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HANS F. SENNHOLZ

EVER SINCE President Nixon sus
pended gold payments, on August
15, 1971, the question of realistic
par values of the world's currencies
has become a vexing international
pclitical issue. Governments and
CEntral banks are searching for
new rules that permit "more flex
ible" currency fluctuations. Some
thing beyond dollars and gold is
needed, they believe, to provide a
solid base for a new monetary or
der. Return to the old system
spawned at Bretton Woods, N. H.,
in 1944, is out of the question. It
was a gold and dollar standard,
with the U.S. dollar payable in
gold ,at $35 an ounce while other
countries pegged their moneys to
the dollar, holding them within a
range of 1 per cent up or down

Dr. Sennholz heads the Department of Eco
nomics at Grove City College and is a noted
writer and lecturer on monetary and economic
principles and practices.

from the parity registered with
the lIB-country International
Monetary Fund.

Now, since the suspension of
gold payments, the world has been
waiting for monetary authorities
to find a new monetary system.

.The process must necessarily be
slow, as a political solution is
sought to economic problems that
were generated by various polit
ical considerations. After all, the
depreciation of the U.S. dollar,
which finally led to the gold pay
ment suspension, was a political
act by the monetary authorities of
several Federal administrations.
The decision to "float" the dollar
rather than face the humiliation
of a formal devaluation was also
a political act. Similarly, the other
governments are motivated polit
ically in their attempts at mone
tary management.

3
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While most "experts" make the
government, its powers and objec
tives, their point of departure for
monetary deliberation, a few schol
ars continue to base their inqui
ries on the fundamental principles
that flow from individual choice
and action. In their judgment, the
factors that affect the exchange
relations between various national
currencies rest on the economic
principles that determine the pur
chasing power of each and every
type of medi um of exchange,
whether it is a precious metal or
government fiat money.

As they see it, the purchasing
power of any monetary unit de
pends on the relation between the
demand for and the quantity of
money in individual cash holdings.
The demand for money is purely
individual, although a great many
extraneous factors may influence
this demand. There is, for' in
stance, the expectation of future
changes in the exchange value of
money. An expected fall tends to
reduce the demand for money and
thus its purchasing power; an ex
pected rise brings about the oppo
site. Also, the availability of goods
affects the demand for money. In
an expanding economy when more
and better goods are offered on
the market, the demand for money
tends to rise; in a declining econ
omy, where capital is consumed
and the division of labor breaks

down, the demand for money tends
to decline.!

The Stock of Money

The supply of money is the
stock of money available for ex
change. During the ,age of the
gold standard it consisted of gold
bullion, gold coins and their vari
ous substitutes, such as bank
notes, tokens, and demand de
posits. In this age of government
currency, it consists of fiat money
and its substitutes, such as tokens
and demand deposits. The substi
tutes may either be fully backed
by money proper or else they are
fiduciary, Le., uncovered. Thus, an
expansion or contraction of fidu
ciary media directly a,ffects the
total quantity of money available
for exchange.

A change in the money relation
through changes in either the de
mand for money or the stock of
money affects changes in the pur
chasing power of money. As one
factor of demand or supply can
not perfectly offset changes in the
other factors, money can never be
neutral. Now, if there a.re two or
more media of exchange, such as
gold or silver, or va.rious fiat cur
rencies, what determines the ex
change ratio between the various'

1 Ludwig von Mises, The Theory of
Money and Credit (Irvington-on-Hudson,
N. Y.: The Foundation for Economic Ed
ucation, Inc., 1971), p. 97 et seq.
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media? Their purchasing powers!
That is to say, exchange ratios
correspond to the ratio of each
one's purchasing power in terms
of all other goods. Market forces
tend to establish the parity be
tween the purchasing powers and
thus their exchange ratios. The
equilibrium exchange rate is called
the purchasing power parity.

Gold and Silver as Money

For more than 2,500 years the
civilized world used gold and silver
as money. These metals became
valuable media of exchange be
cause they were not only desirable
for nonmonetary uses, but also
suited so well for economic ex
changes as they were durable,
portable, and divisible. Silver was
generally used for small transac
tions and gold in aU larger ex
changes. And throughout the ages
their exchange ratios were deter
mined by their purchasing power
parities.. If one ounce of gold
bought a horse that also could be
bought for 10 ounces of silver, the
parity between gold and silver was
1:10. If for any reason the ex
change rate differed from this
parity, arbitrage would soon re
store the exchange ratio to its
purchasing power parity. If, in
our example, the exchange ratio
should be 11:1 and the purchas
ing power 10:1 it would be very
profitable to exchange gold for

silver and then buy commodities.
But such money exchanges would
soon drive the ratio back to its
parity.

In all countries where gold was
the standard money, the exchange
ratios betweein gold coins of dif
ferent weight and fineness were
determined simply by this differ
ence. If one coin weighed one
ounce and another coin of equal
fineness 'only one-third of an ounce,
the exchange ratio obviously was
1 :3. Under the gold-coin standard,
commonly called the orthodox or
classical gold· standard, gold coins
were the standard money. Nation
al currencies represented a certain
quantity of gold of a certain fine
ness. The U.S. dollar, for example,
consisted of 25.8 grains of gold,
nine-tenths fine, before the 1934
devaluation, and 15 5/21 grains
thereafter, or' in troy ounces
1/20.67 and 1/35 respectively. The
U.S. $20 gold coin (Double Eagle)
contained 30.09312 grams of fine
gold, the $10 coin (Eagle)
15.04656 grams, and the $5 coin
(Half Eagle) 7.52328 grams. The
British Sovereign contained 7.322
grams, the Mexican 50 Peso coin
37.5 grams, the French 20 Francs
coin, also called Napoleon, 5.8
grams, and the Swiss 20 Francs
coin 5.8 grams.2 Exchange ratios

2 Cf. Franz Pick, Currency Yearbook
(New York: Pick Publishing Corp.,
1970) , pp. 13-15.
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between the various currency
units consisting of gold thus were
determined by their relative meas
ures of gold.

International Acceptability

The world had an international
currency while on the classical
gold standard. It evolved without
international treaties, conventions
or institutions. Noone had to
make the gold standard work as
an international system. When the
leading countries had adopted
gold as their standard money the
world had an international cur
rency without problems of con
vertibility or even parity. The
fact that the coins bore different
names and had different weights
hardly mattered. As long as they
consisted of gold, the national
stamp or brand did not negate
their function as an international
medium of exchange.

The purchasing power of gold,
tended to be the same the world
over. Once it was mined, it ren
dered exchange services through
out the world market, moving back
and forth and thereby equalizing
its purchasing power except for
the costs of transport. It is true,
the composition of this purchas
ing power differed from place to
place. A gram of gold would buy
more labor in Mexico than in the
U.S. But as long as some goods
were traded, gold, like any other

economic good, would move to seek
its highest purchasing power and
thereby equalize its value through
out thenworld market. As an coins
and bullion were traded in terms
of weight of gold, there were no
"exchange rates" such as those
between gold and silver, or vari
ous fiat monies.

The Exchange-Rate Dilemma

The departure from the gold
coin standard, set the stage for
the present exchange-rate dilem
ma. At first, governments began
to restrict the actual circulation
of gold. They gradually estab
lished the gold-bullion standard in
which government or its central
bank was managing the country's
bullion supply. Gold coins ,vere
withdrawn from individual cash
holdings and national currency
was no longer redeemable in gold
coins, but only in large, expensive
gold bars. This standard then gave
way to the gold-exchange stand
ard in which the gold reserves
were replaced by trusted foreign
currency that was redeemable in
gold bullion at a given rate. The
world's monetary gold was held by
a few central banks, such as the
Bank of England and the Federal
Reserve System, that served as the
reserve banks of the world.3 But

3 Cf. Leland B. Yeager, International
Monetary Relations (New York: Harper
& Row, Publishers, 1966), p. 251 et seq.
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after World War II, the Bank of
England which was holding the
gold reserves for more than 60
countries, commonly called the
pound sterling area, gradually lost
its eminent position. It began to
hold most of its reserves in U.S. dol
lar claims to gold, which made the
Federal Reserve System the ulti
mate reserve bank of the world;
thus the gold-exchange standard
became a de facto gold and dollar
standard. Finally, during the ac
celerating inflation and credit ex
pansion of the 1960's in the U.S.,
the dollar gradually fell from its
respected position. Several mone
tary crises which triggered world
wide demands for dollar redemp
tion greatly depleted the Ameri
can stock of gold, and created
precarious payment situations.

Altogether, in less than four
years, we experienced seven cur
rency crises that foretold the end
of the international monetary sys
tem. In November, 1967, Great
Britain devalued the pound and a
number of other countries im
mediately followed suit. In March
of 1968, under the pressure of
massive pound sterling liquida
tion, the nine-nation gold pool was
abandoned and the two-tier sys
tem adopted. The third crisis oc
curred in France in May, 1969,
when political riots, followed by
rapid currency expansion, greatly
weakened the franc which was

later devalued. The fourth crisis
erupted in September, 1969, when
massive dollar conversions to West
German marks forced the German
central bank to "float" the mark
and then revalue it upward by 9.3
per cent. The·. fifth crisis occurred
in March and early April, 1971,
when a new flight from the dollar
threatened to inundate several
European central hanks. In a con
certed effort, the U.S. Treasury
and the Export-Import Bank en
deavored to "sop up" the dollar
flood. The sixth crisis began in
May, 1971, when a new flow of
dollars into German marks, Swiss
francs, and several other curren
cies caused the mark to float anew,
the Swiss franc to be revalued up
ward by 7.07 per cent, and several
other currencies to be allowed to
float or be revalued. The seventh
and last crisis was of such mas
sive proportions that President
Nixon was forced to announce the
collapse of the· old monetary order.

Why the Breakdown of
International Monetary Relations?

What had caused this gradual
deterioration of international mon
etary relations? An understanding
of the causes may provide an an
swer to the dilemma, prevent
further deterioration, and hope
fully find a cure to all its somber
consequences.

The popular. explanation usually
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runs as follows: The rapid 'worsen
ing of the U.S. international bal
ance-of-payment deficit was the
proverbial straw that broke the
system's back. From a small sur
plus of $2.7 billion in 1969,
achieved mainly through various
government manipulations that
amounted to window dressing, the
1970 payments deficit soared to an
all-time record deficit of some
$10.7 billion, on official settlement
basis, i.e., official settlements be
tween governments only. Then, in
May, 1971, the U.S. Commerce De
partment announced that the first
quarter 1971 deficit had grown to
a record $5.4 billion.4 And finally,
private sources estimated that in
1971, up through mid-August, some
$22 billion more dollars flowed out
of the country than came in.

These new payment deficits
were added to the accumulated un
paid deficits of the U.S. for many
years. U.S. dollars and short-term
claims to dollars in foreign hands
amounted to $43 billion at the end
of 1970. After deducting U.S.
short-term claims on foreigners
our net obligations exceeded $32
billion, plus the current deficits
mentioned above. And while the
U.S. gold stock stood at $11 billion,
the lowest level since World War
II, it became obvious that the U.S.

4 Federal Reserve Bulletin, Sept., 1971,
p. A75.

could not meet its foreign obliga
tions in gold.5

Dr. Arthur F. Burns, Chairman
of the Federal Reserve Board,
probably reflected the official posi
tion of the U.S. government when,
on May 20, 1971, he blamed for
eign governments for the precari
ous situation. He urged them to
release their restraints on imports
and American investments, and to
help us with our foreign military
operating expenses. Raising our
interest rates, he asserted, was not
the right way to improve the ail
ing dollar. He advocated more U.S.
borrowing from the Eurodollar
market through Treasury certifi
cates and, in order to become more
competitive in world markets, an
"incomes policy" that would re
strain the cost-push momentum of
American labor.6 Less than three
months later President Nixon an
nounced a 90-day price and wage
freeze, to be followed by some gov
ernment control thereafter, and a
10 per cent surtax on imports to
stem the flood of cheap foreign
goods.

IINafional Balance of Paymentll

Academic theories basically con
curred with Dr. Burns' explana
tion although some offered differ
ent solutions, such as a crawling

5 Ibid., p. 94.

6 The Commercial and Financial
Chronicle, June 9, 1971, p. 16.
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peg, a wider bank, flexible ex
change rates, or the creation of
new reserve assets, such as Spe
cial Drawing Rights by the Inter
national Monetary Fund.7 But no
matter what solution they proffer,
their point of departure is. the col
lectivist concept of the "national"
balance of payment. Without any
reference to individual actions and
balances, they build ambiguous
structures that ignore the causes.
Balance of payments of a country
is that very small segment of the
combined balances of millions of
individuals, the segment that is

7 Cf. William Fellner "On Limited Ex
change Rate Flexibility," Chapter 5 of
Maintaining and Restoring Balance in
International Payments, Princeton Uni
versity Press, 1966; George N. Halm,
"The Bank Proposal: The Limit of Per
missible Exchange Rate Variations,"
Princeton Special Papers in International
Economics, No.6; John H. Williamson:
"The Crawling Peg," Princeton Essays in
International Finance, l'fo.50; Francis
Cassell, International Adjustment and
the Dollar, 9th District Economic Infor
mation Series, Federal Reserve Bank of
Minneapolis, June, 1970; Walter S. Sa
lant, "International Reserves and Pay
ments Adjustment;" Banca Nazionale del
Lavoro, Quarterly Review, Sept., 1969;
Thomas D. Willet and Francesco Forte,
"Interest Rate Policy and External Bal
ance," Quarterly Journal of Economics,
May, 1969; Friedrich A. Lutz, "Money
Rates of Interest, Real Rates of Interest,
and Capital Movements," Chapter 11 of
Maintaining and Restoring Balance in
International Payments, Princeton Uni
versity Press, 1966; Milton Gilbert, "The
Gold-Dollar System: Conditions of Equi
librium and the Price of Gold," Princeton
Essays in International Finance, No. 70.

based on personal exchanges
across national boundaries. As an
individual may choose to increase
or decrease his cash holdings, so
may the millions of residents of a
given country. But when they in
crease their holdings, that is
called "favorable" in balance of
payments terminology. And when
they choose to reduce their cash
holdings, that is called "unfavor
able." The fact is that drains of
gold are not mysterious forces
that must be managed by wise
governments, but are the result of
deliberate choices by people eager
to reduce their cash holdings.

Wherever governments resort to
inflation, people tend to reduce
their cash holdings through pur
chases of goods and services. When
domestic prices begin to rise while
foreign prices continue to be stable
or rise at lower rates, individuals
like to buy more foreign goods at
bargain prices. They ship some of
their money ab!oad in exchange
for cheaper foreign products or
property. Thus, an outflow of for
eign exchange and gold sets in. It
is the inevitable result of a rate of
domestic inflation that exceeds
that of the rest of the world and
sets into operation "Gresham's
Law."

During the 1960's, the decade of
the "Great Society," and again
during 1970 and 1971, money and
credit were created at unprece-
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dented rates prompted by record
breaking government deficits. Pri
vate demand deposits, bank credit
at commercial banks, and Federal
Reserve credit, which is fueling
the credit expansion, often rose at
rates of 10 per cent or more a year.
Therefore, in spite of countless
promises and reassurances by the
President and his advisers, the
U.S. dollar suffered inevitable de
preciation at horne and abroad.
And the August 15, 1971, default
of payment was the result of this
depreciation.

Blaming the Creditor

Refusal to make gold payments
by the United States, the richest
and most powerful country on
earth, casts serious doubt on fu
ture monetary cooperation. The
immediate prospect for world
wide monetary reform is not too
bright. The U.S., as the default
ing debtor, is taking· the position
that it is up to the countries with
huge surpluses in their interna
tional payments to adjust their
currencies upward against the dol
lar. It is Washington's basic prem
ise that the U.S. was unfairly
treated in international commerce
and that it is time for correction.
Convinced of the indispensability
of the U.S. dollar as a world re
serve currency, the U.S. is defi
antly waiting for the others to act.

Bad debtors, when called upon

to make payment, often make such
charges against their creditors. It
is shocking, however, that the U.S.
government should prove to be
such a poor debtor. Even its basic
assumption, the indispensability of
the dollar, no longer goes unchal
lenged. Sterling balances ,look
more attractive today than dollar
holdings. In fact, the holdings of
deutsche marks by central banks
and treasuries probably exceed $3
billion. Foreign airlines and ship
pers have ceased to accept U.S.
currency. And Eurodollar bonds
are all but unsaleable in European
capital markets, while mark, guil
der, and Swiss franc securities re
main in demand. The foreign posi
tion generally rejects the Wash
ington charge of unfair treatment.
If the U.S. had adopted appropri
ate domestic policies, foreign of
ficials argue, it would not have
accrued its huge international pay
ments deficits. Therefore, they
want the U.S. to share the burden
of realignment. They are seeking
a devaluation of the dollar along
with realignment of their curren
cies. And above all, no one is sug
gesting that the U.S. dollar con
tinue to serve as an international
reserve currency.

After all, managed currencies
are the products of political manip
ulations by parties and pressure
groups, and all are destined to be
destroyed gradually by. weak ad-
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ministrations yielding to popular
pressures for government largess
and economic redistribution. No
such currency can serve for long
as the international reserve cur
rency to which all others can re
pair. The U.S. dollar is no excep
tion.

In the chaotic conditions of late
1971, the world may still have the
following options:

(1) It may continue on its pres
ent road of fiat money and infla
tion, government manipulation of
exchange rates, trade restrictions,
and exchange controls. The goal is
"national autonomy" in monetary
and fiscal policies, an essential ob
jective for all forms of central eco
nomic planning. On this road we
are bound to suffer not only more
inflation and depreciation, but also
a gradual disintegration of the
world economy and its division of

Freedom is the Answer

labor. Our ultimate destination is
a world-wide depression.

(2) Or the world may choose to
turn off this road of self-destruc
tion and seek stability in sound
money. The very monetary au
thorities that have created the
chaos and are now sitting in judg
ment over the, international mone
tary order must relinquish their
rights and powers over the peo
ple's money. This road leads to the
various forms of gold standard,
from the gold-exchange to the
gold-bullion, and finally the gold
coin standard. For gold is the only
international money the quantity
of which is limited by high costs
of mining and the value of which
is independent of political aspira
tions and policies. Only the gold
standard can afford monetary sta
bility and peaceful international
cooperation. ~

IDEAS ON

LIBERTY

THERE IS NOTHING wrong with money that freedom will not cure.
This is another way of saying that the Good Society which many
reformers have sought by way of monetary reform' cannot be
achieved that way; if it is ever to be achieved, it will be done by
freedom. So, then, the fight for sound money, to have meaning,
must be related to the broader fight for freedom. It is only one
of the several battles that must be fought.

F RAN K C HOD 0 R 0 v, from "Shackles of Gold"



PAUL L. POIROT

A PLEASANT premise underlying
socialism is that everyone should
be able and willing to pay prices
high enough to cover costs. Then,
no one ever would be obliged to
work for less than "a living wage."
Such is the foolish dream of per
sons who do not understand the
process and the advantages of free
trade.

True, oue trades in order to
gain something of greater value
to him than what he gives up in
exchange, and so does every other
trader. Each strives to satisfy his
wants with the least effort or ex
penditure; but the trader differs
from socialists for he does not ex
pect anyone else to give up some
thing for nothing.

A second significant difference
between a trader and a socialist

'10

Sellers Beware

concerns their respective views
about money. To a trader, money
is that particular item of com
merce so much more universally
acceptable in trade than other
scarce and valuable items that it
serves as a useful medium of ex
change. It opens up a far wider
range of market opportunities
than could possibly be reached
through direct barter. It is useful
as money because the overwhelm
ing majority of traders are willing
and anxious to accept it in pay
ment for their wares.

An entirely different concept of
money is implied in the language
and philosophy of socialism. Those
who speak of "a living wage" and
of "prices high enough to cover
costs" are not thinking about will
ing customers, or of a money that
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arises naturally out of willing ex
changes in the open market. What
they seem to have in mind, in
stead, is a purchasing power to be
created out of thin air - that an
cient dream of alchemists and
counterfeiters.

Counterfeiters Need ilLegal Tender ll

Now, it's easy enough to take
a base metal and color it "gold,"
or to print a slip of paper and call
it "money." The trick is to make
others believe it. Counterfeiters
and confidence men are indeed a
nuisance to producers, traders,
savers, especially to those who are
willing to venture into shady
deals. But with a bit of experience
and wariness, an honest •trader
can readily spot such risks and di
rect his business toward men and
money he trusts.

So, what is the poor counter
feiter to do? He will do his best
to have his "money" declared legal
tender, which means that the gov
ernment would force creditors to
accept it when offered in payment
of any debt.

Any debt? Including taxes? The
government that levies and col
lects taxes is expected to grant to
someone a note-printing monop
oly? It takes no political genius
to rise to the conclusion that if
anyone is to print notes to be en
forced as legal tender, surely that
monopoly had best be exercised by

the government itself! And that is
socialist monetary policy in a nut
shell: the government in full con
trol of the "money machine."

If government expenditures rise,
just print additional bogus money.
Soon enough,. this bogus-money
declared-legal-tender will have
driven into hoarding or hiding
any more substantial or trust
worthy medium of exchange. As
Sir Thomas Gresham observed:
"Bad money drives out good."
This is the monetary manifesta
tion of the more general law that
people always. will use the cheap
est and easiest means available to
obtain their various ends. In other
words, if the government decrees
that a piece of paper or an alloyed
coin is equal in purchasing power
to the precious metal that the
market had chosen as money, then
customers will do their best to
make sellers take the bad money.
And even the most honest and
scrupulous of men will gladly use
the bad money to meet his tax
payments.

However, a small problem looms
for a national government: its
taxing power and legal tender
monopoly end at the border. It
may be able to fool or to browbeat
foreign suppliers for a time into
accepting printed p~per to cover
trade deficits ; but eventually, in
ternational trade balances are pay
able in goods of value, such as
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gold. Even an international mone
tary cartel such as the Bretton
Woods a.greement breaks down as
soon as the gold runs out - a
breakdown which President Nixon
declared official on August 15,
1971.

It Stops at the Border

At this point, let us pick up the
thread of the labor theory of value
with which we began this discus
sion of inflation: the socialistic
presumption that everyone is en
titled to "a living wage," whether
or not he earns it. The late Lord
Keynes translated this fallacy in
to the language of politics, saying
in effect:. the way to stay in office
is to woo organized labor; if the
unions demand higher wages, meet
their demands through use of the
money machine.

Some witnesses, seeing that the
"money" button is now being
pushed by organized labor, have
come to the remarkable conclusion
that this is a new kind of "cost
push" inflation, unlike the old "de
mand-pull" type; the union wage
demands are pushing prices up,
so the money-machine isn't the
culprit after all. Therefore, let's
freeze wages and let the machine
run until the economy has re
gained its health! That, too, was
implicit in the official declaration
of August 15, 1971.

Despite all the International
Brotherhoods of this and that, the
new "cost-push" inflation has no
greater power over foreigners
than has any other name for the
game. In the markets of the world,
it's' still the same: put up, or shut
up; if you want our goods and
services, give us your goods or
your gold; worthless paper not ac
cepted here; the exorbitant wage
demands of American labor unions
are not legal tender in Japan, so
sorry!

So, in the final analysis, what a
nation can do is to inflate itself
out of the world market and prac
tice its splendid isolationism to
the very brink of its own disaster
- if not further. And a citizenry
that will thus demand and tolerate
socialism fully deserves it. Nor is
it an eff~ctive cure for inflation to
demand that the government more
stringently regulate the monopoly
powers granted to organized labor;
of course those powers are used
and abused to everyone's detri
ment and ought to be withdrawn.
So should numerous other special
privileges and government-sanc
tioned interventions that disrupt
peaceful production and trade.
However, as long as the govern
ment has power to declare that
paper is legal tender, there is little
prospect that the economy may be
free of inflation and socialism. I)



WhySome Are Po - er

HENRY HAZLITT

THROUGHOUT HISTORY, until about
the middle of the eighteenth cen
tury, mass poverty was nearly
everywhere the normal condition
of man. Then capital accumula
tion and a series of major inven
tions ushered in the Industrial
Revolution. In spite of occasional
setbacks, economic progress be
came accelerative. Today, in the
United States, in Canada, in near-

I ly all of Europe, in Australia,
New Zealand, and Japan, mass
poverty has been pra.ctically elim
inated. It has either been con
quered or is in process of being
conquered by a progressive capi
talism. Mass poverty is still found
in most of Latin America, most of
Asia, and most of Africa.

Yet even the United States, the

Henry Hazlitt is well known to FREEMAN
readers as author, columnist, editor, lecturer,
and practitioner of freedom. This article will
appear as a chapter in a forthcoming book, The
Conquest of Poverty, to· be published by Arl
ington House.

most affluent of all countries, con
tinues to be plagued by "pockets"
of poverty and, by individual pov
erty.

Temporary pockets of poverty,
or of distress, are an almost neces
sary result ofa free competitive
enterprise system. In such a sys
tem some firms and industries are
growing or being born, others are
shrinking or dying; and many en
trepreneurs and workers in the
dying industries are unwilling or
unable to change their residence
or their occupation. Pockets of
poverty may be the result of a
failure to meet domestic or for
eign competition, of a shrinkage
or disappearance of demand for
some product, of mines or wells
that have been exhausted, of land
that has become a dust bowl, and
of droughts, floods, earthquakes,
and other natural disasters. There
is no way of preventing most of

15
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these contingencies, and no all-en
compassing cure for them. Each is
likely to call for its own special
measures of alleviation or adjust
ment. Whatever general measures
may be advisable can best be con
sidered as part of the broader
problem of individual poverty.

This problem is nearly always
referred to by socialists as "the
paradox of poverty in the midst of
plenty." The implication of the
phrase is not only that such pov
erty is inexcusable, but that its
existence must be the fault of
those who have the "plenty." We
are most likely to see the problem
clearly, however, if we stop blam
ing "society" in advance and seek
an unemotional analysis.

Diverse and International

When we start seriously to item
ize the causes of individual pov
erty, absolute or relative, they
seem too diverse and numerous
even to classify. Yet in most dis
cussion we do find the causes of
individual poverty tacitly divided
into two distinct groups - those
that are the fault of the individ
ual pauper and those that are not.
Historically, many so-called "con
servatives" have tended to blame
poverty entirely on the poor: they
are shiftless, or drunks or bums:
"Let them go to work." Most so
called "liberals," on the other
hand, have tended to blame pov-

erty on everybody but the poor:
they are at best the "unfortunate,"
the "underprivileged," if not ac
tually the "exploited," the "vic
tims" of the "maldistribution of
wealth," or of "heartless laissez
faire."

The truth, of course, is not that
simple, either way. We may, oc
casionally, come upon an individ
ual who seems to be poor through
no fault whatever of his own (or
rich through no merit of his own).
And we may occasionally find one
who seems to be poor entirely
through his own fault (or rich en
tirely through his own merit).
But most often we find an inex
tricable mixture of causes for any
given person's relative poverty or
wealth. And any quantitative esti
mate of fault versus misfortune
seems purely arbitrary. Are we
entitled to say, for example, that
any given individual's poverty is
only 1 per cent his own fault, or
99 per cent his own fault - or fix
any definite percentage whatever?
Can we make any reasonably ac
curate quantitative estimate of the
percentage even of those who are
poor mainly through their own
fault, as compared with those
whose poverty is mainly the result
of circumstances beyond their con
trol? Do we, in fact, .have any ob
jective standards for making the
separation?

A good idea of some of the older
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ways of approaching the problem
can be obtained from the article
on "Poverty" in The Encycloped'ia
of Social Reform, published in
1897.1 This refers to a table com
piled by a Professor A. G. Warner
in his book, Ameri,can Charities.
This table brought together the
results of investigations in 1890
to 1892 by the charity organiza
tion societies of Baltimore, Buf
falo, and New York City, the asso
ciated charities of Boston and Cin
cinnati; the studies of Charles
Booth in Stepney and St. Pancras
parishes in London, and the state
ments of Bohmert for 76 German
cities published in 1886. Each of
these studies tried to determine
the "chief cause" of poverty for
each of the paupers or poor fam
ilies it listed. Twenty such "chief
causes" were listed altogether.

Professor Warner converted the
number of cases listed under each
cause in each study into percent
ages,wherever this had not al
ready been done; then took an un
weighted average of the results
obtained in the fifteen studies for
each of these "Causes of Poverty
as Determined by Case Count
ing," and came up with the fol
lowing percentages. First came six
"Causes Indicating Misconduct":
Drink 11.0 per cent, Immorality
4.7, Laziness 6.2, Inefficiency and

1 Ed. by Wm. D. P. Bliss (New York:
Funk & Wagnalls).

Shiftlessness 7.4, Crime and Dis
honesty 1.2, and Roving Disposi
tion 2.2 - making a total of causes
due to misconduct of 32.7 per cent.

Professor Warner next item
ized fourteen "Causes Indicating
Misfortune" : Imprisonment of
Bread Winner 1.5 per cent, Or
phans and Abandoned 1.4, Neglect
by Relatives 1.0, No Male Support
8.0, Lack of Employment 17.4, In
sufficient Employment 6.7, Poorly
Paid Employment 4.4, Unhealthy
or Dangerous Employment 0.4, Ig
norance of English 0.6, Accident
3.5, Sickness or Death in Family
23.6, Physical Defect 4.1, Insan
ity 1.2, and Old Age 9.6 - making
a total of causes indicating mis
fortune of 84.4 per cent.

No Objective Standards

Let me say at once that as a
statistical exercise this table is
close to worthless, full of more
confusions and discrepancies than
it seems worth analyzing here.
Weighted and unweighted ave
rages are hopelessly mixed. And
certainly it seems strange, for ex
ample, to list all cases of unem
ployment or poorly paid employ
ment under "misfortune" and none
under personal shortcomings.

Even Professor Warner points
out how arbitrary most of the
figures are: "A man has been
shiftless all his life, and is now
old; is the cause of poverty shift-
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lessness or old age? . . . Perhaps
there is hardly a single case in the
whole 7,000 where destitution has
resulted from a single cause."

But though the table has little
value as an effort in quantification,
any attempt to name and classify
the causes of poverty does call at
tention to how many and varied
such causes there can be, and to
the difficulty of separating those
that are an individual's own fault
from those that are not.

An effort to apply objective
standards is now made by the So
cial Security Administration and
other Federal agencies by classify
ing poor families under "condi
tions associated with poverty."
Thus we get comparative tabula
tions of incomes of farm and non
farm families, of white and Negro
families, families classified by age
of "head," male head or female
head, size of family, number of
members under 18, educational at
tainment of head (years in ele
mentary schools, high school, or
college) , employment status of
head, work experience of head
(how many weeks worked or idle),
"main reason for not working: ill
or disabled, keeping house, going
to school, unable to find work,
other, 65 years and over"; occu
pation of longest job of head,
number of earners in family; and
so on.

These classifications, and their

relative numbers and comparative
incomes, do throw objective light
on the problem, but much still de
pends on how the results are in
terpreted.

Oriented Toward the future

A provocative thesis has been
put forward by Professor Ed
ward C. Banfield of Harvard in
his book, The Unheavenly' City.2
He divides American society into
four "class cultures": upper, mid
dle, working, and lower classes.
These "subcultures," he warns, are
not necessarily determined by
present economic status, but by
the distinctive psychological ori
entation of each toward providing
for a more or less distant future.

At the most future-oriented end
of this scale, the upper-class in
dividual expects long life, looks
forward to the future of his chil
dren, grandchildren, even great
grandchildren, and is concerned
also for the future of such ab
stract entities as the community,
nation, or mankind. He is confident
that within rather wide limits he
can, if he exerts himself to do so,
shape the future to accord with
his purposes. He therefore has
strong incentives to "invest" in
the improvement of the future
situation - i. e., to sacrifice some
present satisfaction in the expec
tation of enabling someone (him-

2 Boston: Little Brown, 1970.
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self, his children, mankind, etc.)
to enjoy greater satisfactions at
some future time. As contrasted
with this:

"The lower-class individual lives
from moment to moment. If he
has any awareness of a future, it
is of something fixed, fated, be
yond his control: things happen to
him, he does not make them hap
pen. Impulse governs his behavior,
either because he cannot discipline
himself to sacrifice a present for
a future satisfaction or because
he has no sense of the future. He
is therefore radically improvi
dent: whatever he cannot con
sume immediately he considers
valueless. His bodily needs (espe
cially for sex) and his taste for
'action' take precedence over ev
erything else - and certainly over
any work routine. He works only
as he must to stay alive, and drifts
from one unskilled job to another,
taking no interest in the work."3

Professor Banfield does not at
tempt to offer precise estimates of
the number of such lower-class in
dividuals, though he does tell us at
one point that "such ['multiprob
lem'] families constitute a small
proportion both of all families in
the city (perhaps 5 per cent at
most) and of those with incomes
below the poverty line (perhaps 10
to 20 per cent) . The problems that
they present are out of proportion

3 Ibid., p. 53.

to their numbers, however; in St.
Paul, Minnesota, for example, a
survey showed that 6 per cent of
the city's families absorbed 77 per
cent of its public assistance, 51
per cent of its health services, and
56 per cent of its mental health and
correction casework services."4

Obviously if the "lower class cul
ture" in our cities is as persistent
and intractable as Professor Ban
field contends (and no one can
doubt the fidelity of his portrait
of a sizable group), it sets a lim
it on what government policy mak
ers can accomplish.

By Merit, or by Luck

In judging. any program of re
lief, our forefathers usually
thought it necessary to distin
guish sharply between the "de
serving" and the "undeserving"
poor. But this, as we have seen, is
extremely difficult to do in prac
tice. And .it raises troublesome
philosophic problems. We common
ly think of two main factors as
determining any particular indi
vidual's state of poverty or wealth
- personal merit, and "luck."
"Luck" we tacitly define as any
thing that causes a person's eco
nomic (or other) status to be bet
ter or worse than his personal mer
its or efforts would have earned
for him.

Few of us are objective in
4 Ibid., p. 127.
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measuring this in our own case.
If we are relatively successful,
most of us tend to attribute our
success wholly to our own intellec
tual gifts or hard work; if we
have fallen short in our worldly
expectations, we attribute the out
come to some stroke of hard luck,
perhaps even chronic hard luck.
If our enemies (or even some of
our friends) have done better than
we have, our temptation is to
attribute their superior success
mainly to good luck.

But even if we could be strictly
objective in both cases, is it al
ways possible to distinguish be
tween the results of "merit" and
"luck"? Isn't it luck to have been
born of rich parents rather than
poor ones? Or to have received
good nurture in childhood and a
good education rather than to have
been brought up in deprivation
and ignorance? How wide shall we
make the concept of luck? Isn't
it merely a man's bad luck if he
is born with bodily defects - crip
pled, blind, deaf, or susceptible to
some special disease? Isn't it also
merely bad luck if he is born with
a poor intellectual inheritance
stupid, feeble-minded, an imbe
cile? But then, by the same logic,
isn't it merely a matter of good
luck if a man is born talented,
brilliant, or a genius? And if so,
is he to be denied any credit or
merit for being brilliant?

We commonly praise people for
being energetic or hard-working,
and blame them for being lazy or
shiftless. But may not these quaH
ties themselves, these differences
in degrees of energy, be just as
much inborn as differences in phy
sical or mental strength or weak
ness? In that case, are we justi
fied in praising industriousness
or censuring laziness?

However difficult such questions
may be to answer philosophically,
we do give definite answers to
them in practice. We do not criti
cize people for bodily defects
(though some of us are not above
deriding them) , nor do we (except
when we are irritated) blame them
for being hopelessly stupid. But
we do blame them for laziness or
shiftlessness, or penalize them for
it, because we have found in prac
tice that people· do usually respond
to blame and punishment, or
praise and reward, by putting
forth more effort than otherwise.
This is really what we have in
mind when we try to distinguish
between· the "deserving" and the
"undeserving" poor.

What Happens to Incentive

The important question always
is the effect of outside aid on in
centives. We must remember, on
the one hand, that extreme weak
ness or despair is not conducive
to incentive. If we feed a man who
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has actually been starving, we for
the time being probably increase
rather than decrea.se his incen
tives. But as soon as we give an
idle able-bodied man more than
enough to maintain reasonable
health and strength, and espe
cially if we continue to do this
over a prolonged period, we risk
undermining his incentive to work
and support himself. There are
unfortunately many people who
prefer near-destitution to taking
a steady job. The higher we make
any guaranteed floor under in
comes the larger the number of
people who will see no reason
either to work or to save. The
cost to even a wealthy community
could ultimately become ruinous.

An "ideal" assistance program,
whether private or governmental,
would (1) supply everyone in dire
need, through no fault of his own,
enough to maintain him in rea
sonable health; (2) would give
nothing to anybody not in such
need; and (3) would not diminish
or undermine anybody's incentive
to work or save or improve his

skills and earning power, but
would hopefully even increase
such incentives.

But these' three aims are ex
tremely difficult to reconcile. The
nearer we come to achieving any
one of them. fully, the less likely
we are to achieve one of the others.
Society has found no perfect solu
tion of this problem in the past,
and seems unlikely to find one in
the future. The best we can look
forward to, I suspect, is some nev
er-quite-satisfactory compromise.

Fortunately, in the United
States the problem of relief is
now merely. a residual problem,
likely to be of constantly diminish
ing importance as, under free en
terprise, we 'constantly increase
total production. The real problem
of poverty is not a problem of "dis
tribution" but of production. The
poor are poor not because some
thing is being withheld from them,
but because, for whatever reason,
they are not producing enough.
The only permanent way to cure
their poverty is to increase their
earning power. ~

IDEAS ON

LIBERTY

Self-Help

THE SPIRIT of self-help is the root of all genuine growth in the

individual; and, exhibited in the lives of many, it constitutes the

true source of national vigor and strength.

SAMUEL SMILES



ECONOMICS:

A Branch of
Moral Philosophy

THE AUTHOR of The Wealth of
Nati,ons (1776) is frequently
classed as an eighteenth century
economist. 'But Adam Smith was
primarily a professor of moral
philosophy, the discipline which I
believe is the appropriate one for
the study of human action and
such subdivisions of it as may be
involved in political economy.

Moral philosophy is the study
of right and wrong, good and evil,
better and worse. These polarities
cannot be translated into quantita
tive and measurable terms and,
for that reason, moral philosophy
is sometimes discredited as lack
ing scientific objectivity. And it is
not, in fact, a science in the sense
that mathematics, chemistry, and
physics are sciences. The effort of
many economists to make the
study of political economy a natu
ral science draws the subject out
of its broader discipline of moral
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LEONARD E. READ

philosophy, which leads in turn to
social mischief.

Carl Snyder, long-time statisti
cian of the Federal Reserve Board,
exemplifies an economic "scien
tist." He wrote an impressive
book, Capitalism the Creator.l

I agree with this author that
capitalism is, indeed, a creator,
providing untold wealth and ma
terial benefits to countless millions
of people. But, in spite of all the
learned views to the contrary, I
believe that capitalism, in its sig
nificant sense, is more than Snyder
and many other statisticians and
economists make it out to be - far
more. If so, then to teach that
capitalism is fully explained in
mathematical terms is to settle for
something less than it really is.
This leaves unexplained and vul-

1 Carl Snyder, Capitalism the Creator
(New York: The Macmillan Company,
1940; Arno Press, 1972), 492 pp.
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nerable the real case for capital
ism.

Snyder equates capitalism with
"capital savings." He explains
what he means in his Preface:

"The thesis here presented is
simple, and unequivocal; in its
general outline, not new. What is
new, I would fain believe, is the
proof; clear, statistical, and fac
tual evidence. That thesis is that
there is one way, and only one
way, that ,any people, in all his
tory, have ever risen from barbar
ism and poverty to affluence and
culture; and that is by that con
centrated and highly organized
system of production and exchange
which we call Capitalistic: one
w,ay, and one alone. Further, that
it is solely by the accumulation
(and concentration) of this Capi
tal, and directly proportional to
the amount of this accumulation,
that the modern industrial nations
have arisen: perhaps the sole way
throughout the whole of eight or
ten thousand years of economic
history."

No argument - none whatsoever
- as to the accomplishments of
capitalism, or that it has to do
with "capital savings." But what
is capital?

The Ideas Behind Capital

The first answer that comes to
mind is that capital means the
tools of production: brick and

mortar in the form of plants, elec
tric and water and other kinds of
power, machines of all kinds in
cluding computers and other auto
mated things, ships at sea and
trains and trucks and planes - you
name it! These things are indeed
capital, but is capital in the sense
of material wealth sufficient to tell
the whole story of capitalism and
its creative accomplishments or
potentialities'?

Merely bear in mind that all of
this fantastic gadgetry on which
rests a high standard of living has
its origin in ideas, inventions, dis
coveries, insights, intuition, think
of-thats, and such other unmeas
urable qualities as the will to im
prove, the entrepreneural spirit,
intelligent self-interest, honesty,
respect for the rights of others,
and the like. These are spiritual
as distinguished from material or
physical assets, and always the
former precedes and is respon
sible for the latter. This is capital
in its fundamental, originating
sense; this accumulated wisdom of
the ages - an over-all luminosity
- is the basic aspect of "capital
savings."

It is possible to become aware
of this spiritual capital, but not to
measure, let. alone to fully under
stand it - so enormous is its ac
cumulation over the ages. Aware
ness? Sit in a jet plane and ask
what part you had in its m,aking.
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Very little, if any, even though you
might be on the production line at
Boeing. At most, you presssed a
button that turned on forces about
which you know next to nothing.
Why, no man even knows how to
make the pencil you used to sign
a requisition. These "capital sav
ings" put at your disposal an en
ergy perhaps several hundred
times your own. This accumulated
energy - the workings of human
minds over the ages - is capital!

"Truly Scientificll

With this concept of capital in
mind, reflect on how unrealistic
are the ambitions of the "scien
tific" economists. Carl Snyder
phrases their intentions well in the
concluding paragraph of his Pref
ace:

"It was inevitable, perhaps, that
anything like a "social science"
should be the last to develop. Its
bases are so largely statistical that
it was only with the development
of an enormous body of new knowl
edge that anything resembling a
firmly grounded and truly scien
tific system could be established.
It is coming ; already the most
fundamental elements of this
knowledge are now available, as
the pages to follow will endeavor
to set forth." (Italics added)

Snyder is, indeed, statistical. He
displays 44 charts. Nearly all of
these show the ups and downs-

mostly ups - of physical assets in
dollar terms. This, in his view, is
a "truly scientific system." But
how scientific can a measurement
be if the units cannot be quanti
fied and the measuring rod is as
imprecise in value as is the dollar
or any other monetary unit?

And what is truly scientific
about showing the growth in coal
production, for instance, if there
be a shift in demand favoring
some other fuel? This would be
only a pseudo-measurement with
no more scientific relevance than a
century-old chart showing the dol
lar growth in buggy whip produc
tion.

Professor F. A. Hayek enlight
ens us:

"All the physical laws of produc
tion" which we meet, e.g., in eco
nomics, are not physical laws in
the sense of the physical sciences
but people's beliefs about what
they can do.... That the objects
of economic activity cannot be de
fined in objective terms but only
with reference to a, human pur
pose goes without saying. Neither
a 'commodity' or an 'economic
good,' nor 'foods' or 'money,'
can be defined in physical terms
but only in terms of views people
hold about things."2

2 See The Counter-Revolution of Sci
ence by F. A. Hayek (New York: The
Free Press of Glencoe, The Crowell-Col
lier Publishing Co., 1964), p. 31.
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National Accounting

Economic growth for a nation
cannot be mathematically or sta
tistically measured. Efforts to do
so are highly misleading. They
lead people to believe that a mere
increase in the measured output of
goods and services is, in and of it
self, economic growth. This fallacy
has led to the forced savings pro
grams of centrally administered
economic systems - programs
which decrease the range of vol
untary choice among individuals.
This is the heart of the· failure of
the socialistic policies of the un
derdeveloped nations of Asia,Af
rica, and Latin America. As Prof.
P. T. Bauer has written so elo
quently: "I regard the extension
of the range of choice, that is, an
increase in the range of effective
alternatives open to people, as the
principal objective and criterion
of economic development; and I
judge a measure principally by its
probable effects on the range of
alternatives open to individuals."3

Indeed, even an individual's eco
nomic growth can no more be
measured, exclusively, in terms of
historical statistics than can his
intellectual, moral,and spiritual
growth. These ups and downs can
not be defined in physical terms

3 P. T. Bauer, Economic Analysis and
Policy in Underdeveloped Countries
(Duke University Press and Cambridge
University Press, 1957), p. 113.

but only in terms of views people
hold about things. These views
highly personal - are in constant
flux ; you may care nothing to
morrow for that which you high
ly prize today.

Once we grasp the point that the
value of any good or service is
whatever others will give in will
ing exchange) and that the j udg
ments of all parties to all ex
changes are constantly and for
ever changing, it should be plain
that even physical assets - money,
food, or whatever - do not lend
themselves to measurements in the
scientific sense.

And when we further reflect on
the fundamental nature of "capi
tal savings,"- that they emerge
out of ideas, inventions, insights,
and the Iike- the idea of scien
tific measurement becom~s pat
ently absurd.

In any event, it is this penchant
to make a science of political econ
omy, to reduce capitalistic be
havior to charts, st.atistics, theo
rems, arbitrary sysmbols, that
leads to such nonsense as the
Gross National Product (GNP),
"national goals" and "social
gains."4 The more pronounced this

4 For more on the GNP fallacy and
how economic growth cannot be "factu
ally" reported, see "A Measure of
Growth" in my Deeper Than You Think
(Irvington-on-Hudson, N. Y.: The Foun
dation for Economic Education, Inc.,
1967), pp. 70-84.
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trend, the less will the economics
of capitalism and the free society
be understood - "a dismal sci
ence," for certain. Indeed, could
the ambitions of the "scientific
economists" be realized, dictator
ship would be a viable political sys
tem. At the dictator's disposal
would be all the formulae, all the
answers; disregarding personal
views and choices, he would simply
run his information through com
puters and thus meet production
schedules.

When we grasp the point that
no man who ever lived has been
able to foresee his own future
choices, let alone those of others,
economic scientism, as it might be
called, makes no sense.

Man'5 Arrogance

How did we ever get off on this
untenable course? Perhaps we can
only speculate. A flagrant display:
At one point in a recent Seminar
discussion I repeated, "Only God
can make a tree." And then this
exclamation by a graduate student,
"Up until now!" This, it appears
to me, is the reflection of a notion,
so prevalent in the eighteenth and
nineteenth centuries, that every
facet of Creation, even life itself,
lies within the powers of man.
Merely a matter of time!

To tear human action asunder
and then to assign symbols or
labels to the pieces, as the scien-

tists properly do with the chem
ical elements, is no service to eco
nomic understanding. This meth
od makes understanding impos
sible for the simple reason that it
presupposes numerous phases of
human action that can be mathe
matically or scientifically distin
guished one from the other when
such is not the case. Why am I
motivated to write this or you to
read it? Doubtless, each of us can
render a judgment of sorts but it
will not be, cannot be, in the lan
guage of science.

Political economy is as easy or,
perhaps, as difficult to understand
and practice as the Golden Rule or
the Ten Commandments. Econom
ics is no more than a study of how
scarcity is best overcome, and the
first thing we need to realize is
that this is accomplished by the
continued application of human
action to natural resources.

Natural resources are what they
are, no more, no less - the ulti
mate given! The variable is hu
man action.

Political economy, then, re
solves itself into the study of
what is and what is not intelligent
human action. It should attempt
to answer such questions as:.

Is creative energy more effi
ciently released among free or co
erced men?

Is freedom to choose as much a
right of one as another?
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Who has the right to the fruits
of labor - the producer or nonpro
ducer?

How is value determined - by
political authority, cost of produc
tion, or by what others will give
in willing exchange?

What actions of men should be
restrained - creative actions or
only destructive actions?

How dependent is overcoming
scarcity on honesty, respect of
each for the rights of others, the
entrepreneurial spirit, intelligent
intepretation of self-interest?

Viewed in this manner, politi-

Freedom, an Illusion

cal economy is not a natural sci
ence like chemistry or physics but,
rather, a division of moral phi
losophy - a study of what is right
and what is wrong in overcoming
scarcity and maximizing pros
perity - the problem to which it
addresses itself.

Once we drop the "scientific"
jargon and begin to study politi
cal economy for what it really is,
then its mastery becomes no more
difficult than understanding that
one should never do to others
that which he would not have·
them do unto him. II

IDEAS ON

LIBERTY

FREEDOM is an illusion, though an important one; in any society,
restraints and restrictions, obligations and compulsions are the
realities.

"Free as the wind" is such an illusion. Consider the restraints
and restrictions and obligations and compulsions. For wind is
nothing but air being pushed from areas of high pressure to low,
cold and heavy air displacing warmer and lighter air, its course
modified by solid objects of nature and man in its path, subject to
all the laws of gases, gravity, mass, matter, and so on.

The illusion of freedom has been broad indeed in America with
its unique government of limited and specific powers - limiting
the restraints and restrictions, the obligations and compulsions to
which Americans might be subjected. No such illusions of freedom
persist in totalitarian societies, be they Communist, Fascist, So
cialist or whatever. For it is made abundantly clear that the
people subject to these regimes are free only to support and serve
the state, with ample restraints and restrictions to shatter any
other illusions of freedom.

Why is this illusion of freedom so vitally important? Because
the more free men feel to serve. themselves, their fellows, and
their Creator, the better they do in fact serve all.

J. KESNER KAHN, Chicago, Illinois



MORALITY
and

CONTROLS

MOST DISCUSSION of the wage
price freeze and the coming Phase
II controls has been strictly eco
nomic and operational: were they
needed, will they work, how will
they operate. I have recorded my
own opposition to them in three
columns- in N eW8week.

There has been essentially no
discussion of a much more funda
mental issue. The controls are
deeply and inherently immoral. By
substituting the rule of men for
the rule of law and for voluntary
cooperation in the marketplace,
the controls threaten the very
foundations of a free society. By
encouraging men to spy and re
port on one another, by making it

Dr. Friedman, Professor of Economics, Uni
versity of Chicago, needs no introduction to
FREEMAN readers.

This article was first published in two parts
in The New York Times on October 28 and 29,
1971. © 1971 by The New York Times Com
pany. Reprinted by permission.
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in the private interest of large
numbers of citizens to evade the
controls, and by making actions
illegal that are in. the public in
terest, the controls undermine in
dividual morality.

One of the proudest achieve
ments of Western civilization was
the substitution of the rule of law
for the rule of men. The ideal is
that government restrictions on
our behavior shall take the form
of impersonal rules, applicable to
all alike, and' interpreted and ad
judicated by an independent judi
ciary rather than of specific orders
by a government official to named
individuals. In principle, under
the rule of law, each of us can
know what he mayor may not do
by consulting the law and determ
ining how it applies to his own
circumstances.

The rule of law does not guaran-



1972 MORALITY AND· CONTROLS 29

tee freedom, since general laws as
well as personal edicts can be ty
rannical. But increasing reliance
on the rule of law clearly played a
major role in transforming West
ern society from a world in which
the ordinary citizen was literally .
subject to the arbitrary will of his
master to a world in which the
ordinary citizen could regard him
self as his own master.

Contract or Status?

The ideal· was, of course, never
fully attained. More important, we
have been eroding the rule of law
slowly and steadily for decades, as
government has become more and
more a participant in economic
affairs rather than primarily a
rule-maker, referee, and enforcer
of private contracts. It was, after
all, the development of the private
market that made possible the
original movement from a world
of status to a world of voluntary
contract. As government has. tried
to replace the market in one area
after another, it has inevitably
been driven to restore a world of
status.

The freeze and even more the
pay board and· price board of the
Phase II controls are clearly an
other massive step away from the
rule of law and back toward· the
rule of men. True, the rule of men
will be under law but that is a far
cry from the rule of law - Stalin,

Hitler, Mussolini, and now Kosy
gin, Mao, and Franco all rule un
der law.

The price that you and I may
charge for our goods or our labor
or that we may pay others for their
goods or their labor will now be
determined, not by any set of
legislated •standards applying to
all alike, but by specific orders by
a small number of men appointed
by the President. And jf govern
mental edict is to replace market
contract, there is no alternative.
There are millions of prices, mil
lions of wage rates arrived at by
voluntary agreements among mil
lions of people. The collectivistic
countries have been unable in dec
ades to find simple rules enabling
prices and. wages to be established
by any alternative impersonal
mechanism.

Politics and Patriotism

We are not likely to succeed.
And we are not trying. Instead,
the appeal is to the patriotism,
civic responsibility, and judgment
of political appointees, must of
whom represent vested interests.
How do patriotism and judgment
determine that the price of a
widget may rise 2.8 per cent but
the price of a wadget, only 0.3 per
cent; the wage of a widgeteer by
2 per cent but of a wadgeteer, by
10 per cent? Clearly they do not.
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Arbitrary judgment, political pow
er, visibility - these are what will
matter.

The tendency for such an ap
proach to violate human freedom
is even more clearly exemplified
by the present situation with re
spect to dividends. The President
has requested firms not to raise
dividends - he has no legal power
to do more. The request has been
accompanied by surveillance, a
calling down to Washington and
public lambasting of the handful
of corporations that did not con
form, and a clear, implied threat
to use extralegal powers. These
measures have no legal basis at
all. Yet I know of only one small
company that has had the courage
to refuse to cooperate ·on grounds
of principle.

The full logic of the system will
not work itself out this time. Our
strong tradition of freedom, the
ineffectiveness of the controls, the
ingenuity of the people in finding
ways around them - these will
lead to the collapse of the controls
rather than to their hardening into
a full-fledged straitjacket. But
nonetheless, it is disheartening to
see us take this further long step
on the road to tyranny so light
heartedly, so utterly unaware that
we are doing something funda
mentally in conflict with the basic
principles on which this country is
founded. The first time, we may

venture only a small way. But the
next time, and the next time?

A Nation ollnlormers

Enforcement of the price and
wage controls, as of the freeze,
must depend heavily on encourag
ing ordinary citizens to be inform
ers - to report "violations" to
government officials.

When you and I make a private
deal, both of us benefit - otherwise
we do not have to make it. We are
partners, cooperating voluntarily
with one another. The terms, so
long as they are mutually agree
able, should be our business. But
not any longer. Big Brother is
looking over our shoulders. And
if the terms do not correspond
with what he says is O.K., one of
us is encouraged to turn in the
other. And to turn him in for do
ing something few people have
ever regarded and do not now re
gard as .in any sense morally
wrong; on the contrary, for doing
something that each of us regards,
when it affects us, as our basic
right. Am I not entitled to sell my
goods or my labor for what I con
sider them worth as long as I do
not coerce anyone to buy? Is it
morally wrong for Chile to ex
propriate the property of Ana
conda Copper - Le., to force it to
sell its copper mines for a price
less than its value; but morally
right for the U.S. government to
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force the worker to sell his labor
for less than its value to him and
to his employer?

By any standards, the edicts of
the pay board and the price board,
like the initial freeze, will be full
of inequities and will be judged to
be by ever increasing numbers of
people. You believe that you are
entitled to a pay raise, your em
ployer agrees and wishes to give
you one, yet the pay board says no.
Will there not be a great tempta
tion to find a way around the
ruling? By a promotion unac
companied by any change in du
ties but to a job title carrying a
higher permitted pay. Or by your
employer providing you with
amenities you formerly paid for.
Or by one or another of the in
numerable stratagems - legal,
quasi-legal, or illegal - that ingen
ious men devise to protect them
selves from snooping bureaucrats.

Two W fongs = Two W fongs

In general, I have little sympa
thy with trade unions. They have
done immense harm by restricting
access to jobs, denying excluded
workers the opportunity to make
the most of their abilities, and

forcing them to take less satis
factory jobs. Yet surely in the
present instance they are right
that it is inequitable for the gov
ernment retroactively to void con
tracts freely arrived at. The way
to reduce the monopoly power of
unions is to remove the special
legal immunities they are now
granted, not to replace one con
centrated pOWE1!" by another.

When men do not regard gov
ernmental .measures as just and
right they will find a way around
them. The. effects extend beyond
the original source, generate wide
spread disrespect for the law, and
promote corruption and violence.
We found this out to our cost in
the 1920's. with Prohibition; in
World War II with price control
and rationing; today with drug
laws. We shall experience it yet
again with price and wage con
trols if they are ever more than
a paper fa<;ade.

One feature of price and wage
controls makes their effect on in
dividual morality especially vi
cious. Because these controls dis
tort the use of resources, the
evader benefits not only himself
but society. The more rigorously
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the controls are enforced, the more
harm they do. They render be
havior which is immoral from one
point of view socially beneficial.
They thus introduce the kind of
fundamental moral conflict that is
utterly destructive of social co
hesion.

Our markets are far from com
pletely free. Monopoly power of
labor and business means that
prices and wages are not wholly
a product of voluntary contract.
Yet these blemishes, real and im
portant though they are, are minor
compared to replacing market
agreements by government edict,
compared to giving arbitrary pow
er to a small number of appointed
officials, compared to inculcating
in the public contempt for the law.

The excuse for the destruction
of liberty is always the plea of
necessity - that there is no al
ternative. If indeed, the economy
were in a state of crisis, of a life
and-death emergency, and if con
trols promised a sure way out, all

their evil social and moral effects
might be a price that would have
to be paid for survival. But not
even the gloomiest observer of the
economic scene would describe it
in any such terms. Prices rising
at 4 per cent a year, unemploy
ment at a level of 6 per cent
these are higher than we would
like to have or than we need to
have, but they are very far indeed
from crisis levels. On the contrary,
they are rather moderate by his
torical standard. And· there is far
from uniform agreement that
wage and price controls will im
prove matters. I happen to believe
that they will make matters worse
after an initial deceptive period
of apparent success. Others disa
gree. But even their warmest de
fenders recognize that they impose
costs, produce distortions in the
use of resources, and may fail to
reduce inflation. Under such cir
cumstances, the moral case surely
deserves at least some attention.

IDEAS ON

*LIBERTY

The Abolition of Private Property

A GOVERNMENT that sets out to abolish market prices is inevitably
driven towards the abolition of private property; it has to rec
ognize that there is no middle way between the system of private
property in the means of production combined with free contract,
and the system of common ownership of the means of production,
or Socialism. It is gradually forced towards compulsory produc
tion, universal obligation to labor, rationing of consumption, and,
finally, official regulation of the whole of production and consump-
tion. L U D WIG VON MIS E s, The Theory of Money and Credit



Can we sustain

PROSPERITY
W. A. PATON

THOUGHTFUL contemplation of the
current scene, supplemented with
some scanning of the historical
record, is likely to set the observer
to wondering if any nation is ca
pable of achieving and maintain
ing a broadly affluent society. Toil
ing up the slope, overcoming ob
stacles and adversity, human be
ings often display courage, re
sourcefulness, endurance, tenacity,
ability to cope and continue climb
ing, but when they reach the top
of the hill, have it made, many
seem to have a tendency to shed
their heroic trappings and become
confused, disorderly, unenterpris
ing, and - in some cases- down
right shiftless and dependent.

The cycle of great progress fol-

Dr. Paton is Professor Emeritus of Account
ing and of Economics, University of Michigan,
and is known throughout the world for his
outstanding work in these fields. His current
comments on American attitudes and behavior
are worthy of everyone's attention.

lowed by decline seems to be in the
process of striking illustration
here in America. As to the fact of
an astonishing advance there can
be no question. In two centuries,
roughly, the United States has
moved from a scattering of settle
ments, loosely affiliated, along our
eastern seaboard to a country
stretching across a continent, and
recognized as a major world power.
In this period, too, a primitive
technology has been transformed
into a productive mechanism plac
ing us in a forefront industrial po
sition, with a· per-capita. standard
of living that is unmatched, any
where. In this· process hardships
and difficulties were encountered
by our forefathers that looked in
surmountable at times, and that
were mastered only by an amazing
display of determination and forti
tude on the part of many individ
uals and families. The commitment

33
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of the founders of the nation to a
republican form of government, as
expressed in our constitution, and
the accompanying atmosphere of
faith in individual initiative and a
free, competitive market economy,
undoubtedly played a great, and
perhaps decisive, role in making
possible the tremendous gains that
have been chalked up in such a
short span of years.

But now that we've arrived, so
to speak, there are ominous signs
of decay and collapse. When one
looks squarely at the prevailing
tendencies and conditions it is hard
to be optimistic about the future.
With the widespread slackening of
the willingness to work, and work
diligently and well, exemplified
right and left in absenteeism, care
less performance on the job, de
mands for ridiculously short week
ly working hours, to mention a few
of the evidences, a decline in pro
ductivity per person can hardly be
avoided, even if the momentum of
the technical march is maintained
for a time and there is persistent
abatement in the rate of population
growth. Still more serious is the
apparent waxing,among many, of
the spirit of dependency; there
seem to be few signs of reluctance
to accept a place on the relief rolls
and no widespread urge to get off
the list of those who are living at
the expense of the taxpaying
group. The fearful increase in the

level of serious crime, including
destruction of both private and
public property, the growing can
cer of drug abuse, the outrageous
irresponsibility and disorder on
the educational front, the carnage
on the highways, are examples of
other factors that are rampant
and that surely are having a nega
tive impact on the quality of living
as well as the quantity of com
modities and services available for
consumers.

Before going on I should point
out that it would be difficult to
demonstrate that marked material
progress is inherently bound to
generate a general downhill slide;
but it does seem clear that we
Americans have suffered a severe
attack of softening-up, particu
larly evident among the coddled
and unruly young folks but found
in varying degrees among all ages
and classes. And it also seems
clear that some of the serious
problems with which we are con
fronted could hardly germinate, to
say nothing of growing like bad
weeds, in the absence of a high
level of economic output and pros
perity. There is a chain of evi
dence, too, of cyclical patterns of
behavior among both individuals
and groups, historically as well as
currently, although there is room
for argument as to underlying
causes of rise and fall in particu
lar situations.
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Striding into Socialism

The problems and difficulties re
ferred to above are by no means
the whole story of what ails us.
During the past forty to fifty years
the freedom of initiative and
choice that we have enjoyed, and
that is so substantially responsible
for the progress made, has been
rapidly eroded. Government inter
ference and control have been
growing like the psalmist's green
bay tree. Fostered by war and
postwar problems', the depression
of the early thirties, and the poli
cies promoted during the Roose
velt era, we have seen the hand of
the state, at all levels, bearing
down more and more heavily on
the mechanism of the market,
throughout the economic pipeline.
Business men and politicians are
still giving persistent lip service
to "our system of free enterprise,"
but the continuing reiteration of
this phrase is becoming a bit ab
surd in the light of the actual
state of affairs. The most discour
aging aspect of the situation, for
those with genuine allegiance to
the view that the free competitive
market is the effective means of
stimulating and directing the eco
nomic apparatus, is the extent of
general acquiescence in the march
toward a completely socialistic so
ciety.

Indeed, there seems to be an in
creasing tide of clamor for more

and more government intervention
and dictation in the process of pro
duction and distribution, ranging
from such fields as specifications
for motor vehicle manufacture to
the details of cereal packaging.
This clamor gives evidence of both
gross ignorance and a form of
mysticism. Many act as if they
were unaware of what the free
market has accomplished for this
country, and are equally lacking in
the ability to distinguish between
the essence of a· free economy and
the nature of statism. And a host
of people appear to believe that the
ordinary humans who operate a
government agency somehow be
come supermen, wizards, when
they put on the official cloak. Ac
tually there is abundant evidence
that government employment is
still not regarded with great fa
vor by many. of the exceptionally
talented and' ambitious and that
those entering the service of the
state tend to become' insulated by
civil service and other factors
from the kind of pressures that
still prevail in private business,
with resulting impairment of any
urge in the direction of top-flight
performance.• Belief in the superi
ority of government operation
over that of typical private organi
zations is surely one of the most
unjustified of all the familiar de
lusions from which we are suffer
ing. Experience with the mail
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service alone should be sufficient
to cure anybody - even .the most
gullible - of such a conviction.

The Poverty Bugaboo

The activists in the drive
against private business undertak
ings and an economy depending on
the market for guidance generally
start their attack by questioning
the position that by these means
we have achieved a genuinely pros
perous status. They can hardly
deny the fact of an astonishing
advance in technical devices and
methods and an accompanying
surge in the level of economic out
put, but they contend that the ma-
jor benefit of the improvement
goes to the few rather than the
many, and that the injustices in
herent in the way the pie is cut
and distributed are so serious as
to warrant the indictment of the
system rather than its support.

That the mechanism of the mar
ket will not work out perfectly in
practice, even if not harassed or
hamstrung by interventions, must
be acknowledged. The American
experience, .although extraordi
nary, has certainly not been free
from difficulties and inequities;
the results, even from a neutral
point of view, fall short of achiev
ing an ideal state of affairs. The
frailties of men have not been ov
ercome; unfairness and predatory
conduct have not been eliminated.

But any careful examination of
the available data will show that
the radical detractors, the people
determined to substitute complete
collectivism for a still partially
free market economy, are way off
base. In the first place they make
the old Marxian mistake of assum
ing that you can have mass pro
duction without mass consump
tion. If millions of bathtubs are
made there must be millions of
users; they can't all be crowded
into the homes of the very wealthy.
The truth is that capitalism has
been the great leveler. In the in
dustrial countries generally, and
especially in the United States, the
most striking feature of the trek
up the hill has been the great im
provement in the lot of the ordi
nary, mine-run individual. With
the development of machine meth
ods, broad markets, and repre
sentative government, it became
no longer possible for a small rul
ing class to skim off all the cream,
leaving the masses at or near the
subsistence level - the condition
prevailing through most of human
history.

The willingness of those work
ing to destroy private enterprise
and enthrone government to close
their eyes to the actual situation
is somewhat puzzling, and at times
makes one question the sincerity
of their accusations and protesta
tions. It is true, of course, that
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some people have larger incomes,
better housing, and more property
than others, and such a .condition
may arouse envy and even hate, as
well as provide powerful motiva
tion for greater effort and produc
tivity. But it is simply not a fact
that America is a land of large
scale poverty and economic dis
tress. The air is full of baloney at
this point. The attitudes of many
remind one of the tale of the goose
and the golden eggs. Present-day
Americans are affluent, amazingly,
when their condition is compared
with the lot of their grandparents
and great-grandparents, to go back
no further. Let the complainers
try to find examples of families at
the bare subsistence level; they'll
have trouble in locating a single
case. When· the writer was a
youngster, in contrast, .there were
households in many neighborhoods
where at times perhaps the only
available foodstuff was corn-meal
- and not much of that. And the
people suffering real privation in
those days were often still too
proud and ambitious to expect to
be taken care of by either the
neighbors or any branch of gov
ernment. Abject poverty - where
keeping body and soul together is
a problem - has almost disap
peared in this country, and today
we are arguing about the frills,
not the necessities.

I recall flying across Appalachia

one beautiful evening during the
period when the hue and cry
about the pathetic state of the
miners and their families was at
its height. It was just at dusk, but
following the valleys at less than
a mile up I. had a good view of
hundreds of cabins and small
houses, both scattered and in the
villages along our route. And I
was struck by the fact that there
was a television tower on almost
every home, including the shan
ties, and one or two cars standing
in nearly every driveway (and
they didn't all look like jalopies).
I realize that the presence of a
television set and a· car doesn't
demonstrate affluence, but neither
does it suggest a state of acute
misfortune and misery.

With the campaign to abolish
"poverty" now in full swing, main
ly through the means of coerced
transfers from those with to those
without (by political definition)
there is grave danger that there
will shortly be an accelerating re
luctance on the part of those pro
viding the wherewithal to con
tinue to carryon for the benefit of
the idle and nonproductive, and
that the resulting decline in out
put will produce a crisis that will
finally lead to a tyrannical dicta
torship. Indeed, there is already
some evidence of slackening effort,
on the part of those still working
and. paying taxes, in the face of
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the mounting burden of the "wel
fare" program.

The Importance of Pressures

The question propounded in the
heading for these comments, how
ever, should not be answered by a
blunt negative. It leads into the
broad problem of motivation, a
subject worthy of serious study.
In attempting to examine this
problem very briefly, and to take
note of some of the limitations of
the pessimistic position outlined
here, some further attention
should be given, first, to the im
pact of hardships and rough sled
ding on the development of char
acterand striving for improve
ment.

That pressure of some kind is
required to induce man to bestir
himself, vigorously and resource
fully, to spur him to effort and ac
complishment, seems quite clear.
As somebody has put it, "when the
going gets tough the tough get
going." The basic, universal pres
sure is the urge to survive. Among
our remote, primitive ancestors
this pressure was undoubtedly
most urgently felt in the need to
find food adequate to maintain
life, and in .many parts of the
planet today this need is still par
amount. In the Western World,
and particularly here in America,
this primary pressure has receded,
at least for the time being, into

the background. As a result of
great technical progress and other
factors we are now concerned
with a high rather than a bare
living level, as already pointed out.
In the matter of food we have
meat, dairy products, fruit, vege
tables, and a great array of proc
essed and packaged foodstuffs, and
it would be difficult for most
Americans even to imagine them
selves restricted to a diet - for ex
ample - of unpolished rice with an
occasional dab of fish. In clothing
it is style that counts, not the
need to keep from freezing. In
housing almost everyone has elec...;
tric lights, and central heating and
air-conditioning are so widespread
as to be commonplace. Improved
streets and highways are crowded
with more than 100,000,000 mo
tor vehicles. Tra.vel, entertain
ment, educational facilities, a flood
of printed matter, are generally
available. And so on. As I said
before we a,re affluent, and sus
tenance is not our immediate prob
lem.

It is difficult to judge what is
the over-all ~ffect of the present
day release, on a substantial
scale, from the threat of starva
tion, and the general slackening of
the struggle for the other "neces
sities". That the absence of these
fundamental pr'essures has a bear
ing on current conditions may
reasonably be concluded. One evi-
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dence of the effect of the "good
times", often pointed out, is found
in the many cases where the sons
and daughters of those who have
made the grade show little of
the urge to work hard, to hustle,
to strive, as did their parents and
grandparents. And in view of the
extent to which some of the young
sters are indulged this should not
be surprising. Another evidence is
supplied by artificial, built-in bar
riers to pressure. Civil service and
professorial tenure are examples
of shelters that often contribute
to sluggishness and poor perform
ance. If the boss has no power to
fire anybody why should an em
ployee go all out to improve his
productivity? Why should he not
slow down in the traces? I once
joshingly suggested to a. univer
sity president that the board of
regents should fire at least one full
professor annually, even if he
were picked by lot, as a means of
keeping the teaching staff on their
toes. (Of course there are cases
where conscience, a developed work
habit, and native ambition to ex
cel, will offset the tendency to take
it easy under the protection af
forded by tenure.)

Relieve Unnecessary Pressures

Supporters of tenure, union
power, and other policies, aimed at
preventing dismissals, may con
tend that the resulting freedom

from fear, increased sense of se
curity, will serve to promote rath
er than check the inclination to
pitch in hard at the work in hand,
and this point is not utterly with
out merit. Acute and continuing
fear, at any rate, may not be con
ducive to top performance. Thus
the constant dread of' finding the
pink slip of dismissal in the pay
envelope, and anxiety as to arbi
trary and unj ust treatment, are
not favorable conditions for the
stimulation of first-class effort.
But such conditions are a far cry
from those. in which dismissal for
serious cause - persistent absen
teeism, drunkenness, sloppy work
manship, sabotage, and so on - is
impossible because of tenure or
other restraints on management.

On the market place there is
broad evidence of the pressure re
quirement.. Without the push pro
vided by competition the market
can not be expected to furnish
price structures and movements
that will .act as sound thermo
static guides in production and dis
tribution. It is beyond the scope
of this piece to consider the mean
ingand impact of competition, but
it is not inappropriate here to in
sist that the very essence of a· con
dition of active competition is C'ort

tinui,ng pressure in the direction
of better products and services to
the consumer, a.t the lowest pos
sible cost.
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The Need for Lures
Before concluding these com

ments notice should also be taken
of the importance of the carrot in
front as well as the stick behind
as a stimulant. Opportunity, en
couragement, inducement, as well
as hardship and difficulty, can prod
men to action and increased ef
fort. Thus it can be argued that
the opportunity presented to early
American settlers by a relatively
open continent, blessed with
abundant natural resources, rath
er than the obstacles and difficul
ties as such, is the factor that ex
plains the great forward surge in
technology and productivity. Op
portunity beckons, without doubt,
and a hopeless outlook, with no
sign of a silver lining in view, is
not conducive to great endeavor.
This is very evident in the areas
of capital formation and invest
ment; without the lure of earnings
the incentive to save and invest is
surely impared if not largely de
stroyed.

In climbing the hill, to consider
the possible effect of opportunity
a bit further, every step success
fully taken may provide encour
agement for attempting another
stride, and as the momentum of
progress increases the glimpses of
the possibilities lying ahead may
become even more potent than the
sight of the obstacles yet in the
way. It is hardly practicable, and

not necessary, to pass judgment
on the relative weights of the im
pacts of lure and pressure, but we
can all agree that the presence of
openings, prospects, of doors at
least ajar, may well be of crucial
significance in any society, at any
stage of its development.

Will the Upward Climb Be Resumed?

Are there chinks in the clouds
that have been gathering over our
heads in America, and have been
becoming blacker and blacker for
some time? Do our current
troubles constitute the early
stages of a long decline into some
kind of "dark ages"? As I've al
ready indicated, grounds for op
timism are rather hard to find.
But a turnabout - perhaps in a
generation or two - shouldn't be
ruled out. It is conceivable that
present destructive trends will be
checked, by some juncture of cir
cumstances, and even reversed in
due course. Many Americans still
have a lot of latent spunk left, that
comes to light occasionally in the
heroic efforts - for example - to
rescue trapped miners, children in
peril, or even the cat or dog lost
in a sewer. In the field of sport,
too, we see the survival of a
strong competitive spirit and de
votion to the ideal of top perform
ance. And there are other and still
more impressive evidences of cour
age, sacrifice, and dedication.
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Especially needed is recognition
of the plain fact that our society
has done no more than climb the
foothills; the mountain top is a
long way off. On the technological
front, .certainly, there are still
challenges galore. Perhaps atten
tion should be shifted from outer
space to the Earth's crust. Thus
far the deepest we have dug is not
much more than a mile. Under
ground housing has been experi
mented with here and there, but
there is room for a. tremendous
development in this field -- as any
visitor to the underground home
at the last world's fair in New
York will attest.! It would not be
out of the question to put a whole
city underground. As our reserves
of basic metals and other resour
ces, that we don't know how to re
place in kind, become exhausted
there will be increasing need for
the production of substitutes from
the sand and other substances that
are available in inexhaustible
amounts. It's unlikely, but scarce
ly inconceivable, that the problem
of transmutation may be solved
the dream of the ancient alche
mist. Our great railroad system is
almost prostrate, but it could be

1 For the first outline of the possibili
ties of underground construction see the
author's "On Going Underground," Mich
igan Quarterly Review, January, 1962,
and a discussion of this article in the Sun
day edition of the Detroit Free Press,
March 31, 1963.

restored and greatly advanced.
Why not have tubes crossing the
continent through which both pas
senger .and· freight trains could
move at speeds of two or three
hundred miles per hour? These
few suggestions are only a sma.ll
sample of major possibilities.

And minor improvements - of
the zipper class - are possible by
the thousand. We still don't have
a pitcher from which we can pour
our cream or syrup without drip
ping! Or even ·a, cereal dish with
a slanting bottom, so that we can
cream our corn flakes, by stages,
without soaking the whole dish
ful. And when is somebody going
to come along with a good trans
parent plastic storm window, to be
hung inside on a roller, so the
householder can put it on or off in
a twinkling?

In conclusion I feel obliged to
return to the point that we can't
put our feet back on the path that
may lead, eventually, to the high
est peak, unless we abandon the
downhill track on which we are
now chugging along toward the
mistaken goal of complete govern
ment control and operation - the
socialist state. Here is the crucial
_~ifficulty that must be overcome if
an upward course is to be resumed.
And daydreaming, disorder, and
destruction. won't help us to make
the shift. I
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WHAT PROVOKED the American col
onists to resist British acts, to
rebel against restrictions placed
upon them, and eventually to de
clare and effect their independ
ence? To put the· matter in more
conventional terms: What caused
the American· revolution?

Men who have spent years study
ing the questions propound dif
ferent answers. Some hold that
the British mercantile system pro
vided the provocation to revolt.
Others have held that the Amer
ican colonists benefited from mer
cantilism and that, this being so,
mercantilism was hardly at the
root of the difficulty. Another
thesis that has been argued, most
persuasively by Lawrence Henry
Gipson, is that the American col
onies had attained a level of ma
turity that made them no longer
dependent upon Britain and no
longer desirous of the connection.
Some historians have gone so far
as to charge that American debt
ors with the desire to rid them
selves of pressing British credi
tors stirred up resistance and
brought off a revolution. Those
looking for a class struggle expla
nation of the conflict have tried to
make the revolt against Britain a
part of an internal struggle be-

Dr. Carson lives in Florida. He is a noted lec
turer and author, his latest book entitled
Throttling the Railroads.
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tween the haves and have-nots. In
short, almost every interpretation
that could be imagined has been
offered, and many of these have
been buttressed by impressive
arguments and such evidence as
fitted them.

One thing· is about as clear as
such things can ever be: mercan
tilist acts did not provoke the ini
tial resistance in the mid-1760's.
The Stamp Act of 1765 was not a
mercantilist act, nor was the
Sugar Act of 1764 primarily mer
cantilistic. Indeed, the Sugar Act
altered some of the original mer
cantilist features of the Molasses
Act of an earlier date. Moreover,
there had been mercantilist re
strictions on the American colo...
nists for more than a century, and
none of these had provoked violent
resistance. There can be no doubt
that colonists were long since used
to mercantilist restrictions, and
peoples are unlikely to revolt
against that to which they have
become accustomed. The fact is
that when representatives of the
coloni~ts gathered at the Stamp
Act Congress to air their griev
ances, they announced that what
they fundamentally opposed was
"taxation without representation"
a, thing contrary to the British
constitution. They readily granted
- at first - that Britain had the
right to regulate their commerce.
It follows, then, that the immedi-

ate provocation to resistance was
not mercantilist measures.

But this is only to look at things
from the surface and to wrench
them out of a much broader his
torical context where they belong.
Suppose that instead of asking
why and what the colonists re
sisted we ask why the British per
sisted in passing measures which
provoked the colonists. More di
rectly, why did Parliament at
tempt to raise revenues from the
colonies in ways that departed
from custom and long established
policy? Why did they lay direct
and indirect taxes on the colonies?

For Revenue Only

The answers to these questions
are not far to seek. The British
government was in dire need of
new sources of revenue. The wa.rs
of the eighteenth century had been
highly expensive, and the indebt
edness of the government was
mounting. The debt in 1755 - just
prior to the Seven Year's War (or
French and Indian War as it was
known in America) - stood at
about £ 75,000,000. By 1766 it
had mounted to £ 133,000,000.1

The British people were heavily
taxed, and new taxes were being
added. The reaction in the mother
country to an added tax on do-

1 Lawrence H. Gipson, The Coming of
the Revolution (New York: Harper Torch
books, 1962), pp. 55-56.
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mestic cider is instructive. "The
news of the passing of the cider
act was the signal for 'tumults
and riots' in the apple-growing
countries of England, and many
producers of cider threatened to
cut down their orchards if the ex
cise were collected."2 In short, the
heavily-taxed British were in no
mood to accept additional burdens.

By contrast, American colonists
were generally lightly taxed, and
several colonies had no govern
ment debt to speak of. For ex
ample, one historian describes the
situation in Pennsylvania in this
way: "Not only were the inhabit
ants relieved of all ordinary
charges of government during the
years 1760-63 but, aside from a
revived excise tax on liquors, they
also enjoyed such relief during
the remainder of the period down
to the Revolution. Moreover, the
personal and estate taxes ... rep
resented a per capita levy of less
than one shilling..." by 1775.3 A
report from Maryland in 1767 in
dicated that "all levies for the
support of the provincial govern
ment - in contrast to those for the
support of the clergy, the schools,
and other county and parish
charges - amounted to less than
£ 5,500, an annual per capita tax
of about a shilling."4 Though not

2 Ibid., p. 58.
3 Ibid., p. 136.
4 Ibid., p. 138.

all the colonies had such a pleasant
tax situation, neither was it gen
erally unpleasant. On top of this,
colonial governments had been re
imbursed for their military out
lays during the French and In
dian War.

If these conditions be accepted
at face value, if there be no look
ing behind them, it would appear
that the case for Britain's taxing
the colonists would· certainly ·be
understandable and probably justi
fiable. But the situation does war
rant an examination of the back
ground. British taxation of the
colonists broke a long-term con
tract with them - so the colonists
said - and heralded a major policy
turn. Back of this policy shift
were the mercantilistic policies
and practices which had produced
a domestic crisis for the British
which their government tried to
relieve by bringing pressure on
the colonies.

Bitter Fruits of a Long
History of Mercantilism

The contradictions of mercan
tilism had produced a long harvest
of bitter fruit, some of which the
British government and people
were no longer willing to accept.
No more, in justice, could the
American colonists be expected to
accept them. It is true that the
debates of the 1760's and 1770's
were not usually conducted in
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terms of mercantile policy. The
contradictions were there, and
policy changes should be viewed
in the light of them. During this
time; Adam Smith was putting to
gether his monumental work, The
Wealth of Nations, which laid
bare the fallacies and contradic
tions of mercantilism. It may be
accounted appropriate, too, that
this work appeared in print in
1776, the same year as the Dec
laration of Independence. A little
exa,mination into British mercan
tilism will show its role in pro
ducing an impasse between Britain
and America.

Mercantilism was a composite
of ideas and practices which had
grown helter-skelter over a couple
of centuries before the revolt in
the American colonies. Most of
the ideas were formulated in the
seventeenth and eighteenth cen
turies, but some of the practices
associated with it are much· older.
The theory of mercantilism was
the first faltering effort at devis
ing a general theory of economics
in the modern era. As some think
ers cut loose from a Christian
framework and attempted to look
at things naturally, they devised
a crude economics to fit new pre
conceptions. The theory was
weighted down with two assump
tions, however, which were cul
tural in origin rather than natu
ral.

Measured in Gold
The first of these assumptions

was made up largeiy of what is
commonly called the bullion theory.
Bullionism is· the notion that
wealth consists of precious metals,
particularly gold, and that the
value of everything else derives
from the fact that precious metals
will be exchanged for it. It is un
derstandable that men should ha:ve
come to think. in this way. Gold
was the most universally accept
able medium of exchange in both
East and West. It hardly deterio
rates; it weighs little in propor
tion to its exchange value for
other things; it has many practi
cal uses; and it is malleable. Men
ever and again mistake money,
because it can be exchanged for
goods, for the source of the value
which their demand gives to the
goods. Small wonder, then, they
should make this confusion about
gold when gold is valued as a com
modity as well as a medium of
exchange.

The second major assumption of
mercantilism was nationalistic.
That is, mercantilists thought ex
clusively about how a single na
tion might enhance its wealth by
increasing its supply of gold. One
nation's wealth, as they saw it,
was usually gained at the expense
of another nation. Ordinarily, one
nation gains gold from another
nation which is losing its supply.
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(It is interesting to speculate that
mercantilistic theory and practice
may well have been born out of
the intense desire of many coun
tries to separate the Spanish from
the great hordes of gold they had
found in the Americas.) Accord
ing to the bullion theory, then, one
nation's wealth is increased by
diminishing that of another.

Intergovernmental Affairs

The thrust of mercantilism was
to make trade into a contest
among the governments of na
tions. This was so because trade
was now conceived of as a poten
tial means for increasing the bul
lion holdings of a nation. This.
would be accomplished, according
to mercantilists, by way of a fa
vorable balance of trade. A favor
able balance of trade is said to ex
ist when the goods and services
which one nation sold to another
exceeded those bought from the
other. In brief, a nation had a fa
vorable balance of trade when ex
ports exceeded imports. This was
thought to be "favorable" because
the difference would be made up
in gold and the "wealth" of the
nation thus favored would be aug
mented.A nation which imported
more than it exported would, of
course, have an unfavorable bal
ance of trade.

Numerous practices which
might help a nation to get a fa:vor-

able balance of trade were con
trived or justified by this theory.
The practices were usually aimed
at increasing exports and decreas
ing imports. Imports could be de
creased if more of the goods con
sumed in a country were produced
there. To that end governments
encouraged manufacturing by spe
cial charters and encouraged the
growing of certain crops by sub
sidies and bounties. Of course, im
ports were more directly discour
aged by tariffs, quotas, and dis
criminatory charges levied against
foreign suppliers. Similar prac
tices also might help a country to
increase its exports.

Colonies were conceived of as
being particularly valuable in en
hancing the wea1th of a nation.
Frequently wanted were raw ma
terials for manufacturing as well
as produce which could not be
grown economically at home. If
such exotic products could be ac
quired from colonies they need
not be imported from some other
country. In addition to this, a
colony might have an unfavorable
balance of trade with the mother
country and thus be a source of
the precious metals it would send
to make up the trade deficit.

The American continental colo
nies were part of a British empire
which had been shaped in the
seventeenth and eighteenth cen
turies as a result of the mercan-
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tile policies of England. Initially,
the kings of England had at
tempted to plant and benefit from
colonies by granting them as mo
nopolies to private companies and
proprietors. These companies and
individuals were empowered to
regulate the activities of those who
came over so that the undertak
ings would benefit the owners and,
perchance, enhance the wealth and
power of England. Things did not
work out that way very consist
ently. Colonists frequently cared
little enough about whether they
benefited the original charter hold
ers or not; instead, they concen
trated their efforts on doing what
was to their own benefit. Moreover,
as colonists gained some measure
of control over their governments,
they often enacted their own mer
cantile policies with the intent of
making a colony self-sufficient.5

Such action ran counter to British
aims, of course.

Acts of Intervention

By the mid-seventeenth century,
then, Britain was ready to begin
to impose a general system of mer
cantile restrictions on the colo
nists.

The most general of the mercan
tile acts are those known as the

5 See E. A. J. Johnson, American Eco
nomic Thought in the Seventeenth Cen
tury (New York: Russell and Russell,
1961), pp. 8-29.

Navigation Acts. A series of these
acts was passed over the years
from 1651 through 1663. The num
ber of acts passed was increased
because legislation passed in the
1650's was considered invalid after
the restoration of monarchy in
1660. This being the case, the later
a.cts are the only ones that need
concern us here. The Navigation
Act of 1660 - re-enacted in 1661
- required that all trade with the
colonies be carried in English
built ships which were manned
predominantly by Englishmen.
"English" was defined for this
purpose to include the inhabitants
of the colonies. All foreign mer
chants were excluded from the
commerce of the English colonies,
and certain enumerated articles,
e. g., tobacco, could only be ex
ported from the colonies to Britain
or British possessions. The Staple
Act of 1663 provided that goods
to be exported from European
countries to English colonies must
first be shipped to England.

"These acts intended to give
England a monopoly of the trade
of· her colonies," one historian
notes:

- not a monopoly to particular per
sons, but a national monopoly .in
which all English merchants should
share. The Staple Act meant not only
that English merchants would get the
business of selling to the colonies but
also that English manufacturers
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might dispose of their wares at an
advantage in that the foreign goods
which had to pass through England
en route to the colonies might be
taxed, therehy raising their prices
and enahling English goods to under
sell them. Similarly, the enumerated
article principle assured that most
of the colonial staples important to
England would he exported hy Eng
lish merchants, who were also guar
anteed employment for their vessels
through the exclusion of foreign ves
sels from the English colonies.6

Parliament passed another Nav
igation Act in 1696, but it was
only an effort to tighten the ad
ministration of existing law rather
than to add new features.7

British legislation also at
tempted to prevent certain kinds
of manufacturing and trade from
developing in the colonies. The
Woolens Act of 1699 prohibIted
the export of wool or woolen goods
from a colony either to other colo
nies or to other countries. The Hat
Act of 1732 prohibited the expor
tation of hats from the colony in
which they were made and lim
ited the number of apprentices a
hatmaker might have. The Mo
lasses Act of 1733 placed high
duties on molasses, sugar, and
rum imported into the colonies
from any source other than Brit-

6 Curtis P. Nettels, The Roots of Amer
ican Civilization (New York: Appleton
Century-Crofts, 1963, 2nd ed.), p. 283.

7 Ibid., p. 375.

ish colonies. This was an attempt
to give the British West Indies a
virtual monopoly of the trade. It
may also have been intended to
increase income from the tariff or
to reduce the shipping activities
of New Englanders. The Iron Act
of 1750 permitted pig iron to be
exported from the colonies to Eng
land duty free but prohibited the
erection of new iron mills for the
finishing of products in the col
onies.

There were other types of mer
cantile regulations than those
above. Over the years, it was us
ually illegal for specie (gold coins)
to be exported from England to
the colonies. The British tried to
encourage production of wanted
goods in the colonies by paying
bounties. For example, the British
government paid these premiums
to importers of colonial naval
stores: "£4 a ton for pitch and
tar; £3 a ton for resin and tur
pentine; £6 a ton for hemp; and
£1 a ton for masts, yards, and
bowsprits."s

The purpose of all these regula
tions and restrictions was to make
the colonies profitable to Britain
of course. To that end, the col~
onists were encouraged to produce
goods which could not be compet
itively produced in England, dis
couraged to compete with the
mother country, encouraged to

8 Ibid., p. 434.
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send specie to England, discour
aged from receiving specie from
that country, and discouraged
from developing markets in Amer
ica which could serve either Eng
land or other countries. There
were, however, many unwanted
side effects of these policies. They
are commonly referred to as the
inner contradictions of mercan
tilism.

The Road to War

The most dire result of mer
cantilism was war. Indeed, some
believe that mercantilism did not
so much lead to war as war led
to mercantilism. One writer says
that the "needs of constant war
fare, especially its costs, had en
couraged every power to develop
and marshall its resources, at
tempting to become self-sufficient,
especially in the sinews of war.
. . . This economic nationalism,
generally described as m,ercan
tilism, is less a theory than a
weapon - the use of economic
means to serve political ends."9
There is no doubt that mercantil
ist methods were used sometimes
in warfare, but the usual causal
relation is the other way around.
Mercantilism ranges government
power behind the commercial ac
tivities of a nation, uses govern-

9 Engen Weber, A Modern History of
Europe (New York: Norton, 1971), pp.
145-46.

ment power to support the mer
chants of a nation against those
of other nations, prohibits trade
activities of '. foreigners in order
to give advantages to native trades
men. In order to support or pro
tect their tradesmen, other nations
.retaliated with similar restrictions
and sought colonies which would
be protected trade areas for their
people. If tr~de is free, competi
tion is peaceful, but mercantilism
shifts the contest into the-, realm
of governmental power. When gov
ernments contest for advantage in
this way they are moving in the
direction of the ultimate recourse
-war.

Such were the results of mer
cantilism in the seventeenth and
eighteenth centuries. War followed
upon war with monotonous regu
larity as naval and colonial pow
ers contested with one another
for dominance and advantages.
The wars between the British and
Dutch in the, mid-seventeenth cen
tury were clearly mercantile in
origin' and character. Nettels notes
that the Navigation Act of 1651
"precipitated the First Anglo
Dutch War of 1652-54."10 Further,
4e says that the "acts of 1660-63
threatened to exclude the Dutch
completely from the English col
onies and consequently new fuel
was added to the old rivalry. In
1664 occurred the Second Anglo-

10 Nettels, Ope cit., p. 281.
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Dutch Wa.r...."11 It was not sim
ply incidental, either, that during
this conflict the English gained
control of the Middle Colonies in
America. A third war br0ke out
in 1672. "Although a Dutch fleet
recaptured New Amsterdam in
August 1673 the treaty of peace in
1674 once more restored it to Eng
land - an act which marked the
passing of the Dutch menace to
England's North American
trade."12

Impact on the Colonies

Unfortunately, it did not end
the rivalry in North America nor
the train of mercantilistic wars.
France was now emerging in the
latter part of the seventeenth cen
tury as a major power under the
aggressive leadership of Louis
XIV. Louis courted English mon
archs so that they would allow him
room to operate to fulfill his am
bitions on the continent of Europe.
The courtship may have been the
undoing of Charles II and James II ;
at any rate, it came to an end with
the Glorious Revolution in 1688.
A Dutchman, William of Orange,
became William III of England
and joint ruler with his wife Mary
during the rest of her lifetime. In
very short order, Britain went to
war with France (King William's
War) and by so doing began a se-

11 Ibid., p. 283.
12 Ibid., p. 284.

ries of conflicts with that nation
which did not finally end until the
Congress of Vienna in 1815. Since
other nations and their posses
sions were usually involved in
these conflicts between England
and France, these wars may well
be called world wars.

While King William's War of
the 1690's was ostensibly fought
to maintain a balance of power in
Europe, the colonies were at stake,
also, at least potentially. One his
tory indicates that in issuing his
declaration of war "William took
cognizance of the offenses of Louis'
subjects in America against the
English colonies there - in New
foundland, in Hudson Bay, in the
West Indies, in New York, and in
Nova Scotia."13 Though there was
considerable fighting in America,
there were no significant territo
rial changes as a result of that
war.

Maps of North America show
ing territorial possessions of Eu
ropean powers and changes in
them from 1700-1763 indicate
something of the bearing of the
colonial situation on the great
wars of this period. In 1700, the
English held only a relatively nar
row strip of the eastern coast of
North America from New Eng-

13 Max Savelle and Robert Middle
kauff, A History of Colonial America
(New York: Holt, Rinehart and Winston,
1964, rev. ed.), p. 261.
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land to Georgia, with claims run-
,ning back to the Appalachian
mountain chain generally. Most of
the territory which is now Canada
was then claimed by France, along
with the vast hinterland region
drained by the Mississippi River.
South and west of these were the
extensive Spanish possessions. The
English hold on the continent was
still precarious, and the colonies
were surrounded except on the
side of the Atlantic Ocean. by ter
ritory claimed by other European
powers. This situation would be
dramatically altered by 1763 as a
result of the wars.

A Struggle for Control

The War of the Spanish Succes
sion (1702-13, known in England
as Queen Anne's War) was fought
over issues which were tied to the
question of who would dominate
the Americas. Louis XIV was de
termined that his grandson should
become king of Spain immediately
and should eventually succeed him
to the throne of France. This
would not only bring under one
person two great powers in Eu
rope but would also link two mas
sive empires in America. This was
an intolerable prospect for Eng
land. As one history puts the mat
ter: "For Holland and England, it
was a war over colonies and trade.
These two countries were deter
mined to prevent a union of the

French and Spanish crowns; but
they were above all determined to
prevent France from getting into
a position to block their own com
mercial and territorial ambitions
in America."14 At the conclusion
of the war, provisions were made
for perpetual separation of the
French and Spanish crowns, and
Britain gained new territory in
America: Newfoundland, Acadia,
and the Hudson Bay territory.

England got involved in war
with Spain in 1739, known as the
War of Jenkin's Ear, and a part of
the struggle was over possession of
Georgia. There was some fighting
in America, but it was very lim
ited, for the conflict shifted to
Europe and the more general con
vulsion known as the War of the
Austrian Succession (1740-48) .
This war did not result in any ter
ritorial changes, though there
were changes in alliances on the
continent of Europe which af
fected future events.

The peace that followed this
second of world wars in the eight
eenth century was unusually brief.
The French and Indian War broke
out in America, 1754; it involved
most· basically a contest over terri
tory in what is now western Penn
sylvania between the French and
Indians on the one hand and the
British and English Am'ericans on
the other. As an extension of this

14 Ibid., p. 265.
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conflict, a general war broke out
in Europe in 1756, known as the
Seven Year's War. A major con
flict continued in America, reach
ing its climax with the Battle of
Quebec in 1759. There the British
forces decisively defeated the
French. By the Treaty of Paris
of 1763, the British got all the
French Canadian holdings and
French and Spanish territory east
of the Mississippi.

Triumphant, and Broke

The British had apparently
emerged triumphant in these wars
against France. The American col
onies now had an extensive do
main to be opened up and exploit
ed; it was a long way to the
frontiers of any other European
colonial power. A vast British em
pire had been acquired and was
ready for the shaping.

So it may have looked to an im
perialist, but the British Parlia
ment and people were confronted
with grave difficulties in the wake
of the apparent triumph. There
was, as earlier told, a huge debt in
England in 1763 as a result of the
wars. It was a debt of a size that
would most likely dwarf all the
profits gained thus far from mer
cantilist policies. But even if the
balance books had stood otherwise,
the contradictions of mercantil
ism would still, most likely, have
produced an impasse.

One of the fallacies of mercan
tilism is that the wealth within a
nation constitutes the wealth of a
nation. Wealth in Britain was not
distributed among the inhabitants
equally but individually possessed.
Undoubtedly, some merchants,
manufacturers, shippers, and
tradesmen extracted great wealth
as a result of special favors within
the mercantile system. But this
need not have increased the wealth
of the populace in general. Indeed,
when it is understood that mer
cantile policies restricted the en
try of goods from other lands and
raised their prices, it becomes
clear that the populace in general
frequently suffered rather than
benefited from mercantilism. When
the burden of taxes to pay for
mercantile wars was added to this
- taxes levied on the populace in
general- it is easy to understand
why there was widespread dissat
isfaction in Britain.

Of course, the British govern
ment did not proclaim mercantil
ism a failure. Even if this had
been clearly understood at the
time, it is doubtful that those in
power would have reversed their
policies. At any rate, they did not
do so. Instead, they laid the blame
for difficulties on American eva
sion of mercantile restrictions, de
termined to enforce them more
vigorously, and declared that the
Americans must be taxed to help
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pay for the wars, a portion of
which had been fought in their
defense.

This course of action seemed
eminently fair to many English
men. After all, the colonists had
been prime beneficiaries of British
protection. Moreover, many Amer
icans were reported to be living
well if not luxuriously. Not only
that, but to make matters· worse,
these colonists paid very little by
,way of taxes. Such expenses as
they had incurred in the recent
French and Indian War had been
reimbursed from the British treas
ury. Surely, there could be no rea
sonable objection to mild taxation
of the colonists. As a matter of
fact, there could and would be, but
we have not yet come to that part
of the story.

Victims or Beneficiaries?

What is most relevant here is
the impact of mercantilism on the
American colonies. The question
has been raised by some histori
ans as to whether the colonists
were not really the beneficiaries of
British mercantilism rather than
the victims. The fact that many
Americans prospered under the
system is submitted as evidence
that they benefited from the sys
tem. There is also negative evi
dence that Americans had rough
going economically after the· break
from England. The reasoning un-

derlying this argument confuses
because of with in spite of. The
thrust of mercantilism is not such
that it would produce prosperity
in general for those on whom' it is
imposed. Its ·thrust is to siphon
resources from the colonies (and
other countries) into the mother
country. To restrict manufactur
ing, to deny the development of
local markets, to constrict interco
lonial trade, and to make the
mother country the port of entry
for many goods could hardly bene
fit the colonists generally.

Perhaps the most fundamental
flaw of mercantilism is the view
that a nation's wealth can be in
creased by •exporting more in
goods and services than is import
ed. This policy was quite harmful
to colonies without providing cor
responding benefits to Britain. The
British succeeded in a "favorable"
balance of trade with the Ameri
can mainland colonies. The most
immediate effect was the gold
drain from the colonies to Britain.
This tendency was augmented by
prohibiting the export of gold
from Britain. Moreover, many of
the ways by which the colonists
might have made up the difference
were denied to them by mercan
tile restrictions.

In consequence, the colonists
suffered a shortage of specie. The
practical effect was that colonists
paid higher prices for goods com-
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forts of colonists to find ways to
deal with the situation were pro
hibited before they were well es
tablished.

ing from England than they would
have had to do if a free market
in gold had existed, because gold
was more plentiful in Britain than
in America. It is even doubtful
that British merchants benefited In sum, the break from England
from this situation as much as was preceded by an impasse at
might be supposed, for they usu- tributable to mercantilism. More
ally made loans. to Americans to than a century of wars had been
enable them to buy their goods. fought in the pursuit of mercan
Americans also had their credit in tile aims by Britain. These had
England augmented by such pay- left a heavy burden of debt which
ments as reimbursement for par- the British people found hard to
ticipation in wars (an augmenta- bear. Thus, the government turned
tion at the expense of British tax- to the colonies as a new source of
payers) . revenue. But the colonies were

Much of the economic activity hardly in a position to take on the
within the colonies was an uphill burden. They were already drained
effort to overcome the ill effects of of specie, and many colonists were
mercantile policies. Probably, the deeply and perpetually in debt to
fixing of slavery so extensively can British merchants. To say that
be ascribed in the main to mercan- they were lightly taxed at home
tilism. (British policy was opposed answers nothing as t~ what the
to the emancipation of slaves be- effect of British taxation would be.
cause slaves were frequently col- Mercantile restrictions imposed
lateral for loans.) Planters were barriers between Britain and the
driven to expand their production colonies. An imbalance of trade al
- to the acquisition of more and ready existed, with the colonies on
more slaves - in the often vain the "unfavorable" end of that. Tax
hope of balancing their trade. The payments to Britain could only be
Triangular Trade by New Eng- made by reducing imports or going
landers, which included the slave deeper in debt to British lenders.
trade, was an extended effort to When the time came for resisting,
get specie. The paper money· emis- colonists made their justifications
sions which became so common to- along different lines than those
ward the close of the period were above, but what they were resist
efforts to deal with the monetary ing had been brought on by the
crisis. Of course, many of the ef- mercantile impasse. I)

Next: The First American C1'"~sis: 1763-66



A REVIEWER'S NOTEBOOK JOHN CHAMBERLAIN

The Genius oftheWest

WE, in the West, are supposed to
hang our heads in shame these
days. The bill of complaints brought
against us is long. We are "im
perialists." We are "materialists."
We have used the "Third World"
as a quarrying ground for raw ma
terials without giving adequate
compensation for what we have
taken. We indulge ourselves in race
prejudice. Weare enemies of free
dom, and we oppose the revolution
of the masses. Our sons and daugh
ters, listening to the vindictive
chorus, begin to go over to the side
of our detractors. Susan Sontag, a
young literary critic, even goes so
far as to say that the white race
(meaning the nations of the West)
is the cancer of humanity.

The whole bill of alleged particu
lars is, of course, the sheerest
moonshine. So it is good to come
upon Louis Rougier's The Gen.ius
of the West (Nash, $8.50), with its

discerning introduction by F. A.
Hayek. As one in a series of pub
lications issued by the Principles of
Freedom Committee this book
turns to the historic record of three
millennia to prove that Western
civilization, alone among twenty
two distinctive civilizations recog
nized by Arnold Toynbee, has man
aged to avoid the quagmires of fa
talism. It is the only civilization
that has been moved by a belief
that man can improve his condition
by understanding and mastering
the forces of nature. And, far from
"oppressing" the "Third World"
and the "colored races" by its "im
perialistic" urges, it is the West
that has brought the hope of prog
ress to many a land that now joins
in thoughtless excoriation of the
very spirit that has created all the
things that are now claimed as a
universal birthright.

55
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Lucky Accidents

In one sense the "West" is the
result of a happy concatenation. It
could have gone down the drain at
numerous points if lucky accident
had not intervened. The Greeks,
who demythologized nature and
demonstrated the logical necessity
of abstract relationships, thus giv
ing substance to "reason," gave us
the beginnings of theoretical sci
ence. With the rise of the city-state,
they developed the idea of the rule
of law as something better than
capricious government by men.
Greek rationalism created free
men, and free men, using geomet
ric hypotheses, physical instru
ments and mathematical devices,
learned how to conquer space and
time. Their maps made them better
voyagers, better traders. And, with
a mastery of the sea extending
their reaches all over the Mediter
ranean, they hit upon the virtues
of money and the market economy.

Rome superimposed order on
Greek liberty without killing it.
But Rome, with its conquests, took
more slaves than the Greeks had
ever taken. In Louis Rougier's
opinion it was the institution of
slavery that brought about the col
lapse of the ancient world. With
slaves to do the work, the inven
tions of Archimedes - the lever,
the wedge, the pulley, the worm
screw, the winch - were regarded
not as labor-saving necessities but

as mere intellectual playthings. The
prejudice against any practical ap
plication of the mechanical arts
was so strong that Archimedes, so
Plutarch tells us, never bothered to
leave any written treatise on his
accomplishments. And when Heron
invented a device involving the
principle of the steam engine in
ancient Alexandria, it was used
only for childish amusements such
as making marionettes dance and
toy trumpets blow. It apparently
never occurred to Heron that he
might have lightened that most ex
hausting task of women, the grind
ing of grain.

With more and more slaves at
their disposal, the Romans had
even less reason to develop the
"mechanic arts" than the Greeks.
Conquest after conquest brought
more captives to till the extensive
acreage of the Roman latifundia.
The small peasant landholder, un
able to meet slave competition,
drifted into Rome to join the plebs
who clamored for bread and cir
cuses and got what they wanted
from corrupt politicians. Thus
Rome decayed, and 40,000 slaves
eventually joined Alaric in the sack
of the city that liked to think of
itself as eternal.

The Christian Contribution

The Christian church, which rose
on the ruins of the ancient world,
had no particular interest in the
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things of this world. But it con
demned the enslavement of prison
ers as an infringement of God
given human dignity. And, since
Jesus had been a carpenter and St.
Paul a tent-maker and St. Peter a
fisherman, it saw no reason to ob
ject when the monks in the first
monasteries made a virtue of work.
In time the Middle Ages developed
an entirely different attitude to
ward labor-saving devices than was
prevalent in Greek and Roman
times. Louis Rougier makes a fas
cinating story of the linkage be
tween the "social revolution of
Christianity" and the development
of the water mill, the wind mill, the
hydraulic hammer, and 'the various
lifting tools that were needed to
cover Europe "with a white robe of
cathedrals." Without intending it
as such, the church unleashed some
thing of a medieval technological
revolution. Slaves became serfs,
cities grew, and the stage was set
for the "new humanism" of the
Renaissance.

The Christian attitude toward
work was the first lucky break of
the West in the time of Rome's
collapse. But work, with its pre
mium on practical inventions such
as the lifting jack, would not have
flowered in a scientific revival if
the church itself had not changed
sufficiently to permit a seculariza
tion of life during much of the
working week. By a second lucky

accident the elders of the City of
Florence happened to entertain a
Byzantine scholar, Manuel Chryso
loras, who was traveling in Italy on
a diplomatic mission. The Floren
tine elite flocked to hear Chryso
loras tell about Homer, Plato, Thu
cydides, and Xenophon, and soon
there was a horde of Florentines
descending on Byzantium, buying
forgotten Greek texts. If it hadn't
been for the rediscovery of the
Greek and Latin writers whose
works had somehow survived the
great burning of pagan documents
that marked the advent of Chris
tianity, the modern scientific, eco
nomic, and political revolutions
would never have come to pass.

Inquiry Halted in Orient

During the so-called Dark Ages,
Arab civilization seemed to prom
ise much more than anything that
was happening in western Europe.
And the Chinese were way ahead
of the West is such things as the
use of coal, gunpowder, and print
ing with movable letters. But the
Turks, as Louis Rougier puts it,
"imposed their· heavy yoke on Is
lam; and Islam, returning to its
sources, paralyzed inquiry with a
formula which brooked no answer:
Allah aalam, God knows best what
is." As for the Chinese, instead of
trying to dominate nature they
sought an adjustment that·stressed
finding contentment in the midst
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of poverty and adversity. The Hin
dus, with their caste system, per
mitted no invigorating circulation
of elites. So it was the West, with
its legend of Prometheus, who stole
fire from the gods, that was left to
push the idea of progress.

Now, even as they revile us, the
Islamic, Confucian and Hindu
worIds are clamoring for all the
benefiits that the West has devel
oped through three millennia of
the activist attitude. We need not
begrudge them their desires. But
the notion that the West need
apologize for its history is too ri
diculous for words.

~ POLITICALLY IMPOSSIBLE ... ?

by W. H. Hutt (London: The Insti
tute of Economic Affairs, 1971),
100 pp. ($1.80).

Reviewed by Henry Hazlitt

W. H. HUTT is one of the outstand
ing economists of our age. Born in
London, professor and later dean
of the Faculty of Commerce at the
University of Cape Town, and re
cently visiting professor at a num
ber of American universities, he
has published half-a-dozen books
of which the two most influential
have been his short Theory of Col
lective Barga.ining in 1930 and the
446-page Keynesianism - Retro
spect and Prospect in 1963.

His work has been distinguished

not only for remarkable acumen
but for no less remarkable inde
pendence and courage. The present
paperback is devoted to trying to
instill some of his own candor and
courage into ~is professional col
leagues.

For what Professor Hutt finds
is that most 'of these colleagues,
particularly in the last forty years,
have become increasingly poor
economists in the effort to become
"realistic" politicians. Whenever
an honest economist has come up
with a recommendation, based on
principle, for the outright repeal
of some entrenched bad law or dis
continuance of some other disrup
tive government policy, not only
the political demagogues but his
own colleagues have dismissed his
recommendation as "politically im
possible." As a result, more and
more economists have abandoned
candor, refrained from even sug
gesting the "politically impossi
ble" proposal, and instead have' put
forward compromise proposals
that they think have a political
chance of being adopted. Or they
have sought a reputation for in
fluence by recommending what
they thought was going to be done
anyway. Or they have resorted to
outright demagogy in calling for
some new form' of inflation, con
trol, soch'llism, or seizure. The re
sult has been a deplorable degen
eration in economic thought.
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Hutt illustrates his thesis in
four separate - fields - moneta.ry
policy, income transfers, Keynes
ianism, and the strike-threat
system. His comments on particu
lar economists are candid and
sometimes unspa.ring.

Keynes, for example, he points
out, gained his great reputation
among his colleagues as well as
with the general public by pre
tending that he had found an easy
way out of unemployment and de
pression. This consisted of cheap
money, government deficits, and
inflation. The word "inflation" it
self was suspect. "But an inspired
insight enabled the Keynesians to
perceive that, if called something
else, 'the maintenance of effective
demand,' for instance, it can be
come respecbible."

Under no conditions did Keynes
want to risk offending the unions
by suggesting that they were even
partly responsible for creating the
mass unemployment of the 1930's
by pushing up and keeping up
wage rates to unworkable levels.
So he invented the untenable "un
employment· equilibrium" theory:

"Keynes, perceiving that it
would be politically suicidal to
mention the unmentionable, saw a
way out through the most suc
cessful conjuring trick in history
which, deceiving an audience that
wished to be deceived, led to its
being hailed as a great discovery,

as revolutionary and important as
Einstein's theory of relativity. I
am not accusing Keynes of intel
lectual dishonesty. He deceived
himself with his 'conjuring trick.'
That is how I have come to regard
his 'unemployment equilibrium' no
tion, together with the subsidiary
theories with which it was bol
stered."

What is now commonly dis
missed as "politically impossible"
usually turns out on closer exami
nation to be merely the politically
difficult or politically unlikely. It
is only made more difficult and
more unlikely when economists
lose the courage even to propose it.
Hutt's book is essentially a plea
to his professional colleagues for
more honesty and candor:

"N0 policy which is for the ad
vantage of the people is incapable
of being effectively explained to
them. It will of course take time
and persistence to convince a ma
jority. In the meantime compro
mise will be needed whenever ur
gent steps are required. But com
promise, while it is the politician's
privilege and necessity, is the
scholar's deadly sin - unless it is
presented clearly and unmistak
ably as compromise and is always
accompanied (a) by the noncom
promising proposal and (b) an ex
plicit explanation of the vote-pro
curement reasons for the com
promising proposal."
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This "dual form of exposition,"
as Hutt calls it, would certainly be
a great advance compared with the
present typical ambiguity and dis
ingenuousness. Yet, while there is
only. one ideal course, there are
usually an indefinite number of
possible compromises. If each
economist plumps for one of these,
in accordance with his own ama
teur notions of its political feasi
bility, the conflict among their
recommendations may only end by
confusing public opinion. In the
long run it seems better for the
economist to point to the path of
principle, and leave the compro
mises to the politicians.

;. FINANCIAL POLICY IN A
CHANGING ECONOMY
by Enders M. Voorhees (Lebanon,
Penna.: Sowers Printing Company,
1970), 232 pp., $5.00 (Plus tax,
where applicable.)

Reviewed by Melvin D. Barger

By PRESENT standards, the econom
ic changes of the 1943-1955 period
appear to have been modest. In
flation was in motion, but not gal
loping. There was social upheaval,
but not open rebellion. Business
was under attack, but the attacks
were not wildly out of control.

The stage was being set for
further trouble, however, and many
thoughtful persons knew it. One

astute business executive who
smelled the future was Enders M.
Voorhees, chief financial officer as
well as articulate spokesman for
U.S. Steel Corporation until his
retirement several years ago. Mr.
Voorhees' speeches and writings
during that 12-year period have
been preserved in book form in
Financial Policy itn a Chang'ing
Economy, a privately published vol
ume which should serve as a valu
able source book for business his
torians and economists.

Mr. Voorhees' views are impor
tant for several rea.sons. One, he
was in a key position as the chief
financial officer of the steel com
pany long known as the industry
"pacesetter." Secondly, he is a. vig
orous champion of the free market,
and uses a substantial stock of
facts to document many of his argu
ments. Third, he was a. tough fight
er who took his arguments to Con
gressional committees and other
influential groups in an effort to
steer a safe financial course for his
company under greatly changing
conditions.

You catch the tone of Mr. Voor
hees' thinking in the very first
chapter, a commencement address
entitled "The Uncommon Man."
This is a. term which harks back
to other libertarian thinkers, and
Mr. Voorhees leaves little doubt
that he favors giving the individ
ual considerable elbowroom for
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creative accomplishment. He is
also suspicious of special interest
groups. He remarks, "Fancied
wrongs seem real if you talk only
to those of a similar fancy and
soon you are likely to find. your
selves organized into monopolies
or pressure groups to get some
thing for nothing from the other
fellow who is assumed to be get
ting too much for too little." Pro
phetic words, particularly for a
1948 speech.

His other chapters tend to be
come more specific, but he fre
quently returns to this question
of establishing genuine equity in
business and economic relation
ships. In a brilliant chapter on
specia1ized occupations (actually,
a 1943 speech), he w,arns that the
process of specialization may have
"built up opposing rather than
complementing groups whose
strife for exploitative power can
break up and disintegr,ate us, even
as happened in France before the
invasion." He warned of revolu
tionary theories that "boil down
not only to eliminating the tithe
of the miller but insisting that he
furnish flour without wheat being
brought to him." Now that such
theories seem to be popping out
of the very woodwork, it is· inter
esting to note that Mr. Voorhees
made this comment 28 years ago.

Since most of his speeches fo
cused on corporate financial prob-

lems, Mr. Voorhees' book is an
other reminder of the delicate
balancing act that financial officers
must perform to keep a large-scale
enterprise alive and functioning.
Many critics,. in the 1940's and
1950's, saw U.S. Steel as the dom
inant partner. in an "oligopoly"
that could administer prices at
will and manipulate its business
environment as it pleased. But it
didn't look that way to Mr. Voor
hees. He s,aw U.S. Steel as an ex
tremely vulnerable organization
that could virtually be wiped out
by a few years of unfair taxation
practices or shortsighted financial
controls. His. frequent warnings
against the dangers of insufficient
depreciation charges and exorbi
tant wage settlement seem more
timely today, with American steel
companies steadily losing ground
to more efficient foreign competi
tors. At the same time, the recent
Penn Central and Lockheed crises
are grim proof that even giant
corporations do not have unlim
ited resources and must work un
der the iron disciplines of the mar
ket if they are to survive.

Many of Mr. Voorhees' talks be
fore Congressional committees
came when historic issues were
being fought out in labor-manage
ment relations and other areas. In
some cases, of course, the battle
was lost and the struggle has
moved on to new fronts. As a rule,
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however, the present troubles in
volve principles that do not grow
obsolete and cannot be repealed by
compulsions and legislation. Cur
rently, for example, reformers
warn that business must solve so
ciety's many problems "or else"
the government will step in and
do it for them. "The 'or else' con
notes that the perfect state lies
ready and willing to take over,"
Mr. Voorhees said in 1943. "If
that were the case and if only the
cupidity of private owners stood
between us and perfect material
happiness, I am sure we should all
stampede to the arms of the per
fect state." There are many other
such gems in Mr. Voorhees' writ
ings. "If we want ample tools of
production and the jobs their pres
ence creates, we had best set up in
America a social .atmosphere en
dorsing rather than condemning
ample dividends and the profits
which make them possible," he
said in 1949. And in an earlier
talk: "We shall not forget that at
the end of every tax plan is a hu
man being. And I need not remind
you that human beings are not
abstractions." And, "Management
has no weapon to point at custom
ers' heads to match the strike
weapon that labor leaders flour
ish."

But if there's any chapter in the
book that should be carved on
stone tablets for all time, it's prob-

ably one entitled, "Needed - De
pendable Dollars." Written 21
years ago (when inflation was
supposedly mild), it deals with
the endless problems that arise
simply bec.ause the currency is be
ing manipulated and diluted. "Al
most every business calculation
and estimate is bedeviled by the
absence of dollar· dependability,"
Mr. Voorhees said to students at
Dartmouth College. Perhaps think
ing of the West Germans who had
only recently put their currency
on a new basis, he added, "It seems
to be those peopl_e who have had
bitter personal experience of liv
ing under bad currencies who
most appreciate good currencies
and are willing to make some sac
rifices to secure and maintain
them."

His rundown of the problems
caused by inflated currency al
most appears to be a synopsis of
the next 20 years' troubles: over
stated profits, concealed confisca
tion of savings and other assets,
increased labor-management con
flicts, accounting problems, in
creased demands for subsidies,
and wage and price fixing. It is as
if Mr. Voorhees had been able to
review the chaos of 1971 while
preparing this 1950 speech.

Though written by a business
man of great distinction in his
own industry, this book is not
likely to be widely circulated or
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quoted. Some of it is hard re,ad
ing, challenging the reader to sort
through charts, tables, and other
lists of figures. There is also the
fact that financial m,atters and
terms can often be dryas dust.
But the most likely reason it would
be ignored is that the world still
hotly pursues the disastrous poli
cies that Mr. Voorhees deplored
during the seemingly calm period
of 1943-1955. That's all the more
reason why it's well that his in
sights have been published in book
form. It may turn out to be useful
medicine when the popular nos
trums have failed.

.. THE LITTLE HOUSE BOOKS 
A PIONEER CHRONICLE by
Laura Ingalls Wilder (New York:
Harper & .Row Trophy Books,
8 Vols. 95¢ each)

Reviewed by Robert M. Thornton

THESE BOOKS were first published
nearly forty yea.rs ago when Laura
Ingalls Wilder was in her sixties.
The eighteenth printing in cloth
was run in 1970, and now we have
the first paperback edition. Laura
(I just can't bring myself to c~ll

her Mrs. Wilder) wrote the first
book in the series without any plans
to continue, but the enthusiastic
response of young readers prompt-

ed her to keep going until the stor
ies reached the time of her mar
riage to Almanzo Wilder on August
23, 1885 - eight volumes from a
woman who asa young girl told her
Pa that she could never write a
book!

Laura was born in 1867, and
lived for ninety years, most of that
time with her husband on their
farm near Mansfield, Missouri.
Their daughter, Rose Wilder Lane,
who died in 1968, is well-known to
libertarians as the author of The
Discovery of Freedom, a book
which inspired Henry Grady Weav
er's The Mainspring of Hu,man
Progress. Rose displayed her sturdy
pioneer stock when at the age of 78
she was sent to Vietnam as a cor
respondent!

What is so. fine and enjoyable
about these "Little House" books?
First, they take the reader out of
his own world and into different
places and earlier times, into the
Iives of the pioneers on the prairie
in the 1870's and 1880's. What
thrill is there reading about the
milkman or the neighborhood gro
cer? Second, they make the re
flective reader thankful for all the
blessings we enjoy in the United
States today. Laura writes of the
fun she had asa girl on the prairie
and the happy times with her fam
ily, but she does not romanticize
her exeriences. Life was hard in
those days in an untamed land.
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There were empty stomachs when
crops were destroyed by fire,
drought, locusts or storm. Sickness
might mean death because doctors
and medicine were scarce on the
frontier. Everyone except the very
old and very young had to work.
The pleasures were simple - no
radios, automobiles, televisions and
the like. There was little money on
hand, so Christmas presents for
the children might be a penny and
a stick of candy! There were happy
times and terrible times, each a
part of living.

Third, and most important, these
books can help us recapture the
spirit of the pilgrims,patriots, and
pioneers who founded this nation
and made it great. Part of that
spirit is the taste for independence
and a sense of individual responsi
bility. Laura's family didn't expect
anyone else to take care of them.
They took care of themselves and
recognized that having freedom
means the freedom to fail as well
as to succeed. Another part of this
great spirit is not to bemoan one's
fate or complain about not getting
one's "fair share" of the world's

goods. Another, is a sense of com
munity where so much is accom
plished on a voluntary basis, every
one pitching in to contribute what
ever he can in time, talent and
money.

In answer to inquiries about her
self and her books Laura wrote:

"The Little House Books are
stories of long ago. Today our way
of living and our schools are much
different; so many things have
made living and learning easier.
But the real things haven't
changed. It is still best to be honest
and truthful; to make the most of
what we have; to be happy with
simple pleasures and to be cheer
ful and have courage when things
go wrong. Great improvements in
living have been made because ev
ery American has always been free
to pursue his happiness, and so long
as Americans are free they will
continue to make our country ever
more wonderful."

It is no easy matter for today's
children to learn these truths, but
so long as these books are read the
lessons will not be lost. t)
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