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ENTHUSIASM, vitality, zeal charac-
terize the youth of every genera-
tion. Theirs always is a new vision
of problems and opportunities. It
comes naturally for them to be
righters of wrongs, or at least to
try. But the eternal fires of youth
seem lately to have fanned into
an exceptional and alarming gen-
eration gap.

Perhaps the young of recent
years have been more reactive to
the evil and the imperfect. Tele-
vision instantly and vividly com-
municates sights and sounds un-
known to earlier generations. An-
other factor could be the unusual
run of prosperity for so many
American families since 1940.
Without sound instruction, it
would be easy for the children to

Mr. Sparks is an executive of an Ohio manu-
facturing company and a frequent contributor
to THE FREEMAN.

JOHN C. SPARKS

gain the impression that financial
success comes without effort or
struggle, that there exists a never-
ending source of economic goods,
and that only a new “law of dis-
tribution” is needed to assure
abundance for all.

To expect these young to be less
sensitive than they are to prob-
lems would be to expect the most
exuberant part of the human race
to lack the normal human emo-
tions. Their boundless energy and
intelligence seek the direction that
will move mankind upward and
onward. But bluster and noise are
not suitable replacements for hard
effort and moral judgment. De-
pending upon the direction taken,
mankind will either step forward
or slip backward on the evolution-
ary incline,

The young welcome a challenge.
But in the current confusion, many
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real challenges are going unrecog-
nized, challenges that should test
the courage and ingenuity of the
very best. These challenges offer
great excitement, stiff obstacles,
few immediate rewards, many dis-
appointments — and unlimited po-
tential for progress.

While still a young man, Alexan-
der the Great is said to have ex-
pressed keen disappointment that
there were for him no new worlds
left to conquer. From our vantage
point of the twentieth century, we
may smile at this great one of the
past who could not perceive the
little distance he had covered from
the starting toward the finish line.
Yet, how is anyone, especially the
youth of today, to be free of such
blindness ?

It may seem inappropriate for a
representative of today’s older
generation to offer suggestions of
worthy challenges. The credentials
need to be checked. How have we
performed as adults? We did many
things quite well. In many crucial
respects, however, our generation
has failed. We virtually abandoned
our qualities of self-reliance, self-
responsibility, mutual respect, and
love of fellow man. We sought to
shift our own responsibilities and
refused to see ourselves as the
cause of the poor results. As par-
ents, we tried to hold others re-
sponsible for the welfare of our
families, the education of our chil-
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dren. Did we expect our neighbors
to do this for us? No, of course not,
for they, too, were busy shifting
their burdens to others. Just
“others,” faceless nonentities such
as the state board of education,
county welfare, unemployment
service, social security, entrenched
wealth, big business. Surely, our
generation has slipped from the
path that leads toward human
progress. But our experiences
should afford a great lesson for
those with the intelligence and
courage to investigate the causes
and consequences.

Untold numbers of “new worlds,”
waiting eons of time to be con-
quered, lie before the current crop
of youth —and most of these
worlds will remain untouched many
centuries after these young ones
have gone. Yet these fantastic se-
crets are ready to be released, new
worlds just waiting to serve man-
kind whenever some real challeng-
ers come forth to conquer them.

The Opening Challenge

Why not start with the puzzling
problem of equality? Logic denies
that all men are created equal.
Quite the contrary: not only un-
equal, but not one like any other.
Each is born with his own distine-
tive characteristics. His race and
color, his genes and chromosomes,
hisfingerprints, hisphysicalappear-
ance, his relatives, his occupancy
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of a particular place and point in
time, his economic and cultural en-
vironment all proclaim his unique-
ness! There are no duplicates — no
two persons alike, no two situa-
tions the same. Yet, we frequently
find that “equality” is held unde-
batable as a desirable objective for
all people. Many discussions of
thought-provoking issues are
short-circuited by a misconception
of equality.

Just what kind of equality is de-
girable? Only the naive would
claim that each person must be
* equal in every detail with every
other person. The answer that al-
most everyone knows in our mod-
ern civilization, of course, is equal-
ity before the law. But what does
that mean? Doeg it mean that each
person should be lawfully compen-
sated if his earnings fail to bring
him up to a certain economic level ?
Or should he be compensated ac-
cording to circumstances: the pov-
erty of his parents, the place where
he was born, his intelligence quo-
tient, parental overindulgence or
protection — an endless list of neg-
ative factors? But suppose that
somehow it can be ascertained who
is unequal and the precise amount
required to catch up the difference.
How long should support be pro-
vided? Is there a responsibility on
" the part of the recipient to try to
overcome his inequality? Who is
obligated to provide the necessary
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support? And what about equality
for him?

As for the recipient, will he be
helped or harmed by having a con-
tinual crutch? It is possible that he
simply doesn’t care to earn all he
can, that he is satisfied with less
than others deem necessary.
Though capable in all respects, his
preference and interests could be
a simpler life, if not in Tahiti, then
maybe in Cleveland, St. Louis, or a
small rural community. On the
other hand, his potential skills and
capacities may never develop if the
force that drives many toward
achievement is partially bridged by
government intervention.

This is no mere academic exer-
cise. This is the real world. Bear in
mind that numerous Federal and
state laws are based on attempts
to equalize various segments of the
population — rich and poor, old and
young, large families and small
families, the responsible and the
irresponsible, one occupation group
and another, the successful and the
unsuccessful, and so on.

Is it a logical objective to equate
equality before the law with equal-
ity of the level of income, wealth,
or economic capabilities? Or might
equality be better approached as a
negative concept? Somewhere the
idea of the absence of coercion
might fit into this puzzle. Acknowl-
edging that each person is differ-
ent, it may be that we should seek
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a way to peacefully and success-
fully utilize such differences, not
letting anyone stand coercively in
the way of another.

The Next Challenge

If one should tentatively accept
the previous challenge, his inclina-
tion might be to employ various
tools of the democratic process —
especially that of voting. But the
misleading concepts surrounding
equality are closely akin to those
surrounding majority rule and the
“magic” of voting. If one has
blindly accepted the idea of major-
ity rule, he should take a more
careful look.

Here is a question to help place
this point in perspective: Under
what conditions and to what ex-
tent might you be willing to be
restricted, your actions determined
by the decisions of others than
yourself? Are you willing to ac-
cept the decisions of others in the
selection of your husband or your
wife, naming your child, determin-
ing the food you should eat, the
clothes you wear, the friends you
may have, the beneficiaries of your
kindnesses, the persons with whom
you may trade or contract, the pro-
visions of the contract? Many of
today’s youth have loudly and
persistently demonstrated that
they will not allow the customs of
their elders to dictate styles of
hair or dress. How significant are
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such matters in the full scale of
values which affect their lives?

This is not to say that harmful
results of numerous invasiong of
privacy have gone unrecognized.
Protests have been launched
against these galling coercive in-
trusions — some loud and violent,
some quiet and peaceful, others
simply in thoughtful contempla-
tion of the prevailing situation.

There probably are as many
persons coerced into acting, not as
they want, but as others want,
through majority rule as through
totalitarian dictatorship. The chal-
lenge here is to find out the limi-
tations of majority rule, lest it
become the pervading principle
for solving all problems. One ap-
proach is to examine the alterna-
tive to majority rule. Is it minor-
ity rule? Possibly; but what about
individual rule as the alternative?
Thomas Jefferson had something
to say about this. “That govern-
ment which governs least, governs
best” was Jefferson’s idea of al-
lowing each person the exciting
opportunity to govern himself.
This creative thought deserves
better than to be forgotten.

The magic of the voting process
seems to have perverted our judg-
ment in political matters. We seem
to believe that the total number of
votes cast is more important than
the outcome of the balloting — that
it is better to rely upon the opin-
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ions of citizens who hardly care
enough to vote than to have a
matter decided by those concerned.
We become so obsessed with vot-
ing politically that we tend to de-
prive ourselves of choice in the
market place,

The man who would govern him-
self and extend to every other per-
son the same opportunity — a chal-
lenge worthy of the most intelli-
gent, courageous, and moral indi-
vidual — must study carefully this
matter of voting. Are there logical
limitations for voting? Should an-
other person vote on a matter that
pertains not to him, but only to
me? Should another’s vote deter-
mine the use of my property when
no property of his own is affected
by the vote? Should the privilege
of voting be earned by meeting
certain requirements — not age,
not color, not race —but such as
proof of responsibility for the
support of oneself and his own
family?

To seriously review the short-
comings of the older generation
surely must challenge the youth
of America to think of equality in
terms that will not prevent any
individual from being his own
man. To meet this challenge calls
‘or better understanding of the
itructure of government — and
uch mechanisms as voting and
najority rule — so that govern-

1ent may not be turned against
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the need and desire of the indi-
vidual to be seif-responsible,

The Final Area of Challenge

It has been observed by philoso-
phers and historians that the need
for strong safeguards against the
loss of freedom is recognized more
readily by those who have just
won freedom than by those who
have inherited it; the latter tend
to take freedom for granted and
allow the safeguards to be re-
moved.

The framework of government
should have built into it safeguard
mechanisms that require much
time and effort to remove. The de-
lay will allow the more alert citi-
zens to review and emphasize to
others the reasons why such safe-
guard mechanisms were instituted
in the first place. Certain mech-
anisms of this kind were well con-
ceived and placed into the Consti-
tution of the United States, to pre-
vent the government itself from
interfering with personal freedom
while providing necessary defense
and establishing justice. These
mechanisms set one branch of gov-
ernment as a check upon another.
To protect against sudden ma-
jority responses to popular causes
of the moment, they required
greater than simple majority votes
to amend the Constitution and to
override vetoes; they provided for
electing certain officeholders to
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longer terms than others, and for
appointing certain officials to life
terms. These mechanisms were
alarms. For a century and longer
these Constitutional safeguards of
1789 worked very well. In recent
decades, however, we seem deter-
mined to prove that those who in-
herit freedom eventually take it
for granted and allow its safe-
guards to be removed.

One lesson of history calls for
special attention by the young: op-
pression does not always come in
severe doses. The oppressors do not
always wear black hats and ride
black horses to distinguish them-
selves from the good guys. Instead,
they sometimes appear to be more
sincere and more concerned than
others who quietly go about mind-
ing their own business., So it is
that oppression is likely to come
with gradual erosions of personal
freedom. Not many notice, for the
alarm is no louder than a whisper.
A callus lets us live with a pinch-
ing shoe, and in much the same
way we grow accustomed to a gov-
ernment that has slipped into au-
thoritarian ways; private decision-
making gradually disappears.

Obviously, the original safe-
guards built into the Constitution
have not sufficed. New and better
gsafeguards and alarms are needed.
Here is the most exciting chal-
lenge of them all — calling out to
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the young in heart, mind, and
spirit.

Independence has been a way of
life for the American. In his pri-
vate and public life he picks and
chooses, he accepts and rejects. If
he dislikes the association he has
with his employer, or with his
church, or with his fraternal
group, he can resign. If one spouse
mistreats the other, the remedy
may be to dissolve the union, If
a youngster has been subjected to
heavy-handed treatment by his
parents, when he becomes an adult
he has the choice to quit the
family. The fact that such choices
exist has a leavening effect oz
those in the positions of control
This applies to practically all hu
man action. Whether or not on
continues to patronize his lawyel
doctor, dentist, the boy who mow
the lawn, the dry cleaner, or tk
butcher will depend upon the m:
tual satisfaction of the two pa
ties involved. When either becom
dissatisfied, he simply quits.

No Way to Quit

Not so, however, when the d
satisfied party is the citizen
several layers of governme
When I become unhappy with «
of these layers, such as gove
ment postal service, it is futile
me to resign from that service
rangement. There is no reason
replacement available for me
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uge; and even if there were I
would still be ohliged to subgidize
the old one through taxes. When
government officials decide that
every young man from 18 through
26 shall be eligible for military
service and subjected to unde-
clared war in foreign lands, no
reasonable alternative seems to
exist for him. Though history tells
of persecuted people who fled their
country rather than continue to
bear the improper authority of
government, such remedy can
hardly be considered reasonable. It
is not reasonable that to object
successfully against the tyranny
of the late Hitler or the current
red regime of East Germany, one
must uproot himself and his fam-
ily and, leaving behind his posses-
sions, try to sneak unobserved
across the boundary with the lives
of himself and his family at stake.

The way to avoid becoming
trapped in such evil circumstances,
of course, is to understand so com-
pletely and to articulate so clearly
the virtues of liberty and the pain-
fulness of oppression, that one will
convince enough of his fellow citi-
zens to oppose such attempts to
grab authoritarian power. This
approach is no little task. And, as
a practical matter, it may consti-
tute no remedy at all. Doubtless it
is easier to “fire” one’s dry cleaner
who charges too much or other-
wise fails to give satisfactory
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service, than to “fire” the layer of
government under which one is op-
pressed. So what is the answer?
Where lies the solution to this
challenge?

Look to the Market

It seems possible, at least theo-
retically, that one could contract
privately for all services now ren-
dered by governments except for
that specialized service of national
defense against either foreign or
domestic aggressors. If govern-
ment were thus limited to provid-
ing for the defense of the United
States of America and all other
services were to be private, pre-
sumably one other national re-
sponsibility would then exist—
the guarantee to each citizen that
no other government service would
be constitutional, whether at the
national, state, county, or munici-
pal level. To fulfill such guarantee,
the Federal government would be
authorized and given the power to
protect the people from any at-
tempt whatsover by any person or
group to use coercive or govern-
ment-like methods to require their
participation or action.

What might be the advantages
of such an arrangement? For one
thing, a Federal government,
limited to national defense and to
carrying out the above guarantee,
would have little prospect of
growth through promises of some-
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thing for nothing or any program
of tax-spend-and-elect. Since: no
other enforced services would be
permitted within the nation, pri-
vate organizations would flourish
strictly according to the will of
satisfied customers. Unwarranted
attempts by any such organization
to raise fees arbitrarily (the way
governments raise taxes) or to cut
the quality of its services could re-
sult in loss of clientele.

Other beneficial effects to be an-
ticipated from this removal of co-
ercive powers from would-be mas-
ters of men would be the maxi-
mizing of individual effort and re-
ward, a resurgence of genuine
charity in ministering to the needs
of others, a more stable economy
not subject to arbitrary manipula-
tion by government, and countless
other blessings. Isn’t this a worthy
challenge!

Even to outline so nebulous a
theory must trigger many ques-
tions:

“But, how would the court sys-
tem function?

“What about police, fines, and
imprisonment?

“How would one gain recogni-
tion of ownership of property?

“How would a contract be en-
forced?

“Who would own the roads and
highways?

“Who would be responsible for
a system of money?”’
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These questions express the puz-
zle — just how low the level of gov-
ernmental coercion should be to
allow the maximum freedom of
the market place, and yet not re-
gsult in anarchy and violence. I
have suggested the barest mini-
mum of government coercion. It
may be too little. And yet the real
danger, as evidenced through his-
tory, has been that man chooses
too much government and too little
freedom, He is more apt to under-
shoot the peak of freedom than to
overshoot it.

This, young men and women, is
part of the great, exciting chal-
lenge. Let anyone who wishes to
supply an answer be free to try!
Keep in mind that failure will hurt
only those few who subscribe to a
wrong answer, and then perhaps
only momentarily, while success
will profit many far and wide.

It is tempting to continue with
a long list of challenges for young
people encompassing the areas of
physical science, metaphysical sci-
ence, medicine, industry, astron-
omy and space, among others. But
these are subjects that would be
neither overrated nor underrated
in a true society of free men. The
great challenge is to maximize the
freedom of every individual. Suc-
ceed there, and success must fol-
low in every conceivable area of
human activity. ®
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HARsH though the fact may seem
to some, the scarce and valuable
resources of the world are gen-
erally staked out and claimed.
Somebody owns them, no matter
how much others might want
them. If this were not the case, the
first order of business would be
to make it so. For there is no way
in the world to assure the efficient
use and reasonable conservation of
scarce resources until they are
brought under private ownership
and control. What belongs to
everyone belongs to no one, and
waste is not felt to be a personal
loss.

This is not to say that private
ownership, in and of itself, is a
sufficient condition for harmonious
human relationships. The owner,
having once staked a claim, may
not thereafter sit on his property
with a dog-in-the-manger attitude
toward others. His right is by
their consent, so to speak. Unless

one’s neighbors generally approve
the use he makes of his property,
they will not rush to help him de-
fend it. Indeed, they may be the
first to trespass or otherwise chal-
lenge his title. This is not to con-
done unneighborly conduct or the
tendency to trespass, but to stress
the owner’s responsibility to put
his property to productive use
which others may understand and
approve.

So, it behooves an owner to
practice what might be termed an
open-door policy as distinguished
from a closed shop. In other words,
unless he is prepared to defend his
claim behind a Great Wall with
armed guards, he will rely upon a
“For Sale” sign, daily proving
anew in the market his right to his
property. The open market recog-
nizes no special privileges on the
part of any owner. Each market
participant or trader bids against
all others, and the property goes
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to the highest bidder. And every-
one who would trade has a vested
interest in keeping the market
open, in policing the market
against thieves and robbers and
any coercive intervention with the
person or the property of any
peaceful trader.

The point bears repeating: the
allocation or ownership of property
is most wisely determined in the
open market; the proper function-
ing of the market requires polic-
ing and the protection of private
property; but this does not mean
protectionism or special privilege
for any owner by way of govern-
ment intervention. The latter
amounts to a closing of the market
against peaceful traders — a rever-
gion to barbarism and war.

Not that any given owner is so
all-wise that he alone knows best
how to use and conserve scarce
resources. But he does have a sense
of values and his own order of
priorities to which any customer
in the market may appeal with a
bid or an offer to buy. It is possi-
ble, of course, that none of these
offers would appeal to the owner
at a given time, in which case he
would retain possession until of-
fered something better or until
his own needs and priorities had
shifted enough to make him will-
ing to trade. Bear in mind that no
one can earn a living simply by
hoarding; eventually he must sell
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or otherwise convert some of hig
hoard into something to eat. So,
he is quite as dependent on others
as they may be dependent on him.
And it is this interdependence, re-
flected in market pricing and trad-
ing, that ultimately attends to the
most efficient use and conservation
of scarce and valuable resources
— that transfers ownership into
the most capable hands.

Modern markets are a far cry
from the simple barter of earlier
times. Sophisticated traders usu-
ally make their deals in terms of
money. So let us examine the role
of money as a medium of exchange
and see how monetary policies
affect the market and the course
of trade.

Monetary Manipulations

Anyone with the slightest
knowledge of monetary history
knows very well how the ancient
goldsmiths used to issue more
warehouse receipts for gold than
there was gold in the warehouse.
Our modern systems of fractional
reserve banking employ the same
principle.

We know about this. Yet, many
of us never quite grasp the sig-
nificance of what we seem to know.
These slips of fiat money flowing
from the banking system are claim
checks we presumably bring to
market to exchange for the goods
and services available there., But
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if we stop to think about it, we
soon see that there is no real mar-
ket demand for these claim checks
as such. The only reason why any-
one wants any of them is that they
might help him get the goods or
services he wants. What every
trader in the market wants are
goods or services more valuable to
him than those he offers in ex-
change. He hopes to find the mar-
ket place full of goods and serv-
ices, rather than lots of monetary
claim checks to be redeemed.

The salesman may not realize it,
but the smile on his face when a
millionaire enters the store is not
for the million claim checks the
customer might have in his pocket.
The smile goes back to the pile of
goods and services that had to be
released in the market before that
customer could acquire a million
claim checks, Otherwise, those
checks are the work of a counter-
feiter, a “customer” welcomed by
no bona fide supplier of goods and
services.

In one sense, the welfare client
who enters the market with a
bundle of food stamps is like a
counterfeiter: neither is bringing
any useful goods or services into
the market; each plans to draw
against the available supplies; and
some supplier is bound to come out
on the short end of such one-way
“trade.” The same holds true
whenever any customer enters the
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market with a pocketful of money
which has not been earned by sup-
plying goods and services.

Barred from the Market

Perhaps the tax collector — the
mailed fist within the velvet glove
of the welfare state — most clearly
symbolizes the claimant of some-
thing for nothing. True, he has
legally been hired to perform a
job. But his task is to withdraw
goods and services from suppliers
— from the market — without the
arduous necessity of offering other
marketable items in trade.

The tax collector, in other words,
controls entrance to the market,
exacting tolls of varying magni-
tude from certain customers as
they enter or leave with their ob-
jects of trade. Nor is that all. Some
of those very same customers, and
certain others with no visible
means of support or trade, are in
a sense deputized to collect taxes
in their own behalf —a welfare
payment, subsidy, exemption, or
“free pass” of some sort.

These are not simple beggars
waiting for crumbs outside the
gates of the market. However
peaceful may seem to be their ex-
actions from would-be traders,
these tax collectors and deputies
are armed with the full force of
the law, prepared for whatever
violence is necessary to enforce
their one-way transactions. Their
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picket signs also serve as clubs.
These activities outside the gates
are marked by violence, always
threatened and often invoked.

The taxpayer who seeks any re-
turn on the goods and services
taxed from him must seek outside
the market — look to political chan-
nels to get back “his share” — per-
haps in outer space, or in Vietnam,
or in Appalachia, or in the urban
ghettos, or in the mailbox, or on
the highway, or in the crowded
schoolroom, or hospital, or jail. In
other words, the taxpayer tends to
be driven from the market, to the
extent that he is taxed for other
than the minimal requirements for
policing the market. And outside
the market, the game or the strug-
gle is strictly violent; to the victor
belong the spoils.

“Publi¢ Sector’’ Wars

The names may be somewhat
misleading, but the peaceful trans-
actions or voluntary exchanges
within the market are sometimes
referred to as occurring in “the
private sector”; and the so-called
“public sector” encompasses those
coercive activities outside the mar-
ket — wars of one kind or another:
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against foreign aggressors,
against communists, against capi-
talists, against poverty, against
ignorance, against prejudice,
against bias, against every con-
ceivable obstacle that stands be-
tween any man and the something
he wants without earning it.

Their names are legion who pro-
fess good will toward man in their
schemes to channel ever more re-
sources and individuals into the
“public sector.” But whether or
not they know it, they are the war-
mongers in our society. They are
condemning everyone involved, in-
cluding their intended benefici-
aries, to violent methods and to
the results of violence.

If one tires of the class struggle
and conflict and violence charac-
teristic of men trying to function
in the public sector, if he realistic-
ally seeks peace, then he must
search for it in the private sector.
A condition for admission to the
market is that one enter and oper-
ate through peaceful means only.
And only through peaceful means
can peace be achieved. The happy
dividend is more goods and serv-
ices available to all men than
under any other arrangement. @
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THE RECENT economic reports of
the President, and of his Council
of Economic Advisers, have been
the occasion of much discussion
and controversy. This week we
want to call attention to a section
of the council’s report which has
attracted relatively little notice,
but which containg some profound
economic wisdom. This is a rather
brief section headed ‘“Transporta-
tion,” which appears as one part
of a chapter entitled “Economic
Growth and the Efficient Use of
Resources.”

The council’s discussion of the
economics of the transportation
industry is in a low key. Conclu-
sions are suggested rather than
asserted and no firm recommenda-
tions for changes in government
policy are offered.

Mr. Hagedorn is Vice-President and Chief
Economist of the National Association of Man-

ufacturers. This column appeared in NAM
Reports, March 1, 1971,

Yet, the message of the council’s
comments is clear. It is this: Gov-

ernment regulation of transporta-
tion has resulted in injury, rather
than benefit, both to the industries
which provide transportation serv-
ices and to the public which de-
pends on them. All would be better
off if more reliance were placed
on competition and less on regu-
lation. Government intervention in
this critical sector of our economy
has resulted in an inefficient use
of resources.

The history of the Interstate
Commerce Commission, first es-
tablished in 1887, has been one of
increasing extension of its pow-
ers, and increasing futility in
their exercise. The end result has
been that the country has an un-
economic transportation system —
uneconomic in the sense that more
manpower and capital are devoted
to that purpose than need be and
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they are used less eﬂimently than
they might be.

The commission was originally
established at a time when rail-
roads had a near monopoly of
freight transportation. Its object
was to protect shippers against
this monopoly power. But early in
this century, the commission was
given the additional power to en-
force mintmum freight rates —in
other words, to suppress any rate
competition that might break out
among the roads. When a competi-
tive form of freight transporta-
tion — trucking — did emerge it
was placed under the regulatory
power of the commission.

The Bureaucratic Procedure
Cannot Stand Competition

We do not believe that there is
necessarily anything sinister or
corrupt in that history. It is in the
nature of government economic
intervention to develop in that
way. When a public body is estab-
lished to oversee an industry it
cannot rely on something so nebu-
lous and unpredictable as compe-
tition. It will inevitably view com-
petition — whose effects are never
foreseeable in detail —as an ob-
stacle to the attainment of the ex-
plicit objectives the public body
was intended to serve.

Competition has a way of break-
ing out, no matter how much you
try to suppress it. But suppression
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of competition usually results in
turning it into uneconomic chan-
nels. The pattern of development
in an industry is distorted in ways
that are disadvantageous both to
the industry and to the public.

An illustration of this is the
effect of the suppression of rate
competition in the transportation
industry. The rivalry among car-
riers took the form of attempts to
offer better and more frequent
service. The council’s economic
report points out that: “This is
one reason why the transportation
industry as a whole has more ca-
pacity than the total traffic re-
quires. . ..’

This overcapacity is a burden
on the carriers and a migallocation
of our national economic resources.
From the point of view of the
shippers, it might seem that bet-
ter and more frequent service is a
good thing, But wouldn’t it be still
better to let the market decide
whether the shippers might prefer
lower rates to this additional serv-
ice?

Regulation of air transportation
by the Civil Aeronautics Board
seems to have had similar effects.
During the period of rapid growth
in air traffic during the 1960°’s the
airlines were prohibited from com-
peting with each other by cutting
rates. They thereupon competed
by qffering increased service and
this 'resulted in uneconomic in-
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vestment in facilities and equip-
ment — a problem pilaguing tnem
severely at present.

Direct and Indirect Effects

What is at stake in the question
of regulation vs. competition is
not merely an abstract principle.
An unpublished government study
estimates that, as a result of de-
regulation, a reduction of at least
10 per cent could be expected in
cost to shippers of freight trans-
portation by common carriers.

The distortion introduced by
regulation into the pattern of
transportation costs can also have
undesirable social effects. The
economic report of the council ar-
gues that it has been a contribut-
ing factor in the joint problems of
rural depopulation and urban con-
gestion. As a result of regulation,
transportation costs on finished
goods tend to be higher than rates
on shipments of raw materials.
This causes fabricators to locate
close to their urban markets rather
than close to their sources of ma-
terials, or somewhere in between.

One of the worst effects of reg-
ulation, and one which makes es-
cape from it very difficult, is that
in its course vested interests are
established. These might be dam-
aged as a result of deregulation.

We use the term ‘“vested inter-
ests” in no deprecatory sense. A
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trucker who holds an ICC certifi-
cate has a thing of value. He has
acquired it in good faith because
he has to have it to conduct his
business. In the normal course of
business transactions he may have
bought and paid for it just like
any other asset. Opening trucking
to unlimited competition might
greatly reduce the value of that
asset — depriving the certificate
holder of part of his property.

We do not know of any solution
to these inequities. They could be
mitigated, but not eliminated, by
phasing deregulation over a long
period. The lesson is that, in the
course of government regulation,
a tangled web is woven — from
which it is impossible to escape
without some pain and injustice.

We surmise that the Adminis-
tration, after laying this intellec-
tual groundwork, may offer legis-
lative proposals for a move toward
deregulation in the transportation
industry.

But perhaps the larger import
of the discussion is that govern-
ment regulation of any phase of
economic life, no matter how well
intended, may create more prob-
lems than it solves. The intended
beneficiaries often are hurt as
much as those who are regulated.
Advocates of Federal legislation
for the protection of consumers
might take notice. )



CLARENCE B. CARSON

GOVERNMENT INTERVENTION in
railroading has had a devastating
impact over the years. A vital in-
dustry has been transformed by
it into a declining industry. Many
services once performed are no
longer performed or poorly pro-
vided. Competition has greatly de-
clined, costs have risen, profits
have usually been low, and labor
trouble is endemic. What has gone
before (Throttling the Railroads,
concluded in the February, 1971
FREEMAN) shows clearly the rela-
tionship of government interven-
tion to all sorts of untoward de-
velopments in railroading.

If government intervention had
elsewhere been attended with
great success and had failed sig-

Dr. Carson is a frequent contributor to THE
FREEMAN and other journals and the author
of several books. He is Chairman of the Social
Science Department at Okaloosa-Walton Col-
lege in Florida.
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nally only in its effects on the rail-
roads, we might be warranted in
concluding that it had failed only
because of inept and unintelligent
application. The United States
government appears to be operat-
ing on some such assumption as
this presently. The government is
beginning to shift from its long
term policy of restriction toward
subsidization. Actually, those who
offer apologies for such shifts in
policy would not be likely to ad-
mit that the earlier intervention
was inept and unintelligent., Their
apology would be a little more
complex. They would announce
that times have changed, and that
new conditions call for new solu-
tions. The assumption would be
that subsidies in the early years
of railroading were justified, that
later regulation and restriction
was necessary, and that now new
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subsidies are warranted. We can
be reasonably sure that this would
be the line because the arguments
for relief from taxes, removal of
restrictions, and the making of
loans or the provision of other
sorts of subsidies are frequently
made on the basis that older prac-
tices are outmoded.

The argument from changing
circumstances begs the question.
The question is whether earlier
intervention worked as it was sup-
posed to. If it did not, as has been
shown to be the case with the rail-
roads, why did it not? Was it be-
cause of the ineptitude of the in-
tervention? Or was it because gov-
ernment intervention, by its very
nature, produces such conse-
quences? The effects of interven-
tion elsewhere offer a partial an-
swer to the question.

Qbvious Results of Intervention

The debilitating effects of inter-
vention on the railroads is not an
isolated instance of such effects.
My own studies and reading have
confirmed for me that it is gen-
erally the case. Sometimes, the
effects of intervention are so di-
rect in producing the opposite of
what was wanted that they are
readily apparent. Such has been
the case with the New Deal farm
programs and the later extensions
of them. These programs were
supposed to aid the small farmer
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and to reverse the flow of popula-
tion from the farms into the cities.
The results have been just the op-
posite: the benefits have gone, in
the main, to large farmers, and the
flow of population into the cities
was accelerated.

The impact of some interven-
tions have clear and predictable
results. For example, the establish-
ment of price controls with the
maximum price below what the
market price would be results in
shortages. Contrariwise, the sup-
port of prices above what the mar-
ket price would be results in sur-
pluses. When wages are thus sup-
ported, there is a surplus of labor,
i. e., unemployment. The increase
of the money supply, other things
remaining equal, will result in
higher prices. These and other
such economic principles can be
illustrated with a hundred his-
torical examples.

Some interventions have results
that branch off in a variety of di-
rections, some results being fairly
obvious, others more or less ob-
scure. Such have been the conse-
quences of government interven-
tion on behalf of labor unions. The
most obvious results are increased
unionization, effective strikes, the
tying up of industries, higher
wages and prices. There are many
other less obvious results: the
pricing of some products out of
the market, the pricing of some
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workmen out of the market (un-
employment), the arraying of
workmen against workmen in
strikes, the political pressures of
labor unions for government pro-
grams that will reduce the avail-
able labor supply, and so on.

Unseen Consequences

Some interventions even appear
to have salutary results because so
many of their effects are hidden
from view. This has frequently
been the case with government’s
increase of the money supply
(monetary inflation). Much that is
attractive follows from this activ-
ity. Prices rise; debts contracted
earlier can more readily be paid;
money is much more plentiful, and
a sense of economic well-being may
be widespread among the populace.
Investments of ready capital ex-
pand industries and offer higher
levels of employment. The conse-
quences follow in ways that are
not usually readily identifiable
with the cause. A contraction of
the money supply — something that
was bound to occur in the fairly
short run so long as the monetary
expansion had occurred by way of
an increase of bank deposits when
banks both operated on fractional
reserve and men could demand
gold for their currency — reverses
the above effects and produces
what is called a depression. If
the money supply is not con-
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tracted, the eventual result will
be an inflationary level that will
make money, and all things ex-
pressed in it, worthless. But there
are numerous intermediate effects
of inflation. Inflation discourages
saving, because money loses value
as it is held. Those who have
already saved will have the value
of that saving dwindle away. Con-
tracts expressed in monetary
terms are only partially fulfilled.

Government regulation restricts,
confines, diverts, focuses, makes
inflexible, and alters the course of
men’s actions in hundreds of
ways. Government programs are
almost invariably predicated on
the notion that a single cause will
have a single and predictable ef-
fect. If prices rise, the answer to
this, simplistically, is price con-
trols. But it is not. For there are
then shortages of whatever is
controlled. Producers turn their
production into uncontrolled areas.
Energies are diverted into a hun-
dred channels to evade the re-
straint. Government regulation
can be likened to an attempt to
dam a river on a vast and ex-
tensive plain, Build a dam athwart
the path of the river and it will
overflow its banks and follow new
courses, perhaps many where there
was once one. A series of new
dams will only be followed by the
same results, multiplied once
again, most likely. Eventually, it
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will appear that the only way to
dam the stream would be to build
a dam from mountain to moun-
tain, though it must be a thousand
miles across to accomplish the
purpose. In human affairs, such a
constriction of the energies of a
people is called totalitarianism,
and it is this toward which gov-
ernment regulation and restraint
tend.

The Nature of Government

Government regulation fails in
the attainment of its purported
object — often produces the oppo-
site result — because of the nature
of government, the nature of man,
and the nature of economy. The
nature of government is, or should
be, very clear. It is that body, or
those bodies, charged with the
exclusive authority to employ
force in a given jurisdiction.
Force may be employed in two
ways upon people. It may be used
in support of prohibitions against
certain kinds of actions. For ex-
ample, murder may be prohibited,
and force may be used to appre-
hend murderers or those caught
in the act of attempting it, to hold
them in jail, to bring them to trial,
and to mete out punishment to
those convicted. Or, force can be
used to induce people to act in
ways contrary to those to which
they are bent. For example, force
may be used on railroads to com-
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pel them to keep open stations
which they would otherwise have
closed.

A rather conclusive case can be
made that governments can and
ought to prohibit certain kinds
of actions and punish offenders, a
case as conclusive as any is likely
to be in social matters. That is, an
exceedingly strong case can be
made that a body charged with
the power to do so is necessary to
the protection of life, liberty, and
property and with the settlement
of disputes which arise among
men. A similar case can be made
that the government so charged
must have the power to compel the
necessary support from those un-
der its jurisdiction for the per-
formance of its tasks. That is,
government may collect taxes and
may even compel peaceful men to
take up arms to aid in the per-
formance of these legitimate func-
tions. (Of course, a government
may be constitutionally limited as
to how it goes about these things.)

Where Force Is Wasteful

No such conclusive case can be
made for the use of government
power to induce certain behavior
in economic matters. On the con-
trary, men have quite sufficient
inducement in the very nature of
things to behave economically.
Economy has to do with the fru-
gal use of the elements of produc-
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tion — land, labor, and capital — to
provide the goods and services
most wanted. Everyman is inclined
to do it this way. He is inclined
to do as little work as possible to
get the job done in the manner de-
gired, to spend as little as he can
to attain the quantity and quality
of goods and services sought, and
to use as little of his natural re-
sources as will suffice. Indeed, he
is inclined to use most frugally
whichever of these are scarcest
and to use most prodigally those
which are in greatest supply. It is
in his interest so to do.

Force is superfluous so far as
it might be used to compel men
to do what they would tend to do
anyway by interest and inclina-
tion. It would not only be superflu-
ous; it would be positively waste-
ful, for all the costs to provide the
force would be above and beyond
those necessary to get the job
done.

Of course, governments do not
employ force to get men to act in
accord with their interests and
inclinations. Government interven-
tion into economy is an employ-
ment of force to induce men to do
what would otherwise be contrary
to their interests and inclinations.
Even a superficial look at inter-
ventionist policies shows that this
is their character. Governments
intervene to induce companies to
deal with labor unions, to induce
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men to join labor unions, to induce
lenders to lend money at a lower
rate than they could otherwise
get, to induce employers to pay
more than they would have to do
to get employees, to induce com-
panies to provide services which
they would discontinue, to induce
landlords to provide facilities at
rates which are less profitable
than they could get in the market,
to induce men to charge more or
less than it is in their interest to
do.

Distorting the Facts

Most of the government inter-
ventions in railroading have been
of this character. Government in-
tervened to compel railroads to
deal with unions, to fix railroad
rates below the market level, to
compel the provision of unprofita-
ble services, to induce railroads
not to compete with one another
in significant ways, to induce them
to set up certain work rules, to
induce them to share their facili-
ties, and so on, through a story
already told.

Men do not cease to pursue
their interests when government
intervenes; they continue to do
that as vigorously as ever. There
is a very important difference,
however. When men pursue their
interests economically, they pro-
duce and provide the goods and
services most wanted with the
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least use of resources. Government
intervention changes both what
appears to be most wanted and
what appears to be the scarcest or
most plentiful of resources. For
example, when government offered
a subsidy for the production of
cotton above the market price, it
made cotton appear to be in great-
er demand than it was. When it
restricted acreage to be planted to
cotton simultaneously, it made
land appear to be scarcer than it
was. The result was that farmers,
who were in a position to do so,
devoted much more capital to the
production of cotton, thus produec-
ing more cotton than could be sold
at the supported price, hence sur-
pluses of cotton.

The setting of a price or rate
ceiling below the market price
makes it appear that less of a good
or service is wanted than actually
is the case. This, of course, has
happened with rail rates. One of
the results has been the declining
investment in the railroads. An-
other has been the reduction of
services.Yet another was the meet-
ing of the real demand for service
by newer and other means of
transport.

If wages are raised above the
market price, this gives an ap-
pearance that labor is in shorter
supply than, say, capital, though,
in fact, there may be widespread
unemployment. The tendency will
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be for labor to be replaced by
machines, perhaps, at an accel-
erated pace, or, perhaps, by great-
er usage of natural resources.

To put the matter in the broadest
perspective, when government in-
tervenes in one area, men shift
their energies and attention to
areas gstill left free or which may
be relatively freer. For example,
as the railroads were restricted
and restrained, men turned more
and more of their attention to the
development of trucks, buses, au-
tomobiles, airplanes, and so forth.
As the commercial uses of these
have been increasingly regulated
and restrained, the private trans-
portation devices have been ever
more extensively used.

Coddling the Criminal

There are impacts to interven-
tion which go beyond just the
economic effects, though these are
often devastating enough. Over
the last several decades interven-
tion in the economy has been
growing and spreading. Govern-
ment has turned more and more
from its protective and prohibitive
role toward a role as inducer and
regulator. Laws for the protec-
tion of life, liberty, and property
are still on the books in many
instances, of course. The police
still apprehend violators on nu-
merous occasions. Juries still try
and, as the case may be, convict
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those charged with such offenses.
Beyond this point, however, the
use of force to protect the citi-
zenry has begun to break down.
There is a widely expressed view
that prisons are only for the re-
habilitation of criminals, not for
their punishment. There are even
those who claim that punishment
does not deter the commission of
crimes (though some would re-
strict this view to crimes of pas-
sion). Once admit these premises,
the criminal becomes an object of
solicitude, and the use by govern-
ment of force upon him becomes
aggression. This is especially the
case when it is also believed that
the criminal is a vietim of the
society in which he has grown up.

For these and whatever other
reasons there may be, many of
the courts have taken to treating
those charged with committing
crimes with great solicitude. Their
rights are ever more carefully
protected in trials. Capital pun-
ishment has virtually disappeared.
Probation after a short period of
incarceration is commonplace, and
suspended sentences are the order
of the day.

This has occurred while govern-
ment’s use of force to intervene
in economic matters has mounted.
Statute books, state and national,
are filled with minute and massive
interventions ranging from the
silly to the near catastrophic. The
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present writer has never encoun-
tered arguments to the effect that
the threat of punishment will not
induce people to pay their taxes,
to obtain licenses, to refrain from
forming trusts, to plant only the
allotted acreage to crops, to obey
the rulings of the Interstate Com-
merce Commission, to accept fiat
money in payment of debts, to
pay the minimum wage, to recog-
nize and deal with the union certi-
fied by the National Labor Rela-
tions Board, and so on, and on.
Indeed, it is everywhere apparent
that the threat of punishment
must induce men to comply with
a great maze of laws, many of
which clearly run counter to their
economic interest,

Government as Plunderer

In recent decades, crimes of
aggressions by individuals and
groups have increased much faster
than has the population. Such
crimes as rape, aggravated assault,
intimidation, robbery, and murder
have become rampant. If trespass
upon property were as strictly
defined as it once was, the amount
of violations would no doubt be
much greater than it is. Intimi-
datory groups have frequently
been permitted to terrorize se-
lected peoples with impunity.

The connections between inter-
vention in economic activities, on
the one hand, and the tendency
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toward the breakdown of tradi-
tional law and order lie beneath
the surface of things and are
difficult to ferret out. One of them
is the revolutionary thrust which
gives impetus to the intervention.
It is the desire to make over
American society in an egalitarian
fashion, and ftraditional protec-
tions of the individual must be
broken down for the new society
to emerge. Another connection is
that the enforcement of the fan-
tastic array of interventions over-
burdens government and leaves it
weakened for its traditional tasks.
Yet another is that the increasing
force exercised by government has
tended to disintegrate society so
that social restraints on aggres-
sive behavior are not as effective
as formerly.

The impact of intervention,
then, is disintegrating in its ef-
fects upon society, disruptive and
diversive in men’s efforts at econ-
omy, interferes with voluntary co-
operation among individuals and
groups, inhibits and redirects in-
dividual efforts, and is productive
of confusion in industrial life. All
too often, intervention produces
the opposite of what would be
wanted, produces an ineffective
railroad system rather than a vital
one, drives farmers from rural
areas rather than making it pos-
sible for them to make a living,
creates unemployment, takes away
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the value of men’s savings, turns
them away from serving one an-
other to taking advantage of one
another under the cover of gov-
ernmental programs. Government
intervention begets more govern-
ment intervention. Just as a dam
built across a river on an exten-
sive plain will result in numerous
rivulets which must in turn be
dammed, so government interven-
tion diverts men’s energies into
the remaining areas of freedom
which must, in turn, be reduced in
the vain hope that the earlier pro-
grams can be made to work. When
an industry has finally been
brought to heel in this fashion, it
can no longer effectively perform
its tasks. Government may then
take over the industry directly or
may subsidize it as an intermedi-
ate step to taking it over. Even
now, this denouement is being act-
ed out with the railroads.

Release Human Energy

There is an alternative to inter-
vention. To see it clearly we must
redirect our sights. Government
intervention proceeds by using
force to induce men to act con-
trary to their interests. This, men
will hardly do, though Draconian
measures be applied against them.
There is, however, a vast amount
of energy to be found in people,
energy which is only potential at
its inception, A child at play shows
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how great is the energy available.
Parents must have ever remarked
that they wished they had only a
fraction of the energy the child re-
leases. The child runs first to this
and then to that, whoops and hol-
lers, invents some game which fas-
cinates him for a moment, be-
comes bored quickly and turns to
some other diversion. This is hu-
man energy in its raw state, giv-
ing the appearance of being boun-
tiful because it is undisciplined
and unrestrained.

The energy potential in man is
great for either destruction or
construction. No other being on
this planet has ever shown the
adeptness for destruction that men
can do when they put their minds
to it. They can burn whole cities,
destroy crops, rape, pillage, kill,
and lay waste. When they are bent
upon construction, they can devise
and build such works of beauty
and utility as no other creature
could even imagine. They can
build, heal, transport, provide
food and raiment, manufacture,
compute, educate, and use their
brains and hands in thousands of
ways wondrous to behold. Or, they
can be so restricted and restrained
by force that they neither destroy
nor build with any will. Whole
populations can be so enslaved or
enserfed that their works do not
live after them and their lives are
little above brute level. Each of
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these potentialities of man has
been fulfilled many times in the
brief span of 4,000 years or so of
recorded history.

Discipline and Organization

Two things are necessary for
the vast energy potential in men
to be applied constructively. One
is for the energy to be released.
The other is for it to be disci-
plined so that it can be effectively
applied. There is a major clue to
the release of energy in the child
at play. The child is following his
own bent; he is interested in what
he is doing, or, what he is doing
interests him. To change this with
a young child, it is necessary only
to assign him to some task which
he would call work. He will become
tired almost at once. The abun-
dant energy which he was just
displaying will quickly disappear.
He is no longer interested in what
he is doing. Men are like that, too,
though “interest” has become
something much more extensive
and comprehensive than it was for
a child. Interest is not simply
what gives him immediate pleas-
ure. He has learned to defer im-
mediate gratification for expected
future gratifications. He works
because it is in his interest to do
so. He is interested not only in
himself but in his wife, his chil-
dren, perchance his parents, fu-
ture grandchildren, and a broader
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community which aids and pro-
tects him. He is interested in his
rights and his possessions — his
lands, houses, vehicles, and a hun-
dred and one things which he owns
or degires. His energies are readily
released in defense of and in pur-
suit of a multitude of interests.
To release the energies of a man
it is necessary to secure to him
the fruits of his labor and the pro-
tection of his possessions. He will
not willingly act against his inter-
ests, nor can he be readily induced
to do so. Government intervention
does, however, lead him to dissi-
pate great quantities of energy to
protect and advance his interests.
Virtually all of this is so much
waste. Americans today waste vast
quantities of energy either in com-
plying with government restric-
tions or finding ways to evade
them. Not only that, but some of
the regulations positively inhibit
the employment of energy.
Discipline and its social corol-
lary, organization, are essential to
the constructive employment of
energy. The broadened conception
of his interests may lead a man to
submit himself to discipline. A
child may be trained to discipline
and direct his energies. So may
men in social organizations. Great
constructive activities frequently
require that men cooperate with
one another. This they find ways
to do if they are restrained from
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injuring one another and are left
free to pursue their own interests.

Much of the trouble in America
today, as well as in much of the rest
of the world, is that many organi-
zations are arrayed against one
another and some are deeply divid-
ed from within so that rather
than facilitating constructive ac-
tivities they are inhibiting them
and dissipating energy in contests.
Labor unions pit employees against
employers. As American affairs
have become more and more politi-
calized much of the energy of
many organizations is devoted to
gaining favors for the members,
favors of wealth taken from the
general populace by taxation. Both
force and the possibilities of gain-
ing such favors must be denied to
organizations before they devote
themselves to constructive activi-
ties once again.

The Alternative Is Liberty

The alternative to government
intervention, then, is individual
liberty. It is the release of the
vast energies which men contain
to constructive purposes. There is
much that serves to help discipline
man, but an invaluable support of
self-discipline is the facility it
gives him when he is able to pur-
sue his interest. There are people
today who would like to see pas-
senger trains serving Americans
at large once again. Some of these
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people believe that the way fo
achieve this end is to have gov-
ernment intervene. Yet interven-
tion contains and diverts the ener-
gies of a people. It provides pas-
senger trains at the expense of
giving up other uses which people
might prefer for their money. If
there is a market sufficiently large
to warrant passenger trains in
America, it is most likely that
railroads would provide them if
the energies of their personnel
were freed from the present con-
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fining restraints. If rate control
were removed and investors could
see clearly once again what was
in demand, they would release
funds in that direction. So it
would be for a great range of
goods and services which commer-

cial establishments can hardly
provide because of the restraints
upon them.

Government intervention dams
up and diverts the energies of the
people; freedom releases them to
constructive purposes. )
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Grover Cleveland.

ROBERT L. HEILBRONER in the in-
troduction to The Worldly Philos-
ophers observed that among the
great economic thinkers in his
books were ‘“‘a madman, a parson
and a stockbroker, a revolutionary
and a nobleman, an aesthete and a
tramp.” The significant trait they
shared was curiosity. Last August
T had an opportunity to participate
in a seminar at FEE. Although
none of my fellow seminar partici-
pants that particular week fitted
Professor Heilbroner’s more bi-
zarre categories, the notable curi-
osity of the philosophers was, I
found, lavishly distributed, Many
of us had, as teachers, searched
for comfortable, noncontroversial
positions between the ideological
extremes labeled “freedom” and

Mr. Colvard teaches at Clairemont High School
in San Diego.

Tell
the TRUTH

RAY L. COLVARD

“equality” or “individualism” and
“collectivism.” Like Plato, so long
ago, we questioned whether or not
true democracy must inevitably
lead to irresponsible anarchy and
aristocracy to privileged oligarchy.
Much of our effort that frenzied
week at Irvington-on-Hudson was
concerned with pinpointing the
“good” economics philosophy.

A new concept of liberty was
suggested by the speaker one
afternoon — freedom from pater-
nalism. That was a troublesome
idea to me. How was it possible to
deny the obvious historic merits
of the Square Deal, New Deal, and
Great Society? Could we dare not
to license our government to save
American businessmen from for-
eign competition, not subsidize
“infant” industries, not guarantee
fair wages for workers, parity for

285
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farmers, and profits for investors?
Could we reasonably expect aver-
age citizens, without the minis-
trations of benevolent government,
to anticipate the financial hazards
of ill-health and old age? This,
then, was the crux: Was paternal-
ism our answer or was it, in grim
reality, alienation from initiative
and opportunity?

The flow of ideas came rapidly
that week at FEE. Fortunately
for me a mental rest stop was
available in the guise of an op-
tional classroom session. Here the
real students in the seminar had
an opportunity to direct more
definitive questions to the lecturer,
and slow learners, like myself,
found time to rescue Adam Smith
from the bosom of the Adams
family and to determine that the
writings of John Stuart Mill were
different from those of C., Wright
Mills.

The poet Horace, I recalled,
wrote: “Get money, by fair means
if you can; if not, get money.”
This had been the continuing war
cry of those whose hands reach to-
ward the national treasury. Each
President was thrust by them into
the role of vault guardian or of
dispenser of largess. “After all,”
one of the seminar participants
pointed out, “it’s only government
money to a President, but it’s the
life’s blood of politics from county
seat to Capitol Hill. No politician
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can withstand the party bosses and
pressure groups who consider him
‘their’ man.”

“There was one who could, and
did:” the seminar lecturer ob-
served, “Grover Cleveland.”

One Version of the Man

From the ‘“facts” which had
been learned in my U. S. history
courses Cleveland had been fat,
stubborn, and honest, but no hero.

He fathered an illegitimate son.

He vetoed veterans’ bonus bills.

He married a girl half his age.

He ordered Federal troops to
break strikes.

He thought manifest destiny
was dead.

He was “the stuffed prophet of
naked conservatism.”

The terrible-tempered editor of
The Iconoclast, William Cowper
Brann, was widely quoted by the
“debunkers” school of history:

. .. Caesar and Napoleon treated
the people’s representatives with al-
most Clevelandesque discourtesy; but
neither sent a substitute —a hired
assassin — to the front to do his fight-
ing, while he played pinocle for the
beer and wallowed around in fourth-
class bawdy houses with disreputable
widows. ...

. . . Instead of making the White
House the resort of authors, poets,
painters, philosophers and scientists,
it is the rendezvous of female necro-
mancers and nigger mascots.
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Integrity and Responsibility

Neither scholarship nor origi-
nality is implied by this resume.
It is merely a look into a single
facet of the Cleveland character,
honesty. The historian, Allan Nev-
ins, concluded his monumental bi-
ography by stating:

We are surrounded on every hand
by leaders who compromise here and
waver there. Even the great among
them are too often found to have a
breaking-point, to be ready to sur-
render part of an eternal principle in
order to obtain a temporary gain.
From such leaders it is pleasant to
turn to the memory of Cleveland. . .
such an example of iron fortitude is
better than to have swayed parlia-
ments or to have won battles or to
have annexed provinces.

The Cleveland dimensions of
bravery in his stand on personal
integrity and public responsibility
makes him a man for all seasons.
Without the brilliance of Jefferson
or the mystique of Lincoln his in-
domitable will made him their
peer. Cleveland, tongue in cheek,
no doubt, said: “It is no credit to
me to do right. I am never under
any temptation to do wrong.” That
ironic witticism, more than any
display of righteous anger, gives
us a glimpse of the sensitive hu-
man behind the bold public figure.
His enemies were vocal and color-
ful. “Pitchfork Ben” Tillman
ranted: “Send me to Washington,
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and I'll tickle Cleveland’s fat ribs
with my pitchfork!” A Midwest-
ern “Silverite” shouted: “I detest
him so much I don’t even think his
wife is beautiful.”

Except for a catastrophic phys-
ical crisis Grover Cleveland’s uni-
versal order to his supporters was,
“Tell the Truth.” His illness and
the removal of malignant palate
and upper jaw during the summer
of 1892 remained a virtual secret
from the public for a quarter cen-
tury. About this tragic event
Cleveland probably lied more than
he did on all other issues through-
out his lifetime. He told the truth
“without fear or favor,” but as the
Indianapolis Sentinel stated in
1896:

. . . No president was ever so per-
sistently and malignantly lied about
as Grover Cleveland has been. The
judgment of thousands of men has
been warped by whispered stories
that are too silly to discuss.

The Dangers of Paternalism

The historic lessons of econom-
ics and politics must be re-learned
by each generation. Cleveland
could teach them only for his time.
The market, not government, he
held, must determine economic di-
rection. Paternalism by govern-
ment destroyed the initiative of
the people.

The lessons of paternalism ought
to be unlearned and the better les-
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son taught that while the people
should patriotically and cheerfully
support their Government, its func-
tions do not include the support of
the people. ...

Demands for pensions by profes-
sional patriots during Cleveland’s
administrations are paralleled to-
day, to a remarkable degree, by
“Welfare Rights” advocates. Cleve-
land signed far more private pen-
sion bills for Civil War veterans
and their dependents than he ve-
toed. The significance of his heroie
stand is that no earlier President
had vetoed one. Cleveland’s vetoes
were for benefits to dead pension-
ers, to widows long ago remarried,
to wartime deserters, and to indi-
viduals who would have enlisted if
the war had not ended so soon.
One bill which he vetoed demand-
ed a pension for all Union soldiers
on the grounds that each one had
come out of the war physically
weaker than he had entered it. He
virtually stood alone in saving the
national treasury from the greed
of the Grand Army of the Repub-
lic. The collective strength of po-
litical, special interest groups was
not great enough to defeat him.

Warnings Against Collectivism

Cleveland’s warning against col-
lectivism is timely now. Modern
economists like Robert L. Heil-
broner and Kenneth Galbraith
point out that the “communism”
of wealth and capital already is
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here. Businessmen are now openly
pressuring for more government
investments in aircraft, railroads,
and securities. Socialism is widely
advocated by industrialists, entre-
preneurs, and educators under the
euphemism, “social capitalism.”
Cleveland spoke to the nation at
the end of his first term:

Communism is a hateful thing and
a menace to peace and organized
government; but the communism of
combined wealth and capital, the out-
growth of overwhelming cupidity and
selfishness, which insidiously under-
mines the justice and integrity of free
institutions is not less dangerous than
the communism of oppressed poverty
and toil, which, exasperated by jus-
tice and discontent attacks with wild
disorder the citadel of rule,

In today’s economic jargon, when
national wealth is measured in
“gross national cost” and the na-
tion’s money evaluated in terms of
“credit,” Cleveland’s warning
against communism may seem ata-
vistie, just as a superficial analy-
sis of his decision to return to a
sound dollar may appear as a
Pyrrhic vietory. Nearly a billion
dollars in fiat money and Civil War
greenbacks in commercial channels
provided an endless nonreversible
conveyor belt for moving Ameri-
can gold into European banks.
Cleveland called a hostile Congress
into special session. “Fiat” was
not and never could be equivalent



1971

to intrinsic value. He said, “The
people of the United States are en-
titled to a sound and stable cur-
rency, to money recognized as such
on every exchange and in every
market of the world.” In spite of
William Jennings Bryan’s emo-
tional counter appeal for the “un-
numbered throng,” “work-worn,”
and “dust-begrimed,” Cleveland
and the nation won. The Silver
Purchase Act was repealed. The
battle for sound money was won
for his generation. As reported by
The New York Times:

... at that moment, as often before,
between the lasting interests of the
nation and the cowardice of some, the
craft of others, in his party, the sole
barrier was the enlightened con-
science and iron firmness of Mr.
Cleveland.

The Democratic Party in 1896
repudiated his leadership. The
paradoxical Republican triumph of
William McKinley was Cleveland’s
last great victory. The Baltimore
News stated it succinctly.

When the history of the present
time comes to be seriously written,
the name of the hero of this cam-
paign will be that of 2 man who was
not a candidate, not a manager, not
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an orator; the fight which has just
been won was made possible by the
noble service of one steadfast and
heroic citizen, and the crowning
achievement of his great record. . ..
It is impossible to over-estimate the
value of the service Grover Cleveland
has done through his twelve years of
unswerving fidelity to the cause of
honest money.

Here I rest my thesis. I am
grateful to the member of FEE’s
staff whose angwer sparked my
curiosity. I think I understand the
character of Grover Cleveland
more fully now than I did several
months ago. I think I also under-
stand something more about FEE.
I woulid attempt to excuse the dull-
ness of my perception except for a
highly comforting observation in
Leonard E. Read’s Talking to My-
self:

The only thing new about an idea
is its newness to any one of us. And
it is never new prior to the point of
apprehension — that is, until it has
hatched and, thus, become one’s
oOWh. ...

Getting results on behalf of the
freedom philosophy here and now, in
this context, is any shift toward en-
lightenment that takes place in a
lifetime. Patience! ®



I AM OFTEN ASKED why I left Eng-
land and the National Health Serv-
ice to come to this country. There
is no simple answer like ‘“money,”
“opportunity,” ‘“politics,” or “cli-
mate,” but if I describe the con-
ditions under which I found my-
self practicing medicine in Eng-
land, the reader may find his own
answers.

When 1 qualified as a physician
and surgeon, the NHS had been
established for five years and there
wasg virtually no private practice
of medicine in England. The prac-
tice of medicine in wartime did
not offer any relevant basis for
comparison with the system I
found myself involved in; nor did
the practice of medicine before

Dr. McNeil came from England several years
ago to the private practice of medicine in the
United States. His article is reprinted by per-
mission from the January, 1971 issue of the
magazine, Private Practice.
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Why
[ Left England

EpwArD L., McNEIL, M.D.

1939 as, in retrospect, that was
another era about which the older
practitioners were reluctant to
talk. (I naturally suspected the
old system of private practice
wasn’t good.)

My only knowledge of private
practice in the U.S.A. was from a
small number of patients and
friends who had been there and
reported that medical care was
very expensive and that one had
to establish credit at a hospital
before being treated or admitted.

It was not until I had been in
my own solo practice in Yonkers,
New York, for about two years
that I realized the tremendous ad-
vantages of the private practice
system.

As a student I had always been
more inclined toward the surgical
disciplines, so my first “house job”
was as House Surgeon in a Lon-
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don hospital with two surgical
wards, 36 male beds, and 36 fe-
male beds. There was also a small-
er ward of about 10 beds which
was used to isolate clean ortho-
pedic cases and serve as a spare
ward for overflows of one or the
other sex. There was rarely an
empty bed and I had the unpleas-
ant task of turning down at least
two out of three requests by GP’s
for emergency admissions. Selec-
tive surgery cases had their ad-
missions arranged through the
waiting lists compiled by OPD
clinics.

I later learned what it was like
to be a GP trying to have a patient
admitted for an emergency condi-
tion, telephoning five or six dif-
ferent hospitals without success,
then, in frustration, sending the
patient to the emergency depart-
ment of a hospital that had al-
ready turned down a request for
admission, and hoping for the best.
In later years, London had what
was called the Emergency Bed
Service to which a GP could direct
his requests for admission and
they would call all the hospitals
for him, then force the hospital
they considered most able to adapt
to an extra admission to take the
patient. (This system was fine in
theory, but in practice it would
often take the EBS six to twelve
hours to find a bed, and some
patients could not wait that long.)
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As the only house surgeon for
at least 80 surgical patients, in-
cluding some in the pediatric ward,
I worked very hard but appreci-
ated the technical experience
which I crammed into six months.
Within two months of qualifying,
I was performing laparotomies in
the middle of the night, relying
entirely on my own diagnostic
abilities, relying on the house phy-
sician or obstetric house surgeon
(also newly qualified) to give the
anesthetic, and relying on only one
scrub nurse for my surgical assist-
ance. (Before 5 P.M. I did have
an Indian surgical registrar —a
senior resident who was an ex-
cellent surgical tutor —to guide
me, and the two attending sur-
geons did ‘“rounds” every other
day and a rushed ‘“round” after
their operating sessions.)

Clinic vs. G. P.

What humility T had as a “new
boy” receded very quickly with the
volume of experience, and I soon
found myself agreeing with the
other house staff that those doc-
tors out there in GP land had
minimal medical knowledge and
no manners. Fancy an experienced
GP sending a patient to the Cas-
ualty Department with a seribbled
note saying, ‘Please see and
treat,” with no history noted or
any attempt at diagnosis; and such
bad manners, when I had already
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told him on the telephone that I
didn’t have any empty beds and
we had seven extra beds up in the
corridors and down the middle of
the ward!

Agsisting the Chief and the
Registrar at the surgical clinic
also put me in the position of ad-
vising GP’s with decades of ex-
perience about the diagnosis and
management of their patients.
The conceit of youth! At the clin-
ics, the Chief would see the least
number of patients and those most
potentially interesting. The Reg-
istrar would share the remainder
with the house surgeon. From the
patients’ point of view, it was pot
luck whether they saw a real sur-
geon or me,

(Only a few years later, I found
myself as a GP referring cases to
the clinic and waiting a few
months for a letter from a newly
qualified pipsqueak house surgeon
telling me that the diagnosis had
been considered to be “so and so,”
“guch and such” had been done,
and the patient was referred back
to me on ‘“such and such” medi-
cation.)

I quite naturally came to the
opinion that a newly qualified phy-
sician was at the peak of medical
knowledge and know-how and there-
after it was a steady decline in his
knowledge and ability. I took com-
fort in the excellence of my medi-
cal training but was repeatedly
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surprised at meeting situations I
had not been taught about and
finding patients didn’t all respond
to treatment as they should. Some-
thing seemed wrong with the
system.

Little Prospect for Advancement
as a Surgeon

As previously mentioned, I was
surgically inclined and considered
I would eventually become a sur-
geon. A look at the prospects of
surgical colleagues who were five
or six years ahead of me in the
race made me realize I might as
well forget it. I knew many who
had spent over five years in the
specialty only to quit and go into
general practice because the
chances of becoming an attending
surgeon (known as a Consultant)
were so slim. A hospital of over
200 beds would only have one or
two surgeons of consultant status
and often the same surgeons would
cover other hosgpitals as well. The
only vacancies for consultantship
occurred when a surgeon died or
retired at the age of 65.

The situation in 1956 was that
for every vacancy there would be
about 70 applications for the post,
each applicant having had con-
siderable experience in surgery,
holding an FRCS and many also
having a Masters Degree in Sur-
gery. Many of the wvacancies
would be in localities one wouldn’t
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rationally choose as a place to
live and bring up a family.

(I have heard that the situation
has altered over the last few
years and the competition for the
posts is not as frustrating. This
is because so many of the trained
surgeons have emigrated. For
many years, over 500 doctors were
leaving the United Kingdom each
year. Last year approximately 400
left.)

After my first surgical job, I
became the house physician in the
lovely Wiltshire market town of
Salisbury near to Stone Henge.
I enjoyed the experience and the
six days off I received in the six
months. One of the doctors in the
hospital had just returned from a
residency in the U.S.A., and from
him I caught a glimmer that there
were other ways to practice hos-
pital medicine — and combine it
with general practice.

However, my roots were in
England and in its system, and one
year of experience was not enough
to say it didn’t suit me. I entered
genera] practice in a working-
class suburb of London in close
proximity to where I had been the
house surgeon. It did not take me
long to question the attitudes and
infallibility of the hospital-based
doctors when I was wearing the
GP’s shoes. If I visited my pa-
tients who had been admitted to
hospital on my cld wards, I found
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I was less than welcome. Other
GP’s informed me that I would be
considered to be interfering if I
did visit them.

To supplement my income and
get my foot in the door of a hos-
pital, I obtained a post as clinical
assistant in the OPD of the Royal
National Throat, Nose, and Ear
Hospital in London. There, at
least, I was able to order some
follow-up studies and see some
X-rays.

One of my duties in the ENT
clinic was to help re-evaluate those
children on the waiting list to
have their tonsils removed, to see
if they should be moved up the
list or onto the list with less
priority. Some had been on the
list six years! (At the time I left,
the theoretical waiting time on
the day the child’s name went on
the list was 10 years. This reckon-
ing was with the agsumption there
would be no modification of pri-
orities, no child would leave the
area, and no tongils would recover
without surgery.)

Make the Patient Wait

An ex-minister of health, The
right honorable J. Enoch Powell,
admitted in his book, Medicine
and Politics, that the only effective
method for putting a brake on the
unlimited demand for medical
services was making patients wait
for services, Many elective sur-
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gical procedures such as chole-
cystectomy and herniorrhaphy
have a waiting list for admission.
One to two years is not an un-
common time to wait for these
procedures. The ‘novel” method
of using ‘“‘payment for services” —
be it only a small price — has been
little used as a brake on unlimited
demand for services.

Some years ago, when prescrip-
tion costs were soaring and the
NHS was under a greater financial
strain than usual, a token charge
of approximately 25 cents was
placed on each prescription in-
stead of the medication being
“free.” During the six months
following the initiation of this
charge, the number of prescrip-
tions decreased by almost 30 per
cent., With an election in the of-
fing, the government in power at
the time interpreted this decrease
as meaning that 30 per cent of the
patients receiving a prescription
from a doctor could not afford 25
cents (the cost of one-third of a
packet of cigarets)! The charge
was then discontinued.

Much Hard Work —
Often Wholly Unnecessary

To return to the subject of my
year in general practice, I was
already used to working hard and
long so the volume of patients
seen in the office and on house
calls didn’t bother me too much

THE FREEMAN

May

until I realized that at least one-
quarter of the patients needn’t
have come to see me at all on the
occasion on which they did. The
patient load fluctuated too closely
with the midweek soccer games
being played at home and with
the preholiday seasons.
Certificates for sickness absence
(after the fact) were always
tricky and frequent. If I hinted
that I suspected some hanky-
panky, the patient usually stuck
to the story that he had come to
my office but there were too many
patients waiting and he felt too
sick to sit there and wait. I usu-
ally handled the situation by giv-
ing the patient the certificate and
saying, “Of course, I'm sure YOU
were sick but some people use my
certificates improperly and they
may get me into lots of trouble.”
Not having any X-ray facilities
in the office, less than meager lab
equipment, and little or no time
for work-up tests, any patient
seen who needed those tests had
to be referred to the hospital clin-
ics. A very few simple tests could
be referred directly to the hospital
lab (mainly those concerned with
the diagnosis and treatment of
TB) but anything approaching a
blood chemistry, an EKG, or an
X-ray could not be ordered by the
GP directly, so the patient had
to be referred to the appropriate
clinic for those doctors running
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the clinic to decide on the tests and
order them.

The result of this angle of the
system, plus the difficulty of ob-
taining a hospital bed for acute
conditions such as myocardial in-
farction, pneumonia, and stroke
(especially stroke), meant that a
GP treated many of these condi-
tions in the patient’s home with-
out any of the ancilliary diagnos-
tic aids which would be routine in
a hospital. I recognized the satis-
faction of ‘“curing” a condition
with minimal help of diagnostic
equipment and lab tests but there
was always that sneaking suspi-
cion at the back of my mind that
the patient may not have had the
condition I thought I had cured.
Without this confirming knowl-
edge, there was no testing of one’s
diagnostic and therapeutic ability
and so improving one’s effective-
ness as a physician. With my pres-
ent knowledge of cardiac ar-
rhythmias which can be prevented
or ameliorated by information
only to be gained from ancilliary
equipment, I shudder at the risks
the patients ran under my care.

Toward the end of my year in
general practice it became clear
to me that if I remained a GP
under the NHS, I would be prac-
tising medicine at an unsatis-
factory level both from the point
of view of my own lack of oppor-
tunities to improve my abilities,
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and from the point of view of my
patients, as there seemed few ways
of improving the quality of medi-
cal care being given. The urge to
see the practice of medicine on
the other side of the Atlantic in-
creased so that when the sub-dean
of my medical school asked me if
I would be interested in a surgical
residency in New York, I was on
the boat in less than a month.

A Second Look

After a year in New York which
opened my eyes to the tremendous
opportunities here and the ad-
vantages of private practice, I
returned to England for a time to
clear up personal matters and to
see if T had been mistaken about
the NHS. I spent a year as Cas-
ualty Surgeon in a North Devon
hospital in a charming small town
from which part of the English
fleet sailed to meet the Spanish
Armada. My pay ($45 a week)
was three times as much as when
I was a house surgeon and I was
given a nicely furnished apart-
ment, but the bureaucratic ad-
ministration of the hospital was
irksome and wasteful.

The GP’s in the area had de-
cided advantages over those in
the metropolis and other big cities,
insofar as they held appointments
as surgeons, internists, and anes-
thetists on the hospital staff. How-
ever, as these men retired or died,
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their posts were filled with full-
time specialists so the future as
regards becoming an attending
surgeon or a GP with hospital
privileges was the same as else-
where in the country.

Although the hospital was small
(less than 200 beds) there was a
veritable army of administrative
assistants. Before nationalization,
there had been a maintenance
employee who looked after the
heating system, lighting, and me-
chanical appliances, with occasion-
al help from outside private firms.
At the time I was there, they had
a chief plumber, electrician, heat-
ing engineer, and other special-
ists, all under a chief maintenance
officer, all complete with offices,
desks, and secretaries, and in-
ventory clerk. The hospital sec-
retary also had a secretary. A few
miles away was the governing hos-
pital of the area, with a large
administrative staff to pass on or-
ders to the hospitals in the group;
and, of course, they were passing
on orders from the Ministry of
Health in London.

The town badly needed a new
hospital with a modern building,
and the chance of one being built
was nil, Since the inception of the
NHS in 1948, only three new
hospitals have been completed in
the whole country, I would be sur-
prised if there were any counties
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in the U.S.A. that have not had at
least one new hospital since 1948.

Within two years of returning
to this country, I was in private
practice and on the staff of three
hospitals, and enjoying the im-
mense amount of post-graduate
education available in those hos-
pitals. My office was equipped in
a manner that would have been
only a dream in England. The
advantages of having a lab, X-ray
equipment, physiotherapy equip-
ment, an EKG machine, and an
examining table that was designed
to allow proper posturing of the
patient, were great luxuries to
me. They allowed me to offer serv-
ices to my patients that to obtain
under the NHS, they would have
had to shuffle from clinic to clinic
and hospital to hospital, hardly
ever knowing who the doctor was
who examined them.

I have been here permanently
for 18 years now and I often won-
der what sort of a physician I
would be now if I had remained
in England. A few years ago, my
old medical school sent a list of
all the old students. Reading down
the list and noting their present
addresses, I counted that more
than half of those that graduated
in my class had left England or
the practice of medicine. Others
must have thought as I did. @&



Speak for Yourseld, John

LEONARD E. READ

MILLIONS of Americans realize
that our politico-economic situa-
tion is askew. Yet, few are speak-
ing their minds, that is, consulting
the conscience and then saying
openly and honestly what they
truly think. They leave the task of
speaking out to organizations and
professionals and, by so doing,
gain a false sense of discharging
their social responsibility. My pur-
pose here is to examine this error.

The limited role of organiza-
tions, when delving into politico-
economic affairs, is rarely recog-
nized by their supporters and all
too seldom by the persons in
charge of operations. Unless these
limitations are known, such in-
stitutions must head down the
wrong road — their efforts ren-
dered useless. Happily, the poten-
tialities for usefulness are tre-
mendous, once the limitations are
known.

An experience may help to illus-
trate my thesis. I had been asked

to a southern city to lecture to
some fifty invited guests. Among
them was a brilliant, hard-headed
business executive — more or less
unfamiliar with our efforts. As the
three-hour lecture and discussion
gsession drew to a close, he asked
in all sincerity, “I am sympathetic
with your philosophy, but what is
it you really want?”

My reply: “You!”

Obviously puzzled, he asked,
“You mean you are not looking for
money ?”’

“No. This is not essentially a
money problem but one of brains
—if I may use such loose phras-
ing.”’t

“Well, you can buy brains with
money, can’t you?”’

“Not the kind I am talking

1 Of course, organizations have to be
financed. I, however, believe no more in
“looking” for money than “reaching” for
converts, If the work is needed, and well
enough done, adequate financing will be
volunteered by those who value the
efforts,
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about. The intellectual qualities
required to cope with the social
problems we have been discussing
can no more be coaxed or cajoled
into existence by money than can
friendship or patriotism.”

Overspecialization

This executive, dedicated to his
own business and typical of count-
less thousands of highly positioned
individuals, is carrying the prac-
tice of specialization a bit too far.
He has been assuming that the
politico-economic waywardness of
the U.S.A. can be corrected with-
out him, that organizations can
be structured to do the job, that
he can give them some financial
support, that there is nothing else
to it! His only responsibility is
check writing.

When financial backers believe
this, and when those who establish
and operate organizations enter-
tain notions that they are cast in
the role of helmsmen to steer the
ship of state, the inevitable result
is failure. Better that there be
neither supporters nor organiza-
tions for this wholly unrealistic
view of how improvement can be
achieved. This assessment is why
I replied “You” to the business
executive’s question. For it is you,
whoever you are, not organiza-
tions, to whom we must look for
solutions to politico-economic
problems.
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First, let us recognize what or-
ganizations cannot do. My critical
conclusion stems from intimate
experiences spanning 44 years:
secretary of two small chambers
of commerce, a decade with the
National Chamber, general man-
ager of the country’s largest cham-
ber, a brief spell as executive vice-
president of the National Indus-
trial Conference Board, and the
past 25 years as the operating
head of FEE. I have learned about
the limitation of organizations the
hard way: organizational voices
broadcast to the public or at legis-
latures go pretty much unheeded,
claims to the contrary notwith-
standing. Might as well howl at
the moon.?

There is reason aplenty for the
indifference and apathy that greets
organizational pronouncements.
Organizations designed to deal
with the politico-economic realm
are typed. They may or may not
truly stand for any particular
interest or doctrine, but they at
least pretend to do so. This has
been said of FEE no less than of
ADA. Fence straddlers or oppo-
nents, the ones these eager and

2 Some readers, observing the enor-
mous influence of labor unions, for in-
stance, may think this conclusion in
error. Merely bear in mind that my re-
marks are directed only to the process of
advancing enlightenment, not to the
techniques of coercion, violence, warfare.
In the latter case, the more troops, the
more likely is “victory.”
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misdirected organizations “try to
reach,” heed them not. Why? Be-
cause these organizations are sus-
pected of having an axe to grind!

There is, moreover, a compel-
ling reason why pronouncements
ground out by committee proce-
dures —a common organizational
feature—deserve no hearing. Hav-
ing, on one occasion, 200 commit-
tees in my organization, leads me
to share the harsh criticism lev-
eled at the process by Leo Tolstoy:

From the day when the first mem-
bers of councils placed exterior au-
thority higher than interior, that is
to say, recognized the decision of
men united in councils as more im-
portant and more sacred than reason
and comscience; on that day began
the lies that caused the loss of mil-
lions of human beings and which
continue their unhappy work to the
present day.

Mindless Organizations

Reason and conscience originate
in and find expression only in and
through you or other discrete in-
dividuals. Committee resolutions
or organizational positions, on the
other hand, are the outcroppings
of men united in council. As a
rule, they represent whatever com-
promises are necessary to gain
majority acceptance. These com-
promises are but stabs in the dark
almed at a position not too dis-
agreeable and, in consequence,
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they form an amalgam or pot-
pourri substantially divorced from
reason and conscience.’

Once we recognize that our so-
cial waywardness stands no chance
of improvement, let alone correc-
tion, unless reason and conscience
come to the rescue, and when we
see that these qualities of the in-
tellect have their source only in
you, then it logically follows that
you must speak for yourself. Not
FEE! Not any organization! YOU!

Just before I began this trea-
tise, two illuminating examples of
you in action came to my atten-
tion. The first was from a college
president, a man of unusual in-
sight and understanding. He sent
along an article of his that was
about to be published. In this ar-
ticle he had broken his silence on
our politico-economic dilemma;
this was an honest, forthright ex-
pression of his insights and re-
actions. Integrity glowed through
every word of it! Here we have
reason and conscience applied —
worth more than all the committee
resolutions ever written. Who
knows! Perhaps others will follow
his exemplary conduct. If they do,
we will witness a turn toward a
sound economy.

3 For a treatise of this, see the chap-
ter, “Appoint a Committee” in my Any-
thing That’'s Peaceful (Irvington-on-
Hudson, N, Y.: The Foundation for Eco-
nomic Education, Inc., 1964), pp. 89-107.
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The second has to do with a
cliché that has been thrown in our
face for the past 40 years: “If
socialism is so bad, as you folks
claim, why does it work so effec-
tively in Sweden ?” We have known
all the time that socialism has
never worked in Sweden; indeed,
we know that it can never work
anywhere. But try to prove it!
It took a you to do it, in this in-
stance an individual on the other
gside of the ideological fence. The
celebrated Swedish socialist, Gun-
nar Mpyrdal, remarked, “The or-
ganized welfare state has gone
mad.”’*

You Must Decide

Suppose FEE had been on TV
all of these years and had repeat-
edly broadcast these very words.
Effect? Probably the opposite of
that desired. But let the renowned
Dr. Myrdal make the acknowledg-
ment and we can cite an authority
on how Swedish socialism is not
working.

Having, at least to my satisfac-
tion, settled upon you with your
reason and conscience as the sole
source of any effective change for
the better, it is plain why we at
FEE have, over the years, turned
a deaf ear to the countless pleas

4 See “White Collar Strike Forces
Swedes to Question Welfare State’s Fu-
ture.” The New York Times, February
26, 1971, p. 3.
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publicly to speak for you. Over
and over again: go on TV, speak
over the radio, get your works in
the Reader’s Digest, sell the
masses, reform the heretics, set
the politicians right, and so on!
And we say in reply, “Speak for
yourself, John!”

Well, where does this kind of
an attitude leave FEE? What re-
mains for us to do? Actually, a
task bigger than we can ever ade-
quately perform, a field with pos-
gibilities and challenges unlimited.
What can that be? Rendering a
service to YOU!

Division of labor — specializa-
tion — does, in fact, apply here but
caution must be exercised lest per-
sonal responsibility be lost in some
subdivision. Responsibility for a
society featuring freedom of
choice — freedom to create, to
produce, to exchange, the right to
the fruits of one’s own labor, limit-
ed government, along with moral
and spiritual antecedents — can no
more appropriately be delegated
than can responsibility for self.
Your society is no less your prob-
lem than is your own life and wel-
fare, thus your social responsibil-
ity can be discharged only by
thinking for self and speaking for
self. The requirement, I repeat, is
you!

What goes on in society — good,
bad, or indifferent — has its origin
in you. It follows that you must
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assume responsibilities for what-
ever delegating is done. What sort
of thing can you appropriately as-
sign to others? Not your thinking
— which is nontransferable —nor
your speaking — which should re-
fleet your convictions. Such as-
signment is alienation, a divorce-
ment from one’s own responsibili-
ties. What then? Not you or I or
anyone else can ever go it alone
in the freedom philosophy, for it
is as broad as wisdom and deep
as understanding. Thus, everyone
of us requires helpers. It is there-
fore appropriate to delegate to
others such chores as befits one’s
own requirements: the gathering
of facts and ideas, searching for
the best there is in ideals and
moral goals, and related aids. In
a word, it is the leg work, as we
say, that can appropriately be del-
egated, as when one selects a tutor
or teacher.

A Service Role

FEE’s role is of this sort, that
is, FEE is not an institutional
spokesman nor an organization
trying to ‘“reach” anyone. Rather,
ours is, one might say, no more
than an agency offering such serv-
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ices as you may think of value in
your own search and personal
growth. This and nothing more!
Once we who labor within such
institutional frameworks realize
our humble place in the total
scheme of things, then countless
potentialities burst into view. The
opportunities for achievement can
now be seen as limitless which
is by way of saying that the pur-
suit of excellence is a road with-
out end. Instead of playing the
utterly futile game of trying to
“reach” others, we can concen-
trate on getting enough into our
own mentalities and improving
our services to the point where
others will reach for us. And, by
the way, we have a fair means of
measuring how well we are doing:
the extent to which we can, at any
given time, look up to those who
once looked up to us. The excel-
lence of a teacher can be judged
by the students who finally excel
him. You find it useful to reach
for us now and, who knows, we
may soon be reaching for you!
All of this is more than likely
when enough individuals heed the
admonition, “Speak for yourself,
John.” ®
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Price Flexibility
and

Economic Growth

GARY NORTH

It would appear that the rea-
sons commonly advanced as a
proof that the quantity of the cir-
culating medium should vary as
production increases or decreases
are entirely unfounded. It would
appear also that the fall of prices
proportionate to the increase in
productivity, which necessarily
follows when, the amount of
money remaining the same, pro-
duction increases, is not only en-
tirely harmless, but in fact the
only means of avoiding misdirec-
tions of production.

F.A. HAYEK,
Prices and Production, p. 105
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EcoNOMIC GROWTH is one of the
chief fetishes of modern life.
Hardly anyone would challenge
the contemporary commitment to
the aggregate expansion of goods
and services. This is true of so-
cialists, interventionists, and free
enterprise advocates; if it is a
question of “more” as opposed to
“less,” the demonstrated prefer-
ence of the vast bulk of humanity
is in favor of the former.

To keep the idea of growth from
becoming the modern equivalent
of the holy grail, the supporter of
the free market is forced to add
certain key qualifications to the
general demand for expansion.
First, that all costs of the growth
process be paid for by those who
by virtue of their ownership of
the means of production gain ac-
cess to the fruits of production.
This implies that society has the
right to protect itself from un-
wanted “spill over” effects like
pollution, i.e., that the so-called
social costs be converted into pri-
vate costs whenever possible.l Sec-
ond, that economic growth be in-
duced by the voluntary activities
of men cooperating on a private

1 Cf. R. H. Coase, “The Problem of So-
cial Cost,” The Journal of Law and Eco-
nomics, ITT (Oct., 1960). pp. 1-44; C. R,
Batten, “The Tragedy of the Commons,”
THE FREEMAN (Oct., 1970).

Mr. North is Secretary of Chalcedon, Inc., a
nonprofit Christian educational organization,
and a Ph. D. candidate at the University of
California, Riverside.
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market. The state-sponsored proj-
ects of “growthmanship,” espe-
cially growth induced through in-
flationary deficit budgets, are to
be avoided.2 Third, that growth
not be viewed as a potentially un-
limited process over time, as if
resources were in unlimited sup-
ply.3 In short, aggregate economic
growth should be the product of
the activities of individual men
and firms acting in concert accord-
ing to the impersonal dictates of
a competitive market economy. It
should be the goal of national gov-
ernments only in the limited sense
of policies that favor individual
initiative and the smooth opera-
tion of the market, such as legal
guarantees supporting voluntary
contracts, the prohibition of vio-
lence, and so forth.

Monetary Policy

The “and so forth” is a constant
source of intellectual as well as
political conflict. One of the more
heated areas of contention among
free market economists is the is-

2 Colin Clark,“‘Growthsmanship’: Fact
and Fallacy,” The Intercollegiate Review
(Jan,, 1965), and published in booklet
form by the National Association of Man-
ufacturers. On the dangers of govern-
ment-sponsored growth, see also Murray
N. Rothbard, Man, Economy and State
(Princeton: Van Nostrand, 1962), II,
pp. 837 ff,

3 Gary North, “The Theology of the
Exponential Curve,” THE FREEMAN (May,
1970).
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sue of monetary policy. The ma-
jority of those calling themselves
free market economists believe
that monetary policy should not
be the autonomous creation of
voluntary market agreements. In-
stead, they favor various govern-
mental or quasi-governmental poli-
cies that would oversee the creation
of money and credit on a national,
centralized scale. Monetary policy
in this perspective is an ‘“‘exog-
enous factor” in the marketplace
— something that the market must
respond to rather than an inter-
nally produced, “endogenous fac-
tor” that stems from the market
itself. The money supply is there-
fore only indirectly related to mar-
ket processes; it is controlled by
the central governments acting
through the central bank, or else
it is the automatic creation of a
central bank on a fixed percentage
increase per day and therefore
not subject to “fine-tuning” oper-
ations of the political authorities.

A smaller number of free mar-
ket advocates (myself among
them) are convinced that such
monopoly powers of money crea-
tion are going to be used. Power
is never neutral; it is exercised
according to the value standards
of those who possess it.4 Money

4 F. A. Hayek, The Road to Serfdom
(University of Chicago, 1944), is by far
the best treatment of the unneutral na-
ture of state planning boards.
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is power, for it enables the bearer
to purchase the tools of power,
whether guns or votes. Govern-
ments have an almost insatiable
lust for power, or at least for the
right to exercise power. If they
are granted the right to finance
political expenditures through def-
icits in the visible tax schedules,
they are empowered to redistrib-
ute wealth in the direction of the
state through the invisible tax of
inflation.?

Money, given this fear of the
political monopoly of the state,
should ideally be the creation of
market forces. Whatever scarce
economic goods that men volun-
tarily use as a means of facilitat-
ing market exchanges—goods that
are durable, divisible, transport-
able, and above all scarce — are
sufficient to allow men to cooper-
ate in economic production. Money
came into existence this way; the
state only sanctioned an already
prevalent practice.® Generally, the
two goods that have functioned
best as money have been gold and
silver: they both possess great

5 Murray N. Rothbard, “Money, the
State, and Modern Mercantilism,” in Hel-
mut Schoeck and James Wiggens (eds.),
Central Planning and Neomercuntilism
(Princeton: Van Nostrand, 1964), pp.
140-43.

6 Ludwig von Mises, The Theory of
Money and Credit (New Haven, Conn.:
Yale University Press, 1953; reprinted
1971 by the Foundation for Economic
Education), pp. 97-123.
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historic value, though not intrin-
sic value (since no commodity pos-
sesses intrinsic value).?

Banking, of course, also provides
for the creation of new money. But
as Professor Mises argues, truly
competitive banking — free bank-
ing — keeps the creation of new
credit at 2 minimum, since bank-
ers do not really trust each other,
and they will demand payment in
gold or silver from banks that
are suspected of insolvency.® Thus,
the creation of new money on a
free market would stem primarily
from the discoveries of new ore
deposits or new metallurgical tech-
niques that would make available
greater supplies of scarce money
metals than would have been eco-
nomically feasible before. It is
quite possible to imagine a free
market system operating in terms
of nonpolitical money. The prin-
ciple of voluntarism should not be
excluded, a priori, from the realm
of monetary policy.

Sovereignty, Efficiency, Catastrophe

There are several crucial issues
involved in the theoretical dispute
between those favoring central-
ized monetary control and free
market voluntarists. First, the

7 Gary North, “The Fallacy of ‘Intrin-
sic Value’,” THE FREEMAN (June, 1969).
8 Ludwig von Mises, Human Action

(New Haven, Conn.: Yale University
Press, 1949), pp. 440-45.
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question of constitutional sover-
eignty: which sphere, civil gov-
ernment or the market, is respon-
sible for the administration of
money? Second, the question of
economic efficiency: would the
plurality of market institutions
interfere with the creation of a
rational monetary framework?
Third, and most important for
this paper, is not a fundamental
requirement for the growth of
economic production the creation
of a money supply sufficient to
keep pace, proportionately, with
aggregate productivity?

The constitutional question, his-
torically, is easier to answer than
the other two. The Constitution
says very little about the govern-
ing of monetary affairs. The Con-
gress is granted the authority to
borrow money on the credit of the
United States, a factor which has
subsequently become an engine of
inflation, given the legalized posi-
tion of the central bank in its
activity of money creation. The
Congress also has the power “To
coin Money, regulate the Value
thereof, and of foreign Coin, and
fix the Standard of Weights and
Measures” (Article II, Section 8).
Furthermore, the states are pro-
hibited to coin money, emit bills
of credit, or “make any Thing but
gold and silver Coin a Tender in
Payment of Debts” (Article II,
Section 9).
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The Constitutional Question

The interpretation of these pas-
sages has become increasingly
statist since the 1860’s. Gerald T.
Dunne describes his book, Mone-
tary Decisions of the Supreme
Court, in these terms: “This work
traces a series of decisions of the
Supreme Court which have raised
the monetary power of the United
States government from relative
insignificance to almost unlimited
authority.” He goes on to write:
“...the Founding Fathers regard-
ed political control of monetary in-
stitutions with an abhorrence born
of bitter experience, and they seri-
ously considered writing a sharp
limitation on such governmental
activity into the Constitution it-
self. Yet they did not, and by
“speaking in silences” gave the
government they founded the near-
absolute authority over currency
and coinage that has always been
considered the necessary conse-
quence of national sovereignty.”?

The great push toward centrali-
zation came, understandably, with
the Civil War, the first truly mod-
ern total war, with its need of
new taxes and new power. From
that point on, there has been a
continual war of the Federal gov-
ernment against the limitations

9 (Gerald T. Dunne, Monetary Decisions
of the Supreme Court (New Brunswick,
N. J.: Rutgers University Press, 1960),
preface.
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imposed by a full gold coin stand-
ard of money.1° It is all too clear-
ly an issue of sovereignty: the
sovereignty of the political sphere
against that of individuals operat-
ing in terms of voluntary economic
transactions.

The Matter of Efficiency

The second question is more
difficult to answer. Would the
plurality of monetary sovereign-
ties within the over-all sovereignty
of a competitive market necessari-
ly be less efficient than a money
system created by central political
sovereignty? As a corollary, are
the time, capital, and energy ex-
pended in gold and silver mining
worse spent than if they had gone
into the production of consumer
goods?

In the short run and in certain
localized areas, plural monetary
sovereignties might not be com-
petitive. A local bank could con-
ceivably flood a local region with
unbacked fiat currency. But these
so-called wildcat banking opera-
tions, unless legally sanctioned by
state fractional reserve licenses
(deceptively called limitations), do
not last very long. People discount

10 Paul Bakewell, a lawyer who has
specialized in the history of monetary
law in the United States, has chronicled
this warfare in What Are We Using for
Money? (Princeton: Van Nostrand, 1952)
and 13 Curious Errors About Money
(Caldwell, Idaho: Caxton, 1962).
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the value of these fiat bills, or else
make a run on the bank’s vaults.
The bank is not shielded by polit-
ical sovereignty against the de-
mands of its creditors. In the long
run it must stay competitive, earn-
ing its income from services rather
than the creation of fiat money.
With the development of modern
communications that are almost
instantaneous in nature, frauds
of this kind become more difficult.

The free market is astoundingly
efficient in communicating knowl-
edge. The activity of the stock
market, for example, in response
to new information about a gov-
ernment policy or a new discovery,
indicates the speed of the transfer
of knowledge, as prices are rapid-
ly raised or lowered in terms of
the discounted value that is ex-
pected to accrue because of the
new conditions.!! The very flexi-
bility of prices allows new infor-
mation to be assimilated in an
economically efficient manner.
Why, then, are changes affecting
the value of the various monetary
units assumed to be less efficiently
transmitted by the free market’s
mechanism than by the political
sovereign? Why is the enforced

11 The best book on the free market
and knowledge transmission is Henry G.
Manne, Insider Trading and the Stock
Market (New York: Free Press, 1966).
Cf. Manne, “Insider Trading and the
Law Professors,” Vanderbilt Law Review,
XXIII (1970), pp. 547-630.
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gtability of fixed monetary ratios
go very efficient and the enforced
stability of fixed prices on any
other market so embarrassingly
inefficient? Why is the market
incapable of arbitrating the value
of gold and silver coins (domestic
vs. domestic, domestic vs. for-
eign), when it is thought to be so
efficient at arbitrating the value
of gold and silver jewelry? Why
is the market incapable of reg-
istering efficiently the value of
gold in comparison to a currency
supposedly fixed in relation to
gold?

The Market Way

The answer should be obvious:
it is because the market is so effi-
cient at registering subtle shifts
in values between scarce economic
goods that the political sovereigns
ban the establishment of plural
monetary sovereignties. It is be-
cause any disparity economically
between the value of fiat currency
supposedly linked to gold and the
market value of gold exposes the
ludicrous nature of the hypothet-
ical legal connection, which in fact
is a legal fiction, that the political
sovereignty assumes for itself a
monopoly of money creation. It is
not the inefficiency of the market
in registering the value of money
but rather its incomparable effi-
ciency that has led to its position
of imposed isolation in monetary
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affairs. Legal fictions are far more
difficult to impose on men if the
absurdity of that fiction is ex-
posed, hour by hour, by an auton-
omous free market mechanism.

Would there not be a chaos of
competing coins, weights, and
fineness of monies? Perhaps, for
brief periods of time and in local,
semi-isolated regions. But the
market has been able to produce
light bulbs that fit into sockets
throughout America, and plugs
that fit into wall sockets, and rail-
road tracks that match many com-
panies’ engines and cars. To state,
a priori, that the market is incap-
able of regulating coins equally
well is, at best, a dangerous state-
ment that is protected from crit-
ical examination only by the em-
pirical fact of our contemporary
political affairs.

Changes in the stock of gold
and silver are generally slow.
Changes in the ‘“velocity of mon-
ey” —the number of exchanges
within a given time period — are
also slow, unless the public ex-
pects some drastic change, like a
devaluation of the monetary unit
by the political authority. These
changes can be predicted within
calculable limits; in short, the eco-
nomic impact of such changes can
be discounted. They are relatively
fixed in magnitude in comparison
to the flexibility provided by a
government printing press or a
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central bank’s brand new IBM
computer. The limits imposed by
the costs of mining provide a con-
tinuity to economic affairs com-
pared to which the “rational plan-
ning” of central political authori-
ties is laughable.

What the costs of mining pro-
duce for society is a restrained
state. We expend time and eapital
and energy in order to dig metals
out of the ground. Some of these
metals can be used for ornament,
or electronic circuits, or for ex-
change purposes; the market tells
men what each use is worth to his
fellows, and the seller can respond
accordingly. The existence of a
free coinage restrains the capabil-
ities of political authorities to
redistribute wealth, through fiat
money creation, in the direction
of the state. That such a restraint
might be available for the few mil-
lions spent in mining gold and
silver out of the ground represents
the greatest potential economic
and political bargain in the his-
tory of man. To paraphrase an-
other patriot: ‘“Millions for min-
ing, but not one cent in tribute.”

Possibilities of Prediction

By reducing the parameters of
the money supply by limiting
money to those scarce economic
goods accepted voluntarily in ex-
change, prediction becomes a real
possibility. Prices are the free

THE FREEMAN

May

market’s greatest achievement in
reducing the irrationality of hu-
man affairs. They enable us to
predict the future. Profits reward
the successful predictors, losses
greet the inefficient forecasters,
thus reducing the extent of their
influence. The subtle day-to-day
shifts in the value of the various
monies would, like the equally sub-
tle day-to-day shifts in value of
all other goods and services, be
reflected in the various prices of
monies, vis-a-vis each other. Pro-
fessional speculators (predictors)
could act as arbitrators between
monies. The price of buying
pounds sterling or silver dollars
with my gold dollar would be
available on request, probably
published daily in the newspaper.
Since any price today reflects the
supply and demand of the two
goods to be exchanged, and since
this in turn reflects the expecia-
tions of all participants of the
value of the items in the future,
discounted to the present, free
pricing brings thousands and even
millions of forecasters into the
market. Every price reflects the
composite of all predictors’ expec-
tations., What better means could
men devise to unlock the secrets
of the future? Yet monetary cen-
tralists would have us believe that
in monetary affairs, the state’s ex-
perts are the best source of eco-
nomic continuity, and that they
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are more efficient in setting the
value of currencies as they relate
to each other than the market
could be.

What we find in the price-fixing
of currencies is exactly what we
find in the price-fixing of all other
commodities: periods of inflexible,
politically imposed “‘stability”’ in-
terspersed with great economic
discontinuities. The old price
shifts to some wholly new, wholly
unpredictable, politically imposed
price, for which few men have
been able to take precautions. It
is a rigid stability broken by
radical shifts to some new rigid-
ity. It has nothing to do with the
fluid continuity of flexible market
pricing. Discontinuous “stability”
is the plaque of politically imposed
prices, as devaluations come in
response to some disastrous polit-
ical necessity, often international-
ly centered, involving the prestige
of many national governments. It
brings the rule of law into dis-
repute, both domestically and in-
ternationally. Sooner or later
domestic inflation comes into con-
flict with the requirements of in-
ternational solvency.12

For those who prefer tidal
waves to the splashing of the
surf, for those who prefer earth-
quakes to slowly shifting earth

12 Gary_ North, “Domestic Inflation

versus International Solvency,” THE
FREEMAN (Feb., 1967).
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movements, the rationale of the
political monopoly of money may
appear sane. It is strange that
anyone else believes in it. Instead
of the localized discontinuities as-
sociated with private counterfeit-
ing, the state’s planners substitute
complete, centralized discontinui-
ties. The predictable market losses
of fraud (which can be insured
against for a fee) are regarded
as intolerable, yet periodic na-
tional monetary catastrophes like
inflation, depression, and devalua-
tion are accepted as the “inevit-
able” costs of creative capitalism.
It is' a peculiar ideology.

Flexible or Inflexible Prices

The third problem seems to baffle
many well-meaning free market
supporters. How can a privately
established monetary system
linked to gold and silver expand
rapidly enough to facilitate busi-
ness in a modern economy? How
can new gold and silver enter the
market rapidly enough to ‘keep
pace,” proportionately, with an ex-
panding number of free market
transactions? The answer seems
too obvious: the expansion of a
specie-founded currency system
cannot possibly grow as fast as
business has grown in the last cen-
tury. Since the answer is so obvi-
ous, something must be wrong
with the question. There is some-
thing wrong; it has to do with the
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invariable underlying assumption
of the question: today’s prices are
downwardly inflexible.

It is a fact that many prices are
inflexible in a downward direction,
or at least very, very ‘“sticky.”
For example, wages in industries
covered by minimum wage legisla-
tion are as downwardly inflexible as
the legislatures that have set them.
Furthermore, wages in industries
covered by the labor union provi-
sions of the Wagner Act of 1935
are downwardly inflexible, for
such unions are legally permitted
to exclude competing laborers who
would work for lower wages. Prod-
ucts that come under laws estab-
lishing ‘“fair trade” prices, or
products undergirded by price
floors established by law, are not
responsive to economic conditions
requiring a downward revision of
prices. The common feature of the
majority of downwardly inflexible
prices 1s the intervention of the
political sovereignty.

The logic of economic expansion
should be clear enough: if it takes
place within a relatively fixed mon-
etary structure, either the velocity
of money will increase (and there
are limits here) or else prices in
the aggregate will have to fall. If
prices are not permitted to fall,
then many factors of production
will be found to be uneconomic and
therefore unemployable. The evi-
dence in favor of this law of eco-
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nomicg is found every time a de-
pression comes around (and they
come around just as regularly as
the government-sponsored mone-
tary expansions that invariably
precede them'3). Few people in-
terpret the evidence intelligently.

Labor union leaders do not like
unemployed members. They do not
care very much about unemployed
nonmembers, since these men are
unemployed in order to permit the
higher wages of those within the
union. Business owners and man-
agers do not like to see unem-
ployed capital, but they want high
rates of return on their capital in-
vestments even if it should mean
bankruptcy for competitors. So
when falling prices appear neces-
sary for a marginal firm to stay
competitive, but when it is not ef-
ficient enough to compete in terms
of the new lower prices for its
products, the appeal goes out to
the state for “protection.” Protec-
tion is needed from nasty custom-
ers who are going to spend their
hard-earned cash or credit else-
where. Each group resists lower
returns on its investment — labor
or financial —even in the face of
the biggest risk of all: total un-
employment. And if the state in-
tervenes to protect these vested

13 Mises, Human Action, ch. 20. For a
survey of the literature generated by
Mises’ theory, see Gary North, “Re-
pressed Depression,” THE FREEMAN (April,
1969).
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interests, it is forced to take steps
to insure the continued operation
of the firms.

It does so through the means of
an expansion of the money supply.
It steps in to set up price and
wage floors; for example, the work
of the NRA in the early years of
the Roosevelt administration. Then
the inflation of the money supply
raises aggregate prices (or at least
keeps them from falling), lowers
the real income from the fixed
money returns, and therefore
‘“‘saves’” business and labor. This
was the “genius” of the Keynesian
recovery, only it took the psycho-
logical inducement of total war to
allow the governments to inflate
the currencies sufficiently to re-
duce real wages sufficiently to keep
all employed, while simultaneously
creating an atmosphere favoring
the imposition of price and wage
controls in order to “repress” the
visible signs of the inflation, i.e.,
even higher money prices. So
prices no longer allocated efficient-
ly; ration stamps, priority slips,
and other “hunting licenses” took
the place of an integrated market
pricing system. So did the black
market.

Repressed Depression

Postwar inflationary pressures
have prevented us from falling
into reality. Citizens will not face
the possibility that the depression
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of the 1930’s is being repressed
through the expansion of the mon-
ey supply, an expansion which is
now threatening to become ex-
ponential.l* No, we seem to prefer
the blight of inflation to the neces-
sity of an orderly, generally pre-
dictable downward drift of ag-
gregate prices.

Most people resist change. That,
in spite of the hopes and foot-
noted articles by liberal sociolo-
gists who enjoy the security of
tenure. Those people who do wel-
come change have in mind familiar
change, potentially controllable
change, change that does not rush
in with destruction. Stability, law,
order: these are the catchwords
even in our own culture, a culture
that has thrived on change so ex-
tensive that nothing in the history
of man can compare with it, It
should not be surprising that the
siren’s slogan of “a stable price
level” should have lured so many
into the rocks of economic inflexi-
bility and monetary inflation.

Yet a stable price level requires,
logically, stable conditions: static
tastes, static technology, static re-
gources, static population. In short,
stable prices demand the end of
history. The same people who de-
mand stable prices, whether so-
cialist, interventionist, or mone-
tarist, simultaneously call for in-
creased economic production. What

14 North, “Theology,” op. cit.
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they want is the fulfillment of that
vision restricted to the drunken of
the Old Testament: “. .. tomorrow
shall be as this day, and much
more abundant” (Isaiah 56:12).
The fantasy is still fantasy; to-
morrow will not be as today, and
neither will tomorrow’s price
structure.

Fantasy in economic affairs can
lead to present euphoria and ulti-
mate miscalculation. Prices change.
Tastes change. Productivity chang-
es. To interfere with those chang-
es is to reduce the efficiency of the
market; only if your goal is to
reduce market efficiency would the
imposition of controls be rational.
To argue that upward prices,
downward prices, or stable prices
should be the proper arrangement
for any industry over time is to
argue nonsense. An official price
can be imposed for a time, of
course, but the result is the mis-
allocation of scarce resources, a
misallocation that is mitigated
only by the creation of a black
market.

Stable Prices

There is one sense in which the
concept of stable prices has valid-
ity. Prices on a free market ought
to change in a stable, generally
predictable, continuous manner.
Price (or quality) changes should
be continual (since economic con-
ditions change) and hopefully con-
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tinuous (as distinguished from dis-
continuous, radical) in nature.
Only if some exogenous catas-
trophe strikes the society should
the market display radical shifts in
pricing. Monetary policy, ideally,
should contribute no discontinu-
ities of its own —no disastrous,
aggregate unpredictabilities. This
is the only social stability worth
preserving in life: the stability of
reasonably predictable change.

The free market, by decentraliz-
ing the decision-making process,
by rewarding the successful pre-
dictors and eliminating (or at least
restricting the economic power of)
the inefficient forecasters, and by
providing a whole complex of mar-
kets, including specialized markets
of valuable information of many
kinds, is perhaps the greatest en-
gine of ecomomic continuity ever
developed by men. That continuity
is its genius. It is a continuity
based, ultimately, on its flexibility
in pricing its scarce economic re-
sources. To destroy that flexibility
is to invite disaster.

The myth of the stable price
level has captured the minds of the
inflationists, who seek to impose
price and wage controls in order
to reduce the visibility of the ef-
fects of monetary expansion. On
the other hand, stable prices
have appeared as economic nirvana
to conservatives who have thought
it important to oppose price in-
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flation. They have mistaken a tac-
tical slogan — stable prices — for
the strategic goal. They have lost
sight of the true requirement of a
free market, namely, flexible prices.
They have joined forces with
Keynesians and neo-Keynesians;
they all want to enforce stability
on the “bad” increasing prices
(labor costs if you’re a conserva-
tive, consumer prices if you’re a
liberal), and they want few re-
straints on the *“good” upward
prices (welfare benefits if you're
a liberal, the Dow Jones average if
you’re a conservative). Everyone
is willing to call in the assistance
of the state’s authorities in order
to guarantee these effects. The au-
thorities respond.

What we see is the “ratchet ef-
fect.” A wage or price once at-
tained for any length of time suf-
ficient to convince the beneficiaries
that such a return is ‘“normal”
cannot, by agreed definition, be
lowered again. The price cannot
slip back. It must be defended. It
must be supported. It becomes an
ethical imperative. Then it be-
comes the object of a political
campaign. At that point the mar-
ket is threatened.

Conclusion

The defense of the free market
must be in terms of its capacity to
expand the range of choices open
to free men. It is an ethical de-
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fense. Economic growth that does
not expand the range of men’s
choices is a false hope. The goal is
not simply the expansion of the
aggregate number of goods and
services. It is no doubt true that
the free market is the best means
of expanding output and increas-
ing efficiency, but it is change that
is constant in human life, not ex-
pansion or linear development.
There are limits on secular expan-
sion.1%

Still, it is reasonable to expect
that the growth in the number of
goods and services in a free mar-
ket will exceed the number of new
gold and silver discoveries. If so,
then it is equally reasonable to ex-
pect to see prices in the aggregate
in a slow decline. In fact, by call-
ing for increased production, we
are calling for lower prices, if the
market is to clear itself of all
goods and services offered for sale.
Falling prices are no less desirable
in the aggregate than increasing
aggregate productivity. They are
economic complements,

Businessmen are frequently
heard to say that their employees
are incapable of understanding
that money wages are not the im-
portant thing, but real income is.
Yet these same employers seem

15 P, T. Bauer, Economic Analysis and
Policy in Underdeveloped Countries
(Cambridge and Duke University Press-
es, 1957), p. 113.
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incapable of comprehending that
profits are not dependent upon an
increasing aggregate price level.
It does not matter for aggregate
profits whether the price level is
falling, rising, or stable. What
does matter is the entrepreneur’s
ability to forecast future economic
conditions, including the direction
of prices relevant to his business.
Every price today includes a com-
ponent based on the forecast of
buyer and seller concerning the
state of conditions in the future.
If a man on a fixed income wants
to buy a product, and he expects
the price to rise tomorrow, he
logically should buy today; if he
expects the price to fall, he should
wait. Thus, the key to economic
success is the accuracy of one’s
discounting, for every price re-
flects in part the future price, dis-
counted to the present. The ag-
gregate level of prices is irrele-
vant; what is relevant is one’s
ability to forecast particular
prices.

It is quite likely that a falling
price level (due to increased pro-
duction of non-monetary goods
and services) would require more
monetary units of a smaller de-
nomination. But this is not the
same as an increase of the aggre-
gate money supply. It is not
monetary inflation. Four quarters
can be added to the money supply
without inflation so long as a
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paper one dollar bill is destroyed.
The effects are not the same as
a simple addition of the four
quarters to the money supply. The
first example conveys no increase
of purchasing power to anyone;
the second does. In the first ex-
ample, no one on a fixed income
has to face an increased price
level or an empty space on a store’s
shelf due to someone else’s pur-
chase. The second example forces
a redistribution of wealth, from
the man who did not have access
to the four new quarters into the
possession of the man who did.
The first example does not set up
a boom-bust cycle; the second
does.10

Prices Would Not Fall to Zero

Prices in the aggregate can fall
to zero only if scarcity is entirely
eliminated from the world, i.e., if
all demand can be met for all
goods and services at zero price,
That is not our world. Thus, we
can safely assume that prices will
not fall to zero. We can also as-
sume that there are limits on pro-
duction. The same set of facts
assures both results: scarcity
guarantees a limit on falling
prices and a limit on aggregate
production. But there is nothing
incompatible between economic
growth and falling prices. Far

16 North, “Repressed Depression,” op.
cit,
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from being incompatible, they are
complementary. There should be no
need to call for an expansion of the
money supply ‘“‘at a rate propor-
tional to increasing productivity.”

It is a good thing that such an
expansion is not necessary, since
it would be impossible to measure
such proportional rates. It would
require whole armies of govern-
ment-paid statisticians to con-
struct an infinite number of price
indexes. If this were possible,
then socialism would be as effi-
cient as the free market.!7 Infinite
knowledge is not given to men,
not even to government statistical
boards. Even Arthur Ross, the
Department of Labor’s commis-
sioner of labor statistics, and a
man who thinks the index number
is a usable device, has to admit
that it is an inexact science at
best.1® Government statistical in-
dexes are used, in the last analy-
sis, to expand the government’s

17 F. A, Hayek (ed.), Collectivist Eco-
nomic Planning (London: Routledge &
Kegan Paul, 1935). This line of reasoning
was first introduced to a wide audience
by Mises, Cf. Mises, Socialism (New
Haven, Conn.: Yale University Press,
1951), pt. II, sect. I. For a survey of this
literature, see Gary North, Marx’s Re-
ligion of Revolution (Nutley, N. J.: Craig
Press, 1968), pp. 173-94,

18 Arthur M. Ross, “Measuring Prices:
An Inexact Science.” The Wall Street
Journal (Feb. 10, 1966), Cf. Melchior
Palyi, An Inflation Primer (Chicago:
Regnery, 1962), p. 4.
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control of economic affairs. That
is why the government needs so
many statistics.19

State Control of Money
o Major Cause of Instability

The quest for the neutral mone-
tary system, the commodity dol-
lar, price index money, and all
other variations on this theme has
been as fruitless a quest as social-
ists, Keynesians, social credit ad-
vocates, and government statisti-
cians have ever embarked on, It
presupposes a sovereign political
state with a monopoly of money
creation. It presupposes an omni-
science on the part of the state
and its functionaries that is utopi-
an. It has awarded to the state,
by default, the right to control the
central mechanism of all modern
market transactions, the money
supply. It has led to the night-
mare of inflation that has plagued
the modern world, just as this
same sovereignty plagued Rome
in its declining years. But at least
in the case of Rome it was a
reasonable claim, given the theo-
logical presupposition of the an-
cient world (excluding the He-
brews and the Christians) that
the state is divine, either in and
of itself or as a function of the
divinity of the ruler. Rulers were

19 Murray N. Rothbard, “Statistics:

Achilles’ Heel of Government,” THE FREE~
MAN (June 1961).
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theoretically omniscient in those state. It recognizes no sovereignty
days. -Even with omniscience, apart from itself. And like the
their monetary systems were sub- ancient kingdoms, the sign of
ject to ruinous collapse. Odd that sovereignty is exhibited in the
men would expect a better show- monopoly over money.2®

ing from an officially secular state

that recognizes no divinity over 20 On the use of the coinage by the
it or under it. Then again, per- R.or.nan emperors to announce their own
haps a state like this assumes the divine apotheoses, see Ethelbert Stauff-

: er, Christ and the Caesars (Philadelphia:
function of the older, theocratic  Westminster Press, 1955).
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A REVIEWER'S NOTEBOOK

JOHN CHAMBERLAIN

THE CRISIS IN
CONSTRUCTION

THIRTY YEARS AGO Thurman Arn-
old, the great trust buster who
was by no means a coddler of
capitalists, used to prove his ob-
jectivity by excoriating the labor
unions in the building trades for
their own monopolistic practices.
On the surface there hasn’t been
much change in the construction
industry since Arnold’s heyday, as
M. R. Lefkoe makes plain in his
The Crisis tn Construction: There
Is An Answer (Bureau of Nation-
al Affairs, Inc.,, BNA Books,
Washington, D. C., $12.50). How-
ever, Mr. Lefkoe happens to be
more solution-minded than Thur-
man Arnold ever was, which may
make a difference.

The first part of Mr. Lefkoe’s
study lists the “labor-related prob-
lems” in the industry and gives a
long and lugubrious explanation
of the major causes of the prob-
lems. The problems include a dras-

tic shortage of skilled manpower,
escalating wage rates, the exces-
sive cost of overtime, loss of man-
agement control, unethical prac-
tices, and special government in-
terference (though this particular
problem may be mitigated by the
recent suspension of the Davis-
Bacon Act, which has required the
Federal government to match on
its own projects the highest pay
in any given area).

The causes of the problems are
mainly bound up with the frag-
mented nature of the industry.
Contractors don’t ordinarily
“sell” their services; they wait for
the orders to come, and then, if
they are in the general contract-
ing business, they assemble the
needed skills by paying subcon-
tractors to carry out the various
phases of the on-site work. The
general contractor has to take
labor as he finds it; he finds him-
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self dealing with a whole host of
craft unions that have their own
jurisdictional disputes.

Simply because he is merely an
assembler of subcontractors, the
general contractor does not train
his own labor. The crafts control
their own apprentice systems.
And, since they are better organ-
ized than their employers, the
crafts maintain a more effective
political lobby. Not only do they
artificially restrict the available
supply of labor, they also put their
political clout behind maintaining
all sorts of code restrictions on
the type of building methods and
materials that may be used. In
addition to the code restrictions
there are such things as the li-
censing of plumbers and electri-
cians. Finally, there are our one-
sided labor laws which tell the
unions that they have the right
to do things that are prohibited
to management under the anti-
trust laws.

Wide-Ranging Problems
Boil Down to Coercive Power

Mr. Lefkoe’s recital of the
causes of the problems is wide-
ranging, but most every problem
is aggravated by the coercive pow-
er which the unions get from gov-
ernment. Indeed, coercive power
seems to be the only problem.
Even the seasonal shut-downs,
which waste as much as two
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months of the year in the north-
ern United States, derive from
the fact that the unions turn their
face against the use of prefabri-
cated sections that would enable
the builder to erect basic weather-
proof shells during breaks in the
winter cold. “Municipal building
codes,” so Mr. Lefkoe quotes from
an official report, “sometimes need-
lessly restrict the use of mater-
ials or methods that would facili-
tate cold weather construction.”
The root trouble in the indus-
try comes from union control of
the manpower supply, which is
permitted by the government des-
pite the fact that the Taft-Hart-
ley Act supposedly outlawed the
closed shop. By running their own
restrictive apprentice system, the
construction wunions limit the
number of newcomers in the vari-
ous - crafts. By keeping skilled
labor scarce, the unions make sure
of both high hourly wages and
really cushy overtime. The excuse
is that the overtime is needed to
make up for the lack of employment
in the winter. But the excuse
doesn’t help the client who must
pay the bills on a man-hour basis
that pertains only to his particu-
lar building job. By limiting the
apprentices, the unions deny the
Negroes, latecomers to our north-
ern centers of population, the op-
portunity to become skilled work-
ers. So we have a social problem
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piled on top of an economic prob-
lem.

New Role for Contractor

Taking the bull by the horns,
Mr. Lefkoe urges an entirely new
approach to the basic problem of
construction manpower recruit-
ment. He suggests that the gen-
eral contractor had better assume
total responsibility for the proj-
ects he undertakes. Under this
scheme the contractor would hire
and train all his specialists, both
on- and off-site. By using the “sys-
tems” approach, the new-style con-
tractor would run his own material
development programs, his own
apprentice schools, his own mar-
ket research. Instead of waiting
for jobs he would plan and erect
buildings on his own for rental, or
for selling. In short, he would act
as a modern business enterpriser,
not as someone who merely hangs
out his shingle and waits for the
client to come to him. Finally, the
new-style contractor would form
his own Construction Industry Ac-
tion Organization and get busy
with a campaign to rid the land of
archaic building codes.

The beauty of Mr. Lefkoe’s pro-
posal is that it would by-pass the
problem of changing the Taft-
Hartley Act and the Landrum-
Griffin Act. Nobody could stop a
new-style contractor from doing
his own hiring and training if he
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was prepared to do an across-the-
board job of providing the client
with all the necessary skills and
crafts. The jurisdictional element
would disappear. Industrial union-
ism might, of course, replace craft
unionism under the new-style con-
tractor. But the hiring hall would
have disappeared. Even in cases
where labor might bargain suc-
cessfully for a union shop, the
new-style contractor would be able
to keep it an open union by hiring
as many new people as he wanted
and then turning them over to
union membership after the ap-
prentice period was completed.

Signs of Change

Is this all a dream? Mr. Lefkoe
admits the difficulties, but notes
that a few contractors are experi-
menting in his direction. And non-
construction companies that need
a lot of new plant expansion are
also in the business of doing their
own construction by hiring and
training their own building crews.

Though Mr. Lefkoe is unrelent-
ing in blaming the government
for the woes of the construction
industry, he misses one salient
point. The shortage of skilled la-
bor, and the high costs that result
from this, are not entirely to be
blamed on the unions’ govern-
ment-protected apprentice system.
They can be blamed in part on the
plethora of government building
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projects that have come in with
the growth of the Welfare State.
If we had had less public housing
(*the slums of tomorrow”) there
would have been less competition
with the private market for the
available labor supply. Again, the
suspension of the Davis-Bacon
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Act, a suspension that will lower
the cost of government construc-
tion, may mitigate this somewhat.
But the failure to deal with the
question of government building
elephantiasis is the one weak spot
in Mr. Lefkoe’s generally excel-
lent study. )

The Trend—and the Alternative

IF WE CONTINUE along the route marked by such legislation as

Robinson-Patman and Landrum-Griffin, we shall, I believe, even-

tually break down in one way or another. We shall either strangle

IDEAS ON
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LIBERTY
able way out.

ourgelves in bureaucratic red tape, corrupt our bureaucracy so
that we can get something done, or so hamper the activity of our

private associations that full socialism will seem the only reason-

The realistic alternative is to rid ourselves of special privilege

and the companion welfare-state idea that government is an all-

purpose deviee fit to solve all our problems. In order to do this it

is necessary to refute all totalitarian ideas, whether of the Marx-

ian or Keynesian varieties, and to take up again the development

of free-market principles with a full understanding of the theory

and practice of the free society.

SYLVESTER PETRO,
“Union Power and Government Aid,”
THE FREEMAN, July, 1960
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