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Clarence B. Carson

A Question
of Being
Productive

IF we must have statistics (a doubt­
ful proposition), and ifthere must be
a Bureau of Labor Statistics to col­
lect, collate, and expound them
(equally doubtful), it strikes me that
there are potential statistics of con­
siderably greater economic import
than those being bandied about by
the Bureau. The best known of the
Bureau's calculations, of course, are
those dealing with unemployment.
Although they are less likely to get
much notice from the media, the Bu­
reau also releases figures from time
to time on the number ofpeople who
are employed. The Bureau must
compile other interesting tidbits,

Dr. Carson has written and taught extensively, spe­
cializing in American intellectual history. He is the
author of several books and Is working at present on
A Basic History of the United States to be published
by Western Goals, Inc.

otherwise it probably would not
qualify for such exalted status among
government unqertakings, but those
items rarely attract attention.

Although the hest I can do amounts
to no more tha~ lukewarm support
for any of them. this is not intended
as an attack on $tatistics, per se. Still,
it might be well to point out some of
their shortcomings at the begin­
ning. The most! general objection to
statistics is th~t they are reduction­
ist in character. That is, statistics
are compiled b~ lopping off all the
individual ways in which things dif­
fer from one andther to arrive at their
common traits. I What emerges is al­
most inevitabllY a lowest common
denominator for all of them. All too
often, too, the cpmmon feature is the
least revealingl and least important
aspect of what is being categorized.

fi79
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Take the matter of statistics on
unemployment. When they are re­
ported in the media, they are made
to sound as' if they were absolute
numbers. We may be told, for ex­
ample, that during the past month
there were 8,250,000 unemployed in
the United States. The figures are
further broken down into percent­
ages for cities and regions. For ex­
ample, the Bureau may announce
that 12.7 per cent of the work force
in an area was unemployed. That
sounds precise, exact, certain, and
beyond doubt. This apparent preci­
sion is achieved, however, by the ex­
tension of figures collected in sur­
veys, by the acceptance ofself-serving
claims, and by the adoption of a coni
venient fiction.

Lumping into Groups
The convenient fiction concealed

in unemployment statistics, let me
hasten to explain, is that there is
such a thing as a completely, or to­
tally, unemployed person or that if
there is, they are very numerous. It
is conceivable, of course, that there
are some persons who spend their
waking hours seeking jobs: going
over want ads, writing letters of ap­
plication, making telephone calls,
going to places of employment to get
on their lists, and so on. It is even
conceivable that some people might
do this for as much as several weeks
or even longer. But that such people
exist by the millions in the United

States is a fiction which is able to
parade as fact only by lopping off
large portions of reality.

Among those listed as unem­
ployed are those for whom the status
is essential for them to continue to
draw unemployment compensation.
Their claims to being unemployed are
self-serving. That is, they expect to
benefit from the acceptance of the
claims. In fact, many of them are
working, part time or full time, for
themselves or someone else. The 1n­
temal Revenue Service has an­
nounced, even, that the number of
those who are working at some­
thing, or something extra, and not
reporting their incomes is legion, and
that their earnings may amount to
several hundred billions annually.
Many of these are undoubtedly listed
as unemployed.

It is not my point, however, that
the category, unemployed, is mean­
ingless. There are undoubtedly many
people who do not have regular em­
ployment for which they receive a
regular and predictable paycheck.
There are those who have difficulty
finding employment in their profes­
sion or trade. There are some who
would consider themselves partially
or temporarily employed, when em­
ployed at all. The figures of the Bu­
reau of Labor Statistics may even
reflect, roughly, the fluctuations in
all of this. My point is that the real­
ity is much less precise than the sta­
tistics suggest, or declare, and that
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the condition is rarely the one that
is sentimentalized for the popular
imagination.

But the labor statistics duality of
employment-unemployment has at
least two other major difficulties pe­
culiar to it. One is that it leaves out
of account a considerable portion of
those with whom it might be ex­
pected to deal. It not only· fails to
account for the whole population, but
also leaves out of account a portion
of the potential work force, what­
ever that may be taken to mean. To
put it more directly, the employ­
ment-unemployment figures do not
balance with the population figures.
Suppose, for example, that we are
told in a report that there are 1121/2

million people employed and 81/2

million unemployed. That adds up
to 121 million. But if there are 230
million people, say, in the United
States, 109 million of them are
missing from the statistics. Un­
doubtedly, they can be placed in this
or that or the other category, but they
are still in an employment-unem­
ployment limbo.

Misleading Categories

The other difficulty, too, tends to
disqualify the dual employment-un­
employment category. The trouble is
that it is not a very apt economic
category, if it is an economic cate­
gory at all. It does not tell us any­
thing much that is applicable to eco­
nomics. Economics has to do with the

effective use ofs~arce resources-i.e.,
land, labor, aqd capital-so as to
provide those goods that are most
wanted. Emplqyment and unem­
ployment figures may appear to get
at that, but th~ appearance is de­
ceiving. Wheth¢r those who are em­
ployed are aid~ng in the economic
endeavor is noil revealed. As to the
unemployed, the statistics them­
selves are sile~t on the impact on
the economy.

What is wanted, it seems to me,
are some diffe$nt categories, cate­
gories which ¢mbrace the whole
population, wh~ch are economic in
focus, and whicq are more nearly self­
explanatory. (If the new categories
present problems of quantification,
they will not d~ffer in that from the
present ones. Tpe distortions in sta­
tistics are inhetent, hence, unavoid­
able.) Since th~ production and dis­
tribution ofgoods is the main concern
of economics, it would be quite ap..
propriate to have the categories con­
centrate on thlat rather than em­
ployment and unemployment.

Therefore, the following three cat­
egories are hereby nominated as re­
placements: (1~ the Productive, (2)
the Unproductive, and (3) the Coun­
terproductive. ~veryone falls in one
or the other of! these categories, or
some variant ofiit. The categories are
unquestionabl~economic in charac­
ter. Classifying people according to
them poses no greater difficulty than
those in use. Above all, the third
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category, a highly important one,
gets entirely ignored in the present
classification.

The Productive

The Productive consist ofthose who
produce the.goods on which they live.
They may produce the goods for
themselves or for sale in the market,
or, what is most common, some com­
bination of these. No distinction need
be made between goods and ser­
vices, and the provision of a service
is here considered as the production
of a good. Thus, the housewife is as
much the producer of a good when
she prepares a meal or vacuums a
room as when a factory worker con­
tributes to the production of a wid­
get. The crucial distinctions pertain
to whether or not what is produced
or provided is an economic good and
whether or not what is produced
constitutes what they live on. The
productive, then, provide their own
livelihood, either individually or as
a family, and they do so with the
goods they produce, whether they
consume or sell what they make.

It might be well to emphasize, too,
since such distinctions have some­
times been made, that those in­
cluded in the productive category
may do work that is predominantly
physical or mental, may be em­
ployed by others or work for them­
selves, may work on assembly lines
or be presidents of corporations, may
be doctors, nurses, homemakers,

farmers, miners, millers, butchers,
bakers or candlestick makers. None
of these distinctions matters in the
determination of whether or not
anyone is productive. Nor does it
matter whether the productivity was
in the past or is going on in the
present. That is, those who are liv­
ing off savings, a surplus from past
productivity, have a residual claim
to be classified as productive.

The Unproductive

The Unproductive consist of those
who do not (or did not) produce the
goods on which they live. This is a
hodgepodge category. One of the
categories had to be if everyone was
to be fitted in somewhere. It in­
cludes the partially productive as
well as those who produce nothing.
It overlaps with the third category.
That is, some people would fall in
both categories logically, though
since the counterproductive is the
stronger category, those who fall
there basically need not be listed
among the unproductive.

Since the Unproductive category
is so diverse in its makeup, those who
fall into it should probably be di­
vided into sub-classes. The partially
productive might well be distin­
guished from the wholly nonpro­
ductive. This latter class would in­
clude infants and small children,
students (not otherwise employed),
the aged infirm, the temporarily un­
employed, and so on. A more contro-
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versial sub-class would consist of
those who are fully employed but
economically unproductive. Among
these could be listed such pursuits
as those of the police, full time poli­
ticians, judges, soldiers, bureau­
crats, and the like.

These categories are not devised
to reflect on the importance of some
occupations vis avis others or for the
purpose of making moral judg­
ments. I take it that the police per­
form vital functions, even functions
that make possible more effective
economic activity. So it may be with
soldiers, politicians, and some of the
others. Students may be preparing
themselves to be more effective at
their work in the future. It is no re­
proach to infants that they are not
economically productive. My intent
here is·to describe, not prescribe or
proscribe. The point is that police­
men, as policemen, students, as stu­
dents, and so on, are not economi­
cally productive. Nor, though these
categories do emphasize production,
do I mean to suggest that production
is the only or most important of hu­
man functions.

Shifting Categories

But place it where you will in your
scheme ofvaluation, there can be no
reasonable doubt that production is
essential to our lives and well-being.
Nor are there any plausible grounds
for doubting that all who continue
to live are dependent for their live-

lihood on what, is produced. More­
over, they eith~r produce it them­
selves or get it! from that which is
produced. Mor~ succinctly, the un­
productive mus~ be provided for from
the labors of t:pe productive, or, if
you will, from the land, labor, and
capital of the pvoductive.

Thus, the changing proportions
between the pr~ductive and the un­
productive are ~fmore than passing
interest. Such ~vidence as we have
indicates that ~he proportion of the
unproductive t~ the productive has
been increasing over the years. No
statistics are available for this, but
there are statisUcs and there is evi­
dence which provide clues. Proba­
bly, at the time of the founding of
the United Sta~es as much as 80 per
cent of the population was produc­
tively employe~ much of the year.
Most people liv~d on farms, and only
infants, very sD;iall children and the
bed-ridden were excused from work
ordinarily. In tOwns and cities, too,
the young usually went to work as
soon as they w~re able to do much,
and worked until they were no longer
able. Most of ~his work, of course,
was performed py families.

By contrast,~heNational Taxpay­
ers Union saiq a while back that
there are "only ~bout 50 million real
taxpayers left. the rest ofour people
are living offofrecycled government
money- federa~ payroll, pensions,
grants, contraqts, loans, subsidies,
revenue sharing... ," and the like.
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While that does not absolutely dis­
tinguish the productive from the un­
productive, it gets close to it, and it
may suggest that something less
than one-fourth of the people do the
bulk of the work. (The major distor­
tion in these figures is that house­
wives do not pay taxes in connection
with that endeavor but, in my view,
are productive.)

The Counterproductive
Even so, the Counterproductive

may be a much more important cat­
egory in many respects than the un­
productive. The counterproductive
are those who place obstacles in the
way of those who would be produc­
tive. Although it would be interest­
ing to know the number of them and
whether they are actually increas­
ing in proportion to the population
or decreasing, it must be admitted
that their impact on society is much
greater than their numbers. Indeed,
many of those who would have to be
classified as unproductive are in that
category because of counterproduc­
tive forces. I say "forces," because the
counterproductive are not just peo­
ple, but people acting with force.

Who would be classified as coun­
terproductive? Let me begin with two
important sub-classes in the cate­
gory. One is made up of those who
criminally' obstruct production and
interfere with commerce. Among
them are thieves, embezzlers, sabo­
teurs, terrorists, extortionists, in-

timidators, and all who make free­
dom of movement and commercial
activity difficult. Crime deters all
peaceful undertakings, and crimes of
violence have been on the upsurge
generally for years now.

The second sub-class of the coun­
terproductive is labor unions. The
most dramatic activity of labor
unions in obstructing production is
the strike. Strikes often stop all pro­
duction in a factory, sometimes an
industry, and often interfere with
(when they do not shut down) re­
lated businesses. Boycotts can have
similar results. More broadly,
though, virtually the whole power of
unions derives from their ability to
hamper production. They do this not
only by strikes, boycotts, and violent
activities but also by slowdowns, by
work rules restricting production, by
featherbedding, by specifying the
limited types of work which may be
assigned to a given job, by minimum
wages, and by time-consuming
meetings and negotiaton sessions.

But the greatest and most exten­
sive obstacles to production in the
United States today are placed there
by governments. It has already been
noted that most, if not all, govern­
ment activity is unproductive. That
is, the basic business of government
is not the production and distribu­
tion of goods. Beyond that, though,
much of government activity today
is counterproductive. This has not
always been the case. In 1840, say,
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very little ofgovernment activity was
counterproductive. The United States
government did levy a tariff on im­
ports, and, though it was not high,
it may have limited some kinds of
commercial activities. Beyond that,
state and local governments would
have had some restrictions, but they
were usually minor. In the twen­
tieth century, however, there have
been mounting regulations, restric­
tions, inhibitions, limitations, and
prohibitions on productive activity
by all levels of government.

Away from the Productive
In one way, at least, all govern­

ment undertakings tend to be coun­
terproductive. So far as they are
supported by taxation, wealth is
taken from its potentially produc­
tive use to an unproductive use. That
is counterproductive. It follows, too,
that all expansion of government
activity tends to increase the unpro­
ductive sector at the expense of the
productive. Thus, the growth of gov­
ernment tends to be counterproduc­
tive in its impact. This is not meant
to suggest that there may not be le­
gitimate reasons for an increase in
the size of government. Rather, it is
to point out that in respect to taxa­
tion, at least, the economic impact is
away from the productive.

But much of government activity
today is counterproductive, the fi­
nancing of it aside. The most ob­
vious of the counterproductive im-

pact occurs when people are
prohibited to be productive. The most
striking exampl¢ of this is child la­
bor laws, which prohibit children
from engaging in most productive
efforts. Compulsqry schooling, which
is a counterpartrto this, pushes chil­
dren into the unproductive category,
willy-nilly. Gov¢rnment encourage­
ment of schooling, or retirement, and
such like, is alsQ counterproductive.
It is also obviously counterproduc­
tive when govelfIlment deliberately
restricts production, as in crop re­
strictions, mark~tingquotas, or any
other device fori holding down pro­
duction.

Minimum w$.ge and maximum
hour laws are also counterproduc­
tive. Minimum 'Wage laws are coun­
terproductive b~cause they tend to
price the unsklilled, the partially
disabled, and the less productive out
of the labor maItket. Maximum hour
laws are count~rproductive in two
ways. Where they actually reduce the
number of hours that can be worked
at a job, as fot commercial pilots,
flight attendants, truck drivers, and
others, they may reduce production
directly. In many instances, how­
ever, maximum. hour laws are not
absolutely proh~bitive; they only re­
quire higher p~y for hours above a
certain maximlllm. This has a simi­
lar counterprodiuctive impact to that
of the minimum wage.

Anything th~t hampers or makes
production more difficult is counter-
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productive. Licenses, franchises,
schooling requirements for occupa­
tions, government granted monopo­
lies, and restrictions on entering any
field of endeavor are counterproduc­
tive. Government regulatory activi­
ties, such as are carried on by the
Interstate Commerce Commission,
Federal Trade Commission, Food and
Drug Administration, Occupational
Safety and· Health Administration,
Environmental Protection Agency,
and many others, are counterpro­
ductive. All business and personal
record keeping for government, such
as employment records for the Equal
Employment Opportunity Commis­
sion, are counterproductive. So, too,
are all business tax collection for or
payment to government, such as So­
cial Security, unemployment com­
pensation, sales taxes, withholding
taxes, and so on. They require the
use of time and energy for govern­
ment, which is unproductive, rather
than the use of them for production.

Among the sorts of people who
would be counterproductive, either
part or full time, would be inspec­
tors, enforcement personnel, admin­
istrative law personnel, judges (while
enforcing regulations ofproduction),
Justice Department officials, politi­
cians and their aides (while consid­
ering and enacting such laws), and
the numerous bureaucrats that have
something to do with them in one

way or another. Whether all busi­
ness personnel directly involved with
looking after the regulatory and
other hampering activities should be
classified as unproductive or coun­
terproductive is an interesting ques­
tion.

No effort has been made here to
evaluate from every angle all gov­
ernment programs which hamper
production. Whether this one or that
one or the other might be justified
on adequate grounds was not my
concern. Rather, I proposed to look
at the matter only from the perspec­
tive of the question of being produc­
tive. That does not mean, of course,
that production is all that matters.
In that regard, my point is that pro­
duction matters, that it is impor­
tant, that it should be taken into
consideration.

Nor was it my purpose, ul­
timately, to spur the issuance of
statistics on whether people are pro­
ductive, unproductive, or counter­
productive, though I think they
would be interesting and revealing,
if it could be done. Rather, by delin­
eating the categories in some detail,
it was my hope to focus attention on
whether people are productive, un­
productive, or counterproductive in
their undertakings. Our livelihood
and well-being depend upon the
weight of the answers to this ques­
tioa ,



PITY the poor Federal deficit. What
was once hailed as a western eco­
nomic savior has been relegated to a
public whipping boy. Politicians and
liberal economic writers who a
decade ago declared that deficits were
"actually desirable because this
meant the federal government was
pouring funds into the economic
stream" now declare with equal sin­
cerity that these same fiscal short­
falls are a menace to economic
growth.!

How, an astute observer of our po­
litical economy might ask, can the
Federal deficit have fallen into such
disrepute, especially among its one­
time supporters? Did not Keynesian
economists tell us in triumphant

Mr. Anderson is a teacher of social studies at Ross­
ville, Georgia, Junior High School. He is the 1982 win­
ner of the Olive W. Garvey essay contest on "The
Virtues of the Free Economy" involving a fellowship
to the general meeting of The Mont Pelerin Society.

Bill Anderson

DEFIICITS
ARE NOT

THE ONLY
PROBLEM

words that the i so-called capitalist
problems of boom and bust were to
be solved by government fiscal pol­
icy of which thel deficit was an inte­
gral part?2

Consider one l economist's claim
that the 1964 F1ederal deficit was a
"desirable" element of the nation's
economy.

The basic explanation for our achieve­
ment (a prosperotls economy), I think, is
that, in 1964, our politicians finally "grew
up" into mid-20th century fiscal policy
thinking. As a result, there was nothing
less than a revolution in economic thought
at the highest poli~y-making levels of our
government.

In the past, oUr politicians have al­
ways considered it imperative to hail an
annually balancep budget as economic
purity, to condemn a budget deficit as fis­
cal sin, and to sh~nk from tax reduction
in the face of budget deficits as unspeak­
ably reckless. Bujt in 1964, the federal
budget deficit waS accepted as actually
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desirable because this meant the federal
government was pouring funds into the
economic stream, and this money would
help lift us to levels of full employment
and full use of our great industrial ca­
pacity.3

One is hard pressed today to find
a description of the present Federal
deficit made in such hushed, rever­
ent tones.' But, then, the numbers
have changed as well. In 1964, the
Federal deficit to which Ms. Porter
attributes such sterling results as
"full employment" and "full use of
our industrial capacity" was $5.9
billion, or roughly five per cent of
the total budget.4 The proposed Fed­
eral deficit for the coming year (and
remember, proposals usually fall way
short of real spending) is about $100
billion, nearly 15 per cent of the ten­
tatively-approved U.S. Government
budget. Even allowing for the gal­
loping inflation since 1964, the
present numbers are clearly out of
hand. The "harmless" (or helpful,
depending on one's point ofview) def­
icits of two decades ago have grown
into what seems to be an uncontrol­
lable monster.

The problems resulting from the
size of the Federal deficit are not in
dispute. For example, in 1965, when
President Lyndon Johnson greatly
expanded domestic Federal spend­
ing, the U.S. Treasury took approx­
imately 18 per cent ofavailable funds
from the nation's credit markets.
Today that number stands at nearly

80 per cent. Funds for investment,
our economy's seed corn, are being
devoured at an alarming rate which
can only spell out a real decrease in
standards of living for most Ameri­
cans. Rates of inflation, though re­
cently somewhat diminished, have
severely depreciated the dollar,
caused malinvestment and brought
about economic decline.

The Real Issue: Spending

But the real issue of the Federal
budget is lost in a semantic word
game which, at best, diverts people's
thoughts from the main sickness­
that being Federal spending-to def­
icits, which are only a symptom of
the disease. This is not to say that
budget shortfalls are not dangerous.
They are. But when one simply con­
centrates on condemning the deficits
while ignoring the dangers of gov­
ernment overspending, it is, to para­
phrase the New Testament, strain­
ing at a gnat and swallowing a camel.

A recent editorial of a nearby ma­
jor metropolitan newspaper demon­
strates this kind of naivete. In the
editorial, titled "Tax Hike or Reces­
sion," the writer accurately noted
that the shortfalls would have to be
covered either by creation of fiat
money-and thereby inflation-or
by Federal borrowing from hard
pressed credit markets. Both "solu­
tions," he pointed out, would effec­
tively raise interest rates and limit
capital expenditures.
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His solution? Raise taxes, ofcourse.
Thus, he indicated, the deficit would
be eliminated in this relatively
painless manner, interest rates would
fall and the economy would recover.
The only barrier to prosperity, he
reasoned, was the lack of courage by
politicians to reverse the tax cuts
they had given us last year.

This editorial writer has not been
the only one to endorse tax increases
as the way to solve the budget prob­
lems. Radio and television commen­
tators, both liberal and conservative
politicians, and economists who
should know better have also jumped
onto this short-sighted bandwagon
declaring that tax increases are the
only way to prosperity. But they ig­
nore the fact that deficits are only a
symptom. The disease is too much
spending.

None of the Alternatives
Is Acceptable

When the Federal budget is dis­
cussed on the news, the ultimate
point of discussion is the proposed
$100 billion deficit. Few commenta­
tors-and economists-ever discuss
the gargantuan size of the Federal
budget. This year Federal spending
will most likely exceed $800 billion.
The official Federal debt is more than
one trillion dollars.5

But why, one might ask, is it not
better to tax in order to curb deficits
than to borrow or print money? Af­
ter all, the perils of inflating are

widely knowneiVen to the most eco­
nomically illiterate persons, while
excessive Federal borrowing not only
"crowds out" capital but also diverts
money from prqductive uses to non­
productive ones!. The answer is that
none of these 'i'alternatives" is ac­
ceptable.

While past budget deficits were
often run deliberately in order, as
Ms. Porter writ~s, to pour "funds into
the economic st~eam," there is plenty
of historical evidence to show that
governments inflate even when their
budgets are offi~iallybalanced. Dur­
ing the 1920s, as Economist Murray
Rothbard has Ijloted, the U.S. Gov­
ernment raisedlthe money supply by
nearly 62 per cent in the face ofbal­
anced Federal budgets.6 From 1977
to 1980, the nation of Colombia suf­
fered an annual increase in inflation
of more than 25 per cent, despite the
fact that its talK revenues exceeded
government ~xpenditures.7 The
problem here is not deficit spending,
but rather government monopoly over
the supply of trz,oney. Governments
may use deficits as an excuse to print
money, but wij.en government con­
trols the "cre8ition" of money, any
reason will do. I

Nor vlould i increased taxation
eliminate gov~rnment borrowing,
either at localjor Federal levels. As
long as governments continue to in­
volve themsel~es in enterprises be­
yond protectio:p' of citizens' life and
property, there will always be dams
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to build, school buildings to erect,
canals to dig and individuals to sup­
port. Such multi-million (and bil­
lion) dollar ventures require vast
sums of capital which can only be
borrowed.8 Thus, deficit or no deficit,
governments will continue to suck
capital from private markets in or­
der to fund projects that could be
handled more efficiently and with
less expense by the private sector.

One is left, then, with the ques­
tion of taxation. The issue is not, as
many "born-again budget balan­
cers" have declared, choosing "less­
painful" taxation above borrowing or
inflation. Increasing taxes to bal­
ance a budget is not a panacea for
our economic ills, as many would tell
us. Consider economist Alan Rey­
nolds' warning.

In the depths of the Great Depression,
Wall Street and the financial editors
agreed that restoration of confidence re­
quired a balanced budget. In 1932, the
Hoover administration complied by sign­
ing the biggest percentage increase in tax
rates in peacetime history. Needless to
say, that did not strengthen the econ­
omy, calm financial markets or balance
the budget.9

Unseen Consequences
People are often short-sighted on

the evils of heavy taxation. They can
see the credit markets being drained
of capital by the government. They
can see the leap in prices as inflation
takes hold on the economy. But taxes
go beyond their visual effects. One

can see public treasuries fill up with
tax revenues. What is not seen, how­
ever, is the loss of funds that might
have gone into capital markets, the
loss ofpotential investments, the real
loss of income for individuals who
pay huge portions of their earned in­
come to government. Money that
might have been invested in profit­
able, wealth-creating projects is used,
instead, for government consump­
tion. To increase the level of taxa­
tion would not enhance investment
opportunities. Indeed, to confiscate
revenue through taxation is no bet­
ter than to devour it straight from
the markets or to print it on the
printing presses at the Bureau of
Printing and Engraving. The dam­
age done to the economy will not be
lessened by choosing taxation over
borrowing or printing.

Heavy taxation also encourages
people to take their income from
productive investments-which of­
ten fall in the reach of the Internal
Revenue Service-and place them in
less productive tax shelters. Again,
this problem is an invisible one, since
people cannot see· the factory that
was not built, the invention that was
not marketed or the entrepreneur's
dream that was unfulfilled.

No doubt, as Reynolds writes, the
Federal budget, all $800 billion of it,
could be balanced as "a matter of
sheer bookkeeping."lo He points out:

... we could probably balance the U.S.
budget by disarming, or by doubling the
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corporate tax, or by confiscating all in­
come above $50,000 a year. In practice,
any of these options would probably de­
stroy the country.11

Intervention Brings Stagnation

Economic stagnation is not the
price of "curing deficits." Rather, it
is the price the people of a' nation
must pay when its federal govern­
ment spends far more than its citi­
zens can afford, taking from Peter to
give to both Paul and Peter-minus
a hefty commission.

This is not to say that budget def­
icits are not a problem. They are.
But the issue at hand in discussing
deficits is not just bookkeeping, but
also ignorance and arrogance. Since
the 1930s economists have promised
that budget deficits will permit pol­
iticians to circulate new money into
the economy, thereby "spreading the
wealth," and politicians have ea­
gerly obeyed. But, as a decade of
runaway inflation has demonstrated
beyond a doubt, dumping fiat money
into an economy creates only the il­
lusion of wealth, not wealth itself.

Since deficits became a staple of
government fiscal policy, people have
deceived themselves into believing
that increased prosperity, the rise in
real income, and a rising standard
of living were due to their politi­
cians' spending more than was taken
in taxes.

But as deficits have widened and

seemingly run out of control, it has
been equally de~eptive for people to
believe that prosperity will return
as soon as the books are balanced.
Prosperity will! return only when
citizens stop dehtanding their gov­
ernments give them a standard of
living that the~ cannot themselves
produce, as indhtiduals acting within
the free market~ ®
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Dennis Bechara

The Development
of Puerto Rico

THE DEVELOPMENT of the Puerto Ri­
can economy sheds light on the true
causes of economic growth. The his­
tory of the island's development is
peculiar to it, but the policies imple­
mented in Puerto Rico to achieve
progress hold universal appeal. A
review ofthe economic situation since
the turn of the century may help us
grasp the lessons of the Puerto Ri­
can experience.

Historical Background

As a result of the Spanish-Ameri­
can War, the United States assumed
jurisdiction over Cuba, Puerto Rico
and the Philippines. Subsequent
events led to the political indepen­
dence of Cuba and the Philippines,
but the relationship between Puerto
Rico and the United States contin­
ues.

Economic conditions were· dismal
in Puerto Rico at the turn of the cen-
Mr. Bechara is an attorney in Mayaguez, Puerto Rico.
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tury. Life expectancy in 1900 was 32
years. The literacy rate at the time
was only 15 per cent. The island's
economy consisted of subsistence
agricultural efforts. The production
of coffee, once one of the island's most
successful crops, began to languish
when access to the Spanish market
was lost. .

The nature of the political rela­
tionship between Puerto Rico and the
United States began to change as
Congress gradually granted more
autonomy to the island. In 1917
American citizenship was granted to
Puerto Ricans and certain measures
of self-government were enacted. The
President, however, continued to
appoint the governor and it was not
until 1948 that the people were al­
lowed to elect one.

In 1952, Congress approved a
Puerto Rican-drafted constitution,
and the island became known as the
Commonwealth of Puerto Rico.
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Puerto Ricans are allowed to elect a
non-voting member of Congress.
Though they are citizens, they are
not allowed to participate in Presi­
dential elections.

The Sugar Economy

One of the immediate effects of the
Spanish-American War was to place
Puerto Rico within the U.S. tariff
wall. In 1870, Congress had enacted
a tariff to protect domestic produc­
ers of beet sugar, and this had the
effect of driving many of the island's
sugar producers into bankruptcy.
Once the United States acquired ju­
risdiction over Puerto Rico, how­
ever, there was free trade between
the two. Capital flowed into Puerto
Rico with the effect of modernizing
its sugar processing mills. A glance
at the production figures illustrates
the magnitude of sugar in the Puerto
Rican economy. In 1899, approxi­
mately 40,000 tons of sugar were
produced, whereas in 1934, Puerto
Rico produced approximately one
million tons. By 1940, the sugar in­
dustry employed one-fourth of the
labor force. "Sugar ... paid the ma­
jor part of the insular taxes, em­
ployed the major part of its workers,
created the major part of its busi­
ness, supported seventeen of Puerto
Rico's twenty seaports in the sense
that those seventeen handled sugar
exclusively and had no warehouses
or other facilities for anything else."!

In spite of its importance in the

island's econOlllY, sugar became the
subject ofma~y attacks. Puerto Rico
was not immp.ne to the ravages of
the Great D~pression. The island,
which was pqor to begin with, had
made some pEogress but it was nev­
ertheless insufficient to drastically
change matteIts. The rise of the sugar
industry, however, provided the
scapegoat upon which to blame the
poor conditioll-s of the island.

There is no ~oubt that Puerto Rico,
during this time, was impoverished.
Theodore Roosevelt, Jr., who in 1929
was governor of the island, wrote the
following in The New York Herald
Tribune: "We: were and are a prey to
diseases of many kinds. In the fiscal
year ending June 30, 1929, 4,442 of
our people d~ed from tuberculosis.
Our death rate from this disease was
4V2 times thel death rate in the con­
tinental United States. Our death
rate from malaria was 2V2 times the
rate in the com.tinental United States.
Some 35,000 people in our island are
now sufferi~g from tuberculosis,
some 20,000 ~rom malaria, and some
60,000 from Q.ookworm."

The prevaHing conditions during
this period of time, however, were
not unusual! given the historical
background Of Puerto Rico. To put
the blame oni the sugar industry for
conditions which existed before sugar
became the most prominent indus­
try is glaringly unfair. The island,
moreover, did. make strides in many
areas during this time which bene-
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fited the entire population. As an
example of this, life expectancy had
risen to 42 years in 1930 and 46 years
in 1940; economic conditions had
improved concurrently with these
developments.

Stumbling Blocks Erected

The sugar industry confronted its
first obstacle when in 1934 Congress
enacted the Costigan-Jones Act. This
statute empowered the U.S. Secre­
tary of Agriculture to administra­
tively determine the sugar con­
sumption requirements of the
country and to set production quotas
from the different areas that sup­
plied sugar to the U.S. market. A
consequence of this statute was to
freeze the growth of Puerto Rico's
sugar industry. This, coupled with
future land reform, served to cripple
the industry permanently.

During the later part of the 1930s,
public discussion revolved around the
low wages paid by the sugar indus­
try as well as by the industry's large
landholdings. In 1937, for example,
the average hourly wage rate of ag­
ricultural employees in the sugar
industry was 12 cents. This was
thought to be convincing enough ev­
idence to condemn the industry, and
served as a justification for the gov­
ernment'scontinued intervention.
Yet, the Bureau of Agricultural
Economics reported the average
hourly wage rate for agricultural
employees for that year in Puerto

Rico to be higher than prevailing
farm wage rates in fourteen states.

Another of the perceived evils of
the sugar industry was its alleged
displacement of thousands of farm­
ers who became unable to support
themselves after losing control of
their land. The statistics concerning
land ownership, which are men­
tioned below, are sufficient to refute
this. However, it should be pointed
out that as a result of the implemen­
tation of modern sanitation and
health practices, the island's popu­
lation nearly doubled by 1930. Even
had the sugar industry not flour­
ished, it is doubtful that the island
would have been able to be agricul­
turally self-sufficient. In fact, now
that land has been redistributed· in
order to curb these alleged injustices
of the sugar industry, the island is
still not agriculturally self-suffi­
cient.

Land Reform

As a result of the desire to uproot
the perceived evils of the sugar in­
dustry, a land redistribution pro­
gram was enacted in 1941. During a
frenzied period of time, the Land
Authority, the administrative agency
empowered· to take over all corpo­
rate lands that exceeded an arbi­
trary 500 acre limit, acquired thou­
sands of acres and either
administered the land on its own or
subdivided it into smaller plots and
transferred them to those deemed
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T~e old Spanish fort "EI Morro"
in ISan Juan's outer harbor. Be­
gyn in 1539 and completed over
a period of two and a half cen­
turies, the fort was one of the
principal bastions of the Span­
isl!l Empire in the New World.

deserving. By 1950, the Land Au­
thority had "acquired nearly half the
corporate holdings in excess of 500
acres and was operating 48 propor­
tional-profits farms, as well as two
sugar mills."2

Why corporate holdings in excess
of 500 acres were repugnant may be
traced to a Congressional Resolu­
tion pertaining to the Foraker Act
of 1900, which established Puerto
Rico's position with regard to the
federal government. Under this fed­
eral statute, Congressmen ex­
pressed a fear that Puerto Rico's in­
clusion within the U.S. tariff system
would encourage corporate holdings
by the sugar and tobacco "trusts" that
would dwarf the local population.
Consequently, Congressional Reso­
lution No. 23 of May 1, 1900 was
~.nacted whereby Congress ~x:-

pressed its qispleasure about the
matter. Years later, an energetic
politician, Luis Munoz Marin, who
was later to !become Puerto Rico's
first popular~y elected governor,
campaigned op a platform of enforc­
ing this Congressional Resolution.

True, in ord.er for the sugar indus­
try to effic~ently compete and
produce, it w~s altogether necessary
for modern stilgar processing equip­
ment to utilize large holdings of land
in order to l@wer the unit costs of
raising sugar cane. As a result ofthis,
the average y;ield per acre increased
from a half a ton of sugar per acre in
1899 to 3.3 top.s of sugar in 1937.

According to the U.S. Soil Conser­
vation Servic~,Puerto Rico has a to­
tal of 2,103~000 acres, of which,
1,222,284 are I tillable. The four larg­
est sugar cQrporations controlled,
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before 1941, an estimated 166,000
acres, which represented less than
20% of all tillable land. If one inves­
tigates the available data more
deeply, one can discover the aston­
ishing fact that in 1899 there were
39,021 farms in Puerto Rico whereas
in 1935 the number increased to
52,790. In 1910 there were 539 farms
which exceeded 500 acres, whereas
in 1938 the number had decreased
to 335. On the other hand, farmland
with an area ofno more than twenty
acres had increased during this same
period of time from 38,274 to 42,004,
which represented over three quar­
ters of all tillable land.3

However convincing these statis­
tics may be, when confronted with
an emotional "share-the-wealth" ar­
gument, the downfall of sugar be­
came inevitable. No sugar mill was
able to compete efficiently with a 500
acre limitation. Interestingly, in
recognition of this, the govern­
ment's position after acquiring all of
those landholdings was to drasti­
cally reduce the scale of any further
significant land expropriations. But
by then the damage was done. Sugar
never recovered from these set­
backs. One by one all of the sugar
mills in Puerto Rico either closed or
declared bankruptcy. Naturally, in
the 1970s the government, recogniz­
ing sugar's importance to the econ­
omy, stepped in and created a gov­
ernment agency called the Sugar
Corporation which leased some of the

mills and proceeded to run them on
a profit and loss basis. Predictably,
the Sugar Corporation has suc­
ceeded in amassing substantial
losses, at the present totalling more
than $600 million dollars.

Collectivist Influences

The long term effects of the Great
Depression are still being felt in
Puerto Rico. As a result of the New
Deal's welfare-oriented policies, the
Puerto Rican economy became the
object of governmental intervention
with land reform as only one of its
consequences.

In 1933 the Federal government
created the Puerto Rico Emergency
ReliefAdministration, which by 1935
became the Puerto Rico Reconstruc­
tion Administration. This agency was
endowed with an operating yearly
budget of $40 million with which it
began social experimentation.

One of the PRRA's first activities
was to purchase a sugar mill owned
by a French corporation, called the
Lafayette Central and proceeded to
operate it as a model plant. As is
usually the case whenever govern­
ment operates a business, this did
not prove to be profitable. Subse­
quently, the agency proceeded to
subdivide the 10,000 acres it had
purchased and to let the farmers who
acquired these lots run the mill as a
cooperative. Once again, the experi­
ment proved to be a failure and the
mill ceased to operate.
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But the efforts of the PRRA went
beyond operating a cooperative farm.
The agency commenced building
subsidized housing and built a ce­
ment manufacturing enterprise and
a hydroelectric system. The agency
became defunct by 1939 and most of
its projects floundered. However, it
set a pattern future island govern­
ments would follow.

Fair Labor Standards Act

In 1938, Congress extended the
Fair Labor Standards Act to Puerto
Rico. The immediate effect ofthis law
was devastating. The U.S. Com­
merce Department, certainly no en­
emy of the minimum wage law, ad­
mits this in its 1979 Economic Study
ofPuerto Rico: "Significant job losses
followed the introduction of Feder­
ally mandated minimum wages on
the island, the most serious being a
drop in home needlework exports
from $20 million in 1937, to $5 mil­
lion in 1940."4

As a result of the devastating ef­
fects of the minimum wage law in
Puerto Rico, Congress approved an
amendment, in 1940, whereby in­
dustries operating in Puerto Rico
were allowed to pay wages below the
federally mandated minimum, and
tripartite committees, which repre­
sented industries, unions and the
government, were set up to periodi­
cally upwardly revise the. mandated
minimum wages.

Parallel with this development, the

island's goveIinment proceeded to
enact provisio*s for mandatory paid
vacations, sic~ leave and other con­
ditions of employment to be appli­
cable on an' industry-by-industry
level. The justification for this was
that since the (ederal minimum wage
was not completely applicable to
Puerto Rico, !local legislation was
needed to supplement this measure.

Subsequent1amendments to the
Fair Labor St*ndards Act, however,
have elimin~ted the exemption
granted to Puerto Rico. As of now a
substantial a~ountofindustry which
affects interstate commerce in Puerto
Rico must coptply with the provi­
sions of the Fair Labor Standards
Act. The ma~datory decrees insti­
tuted by the lPuerto Rican govern­
ment to grant vacations, sick leave,
and other conditions of employment,
however, havle not been abolished.
Instead they oontinue to be amended
in order to raise the benefits con­
ferred therei*. In addition to this,
the Puerto ~ican government has
subsequently i enacted provisions re­
quiring employers to pay maternity
pay, dismissa~ pay, nonoccupational
disability coverage as well as a
mandatory C~ristmasbonus.

The economic consequence of this
so-called soci~l legislation has been
to raise the c~st of hiring employees
with an inevitable high unemploy­
ment rate. Upemployment has con­
sistently beep. in the 10 to 12 per
cent range during t~e past forty

I
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years. Presently, the unemployment
rate exceeds 20% while the rate for
those in the 14-24 age group is
nearly double that figure.

Rexford G. Tugwell

In 1941, President Roosevelt ap­
pointed Rexford G. Tugwell gover­
nor of Puerto Rico, and with this ap­
pointment the welfare-oriented
policies initiated by the Roosevelt
administration took hold in Puerto
Rico at a dizzying speed.

Tugwell's administration truly
revolutionized the island, as he took
an active part in the drafting of in­
terventionist policies which have
held Puerto Rico captive to this day.
Under his leadership, countless
statutes were enacted which fol­
lowed and even exceeded in their
zealousness the tenets of the New
Deal.

Tugwell's administration was in­
fluenced in part by World War II,
which had a substantial economic
impact on the island. This was so
because as the production of whis­
key was curtailed in the continental
United States by the federal govern­
ment, the sales of Puerto Rican rum
in the mainland soared. As part of
the Organic Act that governed Puerto
Rico's relationship with the United
States, it was specified that all ex­
cise taxes collected in the mainland
from any products originating from
Puerto Rico would be returned to the
Puerto Rican treasury. This meant

that during the course ofWorld War
II the Puerto Rican treasury re­
ceived a bonanza in excess of $160
million. As Henry Wells, author of
The Modernization of Puerto Rico,
put it:

During 1940-41 the Puerto Rican gov­
ernment received only $4.5 million from
federal internal-revenue payments, but
a year later it got $13.9 million. Enemy
interference with shipping in the Carib­
bean during 1942-43 held the federal
payments to $13.6 million, but with the
resumption ofmore normal trade in 1943­
44 the amount turned over to the insular
treasury came to a phenomenal $65.9
million. After that peak year the main­
land thirst for Puerto Rican rum slack­
ened and federal excise-tax yields de­
clined accordingly, but in 1944-45 the
insular government still received $38.6
million, and $35.3 million the following
year.

The funds available from the rum
excise tax served to finance many
projects which were commenced af­
ter the War ended. According to Earl
Hanson:

Puerto Rico's budget, which before 1940
had been around $22,000,000, shot up to
as high as $150,000,000; with such funds
the government could build factories,
purchase lands held in excess offive hun­
dred acres by the sugar corporations,
provide machinery for the working and
distribution of those lands, stimulate its
public-health service, implement its new
social legislation, foster co-operatives, and
engage in all the multiple activities of a
stricken society reshaping itself ...
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Government Agencies
Assume Role in Economy

During Tugwell's tenure, numer­
ous government agencies were cre­
ated which in turn assumed an ac­
tive role in the economy. Among
these were the Development Com.­
pany and the Development Bank.
Under their leadership, the govern­
ment acquired the cement company
which had been founded by the
PRRA, as well as a pulp board fac­
tory, a paper company, a glass fac­
tory, a clay products company and a
shoe company.

The experience of governmen.t
handling and management of all of
these enterprises, however, was very
disappointing to the planners; even­
tually, by 1951, all were sold to pri­
vate enterprise. This decision wa.s
motivated by the fact that those en­
terprises were inefficient, incurred
losses and created only approxi­
mately 2,000 jobs, when the unem­
ployment level stood at 200,000.

The local politicians reluctantly
came to the conclusion that govern­
ment investment was not the pana­
cea it was thought to be. A change
in policy was formulated, which could
not be implemented because Tug­
well opposed it. According to David
F. Ross: "Governor Tugwell was
firmly and emphatically opposed to
the kind of development prograrn
which relied primarily on the offer­
ing of inducements to private capi­
tal and enterprise."5

Governor Tugwell, however, re­
signed on June 29, 1946, and this
paved the way for the enactment of
the Industrial JIncentives Act of 1947,
which granted tax exemption status
to any companjy that settled in Puerto
Rico to produ~e or manufacture des­
ignated articl~s.

Operation Bootstrap

The enactm.ent of the Industrial
Incentives Act of 1947 marked a new
episode in tne development of the
Puerto Rican economy. The law took
advantage of! the fact that Puerto
Rico is exemRt from federal income
taxes, and cop.sequently, plants op­
erating on the island would be free
from this exp~nse. The provisions of
the Internal ~evenue Code applica­
ble both then ~d now permit United
States comp~nies to transfer the
profits gener,ted by their subsidi­
aries in Puerto Rico to the mainland
tax free. Ther~ is presently a contro­
versy betwee:p. the IRS and some of
these compa~ies over the matter of
intra-company pricing and its effect
on profits. However, its resolution is
not expected to adversely affect the
tax exemption program.

The effects of Operation Boot­
strap, as th¢ incentive system is
called, have qeen outstanding. Over
2,000 manuf.cturing entities have
established plants in Puerto Rico as
a result of th¢ tax advantages, with
more than 100,000 jobs created. This
has been cortsidered the economic
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miracle of the century, comparable
to Germany's recovery after the war.
The GNP figures for the applicable
years are similarly impressive. In
1940 the GNP was $287 million, by
1952 it had risen to $963 million, in
1964 it was $4,531 million, and in
1981 it had reached $11,780 million.

However prosperous or fortunate
the policy of granting tax exemption
was, it was nevertheless insufficient
to overcome the tremendous unem­
ployment problem which has chron­
ically affected Puerto Rico. As the
1979 U.S. Commerce Department
study put it: "In the fifties, as the
economy was engaged in the first
phase of the transition from a mon­
ocrop agricultural system to an in­
dustrialized system, total employ­
ment contracted.. The absorption of
labor into the newly developed man­
ufacturing sector fell behind the rate
at which agricultural workers were
being laid off. It was only after 1963
that a persistent employment ex­
pansion was underway. Under the
momentum, spurred mainly by cap­
ital investment induced to enter the
economy under the revisions in the
Industrial Incentives Act, employ­
ment improved for a decade. Be­
tween 1963 and 1973 it increased on
the average nearly 3 per cent a year.
In that span of years, the average
rate ofunemployment dropped to just
over 12.5 per cent as an average­
still highly unsatisfactory, how­
ever."

Petrochemical Developments
in the 19605 and 19705

In light of the fact that unemploy­
ment was still at politically unac­
ceptable levels, the Puerto Rican
government redefined its industrial
promotion in the 1960s and pro­
ceeded to attract oil-related indus­
tries. This approach was encouraged
by the complex federal legislation
which, in pre-OPEC days, placed a
tariff on foreign oil but permitted the
introduction into the country ofcheap
foreign oil, once it was processed and
refined in Puerto Rico. During the
early 1970s oil was imported to
Puerto Rico at $2.00 a barrel, and
this led to the massive construction
of petrochemical complexes in the
island. As a result of OPEC's poli­
cies, however, imported oil is no
longer cheap, and Puerto Rico's dis­
tance from the mainland market has
made most of those industries non­
viable. Over 155 oil related plants
alone closed operations in the years
1973 to 1975, and many of the re­
maining petrochemical complexes
have filed for bankruptcy.

Migration has relieved the unem­
ployment problem in Puerto Rico.
Since American citizenship was
granted in 1917, there areno barri­
ers to migration to the United States
and nearly one million Puerto Ri­
cans now reside in the United States.
During the 1950s, the average yearly
migration was approximately 50,000
persons. The Planning Board, an
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agency of the Puerto Rican govern­
ment, in commenting on the effects
of migration on the unemployment
statistics during the 1940s said the
following: "Without emigration dur­
ing the decade ... unemployment
would have mounted to 201,000 as
compared to the actual unemploy­
ment figure of 101,000 in June,
1950."

Yet, in spite of the government's
concerted effort in attracting foreign
capital to Puerto Rico and the effects
of migration on unemployment, the
economy has reached a standstill
since 1973. Fewer industries have
settled in the island and many of
those that were already operating
have closed their operations.

Institutional Obstacles

Reasons for a stagnant Puerto Ri­
can economy can be traced to insti­
tutional factors. The laws of Puerto
Rico, coupled with federal regula­
tions, are very burdensome on busi­
ness. Labor legislation is indeed one
of the causes of unemployment in the
island. But beyond that, the massive
amounts of federal aid have served
to create malinvestments of the
greatest magnitude. The Puerto Ri­
can government presently receives
over $200 million a year in excise
taxes from the U.S. Treasury. This
sector provides about 9% of the
Commonwealth's budget. During the
1970-77 period alone, over $1,000
million was thus received. This has

been sufficient to perpetuate the
government's power and to expand
its role, while ~inimizing the tax­
payer's cost of tJ1e government.

As a result oif Federal aid, which
represents approximately 30% of the
island's GNP, the local government
has been able ! to engage in many
functions beyond the scope of the
traditional role! of government. The
Federal gover*-ment is currently
providing Puerto Rico with such
generous beneflts that a majority of
the island's families receive food
stamps. The V.S. Commerce De­
partment has a~knowledgedthe role
of federal aid when it stated that
"Federal funds directly and indi­
rectly supply such a large share of
total Puerto Ri¢an income that per­
sonal income exceeds the value ofall
goods and finall\)ervices produced and
remaining in the Commonwealth."

Puerto Rico offers certain statis­
tics that confound anyone knowl­
edgeable in economics, but which
portray the m~gnitude of Federal
assistance to the island. As is well
known, in order to purchase im­
ports, any country must export goods
or services to pay for the imports.
Puerto Rico, however, during the past
thirty years h~s consistently run a
deficit in its balance of payments.
Economists sir4ilarly decry the fact
that there is nd internal saving, but
rather that Puerto Rico has become
a "net dissavert" over this period of
time.
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The local government, following
Tugwell's example, has continued its
welfare orientation and conse­
quently controls a large area of the
economy. Government is by far the
largest employer in the island-em­
ploying 20% of the labor force. The
sugar corporation, the electric com­
pany, the· shipping lines, the tele­
phone company and other enter­
prises are owned by the government.
Not unrelated· to this, a Federal
Power Commission study indicated
that Puerto Rico's electricity rates
were the highest in all of the United
States. This undoubtedly places the
island at a disadvantage in attract­
ing capital for energy-intensive in­
dustries.

The government's impressive
stature in the economy, however, has
not followed a classic pattern. Many
of the government's functions are
performed by so-called public corpo­
rations which in turn are able to float
bond issues. The Commonwealth
government's debt, as a percentage
of GNP was 15% in 1978. But if one
adds the debt of all other govern­
mental agencies and entities, the
figure exceeds 70%. It is apparent
that the government's future bor­
rowing capacity is very limited.

Trade between Puerto Rico and the
United States, which represents over
four-fifths of the island's commerce,
is governed by the Jones Act, a fed­
eral statute which requires that all
trade between domestic ports be

conducted in U.S.-flag ships. The ef­
fect of this statute has been to re­
move foreign competition from do­
mestic shippers and to strengthen the
grip of the maritime unions on this
industry. Consequently, cargo rates
of domestic shipping lines are among
the highest in the world. This legis­
lation has also served as an institu­
tional roadblock impeding Puerto
Rico's growth, since Puerto Rico's
trade is so dependent on shipping.

The Welfare Mentality

Yet, the most serious of all of the
obstacles facing Puerto Rico today is
the inculcation of the collectivist and
public welfare ideology which was
started during the New Deal. This
ideology views private enterprise
negatively.

Conventional wisdom in Puerto
Rico holds that the government, ei­
ther Commonwealth or Federal, is
the source of all wealth. This is not
hard to understand in light of the
fact that government is so omni­
present in the economy. The "share­
the-wealth" philosophy has become
so embedded that subsidies of all
types abound for substantial por­
tions of the population. It would be
beyond the scope of this article to
mention the different subsidies that
exist in Puerto Rico today. However,
historically the most important one
was the expropriation on the part of
the government oflarge tracts of land
and their subsequent subdivision and
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transfer to thousands of people. The
power of eminent domain in Puerto
Rico is very strong and undOl,lbtedly
its effects have shaken the island's
economy. The largest landholder at
the moment is the government,
which owns 130,000 acres of land.

Perhaps a reflection of the welfare
mentality that is rampant in Puerto
Rico is the flurry, over the past
decade, of land squatters claiming
their alleged right to hold property.
After all, government had· been ex­
propriating land for so long that it
seemed altogether natural to simply
take over the land. It has been esti­
mated that there are over 2,000 acres
of land that have been squatted on
during this period of time. Politi.:.
cians have rushed to the scene in
many cases to show their compas­
sion for this, and it has not been un­
known for the legislature to enact
benefits that reward the efforts of the
squatters.

The economic crisis which pre­
vails in Puerto Rico today cannot
continue for long without further
adverse consequences such as an ap~

palling crime rate and a continued
increase in unemployment. The
much-publicized tax cuts that were
implemer..ted recently, following the
advice of Arthur B. Laffer, have been
quietly interrupted. The last phase
of the tax reduction has been re­
scinded for fear that it might create
a deficit. The miraculous· effects it
was supposed to create were non··

existent because the government's
role in the ecqnomy has continued
to assume a greater importance.

Tourism, wh~ch represents an im­
portant industry for the island is
nevertheless liJriited in what it may
be able to achieve for it represents
only 5% of GNP. Agriculture is sim­
ilarly situated.

Prospects for the Future

As a result lof receiving massive
infusions of federal funds as well as
experiencing the effects of migra­
tion into the i continental United
States, Puerto' Rico's policymakers
were able to a.ttenuate the conse­
quences of their economic policies.
As the Commonwealth's govern­
ment enacted more restrictive regu­
lations, as it encroached more and
more into the workings of the econ­
omy, the results of these decisions
had to be maUnvestments and un­
employment. But precisely because
migration served as a safety valve,
and federal funds assumed a major
importance in Ithe economy, the pol­
icymakers became convinced that the
interventionist legislation they fa­
vored could ndt adversely affect the
economy. When the federal mini­
mum wage became completely ap­
plicable to enterprises that operated
in interstate !commerce in Puerto
Rico, for example, the government's
position was tlaat this could have no
adverse effect on unemployment. The
government obviously was wrong.
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Many factors influence the work­
ings of an economy, so that one gov­
ernmental policy may partially off­
set the effects of another. This has
been the case in Puerto Rico. As
progress was taking place in the is­
land during the decades of the 50s
and 60s, people became convinced
that the main reason behind such
progress resided in the collectivistic
policies enacted by the politicians
who followed Tugwell's lead.

The Effects of Freedom

Yet, in analyzing all of the gov­
ernmental efforts at promoting the
local economy, one can fairly say that
most of them achieved distortions
and malinvestments in the econ­
omy. However, when private enter­
prise was granted a substantial tax
holiday which offset many of the
other costs implicit in starting an
operation in Puerto Rico, growth
spurted. Foreign visitors came to
study the economic miracle that was
taking place. Unfortunately, the costs
of operating in Puerto Rico, in large
part due to the local government's
policies, have finally caught up with
the tax exemption program, the re­
sult being that fewer industries are
willing to locate in the island.

If there is anything to be learned
from Puerto Rico's experience dur­
ing the past four decades, it is that
private enterprise has been the most
efficient mechanism for increasing
the productivity and the wealth of

the people. Policymakers should
recognize this and attempt to dereg­
ulate the economy in order to permit
the private sector to bring its dyna­
mism into the economy.

It is encouraging to observe that,
in spite of the spending policies of
the federal and local governments,
the entrepreneurial spirit has not
been completely quashed. Regard­
less of all the subsidies, privileges
and controls that exist in the econ­
omy, people are willing to invest and
take risks. The effects of these ef­
forts would be magnified if the econ­
omy were freed of all the restraints
that hold back its growth. The most
significant change, however, is that
the collectivist mentality which has
been so successfully ingrained must
be erased if individualism and lib­
erty are to prevail. @

-FOOTNOTES-
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Kenneth McDonald

Canada
Damaged by

Fau_ty
Theories

TRADITIONALLY, Canada's economi(~

performance has trailed that of the
United States. Markets and produc..
tivity suffer the consequences of a
much smaller population spread
thinly astride a narrow band that
stretches 3,000 miles from New··
foundland to British Columbia.

In recent years, however, Cana··
da's relative performance has slipped
markedly. The Canadian dollar has
fallen, inflation is much higher in
Canada, and the budgetary deficit,
in proportion to population, is much
larger than that of the U.S.

Yet Canada's policy-makers, and
the economic establishment that ad··
vises them, stick manfully to theo··
ries which are plainly at odds with
the facts.

Mr. McDonald is a Toronto free-lance writer on eco-·
nomic and political affairs.

For the la~man, the contradic­
tions appear the moment he asks
himself some questions.

How can rising prices be attrib­
uted solely to their historic ingredi­
ents-cost of capital, materials and
processing, cost of labor and profit­
when the effe¢t of taxes, which are
rising faster than the rest, is ig­
nored?

How can the provision of govern­
ment service~ be continually ex­
panded withoujt a comparable rise in
the cost of pro-yiding them?

How can th~t cost rise be paid for
except througn taxes?

How can wages ever "catch up"
with the recipients' cost of living
when no account is taken in those
wages of the! unseen government
services from Which the wage earner
benefits?
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So long as such services are un­
priced, and assumed to be either free
or supplied at someone else's cost,
what is to stop society's pressure
groups from demanding more of
them?

How can the raising of interest
rates bring prices down when the
higher cost of borrowing pushes up
not only prices but also the cost of
the unpriced government services
that prices include?

When elected representatives are
regarded primarily as redistributors
of income, how can they fail to sup­
port the structure which enables
them to redistribute it?

In a democracy, changes in policy,
and in establishment thinking that
shapes policy, are presumed to come
about as a result of arguments that
persuade the policy-makers. But
what if the establishment and the
policy-makers refuse to listen?

Alternatives Ignored

There is ample evidence that an­
swers to the layman's questions, and
alternative policies that are sug­
gested by the answers, have been
presented to policy-makers. Expla­
nations that fit the facts are avail­
able to the economic establishment
in books and discussion papers. Of
any sign that the alternative poli­
cies or the explanations have been
given serious consideration, there is
no evidence at all.

Let us call the innovators the new

men, though they are not young, to
distinguish them from the men of the
establishment, many ofwhom are not
old.

Prominent among the new men in
Canada are Verne Atrill and Wil­
liam Krehm, who are businessmen
and economists, and Arthur Bailey,
who is a senior civil servant.

Running. through their work is a
common theme: nothing is free; ev­
erything must be .paid for; obliga­
tions must be met.

That fundamental truth is ob­
scured every day, but especially at
election times, by politicians whose
business it is to suggest the con­
trary. "The state," as Frederic Bas­
tiat reminded us a century and a half
ago, "is that great fiction by which
everyone seeks to live at the ex­
pense of everyone else."

The purpose of this article is to
bring the new men's work to the at­
tention of a discriminating audience
in the hope that its significance will
come to be understood in time.

It is no exaggeration to say that
there is not much time left. If the
present policies are not changed,
Canada's transformation into a col­
lectivist state, consuming fatal
quantities of what Atrill calls our
precious economic energies, will have
passed the point of no return.

The establishment, though it
makes much play with the complex­
ities of the economy it presumes to
direct, is deaf to argument as it steers
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toward the simplest solution of all:
the age-old institution of Hilaire
Belloc's Servile State ("Socialism's
essence consists in vesting in trust
with the politicians what is now pri­
vate property").!

Making Socialism Work

Unlike the men of the establish­
ment, the new men recognize that
combining man's creative instincts
with his desire for individual free­
dom, and doing so within a society
that still permits him a say in how
he is governed, is a very complicated
business.

In their books2 they are concerned
not with dismantling government, for
there are many things that only
government can do, but with mak­
ing it work better than it does now.

Atrill explains how the solvency
of entities is reflected in their debt
structure ratios: the ratio between
what is owed to, and owed by, the
entity. All obligations are met, ifonly
by the creditor. The wholesale
transfer of economic energy from in··
dividual entities, which must retain
solvency as a condition of existence,
to governments which are increas­
ingly insolvent, threatens the sur­
vival of individual enterprise.

Praising the money market as
"man's noblest creation," Atrill shows
how the private banking system has
been subverted by central banks
(Bank of England, Bank of Canada,
Federal Reserve Board) whose prime

function has qecome the mainte­
nance of inflat~on so that the gov­
ernments they $erve can meet their
obligations.

His Objectiv~ Economics demon­
strates the r~Hationship between
economics and; natural law which
engaged the ~8th-century physi­
ocrats. Its essential difference from
the establishment's subjective eco­
nomics, which i tries to insert deci­
sion-making man at the center of
economic events, is that it shows how
those events o~cur and proves the
demonstration Iby extracting, over a
seven-year peIiiod, the appropriate
ratios from the! balance sheets of the
300 companies1 in the Composite In­
dex of the Toronto Stock Exchange.

Like Atrill,! Krehm exposes the
fallacies that ~og the economic es­
tablishment. Both men show how the
tool of matheIlnatics, which the es­
tablishment has misused to deter­
mine equilibrium points that do not
in fact exist, apd which are then ap­
plied to the c6nstruction of equally
fictitious econ(j)metric models, can be
used properly ~o our advantage.

Both have reasoned their way from
the establishIhent's obsession with
Newtonian ca~culus, and with look­
ing upon priQe as an invariant, to
the realization that the right tool is
tensor calcul-qs as used by Einstein
in his develop,lment of relativity the­
ory.Atrill se~s the "major mathe­
matical probl,ms posed by Objective
Economics and the dimensionless
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science of observation of which it is
a part" as forming the basis for an
understanding between East and
West. "I believe that neither Marx­
ian catechism, nor the Leninist po­
litical eclecticism, nor the Stalinist
brutality, nor the Maoist dogmatism
will be able to stop some of the com­
munist world's great intellects from
involving themselves in those prob­
lems."

Krehm takes us through the de­
velopment of physics and its appli­
cation to economics. Showing how the
efforts of central banks to "stabilize"
prices are "a simple rewrite ofBoyle's
Law linking the volume, pressure
and temperature of a perfect gas" he
shows how, by ignoring new subsys­
tems that intermesh with tradi­
tional components of price (supply
and demand, materials, capital,
wages), the establishment is in the
same boat as pre-Einstein physi­
cists.

"There is, for example, nothing
more obvious to common sense than
the invariance of time and space.
Experiment, however, proved that
the speed of light was the invariant;
and to reconcile that with the known
laws of physics Einstein showed that
time and space were not invariant.
The case of price is similar...

"Economic science should be seek­
ing the real invariants of the new
world that is evolving around us. But
by setting up price as an absolute
invariant, economists have made it

impossible to carry on any serious
investigation of our problems...

"Instead ofdealing with the catch­
all concept of 'inflation', we should
have examined the very different ­
factors that make for price rise. We
should have studied the circuits
through which these operate, and
how they intermesh. Had we plotted
these relationships, we could then
have turned to the computer to help
us ascertain how much each of them
did in fact contribute to the price
bulge. Such an effort, however, was
ruled out by our faulty theory."

A Host of Contradictions

Faulty theory has led us into a host
of contradictions. For example, civil
service pensions are indexed to the
cost of living while business profits
are tied to the original rather than
the replacement cost offixed capital.
Because government services are
unpriced, the benefits in wages and
salaries are unseen; their recipients
try to keep up their take home pay
while rejecting the tax increases that
should pay for the benefits-taxes
which are in everybody's cost and
which, while unpaid, consume the
society's capital.

Both Atrill and Krehm are drawn
to physics for guidance out of the
blind alleys into which faulty theory
has led us. Just as the concept of
space was changed by an under­
standing of the forces inherent in
mass, matter and energy, so must
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the concept of an idealized market
be changed to accommodate the non­
market subsystems that distort it;
new equations are needed.

How Arthur Bailey and Douglas
Hull apply these concepts to the
government sector is conveyed by
their book's sub-title: "A More Rev­
enue Dependent Public Sector and
How It Might Revitalize the Process
of Governing."

Their theme is the need to con­
struct a new model of public financ­
ing that allows citizens some choice.
Instead ofthe appropriations method,
which accords to a small group the
power to decide a broad range of so­
cial policies and consequently the
appropriations which it then forces
Parliament to approve, revenue de··
pendency would link many of the
government services to cost by pric··
ing them.

Thus to the extent that enough
citizens judged the benefits to be
worth the price, and bought them,
the services would be self-financing,
as would the administrative over­
heads of the government depart­
ments concerned. (This would not
preclude citizens who were in a state
of dependency from being subsidized
individually to secure the provision
of common services.)

Political leaders and their perma.­
nent advisers would be relieved of
the hopeless task of trying to plan
the unplannable; government would
be concerned with defining the lim-

its and structures within which the
citizens could go freely about their
business. This meets Belloc's defini­
tion of a free sbciety, "consisting in
nothing else b~t the enforcement of
free contracts."3

Revenue dependency would re­
move from m~ny of government's
activities theiripresent advantage of
monopoly. Required to pay their way
in competition with private enter­
prises, the departments concerned
would have to trim their costs ac­
cordingly; esti~ates would be based
on true costs I rather than on as­
sumptions that merely added incre­
ments to those! of the year before.

Trust to Comp~tition

In the writers' view, substituting
competitive for the present monopo­
listic delivery 9f services would yield
dramatic gains in productivity. Real
responsibility, would devolve upon
departmental imanagers. Instead of
decisions being pushed up to the po­
litical level, many would be dele­
gated to, and! made by, the people
responsible fqr the activities. De­
partmental m~nagers would be un­
der the same! compulsion to econo­
mize as their competitors in the
private sector;

The introduction of price and
choice to government services would
stifle the temptation upon politi­
cians to prom~se more than they can
deliver and toiforce upon the citizens
"services" that are neither asked for
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nor needed: the test would not be one
vote every four or five years, but
millions of votes every day.

In a federal system, where much
time and effort is wasted in jurisdi~­

tional disputes between three levels
of government, the introduction of
revenue dependency at all levels
would show which was most effi­
cient in the delivery of interlocking
or competing services; many of the
present redundancies would be
eliminated. In the writers' words:
"Under revenue dependency the most
appropriate scale of operations would
be settled more by public choice than
by constitutional negotiations. Thus
increased public choice could con­
tribute to a more functional feder­
alism."

The Methods Are Unsuited

The new men have advanced al­
ternatives to theories that have
proved faulty. The layman's hope is
that policy-makers will examine the
alternatives with open minds and
have the courage to test them. ,

-FOOTNOTES-
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IDEAS ON

LIBERTY

IN PRACTICE, therefore, a socialist society is one in which the vast major­
ity of men are controlled by the tiny minority which has power to direct
their economic activities. We might put the matter differently by saying
that the socialist dream is based on the delusion that men's other free­
doms will be enhanced if they are deprived of economic liberty. By
eliminating economic liberty and replacing it with a planned economy
socialists hope to usher in a brave new world.

It hasn't worked out that way in practice because the theory is all
wrong. "Economic control is not merely control of a sector of human life
which can be separated from the rest," writes F. A. Hayek, "it is control
of the means for all our ends." Eliminate economic liberty in a society
and you begin to institute a master-slave relationship.

EDMUND A. OPITZ, "Socialism-Substance and Label"



Ridgway K. Foley, Jr.

THE
SOCIAL ROLE

O!F
BUSINESS

THE current fashion is to pontificate,
sometimes to excess, concerning the
social role of modern business and
the social responsibility of trade en­
tities in late twentieth-century so­
ciety. Given this tendency, the na­
ture and appropriate role of business
in any social setting deserves atten­
tion.

At the outset, let us propose a
working definition of business: the
methods of voluntary action utilized
to conceive, produce, transport, and
distribute scarce goods, services, and
ideas from those who create such
products to those who wish to trade
some value they have created in ex­
change for those products. It is at
once a structure, device or institu­
tion as well as a process. It serves

Mr. Foley, a partner in Schwabe, Williamson, Wyatt,
Moore & Roberts, practices law in Portland, Oregon.

those who wish to trade; it exists
solely in a ma*ket; it does not par­
take of coercion; it exacts no penalty
from those whcr> prefer not to share
their produce.

All too often., observers tend to
limit their thinking of business to
modern corpo:r:ate giants exempli­
fied by Exxon,' Standard Oil Com­
pany of California, or General Mo­
tors. While these entities do
represent spec~fic examples of one
successful mod~ of business, such a
myopic view tlistorts reality and
conjures up th~ inaccurate premise
that all business consists of large
aggregations ofipeople, machines and
capital, mass-producing integrated
or disparate goods for consumption.

In fact, busi~ess includes numer­
ous corporation~ unlisted on the New
York Stock Exchange and virtually
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unknown beyond the boundaries of
a local or provincial area. It also en­
compasses myriad family enter­
prises, close corporations, general or
limited partnerships, and individual
proprietorships, all providing a host
of desired goods, services and ideas.
It further embodies such activities
as farming which raises, transports
and sells needed foodstuffs in the
market yet which often receives un­
deserved discrete treatment in the
political and economic realms. It en­
velops professional men and women
who offer their services to others in
exchange for value.

In the broad sense, business en­
folds within its grasp anyone and
everyone engaged in trading his
ideas, his services, his goods, that
which he creates and owns, with
other individuals who possess goods,
or services, or ideas which they con­
sider expendable or less desirable
than the exchange goods offered by
others. Thus, every person who per­
forms gainful employment in ex­
change for a wage, salary or other
kind of remuneration really partici­
pates in business: he trades his time,
energy and creative efforts to an­
other for payment which, in turn, can
be used to fulfill his needs and de­
sires.

Economic Laws and Business

Man displays the curious commu­
nicative tendency to employ the
identical term to convey quite dis-

parate concepts. The word "law" of­
fers a striking example.! Positive, or
human, law generally refers to a
system of rules and orders, emanat­
ing from a sovereign, directed to
subject people, commanding or pro­
scribing human action, and exacting
a penalty or sanction for known
noncompliance or disobedience.
Natural law (of which economic law
forms a part), on the other hand, re­
fers to certain causal relationships
which flow from human action. Like
positive law, natural law enforces
conduct and wrests a sanction for
human action, but there the analogy
terminates. Positive law emanates
from mankind with its inherent fal­
libility; natural law reflects reality
and neutrality rather than individ­
ual bias. Commoner and King both
bleed when cut with a knife. Natu­
rallaw makes no value judgments;
it merely levies a cost related to uni­
versal truth by means of cause-and­
effect consequences for human ac­
tion.

The three fundamental economic
laws concerning business form a part
of the natural law rather than man­
kind-enacted and enforced norma­
tive rules.

The First Law of Economics:
Scarcity

The first law of economics dictates
that this science deals with the cre­
ation and distribution ofscarce goods,
services, and ideas. Where free goods
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exist, the study of economics disap­
pears.

Imagine an island paradise,
blessed with clean air, fresh water
and an abundance of tropical fruit.
Here business exists only in the most
rudimentary form since little effort
need be expended by the inhabitants
to secure their daily foodstuffs and
water. Yet, even that condition and
the minimal effort reveals that busi­
ness in some form may be necessary.
A supply of fruit and water, while
sufficient, is finite, not endless. Some
method must be utilized to divide and
distribute the existing or potential
scarce goods to the islanders. Busi­
ness represents a method, the best
and fairest means of distribution,
where each individual, acting vol­
untarily, offers to exchange that
which he possesses for that which he
desires.

Where wants exceed the free (not
scarce) goods available, the ex­
change economy develops. An ele­
mentary specialization and division
of labor arises, where, in place ofeach
inhabitant carrying his or her own
water, gathering fruit, and handling
all needs, one member of society de­
velops a skill in the production of
grass skirts or handmade thongs
which he or she exchanges for man­
goes delivered to the door.

The law of scarcity introduces yet
another salient economic concept: la­
bor. Labor consists of the productive
expenditure of human energy and

provides the necessary base for busi­
ness. Even on t;he tropical isle of our
hypothesis, th~ rudiments of labor
exist: picking ,breadfruit, carrying
water, sewing ~lothing, and thatch­
ing a hut all require some effort.

Viewed broa<illy, all business rests
upon labor, past or present. Present
labor appears (j>bvious: the physical
and mental efforts ofmen and women
engaged in the ,creation, production,
transportation! and distribution of
scarce goods, services and ideas. Yet
business enterprises also use past
labor, stored-up and unconsumed la­
bor, often termed capital. The pro­
ductive resultsl of labor may be con­
sumed or saved; those efforts which
are saved are invested in tools and
machines to b¢ used in future pro­
ductive efforts. Capital renders
present labor tnore productive and
efficient. Past and present labor ap­
plied to existip.g resources creates
new and desirable scarce goods for
trade.

The Second Law of Economics:
Insatiability

The second l~w of economics pro­
vides that maJl.'s needs, wants, and
desires are insatiable, dynamic and
never-ending. Man's acquisitive na­
ture mandates that his individual
and collective ~ravings always out­
strip his production. In short, he is
never satisfied With the current state
of affairs.

Recur to the example of the iso-
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lated island. As man grows, he be­
comes more acquisitive; good food
and plentiful drink, an adequate hut
and basic clothing may not be
enough. He will seek variety in his
diet, distinguished and distinguish­
ing feature in his living quarters and
class or style in his clothes. He may
hanker after a plow, a conveyance,
a book or a whole host ofother things.
Faced with an array of scarce goods,
services and ideas, his wants are in­
satiable.

The Third Law of Economics:
Cost

The third law ofeconomics follows
from the roots of scarcity, labor, cap­
ital and insatiability: every thing
possesses, and occasions, a cost. This
immutable norm ofnatural law flows
from the fundamental natural law
rule of consequences, of cause-and­
effect. Denial of the principle cannot
destroy it.

Some state this premise in homely
fashion, such as, "it's time to pay the
fiddler" or "there ain't no such thing
as a free lunch." The cost analysis of
natural law provides that no one can
secure scarce and desired goods, ser­
vices or ideas without effort-even
a taking by force or fraud requires
risk of retribution, clever cunning
action, and physical and mental ef­
fort. The effort constitutes the cost
of the product, whether it represents
effort by the producer in making the
device, or effort by the trader in

manufacturing trade goods, or effort
by one (donor) on behalf of another,
third party beneficiary.

In a free society, a business or
market society, the cost of an ex­
change amounts to the intersection
of that which someone who pos­
sesses the desired good, service or
idea will demand from the buyer in
trade, and that which the latter will
voluntarily transfer to the producer
in exchange. In simple economic
terms, price represents the intersec­
tion ofthe supply and demand curves.
But lines on a graph, being abstract,
obliterate reality; the reality of price
is cost, and cost stems from the nat­
ural law of the universe.

In a command society, the cost of
an exchange will be disguised be­
cause of the avoidance of a market
mechanism.2 Nevertheless, each
good, service, and idea will com­
mand a cost under the natural law
as surely as men in power try to
command their fellows. The cost re­
quired amounts to the effort ex­
pended-the past and present la­
bor-in production, and the
alternative courses of action avoided.
Each human action (including eco­
nomic or business activity) requires
a choice and each choice produces
moral consequences. The conse­
quences constitute the cost of the ac­
tions.

In what manner do these three
fundamental economic laws decree
the need for business? Business-the
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structure and the process-deals with
the rules of scarcity, insatiability and
cost in a voluntary and efficient way.
The allocation of scarce, desirable
and valuable goods, services and
ideas must be secured in some man­
ner. Basically, two methods exist:
coercion or voluntarism. Because
men and women choose diffferent
ways to satisfy their ever-expanding
wants, property can be divided in two
ways: (1) each person can bid for the
goods and services sought against all
competing uses (the nonaggressive
method) or (2) some person or group
can seize power and forcefully de­
cide (choose) for others by allocating
scarce goods, services and ideas to
satisfy those insatiable wants (the
coercive method). The coercive
method allows some individual or
group to use force to distribute these
products in a forceful manner, ac­
cording to their subjective value
judgments. The voluntary method
allows each individual to act with­
out force to provide for his own ends
and to pursue his own brand of hap­
piness. The state represents the
coercive method; business provides
the voluntary method.

Property, the Creation of Value,
and the Pursuit of Happiness

Business provides the structure
and the process which creates and
distributes property. Property con­
stitutes the name given to those
goods, services and ideas created by

men and worpen, acting produc­
tively by themjselves or in a group.
One does a dijsservice if he limits
property to land or "things," like
furnaces and machine tools; prop­
erty includes the corporeal and the
incorporeal, th~ tangible and the in­
tangible: legali and accounting ser­
vices and man~gementideas as well
as books and cmairs.

In a broad s~nse, property may be
described as the human creation of
value. The worl~exists. Man can only
create by taki*g existing things or
elements and *ltering their charac­
ter or transporting them so as to
make those th~ngs or elements, or a
combination o( them, useful to him
or to others, or lby conjuring up ideas
about existing j things or documents
useful to him or to others. Property
sometimes connotes elements in a
natural state:: game or wilderness
land or miner~ls. This presents too
narrow a view= fauna or dirt or iron
ore provide no~hing of value-they
just exist-un~ilused by men to sat­
isfy their needs and wants. In the
more salient sense of the term, ele­
ments become! property when they
become useful to mankind, when men
and women apply their value struc­
ture upon thes~ existing matters.

How do human beings value items?
The fundamental of business is that
men and women value everything
subjectively. ~ach person attaches
worth to goods~ services and ideas in
accordance with his or her unique
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character and individual judgment.
Mankind rates merit of various
matters on individual and ever­
shifting scales of preference, fueled
by internal measurements, assess­
ments, perceptions, desires and mo­
tivations which no one else can re­
produce or appreciate. As a
concomitant natural rule, one rec­
ognizes that objective value does not
exist; no one can conceive of a uni­
versally defined and accepted "good
chair" or "good city" or "good con­
cept" which will rate equally with
each person.

Value Is SUbjective

If objective or inherent value ex­
isted, a single producer for each kind
of product would suffice: everyone
would prefer Borden's to General
Foods and the latter would go out of
business. Since men value every­
thing subjectively, business devel­
ops to supply and service these in­
satiable and increasing wants related
to scarce and costly items. As a re­
sult, several producers of similar
goods will find their adherents in a
market. Cost diminishes as compet­
ition between vendors keeps only the
most efficient in the market. Profit
appears, maintaining the sellers, as
the buyers bId in competition with
other potential users for wanted
products.

Some who recognize that all value
is subjective confuse value with
reality and deny the existence of ab-

solutes or truth. The two concepts do
not war and are not coincident. Truth
exists; it represents a facet of natu­
ral law which is no more than the
face ofreality. The concept ofsubjec­
tive value means that men-pos­
sessing the power of ultimate choice
over their own destiny-may disre­
gard truth and believe in, and value,
fiction. The great lesson of liberty is
that freedom implies the freedom to
be wrong, to err. Because man is free
to choose, he maintains the freedom
to choose badly, to value fallacy over
truth. Truth is not value, and value
is not truth. Value represents an in­
ternal scale of preference while truth
represents a natural law which ap­
plies a cost or consequence for choice
freely made.

Business does not engage in moral
value judgments except to the ex­
tent that business decisions repre­
sent moral choices of the producers
who must (like all men) live with
their consequences. Business pro­
vides goods, services and ideas to
those who wish to purchase or trade
for them, without acting as a moral
arbiter of the choices of the con­
sumer. If a business distributes
harmful automobiles or addictive
drugs, the maker must bear the
moral results of his part in the pro­
cess, but unless his conduct par­
takes of force or fraud, the state
should not step in and restrain a free
transaction. The wisdom ofthe choice
of the buyer cannot be measured by
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fallible men since (1) each element
in the universe incorporates the po­
tential for harm and (2) no person
possesses the ability to supplant an­
other actor's choice-making process.
Hence, except as indicated regard­
ing coercion or deceit, business re­
mains morally neutral and the buyer
must also bear the moral conse­
quences of his choice.

Our Declaration of Independence
did not promise eternal bliss and
ethereal well-being; it recognized as
supreme the inalienable human
rights to "life, liberty and the pur­
suit of happiness."3 It rests within
each person to seek his own ends and
to achieve happiness. No one, in­
cluding the state, can promise an­
other happiness; it cannot even de­
fine happiness for another. The
proper role of the state is simply to
leave man free to pursue his happi­
ness in response to his subjective
value system. Business merely ex­
ists as the most effective and effi­
cient mechanism by which men can
pursue happiness, compatible with
natural law principles of inalienable
rights.

The Multiple Roles of Individuals
in a Business Society

Less perceptive observers tend to
fragment society into sections like
''business,'' "labor," "consumers" and
"farmers." Actually, all members of
a modern market society play many
roles: most are shareholder-owners,

worker-producers) and consumer­
users and some are officer-managers
of business. Frag¢entation distorts
reality and serves! no useful purpose.
Many people create value, directly
or indirectly, and t(ill consume. To the
extent that they ~ave some of what
is produced, they become owners:
every possessor of an insurance pol­
icy, bank account, I pension plan, bond
or stock is an owner of business in
society.

The meaning of these roles may
be both seen and ~seen,obvious and
obscure.

The visible m~aning: class war­
fare destroys U$ because we are
fighting oursel~es. Anti-business
legislation or litjgation attacks all
who own a share of that business.
Moreover it des~roys the structure
and the process, which fulfill our
wants and desires as consumers most
effectively.

The hidden me~ing requires some
thought. In which of these roles may
members of soci~ty use the state to
enforce their desires? Man merits no
right to use force! in anyone of these
roles except in t!Wo limited circum­
stances: he may band together to
prevent and putiish aggression, the
initiation of forc~ and fraud, and to
secure common ijustice, the settle­
ment of otherwise insoluble dis­
putes. Beyond th+se limited roles, the
state intervenes iin business only at
the peril to all who reside in society;
each inhabitant~ in one or several
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roles, derives exceptional benefit
from the existence of business.

Consider two of the many aspects
of this hidden or secondary truth.

First, mankind in a free society
retains the absolute right to refuse
to trade with those one wishes to
avoid for whatever reason. If a party
does not desire to drive a Ford, he
need never buy one. If he does not
believe that he has received proper
recompense for his toil and his pro­
duction of value, when his contract
terminates he may go elsewhere and
sell his services for whatever the
market will pay. Business in a free
society is noncoercive: has anyone,
even in this euphemistically-la­
belled "mixed economy," ever forced
another to buy a Chrysler instead of
a Volvo, or to purchase Colgate­
Palmolive products in place of a
competitor's offering?

Second, the absence of business
would render trade abominably slow,
tedious, and uncertain. Imagine the
difficulty you would encounter in this
country of 225,000,000 souls if you
attempted to satisfy your wants by
trade without a business structure.
Each of us would surely starve na­
ked in the dark; as Leonard Read
has so convincingly demonstrated,
not one among us can construct­
start to finish~an item as simple as
a common pencil.4 Business defines
the means by which we voluntarily
speed up and apply precision to the
many transfers which make our lives

productive and satisfying as we pur­
sue happiness.

Three myths pervade the study of
business: the myth of the windfall
profit, the myth of the private mo­
nopoly, and the myth of the evil en­
trepreneur. Each fantasy accounts for
much· common misunderstanding of
the role of business in society yet, in
unmasking these chimeras, a nub of
substance remains to be explored.

The Myth of the Windfall Profit

The consideration of the trading
transactions of business introduces
another term: profit. Profit repre­
sents the most misunderstood por­
tion of business endeavors.

Profit describes the excess trade
value transferred to a party in a
transaction, beyond the value of the
matter exchanged. Seller conveys a
book to buyer for $5.00; the seller's
profit is the excess of value received
over the value of the book to him.
Such a value may consist of tangible
or intangible matters. For example,
the book may be a fungible item, one
of many almost exactly the same; in
this case, the seller may trace his
profit to the amount in excess of the
cost of the book. After totalling the
charges for typing, proofreading,
printing and publishing the tome and
adding on a figure for the labor in­
volved in writing, the seller may
conclude that his cost is $4.75 and
his profit $0.25. In different circum­
stances, where the book could be
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classified as a collector's item or a
first edition, other factors will enter
into a determination of profit.

Often, analysts overlook the fact
that all parties profit in all free
transactions. The seller may receive
a stated sum of money or goods of a
value which represents his cost of
goods sold pIus an increment for the
u~e of his time, capital and entre­
preneurial abilities. He expresses
willingness to trade his goods for
their return; for any lesser amount,
he would rather keep what he has
produced. On the other hand, the
buyer will trade a stated sum of
money or goods of a value which
represents the value the buyer places
upon the seller's offer. If the seller's
goods are worth less to the buyer, he
will not make the trade and, in­
stead, will keep his trade goods or
money substitutes. If the trade takes
place without coercion or fraud, both
parties profit because each one re­
ceives something he values more
from the other than that exchanged.
This possibility takes place because
of the doctrine of subjective value:
individuals value things differently.

The Exchange Ratio
Price is not value. Price is an in­

dicator of value at a particular time
for particular individuals in a par­
ticular setting. But value shifts, so
price merely marks the intersection
of the supply and demand curves at
that time.

Given this understanding, "ex­
c:ess" or "windfall" profits or prices
c:an never exist unless a transaction
possesses an element of coercion.
Each party to a ,transaction freely
and voluntarily e~tered receives the
result he desires, and each profits in
his subjective scp~me of value. A
windfall occurs when someone re­
eeives something undeserved or
eoerced; one cannot describe a gain
as a windfall whete both parties vol­
untarily agree add trade: in the ab­
sence of fraud, ea¢h receives that for
which he bargained. "Excess" indi­
cates a standard;, if the standard of
value is subjectivte, the gain cannot
be excess in a volpntary situation.

Studies indicate that many indi­
viduals hold an i unreal vision of
business profits. Depending upon the
poll, the sample Bind the source, peo­
ple may believe) that the average
business receives up to 45 per cent
of each sales doll.r as profit. In fact,
the average manpfacturing concern
receives something like $0.05 of each
gross sales dollar as profit depend­
ing upon the me~suring technique.
Studies also indicate a misunder­
8tanding about t~e amount of busi­
ness cost related to labor and to gov­
ernment compli$,nce. In addition,
most profit figur~s contain the mis­
leading assumption of~easurement
by a constant standard of value,
whereas inflation causes a reduction
of real value and: an incorrect set of
figures. Yet even if profit truly
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reached the imagined heights, one
could not term them excess in a free
society for the fact would merely be­
token that the seller was supplying
a needed service or good or concept
desired so much by the purchaser
that the latter was willing to trade
a larger amount of goods or services
or ideas in return. The greater the
profit, the higher the need fulfilled.

The Myth of the Private Monopoly

A myth persists that, without
governmental intervention in the
business world "to assure competi­
tion," private monopolies would re­
sult.5 This would leave society at the
mercy of a few large enterprises free
to raise prices at will and to impose
their corporate desires upon un­
happy consumers without recourse
or restraint of any kind. Such pur­
veyors of nonsense fail to under­
stand basic economics, the free soci­
ety or the concept of subjective value.

If everyone derived perfect satis­
faction according to his or her sub­
jective value structure from a single
product, a single producer would
dominate the field for that item. Yet
this simplistic analysis ignores real­
ity.

In the first place, subjective value
varies among individual actors,
leading to the need for many pro­
ducers of a single type of product to
offer a range of economic choices.
Even where goods are fungible, such
as steel, over 250 American enter-

prises appear as sellers, not to men­
tion many foreign entities.

In the second place, if a producer
satisfies a great number of con­
sumers with a single product, his
profits, far from being a windfall,
merely demonstrate that he is as­
suaging a true demand.

In the third place, in a free soci­
ety, without state-imposed barriers
to market entry, subsidies, favorit­
ism in distribution, and the like, high
profits will tend to attract compet­
ing producers into the field, leading
to innovation, improvement, and
lower prices. Monopoly, even if pos­
sible, would constitute an ephem­
eral instance in the true private
property order. New creators ofvalue
will hasten to share in a lucrative
market, given the self-improvement
and acquisitive nature of mankind.

In the fourth place, consumers vote
in a dollar democracy among a great
array ofproducts and services.6 Thus,
not only do creators and traders
compete in the market with manu­
facturers of like goods and services,
but also each business must compete
in the broader field among a wide
variety of substitute, non-competing
products; further, each enterprise
must compete for the finite con­
sumer dollar (stored-up labor or trade
goods) which can be spent or saved.
Remember: people tend to vote their
own trade dollar more carefully and
more in harmony with their true self­
interest than they do in the polling
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place on election day, when many
fall prey to the sins of greed, envy,
covetousness and coercion. On the
market, the consumer-voter trades
his or her produce for that which he
or she desires the most, based upon
the trader's enlightened subjective
value.

In the fifth place, the market pro­
vides an amazingly resilient and ef­
ficient apparatus for determining the
employment of scarce and finite re­
sources for the satisfaction of hu­
man wants at the lowest cost and on
the most praiseworthy and effica­
cious basis. Business ought to
produce what the user wants. Con­
sumer desires rest on subjective
value. Thus, the business which
prospers best serves the greatest
number of subjective value struc­
tures at a given time. Those enter­
prises which do not satisfy the needs
ofthe buyers receive a command from
the market: go and employ your
scarce resources, your capital, your
labor, your time, your inventiveness
elsewhere. Thus endeth the Kaiser,
the Fraser, the Tucker, the Edsel,
and the Imperial, to name a few ex­
amples from the American automo­
tive industry in the post-World War
II years.

Signals from the Market

If no one, or too few persons, buy
a product even at a low price, that
fact indicates to the seller that his
merchandise does not accord with the

subjective value system ofthe public
at the present; iIi a word, there ex­
ists no demand fQr the stock. A hy­
pothesized privat~ monopolist occu­
pies the other enq of the continuum:
by presuppositiort and definition, he
serves a real nedd and best accom­
modates the fancies of the public in
that arena. Ho~ever, as indicated
heretofore, if the imarket provides a
return for such a good, service or idea,
the. monopolist will not remain the
lonely producer f~r long; he will find
]plenty of compatiy as new entrants
into the field try to outdo him for the
reward of profit. lf these newcomers
succeed, the pric~ drops by virtue of
increased competition; if they fail,
the market signals that the former
supplier still sla}tes the customer's
thirst best of all. i

In the sixth place, while price does
not constitute the sole determinant
to trade, it does represent a register
of value so that tjhe producer-even
an averred monopolist-who gener­
ates great numbers of goods and
holds them for a! too-high price (be­
yond what the s~bjectively-valuing

public wishes to pay) will find him­
self burdened with a useless inven­
tory. Since the management at Gen­
eral Motors canIiot eat Pontiacs or
use Skylarks for shelter without in­
convenience, we witness a reduction
in price by mea~s of lower finance
charges (encouraging payment over
time in fewer reall dollars, given the
inflationary sweep of the economy),
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rebates (price reductions by another
name) and similar actions. Even
these price diminutions have proved
of remarkably minor assistance to
Chrysler, which has reported losses
in recent quarters in significant
amounts and which would probably
have left the field of automobile
manufacture and sales without the
existence of a governmental sub­
sidy.

Thus monopoly represents a chi­
mera in the real world in, the ab­
sence of state intervention in the
economy. The only true monopoly:
the government monopoly of force.

The Myth of the Evil Entrepreneur

Television, radio, newspapers,
magazines, books and plays all por­
tray the American businessman and
woman as evil, cunning, treacher­
ous, crooked, greedy, immoral and,
sometimes, downright murderous.
Think back to the last time one of
these media pictured a person in
business as wise, decent, helpful, and
virtuous. Few can recall such a dis­
play.- This unfortunate characteri­
zation has embedded the populist
notion of the evil entrepreneur deep
into the fabric of our society, to the
extent that it far overshadows real­
ity and truth and does a gross injus­
tice to many millions of upstanding
individuals.

In fact, in a free society, people in
business are neither better nor worse
than their counterparts in educa-

tion, labor, agriculture, the profes­
sions, or the social services. Busi­
ness people partake of the same flaws
which afflict all of us and demon­
strate the identical virtues which
render us little lower than the an­
gels. Indeed, those who engage in
business may often exceed some of
their fellows in virtue because the
entrepreneur, seeking profit from the
satisfaction of wants by the deploy­
ment of scarce resources, helps his
fellowman pursue the latter's sub­
jective vision of happiness.

Again, the traducers of business
focus on the 'seen and ignore the un­
seen. They tend to overlook not only
the role of business but also the
multiple roles each ofus plays in the
real economic world: as worker, em­
ployer, owner, user, investor, in
short, as businessmen and women.
By chastising the business commu­
nity, the unreflective writer or poli­
tician demeans us all-yet curi­
ously, they invoke their little statist
schemes as a prescribed nostrum for
society's real or feigned ills, artifices
which assume perfectibility of the
very mankind they disparage.

The Grain of Truth Behind the
Myths

A nubbin of truth reposes in these
three myths of business: since the
business person is no better nor worse
than the mill run of people gener­
ally, he like his peers may seek an
edge, an advantage conveyed by
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government to one but not to others.
It is the entry of the state into the
affairs of business and the free flow
of the market which leads to unfair
profits, monopoly and wicked ad­
vantage. Business is designed to
function best in a free society; the
state represents the viperish inter­
loper in the market Garden of Eden,
corrupting what it touches when it
exceeds the bounds ofproviding a fair
field to all and special privileges for
none.

How does the government disrupt
the political economy? The ways and
means are too numerous to count.
However, the use of the law for fa­
voritism generally takes one of two
broad forms: limitations upon any
entry into the marketplace or bene­
fits for some entrepreneurs at the
expense or to the exclusion ofothers.
In the first category reside license
fees, public utility franchise laws,
rules favoring cartels and "natural"
monopolies, norms restricting the
admission and practice of specified
professions, and the like. In the sec­
ond category one finds subsidies,
tariffs, government contracting and
purchasing requirements, beneficial
tax treatment and rules, and a whole
host of curtailments stemming from
the shibboleth "self-regulation"
where certain members of an indus­
try cloaked with the mantle of law
under the guise of a quasi-public en­
tity receive jural authority to make
rules and. issue orders which govern

the- conduct of others in that disci­
pline. The variatiojns on these themes
are constrained o*ly by the ingenu­
ity of the minds of men propelled by
greed and envy.

Finding a Scapegk>at

The populist Who rails at "big
business" often faUs to discriminate
between business ,operating in a free
society and busin~ssmaneuvering in
a command society. Noone·will at­
tain complete sat~sfaction and hap­
piness in any economy, free or slave,
for that is not toe lot of mankind.
Nevertheless, the ,purveyors of busi­
ness myths oftep. decry business
practice as a suppqsed cause for their
own shortcomings; failures, or losses.
It is quite one thlng to challenge a
private economic! enterprise which
receives subsidies, land grants, fa­
vorable tax treatment, and a restric­
tive franchise fro:m the state or fed­
eral government. [t is quite another
matter to preach hatred for a busi­
ness which becomes successful and
highly profitable! not by virtue of
special favors butpy dint of meeting
customer needs ~nd subjective de­
sires.

The acorn of tnuth from the oak
tree of myth m¢rely advises the
thoughtful that tpe mandate state
may taint the people who partake in
the business proc~ss and structure.
Thus, profit is notjexcessive where a
freely acting sellejr and buyer reach
a. mutually-acceptable price without
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coercion; profit becomes an unfair
transfer payment where the govern­
ment limits the number of sellers or
artificially enhances the price by
means of law. Thus, monopoly ought
not be feared nor even exist in a free
society where the state merely acts
as an impartial arbiter and police­
man; the monopoly to be feared is
the monopoly of power possessed by
the government and utilized to favor
one producer over others. Thus, the
entrepreneur perceived as evil de­
serves no such incantation when he
merely serves his purchaser without
a forced exchange, for Adam Smith
correctly saw that myriad persons,
each following their own self-inter­
est, are guided by an Invisible Hand
to achieve the desired public result;
the businessman merits opprobrium
only when he seeks and gains an ad­
vantage by use of force or fraud, ei­
ther individually or with the aid of
a compliant state.

The Social Role of Business

We arrive at the seminal inquiry:
what represents the social role of
business in our community? Since
"social" and "society" stem from the
same root, the proper answer com­
pels an understanding of two dis­
crete concepts, the state and soci­
ety.7

Society constitutes a voluntary,
sharing, exchanging fraternity
among consenting human beings. By
nature, society is free and open-tex-

tured, permitting growth or termi­
nation at will as dictated by the mo­
res, consciences and values of the
participants. Simply put, one may
enter or leave society at any time for
any reason without penalty.

On the other hand, the state rep­
resents a coercive territorial body
issuing commands which must be
obeyed by all subjects. It rests on
power, not contract. It is closed; one
cannot debark without sanction,
sometimes quite severe penalties.
The state's existence derives from the
nature ofmankind and a Rule of Ne­
cessity: flawed and finite people pos­
sess destructive tendencies which
must be curbed, ere freedom is lost
for all.

Society and state co-exist and
complement each other, each re­
flecting one of the dual aspects of
human nature. Society fosters man­
kind's creative desires; the state ob­
structs the human disposition to
coerce and destroy.

Open Competition

In the true sense, business only
involves voluntary, nonaggressive
human action. Thus, it provides the
means for carrying out the concept
of society. The state's role: provide a
fair field and no favor. When the state
takes a hand in business, it taints
the process and the structure be­
yond recognition. Instead of retard­
ing force and fraud, the interven­
tionist state uses its power to tilt the
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field and afford special privileges to
the few.

Business hannonizes with the open
texture which delineates society. One
may dissolve a business relationship
without sanction, subject only to self­
imposed contractual restraints and
the reasonable promissory expecta­
tions of the parties. A consumer may
cease using a manufacturer's prod­
uct; a worker may stop laboring for
a concern; a shareholder may sell his
stock; all without reason or for any
reason at all. Society fosters the cre­
ative inclination by providing har­
monious surroundings and stimu­
lating circumstances within which
to live, work and exchange ideas,
goods and services and to develop
friendship, harmony and warmth.
Business provides the mechanism by
which such goods, services and ideas
are created, transported and distrib­
uted under the voluntary exchange
system which distinguishes society.

In the societal sense, then, the so­
cial role of business is simply busi­
ness, to produce the best possible
goods, services and ideas at the low­
est possible cost and at the greatest
possible profit for the entrepreneur.
When business fulfills this role, it
acts in harmony with society and its
own nature by carrying out the
function for which it is well and solely
suited. In a word, society favors har­
monious interchange of scarce eco­
nomic goods to satisfy the most
pressing subjective wants of man-

kind at the natural law cost; busi­
ness provides the process to facili­
tate that intercqange.

How Business ~erves Society
Because business performs volun­

tary, creative aqd productive accom­
plishments by its very nature, it
necessarily acts in the highest social
role when it doe$ what it is supposed
to do. On the ot4er hand, business is
poorly equipped, to achieve or carry
out some sort qf egalitarian social
justice (which is] not justice at all) or
to redistribute i,tncome or wealth by
means oftransfer payments or to pe­
nalize less thanivirtuous conduct on
the part of some individuals in soci­
ety. Those who ~ssign the foregoing
aspects as business' social role fail
to comprehend 'the nature of busi­
ness: imposition of "social policy"
normally embodies the dictation of
A's value structure upon an unwill­
ing B, a function best left to the state
(the monopoly of coercive force) if to
be performed at all. Creative enti­
ties and processes, like business,
cannot easily expedite the destruc­
tive functions associated with the
state.

All of this d~es not portend that
business is not,) and should not be a
good neighbor., Most persons en­
gaged in business normally act har­
moniously wit~ the universe and
kindly toward! their compatriots.
They must obey the same moral laws
as the rest of. us do or suffer the
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identical moral consequences. How­
ever, the businessman ought not be
forced to act as the moral arbiter of
society: such a task would remain a
blatant impossibility since no two
persons maintain synonymous value
standards at any time. If business
misbehaves remedies exist: the con­
sumer who disagrees possesses the
perfect retort by nonviolently with­
holding commerce, and the state re­
strains the use of force and fraud by
any predatory endeavor. By im­
pressing these restrictions and no
others upon the world of trade, we
avoid the stultifying effects of prior
restraintS which stifles creative en­
terprise and we accord business the
freedom to serve the subjective needs
of the populace. ,

-FOOTNOTES-

IBy reason of the limitations of this paper, I
confine my analysis of positive law and natural
law to its most rudimentary form, reserving for

Capital Formation

separate treatment this most interesting and
absorbing subject.

2This is the great teaching of Dr. Ludwig von
Mises in his work on Socialism, which proves
that a socialist society must import a market
concept in order to price, plan and distribute
economic goods. See Mises, Ludwig von, Social­
ism (Liberty Classics, Indianapolis [1936],
[1951], [1969], 1981).

3Declaration of Independence of the United
States of America.

4See Read, Leonard E., "I, Pencil" (The Foun­
dation for Economic Education, Inc., Irvington­
on-Hudson, New York).

5Several significant thinkers much more gifted
than I have debunked the monopoly charade.
See, e.g., Sennholz, Hans, ''The Phantom Called
'Monopoly' ", VII Essays of Liberty 295-317
(1960) and D. T. Armentano, The Myths ofAnti­
Trust (Arlington House, New Rochelle, N.Y.,
1972).

6Interestingly, the greatest diversity in prod­
ucts and widest range ofchoice exists not in the
socialist economy allegedly designed for con­
sumer protection but in the market economy
characterized by freedom.

7See my detailed exposition ofthe nature and
interrelationship of these two concepts in Foley,
Ridgway K., Jr. "The Texture of Society", 27
Freeman 495-504 (August 1977).

aSee Foley, Ridgway, K., Jr. "Prior Re­
straint", 31 Freeman 609-614 (October 1981).

IDEAS ON

LIBERTY

IT has often been found that profuse expenditures, heavy taxation, ab­
surd commercial restrictions, corrupt tribunals, disastrous wars, sedi­
tions,persecutions, conflagrations, inundations, have not been able to
destroy capital so fast as the exertions of private citizens have been able
to create it.

THOMAS BABINGTON MACAULAY



Ralph Bradford

The
American

Idea

THE really significant American
Revolution was not the military re­
volt that led to political indepen­
dence from England, but the philo­
sophical about-face which freed the
developing American economy from
the deadly shackles of bureaucratic
control, and by liberating the crea­
tive energies of the people, made
possible the miracle of American
production.

That was the real American Idea­
the idea of the Free Market. To some
people that phrase had, and still has,
only a commercial connotation; but
in reality it had, and still has, a much
broader significance. It refers not
only to the free trading of goods in
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the market pl8!ce, but to the un­
trammeled exch~ngeofideas, and to
the fullest possible development of
the human min4 and spirit. It refers
to such added aspects of liberty as
freedom of spee~h and of the press.
It means also fr~edom to write, and
to create a literature. That was the
true essence and spirit of the Amer­
ican Revolution.

Such concepts, it must be noted,
were not new in 1the world. Here and
there they had blossomed, and men
had grown in spirit, and had pros­
pered materially. We know this be­
cause, wherever and whenever this
occurred, men were free in the large
sense to follow the creative urge that
resides deep in the human heart.
They made pict1.Jlres, they carved im­
ages, and, sooner or later, they wrote!
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On the skins of animals, on papyrus,
on rock walls, on stone steles, on clay
tablets-they wrote! Using pic­
tures, or crude cursive script, or
ideograms, or hieroglyphics, or cu­
neiform indentations-they wrote!
What the chief said, what the king
decreed, what the priests pro­
nounced, what the artisan created,
whether the harvest was good or bad,
what the laws were-they wrote!
They set it down. And thus in signs
and symbols we have history far 'be­
yond any literature or language of
the present century, or in the his­
toricage of man.

Flashes of Freedom

Yes, freedom, which is a timeless
torch, glowed brightly here and there
through the centuries-obscured and
destroyed now and then in one black
era after another, to reappear and
relive elsewhere as the fortunes of
man, the developing animal, rose and
fell with the ages.

But it had never been so carefully
expressed, or as extensively imple­
mented, as it was in America. It had
even gained a foothold in parts of
Europe for a time; but it was snuffed
out there in the dark medieval cen­
turies, and as a consequence the scale
of human production, comfort and
well-being had sunk to the level of
general impoverishment and priva­
tion.

By the same token, the literary
output of those times is practically

non-existent. Only the troubadours
survived the general intellectual
impoverishment; and their songs,
while sometimes poetically beauti­
ful, are concerned mainly with the
ephemeral splendors ofcourt life, and
with the evanescent beauties and
languors of romantic love, usually of
an illicit and clandestine character.

Getting back to America, it should
be noted that the recent departures
from the original American Idea­
namely, the so-called "modern" no­
tions about the need for governmen­
tal management and supervision of
all our' economic processes, are not
modern at all.

Incidentally, they are not "lib­
eral," either, though they are so
termed by their supporters. The
classical liberal concept was that of
a government of sharply limited
powers. The true liberal, from
Thomas Jefferson to Woodrow Wil­
son, was afraid of big government.
Jefferson, indeed, was afraid of any
government. "The best governed," he
once declared, "are the least gov­
erned." And as for Wilson, he wrote:
"The history of liberty is a history of
limitations of governmental power,
not the increase of it."

And as to the "managed econ­
omy"-the idea of substituting the
decisions of bureaucrats for the op­
eration of the free market-all this
is not new, or modern, or original,
but very old. Examples are not hard
to find, both in the literature of the
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Romans and in that about the Ro­
mans. In the latter category, Gib­
bons' Decline and Fall is perhaps the
most voluminous-and ponderous.
Much easier to handle and digest is
a book called The History ofthe World
in 300 Pages, translated from the
French of Rene Sedilot. In one sec­
tion he describes the situation in an­
cient Rome. It sums up thus:

Under the Emperor Alexander
Severus laws were decreed to control
all businesses that were operated on
accumulated capital, and loans were
made by the government to people
in certain categories for use in buy­
ing land. Under Domitian, in order
to prevent over-production of wine
the State ordered a portion of the
grape vines to be uprooted. Under
Vespasian, on the theory of spread­
ing employment, a ban was laid on
mechanization. Under Diocletian, in
an effort to keep down the cost of
living, both wages and prices were
fixed by a state official.

Needless to say, all this created a
vast and expensive bureaucracy. It
also resulted in debt, inflation, and
monetary devaluation. The denar­
ius had its silver content progres­
sively reduced. The weight of gold
coins was scaled down by 50 per cent.
Rome's balance of payments (due
partly to her extensive foreign op­
erations) showed a mounting deficit;
and her gold and silver reserves
melted away.

Need I go on? It all sounds very

"modern," doesn't it? Yet it hap­
pened many yealis ago! And of course
it had all occurred in similar fashion
long before that+-as in the state so­
cialism of Egypt~ with its "ever nor­
mal granary" op~ration;or as in the
pre-Babylonianiculture of the Su­
merians, arounq 3000 B.C. It was
also repeated la~er, with many re­
pressive variatiqns, in the guild sys­
tems of Europe's! Middle Ages.

That Sumeria.n culture, by the
way, has been substantially recon­
structed by ent~rprising archeolo­
gists. They not ~nly unearthed the
capital city of Lagash, but found and
deciphered the Irecords of the Su­
merian people. )And it is in those
records that we fjnd some of the first
expressions of what I consider to be
the essence of i what became the
American Idea.

Free from Oppr~ssion,

Free to Achieve;

I said at the outset that that Idea
was freedom, bu~ we need to be ex­
plicit as to what we mean by that
term. We associaJte freedom with the
abstractions ofpqliticalliberty- very
properly so. How~ver, that is not the
entire meaning ~nd content of free­
dom. To be free ~s not just to escape
oppression. The ~rue free man is free
from something, of course-from
tyranny, from aUuse, from over-tax­
ation; but he islalso free for some­
thing- free for the purpose of self­
development, of fulfillment, of self-
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expression. He is free to think, to
question, to doubt, to believe, to
speak, to write.

But the word "freedom" was not
written down by some scribe for the
inspiration and guidance of our co­
lonial ancestors. It didn't have to be!
They knew it, as it were, by instinct.
It was born with them by reason of
what they and their ancestors had
suffered in its denial.

I have no wish to over-idealize
those colonial days. Some of them
were very dark days, indeed. There
was privation, and hardship, and
danger; there were cruelties and
treacheries-for our ancestors were
not all great and noble. Some came
here to enjoy religious liberty, only
to deny it to others who desired to
live among them. But if I am realis­
tic about the seamy side, I am also
not disposed to discount the impor­
tance of those days in making pos­
sible the miraculous decades that
followed.

Self-Responsible Individuals

The secret was that in the devel­
opment of most of North America
men were on their own. This was not
true farther south. The Spaniards
and Portuguese were nearly all sent
out by the state, and that meant a
curtailment of freedom at the very
outset. When Columbus set out on
his voyage, Queen Isabella fur­
nished the ships and paid the crews.
Columbus was to get a cut and re-

ceive certain honors; but he didn't
defray the cost. In contrast, Queen
Elizabeth didn't outfit Sir Walter
Raleigh when he headed for what
was to become Virginia. He had to
"find" his outfit.

The same thing was true with re­
spect to the other colonies in the
North. They were "chartered" by the
King or Queen, of course, but the
state didn't finance the enterprise.
That was done privately. Companies
were formed. Shares were sold. Those
who put their money into such en­
terprises were known as "adventur­
ers"-not because they were person­
ally going off to settle the wilderness,
but because as investors they had
"adventured" their money. If the trip
paid off, if the Colony was success­
ful, well and good. They would get
their money back with interest and
maybe with a profit. But they had
no guarantee. The thing was not un­
derwritten by the State. If it failed
they took the loss.

And it was similarly so with the
colonists themselves. Nobody guar­
anteed them against failure. They
were face to face with wilderness
reality. It was sink or swim. It was
root hog or die. It was a rough, tough
school; and of course it would be ut­
terly repugnant to a certain type of
politician and intellectual today­
people who want the State to be a
kind of universal Sugar Daddy. But
it taught a great lesson. It was the
essential conditioning for what fol-
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lowed-namely, the formalization
and institutionalization of the
American Idea in a structure of gov­
ernment. This was the mechanism
for realizing the American Heri­
tage.

In part, to be sure, that heritage
consisted of a vast new continent,
enormously rich in natural re­
sources. But the same thing could be
said of other lands-of South Amer­
ica, of Africa, of India. What made
the difference? Freedom! Not just
freedom from colonialism, not just
political liberty, but freedom for
growth, for development; freedom for
the individual life to develop its ca­
pacities. How? Through freedom from
too much government!

The Founders Hesitated to
Put Their Trust in Government

Now to a generation that has
grown up under an almost ceaseless
propaganda for more and more gov­
ernment, it comes as a profound
shock when I assert that the Archi­
tects of the American State had a
deep distrust of government itself.
But so it was; and the quotations I
have cited above from Jefferson and
Wilson were fairly representative of
the attitude ofmost of the Founders.

It was in their bones, from the talk
of fathers and grandfathers, who told
vividly of State usurpations in the
older countries. The Founders them­
selves had lived their lives under the

relatively pettYibut persistent and
cumulative tyra~nies of the British
Crown. They w~re determined that
the new State they were creating
should be limitea. in its powers, re­
sponsible to thel people, and never
allowed to dominate and control the
lives of its citizens.

So what happ~ned? It is no form
of jingoism but a simple statement
ofhistoric fact to say that in less than
200 years the people of this country
achieved a great~r efficiency in pro­
duction, and a more abundant dis­
tribution of the necessities, comforts
and luxuries of !life than had been
attained anywh~re, at any time, in
all the centuries!of history taken to­
gether.

The explanation of this paradox
includes a numb~r offactors; but the
over-riding elem~nt is the simple fact
that we have b~en free to make a
better use of 04r energies and re­
sources than most other peoples. And
that freedom came from the circum­
stance that in aJI the period of our
great growth and expansion as a na­
tion, our government, by the delib­
erate design of i~s founders, gave us
the protection of.aw-and left us free
to achieve.

That was the! American Idea in
principle and tqat was the Ameri­
can Idea in prac~ice.

Shall we keep i~ that way-or shall
we trade it for the imagined com­
forts and benefitsiofthe welfare state?,



A REVIEWER'S NOTEBOOK

Back
to

Basics

JOHN CHAMBERLAIN

IT has been called the Reagan Rev­
olution. But the movement that
Burton Yale Pines describes and
analyzes in his Back to Basics (New
York: William Morrow, 349 pp.,
$13.50) goes much deeper than poli­
tics. It is a cultural movement that
is invoking a return to tradition in
religion and ethics and educational
methods; and its support of free
market economics has more to do
with its belief in the moral value of
free choice than with any purely
economic concern with efficiency.

Mr. Pines once wrote cover stories
for Time magazine, which presum­
ably brought him into prolonged
contact with Eastern Establishment
ways of looking at things. But some­
where along the line he began to have
sympathy for the large groups in so­
ciety that had a feeling the so-called
counterculture was pushing them to

the brink. A first-rate reporter, he
persuaded the American Enterprise
Institute in Washington to support
him in an eighteen-month job of
measuring the depth of the tradi­
tionalist resurgence.

As luck would have it, he caught
innumerable people at the very mo­
ment when they were moving from
thinking into action. Ideas, said the
late Richard Weaver, have conse­
quences. And Mr. Pines began
combing the country at a time of
consequences, when businessmen
were beginning to fight back against
excessive regulation, when taxpay­
ers were organizing to put a cap on
both taxing and government spend­
ing, when parents were objecting to
sloppy methods of teaching and ag­
gressive anti-religious secularism in
the schools, and when the New Right
in Washington began to make its first
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fruitful contact with the Moral Ma­
jority at the grassroots.

Nomenclature bothers Mr. Pines
a bit. The New Right and the Moral
Majority are "rightist" in a political
sense, but Mr. Pines properly ob­
serves that there is nothing political
about the return to basics in educa­
tion, or the quest for spirituality in
religion, or the pro-family move­
ment. "Conservative," Pines says, fits
the movement better than "right­
ist," but there is nothing peculiarly
conservative about a concern for na­
tional defense. Many liberals share
a distaste for abortion with conser­
vatives.

The Old-Fashioned Liberalism and
The Traditionalist Movement

Looking for an umbrella word,
Pines settles for "traditionalist." He
notes that tradition, in America, in­
cludes a faith in conquering fron­
tiers and building better societies,
in political democracy and free mar­
ket capitalism, in a federal system
that protects the separate states, and
in a "public ritual" that celebrates
patriotism. In his discussion of
names, Pines shows he has no quar­
rel with the old-fashioned liberalism
of the nineteenth century. But to be
useful today it has to be labeled
"traditional liberalism," which makes
out a tacit case for "traditionalist"
as against such obfuscating descrip­
tions as "neo-conservative."

Mr. Pines doesn't do much with

the intellectual pioneers of" the tra­
ditionalist movement beyond noting
that George Nash p.as profiled many
of them in his 19'16 book, The Con­
servative Intellectual Movement in
A.merica. Of the pioneers he says,
"prolific though they were, conser­
vative intellectual~generally had but
limited impact on: the public policy
process." This majy seem a bit un­
generous of Mr. Pines, for, as the
history of Britain! shows, a Fabian
Society must com, before there can
be any Fabian su~cess at the polls.
But Mr. Pines' decision to take for
his starting line the emergence of
such conservative or traditionalist
institutes as the fIeritage Founda­
tion, the Hoover Ipstitution and the
American Enterprise Institute was
correct for his putpose. What he is
giving us is con~emporary report­
age, which is not yet history.

Pines' account of the epic fight of
the Illinois Power1 Company against
the Columbia Broadcasting System
over an alleged rpispresentation is
battlefield reporting at its best.
Business is only now beginning to
break out of its silences, and Mr.
Pines is an engaged man in his ef­
forts to keep the momentum going.
The battle of the W. R. Grace Com­
pany's Peter Graqe for a change in
the capital gains !tax had an enor­
mous impact: wh~n 106 papers had
published stories about Grace's em­
broilment with President Jimmy
Carter, Congress cut the maximum
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rate from 49 per cent to 28 per cent.
With businessmen turning to activ­
ism, students are also getting into
the fight. There are 6,000 members
of the new Students In Free Enter­
prise at 150 colleges, which is a big
switch from the campus scene of the
Nineteen Sixties and early Nine­
teen Seventies.

Keynes Losing Ground

Mr. Pines' front-line reporting took
him to the University of Minnesota,
whose economics department has
been identified with Walter Heller,
described by Pines as "America's
best-known, most visible Keyne­
sian." Well, Walter Heller is still at
Minnesota. But he is "out ofstep with
most of the exciting work now going
on in the department." Pines notes
that the new "glittering lights" at
Minnesota now-Edward Prescott,
Thomas Sargent, Christopher Sims,
Neil Wallace-have all turned their
backs on Keynes.

Pines quotes Tom Sargent, an en­
thusiastic advocate of the new "ra­
tional expectations" school of eco­
nomics. "When I started teaching,"
said Sargent, "I gave my students
the standard Keynesian stuff." But
the "moment of truth" came for Sar­
gent while he was working with Neil
Wallace on a project at the Federal
Reserve Bank in Minneapolis. A
study that began as the "apotheosis
of Keynesianism" started to crum­
ble after eighteen months of work.

"It was a tragic realization," so Sar­
gent recalls. What Sargent and
Wallace discovered was a funda­
mental flaw in the Keynesian ana­
lytical method itself. Sargent con­
cluded that Keynesian "economic
models do not work well; they give
bad predictions."

Looking back to the days when he
was teaching courses based on
Keynesian analysis, Sargent says: "It
makes me sick to my stomach." "I
looked up to them," he says of the
Keynesian "giants." "I would .not
have believed that these men could
have been so wrong. It's been like
discovering that your parents are
wrong."

Mr. Pines wrote about the Equal
Rights Amendment before it had en­
countered its doomsdate on June 30
of this year. But he accurately notes
that in fighting to keep ERA out of
the Constitution, Phyllis Schlafly,
Lottie Beth Hobbs, Jo Ann Gasper
and other supporters of the "tradi­
tionalist" family proved that women
could exercise their rights of free
speech just as effectively as men even
without a new amendment. Since the
Constitution already guarantees the
"equality" of all citizens without ref­
erence to sex, the ERA would have
been redundant. Its proponents said
it was needed as a "symbol." But the
fight against it by Mrs. Schlafly in
favor of the "traditional" family was
symbolic, too. And traditionalism,
says Pines, will go on winning. ®
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THE DOMINION COVENANT:
GENESIS
by Gary North
(The Institute for Christian Economics,
P.O. Box 8000, Tyler, Texas 75711) 1982
496 pages - $14.95 cloth

Reviewed by Edmund A. Opitz

GARY NORTH'S name is well known
to readers of The Freeman as the au­
thor of a score of articles, lucidly
written and well argued. His fort­
nightly newsletter, Remnant Re­
view, contains brilliant analyses of
current economic and political trends,
and offers sound advice for those who
are struggling to hold body and soul
together during this trying period in
the world's history. His Institute for
Christian Economics issues four
publications, one monthly, three bi­
monthly. It also publishes books,
tapes and home study courses. A Di­
vinity School is on the drawing board.

Dr. North seems to get more things
done than any two ordinary people,
and all is done well. But central to
his life's purpose is the writing of a
multi-volume economic commentary
on the Bible. Of ordinary exegetical
works there is a profusion, but no
one, to my knowledge, has ever gone
through the Bible book after book to
see what the whole Bible has to say
about the way our economic activi­
ties should be organized. Dr. North
has dedicated himself to this task,

and the formidable book before us is
volume I.

Gary North's dpctoral thesis ex­
plored the econon#c thought of the
New England Puritans. His theolog­
ical convictions li~ in this area, that
is, within the ort:podoxy laid down
by John Calvin. Calvinism strikes
some as a legalistic and cheerless
creed. But that C*lvin's was a pow­
erful mind no one can deny, and it is
equally true that Calvinism has at­
tracted minds of the highest caliber
from its early days to the present
time. Basing their theology on an
infallible Book, Galvinist thinkers
put modernity to ~he test and find it
wanting; it is man~centered not God­
centered and this causes everything
to be more or less skewed.

Gary North sta.rts at the begin­
ning, with Genesis 1:1, and by the
time he reaches Genesis 50:20 he has
written a book of 496 pages and dis­
played a sure-footed understanding
of Biblical theology, science, sociol­
ogy, free market, economics, Dar­
winism, Marxism,! and sundry other
issues. There is he~vy stuffhere, but
the writing is lively and heavy does
not mean dull. There will be readers
who will find som¢thing to disagree
with on every other page, but even
the most sceptical-+-if they can think
at all-will find much to ponder.

Readers who want a basic course
in Austrian econ~mics will find it
here, supplied w~th Biblical rein­
forcement of key points. If it is light
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on the Creation vs. Evolution con­
troversy, there is a 77-page appen­
dix with 203 footnotes. There are
strong opinions on almost every page,
and a twenty-page index enables the
reader to find his way around in the
book.

Twentieth-century socialism has
made deep inroad among the more
liberal church bodies, and it has re­
cently gained a foothold among
Evangelicals. Which makes it ap­
propriate to note here the appear­
ance of a second edition of David
Chilton's fine polemic (Productive
Christians in an Age of Guilt-Ma­
nipulators, I.C.E., Box 8000, Tyler,
Texas 75711). The New Preface is by
Dr. North. ,

MARKETS AND MINORITIES
by Thomas Sowell
(Basic Books, Inc., 10 East 53rd Street,
New York, N.V. 10022) 1981
141 pages - $12.95 cloth, $5.95
paperback

Reviewed by Tommy W Rogers

THOMAS SOWELL demonstrates that
many of the things we "know" about
ethnicity and economic status are not
so. Variables commonly thought of
as decisive, skin color, for example,
prove on examination to be far from
determinative. Orientals and black

West Indians are more economically
successful than are some white
groups. Commonly overlooked vari­
ables, such as fertility, socialization,
and attitudinal and behavioral dis­
position, have a significant impact
on incomes and occupations.

Sowell presents some revealing
facts: The incomes of ethnic minori­
ties differ so widely within the group
as to call into question the meaning­
fulness of comparisons based on na­
tional averages; discrimination can­
not account for the incomes of
minorities who earn more than the
national average; the lower earn­
ings of some groups are not neces­
sarily explainable by discrimination
since other factors may be determi­
native.

With respect to the application of
this analytical process, Dr. Sowell
outlines his methodology:

In applying the general logic of deci­
sion-making to particular social pro­
cesses, we will examine the peculiarities
of those processes but will treat human
beings as similar, whether they are in
politics or business or the schools ... We
will also avoid making "the market" an
automatic producer of certain results, but
will instead consider what kinds of mar­
kets are being analyzed, and what incen­
tives and constraints exist in such mar­
kets. The whole emphasis will be on the
specific characteristics· of particular de­
cision-making processes-not on a vague
figure of speech called "society."

Sowell examines the operation of
incentives and constraints as influ-
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enced, for example, by intergroup
differences, job markets, consumer
markets, and government regula­
tion. Groups with strong family and
community ties-such as Chinese,
Japanese, and Jews-have been
prominent as entrepreneurs, setting
up businesses drawn from resources
within the ethnic community. Jews
often started as pushcart peddlers,
Chinese as operators of laundries.
Blacks, Sowell observes, have sel­
dom set up independent businesses,
but the subsets of Blacks who have
(Black West Indians, Black Mus­
lims, and followers of Father Di­
vine's religious sect) contrast sharply
with the massive failures in the
prosperous 1960s and 1970s of Black
businesses financed by the federal
government in programs created by
"experts" and often receiving pref­
erential treatment by banks and
private and governmental pur­
chasers.

Dr. Sowell calls attention to the
fact that some of the most dramatic
rises from poverty to affluence in the
United States have taken place
among groups who did not follow the
political route to economic advance­
ment, i.e., the Chinese,Japanese, and
generally, the Jews. The most polit­
ically successful American ethnic
group-the Irish-were the slowest
rising of the nineteenth-century Eu­
ropean immigrant groups.

Dr. Sowell also calls attention to
the important role of the values peo-

pIe cherish; the ~ehavior pattern of
group is a cruci~l variable in both
racial and non-racial contexts. He
quotes the ruefu~ conclusion of re­
former Jacob Riis that some people
"carry their slun1s with them wher­
ever they go." :Or. Sowell believes
there is no compelling reason to be­
lieve that goverrtment activity has
benefited ethnic iminorities on net
balance, even when that has been
its purpose. Futihermore, the fick­
leness of gover:qment policy sug­
gests that determining its purpose
over some meaningful span of time
is not easy, since "whatever the
merits or demerits of government
policies (relating to minorities),
nothing seems ~urer from history
than that those pqlicies will change."

Contrasting th~ results of volun­
tary economic transactions ("the
ltnarket") with gqvernmental inter­
vention which fqrces, penalizes, or
subsidizes decisions different from
those which the; transactors would
have preferred, he finds numerous
instances where! even well-inten­
tioned interventions have thwarted
the efforts of etljlnic groups to ad­
vance. As Dr. Sowell points out, eco­
nomic analysis qoes not make hu­
man beings better or more moral, but
it does offer insight into the way dif­
ferent economicjinstitutions affect
the well-being of human beings as
they are.

Dr. Sowell is without question one
of the leading economists in the
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United States. When he writes or
speaks he is worth heeding. Milton
Friedman describes Markets and
Minorities as a breath of fresh air on
a topic which is often prejudiced by
unreasoning emotion. Sowell's book
deserves to become a classic in the
literature on the economic and so­
cial problems ofminorities. If it does
not so become, it will not be due to
any deficiency of analysis or presen­
tation. ,

THE PURSUIT OF VIRTUE AND
OTHER TORY NOTIONS
by George ~ Will
(Simon and Schuster, Inc., 1230 Avenue
of the Americas, New York, N.'f. 10020)
397 pages - $16.50 cloth

Reviewed by Joseph S. Fulda

WHETHER one follows his twice­
weekly columns, reads his bi-weekly
essays, or enjoys his lively com­
ments as a television panelist, one
cannot fail to be impressed with
George Will's expressive erudition.
No other contemporary columnist has
quite his way with words or quite
his ability to extract, in a thousand
words or so, that which is " 'inside'
public matters: not what is secret,
but what is latent, the kernel of
principle and other significance that

exists, recognized or not, 'inside'
events, policies and manners." Will's
latest collection of essays and col­
umns is truly a restorative for those
with Tory sensibilities and "the un­
derstanding that education consists
primarily of arguing from, not with
(one's) patrimony."

In more than six score finely fash­
ioned, tightly reasoned pieces, two
distinctly different Tory sensibili­
ties emerge. The first is the con­
science of the cultural conservative
lamenting "the decline of almost ev­
erything since 1914" of"stained glass
minds" which, not altogether jok­
ingly, "mourn the passing of the
thirteenth century: feudal codes, he­
raldic banners, serried ranks of
bishops ..." This is Will at his best,
Will the social critic, conveying his
urgent concern that Americans not
lose what he terms "social sympa­
thy": "the ability to comprehend,
however dimly, how other people
(must) live."

This is the Will educated at Ox­
ford ("Like civilization, it is cumu­
lative, complicated, old and densely
packed.") who reminds us that edu­
cation "presupposes students who
acknowledge their incompleteness
and teachers who believe that the
purpose of education is to put some­
thing into students rather than to
let something-'self-expression'­
out."

But there is a second Tory voice
which makes itself heard in Will's
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pages, and it is political. This is the
argument that since "social and cul­
tural anxieties find their way onto a
society's political agenda" it is well
to use government as "an instru­
ment of conservative values, tem­
pering and directing social dyna­
mism." Will believes, indeed, with
much of the New Right, that the
"nation's moral makeup is, today, soft
wax on which national leadership can
leave a long-lasting impress." Need­
less to say, this is not the classical
liberal's view of the rightful role of,
the state, and George Will does not
present it as such. "The overriding
aim of .liberalism, properly under­
stood, is the expansion of liberty ...
Conservatism, properly understood,
rejects the idea of a single overrid­
ing aim. Real conservatism is about
balancing many competing values
..." Well, life is about balancing
competing values, but the classical
liberal does not want such decisions
made in the political realm. Not all
of us have the same values, simi­
larly ranked, and it is thus that lib­
erty is not only itself a value but
also the sine qua non for all personal
value choices: it is not the role of
government to undertake .the bal­
ancing of competing values.

To Will, "... libertarianism is a
recipe for the dissolution of public
authority, social and religious tra­
ditions, and other restraints needed
to prevent license ...'? To call one­
self a "libertarian conservative," he

asserts, is a label as contradictory as
"promiscuous celilPate." But few lib­
ertarians are nihilists, and those who
are never redeemi themselves with
the nobel label "cbnservative." The
truth is that conftksion is being pro­
nloted here at a ~ather elementary
level: the doctri:p.e that morality
ought not to be ~mposed is philo­
sophically distinc~ from the doctrine
that there is no mprality.

If Will sees lib¢rty in general as
the antithesis of! sustained virtue
rather than as ffu.e crucible out of
which virtue is fotmed, his attitude
towards capitalis~ is even less sat­
isfying. It is no~ animus, by any
means, but ratqer what George
Gilder aptly labeUed "the dirge of
triumph."

The 1980 Rep~blican platform,
Will argues, is woven from two in­
compatible stranqs. "One is cultural
conservatism. Th~ other is capitalist
dynamism. The .latter dissolves the
former." This, says Will, is perhaps
the only point Marx got right. Capi­
talism, he continqes, is a "relentless
engine of chang~, a revolutionary
inflamer of appetites, enlarger of ex­
pectations, and aiminisher of pa­
tience." "Republic4ns," he warns, "see
no connection be~ween the cultural
phenomena they! deplore and the
capitalist culture they promise to
intensify." For Will this tension be­
tween the bourgeois ethic and con­
serving social v~lues presents an
"especially vexing" dilemma-that
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of "deciding what is to be conserved,
and how."

Mainstream conservatives can,
however, and for the most part do,
accept the position of Frank S. Meyer
and Friedrich A. Hayek, that the al­
leged tension between social conser­
vatism and economic freedom is
largely given the lie by history. The
first century of our nationhood saw
both morality and piety, on the one
hand, and freedom and the private
property order, on the other. Rather
than working against each other,
freedom and tradition reinforce each
other as Hayek so beautifully expos­
ited in The Constitution of Liberty.
Will writes that "Capitalism means
the liberation and incessant flaming
of appetites," the "predictable con­
sequence" of which is "social disin­
tegration." But, as Will should know,

HANDSOME BLUE LEATHERLEX

that is not the way things worked
out. Social disintegration was
brought on by slavery, not liberty,
and later by intervention, not eco­
nomic freedom.

But these are subordinate mat­
ters, among philosophical soul­
mates, for on almost any specific
policy issue, Will's instincts are not
with the statists. In essays such as
"Government and the 'Cheerleader
Problem' ," "The FTC as Federal
Nanny," and "Sexism in the Car Pool:
DOT Rides to the Rescue," Will
proves himself as witty an antista­
tist as ever was. But perhaps his fin­
est writings are his legal analyses,
which give one "the joy, than which
there is nothing purer, of an argu­
ment firmly made, like a nail
straightly driven, its head flush to
the plank." I
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