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PERSPECTIVE

A Word From the Guest
Editor

For many years I have been on the Foun-
dation’s staff. When people asked me what
1did, I would tell them, ‘I read, I write, and
I look things up.”” That about covers it.
Occasionally I edited an article for The
Freeman. But this is the first time I have
actually edited an entire issue.

The quality of the articles included here
is impressive. A thought-provoking article
on government by the late Henry Hazlitt
leads off. Daniel Walker, Mark S. Pulliam,
Scott Alexander, and Jan Malek deal with
the very fundamentals of a market society—
private property, contract, and trust. And
Japanese professor Murata destroys the
myth that MITI’s ‘“‘industrial policy’’ is
invincible. These and the other articles in
this issue are described briefly in the Table
of Contents.

Being Guest Editor has been a challenge,
also fun. Through it all, I have gained much
respect for those before me, especially Paul
Poirot and Brian Summers, who, month
after month, and year after year, put to-
gether a journal of well-written, interesting,
educational, and thought-provoking articles.

—BETTINA BIEN GREAVES

Justice

The utilitarian economist does not say:
Fiat justitia, pereat mundus. [Let justice be
done even though the world be destroyed.]
He says: Fiat justitia, ne pereat mundus.
[Let justice be done so the world will not be
destroyed.] He does not ask a man to
renounce his well-being for the benefit of
society. He advises him to recognize what
his rightly understood interests are. In his
eyes God’s magnificence does not manifest
itself in busy interference with sundry affairs
of princes and politicians, but in endowing
his creatures with reason and the urge to-
ward the pursuit of happiness.

—LUDWIG VON MISES
Human Action

466



Quality

I still remember my teachers in Switzer-
land some fifty years ago hammering into
our heads that only will we succeed in the
bigger world, if we produce quality, to make
up for the small size of the homeland. ‘‘Our
country has no natural resources,”’ they
used to preach, ‘‘but we have people, and if
they excel, they will be noticed. If every
move you make is more courteous, the
workplace cleaner, the food you prepare
better, you will succeed. Not everyone is
cut out to be great and to do great things, but
as long as you do even little things in a great
way, you will not only survive but tri-
umph.”’

—GINA KINDSCHI BLooMm

Variety

It is easy to point to evil in the world. But
if men are free and at peace with their
neighbors, the good that comes from social
cooperation overpowers the bad. Individu-
als with different aptitudes, interests, tal-
ents, wants, and goals benefit by specializ-
ing and exchanging the products of their
labor. This is the market. Songwriter Jan
Conn reflects on the good that comes from
‘““variety’’ in her musical, Run to Catch a
Pine Cone:

The world needs lots of variety.

Think about it and you’ll agree.

Because the world needs variety. . .

That’s why the world needs me.

You can’t paint a picture with only one
color.

With only one color, life couldn’t be
duller.

But when you add contrast the picture will
live.

So let me be me, I'll have much more to
give.

Variety, Variety, the world depends on it,
yes siree.

PERSPECTIVE

Mountain and flatland, desert and sea.
Because I'm different this old world needs
me.
A tune with just one note is no tune at all.
The magic begins when the notes rise and
fail.
So let me sing my song, whatever it be.
The world will be richer because I am me.
Variety, Variety, look around you and
you will see,
The old world thrives on variety.
That’s why the world needs me.
—JAN CONN
Run to Catch a Pine Cone

The Human Mind

Thomas J. Watson, Jr., chairman of In-
ternational Business Machines Corp.:
““There is really no comparison between the
human mind and the most fantastic com-
puter ever imagined. There are many things
that a machine has never done, cannot do
today, and will not do tomorrow; in fact, will
never do. The human mind holds billions of
pieces of information, all cataloged we know
not how, all brought to mind or retrieved we
know not how, all synthesized into knowl-
edge, into intelligence, into creativity, and all
available to guide every one of us as we move
through this complicated world—available
to give us morality, character, sympathy,
and countless other human traits.”’

—The National Observer,
November 18, 1968 (p. 14)

Toleration

It is not the diversity of opinions, which
cannot be avoided; but the refusal of toler-
ation to those that are of different opinions,
which might have been granted, that has
produced all the bustles and wars.

—JoHN LOCKE
““A Letter Concerning Toleration™’
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Is Politics Insoluble?

by Henry Hazlitt

H Mencken was fond of saying
° e that most of the problems men
agonize over are inherently insoluble. A
haphazard search among his books has
failed to turn up a supporting quotation, and
perhaps my memory misleads me. He may
merely have said ‘‘some,”” not ‘‘most”
problems. In the latter case, at any rate, I
agree with him. I would include at least two
whole categories of problems among the
insoluble ones. First, all problems com-
monly classed as metaphysical, ontological
or cosmological—such as ‘‘How can we tell
the really real from the apparently real?’’ or
‘““What was the First Cause?,”” or ‘““What is
mankind here for?,”” or ‘‘What is the pur-
pose of the universe?”’ And so on. The
second category contains all the really basic
political problems.

There are differences, of course, in what
is meant by ‘‘insolubility’’ as applied to each
of these sets of problems. The metaphysical
problems are forever insoluble because
man’s limited five senses, narrow experi-
ence, and finite mind cannot possibly en-
compass eternity, ‘‘ultimate’’ reality, or
infinity. The basic political problems on the
other hand, are insoluble because . . . well,

Henry Hazlitt (1894-1993), a founding Trustee of
this Foundation, was a noted economic journal-
ist and author of the best-selling Economics in
One Lesson. He also made major contributions
to the critique of Keynesian economics and the
foundations of morality. This article first ap-
peared in the Fall 1976 edition of Modern Age,
pp. 395-401.

for one thing, because we are not even sure
what we mean by a ‘‘solution.”’

Suppose we address ourselves to this
problem first. What is a ‘‘solution’’? It is
easy to cite an illustration. A man’s car fails
to start on a cold morning. He finds that his
battery is dead, or that his spark plugs are
fouled, or that a wire is disconnected, or that
the carburetor is flooded, or that he has run
out of gas. Once this basic ‘‘cause’ is
discovered, he probably knows how to fix it
or have it fixed. Or, again, the man feels
some distress; and his doctor identifies it as
diabetes and prescribes insulin. Once a
doctor has correctly diagnosed a discase
with a known palliative or cure, he has
“‘solved’” his problem.

In the physical sciences, then, the prob-
lems commonly arise because something is
working unsatisfactorily, and if we have
identified A as the cause and M as the
solution, we know we have found the cause
and the cure if we can in that and similar cases
make things work satisfactorily once again.

But when we turn to the social sciences,
and particularly to politics, this kind of
certainty or confidence is no longer to be
found. Let’s take a typical broad problem:
What should the state do about the poor and
the needy? Historically the answers have
run from nothing to everything. The nothing
answer has run typically like this: “‘It is not
the function of the state to try to help the
needy or provide relief. The proper function
of the state is simply to prevent force, theft,
and fraud, and maintain internal and exter-
nal peace.”’
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Such an answer immediately confronts
obstacles of several sorts. The first concerns
its humanity or even its practicality. Sup-
pose, for example, that a child has been hit
by an automobile and is found bleeding and
unconscious in the street. Are we to hope
that whoever finds him proves to be a good
Samaritan? And also well enough off to have
the child driven to a hospital and to guar-
antee to pay the bill if the parents are not
found or are unable to do so?

“All right,”’ the answer may come, ‘‘let
the state at least provide for emergency help
of this sort.”’ But how far shall we carry this
answer? How far shall we extend the defi-
nition of ‘‘emergency’’ help? Should the
state pay every hospital bill of everybody
who claims he cannot pay? Should it put
everybody on relief who claims he cannot
find ajob? How high should the relief be? At
just what level will it seriously undermine
the incentives to find or hold jobs? At just
what level will it undermine the incentives to
work and save of the taxpayers who are
asked to support the idle? At just what level
will it bankrupt the state?

Government and the Needy

There are people who are untroubled by
these questions. They want to ‘‘guarantee
everybody a decent job,”’ or a minimum
income, or even equality of income, regard-
less of all individual differences of effort,
ability, or contribution, regardless of the
effect on incentives, regardless of any other
social consequence. So, in fact, not only
historically but today, the answers to the
question, ‘‘What shall government do about
the needy?’’ still run from nothing to prac-
tically everything.

Most people who have given serious
thought to the problem have proposed or
accepted some compromise. A typical com-
promise proposal is that we should assure the
needy or the unemployed an ‘‘adequate’
relief payment for a ‘‘reasonable’” time, but
not enough to ‘‘undermine their incentives’’
to find jobs or improve themselves, and not
enough to undermine the incentives of the

working and productive taxpayers who are
being asked to shoulder the bill.

There are inherent difficulties in this com-
promise. It is something of a self-contradic-
tion. If the relief recipient himself considers
his dole ‘‘adequate,’’ this is almost equiva-
lent to saying that he has no incentive to take
a job or otherwise expend effort to increase
it. At all events, the compromise lacks any
precision. On the one hand, even a high
standard dole may fail to meet the urgent
needs of some families. On the other hand,
almost any dole of any amount may tend to
undermine some people’s incentive to a
certain extent. As a result of such difficul-
ties, it is hard to get any two people to agree
on what should be the amount of a proposal
or actual dole, or on who should be eligible
for it, or how long or under what conditions
it should continue to be paid. So there are
hundreds of different answers to these ques-
tions.

I do not use this last figure rhetorically but
literally. It can be illustrated even within our
own country. If we take the federally fi-
nanced program of Aid to Families with
Dependent Children, we find that the aver-
age monthly payment per recipient in Au-
gust, 1975, for example, was different for
each of the fifty states, ranging from $14.41
in Mississippi to $105.39 in Alaska. In the
‘‘general assistance’” program we find a
similar range of variation for the same
month—from $11.94 per recipient in Missis-
sippi to $144.95 in the District of Columbia.
And when we turn to state unemployment
insurance systems, even though these also
are federally aided, we find not only a similar
wide range in weekly benefits, but in the
proportion that the benefits bear to the
recipient’s previous wages, and in the num-
ber of weeks in each year for which such
benefits are payable.

When we come to comparing not only
different states in our own country but
different countries, we encounter an enor-
mously greater range of differences in both
the amounts and formulas used for calcu-
lating relief or so-called unemployment in-
surance payments. Great Britain, for exam-
ple, pays its unemployed three-quarters of
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their previous salaries (which makes its
recent prolonged unemployment rate not
surprising). In many countries, on the other
hand, nothing whatever is paid for unem-
ployment insurance or even relief—not pri-
marily because national sentiment does not
favor it, but because the funds do not exist.

If we turn from relief to, say, education,
we find a similar wide range of opinion and
practice among national governments con-
cerning how much education to make com-
pulsory or how much the state should pay
for. It ranges from governments that provide
no education at all, through those that pro-
vide free public schools, or free high
schools, or subsidized college and univer-
sity education. The prescribed age ranges for
compulsory education are similarly wide.

There is one generalization we can make
that applies both to relief and education,
and, in fact, to any other intervention of the
state, once the principle has been granted
that it should be allowed to undertake that
function at all. The intervention will tend to
be indefinitely expanded. The individual
amount of relief will tend to grow, the period
of payment to be lengthened, the eligibility
requirements to be relaxed, the number of
recipients to be enlarged, and additional
forms of relief to be piled on to those already
offered. The like will tend to apply to the
length and coverage of state education.
Public expenditures will always tend to
grow. Because of the politicians’ fear of
increasing taxation correspondingly, defi-
cits will be increasingly tolerated and ratio-
nalized, and inflation will appear and tend to
accelerate.

The Limits of the State

In the last hundred years the historic
tendency nearly everywhere has been a
constant increase in government interven-
tion in the economy, a constant increase in
government paternalism and in government
power. Each new power that any govern-
ment has acquired has almost inevitably
been used by it to obtain still further powers.
It is hardly to be wondered at that a small but
perceptibly growing number of political

thinkers are beginning in desperation to go
beyond even their previous belief that the
role of the state should be limited to trying
merely to prevent force and fraud, and have
begun to advocate a complete abolition of
the state.

It is hard not to feel some sympathy with
them. It is pleasant, indeed, to draw up
attractive pictures of what an ideal anarchis-
tic society would be like. But all these
dreams would be shattered by the almost
certain outcome. If there were no estab-
lished government, the country would be
taken over by the criminals and gangsters.
Eventually one gang would subdue or wipe
out its rivals, and that gang would become
the new de facto government. It would
systematically exact tribute from all the rest
of us, only this would again in time be called
taxes. In brief, it is impossible to maintain a
peaceful anarchy unless some authority is
set up to enforce it.

This points, indeed, to the probable origin
of the state. We need look no further back
than the middle of the last century, when the
‘“‘vigilance committees’’ were formed in our
own wild West. One of these, for example,
was organized in San Francisco in 1851, and
promptly arrested, tried, and hanged a
goodly number of desperadoes. If this and
similar committees had not been formed in
California and elsewhere, the desperadoes
themselves would no doubt in time have
become the de facto government.

But we need not speculate afresh at this
time concerning the probable origin of gov-
ernment. That has already been done quite
satisfactorily, and by no one better than by
David Hume in his essay ‘‘Of the Origin of
Government’’ in the mid-eighteenth cen-
tury. His conjectures are at once so simple
and plausible that they warrant direct quo-
tation:

It is probable that the first ascendant of
one man over multitudes began during a
state of war, where the superiority of
courage and of genius discovers itself
most visibly, where unanimity and con-
cert are most requisite, and where the
pernicious effects of disorder are most
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sensibly felt. The long continuance of that
state, an incident common among savage
tribes, inured the people to submission;
and if the chieftain possessed as much
equity as prudence and valor, he became,
even during peace, the arbiter of all dif-
ferences, and could gradually, by a mix-
ture of force and consent, establish his
authority. The benefit sensibly felt from
his influence made it cherished by the
people, at least by the peaceable and
well-disposed among them; and if his son
enjoyed the same good qualities, govern-
ment advanced the sooner to maturity and
perfection; but was still in a feeble state
till the farther progress of improvement
procured the magistrate a revenue, and
enabled him to bestow rewards on the
several instruments of his administration,
and to inflict punishments on the refrac-
tory and disobedient. Before that period,
each exertion of his influence must have
been particular, and founded on the pe-
culiar circumstances of the case. After it,
submission was no longer a matter of
choice in the bulk of the community, but
was rigorously exacted by the authority of
the supreme magistrate.

There may have been somewhere, as a
few eighteenth-century philosophers
dreamed, a group of peaceful men who got
together one evening after work and drew up
a Social Contract to form the state. But
nobody has been able to find an actual
record of it. Practically all the governments
whose origins are historically established
were the result of conquest—of one tribe by
another, one city by another, one people by
another. Of course there have been consti-
tutional conventions, but they merely
changed the working rules of governments
already in being.

But however the state may have origi-
nated historically, we confront a fundamen-
tal dilemma: No small group of men, and
certainly no single man, can be completely
trusted with the power to rule, yet some-
body must be trusted with that power. And
if we cannot peacefully agree on who is to be
granted that power, and how much, some-

body is going to seize it by force, and impose
whatever coercion he finds expedient. So
some limited power must be voluntarily
granted to somebody to rule. But this one
practical conclusion merely presents us with
a score of further problems. What limits
should we set on this power? How can we
hold the selected rulers within these limits?
Who is to do the selecting? By what pro-
cess? For how long a term?

Concerning most of these problems we
have been able to arrive, at best, at only
makeshift and temporary agreement. In ad-
dition, in politics we confront, so to speak,
a double layer of problems. Suppose one of
us is able to devise an ideal form of govern-
ment. Suppose he has found exactly where
to draw the limits around the powers that
ought to be granted to a government. How
does he convince a majority of his fellow
citizens that his answers are right? And what
dependable devices does he propose to hold
government powers within the limits he has
prescribed?

In the West there is some semblance of
political agreement because most of us ac-
cepted some time ago a magic password—
democracy. If it were not the best of all
conceivable forms of government, then, as
the comfortable joke went, it was at any rate
the ‘‘least worst.”” Yet we never quite ar-
rived at any agreement even about the
meaning of the word. Does it mean merely
government by majority consent, or must
there be majority ‘‘participation’? And
which majority? Of the whole population?
Of adults? Of male adults: Of “‘eligible”
voters? And what should be the require-
ments for voting eligibility— of age, property,
literacy, language? Hardly any two govern-
ments set exactly the same standards.

And does democracy mean presidential
government or a parliamentary form? Here,
again, in practice, we find endless variety. I
implied, a while back, that democracy has
become almost a religion; yet perhaps this
statement should be put in the past tense.
Even a superficial observer can begin to
detect a declining faith in it. Almost every-
where we look—in Latin America, Africa,
Asia, Eastern Europe—we find a similar
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pattern or cycle repeating itself: full democ-
racy—the welfare state—inflationism—a
trend toward socialism or Communism—
and then a military dictatorship either to
preserve or reverse the trend. Even in
recent months we have seen the great sub-
continent of India changed almost over-
night, and without a shot being fired, from an
apparent democracy to one-woman rule. . . .

Americans have come a long way since
1917, when they went to war, under Wood-
row Wilson’s slogan, ‘‘to make the world
safe for democracy.’”’ Yet if many in the
West have been losing their faith, and be-
ginning to wonder how to make the world
safe from democracy, they have found no
definite alternative. There are today more
than 130 separate nations. Some of them
have parliamentary governments, some
presidential; some of them are extreme
democracies, some absolute dictatorships.
But no government is precisely like the
other. In fact, few of them are precisely like
they were a little while ago or will be in a
little while from now.

It is not merely that nations are constantly
changing the particular persons or parties in
power; they seem to be chronically dissat-
isfied with the very nature of their govern-
ments. Thumb through an annual like The
Statesman’s Year-Book at haphazard. You
will find Costa Rica: ‘‘The constitution,
promulgated on 7 Dec. 1871, has been mod-
ified very frequently, last in 1949.” Or
Nicaragua: It had a new constitution in 1963.
*‘On 31 August 1971 the Congress voted in
favor of dissolution of the Constitution. A
100-member Constituent Assembly started
its discussions on a new Constitution in May
1972.”’ Or Guatemala: ‘‘Following the rev-
olution of June 1954 the Constitution of 1945
was replaced in August 1954 by a ‘Political
Statute.” On 1 March 1956 a new Constitu-
tion came into force. This Constitution was
in 1963 replaced by a Fundamental Charter
of Government. A new constitution was
promulgated on 15 September 1965 with
effect from 6 May 1966.”’

We seem to have made very little advance
since the sixteenth century, when the Rev-
erend Richard Hooker was writing: ‘‘He

that goeth about to persuade a multitude that
they are not so well governed as they ought
to be, shall never want [for] attentive and
favorable hearers.”’

So where are we left? Generations of
mankind, and great philosophers, have
wrestled with these basic political problems,
and said some penetrating things about them
—Plato, Aristotle, Machiavelli, Hobbes,
Locke, Montesquieu, Hume, Rousseau,
Burke, Bentham, the Mills, Spencer, Dicey,
Acton . . .. But have they come up with
anything that the majority of our contem-
poraries are willing to accept as definitive?
And can their successors ever hope to do
so? Is it possible to lay down in politics any
propositions to which we can confidently
add: Q.E.D.? Can we prove anything? In
brief, is such a thing as political science
possible?

Raising this question reminds me that at
least one of the great philosophers men-
tioned above, Hume, published an essay in
1752 with the very title: ‘“That Politics May
be Reduced to a Science.’” That a philoso-
pher remembered chiefly for his skepticism
would venture to raise such a hope seems
especially encouraging. Yet a modern
reader will find the argument of Hume’s
essay vague and disappointing, consisting of
a few generalizations, drawn partly from a
priori grounds and partly from history, that
strike one as plausible but hardly as proved.

And yet—there may be examples in one
or two other social disciplines to give us
reasons for hope. By the reasoning and
research of scholars, and more particularly
by thousands of judicial decisions, jurispru-
dence, or legal philosophy, has been raised
to the level of a near-science. We find there
an increasing area of accepted and estab-
lished principle, and neither the enormous
diversity in theory or practice that we find in
the wider area of politics.

Still more promising is what has been
achieved in economics. Since the eighteenth
century a series of great thinkers— includ-
ing Hume, Adam Smith, Ricardo, Bentham,
Menger, B6hm-Bawerk, and Ludwig von
Mises—have succeeded in creating a genu-
ine social science. As described by Mises:
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Henry Hazlitt and Ludwig von Mises in the 1960s.

‘““Economics is the youngest of all sciences
. ... It opened to human science a domain
previously inaccessible and never thought
of.”! It ‘‘deals with a regularity in the
concatenation and sequence of phenomena
that is valid in the whole field of human
action.”’? Economics, in fact, is merely a
branch, though the hitherto best elaborated
branch, of ‘‘praxeology’’—the science of
human action. ‘‘In all its branches this
science is a priori, not empirical. Like logic
and mathematics, it is not derived from
experience; it is prior to experience. It is, as
it were, the logic of action and deed.”’? “‘It
is a science that aims at the ascertainment of
universally valid laws of human conduct.”*

True, this is not the description of eco-
nomics that we commonly get. It is—or at
least once was—almost peculiar to Mises.
But it correctly describes, I think, the nature
of modern economics, which was not put on
a truly scientific basis until the appearance
of the so-called Austrian school of thinkers.
It is very important to keep in mind, of
course, what kind of science economics is.
It has its own methodology. It is a mistake
to try to turn it into an imitation of the
physical sciences. It is an absurdity to
assume, for example, that we can use it to
predict the general economic future, and say
what the course of profits or employment or
GNP is going to be in the next six months or
the next year—though hundreds of profes-
sional forecasters pretend that they can do
just that. There are too many thousands of
imponderable factors to be taken into ac-

count. All such predictions must forever
remain mere guess work.

But predictions of a certain kind—always
with the proviso ‘‘other things remaining
equal’’—can confidently be made. We
know, for instance, that if the government
attempts to fix the price of any commodity
or service below what the unhampered mar-
ket would produce, then—‘‘other things
remaining equal’’— it will inevitably bring
about a shortage of that commodity or
service. We know that if a government
issues more money faster than more goods
are produced, it will bring about inflation
and raise prices. We know that if a govern-
ment makes its own irredeemable paper
money legal tender, while gold or silver coin
remain outstanding, people will pay off their
debts in the irredeemable paper money and
hold on to their coins: ‘‘Bad money drives
good money out of circulation.”” And we can
make hundreds of other predictions of the
same kind. We know that any government
intervention in the market must in the long
run produce results unforeseen by its advo-
cates, and usually less satisfactory even in
their judgment than the situation they were
trying to improve. And we know this not
because that was the result of a previous
similar intervention, but inevitably from the
inherent nature of the action.

Any hopes for the future, however, based
on the analogy of what we have achieved in
economics, cannot excuse us from recog-
nizing the present, still wretched state of the
theory of politics. Can we some day get
beyond such basic dilemmas as the one we
formulated earlier—that no small group of
men, and no single man, can be completely
trusted with the power to rule, yet that
someone must be trusted with at least some
power to rule? Can we eventually build up
a series of interconnected propositions, a
solid edifice of theory, that will be entitled
one day to be recognized as a science?
Perhaps. But right now that day seems far,
far distant. O

1. Human Action, p. 1.

2. Theory and History, p. 203.

3. Epistemological Problems of Economics, pp. 12-13.
4. Ibid., p. 68.
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Property Rights,

American Constitutionalism,
and International Human

Rights “Law”

by Daniel F. Walker

As readers of this journal realize, prop-
erty rights are not the rights of buildings
and land, but the rights of humans to own,
use, and dispose of property—tangible and
intangible, real and personal. Over the last
six decades, American courts have greatly
diminished the judicial recognition of con-
stitutional protection of property rights,
though the Supreme Court in recent years
has begun occasionally to ‘‘rediscover’
those rights.

To no surprise, the ethereal world of
international human rights law reflects
America’s diminished appreciation and de-
fense of property rights. One need only
examine three of the primary documents of
international human rights, and review re-
cent American constitutional history, to rec-
ognize the low legal regard for property rights
at the domestic and international levels.

Consider Article 21, paragraph 1 of the
American Convention on Human Rights,
born of the Organization of American States:

1. Everyone has the right to the use and
enjoyment of his property. The law may

Mr. Walker is an attorney in private practice in
Tallahassee, Florida.

subordinate such use and enjoyment to
the interest of society.

At least paragraph 2 offers some minor
comfort:

2. No one shall be deprived of his property
except upon payment of just compensa-
tion, for reasons of public utility or social
interest and in the cases and according to
the forms established by law.

*“The law may subordinate such use and
enjoyment to the interest of society.”” A
rhetorical barrier such as the ‘‘interest of
society,”” ‘‘public utility,”’ or ‘‘social inter-
est’’ is no barrier at all to government
interference with property ownership; all a
government entity need do is declare that a
government ‘‘acquisition’’ of private prop-
erty is done in the ‘‘interest of society,”” and
the victimized property owner is legally
powerless.

Private Property Rights
in America

Followers of the demise of constitutional
protection of property rights in America
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A view from Hawaii’s Diamond Head. Approximately half of Hawaiian land is owned by the federal and state governments.

understand this; at one time, private prop-
erty was not to be taken by government
unless for a ‘‘public,”” as opposed to ‘‘pri-
vate,”’ use. ‘‘Public use’’ historically im-
plied such items as public roads, military
installations, or buildings and land to be
used by government to carry out its limited,
enumerated duties. The U.S. Constitution is
clear; as stated in the ‘‘takings clause’’ of
the Fifth Amendment, *‘ . . . nor shall pri-
vate property be taken for public use with-
out just compensation.’’

Now labeled by scholar Richard Epstein
as the ‘‘invisible’’ public use clause, the
U.S. Supreme Court nearly erased the
clause from the Constitution in the 1954 case
of Berman v. Parker, an urban renewal
case. In 1984, an allegedly ‘‘conservative’’
Supreme Court finished its mission of con-

stitutional deletion in Hawaii Housing Au-
thority v. Midkiff.!

Atissue was alaw which empowered land
tenants to enlist the aid of the Hawaii
Housing Authority to take by eminent do-
main the leased land owned by the Bishop
Estate charitable trust, the ultimate pur-
pose being that the tenants would then
purchase land from the Authority. The
Ninth Circuit Court of Appeals declared the
law unconstitutional, stating, ‘“We must
decide whether the Federal Constitution
permits a state to take the private property
of A and transfer its ownership to B for his
private use and benefit. It is our view that it
was the intention of the framers of the
Constitution and the fifth amendment that
this form of majoritarian tyranny should not
occur.”?
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A unanimous Supreme Court disagreed
and upheld the law.

Associate Justice Sandra Day O’Connor
dismissed Contract Clause and due process
attacks in a footnote. Focusing discus-
sion on the Bishop Estate holding title to
9 percent of the land in Hawaii, she wrote,
“The Hawaii Legislature enacted its Land
Reform Act not to benefit a particular class
of identifiable individuals but to attack cer-
tain perceived evils of concentrated prop-
erty ownership in Hawaii—a legitimate pub-
lic purpose.”’®> By inference, one could
conclude that private concentrated owner-
ship is bad, but government concentrated
ownership is good; the federal and state
governments owned 49 percent of Hawaii
land. Justice O’Connor’s opinion was silent
regarding the percentage of government-
owned land.

The, government did not condemn the
property in order to construct a government
building, or to build a street, or for reason of
military defense. The government interfered
with private property rights solely to inter-
vene in the private housing market, for the
benefit of private citizens, contrary to the
ownership rights of the landlord and the
contractual relationships between the land-
lord and tenants. Justice O’Connor de-
stroyed the public use requirement and
substituted a ‘‘public purpose’’ require-
ment, stating that ‘‘where the exercise of the
eminent domain power is rationally related
to a conceivable public purpose, the Court
has never held a compensated taking to be
proscribed by the Public Use Clause.”

As a matter of constitutional law, the
“‘public use’’ clause is a dead letter. It might
as well be the ‘‘interest of society’’ clause in
the American Convention on Human
Rights.

(At least certain state constitutions are
explicit, if jurisprudentially repugnant, in
their language. For example, the Florida
Constitution states that private property
may be taken for a public purpose rather
than use, thus the government’s legal power
to take private property is acknowledged as
legally legitimate for many more reasons
than if only for public ‘‘use.”’’)

The United Nations versus
Private Property

For an even more depressing look at the
absence of property rights recognition at the
international level, consider Article 17 of
Universal Declaration of Human Rights,
courtesy of the United Nations:

1. Everyone has the right to own property
alone as well as in association with oth-
ers.

2. No one shall be arbitrarily deprived of his
property.

Wonderful. The government cannot take
your property arbitrarily—that is if the gov-
ernment draws your name, deed, or title out
of a hat. Otherwise, presumably, if the
government has some desire for your prop-
erty, and has some non-arbitrary procedure
or protocol for taking the property, then the
government gets your property.

Even more shocking, in the collective
opinion of the United Nations the govern-
ment should not be required to compensate
you once it has your property. At least the
‘‘just compensation’’ constitutional require-
ment retains some life in American law— if
you have a good enough legal team to assure
that the government does justly compensate
you.

(The much discussed Lucas case from the
1992 term of the Supreme Court revolved
around the just compensation issue, and the
sole ray of jurisprudential light from that
case is that if a government regulation re-
moves all viable economic value from a
property, then the government must com-
pensate the property owner. While the Lu-
cas decision was a victory for property
rights proponents within our constitutional
system, the victory was but a successful
skirmish.)

The Universal Declaration certainly is a
product of twentieth-century minds, and
more’s the pity. While certain rights, prop-
erly understood, are deemed worthy of
protection, so is a laundry list of entitle-
ments to other persons’ property via social
security, public insurance schemes, ad in-
finitum—the usual ‘‘social’’ or welfare
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“rights.”” As pointed out by Gottfried
Dietze, any document produced to provide
some sort of legal bridge among communist,
capitalist, and social-democrat nations can-
not contain strong provisions on behalf of
private property; furthermore, the weak
regard for private property ‘‘was due to the
fact that Western democracies had become
sympathetic to a social appreciation of prop-
erty, whether they openly professed such a
sympathy in international negotiations or
not. No matter how gradually and imper-
ceptibly it may have happened, a social
conception of property has become so gen-
erally accepted by the so-called free societ-
ies that it constitutes a veritable ius genti-
um.”’* American legislatures and courts
began to severely diminish property rights in
the 1930s and 1940s. It is no surprise that if
America would not stand fast for the human
right of property ownership, neither would
the rest of the world.

The European Experience

But what of the European experience with
regionalized international human rights? In
the First Protocol to the Convention for the
Protection of Human Rights and Funda-
mental Freedoms, a product of the Council
of Europe’s member nations, property is
addressed as follows:

Article 1

Every natural or legal person is entitled to
the peaceful enjoyment of his posses-
sions. No one shall be deprived of his
possessions except in the public interest
and subject to the conditions provided by
law and by the general principles of in-
ternational law.

The preceding provisions shall not, how-
ever, in any way impair the right of a State
to enforce such laws as it deems neces-
sary to control the use of property in
accordance with the general interest or to
secure the payment of taxes or other
contributions or penalties.

‘‘Public interest.”” “‘In accordance with
the general interest.”’ ‘‘Secure the payment
of taxes or other contributions or penal-
ties.”” Again, we see a document which
provides a slight acknowledgment of prop-
erty ownership, and provides no shield
against government encroachment upon the
sphere of individual sovereignty made more
robust by private property. Europe we need
not look to.

Fortunately, neither the Universal Dec-
laration nor the American Convention have
any legal effect upon domestic American
law. The Senate has not ratified either
treaty, despite considerable legal-academic
and ‘‘progressive’’ support for incorporat-
ing the provisions of these ‘‘human rights”’
documents into the framework of funda-
mental American law.

Still, the rhetorical surrender by succes-
sive American administrations regarding
property rights as human rights reflects
three generations of Americans living off
their inherited philosophical capital—with
little understanding of what happens when
the capital of property rights is exhausted by
social engineers in the ‘‘interest of society.”’

Proponents of ‘‘international human
rights’’ and strong constitutionalism would
do well to read the words of Canadian
attorney and columnist Karen Selick, who
recently addressed the topic of ‘‘property
rights as human rights’’ quite elegantly:

In fact, property rights are the inevitable
extensions of those most basic of human
rights, the rights to life and liberty. If a
person chooses to spend some of his
precious time on earth converting his
energy into property (i.e., working for a
living), then depriving him of that prop-
erty later is equivalent to retroactively
depriving him of that portion of his life
which he spent working. It’s like expro-
priating an entire chunk of his life. It’s like
enslaving him.> O

. Hawaii Housing Authority v. Midkiff, 467 U.S. 229 (1984).
. Midkiff v. Tom, 702 F.2d 788, 798 (9th Cir. 1983).

. 467 U.S. at 241.

. Gottfried Dietze, In Defense of Property (1975), p. 171.
. Karen Selick, ‘‘Property Rights Are Human Rights,
Too,’” Canadian Lawyer (June/July, 1993), p. 46.

b WN -



THEFREEMAN

IDEAS ON LIBERTY
—

Rights Versus Entitlements

by Steven Yates

any people today speak of rights. We

hear of rights not just to life, liberty,
and the pursuit of happiness, but to a host of
other things as well, including rights to
employment, education, a certain level of
income, a certain quality of housing, race
and gender representation in the workplace,
freedom from economic insecurity, and
health care. Often these claims are made on
behalf of some group; thus we hear of
women’s rights, the rights of minorities qua
minorities, the rights of gays and lesbians,
the elderly, children, the handicapped, and
sometimes even the rights of animals. Usu-
ally a careful appraisal of what the advo-
cates for these various groups are saying
indicates their belief that their rights can be
fulfilled only by acts of government. Hence
they petition the government for new laws
or other favors.

If we consider the original rights ex-
pressed in the Declaration of Independence
and enumerated in the U.S. Constitution, it
should be clear that there are massive dif-
ferences between those rights and these new
ones. The original rights were rights to live
by one’s personal efforts without the inter-
ference of others, and in particular, without
interference by government. That is what

Dr. Yates is a Visiting Assistant Professor,
Department of Philosophy, University of South
Carolina, Academic Year 1993-94; Salvatori Fel-
low, The Heritage Foundation, 1992-94; and au-
thor of Civil Wrongs: What Went Wrong With
Affirmative Action (San Francisco: ICS Press,
1994) and recent articles and reviews in Public
Affairs Quarterly, Social Sciences Quarterly, Rea-
son Papers, IPI Insights, and other periodicals.

the founders of the United States were
declaring independence from, after all. The
Declaration of Independence speaks of the
right to pursue happiness; it does not offer a
guarantee that one will achieve happiness.
This makes all the difference in the world;
for in a free society there can be no guar-
antee that effort will meet with success.

Nevertheless, today we see plenty of
demand for such guarantees, and more and
more promises being made by government
in response to these demands. Take the
minimum wage. What this ‘‘right”” does is
force an employer to pay a higher wage than
employees’ services might be worth under
free market conditions. Or consider the
“‘rights” to access now mandated by the
Americans With Disabilities Act. This leg-
islation requires businesses and other orga-
nizations to make extra-economic accom-
modations but does not clearly spell out
what they have to do to comply. Such
ambiguity is another characteristic of many
recently discovered ‘‘rights.”’

Given the vast differences between what
is stated in this country’s founding docu-
ments and the demands we now see, accu-
racy and honesty call for a different term
than rights. The term entitlements crept into
our political and socioeconomic lexicon to
refer to federal programs such as Social
Security and Medicare. It is notable that the
decision to partake of the fruits of these
programs was not left up to the individual.
By law, he had to participate, and this meant
relinquishing an important aspect of free-
dom. Moreover, entitlements are always
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financed by compelling others to pay. Thus,
they lead to more and more interference
with individual freedom as government
grows in size to administer its programs,
seizing the fruits of individuals’ actions both
to support itself and to fulfill its entitlement
guarantees.

In other words, there is a hard and fast
difference between rights and entitlements,
a difference which the past seventy years of
government policy has blurred to the point
of indistinguishability. A free society must
recognize the distinction. Otherwise, it has
no way of knowing which claims of rights to
acknowledge and which to reject as spuri-
ous. Legitimate rights are easy to recognize.
They can be acted on by individuals without
the assistance of government and without
forcibly interfering with other individuals.
Entitlements, on the other hand, cannot be
fulfilled except through specific government
actions which require forcible interference
with others. Protecting rights is thus com-
patible with limited government. Granting
entitlements requires an ever-expanding
and increasingly meddlesome state. The
more entitlements the state grants, the more
it must extend itself to make good on its
promises, and the greater its level of inter-
ference with people’s actions. Moreover, by
interfering with successful actions, govern-
ment becomes a drain on the individual’s
energies. The individual must expend more
and more effort to get the same personal

benefits. This translates into a disincentive
to produce, and when less is produced, there
is less to seize and distribute. Soon, the state
can no longer keep its promises.

Today, government sees itself as in the
business of providing guarantees in the form
of entitlements; new, spurious ‘‘rights’’
such as those named at the outset are
manufactured by the hundreds of pages of
new legislation our government churns out
every day. A government which knows its
place, however, will shun entitlements. At-
tempts to provide guarantees to citizens, no
matter how well intentioned or how well
orchestrated, cannot be made without in-
troducing more and more interferences with
genuine rights as the government grows
exponentially in order to administer the
programs.

The government that sees itself as in the
business of fulfilling entitlements soon finds
itself under pressure to grant more and
more. Then, faced with burgeoning bureau-
cracy, declining opportunities, declining
prosperity, and a general malaise, it soon
finds that it cannot grant anything worth-
while at all. Today’s entitlement-granting
machine is leading the country into the
economic equivalent of a bottomless pit.
Only time will tell if we can reverse the
process by recovering the distinction be-
tween rights and entitlements and redefining
the purpose of government as protector of
the former, not guarantor of the latter. []




Ideas and Consequences

by Lawrence W. Reed

America’s Economics

Knowledge Deficit

Economics is a subject that dominates
public life and important policy discus-
sions these days, but those Americans who
rely on what they’ve learned of it in the
public schools are entering the intellectual
battle unarmed.

According to an informal survey in my
state of Michigan, 72 percent of the state’s
high schools offer economics. But of those,
51 percent make it a required course while
49 percent offer it as an “‘elective.”” Only a
tiny fraction of students choose to take the
subject when the choice is up to them.
Barely 49 percent of Michigan students had
actually completed one economics course
before graduation in 1992,

The survey involved no value judgments
regarding the kind of economics taught.
Some courses deal with little more than
‘““‘consumer’’ issues: how to balance a
checkbook, how to find the best deals in the
market, or how to borrow money at the
lowest interest rate. Those are all useful
things to know, but the mental tools and
essential principles needed to analyze and
evaluate the paramount issues of the day are
too often missing.

Moreover, even a cursory examination of
textbooks used in high school economics
courses reveals a dismal level of under-
standing or outright bias by the text authors

Lawrence W. Reed, economist and author, is
President of The Mackinac Center for Public
Policy, a free market research and educational
organization headquartered in Midland, Michi-
gan.

themselves. Students are sometimes read-
ing, for instance, that Americans are under-
taxed, that government spending creates
new wealth, and that politicians are better
long-term planners than private entrepre-
neurs. It is not uncommon for texts to
portray free market competition and private
property in a suspicious light while present-
ing government intervention with little or no
critical scrutiny. It therefore may actually
be a blessing rather than a curse that so few
students are exposed to what passes these
days in the schools as ‘‘economics.”’

Stripped of bias, the study of economics
is immensely important. Indeed, without it
we miss an understanding of much of what
makes us the unique, thinking creatures we
are. Economics is the study of human action
in a world of limited resources and unlimited
wants—a lively topic that cannot be reduced
to lifeless graphs and mind-numbing equa-
tions that occupy the pretentious planner’s
time.

What Economics Teaches

Economics teaches us that everything of
value has a cost. It informs us that higher
standards of living can only come about
through greater production. It tells us that
nations become wealthy not by printing
money or spending it, but through capital
accumulation and the creation of goods
and services. It tells us that supply and
demand are harmonized by the signals we
call prices and that political attempts to
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manipulate them must produce harmful con-
sequences.

Economics explains that good intentions
are worse than worthless when they flout
inexorable laws of human action. It reminds
us to think of the long-term effects of what
we do, not just the short-term or the flash-
in-the-pan effects. It tells us a great deal
about the critical role of incentives in shap-
ing human behavior.

In short, economics is a blueprint for a
free and sound economy, which is indispens-
able to satisfying human material needs and
wants. When the subject is well understood,
people learn that leaving other people alone is
a far more likely path to well-being than
shoving them around with political dictates.

When people have little or no economic
understanding, they embrace the ‘‘quick
fix’’ and support impractical ‘‘pie-in-the-
sky’’ solutions to problems. They may think
that whatever the government gives must
really be ‘“free,”” and that all it has to do to
foster prosperity is to command it.

Economically illiterate people are easy
prey for currency cranks who argue that
manufacturing more money will make us
wealthier. They may even think that trade is
abdd thing, that if we shut the borders to the
flow of goods our living standards will rise.
They will be not only unable to identify
economic snake oil, but also untrained to
detect its harmful consequences.

Arguably, America’s great economic
problems have their roots in widespread
ignorance of economic principles. When the
noted economist John Maynard Keynes was
asked in the late 1930s if we should be
concerned about rising debt and printing
press money, he reportedly responded with
this flippant remark: ‘‘In the long run, we’re
all dead.”” Today, as the late Henry Hazlitt
countered, is the tomorrow that yesterday’s
bad economists like Keynes told us we
could safely—but wrongly—ignore.

From the Clinton health. care plan to
financing schools and highways, Americans
are being asked every day to form judgments
and cast votes for programs and proposals
that are largely economic in nature. It would
behoove us to start talking about how we

provide the missing tools we need to make
those and other such decisions, so that we
don’t dig ourselves deeper in the muck of
poor thinking and bad public policy.

Mandates Are Not the Answer

So, you say, the answer is to mandate the
teaching of economics! If the schools aren’t
teaching the subject, well, then let’s make
them do it! Oh, there’s that tempting but
utterly counterproductive ‘‘quick fix”’
again—a symptom, in fact, of the very
illness I am describing.

Passing laws to require the teaching of
economics, as some states have already
done, is precisely not the answer. In public
education that only politicizes the subject
and guarantees that too many people who
don’t understand it or don’t want to teach it
are instructing bored youngsters who
couldn’t care less. The vast majority of
public school teachers are decent citizens of
good will and great talent, but as govern-
ment employees they labor in an environ-
ment naturally hostile to the critiques of
government action that sound economics
inevitably produces.

The idea of government-mandated eco-
nomics teaching strikes me as likely to be no
more effective than government-mandated
teaching of anything else. Aren’t we in the
midst of a national education crisis as it is,
with test scores and other measures of
student aptitude plummeting to disgraceful
levels? Is there any reason to believe that
government can teach us economics any
better than it teaches us mathematics?

The remedy for America’s economics
knowledge deficit is really the same remedy
for our general knowledge deficit: a combi-
nation of demonopolizing the education sys-
tem and diligent self-instruction.

If economics is as important as I’ve sug-
gested, then a market-driven, choice-fo-
cused, performance-based, and fully ac-
countable education system would surely do
abetter job of teaching it than a government
monopoly that gets subsidized whether it
teaches for the real world or not. Make
education a product of the marketplace
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instead of politics and much more than
just economics will be taught, and taught
well.

Formal schooling, though, even in a thor-
oughly privatized environment, can only be
part of the economics teaching equation.
What we learn on our own, especially if we
hope to inspire and persuade others, may be
just as important. Looking back on my own
economics training, I note that most of it
was under the auspices of private groups
like the Foundation for Economic Educa-
tion and by way of publications such as The
Freeman. ;

In any event, the relative absence of
economics from America’s classrooms is a
problem that requires our attention. Many
private efforts to solve it deserve our sup-

port. But no one should be fooled into
thinking that putting government in charge
will resolve it. O

Editor’s Note: Thanks to sharp-eyed
reader John Augustine of Hastings, Min-
nesota, who raised a question about Dr.
Reed’s July 1994 column. The last sen-
tence of the first paragraph of page 344
should have read:

‘A public sector that imposes more reg-
ulations than ever on the private sector
and consumes at least five times the share
of national income it consumed in 1900 is
stark evidence of those ideas.’’

Economic Illiteracy

Makes Bad Law

by Mark S. Pulliam

he great jurist Oliver Wendell Holmes

once said, speaking about judicial deci-
sions, that hard cases make bad law.! This
may often be true, but that is not the only
explanation for bad judicial decisions. There
are other reasons why judges sometimes get
things wrong—they may intend to reach a
desired result, and bend the law to get there;
or the lawyers for the parties may do a poor
job arguing the case; or, more typically,
judges simply make mistakes. In a case with
potentially far-reaching implications de-
cided by the California Court of Appeal for
the Fourth Appellate District in San Diego,
the court made a serious mistake; the reason

Mr. Pulliam is an attorney in private practice in
San Diego.

was economic illiteracy. The case, John
Ellis v. McKinnon Broadcasting Co.,? was
adispute between a TV station and a former
employee of the station, an advertising
salesman, over commissions that the sales-
man claimed were owed him. The salesman
voluntarily resigned from the station and
sued for a 20 percent commission on ads he
had sold prior to his resignation but that
were not paid for until after he left. The
salesman had a written contract with the
station that specified that ‘‘[nJo commis-
sions will be paid to the Employee on
advertising fees received by the station after
the Employee’s final date of actual employ-
ment.”’

There was no dispute that the salesman
had received all salary he was due and full
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commissions on all ads that had been paid
for before his last day of work. Because the
contract specifically said the salesman was
not entitled to commissions on revenues
received after termination, this would seem
to be an easy case. In fact, the salesman’s
lawsuit would seem to be frivolous on its
face. That is what the trial court concluded
by ruling in favor of the station. Wrong.
Welcome to California, where no claim is
frivolous and where easy cases routinely
make bad law. In a unanimous decision, the
Court of Appeal ruled in favor of the sales-
man and ordered the station to pay him
$19,768.12 plus his costs on appeal.

How can such an obviously incorrect
decision be explained? The station argued
that the contract was not ambiguous. The
Court of Appeal agreed: The contract
“‘clearly purports to deny [the salesman]
any commissions on advertising fees paid to
[the station] after the termination of his
employment.’” The salesman was not a
minor, nor was he incompetent (due to
insanity or illness) to enter into a contract.
The station did not defraud him or force him
to sign the contract under duress. He signed
the unambiguous contract knowingly, vol-
untarily, and, in the words of the court,
“without any objection or attempting to
modify it.”’ How, then, could the salesman
possibly win this case?

The short answer is that the court refused
to enforce the contract because it found the
unambiguous denial of commissions on
post-termination revenues to be ‘‘uncon-
scionable.’” The real answer is that the court
failed to apprehend the economic principles
involved in the case. The court found that
the contract was ‘‘unconscionable’’ for sev-
eral reasons: the salesman did not read it
carefully at the time he signed it; the con-
tract was in a standard pre-printed form
used by the station; the parties had ‘‘un-
equal bargaining power’’ because the sales-
man was an individual and the station was a
corporation; and the challenged provision of
the contract was, in the court’s view, un-
reasonable. (I am not making this up.)

The court’s decision reveals a disturbing
lack of familiarity with basic economic con-

cepts—economic illiteracy—on both a
practical and a philosophical level. On a
practical level, the court has undermined the
certainty and predictability on which busi-
ness, trade, and commerce depend. Under
this decision, all contracts, no matter how
clear, express and voluntary, may be chal-
lenged after the fact if one party fails to read
it carefully (or claims not to have read it).
Careless and sloppy behavior is encour-
aged, even rewarded. The courts will be-
come an arbiter after the fact of the ‘‘rea-
sonableness’’ of terms previously agreed to
and relied upon by the parties. All commer-
cial transactions—and many transactions
between individuals—depend on contracts,
and the expectation that agreements, once
made, will be enforced. A deal must be a
deal. The decision in this case invites chaos
in California’s business community, not to
mention needless litigation. A legal system
Jjustly viewed as contributing to an unfavor-
able business environment has just made
things worse.

On a philosophical level, the decision is
even more troubling. Our nation was
founded on certain political and economic
principles, including individual liberty, pri-
vate property, and limited government. A
free-market economy—call it what you like,
capitalism, the free enterprise system, or
freedom of contract—is an indispensable
requirement for personal autonomy and in-
dividual liberty. When relationships among
people are formed voluntarily, in the ab-
sence of fraud or duress, both economic
efficiency (or ‘‘consumer welfare’”) and per-
sonal freedom are maximized. Accordingly,
one of the principal responsibilities of gov-
ernment is the enforcement of contracts.
The refusal of government to enforce a valid
contract is an interference with and viola-
tion of the most fundamental individual
liberty citizens have in a free society—the
right to determine their relationships on
mutually agreeable terms.

The court’s opinion not only refuses to
enforce an unambiguous contract between
competent parties, it does so for dubious
reasons. There is no such thing as ‘‘unequal
bargaining power’’ among consenting
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adults. In order for a voluntary exchange to
take place, both parties must be willing to
trade something of value to the other. By
definition, both parties to a contract believe
they will be better off as a result. This
principle of voluntary exchange is inherent
in every economic transaction we enter into.
The allocation of all goods and servicesin a
free economy is determined by the desires
expressed by willing buyers and sellers.
When a consumer enters a Sears store, or a
K-Mart, or a Wal-Mart, his ‘‘bargaining
power’’ is the same as it would be at a swap
meet, a yard sale, or a Middle Eastern
market.

The consumer is not required to buy
anything, and will not purchase an item
unless he regards it as being more valuable
than the amount of money being charged for
it. Whether that price is established unilat-
erally by the seller or as the result of
negotiation with the buyer is irrelevant.
There will be no agreement unless the price
is acceptable to both parties. Whether the
buyer is a corporation or an individual is also
irrelevant. Absent fraud or duress, all vol-
untary economic exchanges are equally con-
sensual. As recent events have illustrated,
even the mightiest Fortune 500 corporation
(IBM and General Motors come to mind)
cannot force consumers to buy their prod-
ucts if better or cheaper alternatives exist in
the market, or if consumers simply don’t
want them.

At the outset of the employment relation-
ship, the TV station in the Ellis case was not
legally required to pay commissions to the
salesman. It could have paid only a salary.
The station was not required to pay a 20
percent commission; it could have offered a
5 percent, or 10 percent, or 15 percent
commission instead. Of the many (indeed,
infinite) permutations of conceivable terms
of employment, the station offered a partic-
ular formula of compensation consisting of
a specified salary and a specified commis-
sion on specified sales. It is not the business
of the government (and courts are just
another branch of government) to censor
terms of voluntary exchanges or to review
their ‘‘reasonableness.’” The salesman

agreed to the particular package of compen-
sation and benefits offered by the station.
The terms were explicit and unambiguous.
If the salesman didn’t like the terms, he was
free to say no, to find another job. But he did
not. He entered into a contract with the
station. After the fact, he went to court and
asked the government to require the station
to pay more than it had agreed to pay. The
court obliged, reciting a litany of nonsensi-
cal reasons. The case was an easy one, yet
it produced a bad decision. And while the
amount in dispute in Ellis was relatively
small, the court’s erroneous reasoning will
hold sway in other, more substantial cases.
It is a sad commentary on our judicial
system that basic economic concepts are so
poorly understood. As a consequence, it
does not take a hard case to make bad law;
for economic illiterates, any case will do.

Federal appeals court Judge Alex Kozin-
ski once described a similarly misguided
decision of the California Supreme Court as
“‘more resemblfing] a brick thrown from a
third story window than a rule of law.”’> To
the TV station in this case—who, after
winning in the trial court and incurring
attorneys’ fees to defend the appeal, is
ordered to pay almost $20,000 in commis-
sions that were never bargained for, upon
the basis of an argument that was never
made by the appellant—the decision in Ellis
is more like a drive-by shooting. Unfortu-
nately, while the TV station may be the
random victim, the Ellis decision reflects
more than an isolated lapse by a particular
panel of appellate judges in California.
There is a disturbing phenomenon under-
way across the nation. At the urging of
litigants (both individuals and corpora-
tions), courts are increasingly intruding into
business and personal relationships. Schol-
ars such as Peter Huber and Walter Olson
have documented the ‘‘litigation explosion”’
in America and the accompanying changes
in the nation’s legal system.

Judge Kozinski, one of the few jurists to
decry these changes, has pointed out that
the trend toward intrusion into contractual
relationships ‘‘generates serious costs and
uncertainties, trivializes the law, and denies
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individuals the autonomy of adjusting mu-
tual rights and responsibilities through vol-
untary contractual agreement.””* According
to Judge Kozinski, the result is that ‘‘both
the commercial world and the courts are
needlessly burdened: The parties are ham-
strung in developing binding agreements by
the absence of clear legal principles; over-
burdened courts must adjudicate disputes
that are incapable of settlement because no
one can predict how—or even by what
standard—they will be decided.””> The ar-
rogance of judges who wish to rewrite par-
ties’ contracts, with no apparent under-
standing of the business world in which they
interlope, is, in the words of Judge Kozin-
ski,

symptomatic of a more insidious disease:
the novel belief that any problem can be
ameliorated if only a court gets involved.
Not so. Courts are slow, clumsy, heavy-
handed institutions, ill-suited to oversee
the negotiations between corporations. . . .

Moreover, because litigation is costly,
time-consuming and risky, judicial med-
dling in many business deals imposes
onerous burdens. It wasn’t so long ago
that being sued (or suing) was an unthink-
able event for many small and medium-
sized businesses. Today, legal expenses
are a standard and often uncontrollable
item in every business’s budget, diverting
resources from more productive areas of
entrepreneurship. Nor can commercial
enterprises be expected to flourish in a
legal atmosphere where every move, ev-
ery innovation, every business decision
must be hedged against the risk of exotic
new causes of action and incalculable
damages.®

““Progressive’’ judges willing to interfere
with the contractual arrangements of others,
aside from creating obstacles to commerce,
are engaged in an odd exercise of historical

atavism. One of the defining characteristics
of Western society, and the essence of its
emergence from medieval feudalism, is the
movement from status to contract.
Friedrich Hayek wrote that ‘‘the conception
of status, of an assigned place that each
individual occupies in society, corresponds
. . . to a state in which rules . . . single out
particular persons or groups and confer
upon them special rights and duties. The
emphasis on contract as the opposite of
status is ... that the law supplies [the
instrument] to the individual to shape his
own position.””” As a matter of history, the
simultaneous development of contract prin-
ciples and a market economy liberated man-
kind from the squalor and oppression of
rigidly hierarchial, status-based feudal sys-
tems that had prevailed in Europe for cen-
turies. In the name of protecting individual
rights, modern-day judges spurn the free-
dom of contract that is essential to liberty in
favor of status-based classifications that are
incompatible with liberty.

This is the supreme irony of our legal
system’s infatuation with itself and its pre-
sumed ability to improve upon the sponta-
neous, private ordering of the market. That
grand conceit, like the conceit of all gov-
ernment regulators, is just another step
down the road to serfdom. As Judge Kozin-
ski has warned, the overreaching of govern-
ment officials into private relationships
should be viewed with no less suspicion just
because they happen to wear robes.® []

1. “‘Great cases, like hard cases, make bad law’’ (dissenting
opinion in Northern Securities Company v. United States, 193
U.S. 197, 400 [1904]).
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3. Oki America, Inc. v. Microtech International, Inc. 872
F.2d 312, 315 (9th Cir. 1989) (Kozinski, J., concurring).
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6. Id. at 316.

7. Friedrich Hayek, The Constitution of Liberty (Chicago:
University of Chicago, 1960), p. 145.

8. 872 F.2d at 316.
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“Thou Shalt Not Steal”

by Jan Michal Malek

Poland and the other post-Communist
countries of central and eastern Europe
are struggling to establish a market society
with freedom for all citizens. Advisers from
the West who recommend U.S.-type gov-
ernment regulations, banking, and welfare
state programs, on the theory that to insti-
tute free markets the former Communist
nations should follow the U.S. example, are
doing the people of those countries no
Javors. The essential ingredient for turning
back Communism and establishing a free
market society, as Mr. Malek makes clear in
this article, is the protection of private
property. The original and longer first ver-
sion of this article was published in Polish in
the Warsaw weekly ‘‘Najwyzszy Czas!’’ on
December 11, 1993. That text directed to
““common men’’ was intended to show the
main difference between the political Right
and Left on the plane of economy.

In the Communist Manifesto Marx and
Engels stated that the Communist theory
could be expressed in one single phrase—
‘‘abolition of private property.’’ Various
names have been coined to describe Marx-
ian programs—collectivism, nationaliza-
tion, socialization of the means of produc-

Mr. Malek, born in Poland, has lived in the
United States since 1967, working as an engi-
neer, inventor, and real estate investor and
developer. He still maintains close ties with
friends and relatives in Poland. Mr. Malek has
translated into Polish and published Ludwig von
Mises’ The Anti-Capitalistic Mentality, and
sponsors the translation and publication of other
books explaining and promoting the free market.

tion. When put into practice, however,
these programs all have one common de-
nominator —reliance on the forceful expro-
priation by the State of the property of its
citizens. If called by its proper name, it
would be known simply as theft.

The true Marxists, ‘“‘Reds,”” Communists,
and the “‘extreme Leftists,’”” are the most
antagonistic toward private property, espe-
cially private ownership of the means of
production, and are the most radical in their
programs to take control over people’s
property. Others in the Leftist camp—the
socialists—are more moderate, proposing a
gradual* or partial expropriation or limita-
tion, through state intervention, of the rights
of individuals to freely dispose of their
property. The more Leftist is the attitude of
some parties, groups, or particular people,
the less respect they have for individual
rights and economic freedom.

Opposing the Leftists are the ‘‘Rightists.”’
One main feature of all the Right is its
anti-Communism, and subsequently its de-
fense of the right of people to own and freely
dispose of all kinds of property, including
factors of production. A person deprived of
property rights is no longer a free human
being. So, by respecting property rights, the
“Rightists’’ are defending freedom.

Whoever claims to belong to the Right,
but who advocates giving the State the
authority to dispose of the citizens’ honestly
acquired property (that is, not acquired by
*4 known official statement in the Communist

countries was that ‘‘Socialism is the road to
Communism.”’

486
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way of violence, deceit, or theft in any
form), misleads himself and other people; he
acts on behalf of the Left. On occasion it
may be necessary—because of a real threat
to human life, human freedom, or other
people’s property. Even then, it must be in
exchange for just compensation.

In view of the above, the ‘‘extreme
Right”’ label should be applied to those who
defend most vigorously the sanctity of le-
gally acquired private property and of the
principle ‘‘Thou shalt not steal!”

A Natural Right

The notion of property rights has existed
in all cultures and in all regions of the world
since the beginning of mankind. The right to
property, indeed, is seen as a ‘‘natural
right.”’” People realized very early that vio-
lating this right, by engaging in theft of any
kind was harmful and dangerous to the
community. For that reason theft was pun-
ishable under the unwritten common law or
in accordance with written regulations such
as those in the Babylonian Code of Ham-
murabi nearly 4,000 years ago. The penalties
imposed aimed at insuring the security of
people’s property and the maintenance of
order in the community. The greatest reli-
gions of the world condemn theft, that is, the
violation of property rights. The Seventh
Commandment explicitly forbids theft.

For millennia throughout history, there
have existed castes and social classes of
people—slaves or serfs—who were essen-
tially the property of others. Those persons
had almost no right to own property and
possessed virtually nothing. As slaves or
serfs generally constituted the great major-
ity of the population, the opportunity to
exercise property rights was very limited.
The denial of property rights to such a large
segment of the population accounted for the
slow material progress for thousands of
years. Only as new laws permitted the
previously underprivileged to enjoy full
property rights did individuals begin to gain
freedom: first mainly in the Netherlands,
then in England, and finally in other Western
countries. This freedom brought with it

rapid material progress. Later, the capitalist
system that evolved—based on respect for
property rights, private ownership, and the
freedom to own and dispose of the means of
production—Iled to a real outburst of mate-
rial progress, bringing to the capitalist coun-
tries economic welfare such as had never
been known before.

If respect for private property yields such
beneficial results, could the lack of such
respect also have positive economic and
social consequences? Suppose some indi-
viduals, even the state, disregarded the
ancient ban against violating property rights
and taking property from others? Could this
possibly be beneficial? How about the effect
of the loss of respect for private property in
countries where it was traditionally, or still
is, nominally protected, or at least toler-
ated?

In truth, the fact that some people and
their governments assume the right to take
private property from some and distribute
it to others wastefully is the main source
of most contemporary economic and social
ills. Those deprived of their property are
victims; and frequently the supposed bene-
ficiaries are victims, too, as their moral
standards, freedom, and initiative degener-
ate. Other innocent people and society
as a whole also suffer because of such
actions.

¢“Social Justice’’

From its beginning Christianity promul-
gated the sanctity of the Commandment to
love your neighbor. The Left substituted for
this Commandment the notion of ‘‘social
justice,”” which is supposed to be something
better than what is understood as “‘justice.”
The concept of ‘‘social justice’’ however,
takes no account of the Tenth Command-
ment—*‘Thou shalt not covet anything that
is thy neighbor’s.”’ Moreover, it also ignores
the Seventh Commandment—*‘Thou shalt
not steal.”

Often, people are misled to believe that
the Left’s ideas on ‘‘social justice’’ are
similar to the teachings of the Church in
regard to helping the sick and the poor. This
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is wrong. The Church teaches that the
people have to help the needy with their own
funds and means (as well as with acts of a
non-material type, such as providing moral
support). On the other hand, the Left, when
in power, confiscates income from produc-
tive people to distribute among other groups
of people. A small part of this largesse goes
to the needy, who in exchange are expected
to support the Left’s efforts to stay in power.
The state bureaucracy then consumes or
wastes the major part of those funds ac-
quired by coercion and theft of various
forms.

In its plan for ‘‘social justice,”” Leftist
governments devise social welfare pro-
grams to provide free health care, educa-
tion, transportation, and recreational facil-
ities. Obviously these services are free to
the direct beneficiaries only; the taxpayers
must foot the bill. The services offered
under these programs are allocated by pol-
iticians, administrators, and bureaucrats.
As these officials usually look out for their
own interests, the programs soon become
very expensive. Overhead costs increase.
Indirect costs mount also as the implemen-
tation of these social programs calls for
anti-free-market state interferences that up-
set the natural market processes. Negative
economic and special phenomena follow,
such as the inflation, recession, depression,
unemployment, experienced by the social
democracies of the West. All these negative
phenomena arise as the state interferes in
economic life and violates the property
rights of its citizens. Countries of the Far
East with capitalist or similar systems have
adopted only very few, if any, of these social
programs and are now flourishing econom-
ically and beginning to catch up with the
West.

In the task of spreading the truth about the
evils of violating property rights, which
conflicts with the Commandment ‘‘Thou
shalt not steal,’’ the political Right in essen-
tially Christian countries such as Poland,
has, or should have, strong support in the
institutions of the influential Catholic
Church. Unfortunately however, there are a
few clergymen who prefer to avoid discuss-

ing in depth the Seventh and Tenth Com-
mandments and who like to criticize, some-
times even from Leftist positions, free-
market capitalism. They are critical of
capitalism even though that economic sys-
tem is based on respect of property rights
and, therefore, respects the Decalogue’s
Commandment ‘‘Thou shalt not steal.”

The criticism by these clergymen usually
relates to capitalism’s alleged lack of sensi-
tivity toward the poor, exploitation of work-
ers by the rich, and the drive for profit and
material things to the detriment of the spir-
itual life. Yet the capitalist system has
improved the conditions of mankind more
than any other economic system.

It has raised standards of living to an
almost unbelievable extent and substan-
tially lengthened the average lifespan. The
dictate of the capitalist system is service to
other people—customers, clients, patrons,
collectively called consumers. The capital-
ist who does not serve consumers well by
producing goods or delivering services to
meet the material needs of the largest num-
ber of people, will not be profitable. He may
lose his business and his capital, and so
cease to be a capitalist.

1 believe that one need not go far to
perceive here an analogy and an affinity to
Christ’s Commandment of serving your
neighbor. The Christian who does not do
good and is not useful to others becomes an
empty vessel. So, it is worth pointing out
that the dictate or command of serving other
people, though in various ways and for
completely different reasons, is common to
Christianity, other major religions, and free
market capitalism. They also have in com-
mon with the political Right respect for the
property rights of individuals. Without such
respect one cannot serve others well. This is
one important reason why the Left, which
disrespects and violates those rights, always
fails in its economic programs.

Even though Christianity, Judaism, Is-
lam, and many other religions stand firmly
for the sanctity of the Commandment
‘““Thou shalt not steal,’’ relatively few peo-
ple realize the vast meaning and implica-
tions of that imperative.
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The Politics of Good Intentions

How many people are aware that trying to
benefit some at the expense of others, even
when done with the best of intentions, leads
to detrimental consequences, often directly
contrary to what had been intended?

Here are several examples:

1. Government allowances for poor girls
and single women with children. The idea
seems noble enough. Yet, when put into
practice in the United States and other
countries, such programs have led to drastic
increases in the number of illegitimate chil-
dren, fatherless families, and mothers with
children dependent upon the state, which
becomes a sort of the ‘‘head’’ of the family.
Every poor woman with a child may qualify
if the father fails to provide; the allowance
comes to her automatically as a kind of
reward for having children out of wedlock.
Generally, the more children, the higher the
welfare benefits. Often each child has a
different father(!)* As a result of such poli-
cies, during the last quarter of the century
the number of illegitimate children has in-
creased several times and is still growing in
the United States. These children very often
become non-achievers, school dropouts,
and drug addicts. Once physically mature,
they reproduce themselves and the cycle
continues. As the number of women and
children on welfare increases, the scope of
poverty widens, the institution of the family
disintegrates, criminality soars, and the so-
ciety gradually degenerates.

2. Progressive taxation was specifically
recommended in Marx’s Communist Man-
ifesto. By taking the profits of those who are
most productive and can best satisfy the
material needs of consumers, progressive
taxation penalizes those who are most suc-

*Otherwise, the welfare officials of the govern-
ment would presume that the father stays and
supports or will support the family, and that,
therefore, the mother does not qualify for the
welfare benefits. So it is a financial disincentive
for her to run the risk of living permanently with
one and the same man, or to marry and have
legitimate children.

cessful in helping others. It also prevents or
inhibits the accumulation of capital needed
for investment. By hampering new ven-
tures, progressive taxation leads to fewer
jobs and more unemployment, lowers pro-
ductivity, reduces living conditions, and
contributes to economic backwardness.

By raising the expenses of employers,
progressive taxation may force them to lay
off employees or prevent them from hiring
new employees or contractors. The funds
collected may then go toward unemploy-
ment benefits or toward the upkeep of state
officials. Thus, the money from progressive
taxes is invested in idleness. Productivity
declines still further.

3. The offer of government subsidies at-
tracts more and more applications for hand-
outs. When unemployment benefits are
raised, the number of ‘‘unemployed’ in-
creases. When benefits for the homeless
are raised, more homeless are found. As
the state ‘‘invests’’ more in a program to
overcome one social problem, more people
apply for ‘‘benefits’’ and the problem gen-
erally becomes more serious. Private in-
dustry withers under the higher and higher
taxes needed to pay the costs. At the same
time, the bureaucratic welfare ‘‘industry’’
prospers and expands as the numbers of
poor unmarried mothers, fatherless chil-
dren, unemployed, and homeless increase.
The bureaucratic ‘‘industry’” thus has a
vested interest in the increase of human
misery.

4. The manipulation of market prices by
the state through ‘‘price regulation’ may be
intended to prevent ‘‘unjustified’’ price
rises. Their effect, however, is to deprive
manufacturers or service providers of some
part of the value of their production, and to
transfer that portion to those who obtain the
goods or services. This discourages the
incentive of producers or service providers
to continue or expand production or ser-
vices. Thus, “‘price controls’’ always pro-
duce shortages and ‘‘black markets’’” where
goods or services are offered at prices higher
than they would have been in a free market.
Instead of lower prices, therefore, higher
prices result, the difference being covered
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by consumers. These consequences of in-
troducing ‘‘price controls’’ in the name of
‘“‘social justice’’ are usually blamed by the
government and the ignorant public, not on
the regulations, but on speculators and
“‘profiteers.”’

As the above examples show, govern-
ment social welfare programs deepen peo-
ple’s poverty. They are not a war against
poverty; they are a war against the poor.

The Proper Role of the State

The main purpose of the state should be to
ensure the freedom and physical security of
citizens and to protect their property from
aggression. When the state collects taxes
proportionally to insure the safety of the
country and the equal protection of all
citizens and their property, it acts in con-
formity with its duties and in agreement with
its legitimate purpose. On the other hand,
when the state, instead of protecting the
property of its citizens, ‘‘takes’’ property
from some in order to favor others, then it
abuses its powers. In doing so, it shows
disrespect for property rights, and acts in
conflict with the Commandment ‘‘Thou
shalt not steal.”” The distinction between
what is allowed, and what is not, becomes
blurred. Many then cease to distinguish
between right and wrong: When the state
justifies its immoral behavior by claiming
that it is for the ‘‘public weal,” that it is in
the ‘‘public interest,”” or for the sake of
‘“‘social justice,”’ private citizens and com-
mon men can also find some justification for

immoral behavior. This, in turn, contributes
to rising crime rates.

The above presentation shows that social
and economic programs based on, or involv-
ing the rejection of, the Commandment
““Thou shalt not steal’’ bring about results
contrary to those intended. In fact, such
rejection of property rights by state policies
brings misery to the people. In this author’s
view the injunction and Commandment
“Thou shalt not steal,”” in its broadest
sense, is an economic imperative. If the
science of economics is meant to provide
instructions on how to use, in a most ma-
terially efficient and socially beneficial way,
the resources available to a nation or other
community, this imperative is, or must be,
at work in any economic program of the true
political Right.

The goal of the Right is to improve the
living conditions of the poor by moral and
effective means. The disabled, the sick,
underage orphans, widows without pen-
sions, the aged without family protection,
and the unemployed, should be helped by
voluntary, self-help organizations, private,
religious foundations, charitable institutions,
or guardians operating in local communities
and churches. The Right says yes to every
such truly social welfare program; no to gov-
ernment-operated, state welfare programs.

Only the Right can lead the society to
prosperity. To achieve the leadership role
however, the Right should pay more atten-
tion to the economic aspects of its programs,
and to undertake an educational offensive of
propagation of economic truths among the

people. O
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Treachery?

by Scott Alexander

y profession involves me in an aspect

of the manufacturing process—sur-
face finishing—in which the opportunity for
treachery abounds. My Macmillan Dictio-
nary uses four striking words in its definition
of the word treachery—willful betrayal, and
violation of a trust. My job is basically
two-fold: To assist in the selection and supply
of appropriate polishing/buffing equipment
and to consider for recommendation products
and methods which might improve a pro-
duction process. To betray my customers or
violate their trust in either task would be
treachery.

Surface finishing is an ancient art and
mysterious craft, Doubt not that buffers and
polishers played critical roles in the earliest
of industries, from flint-knapping and arrow-
fletching to amulet-shining and stone-carv-
ing. In my day, surface finishers perform
key steps in the preparation and completion
of innumerable objects for industry, tech-
nology, commerce, medical prostheses, and
cosmetology. These articles include ham-
mers, computer chip boards, credit card im-
printers, artificial knees, and fingernail buff-
ers. People who are fond of cooking or eating
might be surprised to learn that a good quality
spatula like a Dexter, is a very highly engi-
neered and refined masterpiece of metallurgy,
plastics technology, woodcraft, machinery
design, and surface finishing. Accomplished
chefs and expert short-order cooks wouldn’t

Mr. Alexander owns an industrial surface finish-
ing supplier, Better Buff Co. in New Milford,
Connecticut. He drew upon FEE materials to
complete a bachelor’s degree in Operations
Management at SUNY.

be caught dead flipping an egg without the
right balanced, bended, beveled spatula.

Such products must meet the demands of
the person purchasing them. The demands
are seemingly endless! Even when a fry
cook will settle for any old spatula in a
pinch, he or she still expects one to be
available at the closest dimestore or dis-
count outlet and at a reasonable cost and
right now! Purchasers also have at their
disposal large numbers of advisers like ad-
vertisers, experts, know-it-all family mem-
bers, and trendsetters who shape, influence,
and increase their demands. These further
demands must be met at a reasonable cost
and right now!

Rarely will a purchaser settle so easily.
Usually a product must be the right size, of
the right material, the right quality, durable,
clean, and pretty! Of course, it must also be
available at a reasonable cost and right now.
Superior surface-finishing method is used to
prepare objects’ surfaces for fit or further
processing like electroplating or to make
mundane objects gleam and glisten like
gems or clear crystals.

Therein lies a great challenge. Despite the
notions some technocrats have of our soci-
ety being able to categorize, quantify, and
standardize just about everything, espe-
cially in manufacturing, I insist it can’t be
done. I say there are two broad reasons for
this inability: 1) long before the process of
examination, standardization, and publica-
tion of approved (licensed?) products and
procedures is completed, the initial de-
mands change, and 2) the human beings who
attempt to perform the several tasks of
production at any level of capitalization do
not do so uniformly from person to person
nor individually from hour to hour! I really
do believe that the way one person pushes
a button is different from the way another
pushes the same button, despite the obvious
similarities.

All this notwithstanding, I daily deal with
enterprises which I must not fail to help
achieve fabulous finishes measurable to sur-
face scratches of less than one one-millionth
of an inch in depth. Results must be attained
consistently and without regard to many
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constantly changing circumstances. If this
process does not succeed, I may be sus-
pected of having behaved treacherously,
with having sent the inappropriate abrasive,
perhaps through ineptitude, or perhaps to
invalidly increase my profit. It’s a little
scary!

Last Christmas-time, I was able to escape
from all that by going gift shopping with my
wife, Kathy, to an entire village of shoppes
selling crafts-works. I could see that many
people are appreciative and receptive of the
talents of highly skilled and artistic crafts-
workers. I could see why those wonderful
articles are so treasured. They are beautiful,
interesting, reminiscent, unique, whimsi-
cal—or all of the above. It’s almost trans-
forming to watch a coppersmith fabricate a
lamp using no modern tools, or a weaver in
jeans, a baggy sweatshirt, or a depression-
era calico dress staring into the loom and
threads and s-l-o-w-l-y widening yardage,
each crafts-worker doing his or her best to
produce a quality product that will merit
some purchaser’s trust.

As we made our circuit of these specialty
shops, in search of unusual gifts, I envied
the craftsmen and their products. An ador-
ing public filled their shops, cooed with love
over every misshape, broken warp or woof,
or peculiar nick, each prized as proof of
quality and precious personality.

Producers in an industrial setting where
mass production prevails have essentially
the same goal—to produce a quality product
their customers will want. But they face a
different problem—to produce quality prod-
ucts in quantity that are uniform. The time
factor also presents a challenge; products
must be available here and now.

Part-geometry-standardization required
for mass production (accomplished, hope-
fully, through capitalization) is perhaps the
single greatest accomplishment to meet that
challenge. Increased productivity makes for
increased wealth. Individual skills and per-
formance make for individual productivity.
Capitalization makes for more productivity.
If the people I serve stopped working or
were prevented from pursuing efficiency or
employing their genius, we’d all need to

return quickly to the handcrafts, weaving,
and copper tinkering—or starve!

My experience pointedly illustrated a fun-
damental fact of the marketplace: An able
buyer buys what an able buyer desires, if, as,
and when the desire occurs. No amount of
training or ‘‘paying dues” in the seller’s ex-
perience is even considered by the buyer.
Some buyers want whimsy, a marked absence
of uniformity. Others want uniform products
immediately that can only be supplied through
mass production—products of the right size,
right material, right quality as they see it.

So, it was back to the grind; holiday over,
I went back to buff-mania! I resumed the
fabrication and order-filling of quality fin-
ishing fixtures and furnishments. I also be-
gan the compilation and summation of the
quarter-end and year-end figures for sales
tax, use tax, employment tax, etc.

Most manufacturing costs are anticipated.
They may be planned for by researching
materials costs, labor and facilities costs, and
such. Business men and women must know
within pennies what their basic costs per hour
are. They must have some idea regarding
expected selling prices and potential profits.

One very large business consideration
which unfailingly eludes the most brilliant
business minds and mavens is the impact on
operations and costs of a governmental
regulation amended with little or no advance
notice. It isn’t unusual to hear cost analysts
or business leaders talk about damages in
new tax rates or the need to ‘‘right-size”’
their enterprises according to a newly an-
nounced regulation which might affect al-
ready-bought-and-paid-for resources.

If a business person has a contract with
another business person who arbitrarily al-
ters the agreement, demands more money,
more rapid remuneration, increased author-
ity with less expertise—well, you get it!
Wouldn’t this be a betrayal of the prior
agreement? A violation of trust? Wouldn’t
that be treachery?

Suppose the government does the same?
Suppose it alters a previous regulation, fee,
or tax, demands more money retroactively,
more rapid payment, increased authority? I
leave it to the reader to answer. O
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by Toshio Murata

ight months after the end of World War

II, in the spring of 1946, I brought my
men of the Army Field Hospital in Hang-
zhou, China, back to Japan. When we got off
the train at their home station, we found the
whole city destroyed, devastated by some
powerful bomb or incendiaries. No build-
ings, houses, or trees were to be seen. Only
new shacks here and there. Ichiro Watanabe
of our group, who had lived there with his
family and had had a store near the railroad
station, was so shocked by the hellish scene
that he suddenly started singing a lullaby, a
requiem to his beloved children. The name of
the city was Hiroshima.

Fortunately, my home in Kochi on the
island of Shikoku was intact, although the
main part of the city had been seriously
damaged by bombing on July 4, 1945. As a
result, we had an unobstructed view of the
whole city from our house. The reconstruc-
tion of Japan had to begin, so to speak, from
“Ground Zero.”’

Professor Murata has taught economics for
many years at Yokohama Commercial College in
Japan. He earned a master’s degree at New York
University, writing his dissertation under the late
Ludwig von Mises. He has also translated sev-
eral of Dr. Mises’ books into Japanese, includ-
ing, Human Action.

Post-World War II Hardships
and Inflation (1945-1949)

The soldiers and civilians who returned
from the war aggravated the food and un-
employment situation. Production nation-
wide was in disarray. Of Japan’s eighty
million or so people, close to 10 million were
non-producers, either in the military or on
some other government payroll. Land re-
form, abolition of the peerage system, and
the liquidation of big financial combinations
had overturned the entire prewar social
structure. Bank deposits had been frozen;
depositors could withdraw only a limited
amount each month. The prewar privileged
were hard-pressed to survive, while some
who had experienced hyperinflation and
other calamities abroad had learned how to
make a fast buck. There was a serious
shortage of food. Farmers were more for-
tunate than most as they were able to trade
their rice for jewels, furniture, kimonos,
wedding costumes, or whatever, with those
who were trying to supplement their insuf-
ficient rations.

In those post-war days, the Japanese
could “‘escape’’ for a few hours by watching
American movies. Beautiful American
houses and appetizing food on the screen
were the envy of the Japanese. ‘‘Catch up
and pass America’’ became their goal. But
at that time it seemed an ‘‘impossible
dream.”

The government tried to cope with the
shortages by printing money, i.e., inflating.
When prices rose because of the demands
for commodities by the new money recipi-
ents, the government attempted to fix
prices, at least of the major staples. The
government’s Price Control Board had to
hire more clerks to keep pace with the
increased applications from businessmen
for price increases. But government con-
trols and government employment could not
bring economic development to Japan. That
would take the energy and genius of entre-
preneurs who were freed to compete on
world markets. Eventually Japanese busi-
ness produced steel, refined oil, built ships,
manufactured automobiles, and developed a
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wide range of consumer electronics goods.
Honda, Toyota, Nintendo, Sony, and
Canon became household words throughout
the world.

Recovery Begins

The Reconstruction Finance Bank (RFB),
founded in January 1947, floated bonds,
most of which were underwritten by the
Bank of Japan, and loaned money to pro-
ducers of priority goods— food, coal, steel,
ships, electricity, etc. The RFB’s loans
increased the production of coal, iron, steel,
and rice, but at a high price: accelerated
inflation.

An American adviser, Dr. Joseph M.
Dodge, visited Japan in February 1949; his
aim was to stop the inflation. The ‘‘Dodge
Line’” he prescribed called for reducing
subsidies, discontinuing the RFB bonds,
and developing a government surplus. In-
flation subsided as a result and production
began to revive.

With the intent of encouraging economic
development, the government restructured
its Ministry of Commerce and Industry in
May 1949, forming a new Ministry of Inter-
national Trade and Industry (MITI). MITI
hoped to shape and direct Japanese produc-
tion by administrative regulations. It has
had an impact on steel, oil, and trade.
However, its influence has not been com-
plete, and it has not always been beneficial.
MITTI’s administrative regulations were not
supposed to be binding but businesses gen-
erally felt compelled to go along ‘‘voluntar-
ily,” or face possible ‘‘bureaucratic harass-
ment’’ later. Administrative guidelines
could also be used as a barrier to deregula-
tion.

Many production facilities had been re-
duced to ashes during the war. So new
plants had to be constructed and the latest
technology was imported. The new factories
with low labor costs had a competitive edge
over American plants; they were able to cut
costs and increase productivity. Investment
expanded and economic reconstruction ac-
celerated. However, the quality of Japanese
products in those years was often inferior.

People used to say that *‘ After the war, only
women and nylon stockings were stronger.”’
But changes were in the offing.

Economic Development
Takes Off After 1950

Transportation was difficult in those early
years after the war. Many Japanese workers
commuted long distances to their jobs by
bicycle. Then in 1947, a company with only
twelve employees devised a bicycle with a
small motor, the Honda Kabu. This little
motorcycle met a crying need. Thanks to the
initiative and energy of the company’s man-
agement, it expanded production in re-
sponse to consumer demand. It made not
only motorcycles but also began producing
automobiles. Its efforts paid off. It went on
in time to become the present Honda Group,
with thousands of employees, exporting so
many cars to America and Europe as to
cause international friction. The oil shock of
1973, when OPEC blocked the export of
Middie East petroleum, was actually a wind-
fall for the small economical Honda with its
high gas mileage. In 1980, the Japanese
surpassed the Americans in car production
for the first time. Soon Japanese car manu-
facturers were asked to restrict exports
themselves. Later they developed close
working relations with U.S. automobile
manufacturers and began producing cars in
the States.

Steel

MITI sought to balance production, to
avoid both surpluses and shortages. When
in 1950 Kawasaki Steel’s president, Yataro
Nishiyama, announced plans for building a
plant with two new blast furnaces, he en-
countered strong objections from MITI, the
Bank of Japan, and the big-three steel mak-
ers. They feared an oversupply of steel and
criticized his proposal as wasteful, unnec-
essary, and a duplication of investment.
They pointed out that 19 of the then existing
37 blast furnaces were idle for lack of
orders.! But Nishiyama was not discour-
aged; a third of the existing furnaces, he
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said, were over 30 years old; his modern
blast furnaces would cut the cost of steel
substantially. He went ahead. In February
1953, MITI finally approved the first phase
of Kawasaki’s project and the company was
able to borrow from the Japan Development
Bank and the Bank of Japan. In time Ka-
wasaki became one of the big six, diversi-
fying in 1991 into chemicals, and acquiring
in June 1994 a Du Pont Chemical England
plant making plastic compounds for use in
auto parts. While government agencies like
MITI look at what is, businessmen who risk
. their own funds do their best to anticipate
what will be, what consumers will want in
the future. In this case, Nishiyama was
right; if he had acceded to MITI's adminis-
trative guidelines in 1951, his company’s
development and expansion would have
been checked before it began.

Opinion concerning MITI was thus di-
vided. Government control versus free com-
petition was the issue. During the 1965
recession, MITI sought to curtail steel pro-
duction; six firms agreed to go along with the
plan. However, Sumitomo Metals, with 4.5
percent share of the country’s steel produc-
tion, clashed with MITI; it considered it
unfair to restrict its output, an unnecessary
intervention with private enterprise. The
company’s president, Hosai Hyuga, had
guts. He was a leading businessman of
Osaka, a city whose people were known for
their free and independent spirits. He re-
fused to accede to MITI’s administrative
guidelines requiring a cut in production. The
conflict between him and MITI made head-
lines. At first, Hyuga had the backing of
other steel producers, but soon he was
standing alone against MITI. Moreover,
MITI warned Hyuga that Sumitomo would
not be allowed to import more materials
than those needed for its quota of the
reduced production. Hyuga had to compro-
mise and Sumitomo reduced its production
of steel. Three years later in 1959 he ap-
pointed an ex-MITI bureaucrat to its Board
of Directors *‘voluntarily.”’?

The case of Yawata Steel was very dif-
ferent. Originally established as a govern-
ment enterprise in 1899, it was privatized

only after the war. But it retained close links
with the government. In October 1969, with
MITI approval, it merged with Fuji Steel to
form the world’s largest steel producer,
New Japan Steel Corp. New Japan Steel
became in effect a MITI-protected ““cartel,”’
virtually an ‘‘executive organization’’ of
MITI’s Basic Industries Bureau.? MITI and
New Japan Steel together strove to stabilize
steel markets and maintain steel prices, to
hold them up by preventing what they con-
sidered ‘‘excessive’’ competition that might
bring prices down.

While this was going on, small producers
with open-hearth furnaces were gradually
replacing them with electric or revolving
furnaces. Twenty-three new electric fur-
naces were constructed between 1973 and
1978. By 1975-1977, Japan was becoming
one of the world’s big three in steel produc-
tion; its 1976 exports were the highest in its
history. Yet, New Japan Steel’s market
share was dropping—from 35.7 percent at
the time of the merger in 1970 to 26.86 per
cent in 1986.%

Although Japan’s steel exports fell and
her balance of trade went down in December
1978, as a result of the oil crisis, MITI
persisted in trying to reduce steel produc-
tion. It designated the open-hearth furnace
industry a ‘‘depressed industry’’ and de-
manded that some production facilities be
shut down. Blast-furnace steel makers, pro-
tected by MITI and depending on ‘‘cost-plus
pricing,”’ along with small- and medium-
sized steel makers, joined the ‘‘recession
cartel.”” However, privately operated To-
kyo Steel refused to go along. It struggled
bravely against MITI and the cartel. Tokyo
Steel’s chairman and president, for years
strong advocates of free and open compe-
tition, remarked: ‘‘Regulations imposed by
a comprehensive network of administrative
guidelines now pervade the steel industry,
seriously hindering proper competi-
tion. . . . We can survive ourselves without
relying on MITI’s guidance.””’

By competing with the large blast-furnace
steel producers, Tokyo Steel has become
the leading steel producer using electric
furnaces. It is very efficiently operated. Its
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head office occupies only 1,600 square
meters of floor space; its Administration
Division’s 21 employees administer sales of
200 billion yen; its Marketing Division em-
ploys only 29 persons; each staff member
has his own personal network-linked com-
puter, reducing paperwork and the time
spent on meetings. Contrast Tokyo Steel’s
efficiency with that of MITI-supported New
Japan Steel with 1,700 employees in its
headquarters and, according to its consoli-
dated income statement of March 31, 1994,
a deficit of 54 billion yen.®

Petroleum

The Petroleum Industry Law of 1962,
originally enacted to strengthen MITI and
counteract the future liberalization of im-
ports, provided that (1) MITI publish a
petroleum supply plan as a guideline for
producers, (2) oil producers conform to
MITT’s production plan, (3) producers mod-
ify their production plan if MITI’s and the
producers’ figures did not agree, (4) MITI
approve new facilities, and (5) MITI set
prices. Refiners resented the regulation of
their facilities and, in anticipation of its
enactment, expanded operations. MITI had
not expected such an expansion and asked
refiners to restrict their production them-
selves; the Petroleum Association was made
to coordinate its members’ production.

In October 1970, OPEC began to raise the
prices of crude oil but MITI did not permit
a markup in kerosene prices. To compen-
sate producers for losses MITI, by admin-
istrative guidelines, allowed increases in
other prices. A virtual ‘‘black cartel’
emerged as a result of MITI and oil-industry
cooperation in controlling the production
and prices of oil and kerosene.

On October 6, 1973, the first OPEC-
induced oil crisis occurred. Since Japanese
industries depended heavily on Middle-East
oil, all prices of petrochemicals went up 334
percent and housewives rushed to buy any-
thing and everything, even toilet paper and
detergents. MITI’s response was to regulate
the distribution and consumption of petro-
leum. The prices of petrochemical goods

were frozen. Producers who could not shift
their higher costs to customers inevitably
suffered losses. However, the efforts of
private businesses to cut costs and to inno-
vate led to lower oil consumption and im-
proved productivity.

In 1986, Taiji Sato, president of Lions
Petroleum, tried to import oil which he
expected to sell in Japan below MITT’s
rigged price. The importation of oil was not
then prohibited. But when MITI learned
that Lions’ oil tanker was approaching Ja-
pan, it had the tanker blocked, prevented
Lions’ bank from lending the money needed
to finance the shipment, and persuaded the
Japanese government to pressure foreign
governments to cancel Lions’ contracts for
purchases of oil.” Although the company is
no longer in existence, Sato’s efforts have
not been in vain. As a result of internal and
external pressures, MITI’s powers are being
curbed. This past summer the question of
liberalizing petroleum imports was finally
presented to the Subcommittee on Funda-
mental Problems of Petroleum Policy of the
Petroleum Deliberation Council. Also,
MITI now intends to abolish, by the end of
1995, the law regulating the importation of
certain petroleum products. And the regu-
lations on the opening of filling stations will
be gradually repealed.

Privatization and the Market
Economy (1980-1985)

The early 1980s was the era of Prime
Minister Thatcher and President Reagan.
Japanese Prime Minister Nakasone dreamed
of privatization and in 1981 he began to carry
out his dream. Japan Telegraph and Tele-
phone Public Corporation was privatized as
the Nippon Telegraph and Telephone Cor-
poration (NTT) in 1985. The Japan Monop-
oly Corporation was privatized in 1985 as
the Japan Tobacco Industry Corporation
(JT). And in 1987, the Nippon National
Railways (JR) was divided into six passen-
ger companies and one freight company,
solving in the process its 37.5 trillion yen
accumulated debt problem. These privati-
zations were not only great achievements
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for Nakasone and his Cabinet but for the
companies too; their respective financial
situations improved.

A fairly recent contender on the Japanese
Market is Nintendo which came into prom-
inence during this period. The company
began as a small firm making traditional
flower cards, then other playing cards, and
still later plastic playing cards with Disney
characters on them. Then in 1983, Nintendo
created game computers for children that
took the world by storm. Children all over
the world became Nintendo fanatics. In
1993, Nintendo, with 890 employees, earned
163.7 billion yen. Compare that with Toyota
which, that same year, 1993, with 72,000
employees, earned 280 billion yen, its great-
est operating profits ever. However, nothing
ever stands still on the market. To maintain
his position on the market, every entrepre-
neur must re-earn the support of his cus-
tomers everyday. Nintendo’s position is
now being seriously challenged by Sega
Enterprises, makers of new electronic
games.

It is not possible within this space to trace
the ups and downs of the Japanese yen to the
U.S. dollar and the effects of these fluctu-
ations on Japan’s exports and imports. At
times the Bank of Japan pursued an easy
money policy, weakening the yen; at other
times it raised interest rates, strengthening
the yen. These changes alternately encour-
aged or discouraged international trade in
the short term. Throughout these fluctua-
tions, however, the Japanese saved and
invested in stocks, bonds, and real estate,
even foreign real estate. It was their energy,
hard work, and ingenuity that was to be
responsible for Japan’s long-term economic
development.

MITY’s Powers Reduced

As we have seen, MITI’s attempts to
direct Japan’s production have not always
been successful. When it tried to maintain
steel prices for the benefit of its cartel
members by restricting steel output, some of
the more energetic steel producers resisted.
When it tried to cope with oil shortages by

controlling prices and distribution rather
than encouraging imports, consumers of
petroleum products objected. After 45 years
of trying to foster economic development in
Japan and coordinate supply and demand,
MITI’s powers are now being curbed.

On February 8, 1994, the Hosokawa Cab-
inet announced a policy of deregulation. The
proposed program should wipe out many of
the more than 12,000 regulations issued by
MITI and the Ministries of Transportation,
Agriculture, Forestry and Fishery, Finance,
and Health and Welfare. The plan appears
excellent on paper and if implemented
would increase productivity and reduce
price differentials between Japan and the
United States. The question remains, how-
ever, whether this large-scale deregulation
can be carried out without being sabotaged
by bureaucrats who want to retain power.

Nobuyoshi Namiki, formerly chief of MI-
TI’s Industrial Structure Section, reveals
the truth about the Petroleum Industry Law:

The world attributed the cause of the
high-speed growth of Japan after 1985 to
Japanese industrial policy. But this is far
from the truth. It is true that Japan en-
joyed high-speed growth, but that was
caused by the efforts of diligent and hon-
est Japanese workers and by the tenacity
of executives filled with never-quenching
aspiration, working under ‘‘excessive’
competition.?

The February 26, 1994, issue of The
Economist reports on recent research con-
cerning MITI. Professors Richard Beason
(University of Alberta) and David Weinstein
(Harvard) note four tools of industrial policy
which had been offered to 13 sectors of the
Japanese economy between 1955 and
1990—cheap loans, net transfers, trade pro-
tection, and tax relief. Beason and Wein-
stein asked ‘‘whether the most-helped sec-
tors grew fastest?’’ and found that *‘support
was given on the whole to slow-growth
industries. . . . That the economy suc-
ceeded for decades is plain enough,”’ they
said. ‘‘But, on this evidence, industrial pol-
icy may well have hindered rather than
advanced the cause.’”?
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Beason and Weinstein confirm Nobuy-
oshi Namiki’s position. MITI is not so
mighty as once it was; its power has been
considerably reduced. In the world of ka-
leidoscopic, wide-ranging international
trade that has developed, MITI can do little
more than offer subsidies to dying industries

Real Causes of Japanese
Economic Development

The true explanation of Japan’s success-
ful post-war economic development rests,
not on MITT’s ‘‘industrial policy,”’ but on
good old-fashioned virtues—saving, hard
work, reduced government spending, and
innovative entrepreneurship—combined
with ingenious marketing techniques and
relatively free world trade.

1. Saving. The Japanese have a tradition
of saving and as they struggled to pull
themselves up from ‘‘Ground Zero’’ after
World War II, most Japanese managed to
consume a little less each year than they
produced. On the basis of 1971-1991 figures,
the average gross saving rate in Japan was
twice that in the United States; the saving
rate per household in Japan was 2.7 times
that in the States.!® As production depends
on capital savings and investment, this gave
a substantial boost to Japan’s economy.

2. Diligence. Japanese workers in general
are hard-working, even to the point of being
workaholics. This also contributed to the
rapid growth of the Japanese economy. In
1992, workers averaged 1,972 hours per
year; since then their hours have been
gradually reduced and in 1996, they are
expected to work less than 1,800 hours.
Public offices, banks, and post offices now
have a full five-day work week. Also there
are fewer strikes in Japan and Japanese
workers lose fewer days from strikes than in
the United States.'!

3. Government spending for defense. Ac-
cording to the National Defense White Pa-
per, the average ratio of defense expendi-
tures in Japan to GNP for the period 1981-
1991 was 0.98 percent, while in the United
States, Britain, and West Germany the ra-
tios to GDP were 6.2 percent, 4.8 percent,

and 3.0 percent respectively. Thus, taxes in
Japan were lower and more funds were
available for investment than in other ad-
vanced countries.

4. Independence and Entrepreneurship.
Osaka is a city known for the entrepreneur-
ial spirit of its inhabitants. Osaka was the
home of at least two firms that resisted
MITI—Kawasaki Steel and Sumitomo
Metals. Yujiro Iwai, an Osakaite and former
president of Iwai and Co., reflected that
*‘the fundamental philosophy of the citizens
in Osaka concerning the economy seems to
be free and independent—they try hard not
to depend on others, not even on the gov-
ernment.’’ Iwai finds this spirit expressed in
a haiku by Raizan Konishi (1654-1716)—
*‘Obugyo no na sae shirazu toshi kurenu’
(‘“The year has come to an end, Without even
knowing the name, of the magistrate.’’)

The world of Osakaites, as described by
Iwai, is the very ‘‘opposite of that portrayed
in George Orwell’s 1984, where the face and
voice of the leader penetrated the lives of the
people from morning till night through
means of mass communication . . . . Is it
possible to realize a free world where we can
live without even knowing the name of the
magistrate? Osakaites believe it is.’’!?

5. Innovative management and marketing.
Japanese exports in prewar days were re-
garded as ‘‘cheap, but of poor quality.”
W. E. Deming, a U.S. professor, played a
major role in improving the quality of Jap-
anese goods. A prize established in his
honor is awarded to individuals and com-
panies making important contributions to
quality control. Today, thanks no doubt to
lessons learned from Professor Deming and
from taking consumer wishes to heart, Jap-
anese appliances and automobiles are rated
among the best in the world.

In Japan, consumer sovereignty is recog-
nized in the field of marketing. To sell their
products and services and earn profits, pro-
ducers realize they must satisfy their cus-
tomers. The success of Japanese exporters
has depended largely on their efforts to learn
the languages, customs, tastes, and de-
mands of potential purchasers in other coun-
tries. Matsushita, a manufacturer of appli-
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ances, now sends some of its employees to
Frankfurt (Germany) as resident engineers
in charge of product development. Their
families accompany them. The company
believes that their engineers must experi-
ence European daily life to develop new
washing machines which will satisfy Euro-
pean buyers.'?

American producers who want to sell in
Japan would do well to try a similar ap-
proach; they would then realize that the
narrow width of the staircase in a typical
Japanese home makes it difficult or impos-
sible to carry any appliance wider than 25
- inches—washing machine or refrigerator,
for instance— up the 30-3/4 inches wide
steps to the second floor without scratching
the walls. Only recently have U.S. automo-
bile manufactures begun producing for ex-
port to Japan low-priced cars comparable in
quality to those the Japanese make for
export. Also it was not until this past sum-
mer (1994) that Ford changed the steering
wheels on their cars to accommodate the
Japanese who drive on the left side of the
road. If American goods were suitably mod-
ified to satisfy Japanese consumers, U.S.
sales to Japan would surely increase.

6. Free Trade. Japan’s rapid development
was made possible by relatively free trade
throughout the world. When I was a boy,
world trade was not free; there were con-
flicts between the ‘‘have’” and ‘‘have-not’’
nations. With poor natural resources, I
feared that Japan, without free world trade
to permit Japanese firms to import raw
materials, process them, and export their
products, could never expect to develop
economically. I was greatly encouraged
when I learned from Mises’ Human Action,
that economic development depends, not on
rich natural resources, but on capital accu-
mulation per capita and free trade.

Japanese Tradition

On the campus of the Tanaka Junior High
School, Kashiwa City in Chiba Prefecture,
there stands a statue of the respected Jap-
anese philosopher Kinjiro Ninomiya (1787~
1856). He is reading a book while carrying a

bundle of firewood on his back.!* Ninomi-
ya’s desire to learn was so intense that he
used to read while he walked to work. His
message of diligence and saving for the
future and for doing good voluntarily was
firmly imprinted on all Japanese students
from his time until the end of the war.
Japanese who are now over sixty years of
age continue to admonish their sons and
daughters in the words of Ninomiya: ‘‘Save,
waste not; otherwise heaven will punish
you.”” Thus by encouraging generations of
Japanese to save, Ninomiya played an im-
portant part in Japan’s post-World War II
economic development. By doing so, he
made it possible for the Japanese people to
realize their ‘‘impossible dream.”’ O
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3. The close Yawata-government ties were reflected by
New Japan Steel’s president, Yoshihiro Inayama, when he
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Publishing, 1987, pp. 65-66.

5. Tainaka, ibid., p. 62.

6. The Diamond Weekly, June 4, 1994, pp. 40-42.

7. See, Toshio Murata, ‘‘The Lion that Roared,”” Reason,
May 1986, p. 43.

8. Nobuyoshi Namiki, Tsusansho no Shuen: Shakai Kozo
no Henkaku wa Kano ka (The End of MITI: Is Renovation of
Social Structure Possible?), Diamond-Sha, 1989, p. 61.

9. Quoted in the Economist February 26, 1994, from
“‘Growth, Economies of Scale, and Targeting in Japan (1955~
90),”” Harvard Institute of Economic Research, Discussion

Paper 1644.
10. International Comparison of saving ratio (1971-1991)
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Rate Saving Rate
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U.S.A. 15.2 6.6
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Source: Averaged from the data of Bank of Japan ‘‘Interna-
tional Comparison of Saving Rates.”

Gross saving rate = gross savings (savings + depletion of
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11. According to ILO Labor Statistics Year Book 1991, the
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America in 1985 and 1989, were as follows:

Number of Strikers Lost Labor Days

1985 1989 1985 1989
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12. Yujiro Iwai, Osaka Shonin no Tetsugaku (A Philosophy
of Osaka Merchant), Tokyo Nunoi Shuppan, 1981, pp. 76-77.

13. The Nikkei Shinbun, March 30, 1994.

14. Surprisingly Ninomiya'’s statue is made of cement, not
of its original bronze which was melted down for bullets during
World War II. Unfortunately many new schools do not have
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Science—
Coming Out of
the Closet

by Eric W. Hagen and James J. Worman

hroughout history people have been

deluged with warnings that the earth is
approaching its final days, and unless some
drastic, immediate action is undertaken, it is
the end for the human race. In recent years,
events such as the twentieth anniversary of
the first Earth Day and the United Nations-
sponsored ‘‘Earth Summit™ have popular-
ized the notion that an ecological crisis is
imminent. Throughout the last two decades,
many so-called experts have posited alarm-
ist theories on overpopulation, global warm-
ing/cooling, natural resource depletion, and
cancer-causing chemicals. Although such
claims are nothing new, the public is fright-
ened into thinking that their government
must take draconian measures to ‘‘save the

Mr. Hagen, a graduate of Pepperdine University
with a bachelor’'s degree in biology, recently
received master of arts degree in Liberal Studies
at Dartmouth College in Hanover, New Hamp-
shire. Mr. Hagen is an editor for The Dartmouth
Review, a conservative newspaper distributed on
campus. :

Dr. Worman is a Visiting Professor of Chem-
istry at Dartmouth College and thesis adviser for
Mr. Hagen. Dr. Worman has been involved in
teaching and research for twenty-seven years;
his recent efforts include communicating scien-
tific choices to the public.

planet.”’ In many instances, the public has
been manipulated by a news media that is
too quick to accept such doomsday proph-
ecies and pass them on to a largely scien-
tifically illiterate audience.

Environmentalism obviously has enor-
mous popular appeal. Nowadays, more peo-
ple recycle than vote. Businesses frequently
promote their products as ‘‘environmentally
friendly.”” The U.S. environmental lobby
has become the largest political lobby in the
country. Total annual budgets for these
organizations are estimated to exceed a
quarter of a billion dollars, and demands by
such groups for government action have led
to the Environmental Protection Agency
imposing almost $1.5 trillion in compliance
costs on the U.S. economy.! And these
actions have not always led to beneficial
results. The government has wasted billions
of taxpayers’ dollars to save what amounts
to one person in one million over a lifetime.
Examples of bureaucratic bungling, in
which good intentions only lead to disas-
trous results, are everywhere apparent. This
squandering of funds has bankrupted the
nation, and taxpayers are beginning to ques-
tion whether or not they can afford the
Iuxury of these scientific gambles.

In recent years, several scientists have
come forth disputing the theories of apoca-
lypse promoters Paul Ehrlich, Barry Com-
moner, Jeremy Rifkin, and others, attempt-
ing to add some common sense and
rationality to the confusion and hype that
too often surrounds environmental issues.
Those who confront the alarmists always
run the risk of being demonized by environ-
mental activists and lobbyists, but they also
realize the danger of being silent on issues
that are crucial to the quality of life, the
efficacy of government, and the integrity of
science. Oddly enough, the technical in-
formation to challenge alarmist thinking
has been provided in the peer-reviewed
scientific literature for years. This informa-
tion has not reached the public though
because many scientists have been more
concerned with their work in the laboratory
and less concerned with challenging public
misinformation.
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A Backlash

The tide is turning, perhaps. The October
11, 1993, issue of Newsweek reported that a
‘‘backlash against environmentalism is in
full swing.”’> What began as a few scientists
boldly questioning why certain policies
should be implemented has evolved into a
full-fledged backlash against environmental
extremism. This has manifested itself in
large grassroots movements, best-selling
books, numerous newspaper editorials, and
popular radio talk shows. Those who chal-
lenge the ‘‘popular vision’’? of environmen-
tal doom and gloom have been labeled as
‘‘eco-revisionists,’”’ ‘‘anti-environmental-
ists,” and other names that suggest their
being at odds with promoting a cleaner,
safer, and sustainable environment. Of
course, no one with a sound mind is against
clean air and water, and it goes without
saying that most people want to be safe from
carcinogens and hazardous chemicals.

Skeptics of the ‘‘eco-crisis’’ are portrayed
as a serious threat when an environmental
journalist, such as Sharon Begley of News-
week, reports, ‘‘If the critics are right, the
globe has little to worry about. But if they
win the debate and are wrong, it will be too
late for repairs.””* Such a statement is com-
mon among alarmists. Supposedly, dire
consequences only result from inaction. No
mention is ever made about the sacrificing of
individual liberties and property rights, nor
of national sovereignty to international trea-
ties, and, lest we forget, the billions of tax
dollars and costs on the economy, particu-
larly to small-businessmen and entrepre-
neurs, that result from overreaching and
unnecessary policies and regulations.

It is therefore crucial that before under-
taking massive government ventures to deal
with environmental concerns that people
become fully informed and renew their

- sense of healthy, rational skepticism. This
attitude must include a relentless search for
the truth and a knowledge of what has
occurred in the past. In order to do this, one
must know what constitutes good science
and what lessons history has revealed.

Philosopher of science Karl Popper once

asserted that for any meaningful scientific

statement or theory in the physical sciences
to be credible, it must be falsifiable. In other
words, it must be specific enough to be
proven wrong. It need not be false—it can
certainly be true—but such a hypothesis
requires that it be testable. If the technical
means are not available for testing, it must
still be able to be tested in principle. With
this in mind, it would seem odd that so
many of the pseudoscientific claims (ESP,
astrology, UFOs, etc.) which can never be
proved wrong have so much influence on the
public.’ ,

Predictions that humans will soon destroy
the earth stand only the test of time. Thus,
skeptics are put in the difficult position of
defending their ground. Since it is logically
impossible to prove a negative (such as
UFOs do not exist), one cannot prove that
the earth will not end tomorrow. While the
onus of proof should be on the one who
asserts the positive, this is rarely the case.
The results of past eschatological predic-
tions can be revealed. Even so, as far off as
many of these projections have been, it
seems to make little difference. Original
statements are revised to explain why things
turned out differently, another dismal fore-
cast is made, and the credibility of those
making the initial claims remains astonish-
ingly intact.

For example, entomologist Paul Ehrlich,
in his 1968 manifesto, The Population
Bomb, predicted that in the 1970s overpop-
ulation would lead to global catastrophes of
mass starvation, natural resource depletion,
plus food and water rationing. The oceans
would be as dead as Lake Erie by 1979.
Flush toilets would be banned by 1974.
Water pollution would be so bad by the
mid-1970s that cases of hepatitis and dys-
entery would increase by 500 percent. Ur-
ban dwellers would have to wear gas masks
by 1980 because of poor air quality.

A quarter century after The Population
Bomb, every prediction made by Ehrlich
has proven untrue. The world population
growth rate has been declining since the
1960s. Human lifespans continue to
lengthen. Most commodities are cheaper
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than ever before. The oceans, as well as
Lake Erie, are alive and well, and food
supplies grow ever more abundant. Unfor-
tunately, so does Ehrlich’s rhetoric, which
in 1990 was repackaged in a new book
entitled The Population Explosion.

Paul Valéry once wrote: ‘‘The main trou-
ble with the world today is that the future is
not what it used to be.”” Perhaps Paul
Ehrlich is thinking the same thing.

It is a tragedy for the reputation of science
when scientific credentials are abused in
such a manner. Good scientists do not claim
to know anything with absolute certainty.
Therefore, one must be wary upon hearing
a so-called expert assert that there is no
longer any question or debate over a phe-
nomenon that has received only recent at-
tention. All scientific truth is provisional. A
particular theory may be well supported or
perhaps certainly true, but it is still subject
to falsification. Of course, presenting all
material as provisional is usually avoided; if
one is constantly inserting disclaimers, a
clumsy presentation results. However, this
provisional circumstance certainly does not
mean that all different scientific viewpoints

are equally valid. According to Dartmouth

College Astronomy Professor James
Thorstensen, there is ‘‘good science, bad
science, and crackpot science’’:

Crackpot science is generally not even
internally consistent, and generally
makes no useful predictions at all; it is the
result of a surprisingly common mental
state in which extreme eccentricity shades
into a deluded belief in one’s own extraor-
dinary genius. Bad science is more respect-
able, and may even be correct, but it is
marred by such things as weak lines of
evidence and ill-directed, woolly-minded
theorizing. Good science is marked by good
evidence, a good understanding of what has
come before, technical competence, clear
thinking, clean interpretation, and often by
the unification of a variety of seemingly
separate phenomena.$

In order to determine good science, people
would do well to ask the following questions:

e Is it “‘good evidence’’ when computer
models, used to measure climate fluctua-
tions rely on assumptions and simplifica-
tions that do not adequately account for the
influence of clouds and oceans? These can
be tremendously misleading since they are
based on data from weather stations that are
located near growing cities.’

e Isit “‘a good understanding of what has
come before’” when a demographer pro-
claims that civilization will come to a halt
due to scarcity of a certain resource? Yet
history shows us that resource shortages
have existed as long as civilization, and
never has a nation fallen due to the depletion
of a resource.®

e Is it ‘‘technical competence’’ when a
pediatrician is considered an authority on
nuclear power, a butterfly specialist is an
expert on population growth, and an actress
gives congressional testimony on an alleg-
edly carcinogenic growth hormone?

e Is it ‘‘clear thinking’> when a leading
proponent of the theory that CFCs are
depleting the ozone says, ‘‘[Wle have to
offer up scary scenarios, make simplified,
dramatic statements, and make little men-
tion of any doubts we may have. Each of us
has to decide what the right balance is be-
tween being effective and being honest?”®

e Is it ‘‘clean interpretation’’ when a
global warming advocate argues in a con-
gressional hearing that a warming trend of a
half a degree Centigrade over the course of
the past century was caused by human-
induced carbon emissions, and his evidence
shows that the most significant climate
change took place before most industrial
greenhouse gases entered the atmosphere,
not to mention before the big boom of the
automobile industry?'?

Indeed, there is a lot of unsound science
being promoted by false prophets. Jonathan
Schell, author of Our Fragile Earth, once
stated: ‘‘[T]he reputation of scientific pre-
diction needs to be enhanced. But that can
happen, paradoxically, only if scientists dis-
avow the certainty and precision that they
normally insist on. Above all, we need to
learn to act decisively to forestall predicted
perils, even while knowing that they may
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never materialize. We must take action, in a
manner of speaking, to preserve our igno-
rance. There are perils that we can be certain
of avoiding only at the cost of never knowing
with certainty that they were real.”’!!

Science by Press Release

Perhaps most disturbing is a trend that
became popular during the 1980s known as
‘‘science by press release.”” The situation
had gotten so bad that in 1992 the National
Academy of Sciences issued a report de-
manding that scientists refrain from ‘‘ques-
tionable research practices,”” such as pre-
senting conjectures as fact, and releasing
results of studies to the popular press before
such research has been peer-reviewed and
judged valid.!?

This assault on common sense, on ratio-
nality, and on the integrity of science could
not occur without some ulterior motive.
Obviously, it has a great deal to do with
political ideology. It is very common for the
apocalypse boosters to be very hostile to-
wards capitalism while openly embracing
socialism. They feel that the threat of an
impending ecological crisis is so great that
lifestyles must be radically altered with
governments seizing control of private prop-
erty and natural resources, individual liber-
ties and freedoms being sacrificed, and re-
ducing standards of living. For a movement
that thrives off the motto ‘‘small is beauti-
ful,”” it seems to require a large regulatory
apparatus.

Here is another area where people have
failed to learn from history. Socialism has
proven disastrous for the environments of
Eastern Europe and the Soviet Union. Peo-
ple should realize by now that natural re-
sources do not fare better in government
hands than they do under private control.
Furthermore, in the absence of a free press
and democratic government, facts about
pollution are hidden from the public, and
without property rights, government-owned
enterprises can contaminate the environ-
ment while paying no attention to citizen
outrage. Political and economic freedom,

not heavy-handed government control, re-
mains the best way to ensure a clean envi-
ronment, but many have failed to make this
connection. Some are still willing to take the
risks of experimenting with centrally
planned, command-from-the-top economics
while completely ignoring the devastating
consequences of such actions. Pre-eminent
capitalist Malcolm Forbes once observed,
‘“Edison invented the light bulb on, roughly,
his ten-thousandth attempt. If we had de-
pended on central planners to direct his
experiments, we would all be sitting around
in the dark today.’'® It is not enough to
point out the follies of the professional
doomsayers; an alternative strategy must be
articulated. This includes not only a sound
understanding of science, but of economics
and politics as well. Only when more mem-
bers of the scientific community come out of
the closet to challenge public misinforma-
tion will more people come to realize what
is at stake in this debate. O
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A Crisis in the Making:
Europe’s Welfare Burden

by Nicholas Elliott

Europe’s welfare states face a profound
crisis because aging populations mean
growing numbers of benefit recipients and
dwindling numbers of taxpayers to fund the
entitlements.

Prolonged recession has highlighted these
dangers as high unemployment has meant
higher welfare payouts and reduced tax
revenues. As a result, wide budget deficits
have developed in most countries of Eu-
rope, and there has been a sharp build-up of
debt.!

This has awakened the governments of
some European nations to the fact that
maintaining ‘‘cradle-to-grave’’ welfare
states is impossible in the long term, and
reforms are already being undertaken to
limit eligibility to benefits. As privatization
was partly a response to the inefficiency of
industry in the 1970s, so welfare reform is
being forced by inexorable demographic
strains. In years ahead, economic growth
rates in the countries of Europe are likely to
depend heavily upon their differing welfare
burdens.

Comprehensive welfare states have be-
come standard across Western Europe since
1945, providing—variously—unemploy-
ment benefits, sick pay, disability benefits,
maternity benefits, child care, health care,
and pensions. In the early stages it appeared

Mr. Elliott is a financial journalist in London,
England.

affordable to extend these benefits, paid for
by young taxpaying populations.

However, there was always a fine line.
Sweden illustrates the economic conse-
quences of unrestrained welfarism. From
1960 to 1990, as an extensive welfare state
was erected, government spending grew
from 31 percent of Gross National Product
to 60 percent. But the increase in taxes
required to pay for this blunted incentives
disastrously. For instance, because of
higher taxes, real after-tax wages for Swed-
ish industrial workers fell 0.6 percent from
1980 to 1987 despite a 72 percent increase in
gross wages.?

As a result, Sweden has tumbled from
being the third wealthiest in 1970 to 12th
place among rich countries, reflecting an
average growth of only 1.1 percent in the
past 20 years. The government of Carl Bildt
was elected in 1991 with a program of
welfare reform to restore the economy.

Pensions and Aging

The largest spending increases in welfare
states have been on pensions, and without
reform the future costs are potentially ex-
plosive. Only about a quarter of the increase
in pension spending among Organization for
Economic Co-Operation and Development
(OECD) countries between 1960 and 1984
was due to aging populations; the rest re-
sulted from widened entitlements and larger
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benefits.® Because such a major aging is now
underway, this largess will have to be re-
versed.

Greater longevity means that by the mid-
dle of the next century there will be 190
million over-65s in the OECD, up from 61
million in 1960. The disparity this will cause
between earners and pensioners is high-
lighted by the age-dependency ratio, which
shows the number of over-65s in proportion
to 15-64 year-olds. This is set to rise from 19
percent in 1990 to 28 percent by 2020 and 37
percent by 2040.*

To give some individual examples, the
over-60s made up 11.75 percent of the Brit-
ish population in 1961, but that’s expected to
rise to 22.44 percent by 2011 and 26 percent
in 2026. At the same time, the proportion of
15-64 year-olds—roughly speaking those of
working age—is forecast to drop from 65.3
percent in 1990 to 62.3 percent by 2026.3
Similarly, in Germany the proportion of
15-64 year-olds is forecast to fall from 69
percent of the population in 1990 to 67
percent in 2011 and to 64.5 percent in 2023,
while the portion of over-65s is projected to
increase from 14.94 percent in 1990 to 20
percent in 2011 and 23 percent in 2023.%

The fiscal stress of this aging will be
exacerbated by some pension schemes
reaching maturity—paying out the maxi-
mum benefits—around the time that the
number of pensioners peaks. When pension
funds are first established there are many
contributors and few claimants, but as time
goes on there are fewer payers and more
recipients. For example, Britain’s State
Earnings Related Pension Scheme (SERPS)
will mature in 2020.

Many government schemes are unfunded;
they are simple transfers from the young to
the old. Whereas funded schemes can be
managed with a view to future liabilities,
unfunded schemes are laid bare to the rav-
ages of demographic swings.

Also, older people make greater demands
on health care, which adds to government
spending where the system is publicly op-
erated. For example, the over-75s cost Brit-
ain’s National Health Service nine times as
much each year as 1664 year-olds.”

The Necessity of Reform

There is a crisis in the making across
Europe, to which most governments are
now alert. The extent of their reforms now—
consisting principally of reducing govern-
ment entitlements and encouraging private
provision—will be a key determinant of
economic growth in years to come.

Several countries have raised the age at
which government pensions are paid. The
British government recently announced that
the pensionable age for women, currently 60
years, will be raised to 65, equal to that of
men. The Italian government plans to raise
the pensionable age from 60 years to 65.
Bildt’s government in Sweden intends to
raise it from the current 60 years to 61. In
France the government plans to lengthen the
period over which contributions must be
made to qualify for a full pension. Outside
Europe, Japan’s pension age for women will
be raised in the year 2000 from the present
60 years to 65, equal to that of men. The
U.S. government took a similar step in 1983,
scheduling a gradual increase in the pension
age, from 65 to 67 years, beginning in the
year 2003.

Another move has been to encourage
opting-out of government pensions into pri-
vate plans. The British government did this
with SERPS in 1988, prompting 4.5 million
to exit the government scheme. This shrink-
age in membership of the government scheme
should greatly curb any increased costs to
the taxpayer arising from its maturing.

The most significant reform is to update
pensions with prices rather than incomes, as
earnings typically outpace prices over time.
The U.K. did this in 1980, and France did so
in 1984. A British government actuarial
report estimates that tax rates would have to
be eight percentage points higher by 2030 if
pensions had continued to be linked to
earnings rather than prices.®

Differences in welfare burdens and in the
rigor of reforms among the countries of
Europe are already being reflected in their
respective economies. Despite the demo-
graphic trends described above, Britain is in
a relatively good position; her reforms will
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contain future costs. Also because much of
the aging of her population has already
occurred, the size of the emergent mismatch
won't be as great as in other countries. The
age dependency ratio is set to rise by 31
percent in Britain by 2040, as compared with
66 percent in the United States and 73
percent in Germany.’

By contrast, Germany’s welfare costs are
potentially explosive, with the admittance
of new claimants from the former East
Germany, placing further strains on a sys-
tem that was already bloated.

German government pensions are linked
to earnings and the retirement age—58
years—is relatively low. Proposals to re-
form a sprawling system of welfare benefits
are already meeting with vociferous protest:
100,000 building workers recently con-
verged on Bonn to object to plans to curb
payments for being left idle by bad weather.
The government may raise the pensionable
age, but at the same time it is planning to
extend government nursing care.

Welfare costs are recouped in Germany
through taxes on employers and employee
earnings, not through general taxation as in
Britain. As a result of higher welfare spend-
ing, these costs are expected to reach 40.2
percent of wages next year, up from 26.5
percent in 1970.'° With such a burden it’s
not surprising that 36 percent of western

German industries are planning to relocate
investment abroad in the next three years.!!

In the short term a welfare state may be an
affordable luxury for a wealthy and pros-
pering country, but in some European coun-
tries wealth and growth have been dissi-
pated by the taxation needed to pay for it.
Maintaining a welfare state is not simply a
question of producing the wealth and then
redistributing it, because the process of
redistribution itself hinders wealth creation.
The extent to which this point is understood
will determine whether or not Europe re-
mains arich continent. It’s an open question
whether welfare reform will be far-reaching
enough to restore economic incentives. Oth-
erwise some European countries risk be-
coming economic backwaters. O
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are looking for something in the “in-between’ category, Essentials of Economics is your

meat.”

109 pages, $9.95 paperback
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Are Women Exploited
By the Free Market?

by John Chodes

he recently enacted Federal Civil Rights

Bill once again tossed out one of the
political hot potatoes of the 1990s: the issue
of “‘equal pay for equal work.’’ Many of the
Congressmen who voted for this legislation
believe that America’s free market economy
has always exploited women. They say that
the only way for women to earn the same
amount as men for the same or similar job is
to enforce more far-reaching regulations to
equalize wages.

A careful study of American economic
history shows that such measures are not
warranted. Beginning with the early 1800s,
when wages and working conditions were
completely uncontrolled, the free market
was the one force that liberated women, via
economic independence and merit wage
parity.

Women, the First
Wage Earners

For the first fifty years of the American
Industrial Revolution (1800-1850), women
were the major factor in the workplace.
Mostly, men worked the land. Women were
not as productive in agriculture, where
physical strength was a prime necessity.
Women flocked to the mills where they

John Chodes is the Communications Director for
the Libertarian Party of New York City. This
article is adapted from ‘‘The Pragmatist.”’

participated in aradical process: weekly pay
based on an hourly scale. This was un-
heard-of in farming. Women in industry
could earn twice as much as they could in
agricultural work.!

In a periodic survey taken in the major
mill town of Lancaster, Massachusetts, in
1818, 88 percent of the factory operatives
were women. In 1825, it was 83 percent. In
1833, 85 percent. Studies for other locations
present a similar picture.?

Today there is a popular misconception
that women’s vocational opportunities in
that era were far more restricted than men’s.
One standard source says that in the 1830s
only seven occupations were open to wom-
en: teaching, needlecraft, keeping boarders,
work in cotton mills, typesetting, bookbind-
ing, and domestic service.® Yet the U.S.
Census showed that in reality there were
over 100 industrial classifications employing
women, virtually all those that were avail-
able to men.*

Women Advance in
Free Markets

In the second half of the nineteenth cen-
tury there was a rapid transformation of the
industrial workplace. The overall percent-
age of women in industry markedly de-
clined. This did not signify discrimination
but rather major social changes that pro-
pelled women into the highest paying posi-
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tions and into the new fields of employment
that were being created.

Immigration was the main social change.
Male workers (Irish, French Canadians,
Armenians, Portuguese, Poles) took the
place of the early cotton mill girls. By 1900
only 8 percent of the population of Lowell,
Massachusetts (one of the great mill towns)
was native American.’ These men worked
in most of the lower skilled, lower paying
jobs in the cotton mills. Of the male and
female operatives in Massachusetts, 95 per-
cent were foreign or of foreign parentage.®

In the cotton industry between 1850 and
1905 the percentage of women had dropped
from 64 percent to 47 percent.” Yet women
still dominated the two most lucrative textile
jobs: weavers and frame spinners. Even in
1905 there were far more women than men
employed in these high-paying categories.®

Labor legislation was another major fac-
tor in reducing women’s numbers in the
workplace. Labor laws condemned tene-
ment work, resulting in a decrease of women
in the clothing trades, from 40.1 percent in
1888 to 25.3 percent in 1900. This denied
women with small children the opportunity
to earn money without neglecting family
responsibilities.’

Labor laws also restricted women’s ability
to work at night, reducing their presence in
higher paying, late-shift factory employment.
~ The spread of unionization further cur-
tailed women’s options. Many union shops
excluded them because they were less likely
to be lifelong dues-paying members.
Women moved in and out of the labor
market in response to fluctuating personal
needs.

Yet the decline of women in industrial
employment also reflected widening oppor-
tunities outside the factories. After 1850 the
number of women teachers, in Massachu-
setts for example, was twice that of men.
The Civil War drew huge numbers of women
into nursing, clerical work, and higher ed-
ucation. Then came the lure of the West,

where greater possibilities and a shortage of .

skilled help drove their wages up.
By 1900 women were in 195 of the 303
employment classifications enumerated by

the Census, including such male strongholds
as carpenters, blacksmiths, quarrymen,
plasterers, well-borers, and coal, gold, and
silver miners.'°

The Free Market
Liberated Women

Nineteenth-century lawmakers com-
plained that ‘‘women are made immoral by
the factory system.’’ This disguised the real
issue: Industrialization revolutionized wo-
men’s place in society by making them
financially independent.

Back then immorality was defined differ-
ently from the way it is today. Children were
considered ‘‘immoral’’ if they were ‘‘no
longer contented with ‘plain food’ but must
have ‘dainties’.”’!’ One clergyman ‘‘de-
plored the tendency of girls to buy pretty
clothes ‘ready-made’ from shops instead of
making them themselves, as this practice
unfitted them to become ‘the mothers of
children’.”’'? Another example: ‘‘the pock-
et-book makers have high wages and are not
compelled to keep hours. Hence they are
often very dissipated’.”’!* Or in the manu-
facture of bobbin lace, *‘[IJarge numbers of
children and young people are employed. . . .
They are almost wholly uneducated, and re-
ceive virtually no moral training. They also
love fine clothes. These factors combine to
lower their moral standards to such an extent
that prostitituion is almost universal among
them.””4

The fear of ‘‘immorality’’ (or more accu-
rately of women’s self-determination), not
the fear of exploitive wages, was the impulse
behind regulation of the workplace from the
beginning. Peter Gaskell, a nineteenth-
century writer who denounced the free mar-
ket economy, admitted that industrial wages
“would enable them [the workers] to live
comfortably, nay in comparative luxury.”
Yet he condemned the factories because
children ‘‘were forced to spend their most
impressionable years amid surroundings of
the utmost immorality and degradation.’’"

The anxiety produced by the powerful
implication of women as emancipated wage-
earners was clearly expressed by Karl
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Marx’s partner, Friedrich Engels. In the
1830s he said: ‘“The fact that a married
woman is working . . . [leads] to a reversal
of the normal division of labor within the
family. The wife is the breadwinner while
the husband stays at home [when unem-
ployed] to look after the children and do the
cleaning and cooking . . . . It deprives the
husband of his manhood and the wife of all
womanly qualities.”’ Sound familiar?'6

Britain’s Lord Ashley provided another
example. In a speech to the House of
Commons in 1844, he told the story of an
unemployed father who rebuked his work-
ing daughters for frequenting a pub. They
“‘turned on him, saying that they no longer
recognized his authority: ‘Damn you, we
have you to keep! They said they were
entitled to spend at least a part of their
earnings as they pleased.’’!’

Women factory operatives in the early
industrial period were ambitious and ven-
turesome. Most had come with a specific
objective in mind. Mill work was a radical
concept then. They came into this new
world with a confidence that they could
make it on their own.

An 1840 study of 6,320 women in the mills
of Lowell, Massachusetts, showed that 87
percent were from outside the state. This
was no small matter at a time when travel
was extremely difficult.’®

The women’s goals were both financial
and educational. ‘“The earnings of daugh-
ters have been scrupulously hoarded to
enable them to pay off mortgages on the
paternal farm,”’!® noted one industrialist.
Lucy Larcom, a poet and writer for the
““‘Lowell Offering,”” a magazine for and by
women industrial operatives, noted that
““for 20 years or more, Lowell might have
been looked upon as a rather select school
for young people. The girls there were just
such girls as are knocking at the doors of the
young women'’s colleges today. They came
to work with their hands but that could not
hinder the workings of their minds also.
Some were able to attend such schools as
the Bradford Academy half the year by
working in the mills the other half.”’?®

These ambitious young women did not

Lucy Larcom (1824-1893)

stay long in the mills. They worked for a
year or two, then went back home or to
school to take up work as teachers, mission-
aries, and other occupations.

Women’s Wages
Rivaled Men’s

The classic Congressional study known as
the Aldrich Report clearly demonstrates
that the free market did not discriminate
against women in terms of wage parity.

This voluminous 1893 survey docu-
mented both sexes’ earnings in the same
departments, doing the same jobs, in the
same business at the same time. The years
covered are 1851 to 1891. Salaries between
the sexes fluctuated widely, based on fac-
tors not explicit in the numbers, such as
experience and productivity, which are not
related to gender.

The statistics are organized in a uniform
pattern. All the employees in a given de-
partment are divided into an ascending scale
by wage level. For instance, in July 1890






