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''Responsive Government"

Gregg B. Hughes

ScARCELY A DAY PASSES that we do not
read or hear the cry for "more
responsive government," that
government "meet the needs of the
people, " that we "streamline
government for efficiency. "

That these demands go largely
unquestioned and unchallenged
shows the extent to which the state
has assumed a decision-making role
and the degree to which we have
relinquished our willingness to
assume responsibility for the daily
conduct of our own lives.

The call for efficiency in govern­
ment is one we might expect in a
society in which it has become ac­
cepted policy for the government to
make decisions in any and all fields
of human endeavor and concern.
Mr. Hughes is a Los Angeles area attorney in the
Law Office of Richard N. Deyo.

Thus has the individual lost much
of the ability, willingness and op­
portunity to exercise his own in­
dependent judgment in the choice
of his job, wages, method of educa­
tion, and most other aspects of
human activity. A moment's reflec­
tion will reveal the pervasive reach
of government power. Both through
choice and by default we have in­
dividually and collectively decided
that government is to be responsi­
ble-and that we as individuals are
not.

To this end we have molded a
governmental system of special­
interest-group warfare. Each of us
is but a member of this or that
ethnic, racial, social, or economic
group. Each group must, through
its self-appointed leaders, agitate,
propagandize and lobby for the ad-
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vancement of its "rights" in opposi­
tion to some "exploiter" or "op­
pressor." If one is candid in his ex­
amination, he cannot deny that this
pressure-group struggle is the spec­
tacle of American government and
society today.

Gradually we have abandoned the
traditional and enlightened notion
that we exist as individuals, that we
must act as individuals, and that
what we can and do achieve, we do
as individuals. The tragedy of this
abandonment is that it makes it
more difficult or impossible for peo­
ple to achieve, advance and prosper.
With this erosion of individual
responsibility, we lose the factor
which provides human life with its
excitement and substance.

Pressure-group warfare is gener­
ally pernicious in that it has the ef­
fect of directing human activity
away from truly productive pur­
suits. The direction is rather toward
the wasteful practice of coercively
obtaining economic advantage or
position for one group at the ex­
pense of another. Wealth and op­
portunity are erroneously viewed as
limited, requiring that one man's
gain be another's loss. Creation and
achievement are supplanted as
primary objectives in such a situa­
tion by efforts at confiscation and
"equalization."

Government fits nicely into this
pressure-group scheme-indeed, it

both thrives on it and concomitant­
ly encourages its continuation and
intensification. Being a nonmarket
mechanism, engaging in fundamen­
tally coercive rather than produc­
tive activity, government can and
does tailor its operations to carry
into effect the demands of the
predominating pressure groups.
Only by doing so can government
jobs and programs be justified and
sustained.

This state of affairs differs
radically from a traditional market
economy and society. For in such a
market economy, exchanges of
services and commodities (Le.,
wealth) are voluntary. And when
exchange is voluntary, it means-in
the subjective sense-a gain by
both parties to the exchange. At
least as important as this is the
absence of coercion from the pro­
cess (except where government has
corrupted the market· mechanism, a
topic beyond the scope of this
essay).

Thus, the symbiotic relationship
of government and the special­
interest-pressure-groups brings on
the call for "responsiveness in
government." The pressure groups
demand it as a means of increasing
the effectiveness of their activities,
as only through government can
they begin to achieve their coercive
ends. The government encourages
such demands as a means of justify-
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ing and promoting its programs.
The fact that it cares little if at all if
such effectiveness is enhanced is im­
rnaterial. That the public in general
and the pressure groups in par­
ticular feel the change is forthcom­
ing serves just as well to justify the
government's reason for existence.

"Responsiveness in government"
then is little more than a new twist
on an old theme-that of activist
government 8nd the gradual collec­
tivization of society. It is a
manifestation of the statist concept
of governmental responsibility and
greater unification of the state. The
only difference is that the pro­
ponents of "responsiveness" are
demanding the ultimate-that gov­
ernment be coldly efficient in its ef­
forts to politicize and centralize all
decision making, removing from the
sphere of individual control all that
can be extracted.

Grover Cleveland

The antidote for the poison of
"responsive government" is as ob­
vious as it is difficult of attainment.
We must come to understand both
our nature and our responsibilities
as individuals. Only as we do this
can we begin to develop the crucial
understanding of and belief in the
sanctity and sovereignty of the in­
dividual person and of his natural
right to act out his life according to
his choices, free of the coercion
which government activity entails.
It is as free individuals, acting as in­
dependent agents, that we ex­
perience our greatest personal
glory, happiness and success. We
can only achieve this satisfaction
when we choose our own goals and
direct our own action toward the
pursuit of these goals. This op­
portunity and unique aspect of life
is gradually and often irrevocably
lost by excessive unification of the
state. ,

IDEAS ON

LIBERTY

THE LESSON of paternalism ought to be unlearned and the better lesson
taught that while the people should patriotically and cheerfully sup­
port their Government, its functions do not include the support of the
people.

Every thoughtful American must realize the importance of checking at
its beginning any tendency in public or private station to regard fru­
gality and economy as virtues which we may safely outgrow. The toler­
ation of this idea results in the waste of the people's money by their
chosen servants and encourages prodigality and extravagance in the
home life of our countrymen.



William H. Peterson

... there is no subtler, no surer
means of overturning the exist­
ing basis of Society than to
debauch the currency. The
process engages all the hidden
forces of economic law on the
side of destruction and does it
in a manner which not one man
in a million is able to diagnose.

So observed John Maynard
Keynes, member of the British
delegation to the Paris Peace Con­
ference, in his book, The Economic
Consequences of the Peace (1919).
Within four years, a vicious hyper­
inflation had thoroughly debauched
the mark, overturned the existing
basis of German society and pre­
pared the way for a Hitlerian Got­
terdammerung.

Dr. Peterson is the Burrows T. Lundy Professor of
Philosophy of Business at Campbell College,
Buies Creek, North Carolina.
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Lord Keynes' observation is not
without irony. Later Keynes was
himself to become enraptured with
the idea of inflationism-to become,
it would appear from the record, the
most powerful if inadvertent ad­
vocate of that creed in the Twen­
tieth Century.

What is inflationism? I see it as a
s9cial mirage, the modern-day ver­
sion of the ancient search for the
philosopher's stone that would
transmute lead into gold (or "stone
into bread," as Keynes put it in
1943), the hope for a social per­
petual motion machine, the wish
come true of King Midas for all he
touched to turn into gold (only to
find he could then neither eat nor
drink).

Inflationism, in today's terms, is
deficit-spending, deliberate credit
expansion on a national scale, a



1977 INFLATIONISM 455

public policy fallacy of monumental
proportions, of creating too much
money that chases too few goods. It
rests on the "money illusion," a
widespread confusion between in­
come as a flow of money and income
as a flow of goods and services-a
confusion between "money" and
wealth. As Adam Smith observed in
his The Wealth ofNations (1776):

That wealth consists in money, or in
gold or silver, is a popular notion which
naturally arises from the double func­
tion of money, as the instrument of com­
merce, and as the measure of value....
To grow rich is to get money; and wealth
and money, in short, are, in common
language, considered as in every respect
synonymous.

Today prosperity has become but a
matter of alleviating the "short­
age" of money, of making money­
literally. And not, primarily, of
making goods and services.

For Keynes, inflationism was an
idea whose time had come, coming
as it did during the Great Depres­
sion when people and politicians
were desperate for solutions, almost
any solution. Besides, the Keyne­
sian solution was not clothed as in­
flationism but as a means of reliev­
ing inadequate aggregate demand
with "temporary" or "contra-,
cyclical" deficit-spending, of attain­
ing a balanced budget over a busi­
ness cycle, over a cycle of years.

But the way things worked out,

the legacy of Lord Keynes has
become national deficits ad in­
finitum pretty much the world over.

Economists James M. Buchanan
and Richard E. Wagner of the
Center for Study of Public Choice at
the Virginia Polytechnic Institute
decry mounting deficits in America,
each one seeming to make yet
another entry for the Guinness
Book of WorId Records. In their
Democracy in Deficit: The PoliticaL
Legacy of Lord Keynes (Academic
Press, 1976, 207 pages, $11.50),
Buchanan and Wagner link Key­
nesian-type deficits to rising infla­
tion, heavy unemployment, expand­
ing government, lagging capital for­
mation and generally deteriorating
economic performance.

More importantly, as may be
gathered from their subtitle, the
Buchanan-Wagner critique of
Keynesian economics is not so
much on its technical structure as
on its political implications, on how
these implications have long im­
pacted on economic policy decisions
since the Great Depression­
decisions adding up to the global
Keynesian Revolution.

The General Thesis

In a nutshell, what are the
Revolution's technical underpin­
nings all about? In his The General
Theory of Employment, Interest
and Money (1936), Lord Keynes ad­
vanced the possibility, if not prob-
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ability, of an underemployment
equilibrium in a mature national
economy such as Great Britain or
the United States. He described a
gloomy scenario of a depression
long persisting without any effec­
tive automatic stabilizing market
forces. He s.aw aggregate employ­
ment as a function of aggregate de­
mand (total spending), which
tended to contract cumulatively­
unless somehow counteracted.
Keynes' approach was strictly
macroeconomic, or to use the equa­
tion popular with Keynesians to­
day: .Y = C + I + G, or total na­
tional income equals total consump­
tion spending, plus total invest­
ment spending, plus total govern­
ment spending.

The cause of depression would
be private sector oversaving or
underspending (underconsumption
and/or underinvestment). Hence
Keynes saw G as a deus ex machina
in which government could simply
furnish spending stimulus as
needed. The stimulus, which could
apparently be turned on and off like
a faucet, would happily restore full
employment; and it would be
greatly aided by the operation of a
chain-reaction effect on total in­
come, a cumulative, circulatory ex­
pansion of aggregate demand­
Keynes' famous' 'multiplier."

It is to the credit of Professors
Buchanan and VVagner that they
break new ground in more than four

decades of Keynesian critiques,
that they perhaps get to the heart
of the problem in the entire Keyne­
sian structure: the assumption of
apolitical economic managers, of an
intellectual ruling elite, of selfless
men in high places dedicated solely
to the public interest.

Unbalanced Budgets

As the record shows, this
assumption of political altruism has
proved to be most unreal in applica­
tion, from Tokyo to Ottawa, from
Stockholm to Buenos Aires, for the
Keynesian-oriented world has long
been awash in red ink, in perennially
unbalanced national budgets. In the
clash of pre-Keynesian economics
versus post-Keynesian politics, the
VPI economists observe that
politics wins practically every time.

The VVashington experience is a
case in point. To be sure, U.S.
economic managers, and their coun­
terparts elsewhere, have had to
assume an aura of economic omni­
science so as to decipher lagging
and frequently conflicting economic
statistics, to "fine-tune" the
economy, to produce just the right
mix of fiscal and monetary policy
under ever-changing economic con­
ditions. Such an economic challenge
is task enough; in a political en­
vironment with a national election
in every even-numbered year, the
challenge amounts to, apparently,
an impossibility.
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To wit: The officially projected
deficit of $64.7 billion in· the 1978
fiscal year beginning Oct. 1 (the
17th deficit since 1960) comes atop
an estimated inflation-generating
$52.6 billion deficit this fiscal year.

Why? Why deficit upon deficit,
world without end? The answer, in a
word, is politics, in a letter, G.

Significantly, the VPI economists
distinguish between market com­
petition and political competition, a
distinction Lord Keynes and his
.disciples did not develop. Market
competition is continuous; at vir­
tually every instance of purchase a
buyer can choose from among dif­
ferent competing sellers. Political
competition, in contrast, is discon­
tinuous, intermittent; the voters'
decision is binding for a fixed
term-usually two, four, or six
years. Market competition permits
several competitors to survive at
the same time; the capture by one
seller of a majority of the market
does not deny the ability of the
minority to choose its preferred
supplier. Political competition, on
the other hand, has an all-or-none
characteristic; the capture of a ma­
jority or even a plurality of a
market basically hands over the en­
tire market to a single supplier.

Nor do the distinctions stop
there. In market competition, as
Buchanan and Wagner note, the
buyer can be reasonably certain of
just what he has bought for his

money. Not so in political competi­
tion, for there the buyer is, in a
sense, obtaining the services of a
rather free agent. This political
agent cannot be bound in matters of
specific compliance, with many a
platform promise going awinging
with the swearing-in ceremony.

A Bias Toward "Inflation

Given such a political environ­
ment, the Keynesian provision of an
elastic G is almost like giving a
child free rein in a candy store. Pro­
fessors Buchanan and Wagner hold
that "the Keynesian destruction of
the balanced budget constraint" on
a year-to-year basis has yielded a
political bias toward budget defi­
cits, monetary expansion and
public-sector growth. The bias ties
into the politicians' natural proclivi­
ty to spend, to avoid taxing, to ap­
pear humanitarian, altruistic,
munificent (with, of course, other
people's money)-in effect, to buy
votes. The bias also ties into the
fact that the economic managers
are, in every case, political ap­
pointees and, especially in the in­
stance of the Federal Reserve
Board, creatures of Congress; this
means their ability to contravene
their political superiors is cor­
respondingly weak.

This politicalizaton of the Dismal
Science in the halls of government
seems to .explain American fiscal
and monetary experience since the
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Great Depression. It seems to ex­
plain how economic theory and
policy have developed in recent
decades to meet, if not marry,
political exigencies. The marriage, if
that's what it is, has not been a hap­
py one. A glance at recent decades
of "managing the economy" illus­
trates this marital incompatibility.

In the early stages of the Great
Depression (itself largely the prod­
uct of credit expansion in the Twen­
ties followed by credit contraction
in the early Thirties), Franklin
Roosevelt, as a Presidential suitor
in 1932, ran on a balanced-budget
plank and publicly decried GOP
deficits ("continuation of that habit
means the poorhouse"). Once in of­
fice, however, President Roosevelt
soon found "pump-priming" expan­
sion of spending programs political­
ly popular, while tax increases were
not. The balanced budget goal
seemed more and more elusive.

Political Attributes

Moreover, along came Keynes'
General Theory. Though addressed
to academics and incomprehensible
to almost all but professional
economists, it was promptly per­
ceived by politicians for its political
value. Deficits became respectable.
Spending programs and tax mea­
sures could be politically manipu­
lated. this way and that. A "flexi­
ble" budget, after all, has to play
the main role in stabilizing the

economy and sustaining "full em­
ployment." Baldly, inflationism
was in.

The "full employment" concept
was enacted into law in the Employ­
ment Act of 1946. The Act, which
formally married economics to
politics, directs the federal govern­
ment to "use all practical means
consistent with its needs and
obligations . . . for the purpose of
creating and maintaining ... condi­
tions ... to promote maximum
employment, production, and pur­
chasing power." The Act leaves
Professors Buchanan and Wagner
cold. They protest its political im­
plications and believe that the Act
"may come to be regarded as one of
the more destructive pieces of
legislation in our national history. "

They see, for example, how the
Eisenhower Administration played
a reluctant spouse in the Keynesian
marriage between political practice
and economic theory. The GOP
came into office to do something
about inflation and the growth of
Federal spending, only to come
under Democratic fire for "fiscal
drag." The Republicans lost the
White House in 1960, after losing
the Congress in 1954 (which hasn't
been regained since).

Initially President Kennedy was
also something of a reluctant
spouse, but, note the VPI econ­
omists, his economic counselors
were, to a man, solidly Keynesian.
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The counselors, who included
Walter Heller of the University of
Minnesota and John Kenneth Gal­
braith of Harvard, apparently won
a complete convert in JFK after the
1962 steel pricing confrontation
and consequent stock market
slump. In 1963 President Kennedy
called for a dramatic tax cut,
without any corresponding spend­
ing cut, in order to accelerate
economic growth and bring actual
GNP in line with potential GNP,
given the productive capacities of
the nation. With the tax cut,
enacted in 1964, the New Eco­
nomics had really arrived, but hard­
nosed politics had long preceded it.

In this new dawn it seemed that
"the enlightened would rule the
world, or at least the economic
aspects of it," to quote Buchanan
and Wagner. Then they add: "But
such dreams of Camelot, in eco­
nomic policy as in other areas, were
dashed against the hard realities of
democratic politics."

Redistribution Schemes,
Open-Ended Spending

The hard realities included the
redistributionist zeal of Lyndon
Johnson's "Great Society" aug­
mented by his Vietnam guns-and­
butter strategy, and Richard Nix­
on's New Economic Policy of
wage/price controls (which quickly
became a cover for the fastest
monetary growth since WorId War

11-12.1 per cent in election-year
1972)) The realities also included
the open-ended spending proclivi­
ties of the Welfare State and the no­
growth· implications of Ralph
Nader, the Sierra Club, Common
Cause, and Senator Edmund
Muskie's Environmental Protection
Agency.

The Keynesians also overlooked
some economic as well as political
realities. Probably the most devas­
tating reality has been the unprece­
dented worldwide experience of
"stagflation"-heavy inflation cum
heavy unemployment. In the U.S.,
inflation was 12.2 per cent in 1974;
in 1975 unemployment was 8.5 per
cent. How did this happen? The
VPI authors cite some economic
reasons.

For apart from its political
naivete, the New Economics can be
faulted on at least three technical
grounds. First, the Keynesians

1From Ludwig von Mises, Planning for
Freedom (Libertarian Press), page 81: "The
superstition that it is possible for the govern­
ment to eschew the inexorable consequences of
inflation by price control is the main peril. For
this doctrine diverts the public's attention
from the core of the problem. While the
authorities are engaged in a useless fight
against the attendant phenomena, only few
people are attacking the source of the evil, the
Treasury's methods of providing for enormous
expenditures. While the bureaus make head­
lines with their activities, the statistical
figures concerning the increase in the nation's
currency are relegated to an inconspicuous
place in the newspapers' financial pages."
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have relied on the money illusion­
the notion that fiscal-monetary
stimulus would yield a beneficial
"automatic lowering of real wages
as a result of rising prices" (General
Theory, p. 264). But in a world in
which inflation is widely antici­
pated by market participants
through escalator clauses, in­
creased· wage demands and infla­
tion-hedged price boosts, the money
illusion breaks down. Indeed,
Buchanan and Wagner note that
"the generation of inflation that
has been predicted will do nothing
towards stimulating employment
and output."

Secondly, the Keynesians over­
looked the impact of inflationism on
economic calculation and resource
allocation-a possible general
disruption of the market economy,
perhaps a full-fledged business cy­
cle. Relative prices, including in­
terest rates, are distorted, uneven­
ly, by rapid increases of the money
supply entering the economy at
different times and in different
ways and places. Market par­
ticipants receive false signals. For
example, corporate income state­
ments reflect "phantom profits"
which do not incorporate true in­
ventory valuations and especially
plant and equipment replacement
costs; moreover, reported "record
profits" are expressed in current,
inflated dollars and not in constant
dollars.

Thirdly, Keynes and the Keyne­
sians overstress macroeconomics to
the detriment of vital microeco­
nomic considerations. This leads to
a one-dimensional, depthless per­
ception of the forest but not of the
widely different individual trees. G
is perforce a heavy-handed eco­
nomic policy instrument-taking
such diverse, discrete forms as
dams, defense projects, welfare pro­
grams and so on. Financially, G
poses quite a drain on capital
markets-and private capital
formation-a "crowding-out" of
private borrowers through higher
interest rates.

Unemployment Realities

This strictly macroeconomic view
of things leads to the glossing over
of still other problems, including
the microeconomics of unemploy­
ment. In the case of structural
unemployment, for example, the
authors observe in a footnote that
government spending may act to
cement pockets of unemployment
"into quasipermanence." Or con­
sider the problem of properly defin­
ing full employment, traditionally
set at 4 per cent. Now it turns out
that 4 per cent is much too low, and
may have been so for almost the
last 30 years.

Economist Robert Hall of the
Massachusetts Institute of Tech­
nology, for example, says that the
sustainable rate of unemploylnent,
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below which inflation begins to
escalate, was around 5 per cent in
1948 and has slowly risen to be­
tween 51;2 per cent and 6 per cent in
recent years. This rise, reflecting in
part the influx of women and teen­
agers into the labor force, seems to
mean that economic managers have
long been working with a fallacious
policy goal. Nonetheless, the
Humphrey-Hawkins national eco­
nomic planning bill, the Full
Employment and Balanced Growth
Act of 1976, went beyond the 4 per
cent goal and mandated a quixotic
unemployment target of 3 per cent,
to be attained within four years.

Balance the Budget

Well, what is the solution to
stagflation and related ills? James
Buchanan and Richard Wagner
believe the heart of the problem lies
in "the political legacy of Lord
Keynes." They believe the solution
lies in virtually banishing peacetime
deficit-spending. They call for, as do
Senator Carl Curtis of Nebraska
and Congressman Bill Archer of
Texas, a Constitutional amendment
requiring an annually balanced
budget, except in a national emer­
gency (as declared by two-thirds of
both Houses of Congress and ap­
proved by the President). Their

solution merits serious considera­
tion.

In any event, the timely
Buchanan-Wagner book focuses at­
tention on the overriding economic
paradigm of our age: government
intervention to "improve" free
market performance. This is a
paradox, for government is more
often the problem than the answer.
In the case of Keynesian theory and
policy, maybe Prime Minister
James Callaghan of Great Britain,
the land of Lord Keynes, has the
last word on inflationism in his ad­
dress to his own Labor Party last
fall:

We must ask ourselves unflinchingly,
what is the cause of high unemploy­
ment? Quite simply and unequivocably,
it is caused by paying ourselves more
than the value of what we produce. This
... is an absolute fact of life, which no
government, be it left or right, can
alter. . .. We used to think you could
just spend your way out of a recession
and increase employment by cutting
taxes and boosting government spend­
ing. I tell you in all candor that that op­
tion no longer exists, and that insofar as
it ever did exist, it worked by injecting
inflation into the economy. And each
time that happened the average level of
unemployment has risen. Higher infla­
tion, followed by higher unemployment.
That is the history of the last 20 years.,



William L. Baker

Inflation
and

Stabilization-
The Elusive Promise

MOST "free marketers" understand
that inflation is the increase of the
money supply. In other words, in­
flation is wholly a government­
sponsored blessing. A lot of people,
who otherwise believe in a free
market economy, feel that a "cer­
tain amount" of inflation is
necessary. Otherwise, they state,
there would not be enough money to
buy the goods generated by increas­
ed production in a dynamic and ex­
panding economy. Besides, they
argue, the "price level" should be
kept stable. Thus, some governmen­
tal interference is warranted even in
a free market.

But just how true are all such
assertions?

The "not-enough-money" concept
has been around for a long time. It

Mr. Baker teaches in the school system in Lub·
bock, Texas.
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was popularized on a grand scale by
John Law, the Scottish-turned­
Frenchman central banker, when he
propaga ted his infla tionary
schemes at public expense. The
theory was that so much money
would buy just so much goods.
Beyond that, no further production
was possible without an increased
supply of money.

This monetarist approach simply
ignores the demand side of money
while stressing the supply side. In
reality, as production increases in
an economy with a static money
supply, prices will simply tend to
drop. Competition or demand for
money becomes more fierce. The
result is a monetary unit that con­
tinually enhances in value. Supply
and demand works for money just
as it does for apples and pears.
There is always a sufficient amount
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of money to buy the products cur­
rently on the market without a
recourse to the printing presses. In­
flation is not needed to foster prog­
ress and industrialization. In fact,
the free market can do much better
without recourse to any type of in­
tervention whatever.

But the advocates of inflationism
do not end there. The price level,
they maintain, must be kept stable.
We must not have a fluctuating
dollar.

Stabilization, the Enemy

First, there is nothing sacred
about "stabilization"-especially
as intended by the inflationist. In
fact, it is precisely because most
central banks are dedicated to
"stabilizing" their respective cur­
rencies that tremendous fluctua­
tions in the value of the monetary
unit. are made possible at all.
"Stabilization" is the enemy of the
sound dollar.

Life is change. Life and valua­
tions are always in flux. I t would be
absurd to attempt to freeze values
where they stood yesterday, last
week, or last year. The same applies
in money and pricing. It is absurd
to attempt to "prop up" prices via
inflation. In the dynamic economy
of the free market where prices tend
to fall, the dollar is constantly
growing in value. In order to
"stabilize," the monetary unit must
be continually weakened, causing

unwarranted distortions in the
market.

The truth is that the dollar or
monetary unit cannot be "stabil­
ized." I t is a false issue. Purchasing
power. is simply transferred from
the citizenry to the government
who is the holder of the new' 'funny
money." Current dollar holders are
"stabilized" to the tune of whatever
the government buys in confiscated
purchasing power. The "stabiliza­
tion" issue is just ano~her apology
for Big Government and Big Spend­
ing. It is a particularly heinous
fallacy that has no business in
literate economic discussion­
especially among those who sup­
posedly cling to the principles of the
free market.

The Myth of Price Level

But there are other errors in the
stabilization doctrine. One is the
very concept of a "price level" at
all. There simply "is no such
anima!." It is a myth that is taking
an exceptionally long time to die.
There can be no question of an
"average" price or a "price level" in
an economy of unlike goods and
services. How does one compare,
average, or add the price of an
orange to the price of a swimming
instructor and come out with a
"level" that means anything what­
ever? There simply are no correla­
tion points. But assume, for the mo­
ment, that a "price level" did exist.
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Why should it be kept "stable"?
What is to be gained, and who is
superhuman enough to administer
it? And even if we could determine
what the "price level" is, we must
then ask why this price level and
not the price level of last year or
year before last?

Assuming, however, that all
these problems were answerable
and surmountable, a host of other
difficulties must immediately pre­
sent themselves. For, the govern­
ment must dispose of the money
somehow in the market place. The
question becomes: "Who shall get it
first?" If inflation (or "stabiliza­
tion") were neutral in its effects, it
would be of no concern to any of us,
as we would all be affected propor­
tionately. Prices would increase in
direct proportion to the new money
which we would all magically re­
ceive (magically) at the same in­
stant of time. No one would benefit
at the expense of another (except on
outstanding contracts). The only
way inflation would affect us in
such circumstances would be to
force us to become better mathema­
ticians.

But reality is different. The evil of
inflation is the disproportionate ef­
fects it has upon the populace-not
of any proportionate rise in the
"price level" that affects each and
all to the same extent. It isn't any
abstract, mystical "price level"
that gets the money, but rather real

flesh and blood people who will
use it to bid up prices for existing
goods and services at the expense of
everybody else in the market place.
So who gets it (and gets it first) will
make a big difference. "Stabiliza­
tion" will affect different people to
a different extent depending on
when (or if) they get their hands on
the newly "stabilized" money. One
man's stabilization is another
man's poison.

As stated before, life is change.
But the "stabilization" theory aims
at keeping things the same. It seeks
to defy change. What it usually
does is just to create the wrong
kinds of change-such as an eroding
monetary unit and a weakening in­
centive to save. As an economic
theory, it is bankrupt. It can only
disrupt the market and rob people
of their wealth which they have ac­
cumulated.

The Role of Interest

The most serious problem of infla­
tion, however, escapes the mone­
tarist completely. And that is the
role of interest rates in the modern
structure of production. Inflation,
at first, lowers the money rate of in­
terest, thus attracting more
business investment. Real savings,
however, have not increased.

Businessmen have been lulled in­
to wasteful and unprofitable in­
vestments by these false rates.

Why "false" rates? Because in-
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terest is really the discount of
future goods over present goods.
This method of analysis is called the
time-preference approach. The
lower the rate, the more "future
looking" the society is. In other
words, people have a "low" time
preference for present goods as op­
posed to future goods. Businessmen
can "lengthen the structure of pro­
duction" because people are saving
and supplying the capital needed to
engage in these time-consuming
ventures. When additional money
enters via the loan market, all this
is thrown out of kilter. The market
is distorted. Interest rates must
fall, for a while, to deal with the ex­
tra loan money. In so doing, a false
time preference is indicated. It
seems as if more people are becom­
ing "forward looking" by saving.
But in reality they are not. After
the new money has worked its way
down through the economy and
rates tend to return to "normal,"
this error will become manifest. The
situation will be made worse if it is
repeated.

Because interest rates indicate
either a low or high time preference,
they are thus effective signals to
businessmen as to what the con­
sumer wants produced, whether it
be automobiles or snowcones. To
tamper with these rates destroys

that device and sets the stage for a
"bust" which must surely come, be
it great or small.

Inflation Always Distorts

Inflation, then, is more money,
not a certain amount of money. In­
flation always distorts the market;
it never benefits the market.

Inflation has always been the
recourse of governments in search
of cheap money. It will always bring
disaster. Society cannot have the
supposed "benefits" of inflation
without paying the price. Inflation
is not a certain rate of money in­
crease. I t is money increase, period.

And it is always bad. I twill
always lead to distorted production
at the expense of what would have
been produced without the infla­
tion. Even when inflation occurs in
such a minor degree that it is un­
noticeable (as in an era of expanded
production and falling prices), it
still will work its effects at the cost
of what would have been.

Inflation is no elixir of life. It is
not the philosopher's stone. It will
not create a fountain of perpetual
youth. It cannot turn stones into
bread. It cannot make gold·out of
paper. It cannot create wealth.

It can only destroy. And that is
just about all that "stabilization"
can hope to achieve. ~



Free
Choice of
Currencies
Henry Hazlitt

IN its issue of November, 1975, The
Freeman published an article of
mine entitled "The Search for an
Ideal Money." Let me summarize
its main conclusions.

1. "The first requisite of a sound
monetary system is th(ilt it put the
least possible power over the quan­
tity or quality of money in the
hands of the politicians."

2. "It is the outstanding merit of
gold as the monetary standard that
it makes the supply and purchasing
power of the monetary unit inde­
pendent of government, of office­
holders, of political parties, and of

Henry Hazlitt, noted economist, author, editor,
reviewer and columnist, is well known to readers of
the New York Times, Newsweek, The Freeman, Bar­
ron's, Human Events and many others. Best known of
his books are Economics in One Lesson, The Failure
of the "New Economics," The Foundations of Morali·
ty, and What You Should Know About Inflation.
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pressure groups. The great merit of
gold is precisely that it is scarce ...
It cannot be created by political fiat
or caprice. It is precisely the merit
of the gold standard, finally, that it
puts a limit on credit expansion."

3. But there are two major kinds
of gold standard. One is the
fractional-reserve system, and the
other the pure gold or 100 per cent
reserve system. The fractional­
reserve system "is what we now call
the classical gold standard." I t per­
mitted excessive credit expansion
followed by forced contraction, and
so "tended almost systematically
to bring about the cycle of boom
and slump." The development of
government-controlled central
banks-in our own case of the
Federal Reserve System-made the
overexpansion of credit much
worse.
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4. "The fractional-reserve sys­
tem ought to be abandoned ... The
U.S. could then return to a sound
currency and a sound gold basis."

5. But to expect this today, as
long as governments are in control,
"is to expect a miracle. " The
schemes of the currency reformers
have failed "because they have
practically all begun with the same
false assumption-the assumption
that the creation and 'management'
of a monetary system is and ought
to be the prerogative of the State
.... The real solution is just the op­
posite. It is to get the government,
as far as possible, out of the
monetary sphere. And the first step
libertarians should insist on is to
get our government and the courts
not only to permit, but to enforce,
voluntary private contracts pro­
viding for payment in gold or in
terms of gold value .... Thus there
would grow up, side by side with
fiat paper money, a private
domestic and international gold
standard ... ready to take over
completely on the very day that the
government's paper money became
absolutely worthless."

Hayek's Proposal

Since that article appeared, Pro­
fessor F .A. Hayek, the Nobellaure­
ate, has published two remarkable
pamphlets embodying similar pro­
posals, but carrying them in some
important respects further.

The first of these is Choice in Cur­
rency.I I find this wholly admirable.
Hayek begins by pointing out that
the chief root of our recent mone­
tary troubles is the scientific
authority which the Keynesians
seemed to give to the superstition
that increasing the quantity of
money can ensure prosperity and
full employment. He then proceeds
to point out the fallacies in this
view. Inflation, however, he con­
cedes, even before explicit Keyne­
sianism, largely dominated mone­
tary history until the emergence of
the gold standard. The gold stan­
dard brought two centuries of
stable prices and made possible the
development of modern in­
dustrialism:

"It was the main function of the
gold standard, of balanced budgets,
of the necessity for deficit countries
to contract their circulation, and of
the limitation of the supply of
'international liquidity' ," he points
out, "to make it impossible for the
monetary authorities to capitulate
to the pressure for more money."

But under present world political
conditions he does not believe that
we can now remedy the situation by
"constructing some new interna­
tional monetary order, whether a
new international monetary author­
ity or institution, or even an inter-

1London: The Institute of Economic Affairs,
1976, 48pp.
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national agreement to adopt a par­
ticular mechanism or system of
policy, such as the classical gold
standard. I am fairly convinced
that any attempt now to re-instate
the gold standard by international
agreement would break down with­
in a short time and merely discredit
the ideal of an international gold
standard for even longer. Without
the conviction of the public at large
that certain immediately painful
measures are occasionally neces­
sary to preserve reasonable stabili­
ty, we cannot hope that any author­
ity which has the power to deter­
mine the quantity of money will
long resist the pressure for, or the
seduction of cheap money. "

What Is the Remedy?

What, then, is the remedy? What
is so dangerous and ought to be
done away with, Dr. Hayek insists,
is not the right of governments to
issue money but their exclusive
right to do so and their power to
force people to use it and to accept
it at a particular price. The legal
tender laws should be repealed.

A great deal of confusion has ex­
isted about this. It is necessary, of
course, for the government to
decide what kind of money it will ac­
cept in payment of taxes, and it is
necessary for the courts to be able
to decide, in case of dispute, in what
kind of money private debts should
be paid. No doubt, in the absence of

specification, courts would continue
to decide that debts can be paid off
in the official money of the country,
no matter how much it may have
depreciated. But if the debtor and
creditor have expressly contracted
for a payment to be made in gold, or
in Swiss francs, or in D-marks, then
the courts should hold that contract
valid. The common law of enforce­
ment of contracts should apply.

The immediate advantages of this
should be obvious. A government
would no longer be able to protect
its money against competition. If it
continued to inflate, its citizens
would forsake its money for other
currencies. Inflation would no
longer pay.

There is, in a sense, nothing novel
about Hayek's proposal. Toward
the end of the German hyperinfla­
tion of 1920 to 1923, people refused
to accept the old paper marks on
any terms, and began to do busi­
ness with each other in gold, dol­
lars,. Swiss francs, and even in a
multitude of private currencies. But
in any country in which the legal
tender laws did not exist, inflation
would never again go to such tragic
lengths-if, indeed, it could be con­
tinued to any substantial extent at
all.

If the present writer were to ven­
ture a prediction, it would be that
when the gold standard is restored
-as I believe it eventually will be­
it is far more likely to be restored
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first, not in countries that have
been suffering the least, but . in
those that have been suffering the
worst inflation. It will first happen,
not by deliberate governmental
policy, but by breakdown and
default. No matter what the nom­
inallegalpenalties, people will cease
doing business in the national paper
money. (They did so not only in Ger­
many in 1923, but in the assignat
period in France, and in Soviet
Russia in 1922.)

Denationalization

I should like to turn now to the
second Hayek pamphlet that I
referred to a few pages back. This is
called Denationalization ofMoney. 2

I t followed eight months after the
pamphlet on Choice in Currency,
and it continues the argument put
forward in the latter. That argu­
ment is summarized in ten num­
bered points printed on the pamph­
let's back cover. I quote the first
five:

1. The government monopoly of
money must be abolished to stop the
recurring bouts of acute inflation and
deflation that have become accentuated
during the last 60 years.

2. Abolition is also the cure for the
more deep-seated disease of the recur­
ring waves of depression and unemploy­
ment attributed to "capitalism."

2London: The Institute of Economic Affairs,
1976,108 pp.

3. The monopoly of money by govern­
IY'~nt has relieved it of the need to keep
: .; expenditure within its revenue and
has thus precipitated the spectacular in­
crease in government expenditure over
the last thirty years.

4. Abolition of the monopoly of
money would make it increasingly im­
possible for governments to restrict the
international movement of men, money
and capital that safeguard the ability of
dissidents to escape oppression.

5. These four defects-inflation, in­
stability, undisciplined state expendi­
ture, economic nationalization-have a
common origin and a common cure: the
replacement of the government monopo­
ly of money by competition in currency
supplied by private issuers who, to
preserve public confidence, will limit the
quantity of their paper issue and thus
maintain its value. This is the "dena­
tionalization" of money.

Most libertarians can endorse the
first four of these points unre­
servedly. About the fifth and those
following I personally harbor grave
doubts.

"Free" private currencies have
been tried. In our early American
history they were tried repeatedly
in nearly all the existing states.
Some of the states issued their own
money, usually with disastrous
results; and most of the private cur­
rencies that they licensed met with
little better fate. Panics and finan­
cial collapses became a matter of
course. To take one state at ran­
dom, in Michigan, after 1836:
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Fraudulent overissues were frequent
and in many cases not even recorded.
Before long a million dollars in
worthless bank notes were in circula­
tion, a bewildering variety of issues each
circulating at its own rate of discount
with a confusion that required corps of
bookkeepers to keep the accounts of a
firm straight. Merchants kept couriers
by whom they hurried off to the banks
the notes they were compelled to take,
in order to exchange them-if possible­
for something which had more value.
Misery and bankruptcy spread over the
state ... The climax came in 1844 when,
nearly all the "free banks" being in the
hands of receivers, the state supreme
court held that the general banking law
had been passed in violation of the
constitution and hence that even the
receiverships had no legal existence! 3

Other states made other provi­
sions and other reserve require­
ments for note issues by private
banks, but the history of laxly con­
trolled private note issue in all the
states is depressingly similar. The
interested reader can find a short
but excellent account (pp. 180 to
193) in the book by Dr. Groseclose
from which I have just quoted.

In the light of this history, I can
only regard with astonishment the
extraordinary optimism of Dr.
Hayek regarding the outcome of

3Elgin Groseclose, Money and Man (Universi­
ty of Oklahoma Press, fourth edition, 1976) p.
188.

unrestricted private note issue. He
assures us that private competition
in issuing money will lead us to a far
sounder money than the classic
gold standard was ever able to pro­
vide. The private issuers, he seems
to assume, will in all cases be
scrupulously honest, and will have
in mind only their long-run self­
interest; and therefore "money is
the one thing competition would
not make cheap, because its attrac­
tiveness rests on its preserving its
'dearness.' "

"Abstract Units,"
Not Convertible to Gold

Hayek does not seem to think
that it is either necessary or
desirable for the private issuers of
currency to keep it convertible into
gold. He suggests that their money
could consist of "different abstract
units" (p.25). How a currency could
consist of a merely "abstract" unit,
and how a private issuer could get it
launched and accepted at a "pre­
cisely defined" (p. 39) purchasing
power, he does not explain.

If he were in charge of one of the
major Swiss joint-stock banks, he
tells us, he would issue a unit called,
say, a "ducat." "And I would an­
nounce that I proposed from time to
time to state the precise commodity
equivalent in terms of which I in­
tended to keep the value of the
ducat constant, but that I reserved
the right, after announcement, to
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alter the composition of the com­
modity standard as experience and
the revealed preferences of the
public suggested" (p. 39).

It is clear that Hayek has in mind
that private issuers could and
should adopt a "commodity
reserve" or "market basket" stan­
dard. (He has advocated such a
standard for a long time. For exam­
ple, in The Constitution of Liberty,
published in 1960, he tells us (p.
335): "A commodity reserve stan­
dard which has been worked out in
some detail appears to me still the
best plan for achieving all the ad­
vantages attributed to the gold
standard without its defects." And
he refers there to an essay ad­
vocating such a currency that he
published as early as 1943.)

A Problem of Conversion

But Hayek is bafflingly vague
concerning how a private issuer
would maintain the value or pur­
chasing power of such a currency.
He says that "the issuing institu­
tion could achieve this result by
regulating the quantity of its issue"
(p. 43) and by keeping it "scarce" (p.
85). But quantity and scarcity mean"
nothing in this context except in
relation to the liquid assets of the
particular issuer and his demon­
strated ability and readiness to
keep his currency unit convertible
on demand into the precise weight
of the concrete commodity that his

unit is supposed to be worth. He
can make it convertible into a gram
of gold or an ounce of silver or a
pound of tobacco or a bushel of
wheat. But there is no feasible way
in which he could make it converti­
ble into, say, a specified amount of
each of the 400 or so commodities
and services that enter into the of­
ficial Consumers Price Index, not to
speak of the 2,700 commodities in
the official Wholesale Price Index.
And no holder of his currency would
in any case want to load himself
down with these and give himself
the problem of disposing of them.4

Others before Dr. Hayek have
had a similar yearning for a com­
modity standard, but have been
aware of this practical problem. The
most prominent is Irving Fisher,
who in the 1920's proposed his
"compensated dollar. " This is a
dollar that would have been conver­
tible into a constantly changing
quantity of gold, to keep it fixed in
value in relation to an average price

41n the 1943 essay by Hayek that 1 previously
mentioned, "A Commodity Reserve Curren­
cy," included in his Individualism and
Economic Order (University of Chicago Press,
1948), he endorses a scheme by Benjamin
Graham involving only 24 different commodi­
ties. I need not discuss that plan in detail here,
and will say only that 1 regard it as incredibly
clumsy, complicated, costly, wasteful, un­
settling, and altogether impracticable. It was
in any case proposed as a government scheme,
and would inevitably have become a political
football.
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of commodities as determined by an
official index.

Fisher's compensated gold dollar
would have solved the problem of
the utter impracticability of any
direct conversion of a currency unit
into a trainload or shipload of
assorted commodities, but it would
have solved it at a prohibitive cost.
As Benjamin M. Anderson5 and
others pointed out, it would have
enabled international speculators to
speculate with impunity against the
dollar and the American gold
reserve, and would have had other
self-defeating and confidence­
undermining effects.

What is strangest about the
fascination that a commodity or
"fixed-purchasing-power" standard
has exercised over some otherwise
brilliant minds is that such a stan­
dard is quite unnecessary. As Mur­
ray N. Rothbard has put it: "If
creditors and debtors want to hedge
against future changes in purchas­
ing power, they can do so easily on
the free market. When they make
their contracts, they can agree that
repayment will be made in a sum of
money adjusted by some agreed­
upon index number of changes in
the value of money."6

This whole discussion of a private

5See his Economics and the Public Welfare
(New York: Van Nostrand, 1949) Ch. 51.

6What Has Government Done to Our
Money? (Santa Ana, Calif. Rampart College)
p.17.

commodity-reserve currency may
seem like a diversion which I could
have avoided. I have made it chiefly
because Dr. Hayek's deservedly
great authority might otherwise
lead some persons to advocate a
false remedy and others to reject
the whole idea of a private currency
as chimerical.

But we can safely return to the
recommendations of Hayek's
earlier Choice in Currency pamphlet
of 1976 and to my own suggestion
of a private gold standard in 1975.
Both are entirely valid.

Let us not reject the gold stan­
dard because governments once em­
braced it. After all, it was the end­
product of centuries of experience.
It was the survival of the fittest
against the early competition of
oxen, sheep, hides, wampum, tobac­
co, iron, copper, bronze, and finally
of silver. It was the outcome of com­
petition in the market place, as I
am confident it would be ~gain. It
was only after its victory in private
use that governments took it over,
exploited it for their own purposes,
diluted it, perverted it, and finally
destroyed it.

Private Coinage;
Notes Fully Redeemable

Let us see where this leads us:
Governments should be deprived of
their monopoly of the currency­
issuing power. The private citizens
of every country should be allowed,
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by mutual agreement, to do busi­
ness with each other in the currency
of any other country. In addition,
they should be allowed to mint pri­
vately gold or silver coins and to do
business with each other in such
coins. (Each coin should bear the
stamp, trademark or emblem of its
coiner and specify its exact round
weight-one gram, 10 grams, or
whatever. It would be preferably
referred to by that weight-a gold­
gram, say, and not bear any more

.abstract name like dollar or ducat.)
Still further, private institutions
should be allowed to issue notes
payable in such metals. But these
should be only gold or silver certifi­
cates, redeemable on demand in the
respective quantities of the metals
specified. The issuers should be
required to hold at all times the full
amount in metal of the notes they
have issued, as a warehouse owner
is required to hold at all times
everything against which he has
issued an outstanding warehouse
receipt, on penalty of being prose­
cuted for fraud. And the courts
should enforce all contracts made in
good faith in such private
currencies.

At first glance this proposal
would seem to be much more re­
stricted and hampering than the
Hayek scheme. But it would, in
fact-if it could be achieved-lead
to an almost revolutionary mone­
tary reform. The competition of

foreign currencies and of private
coins and certificates would bring
almost immediate improvement in
most national currencies. The
governments would have to slow
down or halt their inflations to get
their own citizens to continue to use
their government's money in prefer­
ence to the most attractive foreign
currencies, or to private gold or
silver certificates.

But something far more impor­
tant would happen. As the use of
the private currencies expanded, a
private gold standard would
develop. And because of the restric­
tions placed on it, it would be a
pure, a 100 per cent, gold standard.
The government fractional-reserve
gold standard-which was the
"classic" gold standard-was final­
ly stretched and abused to the point
where, in my opinion, it can never
be restored by any single nation or
even by a "world authority."

Worthy of Trust

But this, when one comes to think
of it, will be ultimately a tremen­
dous boon. For though people will
probably again never trust a
fractional-reserve gold standard,
they will trust a full gold standard.
And they will trust it the more if it
is no longer in the exclusive custody
of governments-consisting of
vote-seeking politicians and vote­
seeking officeholders-but also in
private custody. The gold reserves
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will no longer be held solely in huge
national piles-subject often to the
overnight whim or ukase of a single
man (Franklin D. Roosevelt or
Richard Nixon). Gold coins will cir­
culate, and be held by millions, and
the gold reserves will be distributed
among thousands of private vaults.
The private certificate-issuers
would not be allowed to treat-as
governments have-this gold held
in trust as if it had somehow
become their own property. (In the
U.S., that engine of inflation known
as the Federal Reserve System
would of course be abolished.)

Permitting private gold coinage
and private gold-certificate issues
will allow us to bring the world back
to a pure gold standard. This has
hitherto been considered an utterly
hopeless project. As long as we
were operating on a fractional­
reserve gold standard, any attempt
to return to a pure or 100 per cent
gold standard would have involved
a devastating deflation, a ruinous
fall of prices. But now that not only
the United States, but every other
nation, has abandoned a gold stan­
dard completely, the former prob­
lem no longer exists. The beginning
of the new reform would bring a
dual system of prices-prices in
gold, and prices in the outstanding
government paper money. In the
transition 'period, prices would be
stated in both currencies, until the

government paper money either
became worthless, or the issuing
government itself returned to a
gold standard and accepted its
outstanding paper issues at a fixed
conversion rate. (An example of this
was the German acceptance of a
trillion old paper marks for a new
rentel'1mark-and finally gold
mark-after 1923.)

Subsidiary Coinage

Government-issued money did
supply a uniform subsidiary coin-.
age. It is hard (though not impossi­
ble) to see how a private currency
could solve this problem satisfac­
torily. Perhaps governments could
be trusted to continue to mint a
uniform subsidiary coinage and
keep a 100 per cent gold reserve at
least against this.

But apart from such compara­
tively minor problems, I can see no
great difficulties in the way of a
private money. The main problem is
not economic; it is political. It is
how we can get governments volun­
tarily to repeal their legal tender
laws and to surrender their monopo­
ly of money issue. I confess I cannot
see how this political problem is go­
ing to be solved. But it is the urgent
and immediate goal to which every
libertarian, and every citizen who
can recognize the great jeopardy in
which we all stand, should now
direct his efforts. ~



Why
Inflation
Elmer A. Fike

MANY ECONOMISTS believe that
high prices are a symptom, not the
cause, of inflation, just as fever is a
symptom rather than the cause of
sickness.

If this is so, what is the cause of
inflation? One school of economics
,believes that there is a relationship
between the amount of money and
the goods and services available at
anyone time. Then, if the money
supply is increased, there is a resul­
tant, although delayed, price in­
crease. In simple terms, if there are
one hundred bushels of corn avail­
able and a money supply of $100,
the price is $1.00 per bushel. If the
government arbitrarily prints
another $100 of money and puts it
into the market, the price of corn
Mr. Fike is president of Fike Chemicals, Inc., Nitro,
West Virginia.

soon adjusts to $2.00 per bushel. To
say it another way, the price of
goods adjusts (slowly but surely) to
use up the amount of money avail­
able to buy those goods.

Another illustration may shed
light on this rather difficult concept
that high prices are the result,
rather than the cause, of inflation.
Let us say a family is living on a
fixed income of $500 per month and
their gas bill is $50 per month. Then
their bill is doubled to $100 per
month. Isn't this increase a cause of
inflation? According to this theory,
no. Such an increase undoubtedly
causes hardship, but it does not
cause inflation. If the income of the
family is fixed, they no longer have
$450 to spend on items other than
gas, but, with the gas price in­
crease, only $400. To the extent
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that the amount of money they
have available for other items has
been decreased, their demand for
those items has also been de­
creased. If it ended right here, there
would be no resulting inflation.

However, with today's society
and social pressures it does not end
there. The man who has had an in­
crease in his gas bill goes to his
employer and demands a raise.
When he has sufficient clout by vir­
tue of a union organization, the
employer gives him the raise and in
turn raises his asking prices. This
still does not cause inflation. In­
stead, it just reduces the sales
potential for his product as long as
the .moo.ey supply remains con­
stant. It does, however, result in
hardship on his customers who can
buy less of his product or other
products because his price is higher.
Because the demand for goods has
been reduced, some employers are
forced to reduce their hiring and
some unemploymeI.lt results.

The hardship and unemployment
results in pressure on the politicians
who, in order to get re-elected, think
they must do something about the
situation. Their normal course of ac­
tion is to give relief in the form of
unemployment payments or make­
work projects, both of which cost
money. Even this program would
not cause inflation if taxes were
raised to pay for the program, but

increased taxes would cause further
hardship just as higher prices
already have. Instead of raising
taxes, they could borrow the money
from private lending sources to
finance the give-away programs;
but this would reduce the amount of
money available to private industry
and thereby reduce industry's abili­
ty to provide jobs.

The only other choice to finance
the give-away is to crank out addi­
tional money from the printing
press, and this, then, is the real
cause of inflation. When more
money enters the market without
any real increase of goods and serv­
ices being available, the money
already existing is devalued propor­
tionally (and, as in the original
story, the price of corn has gone
from $1.00 to $2.00 per bushel).

A recent study has shown that
the rate of inflation increases every
time the amount of money is in­
creased just as surely as night
follows the day.

Government officials continue to
talk about controlling inflation, but
it is unlikely that they will take the
medicine to control the real sick­
ness. It is far more popular to try to
control high prices which, like fever,
are just a symptom of the disease.
To control the disease takes more
self-denial than most government
officials are willing to use. ~
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8. Russia: Impotent Populace
and Massive State

THE ORDINARY METHODS and language
of scholarship are inadequate for
and inappropriate to the examina­
tion and assessment of Soviet Com­
munism. Some examples may illus­
trate the point. According to most
accounts, the Soviet Union is now
one of the leading industrial nations
in the world. In fact, the Soviet
Union has long been the leading ex­
porter of communist ideology in the
world. The few products it can sell
on the world market are offered in

In this series, Dr. Carson examines. the connection
between ideology and the revolutions of our time
and traces the impact on several major countries
and the spread of the ideas and practices around
the world.

support of the ideology. On the
other hand, it must surely be the
leading importer of scientific and
technological information. ·It has
had the most diligent crew of
researchers and translators of
scientific, medical, and technologi­
cal journals from other lands of any
country in the world. What is the
balance of trade? Not even those
trained in the new mathematics
could compute the balance from the
export of ideology and the import of
scientific information.

A country which can only dispose
of its shoddy merchandise by erect­
ing barriers to keep other goods out
and prevent its inhabitants from
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going elsewhere to shop should not
be styled a leading industrial na­
tion. (One of the considerable joys
of those who can take a trip to
Western Europe or America is the
opportunity to go shopping. Those
fortunate enough to be able to go
abroad are usually besieged by
friends to make purchases for them
while they are there.) It should be
called a leading jailer nation.

A nation which expQ.rts com­
munist ideology and imports scien­
tific information no more has a
balance of trade than does a sprig of
mistletoe attached to the limb of a
tree. It is a parasite. The language
of political science is only a hin­
drance in describing elections in
which there is only one candidate,
or constitutions whose guarantees
of freedom of religion only serve the
power of government in launching a
massive campaign against religion.
Such terms as "fraud," "decep­
tion," and "cruel joke" serve all too
well. Legal scholars are superfluous
to the study of trials in which the
penalty has already been deter­
mined. The paraphernalia of schol­
arship, when applied to the Soviet
Union, tends to conceal what is
going on rather than expose it.

Maladjusted Individuals

Zhores Medvedev, a Russian
biologist, was seized by Soviet
police in 1970 and locked up in a
mental institution. The diagnosis

described him as being unable to ad­
just to the social environment, as
suffering from reformist delusions,
and as having an exaggerated sense
of his own importance. Medvedev
suggests, in a book about his ex­
perience, that by the criteria ap­
plied to him certain important per­
sonages must have been in much
worse condition than he was. While
he prudently avoids naming them,
since he was still in Russia, it is
clear that he was talking about
Stalin and Khrushchev. He says:

... Take, for example, that outstand­
ing figure [Stalin] whom we all
remember so well as an economist, a
military leader, philosopher, statesman
and diplomat. And suddenly out of the
blue he publishes his article on the prob­
lems of linguistics and personally begins
to introduce tangerine and eucalyptus
trees to the Crimea. Then there was that
other great leader [Khrushchev], also
wise politician, diplomat, economist,
agricultural specialist and historian of
the Party. Suddenly he begins to make
decisions about the architecture of
apartment houses, arbitrates in a
disagreement between two schools of
genetics ... , forbids the private owner­
ship of cattle in the countryside and
teaches writers the secrets of their craft.
And of each of them it was true to say
that they were proud, expressed
themselves dogmatically and were con­
vinced of the supreme value and in­
fallibility of their views. Of course
eucalyptus trees never got accustomed
to the Crimea and maize doesn't grow in
the North, but the behavior of both of
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these men continued to be determined
by the nature of their delusions without
adapting to reality.

The behavior of one of them [Stalin]
was further aggravated by persecution
mania and· sadism-which led him to
spend a lot of time "discovering" im­
aginary conspiracies, introducing dra­
conian laws, organizing mass arrests,
executions and tortures, and he was con­
pletely i~olated in a world of his own.!

It was not, I take it, Medvedev's
point that either Stalin or
Khrushchev was insane, though he
presents some strong evidence to
that effect against Stalin. Rather,
he wished to demonstrate that any
delusions he might have were puny
and dwarfed by the mammoth ones
of these two leaders. (He might
have added the delusions of Lenin
and Brezhnev to the others, but he
had risked enough already. Even
though Stalin and Khrushchev are
dead and in some ways discredited,
it is not possible to know in what
ways they may be safely attacked.
But Lenin is a sort of god, and
Brezhnev is alive and in command.)
But by calling attention to their
delusions he does provide an angle
from which to begin the assessment
of Soviet Communism.

Marxist Delusions

The delusions of Soviet leaders
arise from communist ideology.
Marxism is a fantasy. Karl Marx
had the delusion that he had
discovered the secret of history. His

notion about the inevitable triumph
of the proletariat is no more scien­
tific than is the belief that the posi­
tion of the planets controls our
destiny. Yet his ideology provided
the foundation for Lenin's delusion
that the moment for the revolution
had arrived in Russia, and from
thence it should spread to. the rest
of the world. The delusion gave men
the effrontery to attempt to impose
the ideology on everyone within
their power.

There is a crucial distinction be­
tween the delusions associated with
insanity and those born of ideology.
The insane person suffers from or is
afflicted with his delusions. By con­
trast, it is those on whom ideologi­
cal delusions are imposed that suf­
fer. Marx did not suffer from· his
delusions, nor did Lenin, nor did
Stalin, nor did Khrushchev, but a
goodly portion of the peoples of the
world have. Another distinction
between ideological delusions and
those of insanity is that the insane
cannot function effectively in their
environment. Ideologues, again,
can function effectively, but they
inhibit those on whom the ideology
is imposed from acting very effec­
tively.

The perverse effects of these delu­
sions are to be accounted for by the
assumptions and presumptions of
the ideology. Karl Marx had what
may best be described as a criminal
mind. Not the mind of a petty thief,
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of course. Not even the mind of
those who are ordinarily thought of
as directing organized crime. He
had a cosmic criminal mind.

Theft, through Revolution

The crime which Marx contem­
plated was theft, the theft of all pro­
perty used in the production and
distribution of goods. The method
by which the property was to be
taken he called Revolution. The
cohorts who would assist in this
enterprise-the proletariat-would
be rewarded by receiving the fruits
of production. Thus far, his scheme
paralleled just about any plan for
carrying out a robbery. But Marx
added two dimensions to theft or
crime which they do not ordinarily
have. First, he declared that this
act of universal robbery-the World
Revolution-was inevitable. Sec­
ond, he conceived an ideology which
was supposed to justify this vast
thievery. He wove the whole into
the framework of an anti-religious
religion.

The universal plunder which
Marx prescribed was, of course,
to be only a prelude, a necessary
prelude to universal justice,
peace, harmony, well-being, and
freedom. Man was to be eman­
cipated from all the constraints
that had kept his true nature from
emerging. He was to be trans­
form~d, following upon the
transformation of the economy, and

a new society would emerge. The
eventual end would justify the
plunderous means, though Marx
held that the expropriation­
plunder, thievery, robbery, or
whatever it should be called-was
also justified. Marx laid down no
specifics for the emergence of this
new society and new man. Presuma­
bly they would emerge naturally
once the expropriation had been
completed and the means of produc­
tion were in the hands of the
"workers. "

If theft can be justified, then all
other crimes are justified thereby:
torture, slavery, extortion, compul­
sion, murder, fraud, threats, assault,
and every species of restraint. If
stealing is justified, nay, required,
by the laws of history, then all
resistance to theft must be met
with whatever force is necessary to
overcome it. The force to overcome
the resistance to the robbery must
be as great as, no, greater than, all
the energy which men will put
forth to cling to their possessions.

Emphasis on Ownership

It is not simply that man has an
affinity for property, though he has;
it is even more the case that proper­
ty has an affinity for man, so to
speak. To put it more directly, pro­
perty must be owned before it
realizes its potential as property.
Property without ownership is an
abstraction, an abstraction waiting
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for an o'(vner to appear to give it
character and fulfillment. To divest
man of this relationship and pre­
vent him from forming it runs coun­
ter to a metaphysical chemistry be­
tween man and property. If it were
justified, then so would every as­
sault upon man which would
achieve it.

Universalized theft, or national­
ized theft, as it has been experi­
enced thus far, requires universal­
ized force. This accounts for the
massive state that emerged with
Soviet Communism. There is,
however, yet another reason for this
swollen condition. It, too, has its
roots in the nature of property. Pro­
perty requires attention if it is to be
productive. Divesting individuals
of private property does not remove
this requirement; instead, it ag­
gravates it. By and large, the pro­
perty that had been owned by in­
dividuals was taken over by the
government in the Soviet Union.
The management, or attempted
management, of this property re­
quired a large number of bureau­
crats. The combination of universal­
ized force and bureaucratic manage­
ment of property produced the
massive state.

The Importance of Believing

The delusions that accompany
communist ideology are manifold.
They are delusions such as are
necessary to believe it and try to

put it into practice. They are the
delusions of the criminal mind writ
large. Theft is a crime. So are all the
acts done in support of theft. Marx
conceived the most monstrous
crime imaginable. Lenin and his
followers carried out this crime
within the Russian Empire and
fostered its spread to the rest of the
world. But it was necessary that
they not think of it as a crime and
desirable that people in general not
think of it that way. To that end,
the law which makes theft a crime
must be held to be invalid; the
moral code which supports the idea
must be denied; the cultural in­
heritance which bolsters property
and private rights must be negated;
and the age old conceptions of hu­
man nature must be put at naught.
All that is left in support of com­
munism is human will, the will to
believe, and the force that resides in
its monopoly by government. The
more closely the prescriptions of
communist ideology are fulfilled,
the more nearly impotent the popu­
lace. The more massive the state
the more helpless the populace.

Therein lies the dilemma of com­
munism and, indeed, of all social­
ism. Communism could only suc­
ceed by engaging the efforts, the
wills, the energies, and the initiative
of the population behind it. But
these are held in thrall by the
massive state, by the ubiquitous
police, by the swollen bureaucracy,
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and by the requirement of ideologi­
cal conformity. The populace could
only become effective by the reduc­
tion of the state and the restoration
of freedom. Every step in that direc­
tion is a retreat from communism.
The dilemma cannot be resolved; it
is inherent in communism. The di­
lemma arose from the delusions of
communism.

Reforming Human Nature

One of the primary delusions of
communism is that human nature
can be transformed so as to remove
the pursuit of self-interest from
human behavior. It should not be
necessary to turn to experience and
history to learn this. The con­
templation of man and the condi­
tion in which he finds himself
should be sufficient for discovering
the essentiality of his pursuit of
self-interest.

Human consciousness is such
that only the individual concerned
is aware of his needs and wants and
what priorities they have. Life on
this earth is of a character that re­
quires that in many instances he
must look after himself. He must
look before he crosses the street lest
he be run over. He must take care
what he puts in his mouth lest he in­
gest some harmful substance. Even
roses have thorns, and he who
would pick them must be careful
that he not be stuck by them.

The amounts of goods and ser-

vices available are limited, but our
desires for them are not. Hence, we
contend or compete for them, and
each does well to protect his own in­
terest in the trades that take place.
Indeed, it is difficult to grasp how
any trade, sale, or purchase could be
made if the individuals were not ac­
ting in their interest. A disinter­
ested purchase would be one made
without regard to what was
wanted, the quantity and quality of
the goods, or what priorities might
exist about acquiring them.

Root Out Self-Interest

A second delusion of communism
is that removing the cultural sup­
ports to the individual would result
in rooting· out self-interest. On the
contrary, the same culture which
supports the individual acts to
direct, limit, restrain, and civilize
his pursuit of self-interest. Civilized
people recognize and observe limits
on their pursuit of self-interest.
Good manners require that the in­
dividual take his place in line, that
he defer to others in many cases,
and that he respect the equal rights
of others. A civilized culture even as
it protects the individual in his pur­
suits inculcates the belief that there
are occasions when the individual
should deny himself in order to aid
and care for others.

The family as a unit is especially
dependent upon parental restraint
in asserting their interests in order
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to provide for the children and
those unable to take care of
themselves. I t is the duty of the
parents as well to inhibit their
children when they rambunctiously
pursue their interests, in the in­
terest of family harmony and peace
in the community. Community, too,
depends upon apparently selfless
acts by its members in defense
against aggressors and to rescue
those who are endangered.

But none of this need be in dero­
gation of the individual's pursuit of
his own self-interest. One of the
great missions of culture and civil­
ization is to provide a peaceful and
harmonious framework within
which the individual can seek his
own constructively. To destroy the
culture because it supports the in­
dividual will not alter the in­
dividual's determination to pursue
his self-interest; it will only remove
the restraints upon it. The reason
for this should be clear. Our pursuit
of self-interest is not culturally in­
duced; it arises from our nature and
the nature of conditions within
which we find ourselves. Commun­
ism delusively pits itself against
culture when its true enemy is
human nature.

Reliance on Force

A third delusion is that force, or
government, can be used effectively
to transform human nature and pro­
duce a peaceful and productive

society. So far as we know, human
nature cannot be changed, but
human behavior can be, at least to
some extent. But force is only a
minor adjunct in successful efforts
to change human behavior. It can
be used to punish and inhibit
wrongdoing, but it is the weakest of
all means for producing rightdoing.
Rightdoing proceeds from and
engages the best efforts of the wills
of individuals. Force can no doubt
produce a modicum of obedience,
but it will usually be minimal and
will tend to be limited even further
by its failure to engage the con­
structive ingenuity of the ones com­
plying.

From these basic delusions follow
the mass of delusions by which the
Soviet Union has been· misruled for
over sixty years now.

It should not be necessary, as I
say, to resort to historical evidence
to validate the above observations.
But if it is, the record of the Soviet
Union provides a cornucopia of sup­
porting evidence.

Breakdowns in Production

An early visitor to the Soviet
Union proclaimed, in a burst of en­
thusiasm: "I have seen the future,
and it works." Those who have ex­
amined the situation over a longer
period of time and more thoroughly
would be more likely to say: "I have
seen the future of Communism, and
not even the plumbing works."
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That is, however, but a poor joke
and a half-truth. Surely, there are
water closets in the Soviet Union
that work, at least some of the time.

More important, if we should
follow this lead it would take us
away from, not toward, the greatest
failures of Soviet Communism. It
would take us into the realm of that
pseudo-science, macro-economics,
where the greatest truth we would
be able to discover is that statistics
can be used to deceive. There is no
comparison between goods pro­
duced by decree and those produced
to supply wants registered in the
market. Goods produced by decree
are qualitatively inferior; they are
orphans in the market place, seek­
ing some kindhearted soul who will
adopt them. Macro-economics can
only deal with them by declaring
them the equal of all other similar
goods, for only thus can they be
reduced to statistics. Since they are
not, the result can only be a decep­
tion.

Colossal Failures

Even so, it needs to be affirmed
that Soviet Communism has had
signal economic failures. The Soviet
Union inherited one of the most pro­
ductive grain-producing areas in
the world and succeeded so well by
collectivizing and introducing state
farms that even by opening millions
of acres of new land it became a
grain-deficit land..Central planning

of industrial activity is a recognized
failure today, even by many Soviet
economists. In fact, a multi­
volumned encyclopedia on how not
to produce goods could be compiled
from the Soviet experience. A "suc­
cessful" plant manager is one who
can get a low quota of production,
have a very large stockpile of parts
he will need, and manage to produce
a sufficient quantity of shoddy
goods to exceed his quota.

One of the reasons for the failure
of centralized planning coupled
with an atmosphere of fear comes
out in the story below. It was told
by a man who had been a Soviet in­
spector.

As inspector I once arrived at a plant
which was supposed to have delivered
mining machines, but did not do it.
When I entered the plant premises, I
saw that the machines were piled up all
over the place, but they were all un­
finished. I asked what was going on. The
director gave evasive answers. Finally,
when the big crowd surrounding us had
disappeared, he called me to his office.

There, the story came out. It seems
that the specifications called for the
machines to be painted with red oil­
resistant varnish. But the only red
varnish that he had was not oil­
resistant. He had green oil-resistant
varnish, but was afraid that if he
used this in violation of instructions
he would get eight years in prison.
The inspector knew the machines
were badly needed, was certain that
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whether they were painted red or
green could make little difference,
but he too feared a prison sentence
should he authorize the change. He
did cable the ministry hoping for a
quick decision in favor of using the
green varnish.

But it took unusually long. Apparent­
ly they did not want to take any chances
at the ministry either, and they wanted
to cover themselves. Finally I received
permission. I put· this cablegram from
the ministry in my pocket and kept it for
the rest of my life, and signed the note
allowing the use of the green paint....2

The infelicities of Soviet produc­
tion may be best summed up by this
Russian joke related by John Gun­
ther:

One Russian tells another that the
Soviet authorities have perfected an in­
tricate atomic bomb that will fit into a
suitcase, and that this will one day be
delivered to a target like New York. The
second Russian replies, "Impossible.
Where would anybody get a suitcase?"3

Serving the Rulers

But the greatest failures of Soviet
Communism have not been econom­
ic. Indeed, such successes as it has
had, aside from the exportation of
ideology, have been quantitative
and economic. Large universities
have been conceived and built, a
modicum of education made univer­
sally available to the young,
numerous physicians trained, whole

new cities brought into being,
hydroelectric dams built, and so on.

Political power has been brought
to bear so as to produce what was
most wanted by those who ruled.
The priorities of the political
authorities have sooner or later
been met, though it would be an er­
ror to conceive of this having been
done economically. It has been done
at horrendously excessive cost in
lives, suffering, deprivation, and
wasted natural resources. Indeed,
in the absence of a free market, the
Soviet rulers have no way of deter­
mining what it should cost to pro­
duce goods. Still, they have pro­
duced huge quantities of generally
inferior goods.

Social and Spiritual

The greatest failures of Soviet
Communism are social and spiri­
tual. Many of these failures should
be the occasion for rejoicing around
the world. None can rejoice, of
course, about the persecution, the
terror, the suffering, and the hard­
ships of the peoples of the Russian
Empire. They have endured for
many years now an occupation, as it
were, by an alien force. That alien
force has been animated by Com­
munist ideology and includes all
who have attempted to impose their
will on the Russian people in its
name.

That alien force launched the
most massive assault upon the
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human spirit, upon individuality,
upon religion, upon society, and
upon the family that the world has
ever known. This assault has been
carried out by the assembled power
of a totalitarian state, carried out
by all the devices conceivable to a
criminal mind: brutal murder, tor­
ture, propaganda, threats, exile,
mass starvation, and incomparable
terror. A gigantic effort has been
made to wipe out the heritage of a
people, to destroy the ancient bonds
of community, and to break peoples
under the wheel of the state. All
who have any fellow feeling for
others should view this action with
sorrow and compassion for the
peoples who thus suffer.

The Hurnsn Spirit Survives

Nonetheless, there is occasion for
rejoicing. Word comes to us ·from
the Russian people that the human
spirit has not been crushed. It is
wondrously alive in the vibrant
eyes and stern personality of
Aleksandr Solzhenitsyn and, no
doubt, in millions of others.

This is not to say that the
unleashing of such might for such
purposes against a people has not
produced gaping wounds and ugly
scars, so to speak. Surely it has.
Many of the bonds of community
have indeed been broken. The fami­
ly has been sorely tried by inform­
ing, by the ease of divorce, by the
necessity for women to do heavy

work. Institutional religion has
been made largely subservient to
the state, where it has been permit­
ted to survive. Society has lost con­
trol over all institutions by which it
may function. Propaganda has
taken a heavy toll upon mental de­
velopment and understanding. Fear
has driven frank conversation into
nooks and crannies.

But human nature has survived
and endured. The Soviet regime has
not made a dent in the determina­
tion of the Russian people to pursue
their self-interest. Farmers pursue
their self-interest vigorously by
avidly cultivating the little plots of
land from which the government
allows them to keep the produce.
People are ever on the alert to hear
of some scarce item available in the
stores, and scurry out to purchase
it when the word reaches them. The
pursuit of self-interest by Party
members is almost palpable, but
they are distinguished from the
general populace only in the corrupt
methods available to them.

The Russian people have no inten­
tion of committing suicide, which is
what the abandonment of self-inter­
est entails. They may be hampered
by the rules and regulations in their
pursuit of it, but they seek it as cer­
tainly as an alcoholic sought booze
in America during Prohibition.
Those who value life, then, may re­
joice that Russians are still pursu­
ing their self-interest.
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Society Suffers
The wound is nowhere deeper and

the scars nowhere uglier than upon
what for a better word we call socie­
ty in the Soviet Union. In the vul­
gar languag~ of today, all activity,
life and relationships are divided in­
to a public and a private sector.
Where people are moderately free,
there are actually several realms:
the realm of government, the realm
of society, and the realm of the in­
dividual that is personal and pri­
vate. These are not exclusive
spheres; they are rather comple­
mentary, interdependent, and inter­
acting realms.

Society encompasses that realm
of social relationships that are
largely voluntary, the realm of man­
ners, customs, traditions, morality,
voluntary institutions, and ways by
which individuals live fruitfully and
peacefully with one another. The
cultural heritage is activated and
carried on largely by society. It is
the arena of influence and persua­
sion rather than of force.

I t may be correct to refer to a
"public" and "private" sector in
the Soviet Union, though the public
sector has been elephantized and
the private sector dwarfed. But
society has been virtually de­
stroyed. Society depends upon
widespread trust, confidence, and
general good will, as well as a con­
siderable measure of freedom.
These have been all but wiped out in

the Soviet Union. Trust and good
will can ha:r;-dly survive the inform­
ing of children on parents, of
neighbor upon neighbor, of husband
upon wife: all of which has been
fostered and encouraged, even re­
quired, by the Soviet system. They
can hardly survive, either, the con­
stant surveillance, the hidden
microphones, the keeping of exten­
sive dossiers by the police, the
listening in on telephone conversa­
tions' and the opening of mail: all
common practice.

Society needs institutions which
it largely controls: churches, clubs,
libraries, markets, hospitals, and
various sorts of voluntary associa­
tions. Where any of these have been
permitted in the Soviet Union, they
are under the thumb of the Party
which, in turn, is an instrument of
the state. The lines of communica­
tion on which society depends are
clogged by a massive state.

Two developments have taken
place in the absence of society. One
is a crudeness of relationships in
general. Clerks are usually rude and
harsh of manner. Hedrick Smith
notes that there is a Russian man­
ner that comes across in "public as
coarse indifference, passive fatal­
ism, and pushy discourtesy.
Western visitors have commented
on the glum, shuttered faces of Rus­
sian street crowds, and the brusque,
negative surliness of service people.
In our early months, I remember
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nodding at Russians, or saying
hello if their eyes met mine at close
range in public but all I ever got in
return was an impassive stare." 4

This coarseness of social relations
evinces itself in yet another way, in
busybodiness, which has no doubt
been promoted by Communism.
Leona Schechter, who spent several
years in Moscow, gives several ex­
amples of it. Here is one. She had
taken one of her children to school
but had neglected to dress very
warmly against the cold:

... Just as we were about to go in the
school door, a redhaired Russian lady
. . . stopped to harangue me about the
way I was dressed. I told her I didn't
want to get Barney into the building
late so she let me go, but she was
waiting when I came out. She yelled at
me that I was stupid to come out
without boots. She warned that I would
get very sick if I didn't dress properly. I
stood listening to her lecture, freezing,
wanting nothing so much as to run
home and warm my feet. She believed
she was doing her socialist duty.5

Socialist duty it might be, but
sociable it was not.

Rebuilding Society through
Private Circles

The other development is the
rudimentary rebuilding of society in
tightly knit private circles. Friends
gather in the kitchens-about the
only possible meeting place-of
private homes, reasonably safe

from informers, from hidden
microphones, and from the ubi­
quitous police. There, spontaneous
and free communication can take
place. The Russians are then quite
different, according to Smith: "But
in private, within a trusted circle,
usually the family and close friends
but often embracing new acquain­
tances very quickly if some per­
sonal chord of empathy is touched,
they are among the warmest, most
cheerful, generous, emotional and
overwhelmingly hospitable people
on earth. "6

There is some evidence that fol­
lowing the relaxation of the rigidity
of Soviet regime in the 1960's these
circles have expanded. Manuscripts
of works that the regime will not
permit to be published circulate in
what is called samzidat editions
(privately copied). Groups of people
gather to view paintings that can­
not get a showing in governmental­
ly controlled museums. Concerts
are even performed in what must be
thought of as private. The account
that Zhores and Roy Medvedev
give of friends and colleagues who
came to the aid of Zhores when he
was locked up in a mental institu­
tion indicates that for some, at
least, a considerable society is form­
ing. The Communists have not suc­
ceeded, then, in destroying the old
society and building a new one.
Society has just gone underground,
awaiting the opportunity, the
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freedom, to emerge once again in
full flower.

Perhaps the most dramatic fail­
ure of the Soviet Communists, how­
ever, has been their inability to wipe
out religion. Decades of atheistic
propaganda, the widespread closing
of churches, the denial of general ac­
cess to means for study, worship,
and religious training have failed to
accomplish the sought-after result.
Of course, the assault on religion
has done great damage. Leona
Schechter gives this foreboding ac­
count from one who had experienc­
edit:

But Pyotr with his sad, sensitive blue
eyes and Christlike beard decried even
the Revolution. For the first time we
heard him speak from the depths of his
spirit. He appealed for the return of the
Christian values of the Russian Or­
thodox Church. "We were better off
when we could appeal to human values,
the values of the church. Our lives were
richer and we had the excitement and
mystery of holy days. We had a sense of
man. Now all we have are empty slogans
and corruption. The Revolution
destroyed Christianity in Russia and it
also destroyed the Russian spirit."7

I t did not, of course, destroy Chris­
tianity or the Russian spirit. It did
largely destroy the social and com­
munal aspect of Christianity in
Russia, driving it underground, and
depriving public life of its redeem­
ingvalues.

But religion is alive in Russia. An

American correspondent was asked
by a Russian acquaintance if he
believed in God. He indicated that
he did not. "Just wait," the Russian
replied, "You have not lived in
Russia long enough yet." That is
hyperbole, to be sure, for not all
Russians believe in God, but the
point is well taken nonetheless.
There is by most accounts the in­
dication of a religious resurgence in
Russia. The authorities long held
that religion was dying out, that it
was just a relic, and that only old
women went to church. But an in­
teresting phenomenon can now be
reported: as one generation of old
women dies out, another takes their
place.

Covert Christianity

Those who attend church are
mainly the ones who have no hope
of gaining position or advantage
from the Soviet powers, but even
those who do have such hopes can
practice their religion privately, and
some do. Millions openly profess
Christianity; an untold number of
others await the day when they
may do so.

The Schechters visited a museum
in a remote province of the Soviet
Union. It was next to the site of an
ancient Christian church, destroyed
by the Arabs in the tenth century.
"Until recently no one knew what
the original church looked like, but
a traveler found a bas relief of it in
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Paris. Since then new buildings in
the center of Yerevan have followed
the lines of the church's architec­
ture. Bits of colored mosaic and
broken stone pieces left after the
Arabs ... are sorted and waiting for
the time when the church can be
rebuilt. "8

That is surely a parable of reli­
gion in Russia; it exists in carefully
preserved bits and pieces awaiting
the time when the church can be
rebuilt.

A Communist Paradox

Soviet Communism has failed; it
has failed to provide people with
goods and services economically
and competitively; it has failed to
root out self-interest; it has failed
significantly to alter human nature;
it has failed to build a new society;
it has failed to crush religion. It has
succeeded in erecting a massive
state which has imposed an oppres­
sive system on the Russian peoples.
Undergirding this system is Com­
munist ideology.

Herein lies a paradox. The Soviet
system is underpinned by an
ideology which none living under it
may believe. True, the propaganda
machine grinds out the same old
phrases. Party members attend the
interminable sessions on the
ideology and the Party line. Those
called upon to do so will mouth the
correct words and sentences. But
there is much speculation that no

one believes what he is saying.
Hedrick Smith reports this conver­
sation:

"You have to go to these political
meetings but nobody listens," said a
plump Leningrad schoolteacher in her
late thirties.... "When the director of
our school gives the lecture, he tries to
make it interesting. He's a nice man-a
Party member but a nice man. But
everyone is bored and nobody believes
it."

"What about the person giving the
lecture?" Ann asked her.

"Even he doesn't believe what he's
saying. The older generation really
believed in Lenin and they felt this was
the way to build a new society. But my
generation doesn't believe it at all. We
know it's false."9

Some even doubt that the members
of the politburo any longer believe
in the ideology)O

What Sustains the Power?

Supposing this to be substantial­
ly true, what keeps Soviet Com­
munism in power, then? Many
things, no doubt, some obvious,
some not so obvious. Soviet Com­
munism has inertia going for it. Its
leaders hold the power over a mas­
sive state that is well established.
The populace is impotent, lacking
either the means to contend with it
or effective communication with
those who may oppose it. Though
the terror has abated in recent
years, the Soviet state is still a fear-
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ful thing, and many still remember
the harsh and prolonged terror of
the Stalin years.

The Soviet Union has recognition
from the ruling powers of the world.
Two things more, at the least, sus­
tain it. One is the idea that has the
world in its grip. The Soviet Union
represents the premier effort to con­
cert all efforts behind the achieve­
ment of felicity on this earth. Those
who are advancing what they be­
lieve to be a triumphant idea can­
not, by and large, ever have it
known or accepted that the idea has
failed in Russia. The fall of Com­
munism in Russia would have a
devastating impact on the idea; it
must not be permitted to happen.

The other thing that keeps Soviet
Communism going is fear of the
alternative. Communism has ever
depended upon a hatred of those
whom it denominates as its
enemies. All its propaganda does
not succeed in making Communism
loved, but it has much greater suc­
cess in making enemies hated.
"Capitalism" is, of course, the
putative enemy of Communism, but
it invented an enemy which was the
personification of all evil. The
generic name of that enemy is
"fascism." Fascism did, perhaps
does, exist, of course, but not
fascism as the Communist Party

line would have it conceived, not the
fascism which was the diametric op­
posite of communism. On the con­
trary, fascism was a species of
socialism, revolutionary socialism
even, bearing the closest resem­
blance of all to Marxism-Leninism.

For the examination of this sup­
posed enemy of communism, we
turn now for a look at Nazi Ger­
many. ~

Next: 9. Germany: Ideology Con­
tends for Power.
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THERE'S A DIFFERENCE between look­
ing to another for enlightenment,
and letting him make your decisions
for you. At least, I think that is the
message of the book, If You Meet
the Buddha on the Road, Kill Him!
by psychotherapist Sheldon B.
Kopp.I Never abdicate to a mentor
the responsibility to make your
decisions or solve your problems.

Shouldering responsibility for self
and family is no easy task.. I t may
seem more comfortable to lean on
others or blame them for one's own
shortcomings. But the road to
maturity and peace of mind is
through self-responsibility. Dr.

Mr. Sparks, now Chairman of the Board of Trustees
of The Foundation for Economic Education, is an ex·
ecutive of an Ohio manufacturing company.

l(Science and Behavior Books, 1972;
Bantam Books, 1976.)
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John C. Sparks

Shall
Decide?
Kopp's advice is to kill the tempta­
tion to lean on others-that the bet­
ter path to mental health is for each
person to rely upon the resources
within himself.

To face up to this matter realisti­
cally today is to find the road prac­
tically blocked by a giant decision­
maker-namely, big government.
And the more decisions it makes for
us, the more evident is our tendency
to turn to it with our problems. So,
let's examine some of the decisions
or solutions government has ren­
dered for us.

How, for example, has govern­
ment relieved each of us of the
responsibility to save and provide
for his own old age? It is now being
revealed that the security blanket
of Social Security is not based on
savings at all. The payroll deduc­
tions withheld from you and
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matched by your employer have all
been spent, just as any other tax
collected by government. Your
security rests upon the willingness
of younger taxpayers to cover your
needs-a prospect dimmed by ac­
celerating inflation and increasing
longevity.

This is not your fault, you say.
The government simply assumed
your responsibility without asking
you, or so it seems. What could you,
just one person, do about it when
the law was under consideration?
Chances are that you would have
then and would now join your
neighbors and welcome such an op­
portunity to unbuckle burdens and
hand them over to government. It's
easy to blame "the neighbors" for
the way Social Security has gone.
But the hard fact remains that re­
sponsibility-or the lack of it-is a
personal matter.

Or, consider how government has
relieved us of responsibility for
"Johnny's" education, with our
growing complaint to the neighbors
that "Johnny can't read." When
will we admit to ourselves that a
child's education is a private, per­
sonal, parental responsibility-you
responsible for your child, I for
mine?

Our decision-making government
is now "volunteering" to solve our
energy crises, heat our homes, fuel
our industries. Cleverly concealed is

the role it played in creating such
problems, with its regulation and
control of prices and production of
gas, oil, coal, electricity. Set a ceil­
ing price of $25 for mink coats, and
there will be none produced for sale.
Yet this is the sort of decision we
may expect the government to
make for us if we ask it to assume
responsibility for our energy prob­
lems. The result: total conserva­
tion-no energy available to use.

A government official proposed
recently a law to hold hospital
charges to a certain level. This
should appeal to patients only if
they seek deteriorating hospital ser­
vice and care. The proposal calls to
mind government entry some years
ago into decisions concerning
medical drugs-matters long
handled quite satisfactorily and
voluntarily among drug manufac­
turers, doctors, and patients. What
is the result of the decisions by
government? The United States,
with the factory guard in charge of
drug research, is now surpassed by
many other countries in the field of
new drug development and use. The
final step in this surrender of per­
sonal responsibility would be to
displace the private doctor by mak­
ing him an arm of the government,
a police officer as one's physician!

We see in the field of transporta­
tion the astounding damage gov­
ernment can do when it takes
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charge for us. I t has wrecked
almost every railroad in the coun­
try, making it hazardous to travel
or ship by rail. But all for our own
good, understand! One shudders to
think what full government control
of air transport could achieve. The
horse and wagon may indeed be the
wave of the future.

Other examples of the failure of
government planning abound, but
let one more suffice here: welfare for
low-income families. Before this
became government's responsibili-

ty, families climbed out of poverty
and stood proudly on their deter­
mination and action to improve
their situation. Government welfare
condemns its recipients to remain
poor and helpless into the third and
fourth generation-at least. Who
knows how much longer?

For an improved state of mind­
indeed for the health of the
nation-let us kill the temptation to
yield to some master those deci­
sions we ought to make for our­
selves. ~

IDEAS ON

LIBERTY

Problems and Solutions

THE MARKET is a problem-solving device. I t moves from problem
to solution. No money is to be made in creating problems for
people-only in solutions to their problems-ways to make their
lives easier. The market moves from problem to solution to
profit. Where thereis no solution, there is no profit. The only hin­
drance to its operation is dishonesty.

The government's movement is from problem to problem. Its
only method of removing a problem is a dictate, fine or imprison­
ment. Government serves as a necessary imposition on those
who have displayed a determination to impose on the rights,
lives, liberties and property of society's peaceful citizens.

When government and market functions overlap, solutions are
lost and new problems created. Any time the government im­
poses on honest actions instead of prohibiting dishonest ones the
problem, in a word, is dictatorship.

The market is in daily touch with people in all kinds of
problem-solving ways. The government has no place in the daily
lives of peaceful people.

Laws, courts and prisons are everyday functions of the gov­
ernment. All movement is through force.

Products and services are the everyday functions of the
market. All movement is through choice.



The
Texture of Societ~

Ridgway K. Foley, Jr.

SoCIETY refers to an interrelation­
ship or association between human
beings. In its true sense, the con­
cept postulates a sharing, exchang­
ing, voluntary kind of fraternity,
although in a convoluted sense the
term has been employed as synon­
ymous with the coercive force of the
state. Yet the state differs marked­
ly from society: the former remains
forceful, all-inclusive, difficult to
leave, involuntary, as compared to
the peaceful, dynamic, mobile and
voluntary structure of society. The
state encompasses a society; it does
not form one.

Society exists by reason of the
need for, and desirability of, human
intercourse and exchange-ex-

Mr. Foley, a partner in Souther, Spaulding, Kinsey,
Williamson & Schwabe, practices law in Portland,
Oregon.

change of goods, exchange of ideas,
exchange of values, exchange of
warmth and understanding. It de­
veloped because of the nature of
man, not in spite of his essence.
Man, by nature, exhibits a need for
relationships with other human be­
ings; he does not tolerate alienation
well. To be certain, civilization
bears witness to an occasional her­
mit, to the self-reliant mountain
men of the American west, but by
and large mankind produces crea­
tures who interact with their
fellows in such a manner as to pro­
duce a higher, more creative life.

Despite the absence of certain
knowledge, one can conjecture the
beginnings of society in the remote
past. The urge to reproduce im­
pelled mating and the family unit;
the need for the communal warmth
of social exchange occasioned

495
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groupings of families into tribes.
Two basic drives, fundamental to
the nature ~f mankind, fostered the
genesis of society and state: (1) the
cluster of persons enabled the em­
bryonic group to repel intruders
and predators; (2) the assembly of
persons fostered trade of ideas and
products in an elementary kind of
specialization and division of labor.
The growth of knowledge forged
ever more complexities into the
civilization, but these two basic
drives still undergird society.

Enter, The State

Couple this simplified model with
another element of essential human
nature, the tendency to power, and
one immediately perceives the early
intertwining of society and state.
The state gained ascendancy, in ru­
dimentary form, when the
strongest in the encampment ex­
erted their strength to compel or
restrain the actions of others within
the clan. Power and the lust to
might pre-existed the relatively re­
cent concept of the state; the philo­
sophy of the state supplied a justi­
fication for the use of force which in­
heres in the sinister side of all
human creatures.

The state, in its elemental con­
figuration, encompassed some per­
sons not sure they wanted it. Man
became chained to the abstraction
of state by birth, family, residence,
annexation, or compelled fealty,

rather than by choice or reason. One
does not volunteer for citizenship:
the law thrusts that status upon in­
dividuals because they happen to
inhabit a given territory, or because
of their parentage, or by force of
arms. Moreover, the law imposes
obligations of allegiance and sup­
port upon unwilling residents and
often renders severance difficult
and impractical.

One cannot disavow allegiance to
most states without actual emigra­
tion and probable forfeiture of basic
human rights to life, liberty, proper­
ty and choice. And migration to
foreign shores often carries with it
the concomitant command of that
state to offer obeisance or forfeit
rights. In short, statehood imposes
a leash upon a citizenry, willing or
unwilling to accept fetters in vary­
ing degrees, with legally-sanctioned
options to lengthen or shorten the
restraint.

Society vs. State

Contrast society, as that term is
accorded understanding. Society
should not constrain individual
members unwilling to meet its
demands. It depends upon volun­
tary association, not coerced
allegiance to outmoded symbols or
irrational codes. One lives as a
citizen because of fear of reprisal
should he disavow citizenship: he
fears forfeiture of rights or deporta­
tion. One lives as a member of socie-
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ty because he chooses to inter­
mingle with others in that setting:
he computes the value he will derive
from his association and determines
to pay the cost attached to his
choice. He may opt out of society
without legal penalty, although he
may incur the social result of
ostracism and alienation. He can
adopt, or adapt to, a new or dif­
ferent society without paying dues
or saluting a flag or mouthing a
creed.

Mark well that society does not
offer a free ride; it only lacks (or
should lack) legal restraints normal­
ly attendant to a coercive state.
One may wish to join in society yet
be deprived of that enjoyment by
the free choice of other members. A
cannot insinuate himself into the
society of XYZ unless X, or Y, or Z,
or any or all of them, accept him, in
whole or in part. The freedom to
enter society must work identically
to all visitors: each receives like
helpings of free choice. Free choice
means liberty for all to assess value
and to choose relationships. Noth­
ing could be more incompatible with
liberty and disconsonant with reali­
ty than forced friendship.

Something in Common

Friendship, or any human rela­
tionship, depends in large part upon
the perception of the parties and
the linkage of their values. One can
enter into a friendship in a real

sense, although separated by miles
of space and eons of time, but no
meaningful relationship develops in
the absence of interwoven values. I
think I would count myself as a
friend of Leonard Read, although a
continent separates our physical
persons, and I believe that I
possess a bond with Frederic
Bastiat, although he perished
almost a century before my birth.
In each case our values link us
together despite physical separa­
tion. The ancient truth residing in
the saying, "we have something in
common" permeates any analysis
of .friendship and society. Cir­
cumstances can place individuals in
close proximity, prompting an
observer to predict a glowing rela­
tionship and inducing surprise
when no such affinity develops. The
reason: nearness, without a sharing
of values, results in disinterest.

This truth explodes a common
fallacy underlying much of the
misuse of law so prevalent today:
the employment of organized force
as a tool to implement social
engineering schemes, euphemisti­
cally termed "achieving social
justice." Social justice serves to
disguise the forceful intervention
by one man or group of men into the
lives of others; those occupying an
ascendant political or legal position
impose their subjective values upon
others who would prefer another
course of conduct. Thus· analyzed,



498 THE FREEMAN August

"social justice" fails to comport
with true justice, respect for free
choice;1 indeed, the phrase provides
an apt example of a contradiction in
terms-justice focuses upon in­
dividual action, social justice upon
concerted coercive conduct.

Nonetheless, the proponents of
social architecture persist in deny­
ing human nature when it conflicts
with their particular dreams and
schemes. Thus come programs to
bus children away from their
neighborhoods, to "integrate"
swimming pools, to deny "neces­
sary" licensure to private clubs
which maintain a selective member­
ship, to compel hiring quotas2 in
higher educational institutions, and
a host of disciplinary or affirmative
action activities. Each of "these
plans involves goals of varying
degrees of laudability: man should
treat other men humanely, as
creatures of inherent worth, not as
objects to be used.

Yet, the social engineers fall prey
to the very quality they decry in
others. In their zeal to assure social
justice they treat all persons, the
privileged as well as the coerced, as
unworthy of merit unless they ap­
plaud (or at least willingly par­
ticipate in) the master design. In
their very effort to guarantee a fair
treatment of people as people, they
in fact deal with the noncomplying
citizen, the dissenter, as an object.3

Legislation cannot guarantee

friendship or moral treatment in the
absence of common values, any
more than it can turn iron into gold,
or men into women. Human nature
establishes the criteria and the
perimeters of social and societal in­
teraction; compulsion induces, at
best, an uneasy truce, and at worst,
internecine warfare. Human beings
dislike being forced against their
will into a course of action: note the
age-old tendency of the child to
resist parental suggestion as to
friendship or mating; indeed, as
many parents have discovered to
their dismay, filial disparagement
of a prospective suitor or comrade
tends to produce a result directly
contrary to the desired goal, driving
the child and compatriot more
closely together. Coercive legisla­
tive acts produce a similar effect,
resulting in the alienation of per­
sons or groups which, if left alone,
might individually discern a con­
fluence of values.

A Voluntary Aggregate

Society, then, in final analysis,
must represent a linkage of in­
dividual actors who share common
values. Since friendship and social
intercourse necessarily flow from
voluntary action, society, properly
comprehended, exists as a volun­
tary aggregate. Formed to perform
mutually desirable tasks and to
facilitate a willing exchange of
goods, services, and ideas, the con-
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cept of society serves its purpose
adequately when it allows the
melding of the subjective values of
each of its participants.

State and society coexist in a sort
of ambivalent condition, an am­
biguity occasioned in large part by
the inaccurate employment of these
discrete terms as synonymous. The
state represents the political
monopoly of organized force; socie­
ty consists of a voluntary ag­
gregate of individuals within the
boundaries of the state. A state
may contain several societies; a
society receives no necessary hin­
drance from state territorial divi­
sions. The two concepts lack
necessary identity in space, in time,
and in content.

However, state and society each
describe imperative functions in
relation to human existence and ac­
tion. Accurately defined and ra­
tionally analyzed, state and society
complement each other and reflect
human nature. By nature, man
possesses conflicting drives: to
create and to coerce. Society fosters
the creative nature, while the state
constrains the coercive tendency.
Creation to the zenith of individual
ability is patently impossible in a
world of predators; one finds it dif­
ficult to concentrate upon produc­
tive activities when he must main­
tain a constant wariness for those
who would prey upon his person or
effects. The state, limited to the du-

ty of resisting aggression and settl­
ing disputes which arise between in­
habitants, makes possible the vol­
untary interchange which charac­
terizes society.

Texture and an Apparent
Dichotomy

Societies possess textures, like
bread or steel. These textures serve
to describe the human relations
which permeate the particular
society under discussion. Such
descriptive textures appear in sub­
tle, almost infinite, gradations on a
spectrum arrayed from the free or
open society on the right to the
restricted or closed society on the
left. The amount of human creativi­
ty, happiness, and meaning depends
upon the particular position of the
society in that spectrum. Individual
man enjoys greater well-being the
more nearly his particular societal
association approaches the ideal of
openness or freedom.

A cursory glance reveals an ap­
parent blurring of the terms in this
description of the texture of socie­
ty. By apt definition, society
represents a voluntary or open ag­
gregate. Yet this ideal definition
suffers from the extravagances of
the state which intrudes into social
affairs by means of its sole at­
tribute: force. Society remains free
and open so long as the state re­
tains its natural and appropriate
character as policeman and judge;
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society becomes increasingly closed
as the state assumes such addi­
tional tasks as planner, social
engineer or distributor of property.
These adjunct functions destroy
the symmetry of the state/society
essence and so pervert the meaning
of "society" as to require the use of
descriptive adjectives (open, closed)
to illuminate and convey the
speaker's meaning.

The Essence of the Free Society

One esse n t i a 1 a t t rib ute
distinguishes the free society from
a closed society: a free society rests
on contract, not coercion. Men
voluntarily live in proximity and in
relative harmony; they exchange
products as their needs dictate;
they receive the benefits of interp-er­
sonal relationships; they rest their
bargains upon the binding nature of
human promises, intentionally
made.

The harmonious nature of the free
society should not delude one into
belief in the existence of some
earthly Utopia. Friction follows in­
dividuals, beit internally caused by
man's fallibility, or externally occa­
sioned by the interaction with
neighbors (resulting, incidentally,
from the same root cause). This fric­
tion emanates from the necessary
clash of subjective values held by
countless human actors: each un­
ique individual consists of differing
ideas, talents, and ambitions; none

of us enjoys total identity in es­
sence. These differences inevitably
come into conflict with one another;
A prefers a sylvan glade, B a brick
warehouse; the same plot of ground
cannot be both at the same time.

The vitality of the free society
derives not from the nonexistence
of disputes but rather from the
means of adjusting individual dif­
ferences of opinion. The clash of
subjective values means adjust­
ment and accommodation, not war­
fare and bloodshed. People living in
a free society tend to settle most
disputes voluntarily and in an
amiable fashion; those few cases
which cannot be compromised by
the parties reach private arbitra­
tion or public halls of justice. And,
most members of society. willingly
abide by the final decision of the
private arbitration or public judge,
even if they feel genuine dissatisfac­
tion with the results.

The strength of the free society
appears in the nature of choice
under that system. A closed society
constricts choice to the limits of the
minds of a relatively few persons;
an open society imposes no barrier
to the evolution of the human
character. Constriction in the
closed society develops in two
ways.

First, the political system
employs coercion to inflict the sub­
jective values (and the choices
emanating therefrom) of A upon B,
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of the planner upon the landowner,
of the social architect upon the
citizen. Thus, at least in part, the
closed or limited society moves
in the direction of A's choices alone
whereas the open society receives
the alternatives derived from A + B
choices. Quantitatively fewer
choices result even if A is far
superior (the usual justification) to
B in his choice-making ability
because A cannot make B's choices
better than B himself.4 As a prac­
tical matter, history and empirical
fact teach all but the most obtuse
among us that political A's do not
represent the highest and best
brainpower in any event: those who
base their philosophy on the con­
cept of power seldom if ever com­
prehend its antithesis: moral choice.

Second, the remaining choices
and talents deteriorate qualitative­
ly in a restricted society. Where A
usurps B's right to choose in one
field, B's creativity falters in other
arenas: the welfare recipient
becomes so befogged by his cons­
tant dole that he loses all desire and
ability to become productive once
again; the homeowner restricted in
his land use by the county commis­
sioners becomes chary of "rocking
the boat," of calling attention to
himself, for fear of political reprisal;
the brilliant creator of widgets
raked by the burden of excessive
taxation finds it more personally
profitable to turn his business over

to the government and take a vaca­
tion instead of continuing his
creative efforts for insufficient
return.

How the Market Functions

By some natural but inexplicable
phenomenon, the intertwining of
thousands of subjective values of
millions of distinct human actors
produces better material and social
results than all the planning of all
social engineers or government ad­
ministrators in history.5 The very
friction which afflicts any society,
free or closed, lubricates the market
mechanism of the free society. The
market-a voluntary agency of the
aggregate-settles most disputes,
and it decides them in such a man­
ner that abrasion vanishes, creativi­
ty increases, and a better (more
goods, services, and ideas at a lower
unit cost) end result obtains.

One may .find it instructive to
ponder just how the market
mechanism adjusts differences and
employs the scarce resources of the
earth and the fleeting resources of
the human mind and body. Every
exchange requires a cost: no one
receives something for nothing; the
concept "exchange" by definition
describes a transfer from A to B
with a related passage of something
in return from B to A.

In the open society, each actor
evaluates his own needs and desires
and measures the cost he is willing
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to pay for the particular item
sought. The actor, more truthfully
than any other person, can deter­
mine his subjective values, his in­
ternal scale of preferences; he
reveals this preference in the man­
ner in which he employs his life in
the market, in many instances in a
much more articulate manner than
if he had been asked whether he
preferred coffee or cocoa. That
which each person trades (property,
created value) represents an exten­
sion of his very life; the trade
reveals the importance of life to the
actor and the concordance of trades
in society more nearly depicts the
amalgamation of subjective values
in t.hat society than can be achieved
by any other method.

The market mechanism may be

described as "dollar democracy. "
The individual trades his created
value for a medium of exchange­
the dollar-which forms his
stockpile of stored labor or trade
goods. He votes on every occasion
when he spends his dollars for some
good or service or idea. The vote
does not perform a narrow choice
between two or three political par­
ties, each promising to use force
(the state) to achieve given ends. In­
stead, the user chooses between
(votes for or against) alternatives
beyond measure: he not only
chooses whether to spend his dollar
for Leslie Salt or Morton's Salt, but
whether to spend his dollar for salt,
or sugar, or soybeans, or army
surplus, or sweaters, or whether to
spend it at all or to save it (invest it
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in the production of capital or con­
sumer goods for a future return of
greater value to him). Again, the
dollar vote seems to reflect subjec­
tive values more accurately than a
political vote: even those who opt
for all manner of coercive national
spending orgies seem likely to be
wise shoppers at the supermarket.

Given the flexibility. of the
market, open societies reveal an
open, porous texture where ideas
and products flow freely and
without discord. It produces better
choices and a greater number of
choices. It attends to the unan­
ticipated need an.d the unexpected
result, free from the stultifying,
smothering tendency of the con­
stricted alternatives of a closed
society which presents a shiny if
brittle facade like steel which can­
not be penetrated with ease or ac­
curacy.

The Disciplinary Fallacy

Description of society in market
terms compels exorcism of the devil
fallacy that the discussion concerns
material matters alone and ex­
cludes spiritual considerations. We
discourse here upon a philosophy of
life, a social theory, the manner in
which Inan should treat his fellow
man, the path to the goal of human
happiness, creativity and value.
Such a subject deserves inter­
disciplinary cOlument; it does not
belong in the exclusive province of

the economist, merely because men
and women rooted in the free
.market tradition have carried the
banner for such a long time and in
such a grand manner. Dr. Mises
termed his discipline praxeology,
the scientific study of human ac­
tion,6 and indeed that aptly touches
the essence of the investigation.

Yet, application of the appellation
"scientific" obscures the philoso­
phical aspects of the devotion, for
the study of the free society and the
proper role of the state involves a
melding of science and philosophy.
Science describes wha t is,
philosophy delineates what ought
to be. The praxeological, or scien- .
tific, aspects of the study of man­
kind reveal certain natural rules of
order, of cause-and-effect, which in­
variably apply to human action: for
example, free men thrive, slaves
wither.

Overemphasis on the scientific
realm conceals the moral and
ethical aspects of human behavior.
The study of human action is, at its
core, a moral or philosophical
endeavor which counts among its
inquiries such questions as the in­
dividual's ethically proper relation­
ship to other human beings. In sim­
ple terms, the scientific and the
moral norms coalesce in the ex­
amination of society and· state, for
society concerns voluntary human
relationships and the state depends
upon involuntary action.
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Thus, the so-called Austrian
vanguard of the freedom movement
has produced paradoxical results.
On the one hand, the eminence of
thinkers like Menger, Roepke,
Mises, and Hayek bring credence to
the ideas espoused and attract
hordes of new disciples regularly.
Their contributions to the study of
individual conduct in the market
realm deserve far-ranging applause
and their way of life merits emula­
tion. They have refined old ideas
and developed new donations to
freedom's fund of knowledge.

On the other hand, the formal
academic credentials and chosen
subjects of commentary of such
giants tend to misrepresent the real
nature of their devotion. Listeners
and readers fail to appreciate the
broad ethical base undergirding the
study of society and state; they con­
sign the speaker or writer to the
confining classroom (or boardroom)
of economics, without cognition of
the impact of the study upon such
diverse, but interrelated categories
as history, psychology, philosophy,
sociology, epistemology, axiology,
and the like.

The proper role of the state is to
foster and protect the free society.
The free society consists of an open
and voluntary aggregate of numer­
ous individuals who freely seek the
benefits of exchange with their
fellow man while retaining untram-

meled ingress and egress to the
group. The strength of the free
society lies in its open grain, its
flexibility, its lack of centralized
planning, for it is only through such
a ductile mechanism that growth
becomes possible and mankind can
meet and deal with the dynamics of
living. The task of all who favor the
free society and fear the excesses of
the state transcending its ap­
propriate functions is twofold:
(1) learn the rudimentary concepts
of state and society and their
dis tinguishing characteristics;
(2) speak truth to those who wish to
listen, no matter the speaker's sta­
tion in life or formal discipline. t)

-FOOTNOTES-
ISee Foley, Ridgway K., Jr., "In Quest of

Justice", 24 Freeman 301-310 (May 1974).

2Roche, George Charles III, The Balancing
Act (Open Court, LaSalle, Illinois 1974).

3Recall Kant's dictum: "So act as to treat
humanity, whether in thine own person or in
that of any othe~ in eve~ case as an end
withal, never as means only." Kant, Im­
manuel, Fundamental Principles of the
Metaphysic ofMorals (The Liberal Arts Press,
New York 1949) 46.

4For a further exposition see, Foley,
Ridgway K., Jr., "Choice or Chains", 24
Freeman 199-204 (April 1974).

51974 Nobel Prize Winner (Economics) Pro­
fessor Hayek has made this observation in the
past. See Hayek, F.A., "A Case For
Freedom," 10 Freeman 32,34 (1960).

6Mises, Ludwig von, Human Action (3rd
rev. ed., Henry Regnery Company, Chicago,
1949) 3.



Kenneth McDonald

WHEN UNEMPLOYMENT is at a
record high, the federal government
is pressed to create jobs.

The reaction is natural. Govern­
ment has been allowed to assume
such a major role in the economy
that people look to it automatically
for solutions.

I t takes a considerable effort to
perceive that the reverse is true.
But the effort must be made.

The economy is in poor shape not
for lack of government action but
because government has acted too
much. I ts intrusion has been at the

Kenneth McDonald is a Toronto writer on economic
and political subjects. This article is reprinted, with
the author's permission, from The Globe and Mail
(Toronto) April 13, 1977.

Though beamed to Canadians, the ideas are
equally pertinent in the United States or in any other
nation.

expense of the productive activities
that alone can generate lasting
employment.

Jobs are generated in a dynamic
climate where new ventures replace
and outnumber those that fail and
where the continuous drive for im­
provement throws off fresh op­
portunities in a multitude of direc­
tions.

What benefit is to be had from
make-work projects which are
funded with wealth diverted from
the productive process? Instead of
being turned back to create more
wealth, this money is "redistrib­
uted. "

Those engaged in the projects
may gain temporary relief, but it
will be as short-lived as the political
expediency that prompted it.

505
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Where governments go wrong is
in assuming an active role, for
which they are unsuited, while
neglecting the passive one for which
they are.

By discouraging success and sub­
sidizing failure they have created a
climate where mediocrity is the
norm, where the ambition .of the
young is to find a safe job with a
(preferably indexed) pension and
where anyone willing to take a risk
is regarded as a freak.

By inflating the state's
bureaucracies, governments have
created a condition where commit­
ment has been replaced by commit­
tees, where leadership is abandoned
in favor of exhortation, and where
no one is responsible for anything.

Canada is said to be faced with an
energy crISIS and with the
economics of scarcity. Yet the
scarcest commodity is not traded
on the exchange. Nor is its scarcity
a result of physical depletion.

The scarcest commodity is the
economic energy that fuels the pro­
ductive process. It consists of two
elements: human ingenuity and the
risk capital that must be found to
turn that ingenuity to good ac­
count.

Both require incentive.
Now, when the need is for recur­

rent crops of economic energy, the
Government's proper role is to
create a climate in which this will
flourish.

That climate will come when peo­
ple are encouraged to take risks.
Their incentive will be the assur­
ance of keeping a major portion of
whatever reward the venture may
bring them.

If they are to take risks, the risk
must be set against. the possibility
of a reward commensurate with the
risk: big risk, big reward.

For every ten ventures, eight may
fail, two succeed. For it to be worth
taking the ten chances, the two suc­
cesses have got to payoff.

Where, for those ventures, is the
risk capital to come from?

Not from banks. They are proper­
ly restricted by a fiduciary respon­
sibility to their depositors.

Not from governments. They
have a similar responsibility to the
taxpayers. The responsibility has
been somewhat eroded of late, but it
is still there. Moreover, civil serv­
ants are conditioned not to take
risks. There is a natural, but un­
bridgeable, gap in understanding.
(Not, unfortunately, that this stops
them from trying.)

What governments could do,
however, is change the climate. For
example, they could change the tax­
ing method from ability to pay to
benefits received. They could tax
costs instead of profits and apply a
flat rate (estimated at about 16 per
cent) on all personal income above
an agreed-on minimum.
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The stereotype of the top-hatted
capitalist with cigar and gold watch
chain is a belief that dies hard.

Today's risk-takers are more like­
ly to number a dentist, a builder, a
professional engineer and an airline
pilot.

Who is to say what is a "fair"
return to them?

The irony is that, not only in
Canada but in the West generally,
governments and their bureaucra­
cies are presuming to make that
decision. In the Netherlands, for in­
stance, it is proposed to define a fair
return on equity as the yield on
government bonds, plus 2 per cent
for risk.

How can a civil servant, who is

not exposed to risk, understand the
function of risk-taking? How many
dentists would lend money to an in­
ventor or a designer on the chance
that at some time in the future, if
the venture succeeded, they might
begin to get 11 per cent on their
money? They could get more tomor­
row from mortgages.

The government that employs the
civil servant is the biggest winner.
Having no competitor itself, it is
the biggest competitor of every
business in the land. The money it
risks was not earned or saved by
the people who decided to risk it.
But the return is assured. Through
corporate tax, through personal in­
come taxes and sales taxes, govern­
ment takes a growing share of the
fruits of production.

The private investor of equity
capital, without whose willingness
to share the risk the business would
not have started in the first place,
must line up, cap in hand, behind
the Government which, having
taken no risk at all, claims its
reward from the day the doors are
opened.

When government stops com­
peting, when government reverts
from its active role to a passive one,
only then will it have contributed
its share to the process of creating
wealth and j obs. ~



A REVIEWER'S NOTEBOOK

IT is easy to make what Represen­
tative Marjorie Holt of Maryland
has called "the case against the
reckless Congress." Year after year
our so-called statesmen on Capitol
Hill plunge us deeper into infla­
tionary debt. The making of law is
delegated to administrative agen­
cies, with little subsequent care or
interest in checking the monstrosi­
ties that grow out of arbitrary and
often unconstitutional decrees. Con­
gressional pay raises are wangled
without a true vote. And taxes are
set without any regard for their im­
pact on the production that is
needed to pay for the bloated
welfare state that has been foisted
upon us.

But if Congress is generally reck-
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Government

less, we do have good men on
Capitol Hill. As Edmund Burke
might have said, there is no way of
indicting an entire legislative
body. Congressman Philip M. Crane
of Illinois yields to nobody in his
deep understanding of traditional
American virtues and in his dislike
of all the trends that have been
undermining them since the Nine­
teen Thirties. His The Sum of Good
Government not only tells us what
has gone wrong with the republic
but offers a whole series of practical
reforms that could be effected with­
out waiting for crisis to overwhelm
us. And over on the other side of
Capitol Hill Senator Jesse Helms of
North Carolina, a true Christian
statesman, attacks what he calls
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"the weariness of soul" that has
paralyzed much of .the Christian
West. He has put his analysis into a
small but potent book, "When Free
Men Shall Stand," which also in­
cludes constructive ideas about
change that would have the full sup­
port of Congressman Crane.

Phil Crane takes his title from
Thomas Jefferson, who said "the
sum of good government" consists
of leaving men "to regulate their
own pursuits" of industry and im­
provement as long as they are "not
injuring one another." The Jeffer­
sonian ideal hasn't been honored
since Calvin Coolidge was in the
White House.

The Sum of Good Government
by Philip M. Crane. Published
by Green Hill Publishers,. Inc.,
P.O. Box 738, Ottawa, Ill. 61350.
214 pages, $1.95 paperback.

Coercion, of course, began even
before the Twentieth Century. Phil
Crane is particularly good in trac­
ing the growth of the regulatory
spirit, which was born in the Eigh­
teen Eighties with the Interstate
Commerce Commission. The orig­
inal excuse for the ICC grew out of
the theory that railroads were
necessarily monopolistic, which,
considering the navigable rivers,

lakes and canals of America, was
hardly true for at least the eastern
half of the country. If there was
ever any need for the ICC any­
where, in Dakota or Utah, it disap­
peared with the coming of the auto­
motive truck and the airplane. The
Wright brothers and Henry Ford
made travel regulation obsolete as
long ago as 1903. But instead of in­
voking a "sunset" law for the ICC,
our non-Jeffersonian Congressmen
extended ICC regulation to the
trucking industry, with the full
complicity of the Teamsters Union.

For the air, we got the Civil
Aeronautics Board, whose regula­
tory practices have added greatly
to the cost of air travel. In
testimony before a U.S. Senate sub­
committee, Dr. William A. Jordan,
a professor of managerial eco­
nomics at York University in
Toronto, suggested that air fares in
the U.S. might be cut almost in half
if the CAB were to be abolished.

The Federal Communications
Commission is another agency that
has greatly outreached itself. It
may be granted that some way
must be found to allocate wave
lengths to prevent TV and radio in­
terference. But why should the FCC
have the right to regulate program­
ming, which should come under the
free speech protection of the First
Amendment?· And why should reg­
ulation of any sort be extended to
cable television, which does not de-
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pend on the FCC for allocations to
get its programs into homes?

The so-called Health Care Crisis
is, according to Phil Crane, based
on a completely erroneous analysis.
If private medical practice has been
doing such a bad job, how is it that
the life expectancy of the average
American has jumped from 49.2
years in 1900 to more than 70 years
today? Tuberculosis and polio have
practically been wiped out. Open­
heart surgery is becoming common­
place. Of the 3,084 counties in the
U.S., only 132 lack doctors. Most of
the doctorless counties are either
within quick driving range of the
metropolitan areas or have prac­
tically no population at all. Phil
Crane thinks that the "national­
ized" health measures we have now
are sufficiently costly without add­
ing any more to them, and he makes
his points clearly with specific
reference to the breakdowns caused
by socialized medical practices in
England and Sweden.

If you want to know how the
Federal budget could be cut to
bring it 'into a noninflationary
balance, Crane can show you how.
But to keep Congress on a steady
path, we need a return to the gold
standard, which would allow in­
dividuals to protect themselves
against inflation-mad politicos.
Crane also suggests that the Jobs
Creation Act, as outlined by his

congressional colleague Jack Kemp,
is needed to stimulate capital for­
mation, diminish unemployment­
and yield more taxes at lower tax
rates.

In foreign affairs, Crane would
like to see us reject the phony
"universality" of the United Na­
tions. We should set up an associa­
tion of nations that share ad­
herence to the principles of free­
dom of speech, freedom of the
press, trial by jury, due process of
law, free elections, and freedom of
association. Such countries as
Japan, West Germany, France,
Italy, Sweden, Great Britain,
Canada, Australia and New Zea­
land could be invited to join for
starters. This was more or less
Clarence Streit's idea before it was
Crane's, and it is good to see it
revived. But Crane, unlike Streit,
would not make a federal structure
of his association at the expense of
national sovereignty.

"When Free Men Shall Stand"
by Jesse Helms. Published by
Zondervan Publishing House,
Grand Rapids, Mich. 49506. 122
pages, $1.75 paperback.

Jesse Helms' "When Free Men
Shall Stand" parallels Crane's book
in mariy ways. But where Crane is
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specific, Helms tends to be general.
He talks less about individual
legislative proposals and more
about philosophical and religious in­
fluences. He is particularly good in
relating the Bible, which he regards
as the great source of political and
economic wisdom for the West, to
secular theorists. The Biblical
parable of the talents is enough to
prejudice Jesse Helms in favor of
Adam Smith and the work ethic.

Although he sticks for the most
part to the standard theory that the
West owes its culture to the
Graeco-Roman-Hebraic-Christian
past, Helms reverts to an idea
about the origins of our democracy
that was popular in the early years
of this century only to be forgotten.
This is the idea that democracy
came out of the German forest,
beyond the territory controlled by
Roman legions. "Along the banks
of the rivers that poured into the
North Sea," says Helms, "lived ...
the Angles, Saxons, and Jutes, who
practiced a form of self-government
... it is from these rude barbarians,
rather than from the Romans, that
we gained the all-important concept
of limited government ... "

The Angles, Saxons and Jutes
took their tradition to England,
where it survived William the Con­
queror, known to myoid friend
Spencer Heath as William the
Hitler.

ON THE SILENCE OF THE DE­
CLARATION OF INDEPENDENCE
by Paul Eidelberg
(University of Massachusetts Press,
Amherst, Massachusetts 01002,1976)
127 pages • $7.00

Reviewed by Deidre Susan Fain

IN THIS BOOK, the author not only ex­
amines the lines but also reads be­
tween the lines of the Declaration to
extract its full meaning. Particular
emphasis is placed on the often mis­
understood references to "equality"
and "happiness" that have lately
been perverted into justification for
increased governmental interven­
tion into people's lives. Eidelberg
rejects the leveling egalitarianism
of the twentieth century as being in­
imical to excellence and greatness,
distinguishing it from "equality" in
the Declaration's sense, which he
regards as the precondition for true
individuality, liberty, and the
ascendancy of reason. Equality, he
writes, "encourages the thrust of in­
dividuality in its quest for self­
transcendence. It sustains liberty in
the quest for effectiveness of pur­
pose. And because it promises the
rewards of merit, it energizes the
pursuit of happiness."

Professor Eidelberg expands "hu­
man reason" to include not only the
pragmatic rationality that teaches
that twice two is four, but also a
metaphysical reason capable of ap-
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prehending universal truths and
distinguishing between "power"
and "justice." In addition to this
metaphysical reason, "consent of
the governed" must rely on "civili­
ty"-that decent respect for others,
and that moderation of the self
which can be found in the tone and
spirit of the Declaration. It is only
through the possession of this me­
taphysical reason, tempered by
civility, that man can enjoy free­
dom: "Freedom presupposes the
self-directed activity of the meta­
physical intellect on which men's
unalienable right to freedom of
thought is ultimately grounded."

In an especially erudite chapter
entitled "The Declaration Applied:
Relativism versus Universalism,"
Eidelberg demonstrates the disas­
trous effects of moral relativism on
current political issues, and how far
removed such a philosophy is from
the universalist principles of the
Declaration of Independence. He
points out the undermining effect
relativism has had on freedom, and
on the ability of a free society to
survive in a world dominated by

tyranny. What the Declaration ex­
presses, he argues, is a "genial or­
thodoxy" which "instills a quiet but
manly confidence in the power of
reason to apprehend truths trans­
cending the vicissitudes and diver­
sities of time and place, truths of
abiding and universal significance."
A "genial orthodoxy" provides a
standard for judging between the
merits of one society and another,
between an American Revolution
which produced a new form of liber­
ty and present-day "wars of libera­
tion" which result in new forms of
servitude.

Professor Eidelberg takes a firm
stand on the side of liberty and in­
dividuality. In his conclusion he
points out that in pledging their
"Lives ... Fortunes, and ... sacred
Honor," the signers of the Declara­
tion affirmed that the principles of
liberty were worth more to them
than mere survival, that economic
freedom is essential to indepen­
dence, and that integrity of charac­
ter undergirds all else. Through this
eloquent book, the Declaration still
speaks to us today. ~
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