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Perspective 

A Matter of Priorities 
' » • < is the political season, which means the season 

I to bash immigrants. This goes especially for 
M. so-called "illegal aliens," that is, residents 

wi thout government papers. (As if that's a big deal.) 
Candidates and others w h o are set on securing the 

Mexican border—the Canadian border seems of less 
concern—and expelling those w h o had the audacity to 
come to the land of the free wi thout permission mainly 
rely on two arguments: jobs and welfare. If those are the 
best arguments they've got, they don't have much. 

The first is easily dismissed. Any free-market advo
cate knows that what is in short supply is not work but 
workers—if government does not interfere with indi
vidual freedom. This is not news, but just another way 
of saying that we live in a world of scarcity. Free people 
can loosen the bonds of scarcity, but can never eliminate 
them. This will be true as long as a quantity of resources 
put to one purpose can't simultaneously be put to some 
other purpose. U n d e r freedom long- te rm involuntary 
unemployment is impossible. If tomorrow we need only 
half the number of people it takes today to make a steady 
supply of some product, we'll be able to afford things 
we can't afford today and our living standard will rise. 

To be sure, we live in a society blanketed by govern
ment intrusion that ossifies labor and other markets in a 
variety of ways: taxes, min imum-wage laws, occupa
tional licensing, anticompetitive favors to business, 
un ion laws, and more. Such interventions may make it 
tougher for unskilled or low-skilled workers to find 
new jobs if the old ones are lost to someone willing to 
work for less. T h e wrong way to address that problem, 
though, is to go after immigrants w h o are "taking jobs 
from Americans." T h e moral claim to freedom, includ
ing the freedom to deal with those w h o have jobs to 
offer, should not be a function of where one was born . 
It's a function of being human, no matter the birthplace. 
Let's free the markets rather than restrict the freedom of 
individuals. 

A similar point applies to welfare. I don' t know what 
percentage of immigrants, "legal" and otherwise, take 
benefits provided by the state. Everyone can cite a study 
to support his intuitions on the matter. Such cherry-
picking of data always makes me uncomfortable. 
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Fortunately, we don' t need data on an issue like this. 
If you don' t want people taking welfare benefits, go 
after the dispenser of the benefits, not the people w h o 
simply accept what is offered. If you fear that i m m i 
grants will strain the government 's schools and hospi
tals, ask why government is in education and health in 
the first place. I don' t hear Wal-Mart and other private 
retailers complaining about new customers. 

To listen to some immigrat ion opponents , you'd 
think the worst thing that can possibly happen is for a 
foreign-born person—especially one wi thou t govern
ment papers—to take a welfare benefit. W h y it matters 
where a welfare recipient was born , I can't say. After 
all, independent migrants pay taxes, so why are they less 
entitled than American citizens? N o one should be eli
gible, but if immigrants are to be singled out, shouldn't 
they be tax-exempt too? That's not a bad deal. 

At any rate, I can think of worse things than "illegal 
aliens" taking welfare: 

1. Nat ive-born Americans ' taking welfare. After all, 
they were b o r n in the "land of the free." Shouldn' t they 
k n o w better? 

2. Police-state tactics designed to prevent immigra
tion or to catch people w h o made it through. Those 
tactics include s torm-t rooper raids at workplaces, wi tch 
hunts of employers w h o take the idea of free enterprise 
seriously and hire whomever they please, and ominous 
national-identification devices. 

3. T h e routine exploitation of people w h o are vul
nerable to thugs and cheats because of their "illegal" 
status. 

I like what Freeman contr ibutor Charles Johnson 
(blogger at R a d Geek People's Daily, http:/ /radgeek.com/) 
wrote online about this: "As for the welfare state, they 
["illegals"] are welcome to milk it dry, as far as I 'm con
cerned. T h e sooner the damn thing is on the br ink of 
collapse, the better. Besides which , receipt of govern
ment benefits is not ipso facto a violation of anyone's 
rights—it's the funding that's the problem, but illegal 
immigrants aren't complicit in the existence of taxa
t ion—and insofar as they are able to receive some m i n 
imal payouts from the State, that may as well count as 
partial restitution for the daily threats, terror, and v io 
lence that the state and federal governments routinely 
inflict against the property and liberty of all u n d o c u 
mented immigrants." 

P E R S P E C T I V E : A M a t t e r o f P r i o r i t i e s 

It's really t ime we got our priorities straight. 

• • • 

T h e destructive wildfires in California last fall were 
tragic enough. Must they be turned into a crusade for 
more government power? Steven Greenhut pulls aside 
the curtain. 

According to the standard political framework, no 
one person should be against imperial wars and for 
free-market money. But as Steven Horwi tz shows, 
historically these two positions were a staple of the 
freedom philosophy. 

N e w York City's mayor wants to charge people to 
drive into Manhat tan. K n o w n as "congest ion pricing," 
any resemblance the idea has to the free market is 
purely coincidental. Becky Akers explains. 

Over the last couple of years the power of prosecu
tors to ruin innocent people's lives has become too 
obvious to ignore. Wendy McElroy discusses the infa
mous D u k e " rape" case. 

Politics is portrayed as a noble endeavor, but if you 
scratch the surface you find some people trying to force 
other people to pay for their pet projects. George Leef 
applies this principle to so-called historic preservation. 

Government wrecked the railroads in Britain, but 
voluntary efforts are br inging them back. Does this 
mean there's an alternative to providing services either 
through force or love of money? James Payne takes up 
the question. 

Here's wha t our columnists ' deliberations have 
yielded: Richard Ebeling considers the nature of inter-
ventionism. Donald Boudreaux unveils the real reason 
Prohibit ion was repealed. Bur ton Folsom revisits a t ime 
w h e n presidents actually vetoed spending bills they 
thought were unconsti tut ional . J o h n Stossel warns 
against expecting the government to be able to cool 
down the planet. Walter Williams emphasizes the eco
nomic role of property rights. And R o b e r t Murphy, 
reading the claim that the Federal Reserve isn't really 
bailing out big mortgage lenders, protests, "It Just Ain't 
So!" 

O u r reviewers have the skinny on books about 
health care, Native Americans, Wal-Mart , and Adam 
Smith. 

—Sheldon Richman 
srichman@fee.org 
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From the President 

The Free Market versus the 
Interventionist State 
B Y R I C H A R D IVL E B E L I N G 

Dur ing the first half of 1926, Austrian econo 
mist Ludwig von Mises visited the Uni ted 
States on a th ree -month lecture tour. After his 

re turn to his native Austria, he delivered a talk on 
"Changes in American Economic Policy" at a meet ing 
of the Vienna Industrial Club. H e explained: 

T h e Uni t ed States has become great and rich under 
the power of an economic system that has set no 
limits on the free pursuit of the individual, and has 
thereby made room for the devel-
opmen t of the country's productive 
power. America 's unpreceden ted 
economic prosperity is no t the 
result of the richness of the Amer i 
can land, but rather of the eco
nomic policy that unders tood h o w 
best to take advantage of the 
opportunit ies that the land offers. 
A m e r i c a n e c o n o m i c policy has 
always rejected—and still rejects 
today—any protect ion for inferior
ity and uncompetit iveness over efficiency and c o m 
petitiveness. T h e success of this policy has been so 
great that one would believe the Americans would 
never change it. 

But Mises went on to tell his Viennese audience that 
n e w voices were being heard in America, voices that 
claimed it was necessary and desirable to br ing private 
enterprise under government control and for the state 
to more directly concern itself wi th the redistribution 
of wealth. A strong movement had arisen in the Uni ted 
States among academics and intellectuals, in the media 
and in the political arena, to push the country in this 
direction. 

Indeed, in the America of 1926, Mises observed, "Both 
political parties, the Republicans as well as the D e m o -

What prevails around 
the world is far from 
what classical-liberal 
economists like Mises 
considered a free-
market economy. 

crats, are ready to take radical steps in this direction, in 
order to retain the votes of the electorate." H e concluded 
that "the results from such a policy will be no different in 
America than from those 'achieved' in Europe." 

In many parts of Europe the trend toward collec
tivism in the 1930s and 1940s took the extreme forms 
of communism, fascism, and Nazism. They represented 
total rejection of a free economy and individual liberty. 
In America the collectivist trend never went to such 
extremes, though Franklin D. Roosevelt 's first N e w 

Deal came very close to the fascist 
model . (See my column " W h e n the 
Supreme Cour t Stopped Economic 
Fascism in America," The Freeman, 
October 2005.) 

Today communism, fascism, and 
Nazism are all dead in their twentieth-
century forms. They failed miserably, 
br inging nothing but death and 
destruction. But while many claim— 
on both the political left and the 
right—that in their place capitalism has 

triumphed, what prevails around the world is far from 
what classical-liberal economists like Mises considered a 
free-market economy. 

T h e following eight points, I suggest, define a gen
uine free-market economy: 

1. All means of product ion are privately owned. 
2. T h e use of these means of product ion is under the 

control of private owners w h o may be individuals or 
corporate entities. 

3. Consumer demand determines how the means of 
product ion will be used. 

4. Competi t ive forces of supply and demand deter
mine the prices for consumer goods and the various 
factors of product ion, including labor. 

Richard Ebeling (rebeling@fee.org) is the president of FEE. 
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5. T h e success or failure of individual and corporate 
enterprises is de te rmined by the profits or losses these 
enterprises earn, based on their greater or lesser ability 
to satisfy consumer demand in compet i t ion wi th their 
rivals in the marketplace. 

6. T h e market is not confined to domestic transac
tions and includes freedom of trade and the free move
men t of people internationally. 

7. T h e monetary system is based on a market-deter
mined commodi ty (for example, gold or silver), and the 
banking system is private and competitive, nei ther con
trolled nor regulated by government . 

8. Government is limited in its activities to the p r o 
tection of life, liberty, and property. 

By this definition nei ther the Un i t ed States nor any 
other country in the world is currently a free-market 
society. T h e n what type of economic 
system do we have? Mises also 
explained this in his 1929 collection 
of essays, Critique of Interventionism: 

Nearly all writers on economic 
policy and nearly all statesmen and 
party leaders are seeking an ideal 
system which , in their belief, is 
neither capitalistic nor socialistic, is 
based ne i ther on [unrestricted] 
private property in the means of product ion nor on 
public property. They are searching for a system of 
private property that is hampered, regulated, and 
directed th rough gove rnmen t in te rvent ion and 
other social forces, such as labor unions. We call such 
an economic policy interventionism, the system itself 
the hampered market order. 

An Interventionist Economy 

Here are seven points that define an interventionist 
economy: 

1. T h e private ownership of the means of p roduc
tion is restricted or abridged by the political authority. 

2. The use of the means of production by private own
ers is subject to government prohibition or regulation. 

3. T h e users of the means of product ion are p re 
vented from being guided solely by consumer demand. 

4. Government influences or controls the formation 

Neither the United 
States nor any other 
country in the world 
is currently a free-
market society. 

of prices for consumer goods a n d / o r the factors of p ro 
duct ion, including labor. Government reduces the 
impact of supply and demand on the success or failure 
of various enterprises while increasing its own influ
ence and control over market incomes through such 
artificial means as pricing and product ion regulations, 
limits on freedom of entry into markets, direct and 
indirect subsidies, and redistribution of wealth. 

5. Free entry into the domestic market by potential 
foreign rivals is discouraged or prevented through 
impor t prohibitions, tariffs, or quotas. Freedom of 
movement is prohibited or abridged. 

6. T h e monetary system is regulated by government 
for the purpose of influencing what is used as money, 
the value of money, and the rate at which the quantity 
of money is increased or decreased. All of these are 

used as tools for affecting employ
ment , output , and growth in the 
economy. 

7. Government 's role is not l im
ited to the protect ion of life, liberty, 
and property. 

It is important to note that the 
interventionist system represented by 
these seven points can only be imple
men ted through violent means. Only 
the threat or the use of force can 

make people follow courses of action that differ from 
the ones that they would have taken if not for govern
men t intervention. Thus while intervention is usually 
discussed under the heading "public policy," there is 
no th ing "publ ic" about them. They are coercive policies 
carried out by politicians and bureaucrats. . 

Contrast these policies wi th the free market, or 
unhampered economy, as we defined it. W h a t is most 
striking is the voluntary nature of truly market-based 
social arrangements. Violence or its threat is reduced 
to a min imum, and the individual is left at liberty to 
live his own life and improve his circumstances through 
free association wi th others. 

We need to share wi th our fellow citizens a clear 
and persuasive vision of the free society and the free-
market economy. If we succeed, the era of the inter
ventionist state can be replaced wi th a new epoch of 
h u m a n liberty. @ 
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The Fed Didn't Bail Out Wall Street? 
It Just Ain't So! 
B Y R O B E R T P. M U R P H Y 

I n his New York Times co lumn ("It's Monetary Policy, 
N o t a Morality Play," September 9, 2007), Tyler 
Cowen decried the cliched pattern of casting all 

financial stories in to "simple moral narratives." 
Al though many commenta tors have questioned the 
Fed's handling of the credit crunch last August and Sep
tember, Cowen sees no hanky-panky: 

Talk of a bailout is overstated. Some institutions 
have benefited from Fed policy, but the story is not 
a conspiratorial one: liquid markets are good for 
many investors, and if the Fed succeeds in keeping 
markets running, that helps hedge funds, too. . . . 

It is t rue that a more liquid shor t - term loan mar
ket can give a highly leveraged institution a second 
chance. . . . But keeping loan markets open is not a 
bailout; it's simply getting part of the economic 
infrastructure back on line, much as the police clear 
a road after a traffic accident. 

Cowen's recommendat ion is that journalists and 
other analysts drop the emotions and wri te neutrally 
about the "largely technical subject" of monetary pol 
icy, for this is the only way that Fed Chai rman Ben S. 
Bernanke and his colleagues can do their jobs: "[I]f 
interest-rate cuts are portrayed as a bailout for hedge 
fund managers, it's harder for the Fed to cut interest 
rates, if that turns out to be the appropriate policy." 

Al though I sympathize wi th Cowen's position, 
nonetheless he's dead wrong . It's t rue that the "man on 
the street" is suspicious of rich financiers, not to m e n 
tion exotic derivative products he doesn't even under 
stand, but this is one case where knee-jerk hostility is 
perfectly justified. N o t only did the Fed inappropriately 

provide relief to rich investors at the expense of every
one else, but its earlier policies also were responsible for 
the crisis in the first place! 

For some reason, many free-market economists have 
a blind spot when it comes to the Federal Reserve. 

Commodity Money 

I f the government would simply get out of the way, 
the free market would handle money and banking 

just fine. C o m m o d i t y money such as gold and silver 
arose spontaneously on the market wi thout prodding 
from kings or sultans, and if used today it would serve 
as a much better unit of account and store of value than 
rapidly depreciating pieces of paper with presidential 
portraits. There is no "science" of monetary policy, no 
more than there was a science of automobile produc
tion in the U.S.S.R. T h e economic lesson of the twen
tieth century is that central planning doesn't work.Yes, 
some planners can be better than others; if we had to 
have a Fed chair, PaulVolcker was much better than his 
predecessors. But to advise journalists to keep their 
mouths shut so that the "experts" can take care of us is 
asking for the impossible. 

According to economists such as Ludwig von Mises 
and F. A. Hayek, the boom-bust cycles of market 
economies are caused by government intervention. Arti
ficially low interest rates provide an illusory period of 
prosperity by short-circuiting the ability of market inter
est rates to guide investors and entrepreneurs. In a free 
market, if people save more, interest rates fall and invest
ment expands. This is how the market coordinates con-

Robcrt Murphy (bobjiuirphyancap@gmail.com) is the author of 
T h e Politically Incor rec t Gu ide to Capitalism. 
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sumption and production decisions over time. But w h e n 
interest rates drop not because of increased real savings, 
but only because the Fed bumps up the electronic 
entries showing how much the banking system holds in 
"reserves," then the consequent business activity cannot 
be sustained. Firms will hire more workers and start new 
projects, but there won't be enough capital goods and 
resources to accommodate them all. T h e Fed's easy-
money policies can postpone the crisis, but it can't create 
new drill presses or tractor-trailers. Eventually some of 
the projects will have to be discontinued, workers will 
need to be laid off, and equipment and resources will 
need to be reallocated to more appropriate ends. 

This appears to be exactly what happened wi th the 
bursting housing bubble and the cor-
responding crisis in the credit mar
kets. Cowen thinks this is just part of 
the normal "zigs and zags of daily 
profit and loss" in a market economy, 
and he asks, "[W]ill we cont inue to 
blame Zeus for l ightning strikes?" Yet 
there is a very strong argument that 
the policies of former Fed Cha i rman 
Alan Greenspan greatly exacerbated, 
if not caused outright , the unsustain
able b o o m in housing. Trying to 

jumps ta r t the e c o n o m y ou t of 
recession from the do t - com crash, 
Greenspan's Fed cut interest rates from 2001 to 2004. In 
real terms, the Fed funds rate was pushed to the lowest 
it had been since the late 1970s. (For a fuller analysis 
see my article " T h e Worst Recession in 25 Years?" at 
h t t p : / / t i n y u r l . c o m / 2 p a 5 t q . ) T h e most out rageous 
stories we're hear ing—of people wi th poor credit and 
no down payment trying to flip a $500,000 house 
wi th an interest-only m o r t g a g e — w o u l d no t have 
occurred under " t ight" monetary policy, let alone in 
an environment where politics didn't influence interest 
rates at all. 

So far I've painted the Fed as the culprit, but does 
that make it the villain? After all, maybe it was all an 
honest mistake to be chalked up to the imperfect 
though still "largely technical subject" of monetary 
policy. Alas, I cannot grant C o w e n even this. T h e " c o n 
spiracy theorists" have every reason to be suspicious of 

the Fed, and of the government-financial complex in 
general. For example, w h e n President Bush wanted a 
n e w secretary of the treasury, he picked H e n r y Paulson, 
the C E O of Goldman Sachs, the big investment bank. 
(He wasn't the first Goldman Sachs officer to hold the 
post.) Another odd fact is that the Fed stopped publish
ing the M 3 monetary aggregate on March 23 , 2006, 
even though many analysts consider it the measure of 
the money supply. T h e Fed said the decision was based 
on cost—what's the marginal cost of collecting M 3 data 
w h e n the Fed already calculates M2?—but it was also at 
a t ime w h e n M 3 was rising rapidly and the dollar was 
falling in the currency markets. (The Fed's own charts 
of M 3 can be viewed at h t tp : / / t inyur l . com/25ky9p. ) 

Trying to jumpstart 
the economy out of 
recession from the 
dot-com crash, 
Greenspan's Fed cut 
interest rates from 
2001 to 2004. 

Mortgage-Backed Securities 

For an example directly relevant to 
the cur ren t discussion, C o w e n 

doesn't men t ion that w h e n the Fed 
injected "additional l iquidity" into the 
economy in August, it didn't snatch 
up Treasury securities, as we teach 
our macro-econ undergrad students. 
N o , it bough t $38 billion of mort
gage-backed securities (MBS). (The 
previous record for an open-marke t -
opera t ion purchase of M B S had 
been $8.6 billion, set in September 

2005. For a more detailed discussion, see John Paul 
Koning 's article, " T h e Fed B o u g h t W h a t ? " at 
h t tp : / / t inyur l . com/2kshgz . Technically the Fed used 
repurchase agreements, making the $38 billion infusion 
only temporary.) 

If the point wasn't to rescue big funds from their bad 
investments, but only to reassure investors in general 
that they could access credit, why target MBS? 

Tyler C o w e n thinks the Fed's recent actions are 
comparable to w h e n the "police clear a road after a 
traffic accident." But as I've shown, a better analogy 
would have the police firing their guns into the traffic 
and causing an accident, then ordering poorer drivers 
off the road so that any bankers injured in the pi le-up 
could be rushed to the hospital. 

T h e layperson's suspicion of the Fed is entirely 
justified. (§) 
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Wildfires and State-Worship 

B Y S T E V E N G R E E N H U T 

Whenever wars or other tragedies rage, so too 
rage those w h o worship at the altar of gov
ernment . 

In his World War I-era essay, "War Is the Health of 
the State," wri ter Rando lph Bourne argued that dur ing 
peaceful times people concern themselves mostly with 
their own business, but that during war everything 
changes. "To most Americans of the classes which con
sider themselves significant, the war brought a sense of 
the sanctity of the State which, if they had had time to 
think about it, would have seemed 
a sudden and surprising alteration 
in their habits of thought," he 
argued (italics added). 

It's not just dur ing war that 
the state is sanctified and govern
men t critics are p rodded into 
altering their habits of thought . 
T h e media were aflame wi th 
g o v e r n m e n t - w o r s h i p last fall, 
dur ing and after the disastrous 
wildfires that forced tens of thousands of southern Cal-
ifornians out of^their homes and caused billions of dol
lars in property* damage. Any tragedy helps these folks 
p romote bigger government , and natural disasters, like 
war, always do the trick. 

Southern California is h o m e to about 20 million 
people c rammed into the valleys and basins between 
the coastal ranges and the Pacific Ocean. T h e region is 
interspersed wi th government-protec ted hillsides and is 
h e m m e d in by national forests.The area can go months 
wi thou t rain, and open areas become tinderboxes. Last 
year was drier than most, and fires were sparked in Los 
Angeles, Orange, San Bernardino, and San Diego c o u n -
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Wildfire in Santa Clarita, California, October 2007 
Photo bv Jeff Turner. Licensed under Cteative Commons AUribu 

ties. T h e n 100-mph Santa Ana winds, which blow 
toward the coast from the desert, spread the wildfires 
rapidly over hundreds of thousands of acres of land. As 
neighborhoods burned, the air throughout the region 
was filled with ash. Several people died from smoke 
and fire. 

Such destruction should never be treated lightly, but 
most of us realized that this disaster would be short
lived. Most homeowners were insured. T h e air soon 
cleared (at least back to tolerable smog-laden levels). 

The tragedy was tightly con
tained. Repor t s of up to 1.2 mil
lion residents displaced during 
the worst of the fire were vast 
overestimates based on faulty 
assumptions. Yet despite that real
ity, the government-worshipers 
got quickly to work, blaming the 
private sector for the problems 
(how dare developers build 

veLo .n r jK3 t l >«u . i ou i !on^ .o . homes near open space!), por 
traying the government workers w h o fought the blazes 
as selfless heroes, and attacking residents of the fire-
ravaged communit ies for selfishly depriving the gov
e rnment of the resources needed to protect them. 

Newspapers and TV programs were filled with dra
matic photographs of firefighters battling the blazes. 
There's nothing wrong with this as part of the broader 
fire coverage, but such scenes dominated the media. 
There was a steady drumbeat of propaganda and e m o 
tion-laden news footage, which makes it hard to offer 

Steven Greenhut (sgreenhut@ocregister.com) is a columnist for the O r a n g e 
C o u n t y Reg i s te r in Santa Ana, California. 
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arguments about free markets and limited government , 
or even to point out government 's firefighting i ncom
petence. 

We heard from the governor, legislators, and every 
other elected official w h o could get near a T V camera 
about all the wonderful work the government and the 
"first responders" were doing to protect us. A typical 
front-page news story in the Orange County Register was 
titled in large type, "After fire, gratitude," and included 
these words accompanying the huge pho to of firefight
ers: " O n Sunday evening, two weeks after a 50-foot-tall 
wall of flames raged wi thin feet of some ne ighborhood 
homes, more than 200 local residents gathered outside 

Orange C o u n t y Fire Author i ty Sta-
tion 43 to pay tribute. . . . They 
opened their wallets, donat ing $6,000 
wor th of cash and [supermarket] gift 
certificates. . . . They baked chocolate 
chip cookies. Thei r cards and posters 
of thanks h u n g like fresh laundry ou t 
side the station. Firefighters said they 
don' t need gifts to do their job , but 
they seemed warmed by the ou tpour 
ing of thanks and the crowds of wor 
shipful children w h o donned plastic 
firefighter hats." 

O n c e the public responds in this 
manner, the distorted analyses and 
t roubl ing policy prescript ions are 
close behind. 

It didn't take long for the "progres-
sive" website Calitics to figure why so 
much of southern California was burning. Its analysis 
was soon championed across the state. Blogger " R o b e r t 
in Monte rey" explained 

how anti-tax sentiment in San Diego C o u n t y left 
firefighters wi thou t adequate resources to respond to 
this week's inferno. Unsurprisingly, this has hap
pened elsewhere. As firefighters battle to save Silver
ado Canyon and prevent the Santiago Fire from 
reaching Riverside C o u n t y homes, we are n o w 
learning that Orange C o u n t y firefighters faced sim
ilar crippling shortages of equipment and personnel. 
. . . Specifically, Orange C o u n t y Republicans cam-

We heard from the 
governor, legislators, 
and every other 
elected official who 
could get near a TV 
camera about all the 
wonderful work the 
government and the 
"first responders" were 
doing to protect us. 

paigned hard against Measure D, a 2005 ballot p ro 
posal that would have diverted $80 million in sur
plus public safety funds from Proposit ion 172 to 
help properly staff Orange C o u n t y fire departments. 
T h e failure of Measure D leads directly to the 
OCFA's [Orange C o u n t y Fire Authority's] inability 
to quickly contain the Santiago Fire w h e n it broke 
out Sunday evening. 

Fire officials didn't throw water on such allegations, 
dubious as they are. Orange C o u n t y Fire Chief Chip 
Prather complained to the Los Angeles Times: "We're out 
there wi th a handful of crews trying to stop this big 

fire, and all we could do was just put 
out spot fires. It would have been 
great to have the cavalry come in, but 
there were several fires burning, and it 
was taking t ime for the resources to 
get here." 

Push for Higher Taxes 

The stage had been set for the 
obvious: a push for higher taxes. 

"Unfortunately, it is as certain as 
night follows day that pr ior to thor 
oughly evaluating any actual need, 
there will be politicians, bureaucrats 
and leaders of public safety employee 
unions w h o will be advocating new 
taxes ' to keep us safe,' " wrote Jon 
Coupa l , president of the Howard 
Jarvis Taxpayers Association, in an 

Oc tobe r 31 co lumn in the Register. " Indeed, an opinion 
piece in the San Diego newspaper has already blamed 
Proposit ion 13—'which slashed property taxes'—for 
the inability to organize a more regionalized response 
to fire dangers. Never mind that per capita property-tax 
collections in San Diego, even adjusted for inflation, are 
far higher than they were in 1978, just pr ior to Prop. 
13." 

T h e previous week Los Angeles Times columnist 
George Skelton called for higher taxes: "But while the 
combined state-local tax hit has remained relatively 
constant in California, hardly anyone would argue that 
the quality of life has. It noticeably has deteriorated: 
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clogged traffic, ove rwhe lmed emergency rooms, 
unkempt parks, smog-befouled San Joaquin Valley. And 
we're losing to the wildfires. . . . Commenta to r s keep 
talking about a 'perfect s torm' : Santa Ana winds, hot 
temperatures, drought . But there's also another kind of 
perfect s torm: p o o r land-use planning, popula t ion 
sprawl, refusal to raise taxes for fire suppression." 

Skelton would never consider the possibility that the 
state keeps misusing its resources, thus spending a far 
smaller propor t ion than it used to spend on infrastruc
ture and quality-of-life issues and far more on social 
programs and pay and benefits for government workers. 
Skelton's answer is to " impose a surtax—call it a fee 
— o n each n e w j o b that's created, 
paid by the employer." Bu t even 
more troubling than that idea is his 
suggest ion—quite c o m m o n following 
the fires—that government needs to 
engage in even more rigorous land-use 
planning to keep people from living so 
close to the wild lands. 

Environmentalists and Hol lywood 
actors, many of w h o m no doub t 
already have their fancy homes tucked 
into the hillsides, made their usual ou t 
rageous pronouncements . "People are 
selfish," said comedian George Carlin 
to People magazine. "These people 
wi th the fires and the floods and 
everything, they overbuild and they 
put nature to the test, and they get 
what's coming to them, that's what I 
say." Actress Jamie Lee Curtis added, "Global warming, 
combined wi th people building houses in places they 
shouldn't , et cetera, et cetera, et cetera. It just c o m 
pounds to become, as they call it, a perfect s torm expe
rience here. It's not by accident. This isn't an act of 
God. This is an act of man." 

Limits on Growth 

News stories were filled with suggestions for new 
limits on growth in outlying areas, despite the 

state's continually escalating populat ion, and new gov
e rnmen t mandates for building houses wi th fire-resist
ant materials. Some planners called for some 

If the experience 
from the last fire is 
any guide, regulators 
will make it virtually 
impossible, or at least 
economically 
infeasible, for many 
homeowners to 
rebuild on their 
existing lots. 

burned-ou t areas to be abandoned, just like low-lying 
N e w Orleans flood zones. If the experience from the 
last fire is any guide, regulators will make it virtually 
impossible, or at least economically infeasible, for many 
homeowners to rebuild on their existing lots. And 
while the private insurance industry has a better record 
at helping victims rebuild their lives than the govern
ment does, state officials publicly warned insurance 
companies that they better not take advantage of fire 
victims. T h e state offered inspectors to help fire victims 
in case insurers commit fraud. The message was clear 
on all fronts: T h e private sector is greedy, but the gov
e rnment will be there to help you. 

Here is some necessary perspec
tive: 

While no one minds thanking fire
fighters for a job well done, we all should 
take issue with the hero-worship. Fire
fighters in southern California are 
highly paid professionals, w h o aver
age $175,000 a year in total salary 
and benefit packages in Orange 
County. Firefighters in most south
ern California jur isdict ions can 
retire after 30 years wi th 90 percent 
of their final year's pay guaranteed 
by taxpayers. They enjoy some of the 
most generous health-care benefits 
imaginable. So they are well paid for 
their work. That work has certain 
dangers, but they are compensated 
for endur ing them. 

Most of the t ime firefighters have little to do. 
According to a local fire-union official, about 95 per
cent of their calls in Orange Coun ty are nonfire-
related—mostly paramedic calls, as the fire unions have 
successfully used the political system to put most p r i 
vate paramedic services out of business. Firefighters 
generally work three-day weeks and are paid while 
sleeping. Taxpayers provide these generous benefits and 
allow firefighters to spend their days in relative leisure 
so they are available w h e n fires do occur. They certainly 
are not coerced into taking on this sometimes danger
ous work, given that thousands of applicants line up for 
every firefighting job . T h e unions have driven away 
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volunteer firefighters, by the way, to maintain this car
tel. We don' t treat our doctors or roofers as heroes, but 
then again they don' t have unions that pull out the hero 
card every t ime they want more money. 

Public safety budgets are not shortchanged by greedy anti-
tax activists. T h e left-statist critics w h o blamed Orange 
and San Diego C o u n t y residents for "shor tchanging" 
government apparently didn't do m u c h research. Those 
"conservative" counties spend about the same por t ion 
of their budgets on firefighting as "liberal" Los Angeles 
County. T h e example of Orange C o u n t y anti-tax sen
t iment was Measure D, a countywide 
initiative that failed overwhelmingly 
in 2005. But that measure would not 
have increased taxes; it merely was 
about divvying an existing stream of 
taxes be tween law enforcement and 
the fire unions. Conservatives were 
on bo th sides of the issue. 

T h e ant i -D forces argued accu
rately in 2005: " T h e Fire Author i ty 
has a substantial budget surplus. If 
their fire stations are truly under 
staffed, then w h y did the Fire 
Author i ty recently spend $50 million 
to build a n e w luxury Administration 
Building that even their own ballot 
signer, Joe Kerr, called a 'mult imil
l ion-dol lar Taj Mahal '? T h e Fire 
Au tho r i t y needs more financial 
accountability, N O T more of our tax 
dollars!" 

T h e problem is not a lack of funds, but a firefight
ing agency that spends its m o n e y recklessly—on 
grandiose building projects and excessive salaries and 
benefits for its employees. As is typical wi th govern
men t agencies, these officials spend their money on 
things the government workers prefer, then shor t 
change the public by underfunding those things that 
would most benefit it. At the t ime, the fire author i ty 
was not calling mainly for more capital expenditures 
had Measure D passed, but for put t ing a fourth fire
fighter on every engine. 

T h e police and firefighting agencies were battling 
over funds from Proposi t ion 172, a half-cent statewide 

Insurance companies, 
rather than 
government agencies, 
could require the use 
of fire-resistant 
materials or reward 
those owners who 
use them, and 
insurance rates would 
take full risk factors 
into account. 

"public-safety" sales tax placed on the 1993 ballot by 
legislators. "Ten days before Elect ion Day, tracking 
polls showed the measure lagging," the Jarvis group's 
Coupa l wrote . " T h e n several wildfires broke out and 
made fighting fires a topical issue. T h e tax promoters 
seized the oppor tun i ty and ran a last-minute blitz on 
television featuring soaring flames and sweating fire
fighters. . . . Politicians w h o will propose new taxes in 
the aftermath of the recent disaster are hop ing voters 
will have forgotten that we are already paying higher taxes 

for fire protection" (emphasis added). But to government -
worsh ipers , the state never has 
enough . 

It's foolish to accept the need for more 
government involvement when government 
failed in its firefighting efforts. According 
to the Los Angeles Times, "A special 
panel appoin ted by [Gov. Arnold] 
Schwarzenegger r e c o m m e n d e d in 
2004 that California buy 150 more 
fire trucks for emergencies. So far 
only 19 have been ordered. They are 
scheduled to arrive in t ime for next 
year's fire season." Government offi
cials say they did the best they could, 
but a "perfect s to rm" hindered their 
efforts. However , g o v e r n m e n t - r u n 
systems are no better at providing fire
fighting service than they are at p ro 
viding anything else. T h e incentives 
are wrong. California governments are 

no more efficient than Soviet-era governments at get
ting the right resources to the right places. 

More Private Approaches 
T T Te need more private approaches, not more government. 
V V In a privately run system, where private p rop 

erty is at stake, insurers and their private fire companies 
would have incentives to patrol open spaces dur ing the 
high-risk season, adopt other preventive measures, and 
have sufficient m o d e r n equipment—rather than wait
ing for the fires to rage, then insisting that they he ro 
ically did everything they could do, while complaining 
about too few resources. Insurance companies, rather 
than government agencies, could require the use of 
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fire-resistant materials or reward those owners w h o use 
them, and insurance rates would take full risk factors 
into account. (They do this to an extent, but insurers 
are highly regulated and the government mitigates or 
absorbs much risk.) 

California's massive government ownership of land is 
largely to blame. In his article "Land Socialism: Playing 
W i t h Fire," Ludwig von Mises Institute President Lew 
Rockwel l captured the essence of what went wrong in 
California: " T h e problem is the theory of envi ronmen-
talism. U n d e r it, ownership is the enemy. Nature is an 
end in itself. So it must be owned publicly, that is, by 
the state. T h e state, in its management of this land, must 
not do anything to it. There must not be controlled 
burn ing , brush clearing, clear cutting, or even tourism." 
I've read stories of homeowners w h o were threatened 
with lawsuits by the Forest Service for cutting down 
brush on nearby public lands to save their homes. I 
k n o w homeowners w h o were kept away from their 
own private property by the government and treated 
rudely w h e n they tried to fmd out the status of their 
homestead. 

Command and Control 

This is government at work: command and control. 
And Rockwel l noted that government bureaucra

cies had no incentive to innovate or "plan for and assess 
risks." T h e private approach, he wrote, is far preferable: 
"Are we under the impression that private markets 
can't handle risk management? Private markets special
ize in protection of property, particularly against natural 
risk. If the land were privately owned, it would be p ro 
tected against burning through better management . If it 
had to be burned, the burning would be controlled. 
Unexpec ted events like droughts and winds would be 
calculated into management decisions." 

Instead, Californians are told that their homes burn t 
to the ground because they selfishly chose to live in 
high-risk areas; they are told that the fires raged because 
they are too greedy to pay higher taxes; they are told 
that there's nothing they can do but allow government 
to have more power to tax and control them. And, 
thanks to the media's coverage of the "heroic" actions 
of government , most Californians don't even know that 
there's any other possible explanation or alternative. ( | | 
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Free-Market Money: A Key to Peace 

B Y S T E V E N H O R W I T Z 

When I teach money and banking, I begin 
the section on the history of the American 
monetary system by asking my students 

what the following dates in U.S. history have in c o m 
mon : 1812-1816 , 1863, 1913, and 1971. T h e obvious 
answer is, "times of war or close to it." (If you count the 
Great Depression as a metaphorical 
war in the eyes of politicians, you 
could add 1934-35 to the list.) 

T h e answer I am looking for, h o w 
ever, is, "times of increased federal 
government involvement in the m o n 
etary system." That bo th answers are 
correct is no coincidence. For h u n 
dreds of years governments have inter
vened in m o n e t a r y inst i tut ions in 
order to use t hem to raise revenue 
through the manipulat ion of money 
and credit, and most often that rev
enue has been used to make war. 

War finance has long been the 
overt and covert rat ionale for an 
expansion of government 's role in the 
banking system. For classical liberals, exploring this his
torical relationship sheds light on the sources of bo th 
government control over money and the duplicity wi th 
which the state often heads to war. T h e connect ion 
illustrates that government intervention in money has 
no justification in the failures of free-market monetary 
systems, but rather grew out of the need for revenue. 
However, it also illustrates the ways in which govern
ment can mislead wi th respect to war by subverting the 
democrat ic process and using less-than-transparent 
means to finance wars, especially unpopular ones. 

Tha t classical liberals believe bo th that government 
should get out of the money-regulat ion business and 
stick to defending the terr i tory of the Un i t ed States 
from attack, rather than intervening in the domestic 
affairs of other nations, often strikes proponents of 
the "conventional w i sdom" as odd. This sort of reaction 

has greeted R o n Paul's presidential 
candidacy, which has argued for an 
immediate withdrawal from Iraq and 
for the gold standard. Most conser
vatives, of course, deride the former 
position, while the left (and some on 
the right) do the same to the latter. 
W h a t few if any seem to realize is 
that these two positions have a deep 
and important historical connect ion: 
If you want to make it harder for the 
U.S. gove rnmen t to act like an 
imperial power, you need to find 
ways to reduce the resources avail
able for it to do so. Preventing the 
state from creating money would 
eliminate its ability to manipulate 

the monetary system to raise funds surreptitiously for 
foreign adventurism. 

Fighting wars requires resources. Governments have 
only four ways to raise revenue: sell off assets, borrow, 
tax, or inflate/manipulate the currency. If we assume 
that states interested in making war are also ones inter
ested in accruing power, selling off assets is unlikely, at 
least as anything but a last resort. 

Steven Honvitz (sghorwitz@stlawu.edu) is a professor of economics at St. 
Lawrence University. 

BUY WAR BONDS 
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Both bor rowing and taxing have their limits. T h e 
most c o m m o n strategy for financing wars is to sell war 
bonds. If governments go in this direction, they bet ter 
have buyers, wh ich assumes that the populace is in 
general agreement wi th the conduct of that war. War 
bonds are a hard sell for unpopular wars. For example, 
World War II bonds sold well as the public was con 
vinced it was proper to respond to the direct attack by 
the Japanese and to at tempt to stop the Nazis. H o w 
ever, you will look in vain for any Vie tnam War bonds, 
nor have any Iraq War bonds been available since the 
2003 invasion. W h e n governments wish to conduct 
unpopular and often unjustifiable wars, engaging in 
bor rowing tied directly to that purpose is unlikely to 
succeed. 

Raising taxes to fight a war also requires at least 
some public agreement wi th the policy because tax-
raising politicians may well be voted 
out if the war is unpopular . For polit i
cians the downside of raising taxes 
(like the downside of using conscrip
t ion to obtain soldiers rather than 
paying them market wages) is that it is 
an obvious and painful grab for 
resources by the state. Taxes make the 
costs of war very visible and spread 
them across the whole populat ion. 
(Conscript ion is very visible, but more 
concentrated on the draftees.) From the standpoint of 
political actors, it would be preferable to raise the nec 
essary resources in a way that is m u c h less obvious and 
therefore has less potential for political conflict. W h e n 
ever politicians can disguise a n d / o r delay the true costs 
of their programs, they will do so. This is where the 
monetary system enters the picture. 

Governments that can either create money directly 
or use regulation to force banks to provide the 
resources will be able to conduct war more often and 
with less political resistance than those that cannot. 

From 1791 to 1811, the federal government had 
partial ownership of the First Bank of the Uni ted 
States, which did not charter or regulate banks, but 
instead produced a limited amount of currency and 
served as the government 's bank. Wi th the complet ion 
of the War of 1812, it became convenient for the federal 

government to have such a bank in operation again, 
and so the Second Bank of the Uni ted States was cre
ated in 1816 (lasting until 1836). 

In 1863 the federal (Union) government for the first 
t ime offered charters for individual banks. Wi th char
ters came regulations, one of which was the require
men t that bank-issued currency be backed with U.S. 
government bonds. Whenever a federally chartered 
bank wanted to give its customers paper currency, it 
had to purchase such bonds, whose face value slightly 
exceeded the value of the currency and then present 
them to the Comptrol ler of the Currency in Washing
ton, w h o then printed the bank's notes. Aside from the 
effect on war finance discussed below, this cumbersome 
process was the root of the periodic currency panics 
that struck the post-Civil War banking system and ulti
mately led to the Federal Reserve System as the "solu

t ion" in 1913. 

Whenever politicians 
can disguise and/or 
delay the true costs 
of their programs, 
they will do so. 

Guaranteed Bond Market 

The stated rationale for the bond-
collateral requirement was that it 

provided safety in case the bank failed 
and could not redeem its notes in 
gold. However, Congress also knew 
that the requirement would, in the
ory, create a guaranteed market for 
U.S. government bonds, which in 

turn would enable the U n i o n government to have rev
enue to pay for the Civil War. Interestingly, when the 
federal government first offered the charters, almost no 
banks signed up; they kept their state charters because 
the federal charters offered no advantages and some 
minor disadvantages. N o t content to lose that way of 
financing the war, Congress quickly passed a 10 percent 
tax on the banknotes of state-chartered banks. This now 
made federal charters notably more advantageous, lead
ing a significant number of banks to apply. By the end 
of the 1860s federally chartered banks were proliferat
ing and the large market for the bonds had come to 
pass. Between the original bond-collateral requirements 
and punitive tax on the state-chartered banks, the fed
eral government used its power over the monetary sys
tem to ensure a market for bonds to pay for the Civil 
War. 
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Although the Great Depression was itself not a war, 
it certainly took on many of the characteristics of one, 
as the Roosevel t administration at tempted to pass legis
lation and programs that were of questionable consti tu
tionality and popularity. Like many wart ime activities, 
it is plausible to argue that the N e w Deal programs 
benefited business constituencies more than the public 
at large. (Halliburton's role in the Iraq War provides a 
contemporary example of this sort of damaging c o r p o 
rate capitalism.) T h e administration's outlawing of p r i 
vate gold holdings in 1934 and the Banking Act of 
1935, which created a variety of new federal interven
t ions—the most notable giving the Federal Reserve 
new powers to create money through bond pur 
chases—were bo th examples of using the monetary sys
tem to provide resources for a growing state. These 
powers were certainly useful w h e n the government 

took the country into World War II a 
few years later. 

Vietnam Inflation 

The V ie tnam era provides an 
example of a direct connect ion 

be tween inflation of the money sup
ply and war finance. T h e Johnson 
administration made a conscious deci
sion to finance the V i e t n a m War 
through inflation rather than higher 
taxes. T h e increase in money was 
accomplished by buying up government bonds from 
financial institutions; as payment , the government sim
ply credited the insti tutions' accounts. This saved inter
est payments on those bonds and therefore also 
allowed the government to issue additional Treasury 
securities at the same total interest cost they had before 
the n e w money was created. T h e b o t t o m line was that 
the Fed created additional money and allowed C o n 
gress to run more debt at n o greater cost in the 
process. 

At the t ime Federal Reserve Notes held by foreign 
central banks were still redeemable in gold at the Fed. 
As a result of the inflation (depreciating dollar) of the 
late 1960s, the Fed saw a massive flow back of Federal 
Reserve Notes from foreign governments , which began 
to reduce U.S. gold holdings. This drain of gold reserves 

The Vietnam era 
provides an example 
of a direct connection 
between inflation of 
the money supply 
and war finance. 

led President N i x o n to close the "gold w i n d o w " in 
1971, breaking the last remaining link be tween the dol
lar and gold. W i t h excess supplies of money no longer 
generating any direct negative economic consequences 
for the Fed, the even-greater inflation and macroeco-
nomic disorder that characterized the rest of the 1970s 
and '80s were no surprise. 

Thus the need to finance the Vietnam War led to 
increased government control over money, which led to 
macroeconomic disorder (much as we saw in the late 
n ine teenth-century banking panics), which in tu rn led 
to calls for more government intervention. Aside from 
the direct problems of financing the warfare state, 
increased control of money by the state often sets off 
what Ludwig von Mises called the "interventionist 
dynamic," in which one state intervention has negative 
unin tended consequences that create the perceived 

need for more in te rvent ion . T h e 
business cycle is one example of this 
process. 

O n e can tell similar histories 
about the creation of central banks 
and o the r forms of gove rnmen t 
m o n e t a r y in te rven t ion in o ther 
countries across the globe. T h e need 
to fund war and empire has been 
behind the creation of many a central 
bank. It's easier to pay for bombs and 
bullets if you have the equivalent of a 

pr int ing press at your fingertips. 

Because inflation's costs are normally dispersed, sub
tle, and longer te rm, politicians find it a politically more 
palatable way to raise revenues, especially for unpopular 
causes. This point is even more important because 
politicians play up the very shor t - te rm benefits of infla
t ion as if they were a panacea for a stalled economy. 
Persuading the public to accept those ephemeral and 
small shor t - te rm gains wi thou t an understanding of the 
long- t e rm costs is part of the general deception often 
used to p romote empire-bui lding wars. 

For those w h o object to an American empire, 
protesting the occupat ion of Iraq may seem the best 
course. But institutional changes that would deprive 
the state of resources—specifically, privatization of the 
monetary system—would be m u c h more effective. (|§) 
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Thoughts on Freedom 

Alcohol, Prohibition, and the Revenuers 
B Y D O N A L D J . B O U D R E A U X 

The standard account of America's experience 
with alcohol Prohibi t ion centers on ideology. 
This account states that citizens were so infused 

with Progressive hubris that they set forth in 1919 on a 
futile quest to mandate morality by banning the m a n u 
facture and sale of liquor. But w h e n they recognized 
that Prohibi t ion was failing, Americans abandoned the 
"noble experiment ." 

T h e standard account contains grains of t ruth. 
Undoubtedly , many Americans dur ing the Progressive 
era possessed a fervent faith in democratic government 
and a burn ing desire to "uplift" the lot of humankind . 
T h e temperance movement meshed 
wi th the Progressive spirit: use gov
e rnment to engineer better social ou t 
comes—in this case, enforced sobriety. 
And there is no doubt that Prohibi 
t ion not only failed to stop Americans 
from drinking, but also fueled organ
ized crime. 

But this account is simplistic. It 
overlooks the realities and complexi
ties of political behavior, as well as 
important facts. T h e ideology of t em
perance played a role in staging Prohi -
bit ion, but the raw logic of politics was the true 
director of this drama. 

T h e central character was federal taxation. Specifi
cally, the income tax proved a viable alternative to 
l iquor taxation for raising revenue, making Prohibit ion 
politically possible. Despite decades-long agitation for 
Prohibi t ion, Congress could not afford to sacrifice 
l iquor-tax revenues until it discovered just how lucra
tive the income tax could be. That tax's revenue-raising 
prowess reduced the cost to Congress of voting for 
Prohib i t ion . Four teen years later, t hough , matters 
changed abruptly w h e n the onset of the Great Depres
sion severely slashed income-tax revenues. 

The income tax 
proved a viable 
alternative to liquor 
taxation for raising 
revenue, making 
Prohibition 
politically possible. 

Before the modern personal income tax in 1913, 
Uncle Sam relied mainly on customs duties and liquor 
taxation. From 1870 through 1912 receipts from these 
two taxes alone accounted for more than two-thirds of 
federal revenues (and in many years accounted for more 
than 75 percent). Liquor taxes trailed only customs duties 
as the largest single source of revenue during the half-
century preceding the modern income tax, with liquor 
taxes accounting for about a third of federal revenues. 

T h e n came the income tax (implemented first in 
1914) and, on its heels, America's entry into World War 
I. Dur ing the war federal revenues received through 

income taxation for the first time 
exceeded those from any other single 
source. Income taxes went from about 
16 percent of the federal government's 
revenues in 1916 to double that p ro
por t ion in 1917. By 1918 the income 
tax supplied nearly two-thirds of those 
revenues. 

Income- tax revenues accelerated 
most dramatically in 1918, but the 
income tax had already demonstrated 
its prodigious revenue potential the 
year before. Receipts in 1919 were 

almost triple those of 1916. More important , Congress 
passed in Oc tober 1917—two months before it suc
cessfully proposed the Prohibition-enabling Eighteenth 
Amendment—the legislation that would yield 1918s 
enormous increase in income-tax receipts: the War 
Revenue Act of 1917. It raised more than $2.3 billion 
in 1918. 

By fall of 1917 Congress saw the income tax as its 
chief source of revenue, reducing the cost of voting for 
Prohibit ion in December 1917. T h e lost l iquor-tax 
revenues (beginning January 16, 1920) were trivial 

Donald Boudreaux (dboudrea@gmu.cdu) is chairman of die economics 
department at George Mason University and a former president of FEE. 
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compared wi th the huge and rapidly growing revenues 
derived from the individual and corporate income 
taxes. T h e temperance movement 's decades-long quest 
was seemingly brought to a t r iumphant conclusion. 

Yet Prohibition's cost to Congress increased not 
long afterward, so the Eighteenth A m e n d m e n t was 
repealed in 1933. 

This conventional explanation for repeal—that P r o 
hibition was widely defied—can't explain why C o n 
gress ended Prohibit ion after such a short trial run, 
particularly in light of the dearth of organized support 
for repeal dur ing the 1920s. It's far more likely that 
Congress proposed the Twenty-First A m e n d m e n t (to 
repeal the Eighteenth) in February 1933 not so m u c h 
because it was a faithful agent of voters w h o recognized 
the futility of Prohibi t ion, but because the politicians 
desperately wanted more revenue. 

T h e Great Depression severely reduced individual 
and corporate incomes, and income- tax revenues cor
respondingly plunged beginning in 1931. By 1932 fed
eral income- tax receipts fell by well over a third from 
their level in 1931 and to almost half their 1930 level. 
In 1933 fiscal matters got even worse, wi th income- tax 
receipts that year less than 40 percent of their 1930 
level .The revenues in 1933 were the lowest since 1917. 
T h e income- tax stream that had swelled so promisingly 
dur ing Woodrow Wilson's second presidential t e rm was 
running dry. 

A Search for Taxes 

So Congress searched for another taxable activity. 
This search led the framers of the 1932 Democrat ic 

party platform to call for repeal of the Eighteenth 
Amendmen t in order " to provide therefrom a proper 
and needed revenue." Jouet t Shouse, president of the 
Association Against the Prohibit ion A m e n d m e n t and an 
influential figure in the Democrat ic Party, predicted that 
repeal of the Eighteenth A m e n d m e n t would generate at 
least $1 billion in additional revenue. A prominent 
House leader in the fight for the Twenty-First A m e n d 
ment admitted in 1934 that "if we [anti-Prohibitionists] 
had not had the opportuni ty of using that argument, 
that repeal meant needed revenue for our Government , 
we would not have had repeal for at least ten years." 

And sure enough, Prohibition's repeal did indeed 

A l c o h o l , P r o h i b i t i o n , a n d t h e R e v e n u e r s 

generate higher l iquor-tax revenues. As a percentage of 
federal government revenues, l iquor taxes j u m p e d from 
2 percent in 1933 to 9 percent in 1934 to 13 percent in 
1936. Repea l did not fully compensate for lost i n c o m e -
tax revenues, nevertheless it promised a sizeable stream 
of additional revenue. 

Congress had strong allies in this revenue-seeking 
cause. A m o n g the interest groups that supported the 
Twenty-First A m e n d m e n t was organized labor allied 
wi th wealthy industrialists (such as Pierre and Irenee du 
Pont) . Labor leaders and the very wealthy hoped that 
higher l iquor taxes would restrain or even reverse the 
expansion of income taxation. 

T h e loss of revenues from the income tax made it 
less costly for Congress to satisfy these interest groups 
than just a few years earlier. Beginning in 1934 effective 
income- tax rates were cut for all taxpaying groups wi th 
net incomes of $20,000 ($300,000 in 2007 dollars) or 
less. Al though the typical income earner paid no taxes 
on his income dur ing the 1930s, a significant number 
of unionized workers took h o m e incomes high enough 
to be liable for the tax. For example, the median u n i o n 
ized worker in the building trades earned more than 
$2,000 a year all dur ing the 1930s (nearly $31,600 in 
2007 dollars). Workers wi th annual incomes be tween 
$2,000 and $3,000 and a single exemption saw their 
effective income- tax rate fall from 2 percent in 1933 to 
1.6 percent for the years 1934 through 1939. 

O n the whole , then, income- tax rates for persons 
owing federal income taxes fell for all but the very 
highest earners. So while the du Ponts and their peers 
failed to win lower income- tax rates for themselves as a 
consequence of Prohibition's repeal, the great majority 
of Americans w h o paid federal income taxes (including 
large numbers of politically potent unionized workers) 
had their income- tax burdens eased. 

It is no coincidence that Congress first acted to 
repeal the Eighteenth A m e n d m e n t only after the severe 
revenue-reduct ion shock administered by the Great 
Depression. Openly collecting taxes on freely traded 
l iquor wi thou t repealing the Eighteenth A m e n d m e n t 
and the Volstead Act would have too blatantly flouted 
the Const i tut ion. So they were repealed. 

As the cliche goes, money is the mother 's milk of 
politics. ® 
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Congestion Pricing: 
The Road to the Surveillance State 

BY B E C K Y A K E R S 

To combat the rush-hour traffic threatening 
Western civilization, Amer ican mayors are 
flocking to "congestion pricing." They're not 

alone: rulers wor ldwide love this scheme because it 
combines yet another automotive tax wi th surveillance 
cameras at every intersection. 

T h e theory fueling congestion pricing is the one 
spanning our automotive lives: driving is a "privi lege" 
government dispenses. Dr iv ing at rush hour is an even 
bigger privilege. So far, the state has granted this privi
lege for free (the dozens of highway, 
gas, sales, license, and car taxes we pay 
don' t count) . But the gravy train is 
ending. There's no reason we should 
expect to drive cars we've bought on 
roads we've paid for w h e n everyone 
else does. That's not h o w the market 
works, say politicians who've ridiculed, 
regulated, and m o o c h e d off the mar
ket their entire careers. Willfully 
confusing supply and demand with 
control and command , they insist that 
mere citizens w h o want to use the 
roads at rush hour will have to pay. 
A lot. Hopefully, that will force 
commuters on to mass transit, clearing 
the streets for the limousines of Leviathan's anointed. 

Congest ion pricing does thin traffic a bit, anywhere 
from 13 or 17 percent (in Singapore and London, 
though the anti-car Transportation Alternatives claims 
the latter's traffic dropped by a whopp ing third) to 20 
percent (Stockholm). N o r is traffic the only thing con
gestion pricing reduces: London's retailers report trade 
has also plunged 10-15 percent, shuttering 750 busi-

Stockholm's first toll station for congestion 
pricing. 
Photo by !age < 
Attribution She 

nesses in one year. It's likely that neither reduction mat
ters to the governments pushing congestion pricing. 
T h e state's real interest lies in the cameras and cash. 

London's socialist mayor, Ken Livingstone, imposed 
congestion pricing on his hapless subjects in 2003. D r i 
vers w h o entered " the zone between 7 a.m. and 6:30 
p.m. [notice the definition of "rush hou r " ] , except on 
weekends and holidays" paid about $16 per day then; 
they're billed w h e n computers match their addresses to 
the "multiple images of [their] license plates" captured 

by "700 video cameras," as the New 
York Times explained in 2005. The 
cameras have since mult ipl ied 
because congestion pricing, like all 
government programs, continually 
expands. Meanwhi le , " there is 
nowhere in London you can avoid 
getting photographed and recorded," 
according to Yosef Sheffi. As director 
of the Center for Transportation and 
Logistics at the Massachusetts Insti
tute of Technology, Sheffi advocates 
congestion pricing for Boston. H e 
dismisses those w h o object to star
r ing in surveillance films as hope 
lessly outdated: "There is also fear of 

privacy issues. According to the C E O of Sun Microsys
tems, 'You have no privacy in today's age. Get over it.' " 
Accurate if tragic advice for Londoners, whose city has 
a camera watching every 55 people, the most per capita 
in the world. 

Becky Akers (libertatem@aim.com) is a freelance writer and historian who 

lives in New York City. 
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N e w York City's mayor, Michael Bloomberg , long
ingly eyes those cameras while patronizing anyone w h o 
" think [s] this is a civil liberties issue [as] terribly un re 
alistic." But cameras film everything in their purview, 
not just license plates. They record drivers trying to 
beat the light, expired inspection tags—even bumper 
stickers and pedestrians protesting the latest govern
ment outrage. 

Safer Streets? 

You might think that because they also record 
crime, they ensure safer streets. You would be 

wrong. Cameras have no th ing to do wi th safety and 
everything to do wi th surveillance. Even N e w York 
City's Counci l no ted the disconnect be tween cameras 

and cr ime w h e n considering a "local 
law . . . requir ing that commercial 
shopping establishments . . . install, 
maintain and operate surveillance 
cameras in order to deter crime." T h e 
council cited the British experience 
wi th omnipresen t cameras: the 
"10,524 C C T V [closed-circuit tele
vision] cameras in 32 London bor 
oughs" were famously used "after the 
London subway bombings on July 7, 
2 0 0 5 " — n o t before. " C C T V systems 
[may] actually have a minimal effect 
on preventing crime," the council 
added. "A British report published in 
2002 found that in 14 British cities 
that utilized a C C T V system, the 
cameras had no effect on six of the cities, and that while 
six of these cities reported a decrease in crime, two 
reported an increase." 

American security guru Bruce Schneier inveighs 
frequently against " the inefficacy of security cameras" 
in fighting crime. Tha t inefficacy has become old news 
in Britain, yet the government refuses to cleanse the 
streets of its omnipresent cameras. As Surrey Heal th 
Borough councilor Ian Bell wrote in Scotland's Sunday 
Herald, "Cr ime 's ultimate vic t im—that would be l ib
erty of the person—is twice abused thanks to CCTV. 
. . . To be law-abiding is no longer an excuse [to be free 
of surveillance]." Worse, videotape is notoriously easy 

Videotape is 
notoriously easy to 
manipulate, especially 
when the government 
trying to convict a 
man produces and 
stores the footage 
that allegedly proves 
his guilt. 

to manipulate, especially w h e n the government trying 
to convict a man produces and stores the footage that 
allegedly proves his guilt. All in all, perhaps it's 
Bloomberg , rather than those fearing his surveillance, 
w h o is "terribly unrealistic." 

N e w York's mayor ignores not only the police state 
that cameras produce but also the congestion govern
men t causes. For starters, let's remember w h o m o n o p o 
lizes both the limited supply and the design of roadways 
wi th their intersections, traffic lights, and speed limits. 
T h e n add zoning laws. Segregating "business districts" 
from the employees and customers w h o rely on them, 
locating shops and factories at several and often dozens 
of miles from residential neighborhoods , is a sure route 
to congestion. T h e zoning czars in many suburbs of 

Manhat tan indirectly force their resi
dents to work and shop in the city. 
(Zoning curses Manhat tan, too, but 
the island's compactness helps mitigate 
the misery. Many N e w Yorkers walk or 
bike to work, and they can always find 
bookstores, groceries, and restaurants 
wi th in a few blocks of home.) 

Tolls rob drivers at most entrances 
to the island of Manhat tan, backing up 
traffic for miles each day at morn ing 
and evening rush hours . Those fidget
ing in line aren't paying to construct 
more lanes and diminish their delay, 
either; they are instead subsidizing the 

city's busses and subways, according to 
the Amer ican Automobi l e Associa

tion's (AAA) N e w York office: "One - th i rd of the more 
than one billion dollars collected in tolls on M T A 
Bridges and Tunnels facilities is shifted to mass transit." 
T h e tolls' amounts differ from entrance to entrance, 
depending on the politics of the years they were insti
tuted. Here's the unin tended consequence, as explained 
by Samuel I. Schwartz, a "traffic and transportation 
engineer" w h o has tried to impose congestion pricing 
on his fellow citizens since 1980: "[A] trucker going 
from Brooklyn to N e w Jersey faces about $40 in tolls if 
he sticks wi th the expressways and crosses theVerrazano 
Bridge. But, if he chooses to creep d o w n " local streets 
in bo th Brooklyn and Manhat tan, thereby adding to 
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their traffic, "he faces no toll at the ou tbound Holland 
Tunnel." 

He' l l pay in lost t ime, however: blocking those local 
streets are the city's garbage trucks. Skyscrapers wi th 
apartments by the score generate mountains of trash, 
and the city monopolizes its collection. Several times 
each week, a couple of workers slowly pitch sack after 
sack into the hopper while cars pile up behind them. 
These civil servants are never t icketed, however 
leisurely their pace or enormous the logjams they 
cause. Di t to for fire engines and other emergency vehi
cles on practice runs. Barreling out of their stations, 
they snarl traffic while their screaming sirens deafen 
passers-by. T h a n k God there aren't nearly as many fires 
as there are engines shrieking down 
the avenues or the whole place would 
have burn t to the ground by now. 

T h e city regularly closes roads for 
everything from 9 /11 c o m m e m o r a 
tions to Un i t ed Nat ions ceremonies 
to " commun i ty fairs." Taking even a 
single side street out of play on this 
densely popula ted island gridlocks 
whole neighborhoods . But the city 
doesn't care because it's raking in the 
revenue and publicity. 

T h e n there are the permits for free 
park ing the city dispenses to its 
employees. N o t surprisingly, the per-
mits entice their holders to "drive to work in the M a n 
hattan central business district at just about twice the 
rate (27% versus 14%) of private-sector employees," 
according to the Manhat tan Institute. 

Congest ion pricing tackles none of these problems. 
Anyone somewhat serious about cur ing them would 
have to confront powerful unions and upset profitable 
apple carts—difficult, mundane , and even dangerous 
work that would ease much of N e w York's congestion. 
Anyone completely serious would undertake the infi
nitely more difficult and dangerous work of privatizing 
all things automotive, including roads. 

N o wonde r politicians prefer the drama and head
lines of congestion pricing, despite its negligible effect 
on traffic. That's right: congestion pricing will destroy 
the remnants of freedom and privacy, fundamentally 

Anyone completely 
serious would 
undertake the infinitely 
more difficult and 
dangerous work of 
privatizing all things 
automotive, including 
roads. 

alter commuting, hinder commerce, waste enormous 
sums of money on its cameras while transferring even 
more money from drivers to the state—all for single-
digit reductions in Manhattan 's traffic. T h e city's 
"administration expects congestion pricing to decrease 
vehicles entering Manhat tan by 6% and increase speeds 
within the charging zone by 7%. In other words, the 
traffic improvement in Manhat tan would be modest." 
This from the Manhattan Institute, a conservative 
th ink- tank and one of congestion pricing's biggest 
cheerleaders. 

So why bother? Because this system benefits gov
e rnment generally and politicians personally. It's no 
accident that a mayor hint ing at a presidential campaign 

prominent ly featured congest ion 
pricing in his ballyhooed "P laNYC," 
the blueprint he unveiled last April. 
Altogether, P l a N Y C contains a stag
gering 127 "initiatives." These include 
pushing commuters onto the subways 
via an $8 tax on each car entering 
certain parts of Manhattan. Both the 
price and the area covered by this 
double-dipping will rise faster than 
baking bagels; they already have, even 
in the planning stages. Congest ion 
pricing and PlaNYC's other h o k u m 
generated lots of publicity, as the New 
York Sun observed, "It could also help 

the mayor appear to be a leader on a global issue that 
could be a key topic in the 2008 presidential race, 
which Mr. Bloomberg could enter as an independent 
candidate." 

Bloomberg peddles congestion pricing as zealously 
as snake-oil. H e even taught bureaucrats from other 
cit ies—Albuquerque, Austin, Chicago, Hous ton , Indi
anapolis, Los Angeles, N e w Orleans, Philadelphia, Salt 
Lake City, San Francisco, and Tren ton—how to foist it 
on their denizens at a conference last May. 

Crystal-Ball Predictions 

Bloomberg excuses his mischief because of a study 
predicting the state of the city over the next 23 

years. Supposedly, a million new residents will enrich 
N e w York—though that's a bugaboo rather than a 
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blessing to the Malthusian mayor. Either way, crystal 
balls are notoriously wacky and wrong . In the 1960s, 
pundits predicted we'd be living underground and on 
the ocean's floor by now. And then there was the dire 
— b u t false—alarm in the late '90s about an event only 
a few years off:Y2K.Yet P l a N Y C dictates "sweeping" 
changes in N e w Yorkers' lives because of predictions for 
a quar ter-century in the future. 

O u r taxes bought this forecast from McKinsey & 
Co. , a firm that employs a bevy of very expensive 
"problem solvers" but not a single seer. N o doubt , its 
" s tudy"—the te rm court charlatans use for a guess 
gussied-up in jargon—is as wrong as the advice it gave 
A T & T in 1983, w h e n its "problem solvers" allegedly 
p o o h - p o o h e d cell-phones as a niche market. 

N o mat ter : conges t ion pricers 
treat McKinsey's guestimate as fact. 
"[Fjrankly," says H o p e C o h e n , a former 
bureaucrat w h o n o w works for the 
Manhat tan Institute, "our transporta
tion system is strained almost to the 
breaking point in many places and 
clearly will not be able to handle the 
additional million people anticipated 
to be here in the next generation." 
C o h e n brings a bureaucrat's point of 
view to this "problem": "we," she says, 
meaning herself and her friends in 
government rather than the drivers and 
taxpayers on w h o m they will exper iment , "have to start 
figuring out h o w to make our transportation system 
work better and be more efficient. Tha t includes dis
couraging unnecessary and inefficient car t r ips—espe
cially, but not only, in Manhattan." 

Against all reason and experience, the Manhat tan 
Institute and other boosters of congestion pricing insist 
that it is a "market-based" solution to traffic. But what 
entrepreneur can get away wi th charging customers 
multiple times for the same service? 

T h e free market is a poor man's best friend, supply
ing his needs and even some of his wants at prices he 
can afford, however small his budget . T h e n government 
invades. It piles on taxes, tariffs, licenses, fees, and presto: 
the poor man once again barely subsists. This alone 
brands congestion pricing as government-based, not 

market-based, because it preys on the poor, hitt ing 
them hardest. U.S. R e p . Anthony Weiner (D-NY) told 
the New York Sun, "It's going to be a rather substantial 
tax on people already struggling to make it." And 
Richard Brodsky, a Democra t in N e w York's State 
Assembly, summarized the social engineer ing inherent 
in congestion pricing: "Access to things that are tradi
tional N e w York City are being handed out on a class 
basis." Accordingly, the city's rulers are scrambling to 
ensure that congestion pricing robs only the serfs, not 
them: the NewYork Post r epor ted , "A debate has broken 
out wi th in the City Counci l over whe the r legislators— 
who ' l l soon have to weigh in on congestion pr ic ing— 
should be reimbursed for tolls w h e n they drive to City 
Hall." 

The free market is a 
poor man s best 
friend, supplying his 
needs and even some 
of his wants at prices 
he can afford, however 
small his budget. 

nd what of elderly folks? T h e 
.Christian Science Monitor quoted 

The Elderly 

A: 
"Queens Village resident Gabriella 
Krill [who] thought the proposed 
tax would be unfair on seniors w h o 
already pay heavy taxes to live in 
[ N e w York C]ity. 'Subways are 
hard—to go up and down stairs. 
Buses are hard to get out of,' she 
said." Thanks to Social Security, 
many folks subsist on fixed pittances, 
wh ich won ' t allow them to pay 

another $8—to s tar t—when they must visit their doc 
tors in Manhat tan. 

Congest ion pricers misrepresent the market w h e n 
they blame it for the higher prices their ploy will 
inflict. They swipe one of the market's aspects—charg
ing more for a scarce good, in this case space on a 
crowded road—and sever it from competi t ion, the 
unfailing safeguard against artificially high prices. Thei r 
swindle operates in a vacuum, wi thou t the feedback 
and control of compet i t ion and pricing. We have no 
recourse but to use roadways as the state decrees. 

A vocal advocate of congestion pricing is T h e Part
nership for N e w Y o r k City. Founded by David R o c k e 
feller in 1979, the Partnership is "a select group of two 
hundred C E O s ('Partners') from N e w Y o r k City's top 
corporate, investment and entrepreneurial firms. Part-
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ners are commit ted to working closely wi th govern
ment , labor and the nonprofit sector to enhance the 
economy and maintain N e w Y o r k City's position as the 
global center of commerce , culture and innovation." In 
plain English, they seek to effect the most unnatural of 
acts: interlacing Adam Smith's invisible hand with gov
ernment 's iron fist. 

Represent ing these select Partners at an "event" the 
Manhat tan Institute sponsored to p romote congestion 
pricing was president Kathryn Wylde: "We at the Part
nership ask ourselves all the t ime: W h a t is contr ibut ing 
to the cost of doing business in N e w York? "That 's easy, 
and I 'm not even a Partner, let alone their president: 
high taxes, strangling regulations, and endless bureau
cracy. But no, in the Partnership's cushy world, govern
men t is never at fault: "Higher salaries, in a way, directly 
relate to the length of commute and the difficulty of 
c o m m u t e in terms of attracting talent." 

T h e Partners also "wonder why construction costs 
are going up one percent a m o n t h in N e w York." 
Anothe r easy one: taxes, regulations, and bureaucracy, 
specifically the city's months of wi thholding the per 
mits it requires contractors to buy from it. W r o n g 
again, says our expert: "A major contr ibutor to con
struction problems and delays is traffic congestion. 
Congest ion also has a negative impact on manufactur
ing, which is an industry we've been hemorrhag ing for 
the last decade." 

Ms.Wylde rejoiced w h e n the feds handed N e w Y o r k 
$345 million of your taxes: "Federal funding provides the 
carrot that will help pay for new buses, faster subways 
and the other measures required to incentivize people to 
get out of their cars and on to public transportation." But 
N e w York City has already "incentivized" plenty, from 
frequent and exorbitant tolls to roads with more po t 
holes than paving to cops w h o snarl traffic while snarling 
at drivers. Anyone still sitting behind the wheel is there 
because public transit's disadvantages outweigh driving's, 
considerable though they are. 

Busybodies bo th political and private have hectored 
us for decades now, trying to push us onto mass transit. 
And we don ' t want to go. We overwhelmingly prefer 
the comfort , convenience, and privacy of our cars. 
Conges t ion pricing is the latest salvo in this war. "Many 

U S mayors have eyed London's success since 2003 in 
charging about $16 for drivers to enter the city at peak 
times," the Christian Science Monitor reported. "Traffic 
delay in the British capital is down about 17 percent 
and the use of mass transit is up about 16 percent. O n e 
expert calls this a 'virtuous cycle.' " 

H o w arrogant and condescending! Most of the vir
tuous are the poorer commuters w h o can't afford yet 
another automotive tax. Those secretaries and busboys, 
clerks and janitors will be reluctant customers of N e w 
York's public transit, too, under congestion pricing. The 
city's antiquated subways are dangerous, deafening, 
dirty, crowded, unreliable, uncomfortable, and incon
venient. They also frequently stink, thanks to N e w 
York's dearth of public facilities. N o wonder even the 
impecunious will brave 30-minute delays at bridges and 
tunnels and some of the nation's highest tolls. Buses are 
marginally better: they aren't usually as dangerous, deaf
ening, and dirty, but they are every bit as crowded and 
unreliable. Waiting 15 or 20 minutes for the next one is 
not unusual. Because taxes compensate the missing rev
enue w h e n ridership plummets, the city is unlikely to 
improve the system, however much of our money the 
feds throw at it. 

Chilling Objective 

Meanwhile, the Partnership has a chilling objective 
that may explain the elite fascination with mass 

transit—for other people: the Partners seek to "allow 
business leaders to work more directly wi th govern
ment and other civic groups to address broader social 
and economic problems in a 'hands on ' way." W h o 
knew that C E O s stranded in traffic is a "broader social 
and economic problem"? Powerbrokers and politicians 
wi th their chauffeurs and police escorts will no doubt 
glide about town far more pleasantly w h e n everyone 
else is banished to the subways. 

A serf's place is on a bus or train: he shouldn't be 
clogging the roads for his betters. U n d e r congestion 
pricing, taxpayers w h o refuse to submit to the subway's 
indignities (which n o w include random and warrantless 
searches), w h o prefer the freedom and independence a 
car brings, will pay for their uppity attitude. 

Yet again. ® 
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Peripatetics 

The Constitution or Liberty 
B Y S H E L D O N R I C H M A N 

E ach state retains its sovereignty, freedom, and inde
pendence, and every power, jurisdiction, and right, 
which is not by this Confederation expressly dele

gated to the United States, in Congress assembled. 
We might think those words—or words to the same 

effect—are in the U.S. Const i tut ion. But they are not . 
They are from Article II of the Articles of Confedera
tion, America's first consti tution. They could have been 
placed in the U.S. Const i tut ion but were deliberately 
left out in 1787. 

After the Cons t i tu t ion was ratified, 
something like Article II was added to the 
Cons t i tu t ion as the Tenth A m e n d m e n t . 
Unfortunately it is like Article II in the 
same sense that a whale is like a fish— 
superficially. 

T h e Tenth A m e n d m e n t says: " T h e p o w 
ers not delegated to the Un i t ed States by 
the Const i tut ion, nor prohibited by it to the 
States, are reserved to the States respectively, 
or to the people." 

T h e most significant difference is that 
Article II qualifies the word delegated wi th expressly. T h e 
Tenth A m e n d m e n t does not . T h e difference was no 
oversight. This suggests that while the Articles of C o n 
federation was a documen t of express, enumerated con 
gressional powers , the Cons t i tu t ion , contrary to 
widespread belief, was not . 

Professor Calvin H . Johnson of the University of 
Texas Law School published a paper in 2006 that sheds 
light on this subject. " T h e Dubious Enumera ted Power 
D o c t r i n e " presents formidable evidence that the 
framers had no intent ion of limiting the national gov
ernment 's powers to the 16 items listed in Article I, 
Section 8, of the Const i tut ion. 

" In carrying over the Articles' wording and struc
ture, they removed old Article II's limitation that C o n 
gress would have only powers 'expressly delegated' to 

it," Johnson wri tes . " W h e n challenged about the 
removal, the Framers explained that the expressly dele
gated limitation had proved 'destructive to the Un ion ' . 
. . . Proponents of the Const i tut ion defended the dele
tion of 'expressly ' through to the passage of the Tenth 
Amendmen t . Tha t history implies that not everything 
about federal power needs to be wr i t ten down." 

T h e Consti tut ional Convent ion operated on the 
assumption that more, not fewer, powers were needed 
for the national government than were allowed under 

the Articles. Johnson quotes some of the 
framers to indicate this attitude. " T h e evils 
suffered and feared from weakness in Gov
e rnment have turned the attention more 
toward the means of strengthening the [gov
ernment] than of narrowing [it]," Madison 
said to Thomas Jefferson. 

W h e n the convention began its work the 
delegates passed resolutions to guide the 
commit tees that were drafting particular 
sections of the document . Johnson writes 
that one such binding resolution specified 

that the new government would have every power 
enumerated in the Articles and an additional power 
(quoting the resolution):"to legislate in all Cases for the 
general Interests of the Union . " 

This is contrary to the c o m m o n view that Article I, 
Section 8, of the Const i tut ion necessarily exhausts the 
national government's powers. That view is undermined 
by several inconvenient facts. For example, the first 
clause of Article I, Section 8, states, " T h e Congress shall 
have Power To lay and collect Taxes, Duties, Imposts and 
Excises, to pay the Debts and provide for the c o m m o n 
Defence and general Welfare of the Uni ted States. . . ." 
That's a hefty grant of power that does not appear to be 
further restricted by any subsequent language. (Jefferson 
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and Madison disagreed. See Federalist 41 by Madison, 
keeping in mind that the Federalist Papers were essen
tially ad copy for the Consti tut ion and against the Ant i -
federalist opposition.) T h e 16 specific powers that 
follow don' t appear to be limits on the taxation clause 
but rather coequal provisions. 

But then why include a list of powers? Johnson 
writes: " R e a d i n g the Const i tut ion as giving a general 
power to provide for the general welfare means that the 
enumerated powers of clauses 2 through 17 are illustra
tive of what Congress may do within an appropriately 
national sphere, but are not exhaustive." 

In other words, Congress can't do whatever it wants. 
It can only act on behalf of the c o m m o n defense and 
general welfare. Thus in the eyes of the framers, the 
government would be limited, but not nearly as limited 
as today's constitutionalists believe. T h e view among the 
framers was that Congress's jurisdiction covered all 
matters national in scope, leaving local matters to the 
states. But, as Johnson writes, "bo th Madison and 
Hami l ton argued that the division be tween the federal 
and state governments was a legislative or political 
question that would be set in the future by compet i t ion 
between those governments for the loyalty of the 
people." 

Implied Powers 

We k n o w that the Const i tut ion must have con 
tained implied powers from the beginning. Art i 

cle I, Section 9, expressly prohibits Congress from 
doing certain things, such as passing ex post facto laws 
and bills of attainder, granting titles of nobility, and 
interfering wi th the slave trade until 1808. W h y would 
such prohibit ions have been thought necessary if C o n 
gress could exercise only the enumerated powers? 
Another example: T h e Fifth A m e n d m e n t limits the 
power of eminent domain, but the Const i tut ion itself 
does not enumerate any power of eminent domain. It 
must be implied. 

Johnson 's a rgument would no t be news to the 
Anti-federalists, that group of early Americans w h o 
feared the proposed Cons t i tu t ion would create an 
imperial national government wi th virtually unl imited 

power. (It should be no ted that southern Anti-federal
ists like Patrick H e n r y objected to an expanded 
national government in part because they feared the 
taxing power might be used to free their slaves. Thus 
was a good cause, decentralization of power, perhaps 
permanent ly stained by a link to the abominat ion of 
slavery Samuel Johnson had it r ight, " H o w is it that 
we hear the loudest yelps for liberty among the 
drivers of negroes?") W h e n advocates of the proposed 
Cons t i tu t ion advertised the documen t as containing 
express, enumera ted powers, the Anti-federalists and 
fellow travelers such as Thomas Jefferson scoffed. 

For example, James Wilson said: " T h e congres
sional author i ty is to be collected, no t from tacit 
implicat ion but from the positive grant expressed in 
the [Const i tu t ion] . . . . [E]verything wh ich is no t 
given [to the national government ] , is reserved [to the 
states]." 

To which Jefferson replied: "To say, as Mr. Wilson 
does that . . . all is reserved in the case of the general 
government which is not given . . . might do for the 
Audience to w h o m it was addressed, but is surely gratis 
dictim, opposed by strong inferences from the body of 
the instrument, as well as from the omission of the 
clause of our present confederation [Article II], which 
declared that in express terms." 

H o w the Consti tut ion was intended to be inter
preted and how it was in fact interpreted under the 
pressure of public opinion were initially two different 
things. As historian and economist Jeffrey Rogers 
H u m m e l explains, "To oversimplify only slightly, the 
Federalists got their Consti tut ion, but the Anti-Federal
ists de termined how it would be interpreted." For a 
while anyway. 

Calvin Johnson is happy the Constitution has implied 
powers. N o libertarian would be. But we must separate 
what the Constitution appears to say and how we evalu
ate it, and resist the temptation to let our political-moral 
views warp our reading. As Lysander Spooner in 1870 
wrote, the Constitution "has either authorized such a 
government as we have had, or has been powerless to pre
vent it." Liberty's champions have to come to terms with 
that logic. H 
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Prosecutorial Indiscretion 

B Y W E N D Y M C E L R O Y 

Last July 26 former D u r h a m C o u n t y District 
At torney Michael Nifong offered a full and 
unqualified apology for his crusade to convict 

three palpably innocent whi te D u k e University stu
dents of raping a black w o m a n in March 2006. Nifong 
acknowledged there had been "no credible evidence" 
of their guilt. Indeed, there had been exculpatory evi
dence that he had quashed. His apology was rendered 
to a judge w h o would then sentence 
h im to one day in jail and a $500 fine 
for contempt of court . H e could 
have received 30 days. 

Because the D u k e " rape" scandal 
unraveled on national television, it 
has p rompted widespread reconsid
eration of a legal doctr ine that made 
Nifong difficult to effectively sanc
t ion despite his clear misconduct . 
Absolute prosecutorial immuni ty is a 
legal doct r ine established by federal 
precedent and by federal civil-rights 
statute 42 U.S.C. § 1983; it provides 
a prosecuting at torney wi th i m m u 
nity from lawsuits or cr iminal 
charges for his acts, whe the r or not 
they constitute intent ional misconduct . T h e doctr ine is 
in tended to protect prosecutors from frivolous and 
retaliatory actions that could cripple their ability to do 
their jobs . Checks and balances in the legal system— 
for example, the power of state bar associations to dis
bar lawyers and of judges to impose sanctions like 
con tempt of cour t—are supposed to prevent abuse. 
But Nifong's conduct revealed h o w such immuni ty 
invites abuse and raised questions about what hap -

Why would a 
prosecutor abuse his 
power? There are 
several possible 
motives, including 
the fact that the 
DA s job can be a 
steppingstone to 
higher political office 

pened to those checks and balances dur ing the D u k e 
" rape" case. 

W h y would a prosecutor abuse his power? There are 
several possible motives, including the fact that the DA's 
j o b can be a steppingstone to higher political office for 
a prosecutor wi th a high conviction record or h igh-
profile cases that draw media attention. 

At the t ime of the Duke case Nifong was in a 
hotly contested campaign for DA of 
D u r h a m County , N o r t h Carolina. 
(Governor Mike Easley had formerly 
appoin ted Ni fong to the office.) 
Nifong received only 49 percent of 
the vote even though one of his o p p o 
nents was not on the ballot; a second 
one had stated that he ran only to 
oppose Nifong and would "refuse to 
serve." Nifong's slim victory depended 
on the suppor t of black voters 
w h o viewed the " rape" as a racial hate 
cr ime and so clamored for prosecu
tion. Durham's populat ion is approxi
mately 44 percent black, and tu rnou t 
in black districts was not only high 
but also overwhelmingly tor Nifong. 

In the predominantly black Precinct 42, for example, all 
but 18 votes went to him. Both the extremely powerful 
D u r h a m Commi t t e e on the Affairs of Black People and 
the People's Alliance endorsed Nifong's candidacy; bo th 
organizations wanted a trial. 

Contributing editor Wendy McElroy (wendy@wendymcelroy.com) is the 
editor of ifeminists.com and a research fellow for the Independent Institute 
in Oakland, California. 

25 J A N U A R Y / F E B R U A R Y 2008 

mailto:wendy@wendymcelroy.com
http://ifeminists.com


W e n d y M c E I r o y 

Thus Nifong's overall support in D u r h a m was weak 
and whatever strength he could flex as DA was tied to a 
promise to prosecute. 

Moreover, Nifong's highly unusual conduct in the 
early stages of the case raised speculation about 
whe the r he wished to use the prosecution as leverage 
into a more powerful office. Even before indictments 
had been handed down, Nifong gave several dozen 
interviews to national media in which he declared his 
absolute belief that whi te members of the D u k e 
lacrosse team had raped a black woman . T h e case cata
pulted him into national prominence as a protector of 
w o m e n and minorit ies. 

In short, Nifong had a vested interest in prosecuting 
whe the r or not evidence or law could support a trial. 

From the very beginning his abuse 
of office p rompted c o m m e n t among 
legal analysts. For example, the spectacle 
of a DA on a media tour immediately 
raised questions of whe the r Nifong was 
"pollut ing the j u ry poo l"—or , rather, 
the potential j u r y pool, since no one 
had then been indicted. 

Ult imately, his abuses of office 
included: the order ing of a police iden
tification that was tainted because the 
"pho to l i ne -up" consisted only of the 
lacrosse team; relying on the testimony 
of the only eyewitness (Kim Rober t s , 
" the second str ipper"), whose story 
changed dramatically several t imes; 
refusing to consider the well-estab
lished alibi of one of the accused (Reade Seligmann) or 
to meet wi th defense attorneys; not interviewing the 
alleged rape victim (Crystal Mangum) of w h o m he had 
proclaimed to the media, "I believe her"; and, quashing 
exculpatory D N A tests. 

In these and other abuses, Nifong undoubtedly drew 
confidence from the doctr ine of absolute prosecutorial 
immuni ty that protected h im against criminal and civil 
consequences for acts commit ted as DA. But why did 
the other checks against abuse not click into place? 

First, what happened wi th the N o r t h Carolina State 
Bar Association? As the agency that regulates lawyers, 
it has the ability to impose sanctions ranging from a 

Nifong undoubtedly 
drew confidence from 
the doctrine of 
absolute prosecutorial 
immunity that 
protected him against 
criminal and civil 
consequences for acts 
committed as DA. 

reprimand to a revocation of license. A local newspa
per, the News and Observer, reported on December 3, 
2006, "Public record requests . . . uncovered at least 17 
complaints concerning D u r h a m District At torney Mike 
Nifong to the N . C . State Ba r . . . .The complaints accuse 
Nifong of saying too much to the news media and of 
mishandling the investigation." Because such c o m 
plaints become public only w h e n copied to the gover
nor or attorney general, there may be many more than 
17. T h e N o r t h Carolina State Bar did not act, which 
may have been appropriate depending on the nature of 
the complaints. Nevertheless, state bar associations have 
reputations for being reluctant to sanction their own, 
especially district attorneys. 

Judges also have the power to sanction in several 
ways, including the dismissal of 
charges and holding lawyers in con
tempt. In N o r t h Carolina a judge 
can remove a district attorney from 
office for extreme and "willful mis
conduct." Unti l the revelation that 
he had suppressed exculpatory 
D N A evidence, however, the vari
ous judges on the case did not seem 
inclined to curb Nifong. In an essay 
titled "Recons ide r ing Absolute 
Prosecutorial Immuni ty" (Brigham 
Young University Law Review, 2005), 
legal scholar Margaret Z . Johns 
explains, "As the thousands of 
appellate findings of prosecutorial 
misconduct show, trial judges fail to 

protect the defendant from misconduct. Even when the 
trial court catches the misconduct and has the power to 
remedy the situation, the offending prosecutor is rarely 
identified publicly. This problem is exacerbated in states 
where judges stand for election." 

Political Restraint 

Political pressure can also serve as a restraining fac
tor. This would have been particularly true with 

Nifong, a political appointee during the early stages of 
the case. But Governor Easley is a fellow Democra t 
w h o relies on the same voter bloc as Nifong. State 
Attorney General (AG) R o y A. Coope r could have 
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acted, but he is also a Democra t . Moreover, C o o p e r 
may have had larger political ambitions; Easley became 
governor after serving as AG. Indeed, before the D u k e 
case Coope r was ment ioned as a possible Democrat ic 
candidate for governor. Since the collapse of the case he 
has announced his intent ion to run for re-election as 
AG this year. O t h e r officials were similarly disinclined 
to exert pressure. Bill Bel l—then mayor of D u r h a m — 
commented , "By and large, people want it [the case] to 
be decided in court." As a Democra t and a black, Bell 
also drew on the same voter bloc as Nifong. 

In short, the usual checks against abuse of immuni ty 
did not work. Those w h o should have exercised restraint 
even ignored appeals from U.S. Rep . Walter Jones 
( R - N C ) w h o eventually wrote t h e n - U S . Attorney Gen
eral Alberto Gonzales to request a federal investigation. 

It was only in December 2006, in the wake of a 
sharp public backlash against Nifong's behavior, that the 
agencies and individuals responsible for oversight began 
to exercise restraint. T h e specific event: at a pretrial 
hearing, Brian W. M e e h a n — t h e director of the private 
•lab that performed D N A testing on the rape evi
dence—stated that he had found sperm and other 
D N A material from several men, none of w h o m were 
the accused. M e e h a n reported the results to Nifong, 
w h o chose to omit t hem from the summary report that 
he tu rned over to the defense attorneys. 

O n e week later Nifong dropped all rape charges, but 
proceeded with two other counts of kidnapping and 
sexual assault. It was too little too late; the defense 
attorneys n o w had the necessary ammuni t ion to effec
tively ask for sanctions against Nifong and to seek his 
removal from the case. 

Nevertheless, Nifong was still largely protected by 
the doctr ine of absolute prosecutorial immunity. Any 
action that the falsely accused contemplated would also 
confront Nifong's immuni ty as a prosecutor. 

T h e key qualification is the word "prosecutor," and 
it may provide loopholes through which criminal 
and civil actions against Nifong by the accused are still 
possible. 

Here the main question about Nifong's immuni ty is 
not whe the r he commit ted misconduct , but what func
tion he was serving w h e n he did so. Specifically, was 
he acting in the role of prosecutor? 

P r o s e c u t o r i a l I n d i s c r e t i o n 

Court Rulings 

The U.S. Supreme Cour t case Imbler v. Pachtman 
(1976) is often cited in discussion of prosecutorial 

misconduct . In its decision the court distinguished 
be tween "those aspects of the prosecutor's responsibility 
that cast h im in the role of an administrator or inves
tigative officer rather than that of advocate" (that is, a 
prosecutor). Depend ing on the function he or she is 
per forming , a gove rnmen t official receives ei ther 
absolute or qualified immunity. It is only in the role of 
prosecutor that a DA has absolute immunity. O t h e r 
wise, his immuni ty is qualified. 

T h e difference be tween the two immunit ies is this: 
absolute immuni ty absolves the prosecutor from liabil
ity even for malicious acts; qualified immuni ty only 
shields the prosecutor if he or she has not violated 
clearly established law with wh ich the prosecutor 
should have been familiar. U n d e r qualified immuni ty 
Nifong would be open to charges of misconduct . 

In short, Nifong's legal vulnerability hinges on the 
role he was playing w h e n he acted, not on the actions 
he took. Did he act as a prosecutor, an investigator, or 
an administrator? Consider the press conferences held 
by Nifong; most of them occurred before an indict
ment had been sought—that is, before he functioned in 
the role of a prosecutor. T h e case was in the investiga
tive phase. If the defense can prove Nifong knowingly 
made false and prejudicial statements to the media 
then, prosecutorial immuni ty won ' t necessarily protect 
h im against a civil suit for libel. 

Consider also the tainted pho to identification on 
which the indictments drew. It was widely reported 
that Nifong directed the police to violate their own 
suspect-identification procedures by omit t ing n o n -
suspects (men w h o were not members of the lacrosse 
team) from the pho to l ineup; then the accuser was 
told that all photos were of players w h o had been at 
the scene of the alleged rape. If this is true, then 
Nifong acted as an investigator and has only qualified 
immunity. 

T h e very fact that it is necessary to j u m p through 
hoops to address Nifong's blatant abuse, however, h igh
lights the problems wi th granting a pr ior i and blanket 
immuni ty to anyone in power. 
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Political Environment 

First, the checks do not work and cannot be 
expected to work in a political environment or in 

the presence of vested interests. W i t h Nifong it required 
nat ionwide public fury and the equivalent of a smoking 
gun in one hand and a confession in the other for over
sight to commence . 

Second, the victims are re-vic t imized by the 
extreme lengths to which they must go to receive resti
tut ion if, indeed, restitution is open to them at all. 

If prosecutorial misconduct were rare, the situation 
might not be so disturbing. But recent studies indicate 
that the problem arises wi th some frequency. 

Again in "Recons ider ing Absolute Prosecutorial 
Immunity," Margaret Johns observes, "[A] 2003 study 
presents alarming evidence of the fre-
quency of prosecutorial misconduct 
resulting in the wrongful conviction of 
hundreds of innocent people." T h e ref
erenced study is a report from the 
Cen te r for Public Integrity, wh ich 
found that since 1970 there have been 
over 2,000 cases in which prosecutor
ial misconduct was deemed sufficiently 
prejudicial to require the dismissal of 
charges, the reversal of convictions, or 
reduct ion of sentences. In 513 other 

cases, dissenting and concurr ing court 
opinions discussed possible misconduct . In thousands of 
other cases prosecutorial misconduct was found by 
appellate courts that, nevertheless, upheld convictions. 
Given h o w difficult it is to prove misconduct and how 
resistant the system can be toward sanctioning "its 
own," those figures are probably low. 

Johns continues, "This conclusion [that prosecutor
ial misconduct is a frequent occurrence] is reinforced 
wi th the ongoing investigation by the Innocence P r o 
ject . . . wh ich reported that, as of January 2005, 154 
people w h o served t ime in prison for crimes they did 
not commit have been exonerated by D N A evidence. 

The checks do not 
work and cannot be 
expected to work 
in a political 
environment or in 
the presence of 
vested interests. 

In many of these cases, prosecutorial misconduct con
tr ibuted to the wrongful convictions. . . . [ 0 ] n e can no 
longer dismiss the problem of prosecutorial misconduct 
as infrequent nor pretend that sufficient safeguards exist 
in the system to protect the innocent from wrongful 
convictions." 

Indeed, since the Nifong scandal, recent media 
attention has focused on other cases that appear to 
involve overzealous prosecution if not outright miscon
duct. 

A reconsideration of this legal doctr ine is long over
due. Wrongful convictions are human tragedies not 
only to the one convicted but also to his or her family; 
they also mean, when an actual crime has been com
mitted, that the guilty party has remained free to b ru -

talize again. 
Absolute immuni ty was never 

meant to protect the suppression of 
evidence, dilute police procedure, or 
allow flagrant violat ion of civil 
rights. But for unethical and ambi
tious attorneys it has become a blank 
check on the misuse of power. T h e 
cited study from the Center for P u b 
lic Integrity provides a fascinating 
statistic. It found that of the 2,000 
established cases of prejudicial prose-
cutorial misconduct, in only 45 cases 

were the attorneys disciplined, and none were cr imi
nally prosecuted. So even though prosecutorial miscon
duct may be more c o m m o n than suspected, there exists 
no corrective mechanism or deterrent, little accounta
bility, and rarely a civil remedy. 

T h e way to solve the problem is to remove absolute 
immuni ty and make prosecutors accountable for their 
intentional bad acts or for acts they should have known 
were violations of law. Allow their victims to file 
civil suits. Prosecutors should not receive more protec
t ion than other individuals for their misconduct; 
indeed, they should be held to a higher standard. @ 
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Our Economic Past 

Madison's Veto Sets a Precedent 
B Y B U R T O N F O L S O M , J R , 

Today, w h e n a president looks at a spending bill 
that has passed Congress, he typically asks, 
" H o w will this help my party gain votes?" and 

" W h a t interest groups will this br ing to my side?" 
Sometimes, w h e n m o d e r n presidents are more ph i lo 
sophical, they ask, "Wil l this spending help the econ
omy, or advance the nation's interests?" 

O u r first presidents approached spending bills very 
differently. T h e first question they usually asked was, 
"Is this spending constitutional?" On ly if the answer 
was yes would they then ask if it was wise, if it would 
benefit the nation, or if it would gain votes. 

These early presidents v iewed the 
Const i tut ion as a b inding document that 
separated the powers of government for a 
purpose. Only if power were decentral
ized, they argued, could tyranny, high 
taxes, and gove rnmen t oppression be 
avoided. Thus Article 1, Section 8, of the 
Cons t i t u t ion restricted the power of 
Congress to spend taxpayer dollars to a 
limited number of items, mainly national 
defense. 

An example of h o w early presidents 
adhered to the Const i tu t ion—even w h e n 
it would have been politically expedient to do o ther 
wise—is the issue of federal aid for internal improve
ments, the building and improving of roads, canals, and 
waterways in our n e w nation. T h e Const i tut ion does 
not grant Congress the right to appropriate funds for 
roads and canals. T h e Founders did recognize that 
improving our highways was essential for economic 
development, but they believed that states or private 
companies should do the work; neither good govern
men t nor just results occurred w h e n the people in 
Georgia could be taxed to build a canal in N e w Y o r k . 

T h e problem, of course, is that congressmen in N e w 
York had incentives to argue that federal funds could be 

James Madison (1751-1836) 

used profitably and in the national interest to build the 
Erie Canal. Since votes in the large state of N e w York 
were pivotal in many presidential elections, our early 
presidents had to decide whe the r to chase votes or fol
low the Const i tut ion. Sometimes our presidents failed 
the test. For example, President Thomas Jefferson sup
por ted the construction of the inefficient National 
R o a d from Maryland to Illinois. 

James Madison, w h o followed Jefferson as president, 
seems to have supported the National Road , but he 
learned from the experience. H e directly confronted 
the issue of federal aid to internal improvements in his 

next-to-last day as president. Congress had 
passed what was labeled the Bonus Bill of 
1817, which would have used federal 
funds to build roads and canals across the 
nation. Madison responded with a thun
dering veto. "I am constrained," he said, 
"by the insuperable difficulty I feel in rec
onciling the bill wi th the Constitution." 

Madison admitted the bill would p rob 
ably help his country, but then he 
observed that "such a power is no t 
expressly given by the Const i tu t ion . . . 
and can not be deduced from any part of 

it wi thou t an inadmissible latitude of construction and 
a reliance on insufficient precedents." 

T h e promoters of the bill in Congress had argued 
that building roads and improving rivers at federal 
expense would "render more easy and less expensive 
the means and provisions for the c o m m o n defense." 
Madison retorted: "To refer the power in question to 
the clause ' to provide for the c o m m o n defense and 
general welfare' would be contrary to the established 
and consistent rules of interpretation." H e added: "Such 
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a view of the Const i tu t ion would have the effect of 
giving to Congress a general power of legislation 
instead of the defined and limited one hi ther to under 
stood to belong to them, the terms ' c o m m o n defense 
and general welfare' embracing every object and act 
wi th in the purv iew of a legislative trust." 

Madison concluded that twisting the General Wel
fare clause in this way "would have the effect of sub
jec t ing bo th the Const i tut ion and the laws of the 
several States in all cases not specifically exempted to be 
superseded by laws of Congress." 

These words from Madison carry except ional 
weight because he was a chief architect of the U.S. 
Const i tut ion. At the convention in Philadelphia in 
1787, Madison sat in front of the p re 
siding officer. H e never missed an 
important speech, and he took copi
ous notes on the proceedings. W h e n 
he says that the General Welfare 
clause cannot be used to give C o n 
gress "a general power of legislation 
instead of the defined and limited 
one," he is echoing the original intent 
of the Founders . 

Even so, Madison's veto may have 
surprised Congress because earlier he had conceded 
that "establishing th roughout our country the roads and 
canals . . . can best be executed under the national 
authority. N o objects wi th in the circle of political 
economy so richly repay the expense bestowed u p o n 
them." Madison believed, however, that the country was 
bet ter off following the Const i tut ion rather than twist
ing its meaning to secure more rapid economic growth. 
If we want federal road-building, then pass a consti tu
tional amendmen t to permi t it. 

Madison's principled veto of the Bonus Bill of 1817 
set a precedent that lasted for generations. T h e Erie 
Canal, for example, never received federal funds. In 
1830, however, Congress tested the resolve of President 
Andrew Jackson wi th the Maysville R o a d Bill, which 
would have used federal funds to build a turnpike in 
Kentucky. 

Madison's principled 
veto of the Bonus 
Bill o f l 8 1 7 s e t a 
precedent that lasted 
for generations. 

vetoed the bill. Sure, the proposed turnpike might be 
economically sound, Jackson conceded, but if the 
country used federal funds to build a turnpike in Ken
tucky, "there can be no local interest that may not with 
equal propriety be denominated national." H e echoed 
Madison by adding, "A disregard of this distinction 
would of necessity lead to the subversion of the federal 
system." 

Madison and Jackson were also following George 
Washington's advice in his Farewell Address. "[Avoid] 
the accumulation of debt," Washington admonished, 
"no t only by shunning occasions of expense, but by 
vigorous exertions in t ime of peace to discharge the 
debts which unavoidable wars have occasioned, not 

ungenerously throwing upon posterity 
the bu r then wh ich we ourselves 
ought to bear." 

Debt Retired 

During Jackson's presidency the 
Uni ted States fulfilled Washing

ton's request and retired all its national 
debt. In large part, Jackson argued, the 
new annual surpluses reflected the 
frugality exemplified by refusing to 

use federal funds for internal improvements. T h e gov
e rnment had raised a small amount of revenue each 
year through tariffs, the sale of land, and excise taxes, 
especially on whiskey. But the nation had followed the 
Const i tut ion and limited spending mainly to national 
defense—two wars wi th Britain and occasional Indian 
removal. 

In Jackson's veto of the Maysville Road , he observed 
that on " the national debt we may look with confi
dence to its entire extinguishment in the short period 
of four years." We were a nation "free from debt and 
with all her immense resources unfettered! Wha t a salu
tary influence would not such an exhibit ion [of 
restraint] exercise upon the cause of liberal principles 
and free government throughout the world!" 

James Madison, w h o lived to see the national debt 
removed, could point to his veto of the Bonus Bill as 

Jackson scrupulously followed Madison's lead and crucial in this achievement. 
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The Game of Politics 

B Y G E O R G E C. L E E F 

I n a recent co lumn in Metro magazine, published in 
Rale igh, N o r t h Carolina, the former chancellor of 
the University of N o r t h Carolina at Wi lming ton , 

J im Leutze, lamented that "calling for conservation [is] 
like shout ing d o w n a well." H e is unhappy that the 
state legislature has so far resisted proposals to increase 
taxes to fund the kinds of conservation projects he 
favors. 

His piece gives a wonderfully clear view into the 
mind of a m o d e r n political " l ibera l"—someone w h o 
thinks it's good to impose taxes on the citizens of a state 
so politicians will have e n o u g h 
money to do what they want. That's 
the game of politics. 

Leutze is alarmed that "we are los
ing 277 acres of natural or agricultural 
land every day to development ." 
Phrasing it that way makes it sound as 
though a black hole were sucking 
away precious N o r t h Carolina real 
estate. I would like to suggest an alter
native and less alarming view: owners 
of agricultural or natural land sell 277 
acres of land per day to people w h o believe that they 
can profit by building something on the land. I don' t 
see why we should wor ry about voluntary transactions 
in which bo th buyer and seller expect to be better off. 
W h e n people take raw materials (iron ore or trees, for 
example) and use them to make products, we don' t say 
that the resources have been "lost to development" but 
instead understand that they have been transformed 
into a different, more valuable state. I submit that we 
should look at real-estate sales the same way. 

Now, just what is it that Leutze wants to conserve? 

I don't see why we 
should worry about 
voluntary transactions 
in which both buyer 
and seller expect to 
be better off. 

For one thing, he wants to ensure that we cont inue to 
have enough "open space." In the abstract, that sounds 
desirable, but is there any possibility that N o r t h Car
olinians would ever not have enough open space if the 
sort of land sales discussed above continue? I don' t see 
how. There are new developments going in all around 
Raleigh, but I have never for a second felt a shortage of 
open space. I didn't even feel any shortage of space 
w h e n I spent a weekend in NewYork City recently, and 
no part of N o r t h Carolina is ever going to be as 
heavily populated as N e w York. If this is really one of 

Leutze's concerns, all right, but it isn't 
one of this taxpayer's concerns. 

A n o t h e r th ing Leutze worr ies 
about is the decline in fish houses 
along the coast. H e writes, " T h e 
salty-talking, sun- tanned , gnar led-
handed, squinty-eyed, i ndependen t 
waterman is a valued part of our cul
ture as captured in song and legend. 
But you better take a quick look 

because his way of life is be ing 
squeezed out. To take only the aspect 

of the problem relevant to this article, be tween 2000 
and 2006, 39 of the 117 fish houses closed or were up 
for sale. That is a 33.3 percent decline." 

Perhaps to someone from around Wi lmington , fish 
houses and the colorful characters w h o frequent them 
are charming, but—sorry—this taxpayer couldn't care 
less. Whatever a fish house is, to me it isn't a "beloved 
landmark," and if the people w h o own them choose to 
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sell their properties, that doesn't make my life one bit 
worse. T h e same is t rue about the decline of other old-
fashioned commercial enterprises, like barbershops and 
drive-in movies. O n c e they're no longer economically 
viable, I see no reason to keep them around for the sake 
of nostalgia. 

N o n e of Leutze's enthusiasms would matter to me if 
it weren' t for his proposed way of satisfying them. H e 
wants the government to increase taxes to accumulate 
funds so the state can purchase and conserve property. 
As I see it, that is simply using the coercive power of 
the government to force everyone to give up some 
money so that conservationists can get what they want 
at little expense to themselves. 

Leutze advocates increased taxes 
on a variety of things, including real-
estate conveyances, building permits, 
and restaurant meals. T h e new taxes 
would only add a little bit to our cost 
of living in the state, he observes, so 
why not use t hem so the government 
can afford more conservation? 

That's m o d e r n liberalism for you. 
Let's forcibly extract a little more 
from the wallets of the people so 
public officials can do "good things" 
with the money. T h e trouble is, there 
is no end to the demands that interest 
groups make for the government to do "good things," 
and as a result, the tax burden continues to climb and 
climb. Focusing on the supposed benefit of saving fish 
houses and having more open space, Leutze ignores the 
fact that millions of individuals w h o have their own 
unique goals would be forced to give up some of their 
wealth to pay for conservation that is of no importance 
to them. 

I can see n o justification for employing the coercive 
power of the government against taxpayers just so a 
few individuals can bask in the warm feeling that they 
have done something for "society." Tha t the amounts 

There is no end to 
the demands that 
interest groups make 
for the government 
to do "good things," 
and as a result, the tax 
burden continues to 
climb and climb. 

involved are small (for example, a 1 percent restaurant 
meal tax) is just as irrelevant to the morality of this as 
it would be for a worker w h o steals from his employer 
to say, "I only take little things that will hardly be 
missed." 

The Moral Alternative 

There's an alternative to the use of government 
coercion. Those w h o want to conserve open 

space, fish houses, drive-ins, or anything else can 
attempt to raise the money through private contr ibu
tions. T h e Nature Conservancy buys land that way. 
Leutze could set up a Save the Fish Houses Fund and 

ask for donations. That would no 
doubt be harder than impor tuning 
the politicians to raise taxes and buy 
the land he wants to protect from 
development, but it has the virtue of 
being morally respectable since it 
requires no coercion. 

It might also work better. Years 
could elapse before the General 
Assembly acts, but if Leutze and o th 
ers w h o share his concerns wanted to 
pool their money, they could probably 
buy a fish house next week. 

Looking to government to accom
plish social objectives through coer

cion is a bad habit many Americans have gotten into. 
People easily convince themselves that the things 
they want are really h igh-minded benefits for the 
whole of society, and so they play the political game of 
pleading with elected officials to spend tax dollars 
according to their vision. Tha t leads to a heavily politi
cized country where t remendous resources are squan
dered on campaigning and lobbying—and where taxes 
keep increasing. 

We would be much better off if the government 
stuck to the few tasks necessary to protecting people's 
rights and left everything else to voluntary efforts. (§| 
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Volunteer Railways in Britain 

B Y J A M E S L. P A Y N E 

I n 21st-century England you don' t expect to find a 
fireman shoveling coal into a steam locomotive, but 
that's what 59-year old Paul R i m m e r does. D u r i n g 

his shift on the N o r t h Yorkshire Moors Railway, he 
heaves two tons of coal from the tender of engine 
45212 into its roaring firebox, a tougher j o b than 
almost any in m o d e r n Britain. If encounter ing a real 
live locomotive fireman is unusual, consider this second 
surprise: Paul is a volunteer, devoting one week a 
m o n t h to his backbreaking, fiery 
labors. He's part of the m o d e r n 
British movement relying on philan
thropy and volunteerism to save his
toric railroads. 

In 1948 the British government 
took over ownership of all the rail
roads. Socialist theory had it that gov
e rnment management would make 
for greater efficiency, but the reality 
proved to be the opposite. T h e rail
roads drowned in a sea of red ink, and 
the government responded by closing 
branch lines, one after the other. In 
the per iod between 1962 and 1969, active railroad 
mileage dropped from 17,500 to 12,100. 

T h e affected communit ies protested the loss of serv
ice, but w h e n political means failed, local activists and 
philanthropists stepped in to buy and operate the rail
roads themselves. They formed nonprofit organizations, 
or "chari t ies" as the British call them, to preserve a dis
tinctive part of their local history. 

Today, there are scores of these "heri tage railways" in 
the country, some 57 standard-gauge lines and 42 
narrow-gauge ones. T h e N o r t h Yorkshire Moors Ra i l -

Socialist theory had 
it that government 
management would 
make for greater 
efficiency but the 
reality proved to be 
the opposite. 

way ( N Y M R ) , founded in 1973, is one of the largest 
and most successful. It runs eight trains a day on a reg
ular schedule th roughout the year on a standard-gauge 
line, climbing from the seacoast town ofWhi tby on the 
N o r t h Sea through the Yorkshire Moors National Park 
to the town of Pickering, an 18-mile route. Like most 
heritage railways, it relies heavily on volunteers w h o 
serve as engineers, firemen, conductors , station man
agers, and signal operators. Each station also has a vol-

unteer maintenance crew that repairs 
and paints equipment and buildings. 
W h e n I visited the Pickering station 
last summer the volunteer main te 
nance crew was refurbishing the bag
gage shed, paint ing it wh i t e and 
green, the official colors of the rail
road back in the 1930s. In addition to 
some 200 volunteers, the N Y M R has 
a substantial paid staff of workers in 
management , marketing, gift shops, 
and track and engine maintenance. 

A n o t h e r railway I visited, the 
Bol ton Abbey and Embsay line, is 

almost entirely volunteer- run. It has only three paid 
staff members , including a manager, a shops manager, 
and a par t - t ime secretary; all the other jobs are done by 
some 60 volunteers. T h e day I visited I found the vol
unteer crew in the carriage-restoration shop hard at 
work. Thei r supervisor is Peter Barry, a firefighter in 
Leeds before he took early retirement. H e has been vol
unteer ing for nine years, working three days a week in 
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the carriage shop, as well as working at night doing 
paperwork for the operation. I asked him about his 
motivation for volunteering. 

"I always loved trains," he said. O n e experience 
especially moved him. Several years before he started 
volunteering, he took his grandson to ride a steam 
train. H e saw that the boy was enthralled by the sights, 
noises, and smells (the dominant odor, by the way, is the 
smell of your mother 's steam iron). "I tell you, tears 
came d o w n my eyes," he said, drawing his fingertips 
down his cheeks. "And I was just so grateful that some
body had gone to the trouble to save these trains, so 
that my grandson and I could have this experience." 

Anothe r motive for the 
volunteers is the cama
raderie, which I could see as 
the m e n worked and joked 
together. They often gather 
in the evenings at the pub, 
Peter said, where they stand 
out as an unusually convivial 
group. 

" O n e night the barmaid 
asked m e — s h e couldn ' t 
unders tand w h y we were 
carrying on so—'wha t do 
you have in c o m m o n , you 
seem to be such good 
friends?' " 

Heri tage railways are part of the tourism and enter
ta inment industry. T h e startup and acquisition costs are 
covered by fundraising, subscriptions, and major philan
thropic gifts, but once operational, they get most of 
their income from the tourists and railroad fans w h o 
want to ride them. O n a typical road like the N Y M R 
and Bol ton Abbey lines, this business amounts to several 
hundred thousand riders a year. They further cater to 
the tourist traffic wi th restaurants and gift shops in the 
stations, luxury dining trains, and special events like 
Thomas the Tank Engine day (when the smiley-face 
locomotive, made popular in the children's books, is 
brought in). 

A n o t h e r significant source of i ncome are f i lmmak
ers. Steam engines make great visuals, and studios 
filming per iod dramas hire the railways to shoot 

The North Yorkshire Moors Railway, one of Britain's most successful 
heritage railways. (Photo by Rob Lyne) 

footage. T h e N o r t h Yorkshire Moors Railway has been 
used for Brideshead Revisited, All Creatures Great and 
Small, and J. K. Rowling 's Harry Potter and the Philoso
pher's Stone. 

In general the heritage railways get no tax funds to 
cover operating costs. Sometimes, government or quasi-
governmental units make grants for property acquisi
tion and capital projects. For example, the Bolton 
Abbey line got $600,000 from the European C o m m u 
nity Development Fund to build an engine shed. 

T h o u g h their financial support comes from a variety 
of sources, volunteers are the soul of the preserved rail
ways. Some 23,000 volunteers nat ionwide founded 

them and direct them. Like 
Paul R immer , some shovel 
coal; others man ticket 
booths, work in gift shops, 
repair carriages, and inspect 
track. O n occasion, volun
teers have constructed road
bed, taking up pick and 
shovel to clear a path for 
their beloved trains. 

There may be a larger 
social lesson here. The usual 
debate over how to provide 
public services sees only 
two possible systems: capi
talism or socialism. In their 

200 years of history, the railroads in Britain have fol
lowed a shifting mixture of these models, and neither 
one has proven to be entirely satisfactory. Both have 
faced an underlying political dilemma: H o w do you get 
customers to pay for monopoly- type services wi thout 
suspicion and resentment? 

U n d e r socialism railroads are subsidized, that is, paid 
for through taxation. People don' t like that because 
they don' t like having money taken from them against 
their will, and they get especially resentful when their 
tax money supports inefficiency, featherbedding of 
workers, and overpaid administrators. It was this dissat
isfaction that led, after some 40 years of state control, to 
the privatization of the railroads in 1993. 

Capitalism has the advantage of being efficient, but 
that doesn't make the public any happier. The problem 
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is that the premise of capitalism is financial self-interest: 
everyone involved in the enterprise is expected to be 
selfishly extracting the max imum benefit for himself. 
Hence , the consumer sees his money going to seem
ingly excess profits for investors and lavish salaries for 
administrators. This resentment is especially noticeable 
on British railways today. T h e private companies that 
have leased the railways run them fairly well, but their 
complex fare schedules and seemingly high prices lead 
many travelers to believe they are being gouged by p r i 
vate firms trying to maximize profits. T h e result is that 
many Britons look fondly at the idea of re-nationaliz
ing the railroads, believing that that 
would take greed out of the picture. 
But of course it would br ing back the 
inefficiency of having no b o t t o m line. 

T h e heritage railways have bypassed 
this di lemma. They represent a third 
system, which we might call vo lun
tarism. This model has generally not 
been recognized in the debates on 
social and e c o n o m i c organizat ion 
because of the complexi ty and 
breadth of the motives it involves. 
Socialism and capitalism are easier to 
theorize about because they rest on 
simple, narrow motives. In the case of 
socialism, the motive is fear. T h e gov
e rnment is assumed to k n o w what is 
best, and it forces people to obey its decisions by threat
ening them wi th violence against their person or p rop 
erty. It's easy to understand h o w the fear of going to 
jail will make people pay taxes to fund government 's 
railroads. 

Material Self-interest 

With capitalism, the motive is also simple and 
basic: material self-interest. Again, we can read

ily grasp h o w the desire for money will motivate busi
nessmen to provide a public service. 

Voluntarism, on the other hand, rests on the c o m 
plex and rather subtle motives we might characterize as 
self-expression. These include idealism, generosity, 

The world has yet to 
recognize and value 
voluntarism as an 
independent 
approach. Hence 
voluntarism, when 
it occurs, happens 
unintentionally, 
by default. 

sociability, and a sense of achievement. These motives 
are hard to define and measure, so we tend to discount 
them w h e n thinking about social organization. We tend 
to be skeptical that an organization based on " m e r e " 
charity or enthusiasm or friendship could accomplish 
anything significant. But , as the volunteer railroads 
demonstrate, these impulses certainly can have impor 
tant, socially useful effects. 

D o the heritage railways point the way to a brighter 
future w h e n more public services will be based neither 
on the coercion of the state nor on the economic self-
interest of owners? It's an ideal wor th working toward, 

but optimism needs to be tempered 
wi th caution. T h e problem is, as we 
just noted, that the world has yet to 
recognize and value voluntarism as an 
independent approach. Hence volun
tarism, w h e n it occurs, happens un in 
tentionally, by default. This was how 
the her i tage railways got started. 
Thei r founders did not reject social
ism and capitalism and consciously 
devise organizations based on self-
expression. They turned to volun
tarism because they didn ' t have 
enough political clout to get subsidies 
and could not interest investors in 
these uneconomic small lines. 

Lacking a philosophic commi t 
men t to voluntarism, the heritage railways may be 
unable over the long run to sustain their volunteer 
character. It is possible that several generations from 
n o w these groups will have lost their idealism and 
become income-maximiz ing commercial firms or tax-
subsidized branches of government . 

But for the present, these railways provide a remark
able, real-world demonstrat ion that h u m a n beings are 
capable of operating a public service grounded on 
motives of self-expression. And, j udg ing from the 
enthusiasm I saw on faces in the stations and on the 
trains, these organizations have found a way, for perhaps 
the first t ime in British history, to make passengers love 
their trains. (#) 

35 J A N U A R Y / F E B R U A R Y 2008 



Give Me a Break! 

Don't Look to Government 
to Cool Down the Planet 
B Y J O H N S T O S S E L 

Recently on " 2 0 / 2 0 " I said "give me a break" to 
Al Gore for claiming that the global-warming 
debate is over and suggesting that all dis

senters were in it for the money. I interviewed inde
pendent scientists w h o say Gore is wrong. 

Some people were relieved to finally hear the other 
side: " T h a n k you, thank you, thank you for your report 
on climate change. . . . I 'm sick of hearing ' the debate's 
over' and wri t ing anyone w h o dif
fers off as a nut. This report showed 
the t rue nature of the debate and 
true lack of consensus, something 
you can't get anywhere else." 

Others were just mad: "Your 
2 0 / 2 0 report on Global Warning 
made me sick. . . . Your sarcastic 
ridiculing of Al Gore . . . I have lost 
all respect for you and your repor t 
ing." 

Yes, the globe has warmed, but 
whe the r severe warming is i m m i 
nent and whe the r h u m a n beings are 
causing it in large degree are 
empirical questions that can't be 
answered ideologically. T h e media 
may scream that " the science is in" 
and the "debate is over," but in fact 
it continues vigorously, wi th cre-
dentialed climate scientists on both 
sides of the divide. T h e Intergov
ernmental Panel on Climate Change ( IPCC) may pres
ent a "consensus view of scientists," but the "consensus" 
is not wi thou t dissent. 

"Consensus is the stuff of politics, not science," says 
Paul Re i t e r of the Pasteur Institute. 

T h e scientific process ought to be left to play itself 
out wi th as little political bias as possible. Politically 
influenced research is poison to science. 

Al Gore 
i'roK. I v i Jto!! v \ 

Part of the problem is the I P C C itself. Re i te r points 
out, "It's the inter-governmental panel on climate 
change. It's governments w h o nominate people. It's 
inherently political. Many of the scientists are on the 
I P C C because they view global warming as a problem 
that needs to be fixed. They have a vested interest." 

Phillip Stott, professor of biogeography at the 
University of London, says that the global-warming 

debate has become the new "grand 
narrative" of the environmental 
movemen t . "It's someth ing for 
people to get excited about and 
protest. It's more about emot ion 
than science." Whi le the scientists 
thrash things out, what are the rest 
of us to do? 

The re are good reasons to 
begin with a presumption against 
government action. As coercive 
monopol ies that spend o ther 
people's money taken by force, 
governments are uniquely unqual
ified to solve problems. They are 
riddled by ignorance, perverse 
incentives, incompetence, and self-
serving. T h e synthetic-fuels p ro 
gram dur ing the Car te r years 
consumed billions of dollars and 

wt> v c-aiiTHw Attribi* r, 2 $ was finally disbanded as a failure. 
The push for ethanol today is 

more driven by special interests than good sense—it's 
boosting food prices while producing a fuel of dubious 
environmental quality. 

Even if the climate really needs cooling down, 

John Stossel is co-anchor of ABC News' "20/20" and the author of 
M y t h , Lies, and D o w n r i g h t Stupidity: Get O u t the S h o v e l — W h y 
Every th ing You K n o w is W r o n g , now in paperback. Copyright 2007 
by JFS Productions, Inc. Distributed by Creators Syndicate, Inc. 
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government can't be counted on to accomplish that. 
Advocates of carbon taxes and emissions trading talk 
about reducing C 0 2 , but they promise no more than a 
minuscule reduc t ion in tempera ture . Tempera ture 
reduction is supposed to be the objective. 

In fact, even drastic plans to cut the use of carbon-
based energy would make only a negligible difference. 
As John Christy, director of the Earth System Science 
Center at the University of Alabama in Huntsville and 
a m e m b e r of the Uni t ed Nations Intergovernmental 
Panel on Climate Change, wrote recently in the Wall 
Street Journal: 

"Suppose you are very serious about making a dent 

in carbon emissions and could replace about 10 percent 
of the world's energy sources wi th n o n - C 0 2 - e m i t t i n g 
nuclear power by 2020—roughly equivalent to halving 
U.S. emissions. Based on IPCC-l ike projections, the 
required 1,000 new nuclear power plants would slow 
the warming by about 0.2 degrees Fahrenheit per cen
tury. It's a dent." 

I agree wi th Stott, w h o says, " T h e right approach to 
climate change is adaptat ion—and the way to do that is 
to have strong economies." 

We will have a strong economy if we don' t give up 
our freedom and our money to fulfill the grand 
schemes of b ig-government alarmists. @ 

The Foundations o f Morality 
By Henry Hazlitt 

In this impressive w o r k H e n r y Haz l i t t explores t h e p r o p e r f o u n d a t i o n o f 
moral i ty , offer ing a uni f ied t h e o r y o f laws, mora l s , a n d m a n n e r s . N o t e d 
e c o n o m i s t Le land Yeager, in his fo r eword t o this ed i t ion , says tha t The 
Foundations of Morality "p rov ides (in m y v iew) t h e soundes t ph i lo soph ica l 
basis for t h e h u m a n e socie ty tha t is t h e ideal o f classical l iberals." 

oniQrilliil T h i s cha l l eng ing w o r k o n ethics fits in t h e great t r ad i t ion o f A d a m Smith ' s 
I ..-. Theory of Moral Sentiments a n d D a v i d H u m e ' s Treatise of Human Nature. It is 

a we l l - r ea soned , t ight ly a r g u e d b o o k tha t a m p l y rewards its readers . 

P u b l i s h e d by t h e F o u n d a t i o n for E c o n o m i c E d u c a t i o n 4 1 6 pages , p a p e r b a c k 

$14.00 

To order, visit our online store at www.fee.org, or call 800-960-4FEE. Please add $3.00 per copy for standard postage and handling. 
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Capital Letters 

David Hume and Reason 
In the very title of his article in The Freeman of 

Oc tobe r 2007, Frank van D u n asks, " C a n We Be Free If 
Reason Is the Slave of the Passions?" His article is 
u n c o m m o n l y long and gauzy for a Freeman piece; and 
his citations to David Hume's Treatise of Human Nature 
are few and imprecise, put t ing the reader to some t rou
ble to locate the full contexts of the remarks quoted or 
paraphrased. Still, van Dun's message comes across: 
disparagement of Hume's classical-liberal credentials 
(even though Ludwig von Mises and F. A. Hayek 
admired and drew inspiration from Hume's sociopoliti
cal philosophy). 

In asking " C a n We Be Free . . . ?" van D u n is not 
referring to the still-thorny philosophical issue of free 
will versus determinism. H e is presumably asking about 
personal and political freedom, about life in a free soci
ety. And he is implying, still rather gauzily, that Hume's 
observations about reason and the passions tend to 
undercut the case for freedom. 

Van D u n misunderstands and puts the worst possi
ble interpretat ion on what H u m e says. H u m e does not 
disparage reason, unders tood as factual observation and 
logic; he does not glorify action and policy based on 
sheer emot ion or w h i m . N o t at all, as his descriptions 
of the requirements for a free and prosperous society 
illustrate. Far from disparaging reason, H u m e is assert
ing the distinction be tween reason and the passions— 
be tween is and ought, as he says, or, in m o d e r n 
terminology, be tween positive propositions and value 
judgments ; and he is explaining h o w the former can 
bear on the latter. 

Despite wha t van D u n says, a value j udgmen t (an 
ought, a j u d g m e n t involving the passions) cannot be r ig
orously derived from positive propositions (deliverances 
of reason) alone. (By alone I mean: taken wi th absolutely 
no admixture of value judgment . ) T h e necessary value 
judgments may be so tame and intuitive that we hardly 
are aware of making them; but some value content in 
the premises, even if tacit, is necessary to arrive at some 
further and perhaps more specific ought. 

Van D u n suggests that "If A is B, then you ought to 
believe that A is B." But not so fast. Readiness to 
accept t rue propositions is conducive to a satisfying 
personal life and to a well-functioning society. This is 
a plausible factual generalization, but no value j u d g 
ment has been introduced so far. To reach van Dun's 
ought, we also need a value j u d g men t (a "passion"), like 
approval of satisfactions in life or of the happiness to 
which a well-functioning society conduces (including 
value judgments connected wi th "satisfactions" and 
"well-functioning") . 

John Searle purpor ted to show " H o w to Derive 
an O u g h t from an Is"; R . M. Hare replied (articles 
reprinted in K. Pahel and M . Schiller, eds., Readings in 
Contemporary Ethical Theory, 1970). T h e ou tcome of the 
discussion was that the purpor ted derivation does not 
work. 

In many contexts a sharp distinction between is and 
ought is irrelevant; but in some it is important , as in p in
ning down and possibly clearing up the bases of dis
agreement about, say, a policy issue. O n e person may 
favor a min imum-wage law and another oppose it. Are 
they disagreeing about the probable consequences of 
the law, which is a factual issue, or about the acceptabil
ity of agreed probable consequences, even weighing 
side effects against desired effects? Clear discussion 
requires that the respectability of disagreement about 
ultimate values not confer respectability on disagree
ment about issues of fact and logic. (I cite myself reluc
tantly, but on is/ought and H u m e , see my Ethics as Social 
Science, Elgar, 2001 , especially pp. 17 -35 , 131-34.) 

In short, H u m e made distinctions conducive to clear 
thinking, which in turn is conducive to a free society 
and personal freedom. Van Dun's rather gauzy accusa
tions are unwarranted. 

— L E L A N D B . Y E A G E R 
Professor Emeri tus of Economics, Auburn University 
by e-mail 
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Frank van Dun replies: 
I thank Professor Yeager for taking the trouble to 

read and to c o m m e n t on my text on H u m e in the 
Oc tobe r issue of The Freeman. O f course, Professor Yea
ger is wrong to attribute to me the intent ion to "dis
parage" Hume's classical-liberal credentials. I am sure he 
will agree with me that criticism does no t imply dis
paragement and that skepticism should not stop at the 
door of the father of m o d e r n skeptical philosophy. 

I am well aware that Hayek admired and drew inspi
ration from Hume 's sociopolitical philosophy but, h o w 
ever m u c h I admire bo th Hayek and H u m e and drew 
inspiration from their writings, I do not think that they 
provided the strongest intellectual bases for a defense of 
freedom in the relations and interactions of human per
sons. To what degree Mises admired H u m e is a m u c h 
more difficult question to answer. H e certainly appreci
ated Hume 's utilitarianism and in particular his seminal 
essay on the problem of "neutral money," but then he 
also chided h im and other early British economists for 
providing an opening for " the enemies of reason." In a 
sentence dripping wi th irony, Mises wrote : " . . . David 
H u m e , the Utilitarians, and the American Pragmatists 
are certainly not guilty of having exaggerated the 
power of man to attain t ruth. It would be more justifi
able to blame the philosophy of the last two hundred 
years for too m u c h agnosticism and skepticism than for 
overconfidence in wha t could be achieved by the 
human m i n d " (Human Action, 1998 Scholar's Edit ion, p. 
73). O f course, we can only wonder h o w H u m e would 
have reacted to Mises's praxeology; if the reactions of 
his present-day followers are any indication, his too 
might well have been negative. 

I fear Professor Yeager has not unders tood my 
remarks on the I s -Ought question. At the risk of wr i t 
ing a piece that is " u n c o m m o n l y long and gauzy" for 
The Freeman, I went out of my way to stress that it is 
not possible to derive an ought-s ta tement from an is-
statement in a system of formal logic, for in such a system 
"deduc t ion" proceeds by rules of transformation: " is" 
and " o u g h t " are different forms, and there is no rule 
applicable to all cases to transform the one into the 
other that does not risk a loss of t ruth value. H u m e was 
right about that, just as he was right to say that from an 
^-s ta tement one cannot formally derive a statement of 

C a p i t a l L e t t e r s 

causal necessity. O n e may agree wi th Professor Yeager 
that a formal derivation is a " r igorous" derivation, but 
one need not thereby commit oneself to the view that 
only a formal derivation can be rigorous. 

W h a t I did claim is that h u m a n reason is as solidly 
established on the ought-side as it is on the ?5-side of 
Hume's famous gap. There is therefore no need to for
mally derive the one from the other or to consider one 
of t hem more basic than the other. It is my view that 
there are bo th ^-statements and ow^-s ta t emen t s that 
no h u m a n speaker can logically deny, even though the 
statements themselves are not formal tautologies. (Inci
dentally, I would argue that Mises's praxeology, his insis
tence that it is the explication not of a fanciful idea but 
of, for humans, the undeniable fact that man acts, is 
based on the ability of human minds to grasp the limits 
that their own rational faculties impose on the scope 
for skepticism. N o matter h o w m u c h a hypothetical 
superhuman intelligence might disagree, for us humans, 
h u m a n action is an ultimate given because for any one 
of us his or her capacity to act and think is an ultimate 
given.) Thus where the limitations of Hume's phi loso
phy compel h im to bridge the gap be tween is and ought 
by means of merely synthetic psychological generaliza
tions or cont ingent habits, other philosophers point to 
the fact that it is the same mind that generates bo th of 
these categories of thought . 

Hume's discussion of is versus ought and reason ver
sus the passions inaugurated a way of model ing human 
decision-making that is at once simple (and therefore 
easy to teach to large classes of students) and in certain 
contexts plausible, but nevertheless, I would say, false. I 
do not dispute Professor Yeager's insistence on the 
impor tance of making clear conceptual distinctions, but 
there is a danger of taking such distinctions as proofs of 
the existence of different entities. For example, the dis
tinction between "means" and "ends" is an old one, but 
it does not warrant the hypothesis that there is one 
entity ("passion") that posits the ends and another 
("reason") that works out the most efficient means for 
achieving them. O f course, in most hierarchical organi
zations, that is effectively what happens: there are those 
w h o decide about the ends or goals and then leave it to 
the experts in their service to come up with the means. 
However, I would not say that the model applies gener-
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ally to h o w human beings make the decisions that get 
t hem through the day, let alone through life. Yet w h e n 
I look around, I see that "Leave it to the experts" is 
p romoted everywhere, in the schools and in political 
propaganda (Hume's "educat ion and the artifice of 
politicians") as well as in the no less ubiquitous business 
propaganda. 

From an early age on, people are urged to let others 
lead their lives for t hem and to settle for mere want -
satisfaction rather than for having lives of their own. 
H u m e may not have foreseen the rise of the cult of the 
expert , but there is little in his philosophy wi th which 
one might criticize it. After all, if reason is and ought to 
be the slave of your passions then why not dump your 
slave for another one with better papers? Professor Yea
ger may no t agree, but for me these developments hold 
an ominous threat to personal freedom as well as to the 
possibility and sustainability of a free society. O f course, 
this is too vast a subject to deal wi th in a reply to a 
letter. 

O n e last remark: In meetings with other classical 
liberals I hear hardly a thing about H u m e that does not 
confirm his "classical-liberal credentials" (as Professor 
Yeager puts it). However, in my usual habitat, bo th in 
academia and elsewhere, where classical liberals are an 
almost invisible minority, most of the people w h o 
advance Hume 's or H u m e a n arguments tend to be 
social democrats or evolutionary socialists. It may be 
easy to argue that their views do not conform to 
Hume 's intentions or "philosophical politics" (Duncan 
Forbes's felicitous expression), but it is far from easy to 
argue that Hume ' s theory of human nature does not 
provide support for their views. Hayek's H u m e is not 
the only H u m e we have to reckon with. We had better 
take account of that. 

Is Price Stability a Desirable Goal 
of Monetary Policy? 

Gerald O 'Dr i sco l l is correct ("Subpr ime Mone t a ry 
Policy," The Freeman, N o v e m b e r 2007) in blaming the 
present mor tgage crisis on the fact that investors w h o 
have engaged in risky ventures have c o m e to expect 

the Fed to bail them out . But to explain the crisis, one 
must ask why such risky ventures were under taken 
in the first place. . . . T h e problem stems from the fact 
that the Federal Reserve expanded the money supply 
earlier and induced investors to under take risky ven
tures. . . . 

O'Driscoll writes, "In a vibrant market economy 
with technological innovation and ever-new profit 
opportunit ies, monetary policy that maintains true price 
stability in consumer goods requires substantial monetary 
stimulus" (emphasis supplied). Apparently O'Driscoll 
believes that "price stability" is not only desirable but 
necessary. . . . Fed policy from the beginning was based 
on the belief, which apparently O'Driscoll shares, that a 
prosperous economy requires monetary stimulus, that 
lending must be facilitated by reducing interest rates 
and making money "easy." Today's Fed chairman, w h o 
ever he or she may be, engages in a continual juggling 
act—trying to keep the Fed's interest/discount rate low 
to encourage business activity wi thout stimulating 
higher prices, or raising the Fed's interest/discount rate 
wi thout slowing business down. This is inevitable, given 
the Fed's goal of maintaining an "elastic currency." 

— B E T T I N A B I E N GREAVES 
by e-mail 

Gerald P. O'Driscoll replies: 
I appreciate the comments Bettina Bien Greaves 

made on my article. She misinterprets my argument, 
however. T h e remainder of the paragraph from which 
she quotes, and the following, concluding paragraph, 
make clear that I am critical of the Greenspan-era pol
icy of the Fed. I point out that it led to asset bubbles 
and capital misallocation. I predict that the "Greenspan-
era gains against inflation will then prove to be only 
temporary." 

In a more technical version of this paper, I analyze 
what monetary policy would avoid the problem of asset 
bubbles and misallocated capital. I conclude that the 
prices of consumer goods (final output) must be 
allowed to decline over time. I believe that conclusion 
is implicit in the final two paragraphs of my Freeman 
article. 
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Did the Internal-Combustion 
Engine Make Us Healthy? 

I was not aware that The Freeman engaged in the 
publication of speculative fiction. . . . I am referring to 
the article titled " T h a n k You, In terna l -Combust ion 
Engine, for Cleaning up the Environment ," wr i t ten by 
Dwigh t R . Lee (October 2007). There are at least a 
couple of outr ight errors in the article. T h e first of 
these is the inclusion of typhus, yellow fever, and d iph
theria as diseases that could be transmitted via horse 
manure. . . . Typhus and yellow fever rely u p o n insect 
vectors for transmission and diphtheria is transmitted 
directly from person to person. . . . As to the assertion 
that it was not changes in the public-health infrastruc
ture: such a bold statement demands at least one refer
ence. A quick search on the Internet calls up a reference 
to a decrease of ~ 9 0 % in the death rate from cholera in 
London based solely on changing the source of water 
to one which was "qui te free from the sewage of Lon
don." This was in the 1850s, just a bit before the inter
nal-combust ion (IC) engine could influence anything 
(h t tp : / / t inyur l . com/yua75e) . 

T h e speculative fiction aspect of the article is the 
excursion the author makes into imagining what the 
world would be like wi thou t the IC engine. His straw 
man is that animal labor would have cont inued to 
dominate the world. I am disappointed that he appears 
to be wholly unaware of the existence of the steam or 
external-combust ion (EC) eng ine .The author might be 
served to look up the work of James Watt, R o b e r t Ful
ton, and George Stephenson. This list is extremely cur
sory. As an example of the compet i t ion to the IC 
engine, please note that the Stanley M o t o r Carriage 
Company produced a line of vehicles sold to the public 
and often referred to as "Stanley Steamers." This is 
relevant not only because the Stanley Steamer was ini
tially more successful than the IC-eng ine automobile, 
but also in regards to the aspect of pollution. . . . 

— M A R K E. A N D E R S O N 
by e-mail 
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Dwight Lee responds: 
Mark E. Anderson faults me for wr i t ing "speculative 

fiction," wrongly portraying the connect ion between 
horse manure and certain diseases, not understanding 
the impor tance of public-health infrastructure, and 
not considering alternatives to the internal-combust ion 
engine. 

I do not claim m u c h medical knowledge, but I am 
under the impression that filth is a health hazard 
whe ther it transmits diseases directly or through other 
agents, such as insects, rats, and people. Certainly horse 
manure was a major contr ibutor to the filth people 
were exposed to before the in te rna l -combus t ion 
engine greatly reduced the horse population. T h e q u o 
tation in my article from R o b e r t Fogel seems adequate 
to convince one that the horse manure eliminated by 
internal-combust ion engines was a greater health haz
ard than the exhaust from those engines. 

I never claim, as Mr. Anderson states, that pub l i c -
heal th infrastructure was no t responsible for reducing 
certain diseases or health risk in general . Clearly it 
did, and I should have explicitly acknowledged that 
fact. Bu t it seems reasonable that reducing the filth 
in the env i ronment , w h i c h the publ ic -hea l th infra
structure had to deal wi th , deserves m u c h of the 
credit for the con t inu ing drop in numerous diseases 
that occur red as reliance on the in t e rna l -combus t ion 
eng ine expanded. 

Mr. Anderson seems to believe my biggest mistake is 
in assuming that the choice was be tween either the 
internal-combust ion engine or cont inuing with the 
horse. It is true that I don' t ment ion other t echnolo
gies, such as the steam engine, which might have done 
almost as m u c h to improve the environment as the 
internal-combust ion engine if the latter had never 
come along. But the swimmer w h o reaches the d rown
ing child and pulls h im to safety gets credit for the res
cue even if, in his absence, another would have saved 
the child. Also, by giving credit to the in te rna l -com
bustion engine for its contr ibut ion to the environment , 
I avoided getting even deeper into the type of "specu
lative fiction" that Mr. Anderson faults me for. (jjj^) 
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Book Reviews 

The Cure: How Capitalism Can Save American 
Health Care 
by David Gratzer 
E n c o u n t e r B o o k s • 2 0 0 6 • 2 3 3 p a g e s • $ 2 5 . 9 5 
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avid Gratzer learned one of 
his most important lessons in 

medical school on his way to class. 
H e had to wind his way around the 
gurneys parked in corridors of the 
emergency department , where eld
erly patients, stinking of sweat and 
urine, had been waiting as long as 
five days for a bed. That destroyed 

his illusions about what he, like most Canadians, had 
been taught was the bes t - run health-care system in the 
world. 

I could identify with the author because I had a sim
ilar epiphany in 1970 w h e n volunteer ing to help out in 
the emergency room at Columbia-Presbyterian Hospi 
tal in N e w York as a first-year medical student. It too 
was chaotic, but we did not have patients waiting for 
days for beds; we did not use the Canadian global 
budget to put a lid on total expenditures, leading to 
rationing by limiting supply. W h a t became obvious to 
me was that the "compassionate" "liberal" ideology of 
wealth redistribution did not and could not help the 
social problems that led to most of the E R traffic. 

Since 1970 more and more Americans have been 
funneled into the single-payer systems called Medicare 
and Medicaid. T h e waiting rooms at ERs in private 
hospitals are coming to resemble those of 1970s public 
hospitals in the inner city, while the inner-city hospitals 
have become even worse. Just as we're starting to expe
rience the type of stress so c o m m o n in Canada, the 
pressure to finish the j o b of socializing American m e d 
icine grows ever more intense. Whi le our remedies 
make the patient sicker, reformers suggest applying 
more leeches. It's t ime for regular people to take a field 
trip to the E R . 

Gratzer does a good j o b of explaining some basic 
economics. It's all encapsulated in his graph: "Out-of-
Pocket Share Falls and Per Capita Spending Climbs." 
T h e diagnosis is too much third-party payment, not too 
little. 

Do ing away with the free-market price mechanism, 
essential for br inging supply and demand into equilib
r ium, inevitably leads to "bureaucratic displacement." 
Gammon's Law—that in a bureaucratic system, increase 
in expenditure leads to a fall in product ion—was devel
oped by a British physician in the context of the 
National Health Service. Mil ton Friedman applied it to 
American hospitals, as Gratzer recounts. 

Gratzer explains many important issues, such as the 
role of government regulation in increasing the cost of 
insurance as well as of prescription drugs. H e debunks 
wel l-worn myths, such as the claim that infant mortal
ity is less in countries wi th socialized medicine. H e 
outlines reforms that would make the situation better 
rather than worse: expanded health savings accounts, 
permit t ing the purchase of out-of-state insurance, and 
tax equity. 

An important contr ibut ion of the book is explaining 
why the laws of economics don't seem to apply in 
medical care. For example, improved technology gen
erally leads to lower prices, not higher ones as in 
medicine. Basically, "America doesn't really have a 
market for health care, it seems, merely a market for 
health insurance." T h e customer—the one spending the 
money—isn ' t the person benefit ing directly from 
the service. Thus normal market processes, such as the 
role of self-interest, are inverted. 

Anyone w h o understands Gratzer's account of the 
government 's role in the current mess will be hard 
pressed to see it as a potential savior. Consider a couple 
of paradoxes. Medicaid was supposed to help the poor, 
but one of its most expensive roles is to serve as " inher
itance insurance" for the wealthy. O n e of the fastest-
growing areas of legal practice involves helping the 
affluent qualify for Medicaid long- te rm care. And 
Medicare was supposed to protect the elderly from 
being financially devastated by medical expenses. 
Al though it covers many small bills, it leaves beneficiar
ies exposed to potentially catastrophic out-of-pocket 
expenses. It's the opposite of sound insurance. 
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Gratzer fills in what the American media usually 
omit: the uncoun ted costs of prolonged pain and dis
ability for Canadians trapped on waiting lists. Allowing 
people to use their own money to improve their situa
tion has been considered un-Canadian . Fortunately, the 
situation is changing. In a case involving what Gratzer 
calls " the hip that changed the world," the Supreme 
Cour t of Canada held in favor of a Montreal physician, 
Jacques Chaoulli , w h o took on the system virtually sin
gle-handed. 

Privatization and free-market reforms are breaking 
out in all those countries that leftists applaud for having 
"universal" health care—that is, universally bankrupt , 
mediocre, and overburdened medical systems. Gratzer 
looks at Sweden, South Africa, Finland, and Germany, 
among others. 

Americans should benefit from Gratzer's experience 
in Canada as well as his mastery of economics. We need 
to avoid descending further into the chasm of medical-
care socialism. At some point , the vortex of socialism 
could become like a black hole, from which no escape 
is possible. 

Gratzer's book is a valuable contr ibut ion to the 
struggle to insure against that ou tcome. @ 

Jane M. Orient, M.D. (jorient@mindspring.com) is executive director of the 
Association of American Physicians and Surgeons. 
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"hile dr iv ing across the 
American west in 2006, I 

passed th rough Indian reserva
tions, their desert landscapes do t 
ted wi th shanties, trai lers—and 
casinos. It was a classic picture of 
wealth surrounded by poverty, a 
comparison that socialists often 
love to make w h e n denigrating 
capitalism. 

Yet, as former secretary of the interior James Watt so 
famously said 25 years ago, one need not go to socialist 
countries to observe failures of socialism; just go to the 
reservation. Unfortunately, the t ruth about Native 
Americans is as unacceptable now as it was then. 

T h e myths surrounding Native Americans have 
attracted people w h o believed Indians were communa l -
istic people w h o lived in perfect ha rmony with their 
natural environment . T h e Oscar-winning movie Dances 
with Wolves helped to popularize this view of Native 
Americans, whose idyllic way of life was destroyed by 
the invasion of whites who , as the main character 
claimed, "had no soul." T h e private-property ethos of 
these invaders ultimately resulted in Native Americans ' 
being shunted to reservations, where they lost their way 
of life, while whites plundered the environment and 
brought death, chaos, and the near-ext inct ion of the 
buffalo. 

Whi le such beliefs may satisfy the romantic notions 
of m o d e r n political correctness, they are not true. Some 
impor tant scholars not only are out to set the record 
straight, but also present alternatives for Native Amer i 
cans that can give them a better life than exists today on 
the reservation. Terry Anderson, Bruce Benson, and 
Thomas Flanagan have edited Self-Determination: The 
Other Path for Native Americans. It is no accident that 
they use the t e rm " the other path"; that is wdiat H e r 
nando de Soto urged South Americans to take instead 
of the "shining pa th" of communism and socialism. 

Anderson is one of the founders of the Property and 
Envi ronment Research Center , which promotes "free-
market environmental ism" (that is, environmental solu
tions sans the heavy hand of government coercion that 
goes wi th statist environmental ism). H e long has 
researched the history of Native Americans and has 
found many examples of private property ownership 
among them, ownership patterns that existed long 
before the arrival of whi te Europeans. T h e cont r ibu
tions of Benson and Flanagan to law, property rights, 
and other such subjects are well k n o w n in the e c o n o m 
ics profession. 

T h e book seeks to do two things, and it does them 
successfully. First, it seeks to set the record straight 
about Native Americans and explode the socialistic and 
environmental mythology that surrounds this subject. 
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As N o b e l Pr ize-winning economist Douglass N o r t h 
writes in the introduction: 

T h e history of Native Americans has been funda
mentally colored by the percept ions—or the belief 
systems, if you wil l—of the writers. This is true of all 
history, but is particularly so in this case. W h e t h e r 
wr i t ten as a story of conquest, exploitation, paternal
ism, or greed, it deserves a better s tory—one that 
tries to comprehend the complex evolution of 
Native Americans from their lifestyles before the 
advent of European occupation. 

Second, the b o o k outlines strategies by which 
Native Americans can break free of the governmental 
paternalism that not only robs them of their individual
ity, but also leaves them in poverty and ruin. In a series 
o f t e n essays, from "False Myths and Indigenous Ent re 
preneurial Strategies" to "Proper ty Rights and the Buf
falo Economy of the Great Plains" to "Indian Casinos: 
Anothe r Tragedy of the C o m m o n s , " the various writers 
deal wi th the real history of the indigenous peoples of 
N o r t h America and point toward another path for 
those w h o , in North ' s words, deserve "a better story." 

Whi le the briefness of this review keeps me from 
examining each essay, I wish to single out the first two. 
T h e first explodes the myths about Native Americans, 
and the second looks at the near-eradication of the buf
falo from the Great Plains. Craig S. Galbraith, Carlos L. 
Rodr iguez , and C u r t H . Stiles in "False Myths" lay out 
the following viewpoints, and then debunk them with 
historical facts: 

• Native Americans were purely communalistic; 
• Indigenous populations were collectivist in eco 

nomic relationships; 
• Indigenous people were the original "environ

mentalists." 
These myths, they point out, are m o d e r n in or ienta

t ion and reflect a romantic view that came more from 
our own cultural revolution than historical fact. 

Likewise, in his chapter on the "buffalo economy," 
Benson notes that Indian tribes already had mostly 
eradicated the buffalo from the Great Plains even 
before the onslaught of whi te settlers and the famed 
buffalo hunters . 

For those w h o believe that Native Americans really 
do deserve better than the myths of communalism, this 
is a book wor th reading. @ 

William Anderson (banderson@frosthurg.edu) teaches economics at 
Frostburg State University in Maryland. 
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! w; I
' i thout a doubt , Wal-Mart is 

v v the most demonized busi
ness in Amer ican history. T h e 
company is widely accused of 
mistreating and underpaying its 
workers , ru in ing communi t ies , 
aggravating the trade deficit, and 
that all-purpose sin, "put t ing profits 
before people." N o Democra t ic 

candidate for national office dares to utter anything but 
condemnat ion for fear of appearing "soft" on this hor 
rible scourge. 

And yet, despite the constant stream of attacks, the 
firm attracts vast numbers of customers every day. 
Wal-Mart keeps growing, and whenever it opens a 
new store—even in "b lue" areas of the country—it is 
thronged wi th j o b applicants. 

So what's going on? Has a corporate monster man
aged to hoodwink the masses to keep them from seeing 
its villainy? O r are the critics trying to create an enemy 
to hate, as in 1984, for their own purposes? 

In their book The Wal-Mart Revolution, economist 
Richard Vedder and public-policy consultant Wendell 
Cox take a clear, unemotional look at Wal-Mart, begin
ning with its rise from a tiny Arkansas retailer to Amer 
ica's largest company, and then examining the charges 
made against it. To summarize the authors ' conclusions: 
Wal-Mart has been successful because its founders fig
ured out how to satisfy consumers better than their 
competi tors, and the critics' case against it is much ado 
about almost nothing. 

Regarding Wal-Mart's efficiency, Vedder and Cox 
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compare founder Sam Walton with that business genius 
of a century ago, John D. Rockefeller of Standard Oil 
fame. Bo th were highly innovative, hard-working, self-
made men w h o set a personal example for their 
employees. Bo th k n e w how to get the most value for a 
dollar. Bo th succeeded by cutt ing prices to expand 
their customer bases. And bo th opposed unionizat ion 
of their operations, seeing it as the enemy of efficiency. 
T h e combinat ion of large profits and unwillingness to 
cave in to demands for collective bargaining made bo th 
Standard Oil and Wal-Mart targets for a swarm of egal
itarian social critics. 

T h e middle chapters of the b o o k are devoted to an 
analysis of the charges that Wal-Mart is a social menace. 
Does the company underpay its workers? Vedder and 
Cox show that Wal-Mart employees are paid compara
bly wi th other retail workers. As to the comparison 
that is often drawn wi th big-box rival Costco (which 
doesn't resist unionizat ion and therefore escapes crit i
cism), the authors note that while the average c o m p e n 
sation for Costco workers is somewhat higher, that is 
accounted for by the fact that many Wal-Mart stores are 
located in rural areas where wages are lower. 

W h a t about benefits, particularly health insurance? 
T h e critics say that Wal-Mart should give most or all of 
its workers health-insurance coverage, but doesn't. The 
greedy company is therefore a drain on taxpayers since 
some of its employees w h o don' t have company insur
ance have to turn to Medicaid. In response,Vedder and 
Cox observe that there are also many workers at other 
retailers w h o don' t have health-insurance coverage; 
furthermore, many Wal-Mart employees neither want 
nor need health insurance through the company. They 
prefer to take their compensat ion in other forms. Also, 
the critics ignore two very substantial benefits employ
ees receive—profit-sharing and employee discounts. 

If workers felt that Wal-Mart was underpaying them, 
the company would have trouble maintaining its work 
force. It doesn't. 

Ano the r emot ion- laden attack against Wal-Mart is 
that w h e n it opens a new store the result is often the 
demise of many small m o m - a n d - p o p stores in the area. 
That can happen, of course, w h e n any m o d e r n store 
opens. Unless we want laws to prevent customers from 
preferring new and efficient things to old and ineffi

cient things, this "prob lem" is unavoidable. Again, Wal-
Mar t is being singled out for the cr ime of compet ing 
too well. 

It is no coincidence that the rabid Wal-Mart critics 
come mostly from labor unions. Unions represent many 
workers in compet ing retailers, and those companies, 
beset by inefficient un ion work rules, fare poorly against 
Wal-Mart . T h e supposedly h igh -minded campaign 
against Wal-Mart is actually driven by self-interest. 

Vedder and Cox are not Wal-Mart fans, though. 
They merely argue that the company should not be 
treated differently than other businesses. They come 
out firmly against tax breaks and other incentives to 
lure Wal-Mart (or any other employer) to an area. 
They're also against Wal-Mart (and any other business) 
seeking cheap real estate through eminent domain. 

Finally, they criticize the company's recent publ ic-
relations efforts as foolish attempts to "appease the 
unappeasable." In recent years, Wal-Mart spokesmen 
have endorsed, for example, a higher legal m i n i m u m 
wage. T h e authors give that two thumbs down. They're 
rightly appalled at the spectacle of successful capitalists 
trying to cozy up to the enemies of the free market by 
advocating increasing governmental coercion in volun
tary business relationships. (f?>) 

George Leef (georgeleef@aol.com) is book review editor oj T h e Freeman. 
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H ere's a great idea for a book: 
Have the leading libertarian, 

free-market humoris t and satirist 
P.J. O ' R o u r k e show readers why 
An Inquiry into the Nature and 
Causes of the Wealth of Nations ranks 
as a book that changed the world. 
Whoeve r came up wi th that idea at 

the publishing house deserves a bonus. 
After all, few books have had such a monumenta l 

and positive impact on mankind as Adam Smith's 
Wealth of Nations. But anyone w h o has read this 
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weighty tome also understands that Smith offered little 
evidence of a sense of humor . So, enter O ' R o u r k e . 

P.J. O 'Rourke ' s On the Wealth of Nations is well 
wor th reading. It's fun—with some laugh-out- loud 
observations one expects from h im—and sometimes 
insightful. However, it also falls glaringly short on 
occasion. 

O ' R o u r k e grasps the basics from Smith. H e observes 
in the first chapter, "Smith illuminated the mystery of 
economics in one flash: 'Consumpt ion is the sole end 
and purpose of all production. ' There is no mystery. 
Smith took the meta out of physics. Economics is our 
livelihood and just that." A bit later O ' R o u r k e cont in
ues: "Even intellectuals should have no trouble under 
standing Smith's ideas. Economic progress depends 
u p o n a trinity of individual prerogatives: pursuit of self-
interest, division of labor, and freedom of trade." H e 
declares that the essence of Smith's thinking on the 
economy is: "It's none of our business." 

O ' R o u r k e does an able j o b in laying out the essen
tials of Smith in these areas, including the importance 
of property rights and why the private sector works 
better than government . O n government planning, for 
example, he pithily proclaims: "Smith's strategy was to 
convince the people w h o guide the world's economy 
to get lost." 

It should be noted that this is not just a book about 
The Wealth of Nations. Also featured is an entire chapter 
on Smith's earlier book, The Theory of Moral Sentiments. 
O ' R o u r k e realizes that one cannot fully understand 
Smith and The Wealth of Nations wi thout also grasping 
what he had to say in The Theory of Moral Sentiments. 

Indeed, O 'Rourke ' s chapter on Sentiments perhaps 
ranks as the best in the book. H e ably explains the roles 
that sympathy and imagination play in Smith's thinking 
on morality. O ' R o u r k e notes, "Adam Smith personified 
these conscious imaginative judgments and named 
our brain's moral magistrate the 'Impartial Spectator.' " 
Taken together, O ' R o u r k e explains, "It's a mistake to 
read The Wealth of Nations as a justification of amoral 
greed. Wealth was Adam Smith's further at tempt to 
make life better." 

But there are areas where O ' R o u r k e is muddled. 
That's most seriously the case w h e n it comes to money. 
For example, O ' R o u r k e writes that Smith "realized 

that money was not a government asset, but a govern
ment liability." W r o n g — m o n e y is neither a govern
ment asset nor a liability. 

O n trade deficits, O ' R o u r k e correctly notes Smith's 
arguments against the mercantilists' emphasis on the 
balance of trade, and rightly bemoans the fact that those 
notions persist today, especially in politics. But it's 
unclear if the author gets the whole story straight, wi th 
money again perhaps causing some confusion. For 
example, O ' R o u r k e notes that trade deficits mean that 
money is sent overseas and therefore "American I O U s 
are piling up." Whi le acknowledging that "an interna
tional 'current account deficit' is not comparable to a 
private debt," he can't shake the mistaken not ion that it 
is some kind of debt. In reality, a U.S. current account 
deficit usually reflects a growing U.S. economy result
ing in more purchases of imports and /o r increased 
investment from abroad. 

Smith's simplest declaration on money was: " T h e 
sole use of money is to circulate consumable goods." 
O ' R o u r k e should have quoted that line, offered an 
amusing anecdote, and left it at that. H e also quoted 
Smith's statement that " N o t h i n g can be more absurd 
than this whole doctrine of the balance of trade." 
Again, it would have been better to stop right there. 

Adam Smith can be a joy and a challenge. Does P.J. 
O ' R o u r k e provide some help in better understanding 
Smith in On the Wealth of Nations? Most of the time, the 
answer is yes, but not always. 

Wi thou t a doubt , though, P.J. O ' R o u r k e is funnier 
than Adam Smith. O ' R o u r k e also is funnier than 
today's economists. Don ' t get me wrong. There are 
some very amusing economists out there. Just flip on 
C N B C most days. The difference is that O ' R o u r k e 
means to be funny. Those economists do not. We laugh 
with O ' R o u r k e . But we laugh at those economists 
because their misguided pronouncements on how the 
economy works reveal a drift far from the fundamentals 
laid out by Adam Smith. So, what should the reader do? 
It's simple. R e a d Adam Smith, read P.J. O ' R o u r k e , and 
change the channel w h e n one of those hilarious econ
omists comes on television. @ 

Contributing editor Raymond Keating (rjknewsday@aol.com) is chief 
economist for the Small Business & Entrepreneurship Council and a 
columnist with Newsday. 
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The Pursuit of Happiness 

Economics and Property Rights 
B Y W A L T E R E . W I L L I A M S 

E conomic theory does not operate in a vacuum. 
Institutions, such as the property-rights struc
ture, do not change economic theory but influ

ence h o w the theory manifests itself. Similarly, the law 
of gravity is not repealed w h e n a parachutist floats gen
tly down to earth. T h e parachute simply determines 
h o w the law of gravity manifests itself. Failure to recog
nize the effect and role that different property-rights 
structures play in the outcomes we 
observe leads to faulty analysis. 

T h i n k about several quest ions. 
W h i c h oyster bed will yield larger, 
more mature oysters—a publicly 
owned or privately owned bed? W h y 
is it that herds of cows are not threat
ened wi th extinction while buffalo 
were? W h o will care for a house be t 
ter—a renter or an owner? Finally, 
why are some societies richer than 
others? 

T h e answer to each question has to 
do with the property-rights structure, 
whether property rights are held privately or c o m m u 
nally. W h e n property rights are held privately, the per
son w h o is deemed the owner has certain rights that he 
expects will be enforced. Among those rights are the 
right to keep, acquire, use, exclude from use, and dispose 
of property as he deems appropriate in a manner that 
does not infringe similar rights held by others. T h e 
owner also has the right to transfer title to the property 
and otherwise benefit from its use. W h e n rights to p rop
erty are held communally, such a bundle of rights does 
not exist. In general, the key difference between pr i 
vately and communally held property rights is that indi
viduals do not have the right to exclude others from 
use, and they do not have the right to transfer title. 

Let us tu rn to our questions. In a publicly or c o m 
munally owned oyster bed, everyone has a claim. For a 

When property 
rights are held 
privately, the person 
who is deemed the 
owner has certain 
rights that he expects 
will be enforced. 

person to assert his claim, he has to capture the oysters. 
This leads to overfishing because the person w h o tosses 
back an immature oyster does not benefit himself. H e 
benefits someone else w h o will keep the oyster. 

It's a different story with a privately owned oyster 
bed. T h e owner need not capture the oysters in order 
to assert his claim and can allow the oysters to mature. 

It's the same principle wi th buffalo and other 
wildlife that's publicly owned. H o w 
ever imperfectly, governments 
at tempt to solve this property-rights 
problem with licenses, fishing and 
hunt ing seasons, and limits on catch 
and size. T h e difference in outcomes, 
based on the property-r ights struc
ture, is a no-brainer. As Thomas Sow-
ell writes in Knowledge and Decisions, 
"It is precisely those things which 
belong to ' the people ' which have 
historically been despoi led—wild 
creatures, the air, and waterways being 
notable examples. This goes to the 

heart of why property rights are socially important in 
the first place. Property rights mean self-interested 
moni tors . N o owned creatures are in danger of ext inc
tion. N o owned forests are in danger of being leveled. 
N o one kills the goose that lays the golden egg w h e n it 
is his goose." 

Aristotle said, "Wha t is c o m m o n to many is taken 
least care of, for all m e n have greater regard for what is 
their own than for what they possess in c o m m o n with 
others." Wha t he is saying is that private property rights 
force people to internalize externalities, which is just a 
fancy way of saying that a person's wealth is held 
hostage to his doing the "socially responsible" th ing— 

Walter Williams is the John M. Olin Distinguished Professor of Economics 
at George Mason University. 
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wisely using the planet's scarce resources. Private p rop
erty rights induce the homeowner to take into account 
the effect of his current use of the property on its future 
value. Tha t is why we expect a homeowner to give bet 
ter care to a house than a renter. A homeowner has a 
greater stake in what a house is wor th ten or 20 years 
later. An owner would more likely make sacrifices and 
take the kind of care that lengthens the usable life of the 
house. H e reaps the reward from doing so, or pays the 
penalty for not doing so. Owners require security 
deposits against damage to make renters share some of 
their interests in the property. 

Restriction on Profits 

Acomplete ly ignored aspect of 
restricting private property rights 

is the restriction on the right to prof
its. Pretend you own a firm and you 
can hire one of two equally capable 
secretaries. T h e pret ty secretary 
demands $300 a week, while the 
homely secretary is willing to work 
for $200. If you hired the homely sec
retary, your profits would be $100 
greater. But what if there were a 50 
percent profit tax? T h e tax would 
reduce your profit, thereby reducing 
your cost of discriminating against the 
homely secretary. Before the profit 
tax, the cost of discriminating against the homely secre
tary would be $100. After the profit tax, that discrimi
nation would cost you only $50. Discriminating against 
the homely secretary would be consistent wi th the pre
dictions of the law of demand: the lower the cost of 
doing something, the more people will do it. Hir ing the 
pretty secretary would put the profits in a nonmoneta ry 
and hence nontaxable form. Wherever private property 
rights to profits are attenuated, we expect more choices 
to be made on the basis of non-economic factors, such 
as race and other physical attributes. That's especially the 
case where there is no profit motive at all, such as n o n 
profit entities like government and universities. 

O n e might find the previous statement puzzling 
knowing that government and universities have prefer-

Wherever private 
property rights to 
profits are attenuated, 
we expect more 
choices to be made 
on the basis of non-
economic factors, 
such as race and other 
physical attributes. 

is no puzzle at all. W h e n it was politically expedient, 
government and universities were the leaders in dis
crimination against racial minorities. N o w that it's 
politically expedient to discriminate in favor of racial 
minorities, government and universities are in the fore
front. For example, in 1936, there were only three 
black Ph.D. chemists employed by all the whi te univer
sities in the Uni ted States, whereas 300 black chemists 
were employed by private industry. In government , 
blacks were only 1 percent of nonpostal civil-service 
workers in 1930. Interestingly, w h e n blacks finally made 
their entry into whi te universities, much of it was in 
the moneymaking part of the university—sports. 

Economic growth is affected by 
the property-rights structure. Several 
annual studies measure variables such 
as constitutional enforcement, free
dom of contract, and the protection of 
property rights to compare the level 
of freedom across countries over t ime 
and estimate the relationship between 
freedom and prosperity. They 
unequivocal ly conclude that e c o 
nomic growth is positively related to 
the security of property rights. The 
2007 edition of The Economic Freedom 
of the World found that nations in the 
top quartile of economic freedom 
have an average per-capita G D P of 

013, compared to $3,305 for those nations in the 
bo t tom quartile. T h e top quartile has an average per-
capita economic growth rate of 2.25 percent, compared 
to 0.35 percent for the bo t tom quartile. In some years, 
some countries in the bo t tom quartile experienced 
negative growth. 

Even if private property rights did not produce 
greater wealth, prosperity, and efficient resource alloca
tion, they would be morally superior to any alternative 
because they recognize the sanctity of the individual. 
As John Adams put it, "Property is surely a right of 
mankind as real as liberty," adding, " T h e m o m e n t the 
idea is admitted into society that property is not as 
sacred as the laws of God, and that there is not a force 
of law and public justice to protect it, anarchy and 

ential h i r ing policies in favor of racial minorit ies. There tyranny commence . 

T H E F R E E M A N : I d e a s o n L i b e r t y 48 


