than full compliance with the law,
hire the expert assistance of accountants
and tax preparers—the tax rules are so
complicated that mere mortals cannot cope.
Use of resources to comply with tax laws
makes the society poorer.

According to a study by James L. Payne,
just the private compliance expense of tax-
payers plus the budgetary and enforcement
expense of the IRS add $270,000,000 to the
tab for each billion dollars of spending by the
federal government.’

16. Just as taxpayers do not passively
submit to being taxed, recipients and po-
tential recipients of transfers do not just
sit quietly waiting for their ship to come
in. They also act politically. They form
organizations, attend meetings, employ
publicists and lobbyists, and campaign for
political candidates who support their ob-
jectives. All the labor and capital employed

in transfer-seeking activities are unavailable
to produce goods and services valued by
consumers. Society is poorer and will re-
main poorer as long as people continue to
devote resources to seeking transfers.

17. Just as taxpayers must employ re-
sources to comply with the tax laws, so
recipients of transfers must employ re-
sources to establish and maintain their eli-
gibility to receive the transfers. For exam-
ple, recipients of unemployment insurance
benefits must visit the department of em-
ployment security and wait in long lines to
certify that they are indeed unemployed.
Sometimes they must go from place to place
applying for jobs, which they may have no
intention of accepting, in order to demon-
strate that they are ‘‘seeking employment.”’
Recipients of disability insurance benefits
must visit doctors and other health profes-
sionals to acquire certification that they are
indeed disabled. In each case, more re-
sources are squandered, and society is that
much poorer.

18. By adopting programs to redistribute
substantial amounts of income, a nation
guarantees that its government will become
more powerful and invasive in other ways.
Because government itself is the most men-
acing interest group in society, nothing good
can come of this development, and much
evil may come of it. As James Madison
remarked more than two centuries ago,
‘‘one legislative interference is but the first
link of a long chain of repetitions, every
subsequent interference being naturally pro-
duced by the effects of the preceding.”’®
When the government created Medicare and
Medicaid in 1965, for example, it set in
motion a train of events that led inexorably
to the subsequent ‘‘crisis’’ of escalating
health-care costs and thence to the bigger
government now being wrought by congres-
sional efforts to deal with this artificial crisis.

19. Creating a more powerful and invasive
government means that the liberties of cit-
izens will be diminished. Rights previously
enjoyed will be set aside. For a long time
American citizens enjoyed extensive rights
in the negative sense—rights to be left alone
by governments or other people as they
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went about their lives. All individuals could
enjoy such rights simultaneously. With the
growth of the transfer society, American
citizens have gravitated away from negative
rights and toward positive rights, also
known as welfare rights, which are in effect
claims on the resources of other people. One
person’s welfare right entails a correspond-
ing duty of other people to provide the
resources necessary to satisfy the claim. As
such entitlements have grown, therefore,
liberties in the sense of negative rights have
necessarily diminished.

Culmination

Ironically, in the full-fledged transfer so-
ciety, where governments busy themselves
redistributing income by means of hundreds
of distinct programs, hardly anyone is better
off as a result. Those who get something of
value from the system frequently give up
even more in taxes. Further, because many
of the consequences of government income
redistribution share the common aspect of
impoverishing the society, even those who
get a bigger slice than they surrender are
cutting into a smaller pie. Only the ruling
class—those who constitute the govern-
ment—can confidently expect to gain, as
each new program enlarges the number of
official jobs and the bureaucracy’s budget.

In the transfer society the general public
is not only poorer but less contented, less
autonomous, more rancorous, and more
politicized. Individuals take part less often

in voluntary community activities and more
often in belligerent political contests. Gen-
uine communities cannot breathe in the
poisonous atmosphere of redistributional
politics. Most importantly, the society that
allows its government to redistribute in-
come on a wide scale necessarily sacrifices
much of its liberty.

Finally, one must recognize that, notwith-
standing what some regard as the institu-
tionalization of compassion, the transfer
society quashes genuine virtue. Redistribu-
tion of income by government coercion is a
form of theft. Its supporters attempt to
disguise its essential character by claiming
that democratic procedures give it legiti-
macy, but this justification is specious.
Theft is theft whether it be carried out by
one thief or by 100 million thieves acting
in concert. And it is impossible to found a
good society on the institutionalization of
theft. O
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Closing the Green Gap of
Market Liberalism

by Karl Hess, Jr.

hen Earth Day, 1970, opened the

environmental floodgates, the gap be-
tween market liberal thought and the first
rumblings of a youthful environmentalism
yawned deep and wide. Except for a scat-
tering of lonely voices, the libertarian stan-
dard was absent from the field of public
debate. Market liberals were out of place
and caught off guard. They and their ideas
were strangers in a strange and emerging
landscape of revulsion against polution,
stridency toward overpopulation, celebra-
tion of the pristine, and evocation of a land
ethic.

Over the past quarter century, free mar-
ket environmentalists have made enormous
strides in advancing the idea of liberty in the
cause of a healthier environment. The liter-
ature of market environmentalism is rich
and creative, quoted in mainstream period-
icals and echoed in policy debates. Yet for
all the hoopla over its success, the gap
between green sensibilities and free market
solutions persists to this day. Try as hard as
they might, market liberals have not seized
the moral or ecological high ground. And the
reason is clear: free market environmental-
ism has failed to articulate a compelling
vision of man and nature in close and lasting
harmony.

Mr. Hess is a Senior Associate with the Foun-
dation for Research in Economics and the En-
vironment and a Senior Environmental Fellow
at the Cato Institute.

Part of the problem is the way in which
market liberals think about both the envi-
ronment and the debate that rages over its
well-being. Some see it only in the light of
conspiracy. In true cold war fashion, they
decry environmentalism and its upswell of
issues as the machinations of greenly dis-
guised reds. Others, such as those of a
scientific bent, are more subtle. They ply
their science in what amounts to reverse
alchemy, transmuting environmental issues
into non-issues, environmental apocalyptics
into environmental hyperbole. And even
among the small tribe of market liberals who
are declared environmentalists, nature is
often nothing more than a sounding board
for ideological debate: take away the state
and defer to free markets and private prop-
erty rights, and all is right between man and
nature.

Aside from the lesser or greater truths of
these positions, the remarkable fact is that
nature and the environment are largely in-
cidental to the incantations of free market
environmentalists. No wonder, then, that
green-baiters, scientific obfuscators, and
Panglossian optimists are almost always
circling their wagons to fend off environ-
mental assaults, They steep their message in
the principles of liberty, yet they fail to
articulate it with environmental commit-
ment, compassion, and credibility. They are
masterful at proving why good environment
depends on liberty, but they are derelict at
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showing why liberty relies, in the most basic
sense, on good environment. Instead, they
debase their message with ad hominem
arguments, scientific denials, and utilitarian
appeals to the economic efficiency of free
markets.

But the fault line of market environmen-
talism runs deeper and wider than cavalier
disregard for the message and messenger
of evangelical environmentalism. As if by
knee-jerk reaction, market liberals clump
the many diverse streams of environmental
thought into a stereotypical mold, into ev-
eryman’s strawman—the new-age theolo-
gian, born-again to the unified church of
state and nature. Spiritualism is the dead
giveaway, proof-positive of the foibles of
environmentalism, in much the same way
the religious enthusiasm of William Lloyd
Garrison and his cohorts was proof-positive
of the wackiness of the anti-slavery move-
ment in the pre-Civil War South. Paranoia
and misinformation are the self-forged
shackles of libertarian environmental
thought. They compel men and women of
high principles and superior ideas to embark
on a lonely journey that forsakes potential
allies and forgoes promising diversions from
the main path of their intellectual journey.

Prick a Gréenie and
Find a Libertarian

Market liberals have turned their eyes
from and deafened their ears to what should
be cause for celebration and hope for the
advancement of libertarian ideals. They
have stubbornly refused to come to terms
with an enticing fact: except for the cor-
porate environmentalists who make their
living lobbying and running the federal gov-
ernment, the moral center of the environ-
mental movement belongs to those whose
ideals are at minimum quasi-libertarian.

Classic environmental heroes, for exam-
ple, ally themselves with the principles of
decentralism and individual self-gover-
nance. Edward Abbey, novelist and move-
ment guru, wrote eloquently of his personal
anarchism and pleaded in Desert Solitaire
for wilderness as a buffer and refuge against

“‘authoritarian government’’ and ‘‘central-
ized domination.”” Aldo Leopold, the moral
spokesman of the movement, noted that
“‘[o]lne of the curious evidences that con-
servation programs are losing their grip is
that they have seldom resorted to self-
government as a cure for land abuse.”

The list of living heroes is no less impres-
sive. Murray Bookchin, in The Ecology of
Freedom, evokes a strident libertarian de-
fense of personal freedom and offers that
defense as the best offense for guarding
the integrity of nature. Christopher Manes,
Earth Firster! and chronicler of Green
Rage, links the environmental cause to
Jeffersonian democracy—-‘‘to radical, grass-
roots democracy, based on the ward level
and ever prepared to overturn any accumu-
lation of power by those in leadership
roles.”” And Holmes Rolston, an environ-
mental ethicist in the ‘‘Deep Ecology’’ tra-
dition, in his book Environmental Ethics,
echoes the sentiments of F. A. Hayek:
““There is a kind of order that arises spon-
taneously and systematically when many
self-concerned units jostle and seek their
own programs.’’

And if the words of environmental heroes
past and present are not enough, market
liberals might consider the plethora of charts
and tables that set the so-called ‘‘green
paradigm’’ against that of modernity. For
example, in Derek Wall’s current Green
History, ‘‘the politics of industrialism’ are
enumerated side by side with ‘‘the politics of
ecology.”’ Modern values of centralization,
hierarchy, dependency, representative de-
mocracy, and law and order are countered
by green virtues of decentralization, non-
hierarchical structure, self-reliance, direct
democracy, and—yes!—libertarianism.

Environmentalists who strive at the grass-
roots level and greens who spin the mythol-
ogies of ‘‘Deep Ecology’’ are far from con-
sistent in their libertarian acts and words,
but the fact remains that their ethics and
morality are rooted in libertarian senti-
ments. If this is the case, why do so many
environmentalists eschew their libertarian
roots in practice and why, more impor-
tantly, do so many market liberals ignore the
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deep affinity that exists between themselves
and the watermelon strawman they have
devoted so much time to tearing down? Why
do free marketeers read and write so many
books on ‘‘eco-scams’’ and ‘‘environmental
overkills’’ when they could be laying the
groundwork for an environmental alliance
that advances the principles of liberty?

The Great Divide

Greens and free marketeers can point to
many differences that set them apart, but
the greatest divide of all starts and ends with
free markets. For reasons that escape most
market liberals, rank and file environmen-
talists have a deep-rooted antipathy to free
markets and a free market economy. That
alone, it is argued, sets them apart from
the libertarian world of non-coercion and
voluntary consent and earns them the
well-deserved scorn of principled market
liberals.

And there is truth to this. Writers in the
deep ecological vein of Murray Bookchin—
people whose proclaimed affinities are lib-
ertarian or anarchist—are strangely at ease
when it comes to disparaging the market.
In The Ecology of Freedom, for example,
Bookchin spares no words in his assault on
market forces and the free market, arguing
that the free marketeer’s icon is by nature
oppressive and by historical record antago-
nistic to personal freedom. Moreover, the
“‘green paradigm’’ has little use for the free
market. A free market economy is merely
one of several distinguishing features of the
anti-ecological ‘‘politics of industrialism.”’
In contrast, local production for local need
is the key to sustainable living and the vital
fulcrum for the ‘“politics of ecology.”

Market liberals have good reason to be
upset with the market-unfriendly attitudes
of greens. First, green bias against markets
is simply unwarranted. Markets, when cou-
pled with secure and exchangeable property
rights, foster our acting as efficient stewards
of nature’s amenities. The absence of mar-
kets—not their oppressive presence—is
what most threatens personal freedom and
most endangers nature’s integrity. Second,

the elimination of markets from the menu
of environmental solutions would appear
to leave nature at the mercy of the state—a
clearly unpleasant option for the committed -
libertarian. Interestingly enough, it is also a
distasteful option for most greens and grass-
roots environmentalists. They are not en-
amored with state action, they are simply in
aquandary. When forced to choose between
impersonal market forces and government
regulation, they choose the latter in the
belief that politics offers more certainty and
control than free markets.

This presumption is not entirely outland-
ish given the narrow spectrum of choices
that environmentalists see before them.
Like their conservation brethren at the turn
of the century, greens are grappling with
the issue of sustainability. One hundred
years ago, the issue of sustainability focused
on the overcutting of public forest and
overgrazing of public rangelands—all the
result of a policy-generated tragedy of the
commons. Rather than opt for markets and
private property ownership, policy-makers
settled on government regulation and own-
ership of one-third of the nation’s land.

Today, the issue of sustainability—the
impetus for modern-day environmental-
ism—is much different. At stake is more
than finding a means to conserve common
lands that could just as easily—and more
effectively—have been divided among pri-
vate owners and stewarded in concert with
market forces. Central to the green para-
digm is concern over sustaining ecological
intangibles that are resistant to simple mar-
ket solutions and straightforward private
property resolutions. Things like ecological
processes that transcend human convention,
vast Western vistas that forge a national
identity, natural communities (plant and ani-
mal) that know no property boundary, and
water and air flows that knit human-divided
landscapes into a common watershed are
emergent commons whose sustainability is
of increasing concern to environmentalists.

Greens and market liberals part company
at this point, one resigned to government
intervention as the least of two evils and the
other entrenched in ideas and solutions that
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appear to be the only option compatible with
individual liberty and personal freedom. As
a result, greens and market liberals have
reached an impasse, but one that is far more
modest than either side dares to realize or
accept. The great divide that sets them apart
is not Grand Canyonesque in scale; it is
merely a subtle change in the lay of the land
and the color of the grass on the other side
of the tracks.

The Market and the
Marketplace

Strange as it may seem, environmentalists
and market liberals are both creatures of
the market. Where their difference lies is in
which market—or, more accurately, on
which side of the market—one or the other
finds comfort and solace. On one hand, the
market is a global network of impersonal
economic exchanges. Through the media of
currency and free trade, it shuffles informa-
tion, goods, and people between near and
distant places. As such, the market is pro-
cess; it is the unrelenting flow of energy (in
the form of price) that magically orches-
trates and coordinates infinite transactions
between mostly anonymous people. Indi-
viduals may succeed or fail according to
their merits, but society as a whole prospers
and advances in the wake of free exchange.
This is the market celebrated by market
liberals, the market relied on by free mar-
keteers to bring harmony between man and
nature.

While the market of global process and
exchange is essential to the well-being of
society, it is not sufficient for the happiness
of most people. The market that matters
most to people lies closest to home. It is the
place—the marketplace—where people
gather to exchange in voluntary fashion
everything from cash to good ideas to friend-
ship to mutual aid and cooperation. It is the
deep market of community, the cooperative
flip side to the market of competition and
impersonal economic forces. Here, people
fill needs and seek values that can’t be
readily satisfied by the currency of dollars
or measured by the usual standard of effi-

ciency. They join together to embark on an
open-ended pursuit of happiness, to give
and acquire through consensual sharing the
social currency that builds secure homes,
safe neighborhoods, and happier lives.
Through association and community, peo-
ple tame and subdue the crueler side of the
impersonal market, creating without direc-
tion or intent the fabric of an enduring social
order. This is the marketplace to which the
greens owe allegiance, the felicitous realm
of local production for local need.

Environmental critique of free market
environmentalism invariably arrives at the
distinction between the market and the
marketplace. To many greens, the market
is oppressive because it seems to relegate
to impersonal forces the final authority
over decisions that rightfully belong to the
individual and community. Market liberals,
of course, are quick to remind greens that
the market is founded on voluntary ex-
change; there is no compulsion for the
individual to act against his or her will.
While this is true, the greens do make a valid
point, particularly in an America where
political power rests not in small communi-
ties but resides in an all-powerful, central-
ized state.

For all their fuzzy-mindedness, greens
seem to understand what Alexis de Tocque-
ville meant when he advanced community
and association as the individual’s sole bul-
wark against ‘‘the most galling tyranny,”’
the tyranny of the American majority. How-
ever, what greens have done, and what
upsets market liberals most, is to expand
Tocqueville’s fear of unbridled democracy
to encompass free markets. This does not
mean that greens are anti-free market by
conviction any more than Tocqueville was
opposed to democracy in America in prin-
ciple. It simply means that environmental-
ists have figured out what free marketeers
should have long known: markets bereft of
the buffering effect of voluntary association
and community are as threatening to liberty
as the unbridled state. Therein lies the
challenge to both greens and market liber-
als—how best to save the marketplace from
both the state and the impersonal market.
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Little Platoons and
Little Commons

Community and association are the com-
mon ground where both greens and free
marketeers can ply their libertarian visions
in unison to forge a viable option to the
environmental welfare state. For greens,
community is the organizing principal of
self-regulating nature. It is also the moral
and environmental context in which individ-
uals can and should practice a land eth-
ic—an ethic that entails membership in a
local land community and that elicits care
towards nature in its full diversity.

For market liberals, voluntary association
and community are a proud heritage, in
which the libertarian tradition in America
flourished for nearly three centuries. Pio-
neers from almost every corner of the earth
arrived in the youthful nation, coalesced
into voluntary communities, and built towns
where democracy involved more than
yearly elections; it was immediate and par-
ticipatory, creating what Tocqueville fondly
described as little laboratories of liberty.
Town meetings were the templates of lib-
erty; ‘‘[they] are to liberty,”” Tocqueville
wrote, ‘‘what primary schools are to sci-
ence; they bring it within the people’s reach,
they teach men how to use and how to enjoy
it.”

Tocqueville’s town meetings and volun-
tary associations are either nonexistent or
attenuated in today’s America. The state
has usurped the role and function of com-
munity in attending to the vital needs of both
nature and civil life. The roots of social
disintegration and environmental degrada-
tion lie there, in the death of what Edmund
Burke affectionately called little platoons.
*“Take away the functions,’’ writes Charles
Murray in his book, In Pursuit of Happiness
and Good Government, ‘‘and you take away
the community. The cause of the problem
is not a virus associated with modernity, it
is centralization of functions that shouldn’t
be centralized, and this is very much a
matter of political choice, not ineluctable
forces.”

Clearly, closing the green gap of market

liberalism means adding community and
association to the repertoire of free market
tools. This is not to say that market liberals
have forgotten community and association
while advancing the cause of liberty. In the
realms of health care and social welfare they
have creatively and eagerly embraced social
cooperation and voluntary association as
part of a libertarian solution. Now it is time
to do the same in the realm of nature and the
environment.

Free marketeers must look beyond mar-
ket gimmicks and private property rights to
solve festering environmental problems—
and to solve them in a manner still consistent
with liberty. The new environmental com-
mons of ecological processes, scenic vistas,
unbounded communities of plants and ani-
mals, and free-flowing streams of air and
water demand solutions that encompass yet
go beyond ordinary markets and property
rights. Dealing with that commons requires
more than buying a piece of land or setting
the invisible hand free on an unfettered
market. The environmental commons is a
challenge to community—or, in the absence
of community, a challenge that will be
eagerly and hungrily taken up by a central-
ized state in search of an equivalent to
militarism.

Greens and market liberals can engage in
the common cause of good environment and
sustainable liberty if they will only take the
time to appreciate and exploit the less ob-
vious and deeper expressions of the free
market paradigm. Sustaining free-ranging
ecological processes may require neighbors
and neighborhoods to cooperate and enter
into an array of protective covenants and
binding social agreements at the local level.
Communities - that value open spaces and
untrammeled vistas may have to find new
tools of self-governance to curb the tragedy
of the commons that is now transforming
desirable environments into exploited land-
scapes. Associations and cooperatives may
have to be formed to protect unbounded
communities of plants and animals and
steward free-flowing streams of water and
air. V

None of this is impossible. Local, self-
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governing solutions to common resource
dilemmas are emerging in greater numbers
every day. On the north fork of the Clark
River in northwestern Montana, neighbors
are joining together voluntarily to protect
their most prized common resource: the
river. From coast to coast, neighbors and
likeminded people are combining in associ-
ation to tackle the toughest of environmen-

tal problems—problems for which private
property rights and markets fall short and
for which the state is unwelcome. And
emerging from these trial-and-error experi-
ments in Jeffersonian democracy are the
nuclei of community—little platoons whose
meaning and purpose reside in caring for the
many little commons ushered in by the age
of environmentalism. O
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“Predatory Pricing” Laws:

Hazardous to

Consumers’ Health

by Donald J. Boudreaux

he local Wal-Mart in Conway, Arkan-
sas, began selling pharmaceuticals in
1987. As with all of its other products,
Wal-Mart sold high-quality medicines and
health and beauty aids at rock-bottom
prices. Not surprisingly, Wal-Mart’s phar-
macy business boomed. But rather than
receive applause for its enterprising efforts,
Wal-Mart was sued for violating antitrust
law. In October 1993, an Arkansas trial
court ordered Wal-Mart to raise its pharma-
ceutical prices and to pay treble damages to
three local competitors who complained
about Wal-Mart’s low prices.
Unfortunately, harassment of firms that
charge low prices is not unusual in the
Alice-in-Wonderland world of American an-
titrust law. Although antitrust statutes are
trumpeted as protectors of competitive mar-
kets and consumers, these laws in fact stifle
competition and injure consumers. The per-
nicious nature of antitrust laws is nowhere
more blatant than in so-called ‘‘predatory
pricing”’ regulations, such as that used
against Wal-Mart in Arkansas.

The ““Logic’’ of ‘‘Predatory-
Pricing’’ Prohibitions

‘‘Predatory pricing’’ is said to occur when
a firm seeking to monopolize a market

sells its wares at prices below the firm’s
costs of production. Such below-cost pric-
ing, it is said, unjustifiably inflicts losses
on equally efficient rivals (‘“‘prey’’). These
losses force the prey eventually into bank-
ruptcy, leaving the predator as the only
seller in the market. The predator becomes
a monopolist tomorrow by charging ‘‘exces-
sively”” low prices today. Thus, the benefit
consumers get from today’s low prices is
more than offset (it is assumed) by the harm
they suffer from tomorrow’s monopoly
prices.

If successful ‘‘predatory pricing’’ as de-
scribed in the preceding paragraph occurred
with some frequency, the case for legal
sanctions against it would have a plausible
basis. There is no good reason, however, to
suppose that ‘‘predatory pricing’’ occurs. A
vast amount of theory and evidence sug-
gests that firms attempting to monopolize
markets via below-cost pricing are almost
sure to fail.' And profit-seeking firms are not
prone to pursue strategies that consistently
misfire. It follows that legal prohibitions
against ‘‘predatory pricing’’ are, at best,
unnecessary.

Dr. Boudreaux is Associate Professor of Law and
Economics at Clemson University.
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Why ‘‘Predatory Pricing”’
Is Not a Problem

While no one doubts that each firm wants
to be a monopolist, economics shows that
below-cost pricing is an especially futile
method of achieving monopoly power.
“‘Predatory pricing’’ will not work because
a predator’s prey have available several
practical counterstrategies to ensure that
they are not run out of business by ‘‘pred-
atory pricing.”’

Suppose Predator, Inc., seeks monopoly
power by charging a price below cost. Pred-
ator, Inc., must be willing to expand its
output and sales at the below-cost price, for
only then will it take customers away from
its prey and, thereby, force its prey likewise
to charge prices below cost. So, the predator
inevitably suffers losses during the preda-
tory period. Although the prey may also
suffer losses from having to meet Predator,
Inc.’s below-cost price, each prey suffers
fewer losses than does the predator: Pred-
ator, Inc., must expand its sales at the
below-cost price while each of the prey
reduces its sales volume to loss-minimizing
levels.?

The fact that predators would necessarily
incur greater losses than their prey should
be sufficient, standing alone, to demolish
arguments in support of government prohi-
bitions of ‘‘predatory pricing.’” Government
serves no good purpose by policing against
actions that no one has incentives to pursue.
However, advocates of laws against ‘‘pred-
atory pricing’’ reply that predators typically
have ‘‘longer purses’’ than do prey—i.e.,
access to greater wealth to fund price wars.
Accordingly, even though predators incur
greater losses than do prey, predators are
thought to have greater ability to withstand
such losses.

This argument is unfounded. ‘‘Longer
purses’’ are unlikely in economies with
functioning capital markets. In predatory-
price wars, efficient prey with no spare
funds of their own would be able to borrow
the funds necessary to wage counterattacks
against predators. After all, predatory pric-
ers (by assumption) attempt to bankrupt

firms that promise to be profitable once
they’ve withstood the predation. Investors
make their living by successfully identifying
firms that can use money today to turn
profits tomorrow.

But even if predators do have access to
‘‘longer purses’’ than do prey, it is doubtful
that firms with funds on hand will invest in
attempts to drive efficient rivals from busi-
ness via below-cost pricing strategies. A
much more profitable use of these funds
would be to improve production efficiency
or to enhance product quality. Not only
does improved efficiency or product quality
directly add to profits, but rivals cannot
match such improvements as easily as they
can match price cuts. Firms seeking endur-
ing competitive edges over rivals will invest
in ways that rivals find difficult to mimic.
Moreover, unlike a predatory pricer, a firm
that improves its efficiency or product qual-
ity typically suffers no greater expenses than
its copycat rivals.

There are yet other reasons to doubt the
reality of below-cost pricing as a monopo-
lization scheme. Suppose Predator, Inc.,
somehow manages to run all of its rivals
from the industry. What now? Predator,
Inc., must jack its prices up to monopolistic
levels in hopes of earning enough monopoly
profits to more than offset the losses it
incurred when it priced below cost. But
nothing cures monopoly like excess profits.
Predator, Inc.’s price hikes will attract ri-
vals into the industry, squelching its ability
to recoup its predatory losses. Predator,
Inc., will find that it spent money in a failed
effort to achieve a monopoly.

Of course, entry of new firms doesn’t
happen instantaneously—but neither does
the exit of preyed-upon rivals. Predator,
Inc., wants its prey to exit the industry
quickly (so that its up-front losses are small)
and new rivals to enter, if at all, only slowly
(so it has sufficient time to recoup its pred-
atory losses via monopoly pricing). Unfor-
tunately for Predator, Inc., however, indus-
tries in which exit is quick are industries
in which new entry is quick; industries in
which new entry is slow are industries in
which exit is slow.
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The symmetry between rivals’ exit-time
and entry-time discourages reasonable firms
from pursuing ‘‘predatory-pricing’’ strate-
gies. This symmetry exists for a straightfor-
ward reason. Ignoring government-erected
barriers, entry by firms into an industry will
be slow only insofar as investments of
capital goods in that industry are ‘‘industry
specific’’—that is, only if equipment for
use in that industry has no good alternative
uses. Investors are naturally reluctant to
commit to projects requiring capital goods
whose only other use is as scrap. They
realize that once they commit their funds to
industry-specific machines, tools, and build-
ings, they cannot easily go elsewhere for a
profit if the industry proves to be unremu-
nerative. (For example, once money has
been used to build railroad tracks, the next-
best use for railroad tracks is as scrap.
Therefore, a railroad will not quickly be run
out of business by a rival who charges
unusually low rates. A predatory railroad
would have massive up-front predation
costs.) Thus, the only industries in which
the entry of rivals will be slow are industries
in which running existing firms out of busi-
ness takes a long time. The huge up-front
predation costs in such industries render
“‘predatory pricing’’ foolish.

Conversely, industries in which the prey
quickly exit are industries that use large
proportions of capital having good alterna-
tive uses. In these industries, although exit
of the prey may be quick, entry will likewise
be rapid. The predator will have insufficient
time to recoup its losses. In this case,
recoupment of predatory expenses would be
impossible in the face of rapid entry.

Conclusion: Policies Against
‘‘Predatory Pricing’’
Are a Problem

Economics suggests a number of other
reasons why *‘predatory pricing’’ is unlikely
to succeed (and, hence, unlikely to occur).
Space does not permit a review of these
additional reasons here. It is important to
indicate, however, why laws aimed at stop-

ping ‘‘predatory pricing’’ are themselves
quite dangerous.

One way to see the folly of laws against
“‘predatory pricing’’ is to ask: What would
be the value of telling the police to protect
citizens against, say, invasions of fire-
breathing dragons? If dragons were real,
and if these creatures posed a genuine threat
to human safety, then such police actions
might be appropriate. But, of course, fire-
breathing dragons don’t exist (although lots
of folks have written about them). Whatever
monies public agencies spend guarding
against dragon invasions are wasted—
diverted from real and more pressing needs.
So it is with laws against ‘‘predatory pric-
ing.”” ‘‘Predatory pricing’’ is a mythical
beast. Funds spent to hunt down and subdue
the beast are wasted.

Unfortunately, there is another, more
severe problem with laws proscribing
“predatory pricing.”” ‘‘Predatory-pricing’’
prohibitions dampen vigorous competition.
In the words of the U.S. Supreme Court,
‘‘cutting prices in order to increase business
often is the very essence of competition.’’
Consequently, mistaken inferences of pre-
dation—and, the Court might have added,
the very ability to sue rivals for predation—
““chill’’ healthy competitive rivalry.>

For example, Wal-Mart was sued by rival
pharmacists, not by consumers fearful of
future monopoly prices. These pharmacists
sought shelter from competitive forces.
Rather than suffer lower profits or the ne-
cessity of matching the new higher standard
of responsiveness to customer demands set
by Wal-Mart, the plaintiffs instead accused
Wal-Mart of ‘‘predatory pricing.”” Their
wish—granted by the trial court—was to
make Wal-Mart less customer-friendly so
that they, Wal-Mart’s rivals, might avoid
robust competition. At trial, one of the
plaintiffs whined that he had to do “‘a lot of
belt tightening”’ after Wal-Mart opened.*
Another plaintiff declared that he sued to
make Wal-Mart raise its prices: ‘I want
them to raise their prices. ... I cannot
compete with Wal-Mart.’*>

Fact is, Wal-Mart behaved just as firms
in competitive market economies are sup-
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posed to behave. Wal-Mart charged lower
prices because it pioneered more efficient
retail-distribution methods. These efforts
redounded to the benefit of both Wal-Mart
(higher profits) and customers (lower pric-
es). But the trial court effectively kicked
consumers in the teeth by ruling for the
plaintiffs. Firms everywhere now will more
readily resort to the courts for protection
against spirited competition. Consumers
are the unambiguous losers under a legal
regime recognizing the legal right of firms
to sue rivals for so-called ‘‘predatory pric-
ing.”’ Sadly, there is much truth in columnist
Llewellyn Rockwell’s claim that ‘‘the long,
sorry history of anti-trust shows that the

policy is really about using govern-
ment to create cartels, not enforce
competition.’’¢ M

1. See, e.g., Kenneth G. Elzinga and David E. Mills,
““Testing for Predation: Is Recoupment Feasible?"’ Antitrust
Bulletin, Vol. 34 (Winter) 1989, pp. 869-893.

2. Robert Bork summed up the case against ‘‘predatory-
pricing’’ laws: ‘It looks like the best method of predation is to
convince your rival that you are a likely victim and lure him into
aruthless price-cutting attack.”’ Robert H. Bork, The Antitrust
Paradox (New York: Basic Books, 1978), p. 152.

3. Matsushita Electrical Industrial Co. v. Zenith Radio
Corp., 475 U.S. 574 (1986), p. 589.

4. Testimony of plaintiff James Hendrickson, Wal-Mart
Stores, Inc. v. American Drugs, Inc., et al., p. 1634 of the trial
record. This same plaintiff also admitted that the pharmaceu-
ticals market became more competitive after Wal-Mart en-
tered. See trial transcript at p. 1649.

5. Trial testimony of Dwayne Goode, id., p. 1615.

6. Llewellyn H. Rockwell, Jr., ‘“‘Mashing Microsoft,”’ The
Washington Times, Friday, July 22, 1994.

The Blindness of Planners

here is more than a germ of truth in the suggestion that, in a
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society where statisticians thrive, liberty and individuality are
likely to be emasculated. Historically, Statistics is no more than State
Arithmetic, a system of computation by which differences between
individuals are eliminated by the taking of an average. It has been
used—indeed, still is used—to enable rulers to know just how far they
may safely go in picking the pockets of their subjects. A king going
to war wishes to know what reserves of manpower and money he can
call on. How many men need to be put in the field to defeat the
enemy? How many guns and shirts, how much food, will they need?
How much will all this cost? Have the citizens the necessary money
to pay for the king’s war? Taxation and military service were the
earliest fields for the use of Statistics. For this reason was Domesday

Book compiled.

We are reminded of the ancient statisticians every Christmas when
we read that Caesar Augustus decreed that the whole world should
be enrolled, each man returning to his own city for registration. Had
it not been for the statisticians Christ would have been born in the
modest comfort of a cottage in Nazareth instead of in a stable at
Bethlehem. The story is a symbol of the blindness of the planners of
all ages to the comforts of the individual. They just didn’t think of the
overcrowding there would be in a little place like Bethlehem.

—M. J. MORONEY
Facts from Figures



Ideas and Consequences

by Lawrence W. Reed

Environmental

Regulations Aren’t

Cheap

re the costs of environmental regula-
tions spiralling out of control? Just ask
the city of Columbus, Ohio.

In 1991, the city commissioned a pioneer-
ing study of federal and state environmental
requirements as they impinge upon city
finances. Nearly 20 percent of the total city
budget, the study predicted, would have to
be spent by 1995 to comply—a sum well in
excess of $100 million.

“We will spend millions cleaning up an
already clean water system, and it’s ques-
tionable whether we would improve the
health’’ of city residents, the mayor’s chief
of staff said recently.

At least Columbus won’t have to spend
any more to test water for a pesticide that
was once used exclusively on pineapples in
Hawaii and has been banned for nearly two
decades. The federal Environmental Protec-
tion Agency (EPA) was finally convinced
last year that cities shouldn’t have to do that
any more.

Businesses and governments all across
America are waking up to a shocking fact of
life: environmental regulations are a super-
growth industry, and one that threatens to
swallow up their resources and cripple their
ability to survive in an increasingly compet-
itive, penny-pinching world. It’s enough for
many to recall what the Founders accused

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

King George of in 1776: ‘‘He has erected
a multitude of new offices, and sent hither
swarms of officers, to harass our people, and
eat out their substance.”

The principal culprit in all this, America’s
geyser of environmental rules, is the EPA.
With lots of money and plenty of staff, the
agency churns out regulations and mandates
as if cost is no object and conjecture is
sufficient evidence of likely benefit. It boasts
a staff that exceeds 18,000 and an operating
budget approaching $5 billion. Forbes mag-
azine calculates that the EPA’s staff has
quadrupled since 1970 and its inflation-
adjusted spending has gone up ten times.

In 1990, the EPA estimated that compli-
ance with its regulations was costing Amer-
icans approximately $115 billion per year—
almost $500 for every man, woman, and
child. That’s without a doubt the understate-
ment of the decade. Municipalities, notes
Science magazine Deputy Editor Philip H.
Abelson, have reported instances in which
real costs exceeded EPA estimates by a
factor of 20 or more.

Philadelphia mayor Ed Rendell has cited
many instances of EPA’s grossly underes-
timated costs to his city. The agency, for
example, figured that preparing storm water
permits would cost the city only $76,681,
while the actual number turned out to be
$916,950.

Experts in both government and industry
are raising questions about the worth of all
this spending for regulatory compliance.
The federal Office of Management and Bud-

668



669

get stated in 1990 that regulation of atrazine
in drinking water as carried out by EPA
under the Safe Drinking Water Act would
cost $93 billion for every life prolonged. The
Dallas-based National Center for Policy
Analysis calculates that an EPA rule on
wood preservatives costs an astounding
$5.7 trillion for every life presumed to have
been saved by it.

Statistical models developed in California
have shown that one fatality is induced
every time regulations reduce Gross Na-
tional Product by between $35 million and $12
million. The expenses of compliance with
EPA rules, those models suggest, already
are responsible for inducing over 30,000
deaths per year. When the Clean Air
Amendments are fully implemented, you
can add another 5,000 to that.

“I’ve never seen a single rule where we
weren’t paying at least $100 million per
life,”” Yale Law School Professor and recent
EPA legal counsel E. Donald Elliott told
Forbes.

Studies have confirmed that the death
rates for high school football are anywhere
from 100 to 2,000 times higher than death
from asbestos in school buildings. Children
are from 2,700 to 54,000 times more likely to
drown than to die from asbestos. Yet, under
orders from the EPA, communities have
spent hundreds of millions to remove asbes-
tos from schools.

There are other ways to assess the impact
of the problem. The American Council for
Capital Formation says that by the year
2005, environmental regulations as a whole
will have reduced the U.S. capital stock by
4.3 percent and increased the cost of capital
by 5.5 percent. CONSAD Research Corpo-
ration, a Pittsburgh-based consulting firm,
projects that at least 200,000 jobs will be lost
due to the Clean Air Act amendments of
1990 alone.

Adding salt to the wounds, EPA Admin-
istrator Carol Browner boasted in Novem-
ber 1993 that her agency had issued 25 new

air regulations in the first 10 months of the
Clinton administration.

On and on it goes. The numbers add up
as our standard of living and our liberties
erode. The environmental juggernaut just
rolls on oblivious to the damage it leaves
in its wake. The EPA, the Congress, and
many state agencies are presiding over
the greatest expansion of the intrusiveness
of government Americans have ever seen,
all in the name of cleaning up the country
and often with little or no good to show
for it.

This is real money that governments and
businesses are spending. These are real lives
that regulations are costing. Neither money
nor lives are inexhaustible resources. Nor
are the freedoms we sacrifice each time we
allow government to trample property rights
in the name of environmental regulation.

All this zealous ‘‘regulate for the sake
of regulating’’ activity is occurring, by the
way, at a time when scientific evidence
overwhelmingly suggests that our environ-
ment today is cleaner than it was 50 years
ago, and safer for humans than at any time
in history. That fact is documented thor-
oughly in a new book published under the
auspices of the Chicago-based Heartland
Institute, entitled, Eco-Sanity: A Common
Sense Guide to Environmentalism.

Authors Joseph L. Bast, Peter J. Hill, and
Richard C. Rue assemble unassailable facts
and figures and the most compelling argu-
mentation to make this point: government
has been a poor environmental steward and
a counterproductive regulator. Genuine en-
vironmentalism that keeps the environment
clean calls for respecting property rights and
utilizing marketplace incentives. It’s a case
that cries out for public attention, for it
constitutes the only viable alternative strat-
egy to the current regulatory Inquisition.

Those of us who believe in both freedom
and a clean environment must make the case
that these two things are not at all incom-
patible or we may end up losing both. [}
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The Government as Robin Hood

by E. C. Pasour, Jr.

Robin Hood robbed the rich to give to the
poor. Although most people are critical
of Robin Hood’s actions, relatively few
question the legitimacy of governmental
coercion to redistribute income. The typical
justification for government welfare pro-

grams hinges on a highly dubious assump-

tion. It is assumed, at least implicitly, that
government has both the motivation and the
ability to aid the poor. As shown below,
there are a number of reasons to question
this assertion.! Collectivization of charity is
objectionable on ethical grounds and there is
mounting evidence that it is harmful to the
long-run interests of the poor.

Information and incentive problems that
complicate both the administration and
analysis of government poverty programs
are first discussed. These problems are
partly responsible for the fact that the pro-
grams have done little to improve the lot of
the poor in the United States. Ethical issues
are then explored in addressing the question
of whether government should be involved
in poverty relief.

Information and Incentive
Problems

Poverty programs assume that decision-
makers in the political process, being im-
bued with supernatural power like Aladdin’s
magical lamp, have both the knowledge and
desire to act in ways that promote the public
Dr. Pasour is Professor of Agricultural and

Resource Economics at North Carolina State
University.

weal. However, information and incentive
problems stymie collective efforts to allevi-
ate poverty.

First, there is the question of why poverty
exists. In the case of the minimum wage and
similar governmental restrictions on com-
petition, poverty results from constraints
beyond the control of the individual. In
other cases, such as poor job skills that can
be traced to dropping out of school, poverty
results from choices made by the individual.

Second, there is a difference between
short-run and long-run effects of food stamp
and other poverty programs. Recipient ben-
efits are highly visible in the short run, but
an important part of the costs—the effects
of the programs in fostering dependency—
occur in the long run. However, whatever
the time period, the greater the stigma
associated with poverty relief, the greater
the effort people will make to be self-reliant
and, hence, the smaller will be the poverty
problem.

The effectiveness of poverty relief is
eroded over time because the programs
create perverse incentives that affect both
the poor and the non-poor. First, any pro-
gram that transfers income to the poor
decreases the incentives of the poor to
provide for themselves. Consequently, do-
nors face what has been termed a ‘‘Samar-
itan’s dilemma’’ (the term is based on the
biblical parable of the Good Samaritan).?
A dilemma arises because the assistance
rendered will lead to a decrease in self-
reliance and, consequently, an increase in
the amount of need. An increased willing-
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ness on the part of the state (the Samaritan)
to offer food stamps, for example, will
reduce the incentive to work which, in turn,
will increase numbers of people seeking and
qualifying for this type of dole.

Moreover, both welfare recipients and
decision-makers in the political process
have incentives to overstate the need. In
transfer programs subject to a means test,
there is an incentive to underreport income
because the penalty is likely to be quite low.
In the school lunch program, for example,
individual schools are responsible for mon-
itoring but have no way to verify incomes
reported on students’ application forms.
Moreover, such programs provide an im-
portant source of support for members of
Congress having large low-income constit-
uencies and a livelihood for officials admin-
istering the programs.

Why Poverty Programs
Are Ineffective

Let us now consider other reasons why
poverty relief may be counterproductive in
the long run.

In a competitive system, one’s income is
earned in the process of producing and
marketing goods and services and is deter-
mined largely by the individual’s contribu-
tion to output, as evaluated by consumers.
Government transfers inevitably influence
individual choice, adversely affecting the
production of goods and services. As mar-
ginal tax rates increase, leisure is substi-
tuted for work, people work more on jobs
where they are less productive, and more
resources are used to avoid and evade taxes.
In short, redistribution reduces productivity
and, consequently, the creation of wealth.

Moreover, government relief tends to
prolong and intensify the very disease it
seeks to cure. Henry Hazlitt draws two
lessons from the effects of the dole in ancient
Rome.? First, once public relief programs
are introduced, they almost invariably get
out of hand. Second, once this happens, the
poor become more numerous and worse off
than they were before. The programs be-
come counterproductive not only because

of their harmful effects on recipients’ self-
reliance, but also because the sources of
wealth and production on which the poor
depended for either doles or jobs are ad-
versely affected.

The nature of the state has not changed
since the Roman days of providing bread
and circuses for the masses. Historically,
the state has been a device for producing
affluence for a few at the expense of the
many. Poverty programs in a majoritarian
democracy are not produced in isolation;
instead such programs emerge as part of a
package of programs affecting education,
agriculture, and other sectors that redistrib-
ute income mainly among the middle class.
It is naive to expect the political process to
implement only programs that assist the
destitute while ignoring special interest pro-
grams that transfer income mainly among
middle- and upper-income groups. Over
time, the redistribution destroys wealth
and weakens the very means of achieving
income security. Thus, there may well be
a direct relationship between the size of
the transfer sector and the incidence of
poverty.’

In short, there are practical implementa-
tion problems related to the effectiveness of
governmental efforts to improve the lot of
the poor——even if there were a consensus
that people should be protected against
severe deprivation. During the past forty
years in the United States, for example,
distribution of income has barely changed
despite huge outlays by government osten-
sibly designed to assist the poor.® The relief
programs have had virtually no effect on the
rate of poverty because almost all of the
expenditures tend to promote self-destruc-
tive behavior among the poor.’

Ethical Considerations

As F. A. Hayek has shown, the concept
of a fair distribution of income has little
meaning other than the distribution of in-
come as determined by market forces.®
Certainly there is little evidence that the
political process is superior to the market
process in this respect. Indeed, it is likely
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that most citizens agree that a system in
which financial rewards are unrelated to
one’s contribution is not fair. This attitude is
reflected in the chronic complaints about
government handouts to able-bodied people.

Some people contend that government
reliefis objectionable because redistribution
is wrong in principle. The law can be an
instrument of equalization only as it takes
from some and gives to others. Frederic
Bastiat provided an argument against redis-
tribution through state power that continues
to be persuasive. In this view, the mission of
the law is to protect persons and property,
but once the state exceeds this proper limit
“‘you will then be lost in an uncharted
territory. . . because fraternity and philan-
thropy, unlike justice, do not have precise
limits. Once started where will you stop?”*®

Hazlitt’s objection to redistribution on
ethical grounds is no less clear cut. “‘It is
clearly wrong in principle to allow the gov-
ernment forcibly to seize money from the
people who work and to give it uncondition-
ally to other able-bodied people whether
they accept work or not.”’'® Indeed, Madi-
son and other Founding Fathers of the U.S.
Constitution held that justice was obtained
in the process of protection of private prop-
erty and destroyed in the process of forced
transfers.!! In this view, individuals have no
legal obligation to help others because this
would imply that potential recipients have a
right to take what is not theirs, which is
inconsistent with the laws of justice.!? In-
dividuals acting on their own are free to help
the less fortunate of course and, indeed, as
moral persons ‘‘ought’ to do so.

Conclusions and Implications

Coercion is inherent in government redis-
tribution. Robin Hood behavior that is ob-
jectionable on the part of the individual is no
more legitimate on the part of the state. That
is, if it is not right for two people acting

privately to take the property of a third,
neither is it legitimate for them to do so when
they form a political majority and invoke the
name of government in their behalf.!

Any government transfer program is sub-
ject to the ‘‘law of unintended rewards’ —it
increases the net value of being in the
condition that prompted the transfer.!# Con-
sequently, responses by both poor and non-
poor people to the perverse incentives in-
herent in poverty relief programs over time
erode the effectiveness of such programs.
Moreover, the reduction in productivity and
destruction of wealth accompanying gov-
ernment redistribution weaken the very
means of achieving financial security.

In short, government acting in the role of
Robin Hood is neither ethically defensible
nor effective. O
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Invisible Value

by Jane S. Shaw

My father lives in a home that has been
in the family for half a century. It is full
of heirlooms collected by an earlier gener-
ation—crystal glassware, china, Currier &
Ives prints, and antique silverplate. My
father is trying to figure out what to do with
such things.

A kindhearted person, he would like to
give them away, perhaps to a young bride
furnishing her first home. It bothers him to
think that a newlywed couple is buying an
expensive new set of crystal glassware when
a perfectly good (although perhaps incom-
plete) set is sitting unused on a remote
kitchen shelf in his home.

But brides in the family are few, and none
lives nearby. No one is likely to make a
special trip to St. Louis to look at these
heirlooms, and the chance of any one bride
preferring this particular set of glassware or
china, rather than something modern, is not
great, anyway.

There may be people near his home who
would love the crystal, the Haviland china,
or the engraved samovar, but which people
are they? Lack of knowledge (on their part
and on his) means that good intentions are
not going to get these collectibles to the
people who really want them.

Readers of these pages know that there is
a way to move these items into the hands of
those who want them the most. People who
specialize in discovering valued antiques

Jane Shaw is a Senior Associate of PERC, a
research center in Bozeman, Montana.

can buy them and distribute them to places
where would-be brides (or perhaps their
mothers or grandmothers) are likely to shop.
These people may be called antique brokers
or secondhand dealers. (Working a little
differently, some are managers of house
sales.)

Through markets, these people accom-
plish what good intentions cannot.

But sometimes owners are reluctant to
enter the market. For example, my father
would really rather give these items away.
The only ‘‘payment’’ he wants is the knowl-
edge that the items are being enjoyed and
appreciated. If he sells them through the
impersonal market, he will never know who
receives them.

Furthermore, by entering the market, he
will have to face the fact that the market may
evaluate the items differently than he ex-
pects. Perhaps the crystal isn’t worth much,
after all. The set may be badly chipped, out
of fashion, too fragmentary, or perhaps not
very precious to begin with. Even though
my father does not want the heirlooms, and
doesn’t need the funds they might bring, he
has lived with them for many years. Having
decided to sell them, he might find it painful
to learn that the market doesn’t think much
of them.

Such considerations explain some of the
distaste we all have, at times, for market
transactions. But there may be a more
fundamental reason as well.

Markets like the antique market require
“‘middlemen.”” These are people who redis-
tribute goods over space and time. They
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have a vital role, but the value they add is
often invisible.

In his classic book Knowledge and Deci-
sions, Sowell illustrates this role.! During
the Second World War, markets sprang up
in prisoner-of-war camps even though ev-
eryone’s rations and Red Cross packages
were identical. Trade occurred because peo-
ple’s preferences for the items differed and
because the contents became more valuable
if they were saved until most packages had
run out. Some people—middlemen—saved
their rations and arranged trades, providing
services that others wanted. But they were
also resented.

Why? Sowell explains that the prisoners
accepted the ‘‘physical fallacy.’’ Physically,
the cigarettes and food packages were all the
same. Trade occurred because the values
increased when the items were moved
through space or time.

But since the physical qualities of the
items did not change, many people thought
the value hadn’t changed. Prisoners who
received what they thought was a pittance
for their cigarettes were resentful when the
middleman resold them for a higher price.
And the people who paid the higher price felt
cheated by the middleman who had obtained
them so cheaply. Indeed, the failure to
understand the role of the middleman helps
explain the resentment of people who fulfill
this distributive role throughout the world
and over centuries.

Fortunately, most of the time we accept
the services of middlemen without thinking
much about them. We recognize that a new
appliance delivered to our door is more
valuable than one we must pick up and bring
home ourselves, and we are willing to pay
the extra. Because the American economy
is so efficient, such charges are usually quite
small.

But every once in a while, when the role
of the middleman looms larger than usual,
the ‘‘physical fallacy”’ takes front stage. It

can happen when we try to dispose of
unwanted heirlooms, if we fail to understand
that a samovar gathering dust in the attic is
less valuable than the same samovar sitting
in the dining room of someone who loves
antiques.

It may also loom large when we want to
sell our home. Most of us go to a real estate
broker, a middleman who has expert knowl-
edge about prices and market conditions.
But if we think that this person is merely
‘‘showing’’ the house, something that we
can do ourselves, we may try to sell it
ourselves and bypass the broker. We avoid
a commission but we avoid the benefits of
specialized knowledge as well. Similarly,
we sometimes avoid literary agents, stock-
brokers, and other individuals whose chief
service is providing knowledge that brings
buyers and sellers together. Doing this, we
may be making a mistake.

So, for people reluctant to enter the mar-
ket, I conclude with some advice. First,
remember that free markets are composed
of willing buyers and sellers, and a seller can
reject any offer. Second, recognize that the
market can be a vehicle for generosity. The
proceeds from a sale can go to one’s favorite
charity.

As for the “‘physical fallacy,’’ the prob-
lem is an intellectual one: understanding
that distribution and related activities in-
crease value. We get rid of what we value
less than others will, and send it along the
market chain to someone who values it
more.

Moving heirlooms to someone who values
them is my father’s goal. If he is armed with
a willingness to turn down an unsatisfactory
offer and if he is ready to give the proceeds
to charity, he can accomplish his objective
through the market and feel good about the
process. O

1. Thomas Sowell, Knowledge and Decisions (New York:
Basic Books, Inc., 1980), pp. 67~72.
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Liberty and Entrepreneurship

by Brian Lee Crowley

’

Once upon a time, in ancient Greece,
sailors were transporting a cargo of
natron, a washing powder, somewhere in
the Mediterranean. They stopped to prepare
ameal on a fine white sandy beach. Lacking
stones on which to support their kettle, they
used lumps of natron to hold the kettle over
the fire. The heat from the fire fused the
natron and the sand, creating glass. For all
we know, similar accidents may well have
occurred elsewhere without anyone seeing
and appreciating what had happened. In this
case, however, the accident and an intel-
ligent observer worked together to bring a
highly valuable creation to humanity, in-
creasing, not by design but by happy cir-
cumstance, our power to achieve our pur-
poses. ’

The nameless sailor who saw the shiny
crust that had formed under the fire and
whose mind rushed on to the possibilities
implicit in this discovery was an entrepre-
neur. He had discovered, by accident, a
single bit of useful information, one of
nature’s slumbering secrets. By seizing it,

experimenting with it, and then exploiting it,
he unknowingly unleashed a series of pow-

erful transformations and innovations. It
became possible to have both warmth and

Dr. Crowley, a Salvatori Fellow at the Heritage
Foundation, is a former President of the Atlantic
Provinces Economic Council and has taught
politics, economics, and philosophy at Dalhousie
University. His latest book, The Road to Equity
(Impolitic Essays), was published in the spring
by Stoddart in Toronto.

natural light in buildings. Pots could be
glazed. The seeds of mason jars, petri
dishes, and the great stained glass master-
pieces of Chartres had been planted.

Multiply this ancient example across all
the many fields of human activity and we
gain a new perspective on the entrepre-
neur’s trade. Part of our human character is
an urge to chafe against and try to transcend
the limits on our freedom to realize our
dreams. We want constantly to expand the
areas in which we are not merely subject to
mute and uncontrollable forces, but in
which we control our actions and remake
the world nearer to our heart’s desire. When
we are successful, we expand the realm of
freedom, not only for ourselves, but to all to
whom we make our knowledge available.

In this natural history of freedom, the
entrepreneur’s role is often neglected or
overlooked because the contribution, while
central, is little understood. Just as the
ubiquity of the air we breathe masks its
indispensability to life, so too the workaday
character of the entrepreneur’s contribution
passes unremarked.

If it is true that human beings chafe
against their limitations, then one way of
defining the entrepreneur is as the person
who makes experiments in transcending our
limits, rather than merely contemplating
them, who strives to make the first candle
and thus to transcend the darkness. Entre-
preneurs are the drones of the knowledge
discovery process, the footsoldiers in our
never-ending battle to beat back the fron-
tiers of human ignorance.
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Knowledge and Power

Knowledge is power. When we master
nature’s secrets, we can put her forces in
our service rather than be subject to them.
We can build skyscrapers, travel to the
moon, or send information around the globe
in the space of a heartbeat. And the more
we know, the better we are able to outwit
governments and other powerful human
agencies that want us to live according to
their priorities rather than our own. This
crucial information-gathering and dissemi-
nation function is one of the great contribu-
tions of the entrepreneur’s work.

I am frequently struck, however, in the
academic literature about the entrepreneur,
by the degree to which his role is over-
rationalized, how he is reduced to a logical
type or to some supposedly exhaustive in-
ventory of his knowledge and techniques.
The entrepreneur defies such easy classifi-
cations precisely because his role is played
out at the confluence of the two great bodies
of human ignorance—ignorance about the
world we inhabit and ignorance about our-
selves.

We as a culture pride ourselves on an
impressive body of knowledge about all
these things, and so such emphasis on our
ignorance does not sit well with many of us.
Yet this may just be precisely the overween-
ing arrogance of the ignorant at work. While
we pride ourselves on our knowledge of the
physical world, for example, in fact much of
it is brought to us by entrepreneurs who
happened by chance to witness some acci-
dent and understood at least part of the
practical significance of what they saw.
Here the unpretentious and deeply untheo-
retical role of the entrepreneur shines
through most clearly.

The Greek sailor who discovered glass is
merely the earliest recorded example that I
know of this principle at work. Many other
discoveries that were the fruit of fortuity
have changed the course of human life for
the better. The telescope, aniline dyes, pho-
tography, x-rays, the discovery of the rela-
tionship between electricity and magnetism,
the curing of rubber, the telephone, the

phonograph, welding, steelmaking, and
penicillin are only a few choice examples.
We knew nothing about the potential of the
physical world to supply us with such won-
ders until someone stumbled upon them and
really saw what they meant. We could not
have sought them directly without knowing
what they were, and had we known what
they were, we would already have discov-
ered them!

Markets and Incentives

Because we know and understand our
world so poorly, we can never have a
comprehensive overview of the resources at
our disposal. We simply don’t know the
potential of the world and the people who
surround us. In these circumstances, mar-
kets and a regime of private property have
the curious and unintended effect of multi-
plying the knowledge available to us. Mar-
kets do this by creating an incentive to seek
out the opportunities that our unique knowl-
edge of time and place reveals to us, making
potential ‘‘knowledge entrepreneurs’’ of
us all.

Consider a man I know who makes Scot-
tish highland paraphernalia, things like spor-
rans, daggers, and bagpipe fittings. One day
he was reading the newspaper and his eye
happened to fall on a call for tenders from an
aircraft manufacturer looking for subcon-
tractors to make aircraft parts. He ran his
eye idly over the advertisement. Suddenly,
he realized that with the equipment he had
for making highland paraphernalia, he had
the capacity to make the aircraft parts that
were described there. In that brief moment,
this entrepreneur’s understanding of himself
and his capabilities was transformed; he
now saw himself not only as a maker of
daggers and sporrans, but as an aircraft
manufacturing subcontractor. He now em-
ploys a number of people in the aircraft parts
business, as well as carrying on his tradi-
tional activities.

A second example comes from a town
near where I live. This town, originally
founded on coal mining, had been in decline
for decades following the closure of the
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mines. One snowy winter’s day, a man was
out walking his dog in the town and noticed
a patch of ground where the snow had
melted and steam was rising. His curiosity
was piqued and on investigation he discov-
ered that the mine shafts underneath the
town had filled with water that was being
heated geothermally. A chance surface leak,
together with a man who was not content
merely to see, but able to observe, trans-
formed this town. An entire industrial park
has been built on the exploitation of this
cheap, plentiful, but strictly local and acci-
dental source of energy.

Both of these examples illustrate just how
limited is our knowledge of the physical
world. More important than this kind of
ignorance, however, is our ignorance about
that most basic force of the economy: hu-
man wants, needs, and desires.

If the economy is, as it should be, about
satisfying these wants and needs, the pri-
mary question must be: How do we know
what these wants and needs are?

What people want depends on what they
know-—about themselves, their resources,
and the real choices open to them. To
discover what people really want, we must
be constantly striving to offer them ever-
changing choices, letting them know that
these choices exist. Since by its very nature
this information can never be complete, we
are embarked, in a free economy, on a
permanent quest for knowledge. This quest
is for knowledge about our fellow humans:
about their expectations, their wishes, their
desires, and their thoughts. These deter-
mine their economic actions, and therefore
the value of goods, services, and money.

Joseph Schumpeter wrote about the ‘‘cre-
ative destruction’ inherent in capitalism,
the ceaseless questing change that seethes
within a market system. That change is
driven by the twin forces of the constantly
changing nature of human needs and the
constant discovery of new knowledge that is
one of the chief roles of the entrepreneur.
The destructiveness of this process of
change, can, of course, be deeply disquiet-
ing, so that the transformative work of the
entrepreneur is often resisted by political

authorities in the name of the preservation
of a comfortable status quo.

Yet change which at first looks destruc-
tive often brings great and quite unexpected
benefits later. No one, not even the entre-
preneurs who spark these changes, can
foresee all the consequences of what they
have unleashed.

Consider in this regard something as sim-
ple as the invention of the motorcar. No one
foresaw the myriad social transformations
that would be wrought by this invention as
people began to see and exploit its potential.
Certainly its inventors were no better at
crystal-ball gazing than anyone else; they
believed that the total number of cars in
the world would be forever limited by one
insurmountable obstacle: the number of
members of the working class intelligent
enough to be trained as chauffeurs.

Yet the car was nearly to destroy, for
example, the horse industry. Almost 20
million horses lived and worked in North
America at the turn of the century, creating
work for blacksmiths, livery boys, and mak-
ers of nails, harnesses, and saddies. Hay and
oats were major cash crops. Of all this,
almost nothing remains today. Local insti-
tutions like the rural school and church fell
victim to the school bus and the Sunday
drive. City centers shrank, suburbs blos-
somed, hemlines, drive-ins, and highways
went up—barns, travel time, and (arguably)
sexual mores came down. Millions of indi-
vidual ideas, adjustments, desires, and in-
novations all conspired to work a transfor-
mation on the face of society which even the
most prescient could not have envisioned.
Indeed, many lawmakers early in the cen-
tury resisted the automobile’s rise, fearing
the economic and social transformations
they dimly sensed would come in its train.

Now we may find Zimbabwean chrome
and Malaysian tin, French tires and Dutch
chemicals, Taiwanese steel and German
robots running on American software being
used by Canadian workers under Japanese
management to make cars for export to the
Far East. Most of the jobs performed in the
manufacture of a car didn’t even exist at the
turn of the century, and now the industry,
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directly or indirectly, employs millions of
people in literally every corner of the globe.

A similar transformation occurred as
thousands of feudal peasants moved from
the countryside to the city during the Indus-
trial Revolution. If authorities had had the
power to stop such social transformations,
to prevent entrepreneurial experimentation,
some immediate suffering might have been
prevented and some established interests
protected. But we would still be working the
land, and few of us would have horses, let
alone automobiles.

The Entrepreneur as
Subversive

And so the vital link between entrepre-
neurship and liberty begins to emerge. In
this connection, my earlier definition of the
entrepreneur—* ‘the person who makes ex-
periments to try to transcend our limita-
tions’’—suddenly assumes a decidedly sub-
versive hue, especially in the context of
authoritarian or totalitarian political orders.

After all, the obstacles to achieving our
goals can be intentionally man-made, and
such restrictions will be just as tempting to
defeat as natural ones, thus expanding again
our potential for free growth. When Chinese
students in America wanted to pierce the
censorship at home about what was happen-
ing at Tiananmen Square, one method they
chose was to program a computer system-
atically to dial telephone numbers in China,
enabling them to locate fax machines
throughout the land to which information
was dispatched. China had permitted fax
machines as part of its drive for economic
growth, not realizing the subversive poten-
tial of the network they had created. But to
the eyes of the entrepreneur seeking to
transcend his limitations, it was an engraved
invitation to fill an unforeseen need.

As the cascading effect of the entrepre-
neurial impulse sends powerful ideas sweep-
ing across societies, these ideas are in-
crementally altered, redirected, refined,

improved, and expanded. Dirigiste or au-
thoritarian governments—governments
that want to dictate outcomes and shape
their society rather than facilitate exchanges
of goods, services, and information which
will be put to unknown and unknowable
purposes—will suffer one of two fates. They
may suppress changes driven by entrepre-
neurs, in which case their society will stag-
nate as they are unable to integrate and use
vast quantities of knowledge. Only knowl-
edge known to and approved of by rulers is
permitted to be used in such societies, and
that body of knowledge is always infinitely
more limited than the knowledge possessed
by the population as a whole. The pressure
for change in such societies will become
unbearable as they fall inexorably behind
their more entrepreneurial and experimental
competitors. Alternatively such regimes
may recognize the need for entrepreneurs to
promote growth, but will find their own
power as rulers incrementally undermined
and transferred to those empowered by
the innovations. Of course, these two hy-
pothetical examples describe roughly what
happened in the former Soviet Union and
the People’s Republic of China, respec-
tively.

The only regime which cohabits easily
with a society in which entrepreneurship is
allowed to work its magic of social, cultural,
and economic transformation is a regime of
limited government. Such a government
accepts its own citizens’ ability and right to
make responsible choices about their own
lives and how to live them. And, of course,
it is necessarily optimistic that the bad
side-effects of the entrepreneur’s free ex-
perimentation and innovation will them-
selves give rise to corrective experiments
and innovations. A society which is conge-
nial to the twin impulses of entrepreneurial
creativity and freedom realizes that both
emerge from incremental experimentation,
a constant seeking of improvement, and not
from the imposition of a grand design from
above. O
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Beyond Equality of the Sexes

by Jennifer Roback

Many readers of this journal are well
aware of the many flaws in the statis-
tical evidence purporting to prove the exis-
tence of substantial discrimination against
women. Typically, these limitations of dis-
crimination statistics are pointed out by
people such as myself who oppose further
government intervention to reduce the earn-
ings gap. But I have repeatedly observed
that these arguments are not persuasive to
my opponents. In fact, those who disagree
with me are often infuriated by the argu-
ments, even while acknowledging their the-
oretical correctness.

Rather than repeat the statistical debates,
I propose to open some slightly different
areas for discussion. The emotional inten-
sity of the discussion of the earnings gap
between men and women is typically far out
of proportion to the magnitude of the prob-
lem as measured by the data. What might
account for this intensity of feeling? If the
problem is really about earnings, or even
relative earnings, why do high status
women, with high educational attainment
and earnings, seem to be the most dis-
tressed, not to say embittered, about it?
Many women are far from satisfied, despite
the gains in women’s economic status.
Some argue that this dissatisfaction arises
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because the goal of equality has not been
completely achieved. 1 shall argue that the
problem lies in the goal of equality itself, and
in the means chosen to attain it.

My claim is that equalizing earnings is a
flawed social goal. I do not conclude from
this, however, that women ought to retire
passively from public life and return docilely
to the kitchen. I believe that improving the
well-being of women is an important and
worthy social objective that requires their
full participation in every aspect of Ameri-
can life. What I dispute is that the equaliza-
tion of earnings, or of any other particular
indicator, is an accurate index of women’s
well-being. In short, making women equal
to men in any particular is not equivalent to
making women better off.

Why We Are Not
Persuaded by Statistics

I have a working hypothesis about why
my opponents in the debates are unsympa-
thetic with arguments over the statistics.
They feel that I am telling them that there is
no discrimination, when they know per-
fectly well that they have experienced it
themselves. We are not having an argument
about the statistics at all: we are having an
argument about the significance of our ex-
perience.

Frequently, the discussion begins to shift
away from the ‘‘official’’ evidence at this
point. People begin to make claims about
relative bargaining power in the employ-
ment context, or about relative ability to

679
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judge and protect one’s own interests, or
about the presence of hidden costs assessed
on overly assertive women. These claims
are inherently more difficult to quantify with
any accuracy, even though most people
have observed the phenomena under dis-
cussion in their own lives. All too often, the
conversation breaks down at this point, both
because of our lack of professional exper-
tise and because of the intensity of feeling
that inevitably surrounds one’s personal
experience.

I have come to believe that the critical
point in the conversation is when we begin,
finally, to discuss the aspects of the problem
that we know from ordinary personal expe-
rience. These are the things we actually
care about. It is unfortunate that we some-
times disqualify ourselves from speaking
about the very things we feel most strongly
about. Our lack of formal training in these
matters does not invalidate the reality of our
experience and our feelings about that ex-
perience.

We who are trained in the social science
tradition rely heavily on statistical evidence
because we believe it conveniently summa-
rizes information about a wide variety of
cases. It seems safer to generalize from
information drawn from a large sample than
from cases that a single individual could
personally observe. We even have a pejo-
rative name for personal evidence: we call it
‘‘anecdotal evidence.”’

But surely one can imagine situations in
which the statistical average is of much less
interest than the evidence drawn from per-
sonal experience. Suppose a parent faces
the question of whether to give her child an
over-the-counter medication, with a minus-
cule probability of harm to the child. Sup-
pose further that this child’s full-blooded
sibling has had an adverse reaction to this
medication. Surely, it is not irrational for the
mother to refuse to give this medication to
her second child. The fact that her first
child’s bad reaction was statistically un-
likely is of no comfort to her. She is certainly
" not irrational to place an extremely heavy
weight on the one observation closest to her.

Consider another person who has used an

unconventional therapy to gain relief from
a painful and potentially deadly illness.
Perhaps all the studies show that this par-
ticular therapy is not successful in a statis-
tical sense. Surely this individual is not
irrational to give greater weight to his own
success than to the experience of strangers
summarized in a study. This fortunate indi-
vidual will be completely committed to the
unconventional method of treatment. He is
unlikely to be persuaded to abandon his
therapy on the basis of statistical generali-
zations, no matter how sound.

I believe that the discussion of discrimi-
nation and segregation is more similar to
these examples than we might suppose.
People are often discussing their experi-
ences more than the generalizations. And 1
believe that is proper. A person who has
been subjected to a painful and humiliating
experience ought not to disregard it.
Whether the experience is one of discrimi-
nation by an employer or abuse by a gov-
ernment agency, surely it ought to figure
prominently in one’s subsequent behavior
and thinking.

Some of the passion surrounding the in-
terpretation of the “‘official’’ evidence arises
because those who feel victimized are infu-
riated by the claim that their experience is
statistically unlikely. They feel that their
experience is being discounted, and that in
some way they and their experience do not
matter. Most people do not react very well
to being told that they do not matter.

An unsympathetic reader might think that
the use of ‘‘soft’’ evidence is confined solely
to matters that involve women, but I have
observed this phenomenon in totally unre-
lated matters. For instance, the reaction to
public choice theory often bears some rela-
tionship to the person’s background.

I have noticed that many of my public
choice colleagues come from rather modest
backgrounds. As I look up and down the
corridor at George Mason, and as I recollect
the participants at Public Choice Society
meetings, I observe a large percentage of
people from working class or agricultural
backgrounds. It seems that such people are
quite comfortable with the notion that
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elected officials and public administrators
are motivated by personal gain. Most of my
public choice colleagues do not realistically
imagine themselves grasping the levers of
power. Stripping the illusion of the ‘‘disin-
terested public servant’ is relatively easy
for people like myself and my colleagues.
We do not have to give up any cherished
image of ourselves or people close to us. We
do not become squeamish about the exer-
cise of power that we never were going to
have in the first place.

Not so my former colleagues and students
at Yale. Many members of the Yale com-
munity have realistic aspirations for or ac-
tual experience of wielding political power.
The ‘‘disinterested public servant’ may be
a beloved relative of theirs who devoted a
lifetime to doing what he thought best. It
becomes easier to justify governmental
power for those who can reasonably foresee
people like themselves exercising the dis-
cretion necessarily involved in public life.
It is more costly for people in relatively
privileged positions to fully embrace the
public choice paradigm and all its implica-
tions.

I will not speculate about the ‘‘real”
evidence that might be motivating those
who disagree with me about appropriate
policy for dealing with the earnings gap. But
I will try to provide some clarity from my
own corner of this debate. I will try to reflect
on the “‘real’’ reasons why I am reluctant to
endorse government intervention to im-
prove the status of women.

In some respects, my experience is sim-
ilar to that of my opponents. I have expe-
rienced discrimination. I have experienced
sexual harassment. Despite my skepticism
about the statistical evidence of discrimina-
tion, I am not so wanting in candor as to
claim that it does not exist.

But these experiences have not devas-
tated me, nor have they been especially
formative in my thinking or behavior. In-
deed, I have been upset the most not by
anything that has happened to me but by
incidents my students have reported to me.
I find it much worse to hear from my
students that they have been discriminated

against in job interviews or sexually ha-
rassed. I feel protective of my students and
responsible for them. But I am powerless to
protect them once they are out of my care.
The devastation of feeling powerless is a
theme to which I shall return.

It would take me a long time to explain
why I am unwilling to empower the govern-
ment to correct social ills, even very serious
and painful ones like discrimination. But I
can say why I think the pursuit of equality
cannot work. My reasons are real, not
statistical or theoretical.

Why Equality Cannot Work

Consider what the realization of equality
implies. I can either try to be more like the
other person, or I can try to get the other
person to be more like me. In my experi-
ence, trying to be more like the men 1
observe focuses my attention outside myself
and leads me to judge myself with reference
to external rather than internal cues. I turn
the volume way down on my own signals of
what I like and dislike, what is important to
me, what gives me satisfaction, what makes
me proud.

It would be foolish to assert that one can
or should make these judgments entirely
independently of input from other people.
But my experience has been that too much
input from others leads me far afield from
myself. I cannot increase my happiness by
judging myself with reference to others
because as I look outside myself, I forget
myself. In the pursuit of equality, I forget
what makes me happy. Ultimately, I be-
come angry and start looking around for
someone to blame. But in truth, my discom-
fort comes not from others but from my
inattention to my own needs, wants, and
values.

This is the real reason 1 am persuaded that
increasing equality is not the same as in-
creasing anybody’s well-being. It is not a
theoretical argument for me; it is my actual
experience. The most miserable times in my
life have been when I was most anxiously
mimicking people (men and women alike) I
regarded as successful. I have not success-
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fully maximized my own utility by trying to
be equal to anyone. My utility is maximized
by learning from others while still attending
to my own values.

Nowhere does this conflict between
equality and utility become more dramatic
than in the balancing of children and work.
Shall we women try to be as much like men
as possible? Shall we arrange our affairs so
- that the arrival of our children has a minimal
impact on our working lives? Or shall we
relish the fact that a once-in-a-lifetime, nev-
er-to-be-repeated person has come into our
world?

Here is the contribution of the late
Jonathan R. T. Hughes to my life. I told him
about the arrival of my two-year-old
adopted son and the impending arrival of
my daughter, who was born six months
later. Jonathan said to me: ‘“When you get
to be my age, you realize that being a parent
was the one thing in life that was really
worth doing.”” As he was dying of cancer
when he said that to me, I place great weight
on his testimony. I recall his words on a
daily basis as I make my decisions about
time at home and time at work.

The alternative approach to equality
would be to try to get the other person to
behave as I do. This approach almost inev-
itably leads to power struggles. I want my
husband to do his fair share of the household
chores. I want my colleagues to do their fair
share of departmental grunt work. It sounds
soreasonable when expressed that way. But
actually it is not reasonable at all; it is so
unreasonable that it is crazy-making. For
when I want my husband to do *‘his half”’ of
household chores, what I really mean is that
I'want him to do half of everything important
to me. But he has his own priorities. He
values some things that I do not, and he does
not value everything I do. Among the things
we both value, he assigns different relative
importance to each item.

Now the reality is that I am no more
important or valuable than anyone else in
this world, including my husband. It is not
my business to tell him what he ought to
value, and how much. And he, in turn, is no
more valuable or important than I am. He

has no intrinsic right to control my agenda.
So what to do?

This seems like a problem only because
the objective was chosen originally to be
“‘equality.”’ Clearly there is no one right or
correct way to adjudicate between two peo-
ple’s conflicting values in matters of this
kind. We cannot possibly be ‘‘equal’’ be-
cause there is no underlying metric that
would allow us to compare ourselves in any
meaningful way. I am continually aston-
ished by the amount of ill-will and chaos that
I can create by trying to force other people
to be the way I want them to be.

My way out of the problem is to ignore
equality and get on with my real business.
My values are mine to choose and mine to
pursue. If I am doing too much for others, 1
am the one who needs to say no to them and
yes to myself. Other people in my life can be
helpful to me, but it is not their duty to be so.
The most effective appeal for help is a simple
direct request, not an appeal to equality. A
statement like, ‘“Would you be willing to do
this for me, it is important to me,’’ has some
chance of being heard with sympathy. As a
side benefit, I can offer some genuine coop-
eration and even generosity when I stop
keeping score on my partner.

On the other hand, I am more likely to
encounter resistance and outright hostility
with a statement like, ‘“You owe it to me to
do this for me, because I did that for you
yesterday, and last week, and the week
before that.’’ I have a way of magnifying my
own contributions and minimizing the other
person’s, because I am not really engaged in
an accounting project. In fact, I am trying to
persuade someone to do something of value
to me. People are most uncooperative when
I am minimizing their efforts.

Thus, the appeal to equality is not a
successful persuasive strategy. Nor does it
enhance the pleasure of my interpersonal
relationships. On the contrary, trying to be
more equal by trying to get the other person
to be more like me creates power struggles
with all the conflict and unpleasantness they
inevitably entail. I can honestly say that
the pursuit of ‘‘equality’’ per se has not
increased my utility or happiness. Indeed,
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that pursuit has never even allowed me a
moment’s peace.

This is a clue to the passions surrounding
discussions of the earnings gap between
the sexes. The objective of equality has
frustration built into it, because it is un-
achievable. It is also a clue to why so many
professional women, who have attained
high educations, incomes, and status, seem
to be the most embittered about the earnings
gap. I observe far less anger about women’s
status among my friends who are full-time
mothers or who work part-time or in tradi-
tionally female jobs. These women’s lives
are not without problems. They too have
complaints and concerns. But their con-
cerns are different from those that dominate
academic discussions of the earnings gap.
These friends of mine have interpreted the
women’s movement as offering them a va-
riety of opportunities from which to choose,
not as requiring them to achieve parity or
sameness with men.

On the other hand, those of us who have
chosen to pursue high-powered careers in
male-dominated professions have taken the
goal of equality the most seriously. We have
modeled our careers on male career paths,
our behavior on male behavior. We have
attained the rewards of these lives, but also
some of the problems.

In particular, we are the ones who ac-
tively engage in the interpersonal compari-
sons and competitiveness that the equality
paradigm invites. But we are often confused
about the difference between well-being and
income. In trying to be equal in the myriad
of behaviors necessary for equalizing in-
comes, we distort our choices and betray
our own values. We actually make ourselves
worse off in the scramble to become equal
to men.

If, on the other hand, we pursue the
strategy of trying to get the men in our
immediate environment to be more like us,
we enter into a power struggle with them.
We embark upon a path that can only lead
to frustration. For the pursuit of power,
once begun, is insatiable. No amount of
control will ever be enough. And as we enter
into the power struggle with the people who

are supposed to be the closest and most
important to us, we encounter a very basic
human difficulty.

We are in fact powerless over the most
important things in our lives. Birth, death,
health, ability—we control none of them in
any ultimate sense. We can control some of
their determinants, but we cannot control
the final result. We resist admitting this,
because we hate that feeling of powerless-
ness. Yet powerlessness is the most basic
fact about our interpersonal relationships
as well.

We cannot control what other people do,
think, or feel. Other persons are autono-
mous acting individuals with goals and val-
ues of their own. We can influence others,
sometimes decisively. We can choose to
surround ourselves with people whose val-
ues are most in harmony with our own. But
we cannot control the final outcome. Be-
cause we need other people in our lives, we
necessarily experience a great deal of pow-
erlessness. And we hate that.

When we try to achieve equality by trying
to control others, we are refusing to face the
basic reality of the limits of our own effec-
tiveness. Powerlessness is not uniquely a
women’s issue. It is a human issue. In many
respects, traditional sex roles make it more
difficult for men to embrace their own lim-
itations than for women. Men were sup-
posed to be powerful, invincible, and in
control. They were not supposed to admit
to their weakness, vulnerability, or needi-
ness. By trying to imitate men in the pursuit
of power, we women have actually signed
up for one of the most fruitless endeavors
imaginable.

Some might object that I have given up on
equality too easily. Surely, equality is valu-
able and even necessary. Of course, in some
dimensions, we need equality very much.
But trying to achieve equality in inappro-
priate arenas is actually destructive.

For instance, I frequently spend more
time with my four-year-old son than with my
one-year-old daughter. I agonize over this,
as I suppose most parents would. Is it
because he is older, or because he is
adopted, or because (heaven forbid) he is a
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boy? The fact is that his needs are complex
and many, while hers are simple and few. It
would be foolish for me to take her to speech
therapy twice a week because he needs it
and she should be treated equally. I am
equally committed to meeting their needs,
whatever they might be, whenever they
might arise. But that is not the same as
equalizing any particular contribution to
them. Both children would be worse off, that
is, both would have their needs met less
well, if I tried to equalize in that way.

Likewise, we can be committed to the
principle that men and women are equally
valuable without insisting that they receive
identical incomes. (What madness to sup-
pose that a person’s income measures her
value!) We can be committed to the princi-
ple that men and women alike should be free
to choose their occupations, the extent of
their family commitments, and the level of
their working effort, without insisting that
all make the same choices.

Conclusion

These then, are the real reasons why 1
believe that the pursuit of sexual equality of
incomes is a flawed social goal. I have tried
to apply the principles that would lead to
equal incomes to my own life, and have
consistently found the result to be disap-
pointing. I have no reason to believe that the
application of these principles on a more
general scale, through political processes,
would be any more satisfactory. Noting the
wide variety of behaviors that would have to
be equalized in order to equalize incomes,
noting the scope of the intervention required
to completely eliminate employer differen-

tiation between men and women, the project
seems impossible from the outset.

Moreover, government policies required
to equalize incomes would certainly not be
agreed to by everyone. When I distort my
own values in the name of equality, at least
I am the one choosing the alternative values.
The values chosen by government policy
makers reflect the values of a politically
dominant coalition. Certainly some, per-
haps most, people will find their relative
values distorted by the imposition of polit-
ically determined taxes and subsidies on
various activities. If I try privately to model
my behavior after men, I can at least arrest
the process if I find it wanting. The distor-
tions created by government policy would
necessarily be more difficult to correct. 1
have found trying to equalize incomes by
equalizing behavior to be self-defeating at
the personal level. Extrapolating the project
from the personal to the societal can only
increase the odds of failure.

And what of the power struggle? Can I
convince myself that using governmental
power to achieve income parity between
men and women will avoid the ugliness that
I have consistently observed when people
try to control each other? Do I believe that
hiding behind the political process makes
the effort to control another person any less
distasteful to them, or any more ennobling
of myself? Am I persuaded that powerlust
for the sake of equality can be satisfied any
more than powerlust for any other objective?

Iam not so persuaded. I do not so believe.
I am not so convinced. And these are the
real reasons that I oppose further govern-
ment intervention to equalize the incomes of
men and women. O
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Libertarianism as
Communitarianism

by Daniel B. Klein

The Age of Irreverence

In former decades there was a certain
decorum about fundamental values. Even
if you did not share the other fellow’s
sentiments about religion, politics, or family
living, you knew to let your differences lie:
‘“‘Never talk sex, religion, or politics in
mixed company.”’

But in recent years manners have been
changing rapidly. Not only are the old val-
ues losing their hold, but values of any kind
are deemed fair game for the knife and the
mallet. Intellectuals apply their classroom
dissection to hallowed notions—from the-
ology to constitutional law. P. J. O’Rourke
argues the whoredom of Congress, radio-
man and sometime gubernatorial candidate
Howard Stern lampoons politics, television
fathers Homer Simpson and Al Bundy make
a farce of the loving family, rap singer Ice T
smashes conventional thinking about law
enforcement, and Hollywood ridicules or-
ganized religion. Sensuality and violence,
those great solvents of sentimentality, per-
meate popular culture. Ours is the Age of
Irreverence.

It is therefore no surprise that so many
alarmed voices now fret about the break-
down of cultural value. One sure marker of

Dr. Klein is Assistant Professor of Economics at
the University of California, Irvine.

this trend is the rise of an intellectual move-
ment known as communitarianism. Led by
George Washington University sociologist
Amitai Etzioni, the communitarians have
gained prominence by means of projects
like the quarterly journal The Responsive
Community and the immensely popular
Society for the Advancement of Socio-
Economics.

The Communitarians

Although the rapid rise of communitari-
anism is apparent, the same cannot be said
of its fundamental message. Its major, if
somewhat insipid, chord is that cultural
values are crucial to the proper functioning
of society, and that these values are born
and bred in healthy community living. A
favorite method among communitarians for
adumbrating this message is to chide ‘‘main-
stream’’ economics for viewing individuals
as atomistic agents with preferences that are
mysteriously ‘‘given.”’

As for politics, the communitarians are
rather squishy. Given their intellectual base
in sociology and their emphasis on commu-
nity norms, it isn’t surprising that few com-
munitarians regard capitalism as the un-
known ideal. Laissez-faire capitalism is
sometimes fingered as a source of our prob-
lems. Indeed, government is often held up as
the agent of social betterment. Etzioni’s The

685



686 THE FREEMAN e DECEMBER 1994

Spirit of Community: Rights, Responsibili-
ties and the Communitarian Agenda (1993)
is replete with specific suggestions for gov-
ernment action and regulation.

But don’t write off the communitarians as
abunch of closet statists. On the question of
the state, Etzioni, like communitarians in
general, runs hot and cold. In a recent issue
of The Public Interest, he writes:

[A] strong case can be made that it is
precisely the bonding together of commu-
nity members that enables us to remain
independent of the state. The anchoring
of individuals in viable families, webs of
friendships, communities of faith, and
neighborhoods—in short, in communi-
ties——best sustains their ability to resist
the pressures of the state. The absence of
these social foundations opens isolated
individuals to totalitarian pressures.

Indeed, Etzioni recognizes the potential
compatibility of libertarianism and commu-
nitarianism: ‘‘One can be as opposed to
state intervention and regulation as a die-
hard libertarian and still see a great deal of
merit in people encouraging one another to
do what is right.”’

Another communitarian, Thomas Spra-
gens, wrote a two-part article, ‘“The Limits
of Libertarianism,”” in The Responsive
Community. He says that libertarians dog-
matically invoke ‘‘inalienable rights,”’ often
lose sight of how liberty interacts with other
human values, evade tough cases like secu-
rity and national defense, and “‘fail to con-
ceive the crucial social purpose to be cre-
ating and protecting personal autonomy,
rather than. . . treating market outcomes as
morally sacrosanct.”’ In all this I applaud
Spragens.

But Spragens sees libertarianism in false
caricature. He sees libertarian policies as
indifferent or even inimical to his cherished
goals of personal autonomy and the sense
of community. Libertarianism grants ‘‘its
greatest privilege . .. to mere appetite,”’
‘‘the bonfire of the vanities,’” and the ‘‘loos-
ening of social constraints on sexual con-
duct.”” It reduces social relations to ‘‘the
cash nexus,”’ ‘‘using each other as stepping

stones,”” and fosters the ethic of ‘‘those with
the most toys wins.”’ It promotes ‘‘robber
barons, company towns, [and] corporate
domination’’—Lions and tigers and bears,
oh my!

Whereas Etzioni sees a potential compat-
ibility between libertarianism and commu-
nitarianism, Spragens seems to find a nec-
essary incompatibility. I am much more
inclined to agree with Etzioni. Nay, I go
further: The policy agenda of the libertari-
ans is necessary for achieving the social
goals of the communitarians.

Understanding the
Communitarian Cycle

The communitarians long for members of
society to be raised in stable, functioning
communities with constructive goals and
civil ways. Individuals raised in such com-
munities would then internalize the values,
habits of mind, and ways of interacting. This
process gives the individual a moral foun-
dation from which to find his own path in
the world. It gives him an enduring sense of
purpose, and, in consequence, self-worth.
From there he can go on to meet the world
in his own way and, like a salmon returning
to its spawning waters, contribute to society
his own developments and refinements in
community ways. The ideal communitarian
cycle is for the individual to be reared in
healthy communities, to internalize coher-
ent and constructive values, to achieve a
responsible personal autonomy, to meet the
outer world, and to contribute to the devel-
opment of current communities that influ-
ence others anew.

The process is sensible, but the central
question is: How is it achieved? Here the
communitarians would do well to learn more
free-market economics. I don’t mean the
arid exercises of graduate-school econom-
ics. Rather, I mean Adam Smith and his true
intellectual progeny. The communitarians
should give more consideration to the In-
visible Hand, that is, to the beneficial de-
centralized processes whereby individuals
and families choose voluntarily for them-
selves.
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Liberty and Community

In making a success of the communitarian
cycle, it is crucial that our community val-
ues and practices be meaningful. The com-
munity activities must reach inside our soul
and move us in some manner. We must want
to be part of the community, and learn
gratitude for what it gives to us. To achieve
this our communities must exercise our
powers and speak to our soul.

But each of us—even as a youngster—
has a different set of powers and a different
soul. Lumping people together arbitrarily is
not going to make for a meaningful commu-
nity. The meaning must come from the
proper mixing of aspirations, attitudes, and
talents. The surest way to make this happen
is to let people sort themselves into com-
munity activities.

Suppose that in a neighborhood there are
16 youngsters who love to make music. But
their interests differ. Four are hot on jazz,
four love rock and roll, four love Bach, and
four love marching music. If we leave them
free to follow their bliss they will sort
themselves into four separate quartets in
which each individual finds community ex-
perience highly meaningful and rewarding.

If instead we somehow corralled all 16
into one ensemble, none would find the
same spiritual and social edification. Sup-
pose it were decided that the program of the
large ensemble would be just jazz. Then
twelve of the members would be stuck
playing a style that didn’t suit their souls,
and even the four who love jazz would suffer
because their community would be spiritu-
ally diluted by the lackluster participation of
the others.

Besides the happy coincidence of interest
that is achieved when communities are
formed by voluntary participation, the vol-
untary process itself also has a definite
value. Besides neatly collating individuals
into groups, the voluntary process imbues
the groups with a sense of ours-ness. This is
our project. We decided to come together to
form this group. The bottom-up sense of
enterprise gives a personal meaning and
dignity to the participants, a meaning that

top-down approaches to group formation
invariably fail to give.

Although libertarians are not known for
their ‘‘touchy-feeliness,’”’ we can find com-
munitarian themes in both the classical lib-
erals and modern-day intellectuals who fa-
vor voluntarism.

The State Against Community

Alexis de Tocqueville made a searching
study of how early Americans vigorously
participated in all sorts of voluntary associ-
ations. Voluntary initiative saw to nearly
every form of ‘‘public’’ service—schools,
libraries, highways, bridges, fire fighting,
crime prevention, hospitals, and so on.
““Local freedom,”’ Tocqueville says, ‘‘leads
a great number of citizens to value the
affection of their neighbors and of their
kindred, [and] perpetually brings men to-
gether and forces them to help one anoth-
er.”” As for the state, ‘‘the more it stands in
the place of associations, the more will
individuals, losing the notion of combining
together, require its assistance.”’

Community depends on involvement in
institutions that bring lives together. What
better device to promote that goal than
school choice? Parents would choose the
school that fits their interests and values,
and schools would attend to those needs;
they would evolve from the community for
the community, rather than be imposed from
without. In Public and Private High Schools:
The Impact of Communities (1987), sociolo-
gists James Coleman and Thomas Hoffer
credit the role of community and ‘‘social
capital”’ for the exceptional performance of
the private Catholic schools. Political scien-
tists John Chubb and Terry Moe, in Politics,
Markets and America’s Schools (1990), give
a hard-hitting account of the failure of gov-
ernment schools to create an esprit des
corps and a personally edifying community
experience. Inner-city neighborhoods are
most eager for—and most in need of—
school choice, to enhance learning as well as
a sense of community.

Another area where the mighty state
might usefully withdraw is poor relief and
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social insurance. Historian David Beito has
written about America’s fraternal societies.
During the 1920s their members reportedly
amounted to 30 percent of the adult male
population, and they were strong among
blacks and immigrants. Mutual aid was
based on voluntary participation, reciproc-
ity, deservingness, and gratitude. What bet-
ter way, in Spragens’ words ‘‘to express
compassion for fellow citizens?’’ The rise of
the welfare state was one of the reasons for

. the system’s decline. Charles Murray has
discussed how many welfare-state programs
undermine meaningful community values
and practices.

One potentially rich setting for the devel-
opment of community activities is the work-
place, which enjoys logistic advantages and
a hardy stock of social capital. It would
make a lot of sense to have schools, social
clubs, recreation, charity, and prayer sprout
up around the workplace. But such sponta-
neous associations are blocked by numer-
ous regulations of the firm and its employ-
ees. Laws that block the fluid adaptation of
voluntary activity from commercial to non-
commercial action include anti-discrimina-
tion laws, workers’ compensation laws,
zoning laws, safety regulations, licensing
restrictions, union restrictions, Social Se-
curity taxes, child labor laws, minimum
wage laws, and the corporate tax code. The
libertarian favors repeal of all of these ob-
stacles to voluntary association.

Personal Autonomy as a
Reason for Liberty

The value of personal autonomy, which
Spragens accuses the libertarians of neglect-
ing, was the centerpiece of the libertarian
manifesto written by Wilhelm von Hum-
boldt in 1791, The Limits of State Action.
‘““‘Whatever does not spring from a man’s
free choice . . . does not enter into his being,
but still remains alien to his true nature.”
In On Liberty—a rather libertarian docu-
ment—John Stuart Mill emphasizes per-
sonal autonomy and pays high tribute to
Humboldt. Thomas Szasz, a passionate and
penetrating student of personal autonomy,
is a thoroughgoing libertarian.

Community in Modern Society

In today’s society it must be recognized
that, while the family remains the cradle of
identity, community is no longer only about
neighborhoods. It is no longer strictly a
matter of propinquity, as faraway places
become less far with each passing year.
Also, community is no longer unified. As
Rick Henderson recently wrote in Reason
magazine, ‘A person can simultaneously
be a Presbyterian, a softball player, a par-
ent, a weekend auto mechanic, and a mys-
tery reader.”’ It may be that with each role
comes a distinct circle of companions.

Rather than seeing this as a tragic col-
lapse, we should celebrate it as a great
liberation. In her recent book, In Defense of
Modernity: Role Complexity and Individual
Autonomy, Rose Coser tells of the greedy
and stultifying side of community, and how
modernity frees us from it. Thanks to mod-
ern communications and transportation,
adults can choose the community that suits
them best. We can better find a circle of
friends who share our aspirations and ap-
preciate our contributions. Communitarians
must keep in mind that airplanes, telephone
signals, and computer screens are some-
times the conduits of close community ties.
To some extent commerce disposes of com-
munity—thank heavens—but to some ex-
tent it only recasts it in ways that make it
hard to spot.

The expanding wealth of the free econ-
omy affords everyone the means of pursuing
personal interest amongst a circle of friends
and associates. A community that gives one
both social bonds and gratification of his
individuated aspirations is a luxury that
most people of the world simply cannot
afford. The laissez-faire economy offers the
richest menu of personal growth.

Towards a Libertarian
Communitarianism

Is there any fundamental conflict between
communitarian goals and libertarian poli-
cies? There may be a conflict in one respect:
Sometimes it seems that communitarians
crave a common social experience, an ex-
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perience that bonds the individual not just
to some community but to the community.
It is here, perhaps, that we understand why
communitarians have balked at the idea of
school choice. To libertarians, a plan for a
universal experience sounds like a recipe for
statist oppression. The only universal social

values that ought to be upheld by the state
are respect for just laws. That, I would
argue, is the best way, the only way, of
serving communitarian goals and maintain-
ing common decency in this Age of
Irreverence. O
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Time to Kill Draft Registration

by Doug Bandow

or more than 20 years volunteer soldiers

have protected America. Naturally,
there were people who didn’t believe that it
could be done. In 1967 the Civilian Advisory
Panel on Military Manpower Procurement
warned against proposals that would leave
‘‘the nation placing its faith in its own
citizenry to rally to its defense when the
national security is threatened.’’ Six years
later, however, the United States inaugu-
rated the All-Volunteer Force (AVF) which,
despite much early criticism, has produced
the best-educated and -trained military in
the world today.

In fact, conscription was always a minor-
ity part of the American experience. The
colonists won their independence without a
national draft and only ‘‘porous’’ conscrip-
tion at the local level through the militia
system. The United States defended itself
during its second war with Britain, killed
untold numbers of Indians, invaded Mexico,
seized Cuba and the Philippines from Spain,
intervened in an assortment of Latin Amer-
ican countries earlier this century, invaded
Grenada and then Panama, and defeated
Iraq, all without resorting to the draft. Great
Britain, America’s first adversary, long

Mr. Bandow is a Senior Fellow at the Cato
Institute and a Contributing Editor of The Free-
man. He is author of Human Resources and
Defense Manpower, a textbook for National
Defense University. While serving as a Special
Assistant to President Reagan he helped prepare
the report on draft registration for the Presi-
dent’s Military Manpower Task Force.

maintained its global colonial empire with a
volunteer military.

Even large wars have been fought with
heavy reliance on volunteers. The bulk of
soldiers on both sides during the American
Civil War joined voluntarily. In the North,
which had an ample population base, con-
scription probably contributed little to ulti-
mate victory, other than by allowing Gen-
eral Ulysses Grant to carry out his costly
attrition campaign against General Robert E.
Lee’s Army of Northern Virginia. The ma-
jority of British soldiers in World War I were
volunteers; only after the steady stream of
patriotic young recruits could not satisfy the
army with sufficient replacements to con-
tinue attacking impregnable German
trenches did the government resort to ‘‘na-
tional service.”” Unfortunately, this step
made possible an even worse personnel
meat-grinder, termed the ‘‘sausage ma-
chine,”” than Grant’s 1864 campaign. Most
of the extra men generated from conscrip-
tion were simply dissipated. Complained
Prime Minister David Lloyd George years
later: ‘‘The generals could not be expected
to judge the issue dispassionately. Their
reckless wastage of the man power so lav-
ishly placed at their disposal also vitiated
their judgement.”’

The United States turned to the draft
during this century’s great conflagrations,
World Wars I and II, and then maintained
forced service to prosecute the Cold War.
The prospect of a cataclysmic clash between
NATO and the Warsaw Pact kept a renewed
draft as a possibility even after creation of
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the AVF. But today the only scenarios that
envision renewed conscription in order to
defend America could serve as scripts for
J.R.R. Tolkien. Otherwise, a draft would
be necessary only if the U.S. decided to play
globocop, intervening in local conflicts
around the world and attempting to recon-
struct failed societies. Few American young
people then would likely join the military,
risking their lives to arrest foreign warlords,
reinstate deposed demagogues, and sepa-
rate clans, ethnic groups, and tribes that
have been killing each other for decades and
even centuries. Only conscription could
provide cannon fodder for such dubious
endeavors.

This is unlikely, however, because aver-
age Americans won’t allow it. Some ana-
lysts actually complain about the public’s
reluctance to mindlessly send soldiers to
their deaths, pining instead for the good ol’
days when people didn’t mind having their
sons die in imperial adventures abroad.
Edward Luttwak, for instance, waxes elo-
quent when discussing the fact that ‘‘the
populations of the great powers of history
were commonly comprised of *’ large fami-
lies at a time when ‘‘infant mortality rates
were also high.”’ Thus, he explains, ‘“‘the
loss of one more youngster in war had a
different meaning than it has for today’s
families.”” For Mr. Luttwak, 1914, when
Europe sent millions of young men stream-
ing off into war, was obviously a very good
year. Happily, in the American republic
today people value both life and liberty. So
when 18 soldiers unnecessarily died in So-
malia for no purpose, Americans rightly said
“Enough!”’

And yet the conscription apparatus—
Selective Service and draft registration—
remains firmly in place. It is almost as if
politicians in Washington think that it is still
1917, 1940, or 1980, the other times in this
century that Selective Service began to sign
men up for war.

Just look back to 1980, when Jimmy
Carter began registering 18-year-old men for
a possible draft. The Cold War was raging,
NATO confronted a numerically superior
Warsaw Pact, the Soviets had invaded Af-

ghanistan, Iran was holding Americans
hostage, and U.S. confidence was slipping.
Today there is no more Soviet Union, no
more bipolar struggle, no more threat of
global conflict. Communism is dead, Wash-
ington’s allies dominate the globe, and
America reigns supreme, both economically
and militarily. The Pentagon fought the Gulf
War with volunteers, foresees no future
need for conscripts, and says draft registra-
tion is unnecessary. The Selective Service
System, it would seem, has become a for-
lorn anachronism.

However, President Bill Clinton, the avid
‘‘national service’’ advocate who worked
so hard to avoid serving in Vietnam, appar-
ently still lives in 1980. He now proclaims
his opposition to proposals to end the draft
sign-up. It is, he explained to the Speaker of
the House, ‘‘essential to our national secu-
rity.”” And so the federal government con-
tinues to gather names for an outdated list in
order to acquire surplus soldiers for a fan-
ciful conflict.

The Origins of Registration

When Congress approved conscription
for World Wars I and 11, it simply registered
young men en masse. With the reinstitution
of a peacetime draft after World War II,
Selective Service initiated an ongoing reg-
istration program, a practice continued de-
spite the inauguration of the All-Volunteer
Force in 1973. Two years later President
Gerald Ford suspended registration, and
Selective Service was placed into ‘‘deep
standby’’ status. Concern over lagging qual-
ity in the AVF led to proposals for renewed
registration and conscription; while Con-
gress rejected those proposals, it did begin
to expand Selective Service, and the Carter
administration developed a plan for post-
mobilization registration. Then came the
Soviet invasion of Afghanistan, leading
President Carter to, among other things,
propose the registration of both men and
women. After rancorous debate, Congress
approved funding to sign up 18-year-old men.

Carter administration officials contended
that registration was ‘‘a necessary step to



692

THE FREEMAN ¢ DECEMBER 1994

preserving or enhancing our national secu-
rity requirements.’’ Unfortunately for them,
one week before the president’s announce-
ment Selective Service itself had prepared a
report endorsing post-mobilization registra-
tion as ‘‘preferable’’ to a peacetime system.
Thus, OMB Deputy Director John White
acknowledged, the President really was *‘in-
dicating to the world our resolve.’” Alas,
there is little evidence that the Soviets, let
alone anyone else, noticed.

During the 1980 presidential campaign
Ronald Reagan, a long-time opponent of
conscription, denounced registration for do-
ing “‘little to enhance our military prepared-
ness,’’ decreasing ‘‘our military prepared-
ness, by making people think we have
solved our defense problems,’’ and destroy-
ing ‘“‘the very values that our society is
committed to defending.”” However, once
elected, President Reagan faced strong Pen-
tagon and Selective Service pressure to
preserve the sign-up. The issue reached him
for decision after Poland’s Soviet-induced
crackdown on the labor union Solidarity,
causing him to place exaggerated impor-
tance on the program’s alleged symbolic
importance. He officially based his decision
toretain registration on its alleged efficacy in
procuring emergency manpower, but his
arguments, like Carter’s, were immediately
undercut by the facts, in this case the
findings of his own Military Manpower Task
Force that peacetime registration would
save little time during war and other alter-
natives were available. So the administra-
tion was reduced to contending that the
United States would appear weak if it
dropped the program after Warsaw’s ac-
tions.

Once in place, registration proved perma-
nent. Eventually the Soviets withdrew from
Afghanistan, Polish voters rebuffed the
Communist Party, the Berlin Wall fell, Sol-
idarity’s Lech Walesa became president of
Poland, the U.S.S.R. collapsed, the War-
saw Pact disbanded, with its former mem-
bers seeking to join NATO, and Russia’s
military disintegrated at increasing speed.
Still the draft sign-up continued. Last year
the House voted to end both Selective

Service and registration, but the Senate
balked and the agency survived. In Decem-
ber of 1993 the Department of Defense
issued a report acknowledging that the pro-
gram could be dropped with ‘‘no effect on
military mobilization requirements, little ef-
fect on the time it would take to mobilize and
no measurable effect on military recruit-
ment.”’ As a result, stated DOD, *‘suspend-
ing peacetime registration could be accom-
plished with limited risk to national security
considering the low probability of the need
for conscription.”” At last the case was
closed, or so it would seem.

Presidential Image-Building

But after a few months of thinking it over,
President Clinton announced that he in-
tended to keep registration. The likeliest
explanation is that Bill Clinton, like Presi-
dents Carter and Reagan before him, was
attracted by the sign-up’s perceived sym-
bolic value. However, there is no longer a
Soviet Union to overawe regarding either
Afghanistan or Poland; indeed, there is no
nation anywhere that the United States
needs to impress about much of anything.
Thus, President Clinton presumably saw
registration as a means of burnishing his
own military reputation. He is roundly dis-
liked by brass and grunt alike; his incom-
petent and inconsistent foreign policy wor-
ries the most insular American. Keeping
registration appears, however superficially,
to be a ‘‘pro-military’’ decision.

That Clinton’s motives must reflect such
unstated political concerns is evident from
the fact that none of his three official reasons
for keeping registration are believable—or,
indeed, even make sense. The first is secu-
rity insurance, the second is an international
signal, and the third is promotion of better
civil-military relations.

Security Insurance. According to the
president: ‘‘Maintaining the SSS [Selective
Service System] and draft registration pro-
vide [sic] a hedge against unforeseen threats
and is a relatively low-cost ‘insurance pol-
icy’ against our underestimating the maxi-
mum level of threat we expect our Armed
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Forces to face.”” Acting Selective Service
Director G. Huntington Banister has simi-
larly argued that funding his agency
‘‘equates to paying a reasonable insurance
premium to provide our Nation with a hedge
against the unknown.”

The notion of security insurance sounds
superficially appealing, but in the case of
registration we should ask, ‘‘Insurance
against what?”’ Virginians have little need
of earthquake insurance; farmers who till
Nebraska’s cornfields needn’t purchase
hurricane insurance. America today does
not need registration.

The sign-up was always intended to
quickly generate a large conscript army—
a la America’s 12 million-man military in
World War II—for a protracted conventional
war against the Soviet Union and Warsaw
Pact centered in Europe. The possibility of
that kind of conflict today is about the same
as an invasion from Mars. Which means that
the premium for registration ‘‘insurance’’
would be better spent elsewhere.

Indeed, what is so different today than
even a decade ago is that both sides of the
military equation have changed. The global
hegemonic threat, the Soviet Union, is
gone, replaced by a much weaker Russia,
with decaying military and imploding econ-
omy. At the same time, America’s populous
and prosperous allies have spurted ahead,
joined by the Central and Eastern European
states, which are more closely aligned with
Washington than Moscow. Last year NATO
outspent Russia by 15 to one; Britain,
France, and Germany each spent more than
Moscow on the military. It is hard to con-
coct even the most implausible military
scenario requiring the instantaneous cre-
ation of a huge conscript army.

Militarily Valueless

Even if generating an immediate supply
of plentiful manpower mattered, the draft
sign-up is an expensive irrelevancy. Draft-
ees have to be trained as well as conscripted,
meaning that it would be five to six months
before any significant number reached the
battlefield. Thus registration, to the extent

that it does anything, only advances by a
couple of weeks the production of a few
extra soldiers months after the United
States would have gone to war. As a result,
the program would be useless in the smaller
conflicts we are likely to see in the future.
For instance, the war with Iraq would have
ended before any significant number of con-
scripts would have made it to the battlefield
had President Bush restarted the draft when
he first sent troops to Kuwait.

Registration isn’t even necessary to pre-
serve the option of conscription. All regis-
tration does is advance inductions, making
soldiers available slightly more quickly
months down the line after they finish basic
and specialized skill training. But the actual
time saved is minimal and of no practical
value. Selective Service now says that it
could deliver the first draftee 13 days after
mobilization but it would take weeks more
without advanced registration. In fact,
Carter administration officials developed
a post-mobilization plan—shelved with no
little embarrassment after the President
switched course—to deliver the first in-
ductee within 17 days. Only slightly more
pessimistic were the Congressional Budget
Office in 1978 and Selective Service System
in 1979, which both figured that a post-
mobilization sign-up would yield the first
draftee within a month. Similarly, President
Reagan’s Military Manpower Task Force
concluded that it would take about a month
to begin conscripting young men without
peacetime registration. And that estimate
came in 1982, before a decade’s worth of
dramatic technological change.

Equally important is that at the start of
any war the training camps would be over-
whelmed with new recruits awaiting train-
ing, reservists needing retraining, members
of the Delayed Entry Program, who have
signed up to enter the service at a later date
but could be inducted immediately in an
emergency, and volunteers. The first three
categories alone would generate a minimum
of 40,000 new soldiers within a month. Even
more volunteers are likely. American expe-
rience during World Wars I and II demon-
strates that any crisis serious enough to
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warrant consideration of conscription
would likely bring forth a flood of recruits.
As a result, there would be no room for
draftees for one or two months or even
longer, at which point a post-mobilization
system would be delivering an equal stream
of conscripts.

Wrong Signal. The President explained
that his second reason for not ending regis-
tration was that ‘‘Terminating the SSS and
draft registration now could send the wrong
signal to our potential enemies who are
watching for signs of U.S. resolve.”” This
argument is not new. Both Presidents Carter
and Reagan contended that registration
would demonstrate toughness to the Sovi-
ets. General David Jones, then chairman of
the Joint Chiefs of Staff, termed registration
a ‘‘visible sign of commitment—to allies,
friends, potential enemies’’ and a ‘‘clear
manifestation of U.S. will.”” As over-
wrought as these arguments were then, in
1980 there was at least an adversarial power
to whom a demonstration of resolve had
some value, especially after the disastrous
Carter years. Yet even then the draft sign-up
was not a serious symbolic weapon. Ob-
served Reagan, before he flip-flopped on the
issue: ‘‘the Soviets can tell the difference
between computer lists of inexperienced
young men, and new weapons systems, a
million-man reserve, and an experienced
army.”

Today the ‘‘resolve’’ argument is far sil-
lier. Who are, one wonders, the enemies to
be cowed by continuing registration? Does
President Clinton really believe that North
Korea’s Kim Jong II or Serbia’s Slobodan
Milosevic would be emboldened if the ad-
ministration stopped forcing 18-year-old
American men to fill out a form at the post
office? Or that Boris Yeltsin might order the
seizure of Latvia, Poland, or even Alaska, to
pacify opposition nationalists, if President
Clinton dropped registration? Just who is
President Clinton hoping to impress?

Civil-Military Relations. Finally, Presi-
dent Clinton argued:

As fewer and fewer members of our
society have direct military experience, it

is increasingly important to maintain the
link between the All-Volunteer Force and
our society at large. The Armed Forces
must also know that the general popula-
tion stands behind them, committed to
serve, should the preservation of our
national security so require.

What is most striking about this argument
is that it comes from a president who worked
hard to avoid service. To now force young
men to sign up for the draft in order to
expand their contact with the military seems
a bit hypocritical, to say the least.

Still, the president’s concern is valid:
politicians who understand the reality of
military service are probably less likely to
squander the citizens’ lives in senseless
adventurism. Indeed, the Pentagon has
proved itself to be most reluctant to enter
into such disastrous civil conflicts as Leba-
non and Somalia. It was Defense Secretary
Caspar Weinberger who took the more cau-
tious position during his very public debate
with Secretary of State George Shultz over
the use of military force.

Alas, registration does nothing to, in the
president’s words, ‘‘maintain the link be-
tween the All-Volunteer Force and our so-
ciety at large.” Selective Service spokes-
man Lewis Brodsky argues that the draft
sign-up ‘‘is virtually the only thing left that
the typical American man has to do that’s
associated with military service.’’ Signing a
card when turning 18 does not turn one into
a patriot, however, or give one any sense
of the rigors of wartime service. Nor does
registration indicate that ‘‘the general pop-
ulation stands behind’’ the armed forces,
as claimed by the president—after all, Bill
Clinton had registered before he went off
to Oxford University. That obviously did
not mean that he stood behind the military.
In a conflict that is popular, volunteers will
flood forth; in one which many people per-
ceive to be unnecessary, meaningless, and
immoral, like Vietnam, registration and con-
scription will generate social division and
hatred of the military. The president would
achieve much more in this regard simply
by reaffirming the worth of the military as a



TIME TO KILL DRAFT REGISTRATION 695

vocation and encouraging young people to
serve.

Private Alternatives

Even if registration had some value, there
is a better private alternative, one which
would fulfill the president’s three stated
objectives for peacetime registration. For
instance, the administration could create a
registration analogue of the All-Volunteer
Force—a reserve pool of untrained volun-
teers ready to accept immediate call-up in
the event of a national emergency and mo-
bilization.

How to create such a Reserve Volunteer
Force (RVF)? The Pentagon could sign up,
say, 100,000 or 150,000 young men (perhaps
women too, though they are not presently
registered or drafted). In a national emer-
gency, they would be liable to report to the
Department of Defense within two weeks,
the period within which Selective Service
currently promises to deliver the first in-
ductee. Members could be paid a nominal
sum, perhaps $100 annually, involved in the
military ‘‘family’’ through participation in
events organized by the active and reserve
forces as well as armed services associa-
tions, and praised by the President.

This sort of system would provide better
security benefits than peacetime registra-
tion, since it would yield a current list of
people ready to serve, not an outdated
roster of forced participants. The RVF’s
size could be adjusted depending upon the
size of the safety margin desired. A success-
ful voluntary registration would demon-
strate genuine patriotic resolve to America’s
adversaries, whoever they may be. More-
over, involving tens of thousands of young
people through an RVF in military activities
would enhance civil-military relations, and
probably help promote recruiting, too. Most
important, a voluntary program would be
consistent with America’s philosophical
heritage, one represented by the creation of
the AVF. In any time other than ‘‘the most
severe national emergency,”” stated Ronald
Reagan in 1980, ‘‘a draft or registration
destroys the very values that our society is

committed to defending.”” An RVF would
demonstrate to the world just how important
those principles are to tens of thousands of
young Americans.

Conclusion

Registration had little enough security
value 15 years ago, when it was first pro-
posed by President Carter; it has none
today. Registration arguably had some sym-
bolic worth in the aftermath of the Soviet
invasion of Afghanistan, but that justifica-
tion disappeared years ago. Today conser-
vatives as well as liberals should recognize
the difference between inaccurate lists of
untrained 18-year-olds and real defense
measures.

At a time when the watchword in Wash-
ington is reinventing government, dropping
registration and dismantling the Selective
Service System would be a good place to
start. What better way to begin cutting
government waste and the deficit than by
eliminating this relic of the Cold War, which
currently costs $25 million a year? Indeed,
if Bill Clinton’s rationale for retaining reg-
istration is to be believed (a tough sell, given
both his public and private records), it is
hard to imagine the circumstances under
which the United States could abandon the
program—the world will, after all, always be
dangerous and uncertain. But this supposed
insurance offers no serious military value.
Even DOD, which rarely finds a military
program that it doesn’t support, admits that
“‘registration could be suspended with no
effect on military mobilization require-
ments, little effect on the time it would take
to mobilize, and no measurable effect on
military recruitment.”

In the end, peacetime draft registration
stands as an embarrassing example of how
difficult it is to end a government program,
however irrelevant it has become. More
important, the sign-up remains a glaring
inconsistency with our commitment to raise
America’s armed forces in a manner con-
sistent with the fundamental freedoms that
underlie the founding of our nation and that
the military exists to defend. il



A Matter of Principle

by Robert James Bidinotto

The Real Enemy
of Liberty

ecently, my family and I moved. Not

far—only about nine blocks. That
didn’t make it any less of an ordeal, how-
ever. It took us five exhausting days and
nights, and considerable expense, to truck
everything to our new house.

Packing up and moving to a new home is
emotionally wrenching and physically gru-
eling. It’s especially difficult if you love your
old residence, as we did. It was a big house
on a tree-lined street. It had lots of dark oak
throughout, a charming dining room, and a
finished attic that held my library and office.
In addition, we had many fine neighbors
who organized annual parties and clean-up
days for our block. And our mortgage was
outrageously low.

So why did we move? The deciding factor
was the mounting threat of crime in the
neighborhood.

Break-ins, thefts, and vandalism, once
rare, were on the rise. A wonderful Victo-
rian place at the end of our block, vacant for
some time, had in recent months been sys-
tematically stripped of its chandeliers, bev-
eled glass windows, and fireplace mantel-
pieces. Today it’s a boarded-up eyesore.
Last summer, a block away, a youth ar-
rested repeatedly for arson set his own
apartment house on fire. A few nights before
we moved, the young couple across the
street scared off a prowler trying to force
entry in their home.

All this was eroding neighborhood mo-
rale. Attendance at our latest annual block
party was poor. Some neighbors had given
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up and were neglecting their own houses and
lawns. Families with children—the bedrock
of any community—were either relocating
or talking about it.

The trend was unmistakable. So with great
regret we bailed out, evicted from a home we
loved by the threat of predatory crime.

Viewed statistically, crime is horrific
enough. The U.S. Bureau of Justice Statis-
tics reports that there are some 34 million
personal and household victimizations an-
nually—a figure that doesn’t even include
commercial and business crime. Moreover,
our streets and communities are far less safe
than they used to be. In 1960, only 161
violent crimes were recorded for every
100,000 people. By 1991, there were 758
violent crimes per 100,000 people. In other
words, in just 30 years the violent crime
rate, per capita, has nearly quintupled.

But statistics can’t capture many of the
other costs criminals impose on society.
Consider, for example, the waste, disrup-
tion, and pain this single move has inflicted
upon my family. Start with the loss of a
home we loved and neighbors we treasured.
Then there were the costs of locating, pur-
chasing, mortgaging, and renovating a sub-
stantially more expensive home in a neigh-
borhood with much higher property taxes—
costs that will amount to many tens of
thousands of dollars over the years. Add to
this the physical demands and economic
impact of the move itself; the time lost from
work and other pursuits; the hefty price tag
of reinstalling utilities at the new home; the
outlays for everything from new furnishings
to new business cards and stationery and a
new kennel for our dogs (kept largely for
security—another hidden cost of crime).

If you add such expenses, and many not
mentioned, to similar costs borne by mil-
lions of other citizens, you’ll get a tiny hint
of the enormous impact crime is having
upon all aspects of American life.

According to the polls, crime is the num-
ber one concern of the public. Yet curiously,

696



697

the problem has gotten scant attention from
most proponents of the free market system.
To read libertarian journals, you’d get the
impression that the only crime problems are
those artificially created by intrusive gov-
ernment regulations and the illegality of
drugs. In the absence of such interventions,
some argue, crime would largely disappear.

This naive perspective is utterly demol-
ished by the outstanding essays which I
have compiled for the newly released FEE
volume, Criminal Justice? The Legal Sys-
tem Versus Individual Responsibility. Peo-
ple don’t commit crimes because stupid
laws ‘‘forced”” them to, any more than
because any other aspect of their environ-
ment ‘‘forced’’ them to. Criminality is a
matter of freely-chosen values; and today’s
crime wave is the result of decades of assault
on our most basic cultural and moral values.

Why have so few inside the free market
and libertarian camps come to grips with the
crime problem? I think because many of
them tacitly maintain a double standard
about violations of individual rights.

Free marketeers typically posit govern-
ment per se as the ““‘enemy’’ of individual
rights and liberty. Of course, an unlimited
state certainly can be the worst enemy of
individual rights, as the bloody history of
this century grimly attests. However, in
their eagerness to denounce governmental
violations of rights, these same individuals
ignore the very evils that governments were
established to eradicate: individual viola-
tions of rights.

Some years ago I wrote about the plight of
Simon Geller, an elderly radio station owner
then threatened with cancellation of his
FCC broadcast license on the grounds of
programming content. This was an uncon-
scionable instance of attempted plunder,
and violation of the man’s First Amendment
rights, by federal officials.

But I have also written extensively about
the far more common plunders and preda-
tions imposed upon innocent victims by
ordinary criminals. Consider that during
1992 alone, there were an estimated
12,211,000 personal thefts and an additional
14,817,000 household thefts.

Were these actual violations of property
rights by criminals any less real or devas-
tating to their victims, than the threatened
violation of rights that Simon Geller faced
from FCC bureaucrats? Then why treat gov-
ernmental violations of rights as somehow
far worse than private violations of rights?

As our Founders knew, government does
have a legitimate role: to respond forcibly
against any initiation of force or coercion.
But many proponents of laissez faire, habit-
uated to viewing government as ‘‘the ene-
my,”’ can’t bring themselves to admit that
there is, indeed, a place for vigorous gov-
ernment intervention: intervention against
private violations of individual rights.

To acknowledge the full scope of preda-
tory activity in modern American society,
free marketeers would have to concede the
need for a tough, ambitious governmental
response. Yet to acknowledge any justifi-
able role for government flies in the face of
many libertarians’ utopian fantasies about
“‘market alternatives to the state.”

For too long, the free market argument
has ignored the very real value concerns of
the public. Americans typically feel irritated
and exasperated by politicians; but by con-
trast, they feel profoundly frightened and
threatened by criminals. What are they to
think of those who magnify government
evils but minimize private ones—who try to
convince them that their rights and liberties
are far more jeopardized by the local post-
man than by the neighborhood pedophile?

The public rightly finds this dispropor-
tionate and silly. The free market case loses
all credibility when its advocates dismiss
Americans’ very real and immediate fears,
while magnifying those that remain more
distant and even hypothetical.

Typing these words with battered fingers,
surrounded by unopened boxes from an
exhausting move, helps put things back in
proportion. It was not the government, after
all, but crime, that caused me this unwel-
come disruption.

All violations of rights are equally evil.
And the real enemy of liberty is anyone—
public or private—who would violate indi-
vidual rights. O
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Health-Care Reform:

Déja

Vu All Over Again

by Steven Horwitz and Ronald M. Horwitz

magine that a major sector of the econ-

omy is widely thought to be in crisis: it
consistently fails to provide the expected
level of service; it leaves people without
access to its product; and everyone agrees
that it needs to be dramatically reformed.
Imagine further that study commissions are
formed and retreats are held using the tal-
ents of industry, academia, and government
to diagnose the problem and provide solu-
tions. Imagine also that virtually all involved
are convinced that more government inter-
vention is the answer but they want to avoid
centralized, public sector solutions.

Eventually a reform package is passed
creating regional quasi-governmental insti-
tutions designed to supplement what mar-
kets already provide. These are overseen by
a weak national board located in Washing-
ton whose job is mainly to coordinate the
activities of the regional entities. Imagine
the reformers claim this new system will
capture what’s good about both competitive
markets and government intervention while
avoiding the problems of centralized bu-
reaucracies.

If you guessed this imaginary scenario
refers to health-care reform, give yourself
only half credit. In fact, this scenario was
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Economics at St. Lawrence University in Can-
ton, New York, and Professor of Finance at
Oakland University in Rochester, Michigan.

played out over 80 years ago when the
United States reformed its banking industry
and created the Federal Reserve System.
The Fed, much like the regional alliances in
the original Clinton health reform plan, was
initially designed as a decentralized system
of regional reserve banks that would sup-
plement market-driven institutions, but
evolved into a centralized regulatory bu-
reaucracy that replaced the systems it was
intended to supplement. The lessons of that
history are instructive as Congress contin-
ues its debate over health-care reform.

Both the Fed and the Clinton plan grew
out of legitimate concerns over the way each
industry was operating. In both cases, the
commonly accepted view was that the mar-
ket had failed and government help was
needed. However, in both cases govern-
ment interventions were the contributing
causes of many of those failures.

Prior to the enactment of the Federal
Reserve Act, the banking industry had reg-
ulations which included prohibitions on in-
terstate banking that prevented sophisti-
cated interbank relationships, stiff reserve
requirements that put New York City banks
at the base of an inverted pyramid of bank
reserves, and requirements that banks pur-
chase government bonds to serve as collat-
eral for the currency they issued, leading to
seasonal currency shortages. Very few
voices pointed out that these regulations,
and not inherent market forces, might have
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caused the banking industry problems that
were leading to the calls for reform.

Analogously, as critics of the Clinton plan
have noted, many of today’s health-care
problems are themselves the result of exist-
ing government intervention. For example,
a disproportionate amount of increasing
health-care costs are due to government-run
Medicare and Medicaid. From 1989 to 1991,
the absolute level of personal health-care
spending from those two programs rose at
an average of 15 percent per year, while
private sector spending grew at 9 percent.
Further, the differential tax treatment of
fringe benefits has led to employer-provided
health insurance. Because employees can
purchase health insurance through employ-
ers using pre-tax dollars, obtaining it outside
the workplace has become prohibitively
expensive. This partially explains why those
who are between jobs and those who are
employed but are either part-timers or re-
cent hires tend not to have health insurance.
In addition, licensing laws that prevent more
doctors from entering the market and re-
strict the sorts of services that qualified
nurses and other physician-substitutes can
perform limit the supply of health care and
prevent effective price competition.

Like the Clinton health-care plan, the
Federal Reserve Act shied away from com-
plete nationalization as a solution. Instead
the Act created twelve ostensibly autono-
mous reserve banks, each responsible for a
specific geographic region and all overseen
by a Federal Reserve Board in Washington,
whose function was limited to coordinating
the policies of the district banks. The sys-
tem’s main task was to end seasonal cur-
rency shortages by more efficiently manag-
ing reserves and supplying currency. If the
term had been in the vernacular in those
days, such a scheme might have been tagged
‘“‘managed competition.”

More Centralization,
More Power
Despite these intentions, the Fed quickly

evolved into a more centralized institution,
with increased power in the Federal Reserve

Board (later the Board of Governors and the
Federal Open Market Committee) in Wash-
ington. There are two explanations for this
shift and increase in power. First, if the
regional banks could not cooperate and
generate consistent policies, the Board’s job
was to adjudicate such disputes and thus, de
facto, create policy. It was only a matter of
time before the Board itself gained de jure
policy-making power by creating ‘‘appro-
priate’’ policies in the first place and forcing
the district banks to fall into line.

Second, Federal Reserve Board appoin-
tees were, as they are today, political. The
members of the Board then, and the Board
of Governors today, owe their positions to
the political process and, as much research
indicates, are likely to conduct policies that
benefit that process.

The Fed’s acquisition of the power to deal
in the open market (as part of the Banking
Act of 1935) was an inevitable result of the
Federal Reserve Board’s assuming powers
that went beyond mere adjudication; once it
tried to centrally direct policy, it needed the
tools to do so. However, this new power
brought further problems, such as instability
in the money supply (and prices and output),
leading in turn to more crises and more cries
for increased and centralized power. So,
what was originally supposed to assist a
competitive market that didn’t work well,
eventually wound up replacing large sec-
tions of the market. This is instructive as we
contemplate the possible long-run results of
health-care reform.

Rather than a Canadian-style single payer
or a British-style nationalized system, the
Clinton plan (like the original Fed) was
based on regional health alliances that were
intended to lower costs by acting as group
buyers of health insurance. Either through
employers or through the alliances directly,
all Americans would have had health insur-
ance that included a standard package of
minimum benefits. Overseeing all of this
was to have been a National Health Board
(politically appointed) which would have
been responsible for restraining costs across
the alliances and ensuring that the system as
a whole did not exceed a national health-
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care spending limit. Supporters of the plan
claim it was not a centralized bureaucracy,
while critics claimed it was.

The system was not intended to be cen-
trally run. However, the issue is not inten-
tions, but the likely unintended conse-
quences of adopting such a reform plan. As
with the Fed, the creators’ intentions are
likely to be markedly different from what
eventually emerges in practice. With the
power to set premiums and determine ben-
efit packages, a National Health Board
would likely be the focal point of disagree-
ment and debate among major health-care
players, including the various alliances. As
was the case with the original Federal Re-
serve Board, attempting to coordinate these
diverse demands is likely to quickly turn
into pre-emptory policy-making with the
other players following the National Health
Board’s lead.

It is also likely that any national health
board will become highly politicized, espe-
cially with statutory limits on total expen-
ditures. Imagine the opportunities for polit-
ical dealing if the FOMC had strict limits on
how much base money it could create, yet
had discretionary control over which bond
dealers it would buy from. The only thing
worse than rationing is politicized rationing
and, given the historical evidence for the
eventual centralization of power in a polit-
ical board and limits on spending, that seems
a probable outcome.

Despite claims to the contrary, the
Clinton health-care reform plan, if enacted
as first presented, would have likely become
another centralized and politicized bureau-
cracy. Like the Fed, we could have ex-
pected recurring ‘‘crises’’ leading to further
calls for the National Health Board to have

more power, and hence even more crises
and a further centralization of power. Some-
thing close to nationalization could eventu-
ally result. One need only compare the
Fed’s powers today with those stipulated in
the original Act for a perfect historical
parallel.

Although the disappearance of purchas-
ing alliances in more recent proposals is an
encouraging development, most of the bills
under consideration as Congress adjourned
included a provision for setting health plan
standards at the national level and called for
a National Health Board to determine the
scope and duration of services and cost-
sharing details. Even if the stipulated pow-
ers of such a board are weak, as was the case
in the early years of the Fed, it would not be
surprising if it acquired greater powers in the
chaotic environment that would follow its
creation. As aresult, Congress would still be
wise to remember the experiences of the
Federal Reserve System.

As history demonstrates, the banking cri-
ses before so-called reforms pale in com-
parison to those that followed it: the bank
failures of the Great Depression, the infla-
tion of the 1970s and ’80s, and the savings-
and-loan crisis and commercial bank fail-
ures of the mid and late *80s. All of these
can in some way be attributed to those very
“reforms’’ and the increased government
intervention they entailed. The evidence
suggests strongly that (to borrow an ap-
propriate metaphor) an interventionist cure
is often worse than the disease. We had
best heed the lessons of history if we are to
avoid an uncomfortable feeling of déja vu
after ‘‘reforming’’ the health-care delivery
system. |
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Origins of Federal Control

Over Education

by Charlotte Twight

xtensive federal control over elemen-

tary, secondary, and post-secondary
education has long been a reality in the
United States. The key federal statutes that
gave rise to that control were the National
Defense Education Act of 1958 (NDEA)
and the Elementary and Secondary Educa-
tion Act of 1965 (ESEA). Although these
two statutes form the bedrock of federal
education control, their passage involved
extensive misrepresentation of the bills’ sub-
stance and the politico-economic circum-
stances ostensibly justifying the measures.
Here as elsewhere in the twentieth-century
expansion of U.S. government control over
American citizens, key myths were actively
cultivated by government officials to secure
passage of legislation intended to serve as
the foundation for future federal control.

The National Defense
Education Act of 1958

The National Defense Education Act
authorized unprecedented federal involve-
ment in providing scholarships and loans
to undergraduate and graduate students,
in addition to funding state efforts to
strengthen math, science, and foreign Ian-
guage courses in public schools. There had
been earlier measures such as the Morrill
Charlotte Twight is Professor of Economics and

Chair of the Department of Economics at Boise
State University.

Acts of 1862 and 1890, granting first land and
later money to the states for colleges em-
phasizing agriculture and the mechanical
arts. The 1917 Smith-Hughes Act supported
vocational education, and the first G.1. Bill
(1944) authorized direct payments to veter-
ans for educational purposes. In 1950 fed-
eral ‘‘impacted area aid’’ legislation autho-
rized payments to school districts for
property tax revenues lost due to the pres-
ence of federal facilities. But none of these
earlier measures approached the NDEA'’s
involvement in the public school curricu-
lum.

The usual explanation of the NDEA is
that it was a logical, necessary, and perhaps
inevitable reaction to the Soviet Union’s
successful launching of Sputnik I (the first
earth-orbiting satellite) on October 4, 1957,
followed shortly thereafter by a dog-carry-
ing Sputnik II. These events were repre-
sented to be of crisis proportions, demand-
ing substantive U.S. response.

But the crisis was a sham, sold to the
American public by politicians who knew it
was a sham. Many legislators for years had
wanted to expand federal control over ed-
ucation, and they saw in Sputnik an oppor-
tunity to package such expanded federal
controls as aresponse to a ‘ ‘national defense
crisis.””! Members of Congress openly dis-
cussed the purported national emergency as
a “‘better sales argument’’ to secure passage
of the legislation. Shortly after the bill’s
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passage, Representative Frank Thompson
referred to the NDEA as ‘‘a bill having a
gimmicK in it, namely the tie to the national
defense.’’?

Witness after expert witness acknowl-
edged to congressional committees that
there was no crisis—that U.S. military ca-
pabilities exceeded those of the Soviet
Union. Even experts who began their tes-
timony with claims of crisis and Soviet
military superiority recanted later in their
testimony. For instance, General James H.
Doolittle unequivocally agreed that ‘‘we
are behind Russia in military preparation,’’
concluding that ‘‘for us to catchup . . . we
must overhaul our own educational sys-
tem.’’ Later, however, he said ‘‘I will have
to qualify that by saying that at the present
time I believe that we are stronger, militar-
ily, than Russia.”” Likewise, after testifying
extensively about the ‘‘present emergency”’
and Russian scientific superiority, Dr. Ed-
ward Teller stated that ‘‘we are ahead of the
Russians in most scientific fields right now.”’

Some administration witnesses such as
Neil McElroy, Secretary of Defense, and
Donald Quarles, Deputy Secretary of De-
fense, flatly denied that the Russian missile
development program was ahead of the U.S.
program. Even HEW’s Lawrence Derthick,
U.S. Commissioner of Education, who urged
Congress to pass the NDEA to strengthen
U.S. education for reasons of ‘‘national se-
curity,”” acknowledged that ‘‘as of this mo-
ment, we are not in grave danger’’ although
such danger might materialize in 10 or 15
years.

Members of Congress well understood
this testimony. For instance, a key Senate
committee report stated that ‘‘the commit-
tee was informed that we are now probably
ahead of the Russians in many scientific
fields. . . .”” Nonetheless, key congres-
sional leaders, including Senator Lyndon
Johnson, Representative George McGov-
ern, and Senator Lister Hill, repeatedly
raised the specter of Soviet supremacy as
the essential rationale for the NDEA. Sen-
ator Hill claimed that ‘‘for the first time in
the life of our Nation we are all looking down
the cannon’s mouth.”’ In the end, with not

a hint of the extensive testimony to the
contrary, the conference committee report
declared the ‘‘security of the Nation,’’ the
‘“‘present emergency,’’ and the ‘‘defense of
this nation’’ as the justifications for the
NDEA.

Similar misrepresentation surrounded the
issue of federal control of education. Given
widespread public fear of expanding federal
authority, legislators included a provision in
the NDEA expressly prohibiting federal
control of education. Designed to reassure
the public, that provision meant something
quite different to its authors than to the
general public. To federal officials, federal
““‘control’’ was avoided so long as states and
localities were allowed to determine for
themselves exactly how they would satisfy
objectives that were established by the cen-
tral government. As HEW’s Lawrence
Derthick testified, ‘‘we identify a critical
national need. . .. Now ... you make a
plan as to how you are going to meet this
need in your State, and how you are going
to administer this plan.”” Representative
Udall found the NDEA ‘‘unassailable on the
point of Federal control’’ because ‘‘you are
leaving the details of these plans, with
general guidelines laid down, in State and
local hands.”

Such are the origins of the ‘‘National
Defense’” Education Act of 1958. Nonethe-
less, despite senators’ perceptions of the
NDEA'’s ‘‘unbelievable remoteness from
national defense considerations’’ and con-
gressional recognition that the national de-
fense rationale was only a ‘‘sales argu-
ment,”’ the Sputnik myth secured passage of
the NDEA. As Senator Goldwater foresaw,
the NDEA proved to be the proverbial
““‘camel’s nose”’ of the central government
in the education tent.

The Elementary and
Secondary Education
Act of 1965

A similar pattern is evident in events
surrounding passage of the Elementary and
Secondary Education Act. Between 1959
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and 1964, proposals for expanded federal
education legislation had become mired in
the politics of desegregation. Only after the
1964 Civil Rights Act separated the two
issues by prohibiting distribution of federal
funds to institutions practicing racial dis-
crimination was that barrier to future edu-
cation bills removed. Political victories
by Democrats in the 1964 presidential and
congressional elections further smoothed
the way for passage of the ESEA in 1965.
However, despite favorable political cir-
cumstances, legislators again lied to the
public to gain passage of the education bill.

This time the education bill was portrayed
as an essential component of President Lyn-
don Johnson’s ‘‘war on poverty.’’ Johnson
recommended ‘‘a major program of assis-
tance to public elementary and secondary
schools serving children of low-income fam-
ilies.”” The bill itself authorized federal fi-
nancial assistance to local educational agen-
cies ‘“‘for the education of children of low-
income families.”” Again and again,
legislators portrayed the bill’s objective as
helping to enhance the educational oppor-
tunities of low-income children.

But the supposed benefits to low-income
children were only the window-dressing, a
sales argument analogous to the defense
rhetoric that facilitated passage of the
NDEA. In fact the ESEA was deliberately
drawn to disproportionately benefit the
wealthy, not the poor. Under its grant for-
mula, each county would receive federal
monies equal, initially, to 50 percent of the
average per-pupil educational outlays in the
state multiplied by the number of school-
aged children of families in the county with
incomes of less than $2,000. Since districts
with as few as 10 low-income children (as
well as counties with only 100 low-income
children) would qualify for federal grants,
the formula guaranteed that more than 90
percent of all school districts would receive
assistance under this ‘“‘antipoverty’’ mea-
sure.

The formula’s reliance on state per-pupil
expenditures assured disproportionately
large federal benefits to wealthier counties.
Calling it an ‘‘absurd distribution of funds,”’

the House minority report showed that the
formula would result in almost twice as
much money being given to the ten wealth-
iest counties in the U.S. ($8,918,087) as to
the ten poorest counties in the nation
($4,507,149). Moreover, once the funds
were distributed, they could be spent to
benefit rich and poor children alike. Senator
Winston Prouty expressed it clearly, stating
that ‘‘the aid which we render the school
districts that qualify, will be available to all
schools in that particular district and will
not be primarily for those poverty-stricken
families.”’

The chosen strategy was to target the
ESEA’s education expenditures so as to
make them politically irresistible, creating
entitlements county by county. To facilitate
the ESEA’s passage, the executive branch
prepared (and the Senate Labor and Public
Welfare Committee printed and distributed)
charts showing on a county-by-county basis
first-year federal funds that would be dis-
tributed under the proposed law. Combining
county-level entitlements disproportion-
ately benefiting the wealthy with the rheto-
ric of helping the poor proved politically
unstoppable. As one witness put it, ‘““Who
can oppose war on poverty? Who can refuse
to assist low-income families?”’

Fear of government control remained a
politically potent issue, as it had been with
the NDEA. Asin 1958, government officials
again tried to redefine the meaning of ‘‘con-
trol’’ to assuage these fears. When chal-
lenged regarding federal control of educa-
tion, administration witnesses insisted that
government involvement did not amount to
‘‘control’’ unless it entailed interference in
the actual administration of a program. Ac-
cording to their definition, if federal rules
specified the overall direction of educational
policy without involving the federal govern-
ment in the actual implementation of that
policy, we should not call it “‘control.”

Thus in his written testimony Francis
Keppel, Commissioner of Education, stated
that the federal role in program administra-
tion under the ESEA would be ‘‘restricted
to,” inter alia, ‘‘preparing regulations es-
tablishing the basic criteria to be applied by
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State educational agencies in approving lo-
cal plans. . . .”’ Disavowing federal ‘‘con-
trol”” under the ESEA, Keppel defined con-
trol as ‘‘appointment of teachers, selection
of what is taught, decision on when build-
ings are going to be put up, the nature of
equipment, and the like.”” Representative
Charles Goodell expressed dissatisfaction
with such linguistic maneuvering, stating:

I have read and reread in every single
education measure . . . this nice, high-
sounding, sweet little paragraph that there
will be no control. Then you go right into
the center of this bill where the power is,
and it is right on page 8. The Commis-
sioner sets the basic criteria for every
State plan. The State gets the money only
if they have a plan that meets the Com-
missioner’s basic criteria. . . . You can
say it is not control, but they are telling
them exactly how to go about it.

The ‘‘sweet little paragraph’’ indeed was
included in the ESEA, with HEW Secretary
Anthony Celebrezze and Commissioner
Keppel insisting throughout that the federal
powers established by the legislation repre-
sented only federally established ‘‘objec-
tives’’ or federal ‘‘influence’’—not ‘‘con-
trol”’—over educational outcomes in the
United States.

Another obstacle to passage of the ESEA
was the church-state issue, centering on the
First Amendment’s requirement that ‘‘Con-
gress shall make no law respecting an es-
tablishment of religion, or prohibiting the
free exercise thereof. . . .”” In the past, the
education lobby had been split by the com-
mon understanding that the First Amend-
ment proscribed federal aid to parochial
schools. Yet the text of the ESEA mandated
that federal monies and programs be acces-
sible to parochial school students, specifi-
cally bypassing state constitutional restric-
tions on state aid to parochial schools.

Again, the resolution of this issue did not
entail open public debate of the relevant
issues. Instead, the President enlisted Com-
missioner of Education Keppel to work out
an ex ante accord between the key interest
groups to avoid serious congressional de-

bate of the issue. As Representative John
Brademas explained:

[TThe White House believed that, if an
agreement could be worked out among
the groups that had, in the past, exerted
such strong crosscutting pressures on
Congress the way would be cleared for
legislative acceptance of whatever com-
promise would be developed outside of
Congress.>

Through discussion at a series of private
dinners, the interest groups reached an off-
the-record accord on the church-state issue,
resolving to present a united front assert-
ing that the ‘‘constitutional question’’ had
been overcome. They agreed to put forth a
‘“‘child-benefit’”” theory, asserting that no
constitutional problem existed if the federal
funds were intended for the benefit of the
child rather than for the benefit of the
parochial school which the child attended.
Thus, at the beginning rather than at the end
of congressional hearings on the ESEA,
Senator Jacob Javits stated that the church-
state issue ‘‘appears to be resolved.”” The
off-the-record agreement that such expen-
ditures would not be regarded as federal
support of a religious institution precluded
full and public congressional consideration
of the serious constitutional questions in-
volved.

The ESEA was rushed through Congress
in less than three months. The strategy of
the bill’s supporters was to avoid lengthy
congressional consideration of the bill and
to avoid divergent House and Senate bills
that might require deliberation by a confer-
ence committee. Even senators who sup-
ported the bill with reservations signed a
minority report protesting executive pres-
sure to pass the ESEA without meaningful
Senate participation:

This important and complex piece of leg-
islation—on which our committee {on
Labor and Public Welfare] heard more
than 90 witnesses whose testimony filled
six volumes and more than 3,200 pages
—is to pass this body without a dot or
comma changed; this is by fiat from the
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Chief Executive. . . . Privately, members
of the majority and officials of the exec-
utive branch have been apologetic for this
new effort to destroy the role of the Senate
in the national legislative process. Yet
they are powerless to change the rules laid
down from above.

Why the rush? Why the deception? Why the
private dinners and the off-the-record ac-
cord? As noted by Philip Meranto, public
opinion polls show that the ‘‘passage of the
Education Act of 1965 was not the result of
increased public support for federal aid,”
adding that *‘if the 1964 and 1965 polls were
at all reflective of public attitudes, less than
half of the adult population approved of
the action taken.”” A Gallup poll conducted
January 28-February 2, 1965, found that
only 49 percent agreed that the federal
government should pay more of the costs of
supporting public schools.*

Conclusion

Intentional misrepresentation by govern-
ment officials undergirded passage of both
the National Defense Education Act of 1958
and the Elementary and Secondary Educa-

tion Act of 1965. With the NDEA, the bill’s
ostensible justification was the ‘‘Sputnik
crisis’’; with the ESEA, it was the ‘‘war on
poverty.”’ But those fanning public appre-
hension about the Sputnik crisis did not
believe it was a crisis, just as those promot-
ing the ESEA as an antipoverty measure
understood that it would disproportionately
benefit the wealthy. It matters little how
many come to understand the truth now:
the bills became law; they altered U.S.
institutions; and in due time they inerad-
icably changed public perceptions of the
accepted (and hence acceptable) role of
government. O

1. Regarding the complex reasons for President Dwight
Eisenhower’s support of the NDEA, see Robert A. Divine, The
Sputnik Challenge (New York: Oxford University Press, 1993),
pp. 4-5, 31, 35-39, 41.

2. Quotations of public officials here and elsewhere in this
article are from contemporaneous public documents such as
the relevant House and Senate hearings and committee reports.
For details, see Charlotte Twight, ‘‘Federal Control Over
Education: Crisis, Deception, and Institutional Change”’
(1994).

3. John Brademas, The Politics of Education: Conflict and
Consensus on Capitol Hill (Norman, Okla.: University of
Oklahoma Press, 1987), p. 16.

4. Philip Meranto, The Politics of Federal Aid to Education
in 1965: A Study in Political Innovation (Syracuse, N.Y.:
Syracuse University Press, 1967), pp. 42-50, at p. 46; Dr.
George H. Gallup, The Gallup Poll: Public Opinion 1935-1971,
Vol. 3 (New York: Random House, 1972), p. 1928.

Passing Laws: Is Governing

That Simple?

by Eric-Charles Banfield

Ask Americans what ‘‘governing”’
means, and you’ll evoke a wide variety
of answers. A common response is that
governing should mean protecting Ameri-
can liberty and property. But administration

Mr. Banfield is owner of Banfield Analytical
Services in Westmont, Illinois, specializing in
writing, speaking, and analysis of financial,
economic, and public-policy issues. Copyright
© 1994 by Banfield Analytical Services.

officials and Congressmen in Washington,
D.C., have a different idea. To them, gov-
erning simply means passing legislation.
The more legislation, the better they’re
doing their job. It’s a simplistic view. But
politicians go to great lengths to defend it.

It doesn’t matter, it seems, what the
legislation is. It doesn’t matter that none of
the politicians will ever read the entire piece
of legislation they pass. Nor that, as is often
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the case, the law isn’t even completely
written yet. It doesn’t matter that there are
so many volumes of legislation that every
single American is guilty of ignorance of the
law (no excuse, of course).

And it doesn’t matter whether or not the
legislation passed is really good for all Amer-
ican taxpayers and consumers. Indeed, in
most cases, the legislation harms most citi-
zens, through higher taxes and mandated
costs, while lavishing huge benefits upon a
particular group or special interest.

None of that matters. To many politicians,
any legislation that gets passed is good.

That concept—that simply passing a law
is good governing—is familiar to many
folks. For example, every year or so, by
October 1, Congress must approve a new
budget for the government’s fiscal year.
Also, by year-end the government has al-
ready reached its legal debt limit; Congress
must also approve an increase in that limit.
That way it can borrow more money to
finance its ever-increasing spending.

But some Congressmen don’t like the
details of the budget, or they propose raising
the debt limit to a different level. They
squabble over the particulars of the bill,
delaying its passage. Amid the gridlock, a
chorus of politicians from all sides cries that
“We must come to a budget agreement so
the American people understand that WE
CAN GOVERN.” Politicians grandstand
that failing to agree to a budget or to pass
some law is a ‘“‘failure”” of government.
‘“‘Americans will lose faith in our ability to
govern’’ is a common refrain.

No Government?

Politicians defend that idea by enhancing
the drama with scare tactics. For example,
without a budget, the government cannot
operate. Politicians warn that if the govern-
ment cannot function, ‘‘vital services that
protect Americans’’ will be shut down.
Some politicians even try to scare the public
by telling the media that things like school
milk programs or children’s vaccines or ‘‘the
safety of our streets’” will be threatened.

Blurring the distinction between the gov-

ernment sector and the market sector, pol-
iticians warn that ‘“The country will be at a
standstill.”” That’s not true, of course. The
rest of the country will continue operating
just fine. But the drama reinforces the pol-
iticians’ point: they must keep passing more
legislation, or else cities will crumble and
America will fall.

Simply, Congress believes that the more
legislation it passes, the better it is doing for
‘“‘America.”’ That’s their job, isn’t it?

The Other Option

But surely things aren’t that simple. Many
citizens and voters are coming to realize that
government has passed far too many pieces
of legislation. Americans could dearly stand
a comprehensive repeal of most of the
legislation and regulations passed in the last
30 or 60 years. Indeed, many believe the
country would operate a lot better without
all that legislation, and all the regulations
that flow from it. A few basic laws against
murder, theft, assault, rape, arson, and
fraud are sufficient to protect American lives
and property.

To end that ‘‘legislating-is-governing’’
mentality, perhaps we can persuade Con-
gressmen to consider another option.
Maybe good governing—at least occasion-
ally—means passing no legislation. Or,
better, a wise -legislator might try con-
sidering the advice of many economists
and policy analysts. Try correcting the prob-
lem at hand by repealing existing regula-
tions that caused it. It’s always better to
remove existing restraints than add new
ones. :

Politicians could gain points with voters
by pointing out how many new laws they
killed by arguing against new legislation.
Facing voters back in the home district, the
elected official could pitch: “‘I saved con-
sumers in my district $100 million dollars
by repealing twelve pieces of onerous and
harmful legislation. I prevented the silent
but deadly destruction of thousands of jobs
by repealing a dozen harmful regulations.”

The crowd cheers. Our lives are simpler.
And governing is good again. O



Correction, Please

by Mark Skousen

Baseball Strikes Out:

Who’s to Blame?

““It is quite amazing that America’s
pastime is exempt from the rules of
supply and demand. . .The time has come
for Washington to act. Remove baseball’s
antitrust exemption now.”’
—Business Week editorial
September 26, 1994

ccording to Business Week, the reason

the World Series was canceled in 1994
is simple: baseball is a government sanc-
tioned-cartel. Remove baseball’s immunity
from market forces and the Cleveland Indi-
ans might well be playing in their first World
Series since 1954. Sounds convincing, but
why blame only the owners? The players’
union is exempt from antitrust, too.

Misconceiving the Market

Will imposing the Sherman, Clayton, and
other antitrust acts on baseball’s owners and
players resolve their conflicts? I doubt it. In
fact, Congress should move in the opposite
direction. It should exempt all businesses,
large and small, from antitrust law. During
the Reagan-Bush administrations, antitrust
enforcement was minimal. Under the
Clinton administration, the antitrust divi-

Mark Skousen is editor of Forecasts & Strate-
gies, a monthly investment newsletter with a
great lifetime batting average. His newsletter
and his latest book, The Investor’s Bible: Mark
Skousen’s Principles of Investment, are avail-
able by calling Phillips Publishing Inc. at (800)
777-5005.

sion of the Justice Department is flexing its
muscle again. It’s an unfortunate new trend.

Economist D. T. Armentano, who has
made a lifetime study of antitrust, demon-
strates that government intervention in this
area is counterproductive. He concludes,
‘“‘the entire antitrust system—allegedly cre-
ated to protect competition and increase
consumer welfare—has worked, instead, to
Iessen business competition and lessen the
efficiency and productivity associated with
the free-market process.’’!

Apologists for antitrust assume that most
mergers, tying agreements, price collusion,
and other forms of ‘‘monopolistic’’ behavior
reduce social welfare. This view is based on
a misconception of the marketplace. They
fail to understand that the market consists of
both competitive and cooperative pro-
cesses. In sports, for example, teams com-
pete for players, but they also must coop-
erate in scheduling games. Only the
voluntary decisions of all market players
can determine the degree of competition
versus cooperation that should exist in busi-
ness.

Market Failure?

In this case, the antitrust issue is actually
a red herring. The strike is essentially a
private dispute between two headstrong
duopolists, neither of whom wants to back
down from its position. It is a classic case of
temporary market disequilibrium.

Of the two organizations, I believe that

707



708 THE FREEMAN ¢ DECEMBER 1994

the players’ union is making the more seri-
ous blunder and has the most to lose.

Consider the facts. Both the league own-
ers and players have done extremely well
over the past thirty years, as evidenced by
attendance figures, revenues, franchise
prices, and players’ salaries, fringe benefits,
and endorsements. But the players have
clearly advanced the most in the past twenty
years, especially after free agency and ar-
bitration were adopted in the major leagues.
In the past decade, players’ salaries have
almost quadrupled to an average $1.2 mil-
lion, not including outside endorsements
and other forms of compensation. In sum,
players’ salaries and fringe benefits have
skyrocketed since the 1960s. Criticism of
high player salaries is unfounded but, by the
same token, today’s players need to be more
appreciative of what baseball has done for
them recently.

In my judgment, the ballplayers are fool-
ishly fighting the owners’ proposed revenue
sharing and salary cap. Such measures may
indeed trim the growth in salaries and re-
strict free agency and arbitration, but it
won’t keep salaries from advancing, espe-
cially in expectation of higher television
revenues. It certainly hasn’t reduced the
average compensation to basketball and
football players.

Players’ Union Gone Awry

Meanwhile, the players have sullied their
reputations far more than the owners. After
all, it was they—not the owners—who
called the strike, in the middle of a season
that promised to be the most exciting finish
in baseball history: three players knocking
on Roger Maris’s homerun record, two
players close to winning the Triple Crown,

a hitter breaking .400, and the Cleveland
Indians possibly winning the pennant. I
doubt if the fans will be very forgiving in the
future.

The Yankee great Mickey Mantle says
that he does not begrudge today’s players
their high salaries, and neither do I. The
Mick states: ‘“They deserve what they can
get. For so many years, players were like
second-class citizens, forced to accept
whatever the owner or general manager
wanted to pay them.’’ But now, according to
Mantle, ‘‘it’s probably gone too far in the
other direction. . . .I didn’t like the idea of
baseball players having a union, although I
guess it’s necessary for some people. But 1
was opposed to walkouts and strikes and all
the things a union needs to get what it wants.
I just wanted to play baseball.””?

The Future of Baseball

Next year at spring training, the wills of
management and labor will be tested. The
owners will probably invite minor league
players to put on the pinstripes and play ball.
There aren’t very many young ballplayers
who will give up a chance to play in the big
leagues. In a free society, labor has the right
to strike, but management must have the
right to hire strike-breakers. Several years
ago, the National Football League ended a
players’ strike in a few weeks when they
hired outside players.

My prediction: The players’ union will be
humbled and the smart players will return to
what they know best, playing ball. |

1. D. T. Armentano, Antitrust and Monopoly: Anatomy of
a Policy Failure, 2nd ed. (New York: Holmes and Meier, 1990),
p. 271.

2. Mickey Mantle, My Favorite Summer 1956 (Doubleday,
1991), p. 242.
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Cauldron

by Larry Bond
Warner Books e 1993 e 592 pages ¢ $22.95

Reviewed by George C. Leef

he Left has long used popular fiction as

a means of communicating and popu-
larizing its egalitarian-statist philosophy. To
cite but one well-known example, Upton
Sinclair’s The Jungle was intended to make
people believe that laissez-faire capitalism
was horribly unjust and dangerous to our
health as well. Appeals to fear and envy, the
Left’s stock-in-trade, are easily woven into
novels and the impact of such works on the
outlook of the masses cannot be denied.

Writers of a libertarian bent have not
ventured into fiction as frequently, with the
notable exception of science fiction, where
many novels have demonstrated the dysto-
pian nature of socialism. Alas, for every
Robert Heinlein or Ayn Rand, there have
been many Upton Sinclairs. Most of the
intellectual energy of the defenders of lib-
erty has gone into scholarly works refuting
the contentions of the socialists and expos-
ing the counterproductivity of their nos-
trums. That is important, but as long as the
opponents of liberty are on the attack, we
risk losing the crucial battle for the hearts
and minds of the populace.

That is why the appearance of Larry
Bond’s Cauldron is such a happy event.
Cauldron is an elaborate working out of the
disastrous consequences of a breakdown in
free trade internationally. The bad guys in
this book are opportunistic politicians who
revel in power and despise the idea of the
free market. They are ruthless scoundrels
who will sacrifice thousands of innocent
lives in order to attain their objectives. They
fight dirty. Although war is not their desire,
they are inexorably led to engage in it by the
ripple effects of their anti-market policies.
Brutal warfare is the result of governmental

meddling in the peaceful operations of the
free market. Bastiat once wrote that if goods
don’t cross borders, soldiers will. This book
is an excellent illustration of the truth of that
statement.

The villain of the piece is Nicolas Desaix,
the French foreign minister. He dreams of
Napoleonic glory for France—the statist’s
glory of hegemony over one’s neighbors.
The advanced age and poor health of the
French President allows Desaix to seize de
facto control over the government and he
quickly sets about solving the many eco-
nomic problems which beset France with,
naturally, more coercion. He is especially
eager to protect French industry from for-
eign competition. He has no use for ‘‘bub-
ble-headed’’ economists who advocate free
trade. What he desires is a European Con-
federation (EurCon), a French-dominated
monetary union and trading bloc.

His plans go awry, however, when sev-
eral nations—Poland, the Czech Republic,
and Slovakia—decline to join EurCon. To
bend Poland to his will, he engineers a
natural gas shut-off from Russia. The United
States and Britain attempt to keep Poland
supplied by shipping liquified natural gas to
Gdansk. When his orchestrated environ-
mentalist campaign against the shipments
fails to stop them, he has one of the tankers
blown up.

Conflict erupts when the Hungarians
overthrow their pro-Desaix government.
French and German EurCon forces invade
to restore their version of law and order. But
aided by the U.S.-trained and equipped
Polish air force, the Hungarians put up a
surprisingly stiff battle. Desaix next attacks
Poland to knock out their air bases and
ultimately to subdue the independent Poles.
That precipitates full-scale U.S. involve-
ment, but Desaix is confident that he can win
before American forces can intervene.

Bond is a talented writer and the military
action on land, sea, and in the air is gripping.
The issue is long in doubt, but eventually the
anti-EurCon leaders find a way to exploit
EurCon’s internal weaknesses. It crumbles
under an unanticipated counter-attack. De-
saix and like-minded authoritarians are



710 THE FREEMAN e DECEMBER 1994

swept from power. In the aftermath, the
U.S. President proclaims that he seeks a
new international alliance based on four firm
principles: *‘free trade, free enterprise, free
markets, and free governments.’’ Put one in
the win column for Frederic Bastiat! [
Mr. Leef is an Adjunct Scholar with the Mack-

inac Center for Public Policy in Midland, Mich-
igan.

The Right Data

by Edwin S. Rubenstein, et al.

National Review Books e 1994 e 409 pages o
$17.95 paper

Reviewed by Robert Batemarco

Did you know that 82 percent of the jobs
created between 1982 and 1989 required
high levels of skill and paid accordingly?. . .
or that in 1990, there was one tax consumer
for every 1.3 taxpayers? . . . or that during
the 1980s housing became more affordable
for those of middle income? . .. or that
charitable giving during that same period
increased by more than can be accounted for
by higher incomes? If you did, you did not
learn it from the mainstream press, whose
constant refrain was that the ’80s were a
period of greed and indifference in which
government programs were slashed, the rich
gotricher, the poor got poorer, and the middle
class got shafted. If you didn’t, reading Ed
Rubenstein’s The Right Data, will expose
you to these facts plus many more.

The first half of this book consists of
Rubenstein’s ‘““The Right Data” columns
which appeared in National Review be-
tween 1988 and 1993, grouped by topic. This
is followed by a series of articles published
by various authors in a special 1992 issue of
that same fortnightly, entitled ‘“The Real
Reagan Record.”’ Contributors include Paul
Craig Roberts, Martin Anderson, William
Niskanen, Alan Reynolds, and Rubenstein,
among others. The remainder of the book
presents raw data tables with a minimum of
commentary.

Although a supply-sider, Rubenstein tran-
scends the caricature of that position by

placing more emphasis on how high tax rates
depress private economic activity, and less
on how they cost the government revenue.
Indeed, I found his discussion of the impact
of various policies on job formation most
enlightening. He cites OMB data which put
the cost of the jobs government public work
projects ‘‘create’” at anywhere from $136,000
to $400,000 (versus $40,000 for the private
sector), making it clear why such projects are
net job destroyers. He also cogently illus-
trates how freer trade with Mexico has
created jobs—both directly through exports
(to which he attributes almost 400,000 new
jobs between 1986 and 1990) and through the
cost-cutting it made possible.

In the same vein, Glenn Yago’s essay on
that most maligned of financial innovations,
high-yield bonds (pejoratively and more
commonly dubbed junk bonds by their de-
tractors), pinpoints how they led to employ- -
ment gains, with job growth six times higher
than industry averages among those firms
whose debt is classified as ‘‘junk.”’ He also
puts the lie to James Stewart’s contention
that junk bond-financed takeovers were a
major contributor to unemployment, noting
that only 6.6 percent of jobs lost in the '80s
were lost as a result of takeovers (p. 250).

While, as I said earlier, the theoretical
framework binding together the facts and
figures presented here is basically sound,
there are a number of unfortunate lapses.
One of the worst is that the author seems to
have a soft spot for the nearly oxymoronic
idea of government investment. This leads
him to downplay the harm done by govern-
ment deficits so long as they ‘‘finance roads,
bridges, defense installations, schools, and
other capital projects that will increase fu-
ture GNP ...” (p. 57). But what about
those roads and urban rail systems costing
thousands of dollars more per rider per year
than their customers are willing to pay for
them, the bridges which are investments not
in future GNP but rather in votes and
campaign contributions for the legislators
who ‘‘bring home the bacon,” the military
bases that even the Pentagon considers
useless (Rubenstein himself cites the De-
fense Department’s claim that fewer than
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one tenth of our bases are essential), and the
schools whose inefficacy is a national scan-
dal? The nature of government guarantees
that such waste will constitute a large por-
tion of government spending. And it renders
absurd Paul Craig Roberts’ suggestion that
we should adopt the Japanese practice of
counting government spending as invest-
ment (p. 230).

Most of the articles in this book are two
pages long, with none longer than twelve
pages. This, plus a thorough index, makes
it easy for one to quickly find out what one
wishes to know about a specific topic. It also
means that the seeker after an in-depth
treatment of these issues will have to look
elsewhere. Nevertheless, anyone looking
for the facts that can poke holes in the most
common misrepresentations of our recent
economic record would find this book a
good place to start. O

In addition to editing the book review section of
The Freeman, Robert Batemarco is a marketing
manager for economic analysis at J. Crew in
New York City and teaches economics at Mary-
mount College in Tarrytown, New York.

Money Meltdown: Restoring Order to
the Global Currency System

by Judy Shelton

The Free Press ¢ 1994 o 399 pages o $24.95

Reviewed by Raymond J. Keating

he importance of a sound monetary
system should not be underestimated.
Without a solid monetary foundation, mar-
kets cannot operate properly and economies
crumble. Nonetheless, monetary policy of-
ten receives short shrift outside academia
and off currency trading floors. The mach-
inations of the Federal Reserve, for exam-
ple, at times seem too arcane for the average
taxpayer or concerned citizen.
Fortunately, Judy Shelton, a research
fellow at the Hoover Institution, has come
forward with a clear, substantive look at
developments in the international monetary
system since World War II, as well as
balanced assessments of the various schools
of monetary thought.

Money Meltdown presents compelling ar-
guments against both floating exchange
rates and a pegged rate system based on
nothing more than government acclamation.
Regarding floating rates, Shelton concludes
that ‘‘governments cannot resist the temp-
tation to intervene and ... government
intervention causes perverse financial ef-
fects. Who ends up paying the price? Con-
sumers, of course, who are deprived of the
benefits of genuine comparative advantage.
But also producers——the individuals who
would prefer to avoid the risk of currency
gyrations altogether and concentrate in-
stead on delivering products that are com-
petitive on their own merit.”” The floating
exchange rate system turns out to be a
“dirty float’’—with governments attempt-
ing to manipulate currency values in vain
efforts to achieve often mythical advantages
in the international marketplace. Devalua-
tion seems to be the last bastion of accept-
able trade protectionism.

Shelton notes the fundamental difference
between a stable exchange rate system
based on government fiat and an anchored
system: ‘‘Turning to an outside anchor per-
mits trading partners to safely transcend
politics in their monetary relations. Unlike a
pegged rate system, an outside anchor offers
an objective monetary point of reference
instead of requiring countries to coordinate
policies or subjugate their own economic
agenda to the domestic priorities of the
dominant regional power.”’” As Europeans
attempt to pick up the pieces after the
disintegration of their pegged rate system,
they should take serious note of Shelton’s
arguments.

Though sympathetic in many ways to the
theory of privately supplied money, Shelton
doubts whether a system of private curren-
cies is workable. She is especially con-
cerned as to whether competing currencies
would be accepted by the average person.

More critically, though, Shelton under-
stands that price stability is just as necessary
in international markets as in domestic mar-
kets. The author explains, “‘If you can’t
evaluate competitive goods and services
across borders in terms of their prices, you
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cannot have a functioning free market.”
Shelton continues, ‘‘Risk and uncertainty
are needlessly increased when firms are
unable to discern the real costs of produc-
tion or estimate potential rewards from
investment because they operate in a global
economic environment characterized by un-
predictable currency values.’’ The result is
slower economic growth around the globe,
as the benefits of free trade and invest-
ment-—the benefits of comparative advan-
tage—are hampered.

Shelton concludes that, ‘‘given the disad-
vantages of other systems—the corruptness
of floating rates, the superficiality of pegged
exchange rates, the confusion of competi-
tive private currencies—an international
gold standard emerges as the most attractive
option.”” She goes on to neatly summarize a
key benefit of gold: ‘A gold standard, in
short, would prevent governments from us-
ing their currencies as tools of short-term
economic policy, trading the temporary ad-
vantage of cheap exports against the longer-
term problems of decreased purchasing
power for their citizens in the global econ-
omy. The emphasis among participants in
the international marketplace would rightly
turn to comparative advantage and genuine
competence.”’

Shelton’s idea for a gold standard would
seek to remove two fundamental flaws of
the Bretton Woods system by extending the
right of convertibility to private citizens and
avoiding reliance upon a single anchor cur-
rency. The author explains, ‘‘Had private
citizens enjoyed the same convertibility
rights as foreign central banks under the
Bretton Woods agreement, their individual
actions would have brought about a more
diffused adjustment to changes in the U.S.
money supply and alerted officials to dan-
gerous developments long before the integ-
rity of the entire system came under threat.’’
On the second point of a single anchor
currency, Shelton observes, ‘‘Monopoly
power has an inherent tendency to be
abused; this fact is no less true for the key
currency issuer than for suppliers of other
economic goods.”

Shelton views the economy from a com-

prehensive supply-side perspective. As
such, she not only understands the benefits
of lower taxes and less regulation, but also
the rewards of sound money—both domes-
tically and internationally. Though the au-
thor goes too far in arguing that the govern-
ment could no longer run a budget deficit
under a gold standard; she is correct to note
that ‘‘the government could not monetize a
budget deficit.”” Therefore, the incentive to
run deficits would be greatly reduced. Shel-
ton also understands how best to eliminate
a deficit, as noted in a passage that ventures
into the realm of fiscal policy: ‘‘Instead of
shrinking the nation’s level of productive
economic activity by imposing higher tax
rates in a misguided attempt to raise gov-
ernment revenues, private business activity
should be spurred through lower tax rates.
Despite the drubbing supply-side economics
has been subjected to, lower marginal tax
rates can lead to higher overall levels of tax
revenue as individuals respond to opportu-
nities to reap greater personal rewards from
their entrepreneurial activities.”’

The implementation of a gold standard
will enhance the rewards for entrepreneur-
ship as well by maintaining price stability
and reducing currency risks in the interna-
tional marketplace. In Money Meltdown,
Shelton adeptly explores the benefits of an-
choring currencies to gold, and thereby has
added another valuable tome to the expand-
ing library of supply-side economics. []

Mr. Keating is Director of New York Citizens for
a Sound Economy, and partner with Northeast
Economics and Consulting.

Lost Rights: The Destruction of
American Liberty

by James Bovard

St. Martin’s Press o 1994 o 408 pages o $24.95

Reviewed by William H. Peterson

¢ he most cogent reason for restricting

the interference of government is the
great evil of adding unnecessarily to its
power. Every function superadded to those
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already exercised by the government causes
its influence over hopes and fears to be more
widely diffused, and converts, more and
more, the active and ambitious part of the
public into hangers-on of the government,
or of some party which aims at becoming the
government.”’

So wrote John Stuart Mill in 1859. Con-
curring is policy analyst James Bovard who
has written a whale of a book, at once
courageous, entertaining, and thoroughly
documented. Bovard, author of The Fair
Trade Fraud (1991) and a frequent contrib-
utor to the Wall Street Journal and New
York Times, holds that Americans pay
dearly for idolizing the State and treating its
interventionist laws as gospel.

He argues that the more we glorify gov-
ernment, the more liberties we lose, that the
central issue of our times is between letting
people build their own lives and compelling
them to build their lives as the state dictates,
that people are drowning in a flood of
legislative and administrative law, that the
American government wars on private prop-
erty rights which are at the very heart of
liberty, and that the vast effort of govern-
ment intervention to improve society is ‘‘a
dismal failure.”

In the war on property, Bovard cites the
case of St. Bartholomew’s Church on New
York’s Park Avenue. The parish tried to
sell its community house next to the church
and replace it with a high-rise office building
which would have netted $100 million. But
the New York City Landmarks Preservation
Commission denied the church’s petition
because of its historic designation. The
church sued that the designation amounted
to an illegal seizure under the Fifth and
Fourteenth Amendments, only to face an
adverse federal appeals court ruling in 1991:
“The church has failed to prove that it
cannot continue its religious practice in its
existing facilities. . . . So long as the church
can continue to use its property in the way
that it has been using it—to house its char-
itable and religious activities—there is no
unconstitutional taking.”” In other words,

bye-bye $100 million. Bovard sees the ruling
as effectively handing over to local govern-
ments almost unlimited power to selectively
place private property—and human free-
dom—in limbo.

As evidence of the flood of legislative and
administrative law, the author points out
that the Federal Register publishes each
year some 70,000 pages of fine print of new
laws, rulings, regulations, and proposals.
The average citizen could hardly read this
legal outpouring, let alone understand it;
but it nonetheless silently gnaws at his life,
liberty, and property as presumably enun-
ciated by the Declaration of Independence
and the Bill of Rights.

Bovard wonders how liberty fares when
Equal Employment Opportunity Commis-
sion officials can levy a fine of $145,000 on
an owner of a small business in Chicago
because he did not have 8.45 African-
Americans on his payroll, when U.S. Agri-
culture Department agents can prohibit Ar-
izona farmers from selling 58 percent of their
lemon crop to other Americans, when gov-
ernment subsidies become a major factor in
squeezing out unsubsidized developers,
schools, theater producers, and farmers,
when total federal spending has jumped in
nominal terms, from $100 billion in 1963 to
over $1.5 trillion in 1994. And this jump is
before enactment of a Clintonlike health
plan which would federalize (read socialize)
one-seventh of the nation’s Gross Domestic
Product.

Clearly, government in America over-
reaches, overtaxes, overgoverns—with
abysmal results. James Bovard closes with
an apt quotation from Henry David Tho-
reau: ‘‘If you see a man approaching you
with the obvious intent of doing you good,
run for your life.” O

Dr. Peterson, Distinguished Lundy Professor
of Business Philosophy Emeritus at Campbell
University in North Carolina and a Freeman
Contributing Editor, is completing a book manu-
script entitled Peterson’s Law: Why Things Go
Wrong.



