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Perspective 

Government Schools 
and the Housing Mess 

The Law of Unin tended Consequences is a fasci
nating thing. You can never be entirely sure 
what the second-, third-, etc.- order effects of 

any action will be. This is especially so wi th government 
policy because centralized decision-making can do so 
much damage to so many people. That ought to h u m 
ble the politicians and bureaucrats, but it never does. 

Take the possible connection between the "public 
schools" and the current housing and mortgage woes. 

R o b e r t Frank, drawing on a 2003 book by Elizabeth 
Warren and Amelia Warren Tyagi, The Two-Income Trap, 
suggests that one factor in the housing mess is the gov
e rnment school system. In an April 27 Washington Post 
op-ed, Frank wrote that since the assignment of chil
dren to government schools is determined by geogra
phy, the way for parents to get their kids into putatively 
better schools is to buy homes in the best districts and 
neighborhoods they can. Tha t system, they claim, 
encourages families to strain their budgets and to bid up 
the price of those houses. 

Governments have traditionally assigned students to 
schools by district and neighborhood, regardless of par
ents' wishes. District and intra-district boundaries could 
not be crossed wi thout special permission. In rebellion 
against this system, parents have been known to lie 
about their address to get their children into better 
schools. But parents w h o didn't want to lie might have 
instead bought more house than they could afford. 

"Public schooling" is said to be free, but of course it 
can't really be free. Parents (and others) pay through 
their taxes. Frank's point is that parents also pay through 
their mortgage. Instead of paying higher tuition for bet
ter schools, they take on bigger mortgage payments by 
buying houses in more expensive neighborhoods with 
what they believe to be better schools. " [W]hen a fam
ily buys a house, it buys much more than shelter from 
the rain. It also buys a public-school system," Warren 
and Tyagi write. 

A couple naturally asks, " H o w are the schools?," 
w h e n scouting a prospective home. Government policy 
thus has made education a key factor w h e n people 
buy houses. 
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This has long been true, of course, but the limits on 
such behavior were once stricter. Frank writes, "In the 
1950s, as now, families tried to buy houses in the best 
school districts they could afford. But strict credit l im
its held the bidding in check. Lenders typically required 
down payments of 20 percent or more and would not 
issue loans for more than three times a borrower's 
annual income." 

However the architects of public policy decided 
there should be no such barriers to the American 
Dream of h o m e ownership. So a constellation of fed
eral agencies and government-sponsored enterprises 
proceeded to subsidize ownership by providing m o r t 
gage insurance and other ways to avoid stringent 
i n c o m e requi rements and large d o w n payments . 
" D o w n payment requirements fell steadily, and in 
recent years, many houses were bought wi th no money 
down. Adjustable-rate mortgages and balloon pay
ments further boosted families' ability to bid for hous 
ing," Frank adds. 

In other words, the politicians invented ways to weaken 
the credit market's natural checks on excessive risk. 

If Frank, Warren, andTyagi are r igh t—the thesis may 
provide a piece of the housing-bubble puzzle, but it has 
its critics and empirical work needs to be d o n e — w e 
can say one thing wi th certainty: the p h e n o m e n o n 
couldn't have occurred in a free market for education. 
There you wouldn ' t have to live in the same ne ighbor
hood as your children's schools because education 
entrepreneurs would not limit their customers to a 
given zip code. Thus no direct connect ion would exist 
be tween the size of your mortgage and the quality of 
the schools your kids attended. 

I don't know how much if anything the state school 
system contributed to the housing bubble and resulting 
problems. But it stands to reason that it played some role. 

• • • 

Dropp ing housing values, burgeon ing mortgage 
defaults, and the rippling effects in the credit markets 

have spawned a variety of proposals for government 
interference wi th lending and investment. All would 
make the situation worse, reports R o b e r t Murphy. 

Free-market economists agree we live in a world of 
scarcity. Yet they also optimistically insist we need not 
run out of resources as living standards rise. Can this 
paradox be resolved? Yes, it can, says Steven Horwi tz . 

Advocates of the freedom philosophy often preface 
their remarks wi th the words " In a free market . . ." 
because we don't have a free market today. Intervent ion
ism has been significant th roughout even American 
history. As Kevin Carson writes, that legacy has had 
lasting and distorting effects. 

O n e of the great tragedies of the second half of 
the twen t ie th cen tury was China 's one-ch i ld policy 
to combat alleged overpopula t ion . Wendy McElroy 
has the details of the shameful episode that is no t 
over yet. 

J o h n Taylor of Caroline trusted freedom and dis
trusted centralized power. In his second article about 
Taylor, Joseph Stromberg surveys the early American's 
positions on political economy. 

Freeman columnists serve up a co rnucop ia of 
insights this issue. R icha rd Ebel ing relates the Austrian 
theory of the business cycle to current economic 
events. Dona ld Boudreaux explores why the statist left 
is willing to believe every gloomy report about p e o 
ple's economic circumstances. R o b e r t Higgs revisits a 
construct ion b o o m and bust from the past. John Stos
sel goes after lawyers w h o abuse the tort system. 
Charles Baird predicts bad things for universities just 
gett ing faculty unions . And Aeon Skoble, ponde r ing 
the claim that only government can save people from 
dying for lack of medical insurance, responds, "It Just 
Ain't So!" 

O u r book reviewers have consumed volumes on 
judicial activism, gove rnmen t p lanning, eminen t 
domain, and consumer-dr iven health care. 

—Sheldon Richman 
srichman@fee.org 
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From the President 

The Current Economic Crisis and 
the Austrian Theory of the Business Cycle 
B Y R I C H A R D M . E B E L I N G 

The current financial crisis emerged out of an 
economic b o o m that began in 2003 and saw 
rising stock values, increasing h o m e prices, and 

high levels of employment and product ion. T h e up tu rn 
followed a d o w n t u r n that hit in 2001 after the dazzling 
prosperity dur ing the second half of the 1990s. 

In other words, over slightly more than one decade, 
the economy has gone through two swings of the busi
ness cycle, wi th still no certainty about h o w long and 
severe the recession phase 
of the present cycle will 
turn out to be. 

Many mainstream econ
omists are baffled about 
these events. T h e Keynes-
ians certainly cannot claim 
there has been any short
fall in "aggregate demand." 
Both in America and around 
the world, the demand for 
raw materials and c o n 
sumer goods has been r id
ing high for a long time. 

O n the other hand, the 
monetarists believe m o n e 
tary policy has not been excessive; price inflation has 
remained pretty m u c h in check, wi th consumer prices 
only rising at 2 to 3 percent a year for a long time. 

So what has caused these economic crises? T h e 
answer can be found in the ideas of another group of 
economists, those of the Austrian School. T h o u g h this 
school of thought developed in Austria in the late n ine 
teenth century and the first half of the twentieth cen
tury, most "Austr ian" economists are Americans living 
in the Un i t ed States. 

T h e two leading figures of the school in the twent i 
eth century (and w h o were originally from Austria) 
were Ludwig von Mises and F. A. Hayek, w h o w o n the 

Ludwig von Mises and F. A. Hayek 
FEE Archives 

Nobe l Prize in economics in 1974 partly for his work 
on business cycles. 

For many Austrian economists the past two business 
cycles have been, in the words of Yogi Berra, "like deja 
vu, all over again." Mises and Hayek had first developed 
their theory of the business cycle in the 1920s, 
w h e n the American economy experienced numerous 
technological innovations that lowered manufacturing 
costs, raised labor productivity, and thus resulted 

in an expanding supply of 
consumer goods, along with 
a rising stock market and a 
massive real estate boom. 

I t And all the while the gen-

H ^ j r ^ " l t a ^ ^ ^ : eral level of prices was ris
ing at no more than 2 
percent a year. 

There was much talk of a 
" n e w economic era" and 
the "death" of the business 
cycle. O n e of America's 
most renowned economists, 
Yale professor Irving Fisher, 
publicly declared in the 
spring and summer of 1929 

that the stock market had reached a plateau from which 
it could only go higher. That was just months before 
the great stock-market crash in October . 

T h e Austrians argued, bo th before and after 1929, 
that the cause of the b o o m and the inevitable depres
sion was Federal Reserve monetary policy. Unde r the 
influence of a variety of economists, including Fisher, 
the Federal Reserve had sought to stabilize the general 
price level on the rationale that both inflation (rising 
prices) and deflation (falling prices) were harmful. 

Richard Ebeling (rebeiing@fee.org) is completing his tenure as the president of 
FEE. Fliis fall he will teach economics at Trinity College in Hartford, Conn. 
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Given the expansion of the supply of goods and 
services dur ing the 1920s, prices th roughou t the 
economy would have been expected to fall slowly, 
and this likely would have happened if not for the 
Fed's policy. 

Viewing any decline in the price level as a sign of 
"bad" deflation, the monetary authorities p u m p e d 
additional quantities of money and credit into the 
banking system to prevent prices from falling. T h e 
banks could lend this newly created money only by 
lowering interest rates below what the Austrians call 
their "natural," or equil ibrium, level, where the amount 
of money demanded by borrowers would equal the 
amount saved by income earners. Thus there were 
insufficient savings to complete and maintain many 

of the investment projects that 
were undertaken. 

Because m o n e t a r y expansion 
prevented prices from falling, no 
harmful pr ice inflation appeared. 
Thus the magni tude of the monetary 
inflation was h idden by the stable 
price level. Nevertheless, the invest
m e n t distort ions and imbalance 
be tween savings and investment 
were real. 

In late 1928 and early 1929, the 
Fed became c o n c e r n e d that its 
expansionary monetary policy was 
finally threatening a significant rise 
in the price level. T h e bank put on the monetary 
brakes, and in late 1929 and 1930 the stock-market, 
investment, and real-estate house of cards came t u m 
bling down. 

T h e severity and the duration of wha t soon became 
labeled the Great Depression were caused by the inter
ventionist policies of first the Hoover and then the 
Roosevel t administrations. R a t h e r than allow the mar
ket to adjust to the n e w noninflationary environ
m e n t — w h i c h would have required timely downward 
adjustments in prices, wages, and shifts in product ion 
and e m p l o y m e n t — t h e gove rnmen t used various 
pressures and controls to prevent these changes. T h e 
American economy for a long t ime was caught in "dis

l ike all forms of 
central planning, 
monetary planning 
is heavy-handed, 
clumsy, and pervasive 
in its effects 
throughout the 
economy. 

equi l ibr ium" relationships be tween costs and prices, 
supply and demand, and product ion and consump
t ion—not because of any "failure of capitalism" but 
because the heavy hand of government prevented the 
market from reestablishing "full employment ." 

H o w similar this is to the events of the last decade! 
Technological innovations, cost efficiencies, greater 
output and n e w goods on the market, along wi th 
b o o m i n g stock prices and real-estate values—all occur
r ing mostly wi th an annual price inflation of around 
1 or 2 percent. 

But th roughout the second half of the 1990s and 
then again after 2003, the Fed under took expansionary 
monetary policies, wi th the money supply sometimes 
increasing annually at double-digit rates. Interest rates 

were pushed to 1 to 2 percent and 
were even at times negative, w h e n 
adjusted for price inflation. M o n e y for 
investment and other purposes was 
being given away virtually for free. 

Is it any wonder that financial mar
kets boomed , that standards of credit
worthiness for investment and 
mor tgage loans almost disappeared, 
that real-estate prices went up and up? 
Bo th in 2000 and in 2007, w h e n the 
Fed became concerned that its policy 
was creating an unstable and unsus
tainable inflationary environment did 
it put on the brakes. And bo th times 

the Fed-created house of cards came tumbling down. 

Every historical episode has its own unique features. 
History never mechanically repeats itself. But like 
causes do br ing about like effects. T h e concentrat ion of 
monetary control in a central bank means that those 
w h o manage monetary policy are in effect central 
planners. Like all forms of central planning, monetary 
planning is heavy-handed, clumsy, and pervasive in its 
effects th roughout the economy. 

We will see the same inevitable sequence again and 
again for as long as money is in the hands of a m o n o p 
oly central bank and the central bankers believe they 
are sufficiently knowledgeable, wise, and able to m a n 
age the society's economic affairs. @ 
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Coercion Is the Only Way to Ensure Health? 
It Just Ain't So! 

B Y AEON J . S K O B L E 

I n his April 11 New York Times column, economist 
Paul Krugman discusses the minor trouble then-
presidential candidate Hillary Cl in ton got into 

w h e n an anecdote she told about a w o m a n w h o died 
because she didn't have medical coverage was found to 
be inaccurate. Cl in ton had used the story in support of 
her proposal for mandatory medical insurance. Krug 
man argued that, t rue or not , the story makes "a valid 
point about the state of health care in this country." 

O n April 14 Krugman conceded that the w o m a n 
did indeed have insurance, but he maintained that since 
many people do die from lack of insurance, his earlier 
co lumn was wor thwhi le anyway. 

I agree that the merits of Krugman's 
argument do not stand or fall wi th the 
veracity of the anecdote. But while 
Krugman's attitude seems to be, "Even if 
the w o m a n was not uninsured, it's still 
true that we need universal care to avoid 
similar tragedies," mine would be, "Even 
if Clinton's anecdote were accurate, it 
wouldn ' t demonstrate that the only way 
for society to avoid such tragedies is through coercive 
national health insurance." 

Part of the problem in discussing this issue is the 
tendency to conflate several distinct concepts: the ideas 
that 1) everyone should have access to health care, 
2) everyone is entitled to equal levels of health care, and 
3) a coercive federal mandate is the only way to accom
plish either of those goals. T h e first is true, but does not 
imply the second. I doubt that the second is true, but 
even if it were, it wouldn ' t imply the third. 

People sometimes mean different things w h e n they 
speak of access. It would be strikingly immoral for 

Mandating that 
people buy 
something won't 
suddenly make it 
affordable. 

there to be a class of citizens w h o were forbidden to 
seek medical attention. Happily, we do not live in such 
a society. But there are other senses of the word. 

D o I have access to a Mercedes? Well, in one sense, 
yes—if I could afford to buy one, no one would be 
legally empowered to stop me from doing so. 

But I can imagine someone arguing that since, in 
fact, I cannot afford one, I don' t have "access." So the 
argument is not that some people are legally locked 
out of access to medical care, but that they cannot 
afford it and in that sense lack access.The very poor are 
already eligible for government-subsidized medical 

care, so this argument seems to be 
directed at uninsured people w h o 
make too much money to qualify 
for Medicaid . But h o w wou ld 
mandatory national health insurance 
fix that problem? Mandat ing that 
people buy something won' t sud
denly make it affordable. 

W h y don ' t some people have 
insurance? They may work for 

employers w h o do not offer it as a fringe benefit. But 
they could still enroll in an H M O or in a Blue Cross-
type insurance plan. W h y don't they? O n e possible rea
son is that they cannot afford the premiums.This means 
they choose to spend their money in other ways. 
(Remember , we are not talking about the seriously 
poor, as they are already covered by government p ro 
grams.) W h e n I say, "I cannot afford a huge flat-screen 

Aeon J. Skoble (askoble@bridgew.edu) is a professor of philosophy and 
chair of the philosophy department at Bridgewater State College in 
Massachusetts. 
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TV," what I mean is that I choose not to afford it; I am 
saving my money for something else—a new lawn-
mower, my kids' college fund, retirement, or what have 
you. I have assigned a lower priori ty to a new T V than 
to several other things. 

But wait, comes the rejoinder, flat-screen TVs are a 
luxury no one needs, but everyone needs health insur
ance. (Technically, that's not true, but let's assume it is.) 
T h e n the problem must be that people are arranging 
their financial priorities erroneously. Manda tory insur
ance would solve that problem. It would rescue them 
from their own folly. 

This is the core premise of what Krugman calls P r o -
gressivism. People do not choose wisely; therefore, for 
their own good, they must have some choices m a n 
dated for them. This premise, of course, is profoundly 
antithetical to the classical-liberal tra-
dition, in wh ich people's au tonomy 
and liberty are to be accorded the 
highest priori ty unless their actions 
infringe the equal rights of others. To 
assume that people cannot be trusted 
to make wise choices about their wel 
fare is bad enough; it's worse to add 
the assumption that a policy w o n k is 
better qualified. 

Even if we grant that some people 
w h o choose to go uninsured are fool
ish and ought to be compelled, that 
wouldn ' t address the problem of those 
w h o make this choice not out of foolishness, but 
because they really are so strapped for money that they 
"cannot afford it" in the ordinary sense of that expres
sion. T h e mandate then would have the effect of mak
ing those people even more impoverished. But at least 
they wouldn ' t die from lack of insurance. 

That's Progressivism? But, a Progressive might reply, 
isn't saving lives an impor tant part of the government 's 
responsibility? Cit ing the Urban Institute, Krugman 
says that lack of health insurance kills 27,000 people 
a year. That's awful, but the important question is 
why this happens. M o r e precisely, does government 
policy make it easier or harder for people to afford 
medical coverage? 

Government has 
many other policies 
that restrict supply 
and make medical 
care artificially 
expensive. Let s get 
rid of them. 

Krugman and Cl in ton are aware of the affordability 
problem, but they think the way to address it is through 
tax-financed subsidies. Here's a different idea: create 
market conditions under which lower- income people 
could receive the coverage and care they currently can
not afford. Cont rary to what many think, we have no 
free market in medical care. Government is pervasive, 
and that's the problem. R e m o v i n g current restrictions 
would go a long way toward changing this. For exam
ple, many routine services could easily be provided by 
physician's assistants, nurse-practit ioners, or, as they 
were in the old days, pharmacists. 

Imagine if Jiffy Lube had to employ factory-certified 
master mechanics at $80 an hour to do oil changes. 
You'd likely get fewer oil changes because they would 
cost a lot more . But wi thou t regular oil changes, your 

car would be at risk for more seri
ous trouble. W h e n a big problem 
occurred, people would lament that 
it could have been prevented wi th 
regular main tenance . Some wou ld 
propose that the government should 
require people to get regular oil 
changes even if they can't afford 
them. But another approach would 
be to allow a free market in oil 
changes, which , as we know, keeps 
prices low, and enables everyone to 

get regular care. 
Government has many other pol i 

cies that restrict supply and make medical care artifi
cially expensive. Let's get rid of them. W h y resort to 
force? Freedom works. 

If saving lives is as impor tant a part of the govern
ment's responsibility as Krugman suggests, Progressives 
would do well to rethink their impulse to regulate 
behavior. Phrases such as "unregulated markets in 
health care" evoke the specter of either skyrocketing 
costs or substandard care. But ironically, that's the 
di lemma created by government regulation. Costs for 
simple preventive care are kept artificially high, so 
some don' t get it. But unlike the inconvenience of a 
broken car, this can result in death. Coerc ion won ' t 
solve the problem. ^ ) 
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Can the Feds Save the Housing Market? 

B Y R O B E R T P. M U R P H Y 

I t seems each passing week we are treated to yet 
more record-breaking dismal housing news. As of 
this wri t ing, the latest report ol the respected 

S&P/Case-Shil ler H o m e Price Indices reveals that in 
February 2008, its ten-ci ty composite suffered the 
largest year-over-year decline ever of 13.6 percent. 
Perhaps more troubling, February's drop of 2.9 per
cent was the largest month ly decline in the index's 
history, going back to January 1987. (Data are available 
at h t t p : / / t i n y u r l . c o m / 3 c 8 u a g . ) 
So not only is the housing market 
con t inu ing to fall, its drop is 
arguably accelerating. 

In this environment , it's na tu
ral that the government—and in 
particular the presidential candi
dates—are offering their "solu
tions." As we'll see, most of these 
proposals would only make things 
worse. To see why, we first need 
to understand what went wrong 
in the housing market. 

To put it simply, there was an 
unsustainable bubble in h o m e 
prices. From June 2001 to June 
2006, the ten-c i ty compos i te 
index men t ioned above rose a whopp ing 89 percent. 
N o w an average annualized return of over 13 percent 
isn't bad, especially w h e n you can live in the investment 
or rent it out for income. Consequently, more and 
more people entered the housing market. Some bought 
more expensive homes than they otherwise would 
have, and others even began buying homes purely as 
investments to "flip" once they had appreciated. As in 

any market, w h e n prices exploded producers began 
cranking out more product—homebui lders were very 
busy, and their stock did very well dur ing this period. 

Ano the r impor tan t part of the story is the revolu
t ion in financing that blossomed at the same t ime, 
w h i c h bo th benefited from and exacerbated the 
housing b o o m . In a traditional ar rangement people 
in a communi ty deposit funds wi th the local bank, 
which pays t hem a low interest rate in re turn. T h e n 

the bank takes this large pool 
of individual deposits and 
grants mortgages to qualified 
applicants, charging them a 
h igher (but fixed) interest 
rate to compensate bo th for 
the bank's overhead and the 
possibility of default. To 
make sure its loans went to 
responsible borrowers , and to 
align everyone's incentives, 
the bank wou ld insist on 
a hefty down payment , often 
20 percent of the price of 
the house. 

Yet things didn' t always 
happen this way during the 

recent housing b o o m . Ra the r than conventional fixed-
rate mortgages, eager buyers were granted adjustable-
rate mortgages (ARMs) that offered low upfront rates, 
which would then reset down the road. This allowed 
people to buy much more expensive homes, because 
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they could handle the month ly payment at the "teaser" 
rate. Many buyers figured they could either flip the 
house before the A R M reset, or they could refinance at 
that t ime into a fixed mortgage. 

Besides A R M s , o ther u n o r t h o d o x practices 
occurred. People might be granted interest-only m o r t 
gages, where the borrower treads water wi th each pay
ment , or even "negative amort izat ion" ones, where the 
principal owed to the bank actually grows over time. 
Naturally, people signing up for all of these low-pain 
mortgages didn't have money for a down payment, and 
here too the banks were very obliging. Before dis
cussing the innovations on the mortgage-holder side of 
the market, I should stress that the above patterns aren't 
as crazy as they n o w appear in retrospect. If h o m e 
prices had cont inued their double -
digit rates of appreciation, these prac
tices all made perfect sense. It was only 
w h e n the housing market collapsed 
that the borrowers were caught wi th 
their pants down. 

O n the banking side, here too prac
tices deviated from the old ways. 
R a t h e r than keeping mortgages on 
their balance sheets, local banks would 
sell t h e m off to midd l emen , w h o 
would ultimately pass t hem on to the 
giant investment banks headquartered 
on Wall Street. These organizations 
would turn to their "financial engi 
neers" to bundle pools of mortgages 
into a n e w entity, broadly classified as a 
collateralized debt obligation ( C D O ) . Outs ide investors 
could then buy bonds issued by the C D O . T h e flow of 
month ly mortgage payments into the C D O funded the 
flow of coupon payments to the bondholders . In the 
event of defaults, there were pre-de te rmined rules for 
which C D O bondholders took the hit first. Naturally, 
the riskier classes (or "tranches") of C D O bonds 
offered higher rates of return at the outset. 

T h e growth in populari ty of C D O s allowed institu
tional investors to participate in the b o o m i n g housing 
market. Someone managing a pension fund didn't have 
to do research on employment and default rates in 
Sacramento to gain exposure to real estate; all he had to 

Because of banks' 
reticence to lend not 
only to regular 
people but also to 
each other, the housing 
bust led to a much 
broader credit 
crunch. The process 
was a vicious circle. 

do was buy bonds issued by the relevant C D O s . T h e 
high ratings granted by Moody's and other agencies sat
isfied contractual and regulatory requirements, and 
reassured these outside investors that such investments 
were safe. Sure, any individual borrower could default, 
but the Ph.D.s at the investment banks had quantified 
the risks so everybody (apparently) knew exactly what 
he was buying into. 

O f course, the party ended once housing prices 
peaked, and things turned ugly w h e n prices began 
falling sharply. Mos t obvious, homebui lde r s were 
caught flat-footed, wi th more inventory in the pipeline 
that n o w had no buyers. But the fall in prices also 
devastated those borrowers w h o had been banking (lit
erally) on the opposite expectation; wi th negative 

equity and no buyer, they were 
stuck wi th mor tgage payments 
(especially those w i th resetting 
ARMs) they couldn't afford. 

As is well known , the housing 
bust wreaked havoc in the credit 
markets as well. C D O s involving 
real estate were suddenly danger
ous. T h e mathematical models that 
had previously been used to value 
them were obviously deficient, yet 
market prices weren ' t available 
because nobody wanted to purchase 
the securities. Thus beginning in 
August 2007 and cont inuing to this 
day, banks have been reluctant to 
lend to each other because they 

couldn't really trust the solvency of their counter 
parties. (A bank asking for a shor t - te rm loan might 
have $1 billion in mortgage-backed securities on its 
books to pledge as collateral, but h o w m u c h were those 
assets really worth?) 

Because of banks' reticence to lend not only to reg
ular people but also to each other, the housing bust led to 
a m u c h broader credit crunch. T h e process was a 
vicious circle. Spooked by the debacle, banks became 
m u c h more stringent in their standards w h e n evaluat
ing new mortgage applications. This has only intensi
fied the fall in house prices, as willing buyers can't 
obtain financing. 
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How Government Caused the Trouble 

Now that we have a better grasp of exactly what 
happened, the next issue is, " W h y ? " T h e typical 

answer is greed, on the part of investment banks, real-
estate brokers, and speculators. But unless someone can 
explain why financiers and speculators were greedier in 
the mid-'OOs than at other times, this explanation isn't 
too helpful. 

T h e free-market economist has learned from many 
different examples that w h e n individuals and firms sys
tematically make boneheaded decisions that lose them 
gobs of money, there is usually a government policy 
driving the madness. And in the housing bust, the 
pat tern holds. 

First and most obvious, the Federal Reserve had an 
easy-money policy to try to rescue 
the economy from the d o t - c o m crash. 
In 2001 alone, the federal funds target 
rate was slashed from 6.50 percent 
d o w n to 1.75 percent; the target 
eventually reached an incredibly low 
1 percent by June 2003, where the 
Fed held it for an entire year. T h e n 
from June 2004 through June 2006, 
the target was steadily hiked back up 
to 5.25 percent. Al though the correla
t ion isn't perfect, w h e n the federal 
funds rate is cut, other interest rates— 
including mortgage rates—generally 
fall wi th it. Given the close connec 
tion be tween mortgage rates and h o m e prices, even 
mainstream analysts have blamed the Fed for its role in 
the housing crisis. 

Ano the r obvious government distortion resulted 
from the actions of the Federal Hous ing Administration 
(FHA), which provides insurance for mortgage holders 
in the event of a default by borrowers. To see the con
nect ion be tween the FHA's activities and the housing 
b o o m , we need only quote from the main page of its 
website: "Unl ike conventional loans that adhere to 
strict u n d e r w r i t i n g guidelines, FHA- insured loans 
require very little cash investment to close a loan. There 
is more flexibility in calculating household income and 
payment ratios." 

Given the close 
connection between 
mortgage rates and 
home prices, even 
mainstream analysts 
have blamed the Fed 
for its role in the 
housing crisis. 

Implicit Government Guarantees 

Freddie Mac and Fannie Mae, major participants in 
the secondary market for mortgages, also share a 

por t ion of the blame. They buy mortgages from origi
nators (banks, thrifts, credit unions, and so on), package 
them into bundled securities, and then sell the new 
assets to outside investors. As so-called government-
sponsored enterprises, they do not directly receive tax 
dollars or explicit government assistance. However, 
many investors believe there is an implicit federal 
guarantee behind these agencies, and their regulatory 
requirements are also looser than for their purely 
private-sector counterparts. 

Because of these advantages, w h e n mortgage or igi
nators k n o w a loan will be eligible for purchase by 

Freddie Mac and Fannie Mae, they 
can charge home buyers lower rates 
than would otherwise be profitable. 
Indeed, part of the official mission of 
these companies is to make the dream 
of homeownership attainable for mil
lions of low- and modera te- income 
families. W h e n trying to understand 
w h y so many obviously unqua l 
ified people were able to obtain fi
nancing during the housing boom, 
we shouldn't ignore the role of large 
intermediar ies explicitly designed 
to "soften" the strict requirements of 
the pure market. 

Pressure to loosen underwr i t ing standards was 
placed on private lenders as well in the name of avoid
ing discriminatory "redlining." Stan Liebowitz, an eco
nomics professor at the University of Texas at Dallas, 
has been a critic of such political correctness for 
over a decade. In a February 5 New York Post op-ed 
(h t tp : / / t inyur l .com/2ahdkd) , he explains how begin
ning in the 1980s, activist groups such as A C O R N (Asso
ciation of Communi ty Organizations for Reform Now) 
agitated against lending practices that yielded fewer 
approvals for minority and other low-income applicants. 

In 1992 the Boston Fed produced an academic 
study that purportedly verified this bias in lending 
and distributed a manual for lenders that said the use 
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of "arbitrary or ou tda ted" criteria could be evidence 
of discrimination. Some of these criteria included 
income verification and the credit history of the 
mortgage applicant. 

In 1995 the fuzzy-sounding 1970s C o m m u n i t y 
Reinvestment Act (CRA) was strengthened. H e n c e 
forth, all banks and thrifts that enjoyed deposit insur
ance had an affirmative duty to lend throughout the 
regions in wh ich they accepted deposits, notably 
including poor neighborhoods . If they received bad 
marks on this score, they could be subject to direct 
or indirect sanction, such as having 
merger plans held up by the 
Depar tmen t of Justice. Studies by 
bo th the Federal Reserve and Har 
vard's Jo in t Cen te r for Hous ing 
Studies found that the C R A 
achieved its goal—namely, higher 
rates of homeownersh ip in poorer 
communit ies . 

Al though some defenders of the 
C R A have pointed out that half the 
subprime loans were made by insti
tutions outside the law's purview 
(http://tinyurl.com/3sjcfj), surely gov
e r n m e n t and activist efforts to 
shame lenders into loosening stan
dards must play some role in our 
story. To quote Liebowitz: 

Ironically, an enthusiastic 
Fannie Mae Foundat ion report 
singled out one paragon of nondiscr iminatory lend
ing, which worked wi th communi ty activists and 
followed " the most flexible underwr i t ing criteria 
permit ted." Tha t lender's $1 billion commi tmen t to 
low- income loans in 1992 had grown to $80 billion 
by 1999 and $600 billion by early 2003. 

W h o was that vir tuous lender? W h y — C o u n t r y 
wide, the nation's largest mortgage lender, recently 
in the headlines as it hurt led toward bankruptcy. 

In an earlier newspaper story extoll ing the 
virtues of relaxed underwr i t ing standards, C o u n t r y 
wide's chief executive bragged that, to approve 
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minor i ty applications that wou ld otherwise be 
rejected "lenders have had to stretch the rules a bit." 
He's not bragging now. 

Finally, there is the matter of the ratings agencies. 
Had they done their j o b properly, and given more 
accurate estimates of the riskiness of the rather exotic 
C D O s wi th wh ich many investors were unfamiliar, 
then the housing b o o m would not have gained so 
m u c h m o m e n t u m . As usual, critics of capitalism at tr ib
ute their mistakes to simple greed or even corrupt ion. 

Yet we have to ask: D o n ' t agen
cies such as M o o d y ' s and S tan
dard and Poor 's have an incentive 
for hones t and accura te reports? 
Aren ' t they suffering n o w for their 
wi ld ly overopt imis t ic rat ings, the 
way C o u n t r y w i d e and o the r lenders 
have ei ther gone bust or are on the 
verge of do ing so? 

T h e answer is no. State and federal 
regulations of entities such as banks, 
insurance companies , and b roker -
dealers often rely on the credi tworthi
ness of the bonds on the books of 
these organizat ions. Natural ly the 
government then has to specify which 
ratings agencies are legitimate for this 
purpose; a banker can't simply get a 
letter from his brother- in- law declar
ing his bonds to be " inves tment 
grade." Al though space does not per 

mit a full t reatment here, suffice it to say that the major 
ratings agencies are largely shielded from open c o m p e 
tition (h t tp : / / t inyur l . com/5akgq3) . Consequent ly they 
will no t be ruined by the housing bust, and it is no 
wonder then that they were so reckless wi th their prof
itable (at the time) evaluations. 

N o w that we understand the problem wi th the 
housing and credit markets, and h o w misguided gov
e rnment policies caused or at least greatly exacerbated 
the mess in the first place, we can quickly evaluate the 
likely effectiveness of some of the recent and suggested 
moves to fix things: 

The Federal Reserve Bank of New York (pictured) 
notoriously assisted wi th JPMorgan's rescue of 
Bear Stearns in March. 
Photo by Dan Smith. Licensed under Creative Commons 
Attribution-ShareAlike. 
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Cutting the federal funds rate. From September 2007 
through April 2008, the Fed cut its target rate from 
5.25 to 2 percent. N o t surprisingly, things are still awful 
in the housing market, and the credit markets are still 
unsettled. As we've seen above, it was arguably Fed rate 
cuts that caused the housing b o o m in the first place. At 
this point , everyone is spooked; newly created dollars 
won ' t flow into housing, but rather some other sector, 
such as commodit ies . 

Bailouts offirms judged "too big to fail." T h e Federal 
Rese rve Bank of N e w York notor iously assisted wi th 
JPMorgan ' s rescue of Bear Stearns in March on the 
grounds that its collapse wou ld have led to widespread 
panic and further failures. As many critics have argued, 
such rescue a t tempts lead to a 
"mora l hazard" that will only further 
encourage risky pract ices in the 
future. For a market to work , we 
need to rely on the profit-and-loss 
mechanism. Bear Stearns was heavily 
invested in mor tgage-backed secur i 
ties (MBS) and should have been left 
to suffer its fate on the open market . 
T h e only way to reward firms that 
wisely eschew hot i tems dur ing a 
b o o m is to allow their compet i tors 
to go bust. 

Accepting mortgage-backed securities as 
collateral for short-term loans. O n March 
11, the Federal Reserve announced 
the Term Securities Lending Facility, 
authorized to lend up to $200 billion of the Fed's 
holdings of Treasury securities to primary dealers in 
28-day loans. T h e Fed agreed to accept MBS as collateral 
for these loans. T h e move promoted "liquidity" because 
it is much easier to raise cash in the market with 
bonds issued by the federal government (Treasurys), 
rather than securities tied to mortgages at risk of 
massive defaults. 

There are several problems wi th this arrangement 
and others like it. First, it obviously puts taxpayers on 
the line if the pr imary dealers default and the Fed is 
stuck wi th (grossly overvalued) MBS. Second, it in ten
sifies the moral hazard discussed above; it benefits those 
w h o hold a large amoun t of MBS—precisely the 

The problem in the 
credit markets isn't 
simply the massive 
losses from bad loans. 
It's also the uncer
tainty caused by the 
large holdings of 
derivative assets tied 
to mortgages. 

investors wi th poor foresight. Finally, it perversely 
encourages holders of MBS to keep them off the mar
ket, since the Fed will accept them at an unrealistic 
book value. 

To repeat, the problem in the credit markets isn't 
simply the massive losses from bad loans. It's also the 
uncertainty caused by the large holdings of derivative 
assets tied to mortgages. Only w h e n institutions bite 
the bullet and begin selling these assets, presumably at 
large losses, can realistic market prices be established. 
Only then will banks be able to assess each other's 
creditworthiness, and only then will they begin lending 
freely to one another. Government efforts to prop up 
the MBS market perversely stall this shakeout. 

Rewriting contracts in favor of the 
homebuyer. Senator Hillary Cl in ton 
has been the most aggressive in this 
area. In D e c e m b e r she called for a 
90-day mora to r i um on certain types 
of foreclosures, and a five-year mora 
t o r i u m on A R M resets. Al though 
these measures wou ld help some 
existing homeowner s in the short 
run , they would make it harder for 
newcomers to obtain financing to 
purchase a house. After all, the reason 
a bank is willing to lend out such 
large sums to a young couple is that 
the loan is secured; the bank can take 
possession of the house if the couple 
defaults. As far as A R M resets, it 

obviously doesn't help the beleaguered holders of 
M B S to be told that the government has codified 
their fears of nonperformance . 

A federal "loan substitution" program. In a March 7 o p 
ed in the Wall Street fournal (http://tinyurl.com/2zo6nm), 
economist Mart in Feldstein proposed that the federal 
government pay off 20 percent of the mortgages of 
homeowners w h o opt into the program. They would 
repay the government over 15 years at the rate earned 
by two-year Treasurys (1.6 percent w h e n Feldstein was 
writ ing). T h e point of the plan would be to encourage 
homeowners—especially those wi th negative equi ty— 
to cont inue making their monthly mortgage payments, 
rather than walk away. 
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Feldstein said the plan would be financed "by issuing 
new two-year debt until the loans are fully repaid, thus 
eliminating any net cost to the government ." It is rather 
shocking that Feldstein, chairman of the Counci l of 
Economic Advisers under President Reagan , didn't 
consider that some of the participants in the plan might 
default on their debt to the government . As usual, the 
taxpayer would ultimately foot the bill for this massive 
handout to the mortgage industry. 

Enhanced regulation. Almost every "serious" c o m m e n 
tator on the housing crisis, including the allegedly lais
sez-faire Treasury Secretary H e n r y Paulson, has called 
for enhanced government oversight of the financial sec
tor. It is ironic that in February the constraints on Fred
die Mac and Fannie Mae were considerably loosened to 
allow them greater leeway in buying mortgages—and 
this just as the companies were report ing losses in the 
billions of dollars in the fourth quarter alone of 2007. 

Where Do We Go from Here? 

There are two distinct approaches the government 
can take to discourage institutions from engaging 

in reckless financial transactions. O n e is to let t hem do 
whatever they want (subject to prohibit ions on ou t 
right fraud and theft) and let t hem go bankrupt if they 
screw up. T h e other is to hold their hands every step of 
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the way, bailing them out of trouble but also second-
guessing every decision they make. 

In light of the complex and quickly moving finan
cial system, as well as the politicians' own dismal record 
on matters of honest bookkeeping, I think the first 
approach is far more sensible. 

Unfortunately, even some nominal friends of mar
kets have argued the housing crisis is too serious to 
ignore. If the government sits back waiting for prices to 
hit bo t tom, we are told, there will be unacceptable r i p 
ple effects th roughout the rest of the economy. Yet as 
we have seen, most of the proposed interventions 
would make the housing crisis worse; any alleged r ip 
ples would tu rn into tidal wives. Beyond that observa
tion, we should also r emember that prices really do 
serve a function in a market economy. T h e politicians 
have already caused real damage, and people need mar
ket prices to k n o w h o w to make the best of a bad situ
ation. Propping up h o m e prices at unrealistic levels will 
simply waste tax dollars and hamper the correction. 

O u r current housing and credit crises are quite 
serious—perhaps the worst since the Great Depression. 
As usual, the free market is not to blame; numerous 
government policies caused or exacerbated the situa
tion. T h e host of "solut ions" being implemented or 
r ecommended will only make matters worse. @ 

Start your weekday morning with 

In brief 
One click of the mouse ... and FEE's popular news e-commentary 

will come to your computer five days a week. 

Subscribe online: www.fee.org or e-mail: Inbrief@fee.org! 

13 J U N E 2008 

http://www.fee.org
mailto:Inbrief@fee.org


Economists and Scarcity 

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

I n a world where concerns about the environment 
and resources dominate political discussion and, for 
people like Al Gore, are a "generational mission 

[that gives] moral pu rpose" to our lives, thinking clearly 
about these issues is crucial. Economics can contr ibute 
to this discussion by providing its perspective on words 
such as "scarcity" and "resources," which are often con
tested or misunderstood. 

But h o w economists use those words is vulnerable 
to misunderstanding. For example, some envi ronmen
talists think that certain e c o n o 
mists deny that scarcity even 
exists w h e n they argue that we 
are not really runn ing out of 
resources or that technology 
can solve any problem in this 
regard. T h e sorts of arguments 
criticized by the envi ronmen
talists are most closely con
nected wi th the work of the 
late Julian Simon, especially in 
his b o o k The Ultimate Resource 
2. However , the crit icism 
reveals a misunderstanding of 
Simon's and o the r marke t -
friendly economists ' views. 

It is certainly t rue that nonrenewable resources are 
limited in physical terms. From the perspective of the 
geologist, there is only "so m u c h " oil to be extracted. 

However, from the economist's perspective, what 
matters is no t physical quantity, but h o w efficiently a 
resource meets a human need. We care about oil 
because we want energy. If through new technology we 
can create the same or more energy with less oil, then 

jfeVt- iff vjvV̂  i 
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New technology might enable us to use an existing resource more 
efficiently, but it can also provide a new solution to the same 
problem. 
Photo of fibei-opttc cable. Laser Center, SUNY Stony Brook 

in an important sense we have more oil than we had 
before. T h e existing quantity of oil can n o w serve more 
human needs. Moreover, falling costs of extraction can 
also lead us to find previously undiscovered oil or to tap 
into known supplies that had been too costly to reach. 

So advances in technology do indeed matter, not 
because they abolish scarcity but because they enable us 
to stretch the resources we have so that they are func
tionally less scarce than they were before. 

W h e n we speak of improvements in technology, we 
really mean new and more 
efficient ways to achieve the 
ends to wh ich the old 
resources were a means. 
N e w technology might 
enable us to use an existing 
resource, such as oil, more 
efficiently, but it can also 
provide a new solution to 
the same problem. For 
decades, the human voice 
and data were transmitted 
by copper wires. Eventually, 
copper's price rose to where 
entrepreneurs had a strong 
incentive to find another 

way to provide the service. Eventually they developed 
sand-based fiber-optic cable, which can carry thousands 
of times the data for a fraction of the cost of copper. 
T h e development of the soft-sided beverage contain
ers—-juice boxes—is a similar story, and it is wor th 
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not ing that their lighter weight reduces gasoline use 
per unit. 

W h e n economists say, "We will never run out of 
resources," what they often mean is that faced with 
increasing scarcity of one resource, we will always find 
new solutions to the problem that that resource or igi 
nally solved. In an impor tant sense, the actual economic 
resource was not copper but " the ability to convey 
voice and data." And that resource has become "less 
scarce" by the substitution of sand. This illustrates 
Simon s point that the "ult imate resource" is the human 
ingenuity that finds new and better ways of using phys
ical resources. 

A l though technology can fix 
things, it does not exist in a vacuum. 
Technological solutions emerge 
because the right economic institu
tions are in place. T h e market p ro 
vides signals wh ich inform people 
that a resource is growing more scarce 
and provide incentives to address the 
problem. Even some critics of envi
ronmental is t arguments forget this 
point . T h e role of institutions is clear 
where technology has not stopped 
resource depletion, such as overfish
ing, because the absence of private 
property and meaningful prices has 
created a "tragedy of the commons ." 
T h e tragedy is that no one has an 
incentive to husband the resource. 

This is not a failure of technology but 
a lack of proper institutions. If the 
commons are privatized, incentives will exist to develop 
resource-conserving technologies. 

The Central Concern of Economics 

What's so absurd about the criticism of economists 
for not caring about resource scarcity is that the 

problem of scarcity—and h o w to handle it—are at the 
center of the discipline. T h e whole case for free markets 
is about allocating resources most efficiently to push 
back scarcity and communica t ing w h e n a resource has 
become so scarce that we need to cut our use and find 
substitutes. That 's wha t market prices de t e rmined 

The whole case for 
free markets is about 
allocating resources 
most efficiently to 
push back scarcity 
and communicating 
when a resource has 
become so scarce 
that we need to cut 
our use and find 
substitutes. 

through the exchange of private property do. This is 
also why many economists have concerns about the 
institutional changes advocated by many envi ronmen
talists. Limits on property ownership undermine the 
very processes that would solve many of the problems 
they identify. 

Can it be proven that technology will always provide 
an alternative w h e n a resource becomes too scarce? 
N o t in any rationalistic sense. We can offer lots of argu
ments from theory and history, but we cannot guaran
tee it 100 percent. However, the evidence and theory 
overwhelmingly indicate that we do not run out of 
resources w h e n market institutions are in place and 

people are more or less free. Certainly 
markets do not solve problems per
fectly, but imperfections do not make 
alternative institutions better. They 
may well be worse. 

Scarcity is like gravity: it is 
omnipresent , and m u c h of our lives is 
a struggle to find ways to overcome 
it. T h e existence of elevators and air
planes is not evidence that gravity is a 
myth. They are attempts to defy its 
very reality. Elevators improve our 
lives by giving us a way to push back 
at gravity and reduce the ways it frus
trates our efforts. 

Market institutions enable us to 
push back at scarcity as m u c h as pos
sible, much as elevators push back at 
gravity, and in so doing, make it 
considerably easier for individuals to 

achieve their myriad goals. 
Some critics of the economic arguments for mar 

kets also suggest that economists dismiss scarcity 
whenever they claim that markets are posi t ive-sum 
"games." It is t rue that economists unders tand that 
exchange creates wealth for all parties, whi le the cr i t 
ics seem to believe that any gains are offset by losses, 
even that the wealth of the few causes the poverty of 
the rest. At first glance, one can see w h y this criticism 
might be valid: h o w does exchange create wealth out 
of nowhere? Does that no t seem to suggest we are no t 
acknowledging scarcity? 
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N o t at all. In the short run, exchange—whether a 
trade be tween two people or an act of product ion that 
trades inputs for outputs—makes people better off. 
This results not by creating more physical stuff but by 
rearranging what exists to make it more valuable to 
h u m a n beings. Whi le we each think we're better off 
w h e n we make an exchange, mutual benefit does not 
require a denial of scarcity; rather, exchange is one 
more way we push back against it. 

This mutual benefit reinforces the point that value is 
a product of h u m a n minds, not of the objective physi
cal world. In fact, we cannot even understand the con
cept "resource" wi thou t recognizing this point. For 
most of human history oil was a nuisance. People didn't 
want land wi th oil on it because it polluted the soil. 
However, once h u m a n minds realized that it could be 
converted to energy, it became a resource, and as we 
begin to create substitutes for it, as wi th copper wire, it 
will become less of a resource. From an economic per
spective, what makes something a resource and what 
determines its scarcity is the interplay be tween its phys
ical quanti ty and the h u m a n mind's perception that it 
can satisfy h u m a n wants. 

In the longer run, the benefits of exchange, w h e n 
combined with the institutions of the market, create 
the wealth that people can save in order to finance the 
investments that will lead to better and cheaper prod
ucts for exchange. Real , tangible economic growth 
happens—not just for the wealthy, but for all. Again, 
we stretch the resources we do have even farther. 

Theo ry aside, it would also be hard to deny that sev
eral centuries of more or less free markets have p ro 
duced a t remendous rise in the living standards of the 
poorest people in the West. The same is beginning to 
happen elsewhere. To argue that the wealth of the 
wealthy is the cause of the poverty of the poor (the 
"some win at the expense of others" argument) flies in 
the face of historical facts. 

Poverty and early death have been the n o r m 
throughout history. T h e power of private property, free 
exchange, and markets to change that n o r m has been 
the single most progressive force in human history. 
Scarcity is all too real and causes all too much human 
suffering, which is why we need genuine market insti
tutions to cont inue to reduce its effects, especially on 
those w h o suffer most. m) 
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Thoughts on Freedom 

Interpreting the State of the World 
B Y D O N A L D J . B O U D R E A U X 

Why are optimists about the state of the 
world disproportionately represented by 
classical liberals, l ibertarians, and free-

market conservatives, while pessimists about the state of 
the world are disproportionately represented by statists? 

W h y do left-leaning media such as the New York 
Times and C N N devote so m u c h ink and airt ime alleg
ing that middle-class Americans have made little or no 
economic progress over the past 35 years and that the 
planet continues to spiral into imminent catastrophe? 

Why, whenever the New York Times's Paul K r u g 
man and the Washington Post's Harold Meyerson wri te 
(as they do, almost weekly) that 
ordinary Americans are trapped in a 
n o - g r o w t h e c o n o m i c si tuation by 
" the r ich" and powerful, do market-
or iented bloggers respond wi th data 
showing that this claim is false? 

And why, whenever the Los Angeles 
Times or The New Yorker publishes yet 
another " repor t" allegedly d o c u m e n t 
ing cont inuing environmental degra
dation, do so many market -or iented 
scholars frequently expose these 

reports as being factually wrong or — 
poorly reasoned, or both? 

This pat tern is so familiar that it eludes our at ten
tion. And yet reflection on it is fascinating. There's no 
obvious reason why persons on the left should be 
biased into perceiving the state of the current world to 
be especially dire, and no obvious reason why market-
friendly people should be biased into perceiving roses 
where there is really only rot. 

As documented often in this publication (and in 
several others) over the past few years, Americans ' l iv ing 
standards are today at an all-time high. Data on what 
ordinary, and even poor, American households regularly 
consume make clear that our prosperity is immense and 

We're living longer 
and healthier, 
working less, playing 
more, and consuming 
more, all on a planet 
that is resource-rich 
and vibrant. 

growing. Likewise, the real value of workers ' total c o m 
pensation (wages plus fringe benefits) continues to rise. 
Leisure t ime—leisure bo th from our jobs and from 
tedious household chores—continues to increase, as do 
our real expenditures on recreational equipment and 
activities. Life expectancy in the Un i t ed States is at an 
all-time high. 

In addition, the planet is nei ther running out of 
resources nor heading for environmental Armageddon. 
T h e works of the late Julian Simon and, more recently, 
of Bjorn Lomborg and Indur Goklany are important 
sources of careful documenta t ion of these facts. 

— We're living longer and healthier, 
working less, playing more, and con
suming more, all on a planet that is 
resource-rich and vibrant. 

If I were a champion of big gov
ernment , rather than deny these facts, 
I'd t rumpet t hem as evidence that the 
interventionist policies pursued since 
the N e w Deal work wonders . Rea l 
household incomes are higher (I'd 
allege) because of Social Security, 
min imum-wage legislation, and sev-

eral anti-discrimination statutes. We're 
healthier and living longer (I'd allege) because of 
Medicare and Medicaid, a variety of product - and 
workplace-safety regulations, the efforts of the Envi
ronmental Protect ion Agency, and government 's crack
down on tobacco use. 

And the natural environment is in fine health 
(I'd allege) because of the EPA and the plethora 
of national, state, and local regulations aimed at 
protect ing it. 

Donald Boudreaux (dboudrea@gmu.edu) is chairman of the economics 
department at George Mason University, a former FEE president, and the 
author of Global izat ion. 
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Yet if we are to believe the factual claims issued 
by the m o d e r n left about the state of the world, it 
is quite plausible to conclude that not one of their 
cherished programs works very well. Ordinary Amer i 
cans and the earth stand on the br ink of the abyss 
despite generations of government growth and increas
ing intervention. 

Seems an odd claim, coming as it does chiefly 
from the left. 

Perhaps equally odd is the consistent optimism 
about the state of the world by market-friendly schol
ars. It would hardly be surprising if, the m o m e n t some
one asserted that the living standards of ordinary 
Americans have stagnated n o w for nearly two genera
t ions, s tudents of Mi l t on F r i edman and scholars 
inspired by Mises and Hayek would accept such claims 
at face value and pronounce , "See! We told you so. First 
came the expansion of Unc le Sam's power under 
Woodrow Wilson, and then came the explosion of such 
power under Herber t Hoover and Franklin Roosevelt , 
followed by increases in power ever since. T h e stagna
t ion of incomes and the degradation of the environ
men t surely are the result of the growth of the state 
dur ing the twentieth and very early 21st centuries—or, 
at the very least, the growth of the state has done n o t h 
ing to prevent these problems." 

But the typical free-market advocate resists this 
temptat ion. H e or she examines the facts and correctly 
concludes that living standards and the state of the 
environment are m u c h better today than they were 30 
or 40 years ago. 

O f course, it remains possible for the free-market 
advocate still to make a strong case against the 
many government interventions that today crowd 
our lives. But much , if not all, of that case is in the 
form of a counterfactual: If government were less 
intrusive, the economy and the environment would 
be even bet ter than they currently are. However 
strong such a case is, the t ruth remains that the in t ru
sive, grasping, and powerful government of the past 
few generat ions has no t absolutely reduced ou r 
living standards. 

So why do free-market advocates consistently p ro 
claim that living standards and the state of the world are 
generally improving? 

Call me biased, but I 'm pretty sure that free-market 
advocates look at the facts straight on and (although it 
would further strengthen the case against government) 
refuse to massage the data in ways that make reality 
appear to be worse than it is. 

The more interesting question is why do statists—by 
repeatedly alleging that the economy is horrific and the 
environment a cauldron of toxins—effectively (if uncon
sciously) insist that their cherished programs have failed. 
Given the overwhelming evidence that our material lives 
are today better along most dimensions, I 'm frankly 
astonished that so few statists accept this evidence. 

Problem-Mongering 

Or, more precisely, I used to be astonished. I am no 
longer, because I believe that I now understand 

why opponents of liberty constantly bemoan the cur
rent state of the world. Qui te simply, p roblem-monger-
ing is the surest path to power. N o matter how good 
things are, we humans can always imagine them being 
even better. N o matter how clearly the data show 
progress, data can be cherry-picked and interpreted to 
make matters appear grim. 

And no matter how much freedom government has 
stripped from us, as long as some economic freedoms 
remain, those on the left will see such freedoms as the 
source not only of real imperfections, but also of fail
ures to attain what can be achieved only in the fantasies 
of those with ample faith in the power of the state. 

Friends of liberty are under no delusions that even 
max imum liberty governed by the best-possible rule of 
law will create heaven on earth. Opponents of liberty, 
in contrast, are convinced that the impossible becomes 
possible by giving the state more resources and power. 
And as long as there are still more resources and power 
for the state to acquire, the real world's inability to live 
up to our fondest imaginations will be described by 
those on the left as "failure" and serve as an excuse for 
further limitations on liberty. |§) 
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China's One-Child Disaster 

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

On February 28 a Reu te r s news story quoted 
Zhao Baige, the Chinese vice minister of the 
National Populat ion and Family Planning 

Commiss ion (NPFPC) , as indicating that the People's 
Republ ic of China might change its "one-chi ld policy." 
That populat ion-control policy limits the number of 
children Chinese couples are legally permi t ted to have. 
T h e default number is one child, but China's actual 
birth rate is estimated at 1.8 children per couple 
because of exemptions and lawbreakers w h o are often 
aided by the widespread corrupt ion 
of bribable officials. 

By February 29 the New York 
Times, International Herald Tribune, and 
several U K papers quoted Zhao and 
speculated that the reason behind a 
loosening of pol icy was China 's 
urgent need for more young people 
w h o could be taxed in the future and 
o therwise care for China 's huge 
aging populat ion. T h e N P F P C rap
idly quashed the r u m o r of impend
ing changes, and in a March 5 speech, Chinese Premier 
Wen Jia Bao specifically affirmed China's in tent ion to 
retain its current b i r th-control policy. 

There are several reasons why the news story spread 
so quickly. T h e one-chi ld policy has stirred wor ldwide 
controversy bo th for its violation of civil rights (includ
ing the forced abort ion of "ext ra" children) and for its 
un in tended consequences (for example, a preference for 
sons has created a sex ratio of almost 120 boys to every 
100 girls born) . 

Moreover, the specter of world overpopulat ion has 
been a political hot bu t ton for decades; an alleged inad-

"Carry out family planning, 
national policy" 

equacy of food supplies is, perhaps, the most c o m m o n 
argument advanced for mandatory populat ion control. 
In a New York Times article titled "A Global N e e d for 
Grain that Farms Can' t Fill" (March 9), David Streitfeld 
wrote, "Everywhere, the cost of food is rising sharply. 
W h e t h e r the wor ld is in for a long pe r iod of 
cont inued increases has become one of the most urgent 
issues in economics." 

If the price of food continues to rise and if 
food riots like the recent ones in Haiti spread, then 

calls for populat ion control will 
almost certainly increase and 
China's one-chi ld policy will be 
scrutinized for signs of success 
or failure. 

In fact, the one-chi ld policy 
has been a devastating failure 
that was based on a shaky assump
tion: namely, that the world is 
overpopulated, and so reproduc-

impiement the basic t i o n m u s t b e controlled. Addi 
tionally, "one-ch i ld" is an example 

of a social-engineering program that was launched to 
correct the un in tended consequences of an earlier 
social-engineering program that encouraged large fam
ilies. Indeed, China has recently launched yet another 
program called T h e Care for Girls program. This is a 
social program introduced to remedy a social program 
that was introduced to remedy a social program. (More 
on this below.) 

Contributing editor Wendy McElroy (wendy@wendymcelroy.com) is the 
editor of ifeminists.com and a research fellow for The Independent Institute 
in Oakland, California. 
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Let's grant for the m o m e n t and for the sake of argu
men t that the world is overpopulated. Can social engi 
neer ing cure the "problem"? 

Social engineer ing occurs w h e n a centralized power 
tries to manipulate or override people's preferences 
to make them behave according to an artificial social 
blueprint . It is the opposite of allowing a culture to 
evolve naturally according to the preferences of indi
viduals, which are often based on economic factors, 
such as wha t they can afford. Social engineer ing 
imposes rules, sometimes by dangling carrots, some
times by wielding sticks. 

In pursuing conflicting populat ion policies, China 
has mixed carrots and sticks for over 
half a century now. 

In a 1949 speech titled " T h e 
Bankruptcy of the Idealist Concep t 
of History," the then- leader of 
C o m m u n i s t China , M a o Z e d o n g , 
declared, "It is a very good thing that 
China has a big populat ion. Even if 
China's populat ion multiplies many 
times, she is fully capable of finding a 
solution; the solution is product ion. 
T h e absurd argument of bourgeois 
Western economists like Malthus that 
increases in food cannot keep up 
wi th increases in populat ion was not 
only refuted long ago by Marxists, 
bu t has also been complete ly 
exploded by the realities in the Soviet 
U n i o n and the liberated areas of 
China after the revolution." 

To M a o a large populat ion was "a very good th ing" 
for several reasons; for one, it represented more labor 
power. T h e main reason, however, was Mao's fear of an 
armed conflict wi th " the West"—specifically wi th the 
Uni ted States. 

A Cold War be tween the communis t East and the 
Western wor ld had followed on the heels of World 
War II. Korea was a flashpoint; the nat ion had been 
divided in to two zones, wi th the N o r t h be ing c o n 
trolled by the Soviet U n i o n and the South by the 
U n i t e d States. Al though those nations wi thdrew mil i 
tarily, they left their respective zones well a rmed. O n 

Social engineering 
occurs when a 
centralized power 
tries to manipulate or 
override people s 
preferences to make 
them behave 
according to an 
artificial social 
blueprint. 

June 25 , 1950, N o r t h Korea invaded the South. In 
response the Un i t ed Nat ions sent troops to Korea to 
reverse the invasion and wi th the ult imate goal of 
assuming control of the N o r t h , which shared a border 
wi th China . 

T h e Chinese counterattacked, and the conflict set
tled into a seesaw of military actions. This was the 
Korean War; it ended three years later in a stalemate that 
preserved the Nor th -Sou th division of the country. 

There was a clear reason why a poorly equipped 
China was able to hold off the West: superior numbers . 
Dur ing the war the Uni ted States incurred an estimated 
33,600 casualties; its U N allies 16,000 more. Chinese 

casualties are estimated at 900,000. 
Mao wrote, "In every battle . . . an 
absolutely superior force (two, three, 
four, and sometimes even five or six 
times the enemy's strength), encircle 
the enemy forces completely, strive to 
wipe them out thoroughly, and do not 
let any escape from the net." T h e 
strategy became known as " the human 
wave tactic." 

Dur ing the 1950s and '60s, C h i 
nese w o m e n were encouraged to 
reproduce and given awards for doing 
so. Advocates of populat ion control 
were sometimes imprisoned although 
family planning became more accept
able as the '60s evolved. Thus China 

exper ienced a massive increase in 
population. As a result, by the 1970s 

family planning had displaced the admonit ion to repro
duce, but the policy was not coercively enforced except 
on the authori ty and discretion of local officials. 

I 
The One-Child Policy Is Implemented 

n 1979, three years after Mao's death, the new leader 
of China, D e n g Xiaoping, announced the "one-chi ld 

policy." Vice Premier C h e n M u h u a described the 
policy as one "of encouragement and punishment for 
maternity, wi th encouragement as the main feature. . . . 
Parents having one child will be encouraged, and strict 
measures will be enforced to control the birth of two 
or more babies. Everything should be done to insure 
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that the natural populat ion growth rate in China falls 
to zero by 2000." 

T h e policy was enforced nat ionwide in 1981 and 
has remained the law of the land since, al though signif
icant changes have occurred. 

W h a t hasn't changed, however, is that China regu
lates and controls the procreation of its citizens more 
strictly and universally than any nation except, perhaps, 
communis t R o m a n i a under Ceausescu. 

From its outset, the one-chi ld policy has been cri t i
cized for violating the basic h u m a n right to reproduce 
and for the brutal manner in which it was imple
mented . Moreover, it has been called a form of " g e n o 
cide against minorit ies," especially against the U y g h u r 
peoples in the Eastern Turkistan 
regions, w h o are politically unpopular 
because they seek an independent 
homeland. 

M o r e pragmatic criticisms of the 
policy revolve around its un in tended 
negative consequences. O n e of the 
consequences was well expressed by 
Richard Jackson, a demographer at 
the Cen te r for Strategic and Interna
tional Studies in Washington, D.C. 
Jackson explained, "You have the 
prospect of 400 million Chinese eld
ers, age 60 and over, by 2040, 80 per
cent of w h o m , do not have any 

formal re t i rement pens ion, e i ther 
public or private, most of w h o m 
won ' t have access to government-f inanced health care. 
They're depending on the extended family, but the 
government told t hem not to have children, or not to 
have more than one—or , in some cases, two." 

In short, each "only child" might become solely 
responsible for two aging parents and as many as four 
grandparents; k n o w n as the " 4 - 2 - 1 " problem, it is a 
responsibility that many or most of the "one-ch i ld" 
generation may be unable to meet . 

T h e most publicized negative consequence, h o w 
ever, is the severe skewing of the populat ion toward 
males. T h e Chinese are k n o w n for having a high pref
erence for sons. This preference has resulted in a high 
rate of female infanticide (and, later, sex-selective abor-

When government 
begins to dictate 
choices, it prevents 
individuals from 
adapting and evolving 
solutions. Society 
loses the resilience it 
requires to solve 
problems. 

tions) to remove first-born daughters and, so, to clear 
the legal path to have a son. According to China's offi
cial news agency, 119 boys are n o w b o r n for every 100 
girls; the ratio in natural circumstances is 103 to 107 
boys for every 100 girls. By 2020 China may contain 30 
to 40 million restless bache lors—known in China as 
"bare branches"—and worr ied observers predict every
thing from a steep increase in rape to wars aimed at 
securing brides. 

In recognit ion of the problem, China adopted a sig
nificant change to the one-chi ld policy in the mid-
1980s. In the rural areas, where survival often requires 
hard labor and males are thus especially valued, China 
allowed a second child if the first b o r n was either 

female or disabled. This evolved into 
what some n o w claim is a de facto 
two-chi ld policy for the countryside. 
Nevertheless, the sex skewing seems 
to cont inue relatively unabated. 

T h e gender imbalance in China is 
what the social theorist F. A. Hayek 
called an "un in tended consequence." 
Every act has unforeseen and un in 
tended results that may determine its 
impact far more than the act's 
in tended goal. 

Hayek saw at least two practical 
problems wi th social engineer ing , 
bo th of which involve such un in -
tended consequences. T h e first p r o b 
lem speaks to the nature of a healthy 

society. If left to the ingenuity and preferences of indi
vidual members , society tends over t ime to naturally 
evolve answers to the problems confronting it. For 
example, if there is a shortage of food, families tend to 
limit themselves to a supportable number . But w h e n 
government begins to dictate choices, it prevents indi
viduals from adapting and evolving solutions. Society 
loses the resilience it requires to solve problems. 

T h e second practical difficulty wi th social engineer
ing was " the knowledge problem." In accepting the 
1974 Nobe l Prize for economics, Hayek explained, 
" T h e recognit ion of the insuperable limits to his [the 
bureaucrat's] knowledge ought [to guard] the student of 
society . . . against becoming an accomplice in men's 
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fatal striving to control society—a striving, which 
makes h im no t only a tyrant over his fellows, but which 
may well make h im the destroyer of a civilization 
wh ich no brain has designed but wh ich has grown from 
the free efforts of millions of individuals." 

A centralized bureaucracy cannot control the ou t 
comes of choices made by hundreds of millions of p e o 
ple, nor can it k n o w all the results of its policies. All a 
bureaucracy can do is impose policies. T h e more 
impor tant the area of life being controlled is—such as 
r ep roduc t ion—the more draconian the imposi t ion 
must be to render even minimal compliance. T h e 
longer social control is imposed and the more policies 
are introduced, the greater the n u m 
ber of un in tended consequences, such 
as the skewing of the gender ratio. 

As noted, the proposed remedy for 
sex skewing in China is the in t roduc
tion of yet another social-engineering 
policy, exemplified by the Care For 
Girls (CFG) program. T h e admin
istration of C F G in East China's 
Anhui province is probably typical. 
There, C F G was initiated in 2000 and 
includes lec tur ing the populace 
against sex bias, offering loans to fam
ilies wi th daughters, training w o m e n 
to become wage earners, and check
ing girls for signs of abuse. T h e un in
tended consequences of the relatively 
new C F G program are not yet appar
ent. T h e ultimate folly, however, is 
that the stated goal may require nothing more than leav
ing the situation alone. Simply by becoming scarce, 
girls have become more highly valued and, wi th a new 
appreciation of their importance to society, the role of 
w o m e n in China seems poised for redefinition. T h e 
Chinese government could best help by simply getting 
out of the way. 

This is not likely to happen. T h e Chinese government 
continues to insist that it must control reproduction 
because the nation's resources, especially its food and 
water, cannot sustain a large increase in the population. 

A l t h o u g h the claim is n o t self-evidently t rue , it 
is rarely ques t ioned because it conforms to the 

The Chinese 
government 
continues to insist 
that it must control 
reproduction because 
the nations resources, 
especially its food and 
water, cannot sustain 
a large increase in the 
population. 

widely held and politically popular belief that the 
planet is overpopula ted . Ove r the past decade polls 
have indicated that most Amer icans b lame over
popu la t ion for con t r ibu t ing to or causing an impres 
sive range of social ills from pol lu t ion to illiteracy, 
from poverty to famine. 

Overpopula t ion theory is often dated back to 
Thomas Mai thus and his work An Essay on the Principle 
of Population (1798) in which he argued that resources 
grow linearly while populat ion grows exponentially. 
Unless h u m a n reproduct ion was control led, he 
believed, the populat ion would be too large for the 
earth's resources to support. Ironically, Malthus p re 

dicted that a tipping point and famine 
would occur in the mid-nine teenth 
century; this prediction came on the 
cusp of the world's experiencing a 
vast expansion in the food supply due 
to the Industrial R e v o l u t i o n and 
advances in agriculture. 

Since Malthus, many overpopula
tion zealots have made equally false 
predictions about the exhaustion of 
the planet. For example, Paul R . 
Ehrl ich, au thor of The Population 
Bomb (1968), wrote, " T h e population 
of the U.S. will shrink from 250 mil
lion to about 22.5 million before 
1999 because of famine and global 
warming." 

Current fears of overpopulation 
may be equally groundless. O n e of the 

difficulties in judg ing the matter, however, is that no 
one seems to have a good definition of what is the 
"proper" population; that is, how many people can the 
earth support wi thout calamities like mass starvation? 

Even a good guess at an answer would require infor
mat ion that is difficult or impossible to secure. For 
example, it would be necessary to calculate what per
centage of massive human tragedies, such as famine, are 
due to entirely artificial and imposed factors like war. 
T h e current shortage of rice in Asia, for example, is not 
due to natural factors but to a constellation of artificial 
ones such as the diversion of food crops like corn into 
the product ion of ethanol. This diversion has driven up 
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the global price of the crops that serve as alternatives, 
such as rice. Whatever percentage of hunger is due to 
artificial factors should not be blamed on limitations of 
the earth. 

Moreover, recent developments in agriculture, like 
the previous Green Revolut ion in the twentieth cen
tury, may dramatically increase food resources. For 
example, recently developed biotech crops both increase 
productivity and reduce the need for insecticides. 

Thus the one-chi ld policy has not only been disas
trous both in terms of h u m a n rights and practical con 
sequences for generations to come; it is far from clear 
that its rationale is even valid. 

In 1999, analyst Stephen Moore , formerly of the 
Cato Institute, wrote in "Defusing the Population 
B o m b " : " [ W ] e are nowhere near runn ing out of r oom 
on the planet. If every one of the 6 billion of us resided 
in Texas, there would be room enough for every family 
of four to have a house and an l / 8 t h of acre of land— 

C h i n a ' s O n e - C h i l d D i s a s t e r 

and the rest of the globe would be vacant. . . . T h e 
dreaded populat ion b o m b that emerged as a worldwide 
obsession in the 1960s and 1970s has been all but 
defused. T h e birthrate in developing countries has 
p lummeted from just more than six children per couple 
in 1950 to just more than 3 per couple today. T h e 
major explanation for smaller family sizes, even in 
China, has been economic growth, not c o n d o m distri
butions or coercive bir th control measures." 

M o o r e commen ted on China specifically in another 
article, "Don ' t Fund U N F P A Populat ion Con t ro l " 
(2000),"To this day no one knows precisely h o w many 
babies and w o m e n have died at the hands of the p o p u 
lation control fanatics in China. W h a t we do k n o w is 
that this program will go down in history as one of the 
greatest abuses of human rights in the 20th century." 

M o o r e concluded, " [T]he cause of world hunger 
and environmental disasters in the world today is not 
too many people. It is too much statism." @ 
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Peripatetics 

Bailout Hypocrisy 
B Y S H E L D O N R I C H M A N 

T hud. That was the sound of the other shoe 
dropping. 

In response to severe problems in the credit 
markets, thanks to years of government intervention, 
the Federal Rese rve—the government 's counterfeiter 
and chief culprit in the current crisis—has opened its 
discount w i n d o w to the investment banks. Interest rate: 
2.5 percent. Unt i l recently, only commercial banks 
could bo r row money from the Fed. But n o w invest
men t banks may also—and here's the kicker: They can 
put up shaky mortgage-backed securities as collateral. 
Tha t means the American people are potentially on 
the h o o k for those loans. Should they 
go bad, we will pay either in infla
t i o n - i n d u c e d h igher prices or in 
higher taxes. 

Investment banks that may have 
invested in bad mortgages are already 
taking advantage of the new oppor 
tunity. Is this a great count ry or what? 

T h e Wall Street Journal says the 
banks' willingness to bo r row comes 
as a relief to government officials 
" w h o had worr ied that the stigma of 
bor rowing from the Fed could keep 
firms away." 

Yes, that would have been a shame. Thank goodness 
the stigma of high-roll ing Wall Street firms' going on 
the dole has disappeared. 

T h e opening of the loan w indow was the first shoe. 
T h e other shoe is the demand for new regulations on 
the investment-banking industry in return for the Fed's 
help. Democrats Representat ive Barney Frank and Sen
ator Charles Schumer say that if the investment banks 
are going to have the same access as commercial banks 
to the Fed's discount window, they should have to live 
by the same, or similar, rules as commercial banks. 
Those rules would govern things like reserve require- Sheldon Richman (srichmau@fce.org) is the editor of T h e Freeman. 

Rescued once, why 
wouldn't a lending 
institution expect to 
be rescued again— 
especially if it saw 
itself as too big 
to fail? 

ments but would likely go beyond that and include 
new oversight by regulators. 

"If investment banks are able to bor row from the 
Federal Reserve's discount window, then they must be 
subject to greater regulatory scrutiny," Schumer wrote 
in the Wall Street Journal. 

"A central bank acting as a lender needs to be able 
to evaluate the solvency and liquidity of a borrowing 
institution," said Eric Rosengren , president of the 
Federal Reserve Bank of Boston. "Knowing h o w 
likely it is that an institution's sources of funds 
will evaporate dur ing times of financial stress requires 

a significant unders tanding of the 
institution's liabilities and its counter
party relationships." 

Wha t can the banks say to Frank, 
Schumer , and Rosengren? If one 
accepts the principle that the govern
ment agency ought to be ready to res
cue these institutions, how can one 
also object to the quid pro quo of 
regulation? Granted the premise, the 
logic is sound. 

It's the bailout premise that has to 
be challenged. T h e Fed should not 

have opened the w indow to the investment banks if for 
no other reason than that new regulation would 
inevitably follow. (Of course, there should be no Fed in 
the first place. But that's for another column.) 

Widen ing the Fed's scope for rescue and regulation 
only asks for trouble. Gove rnmen t rescues breed 
irresponsibility. This is the moral-hazard principle. 
Rescued once, why wouldn' t a lending institution 
expect to be rescued again—especially if it saw itself as 
too big to fail? 
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Second, the qu id -p ro -quo regulations will make 
things worse. People prone to blame deregulation and 
even laissez faire (!) for the current economic mess 
point out that the evolution of complicated investment 
instruments occurs so quickly that people in the indus
try itself have trouble understanding them. Maybe so. 
Will the regulators understand them better? N o way. 
Markets move too quickly for regulators to keep up 
wi th because the participants make spot decisions in 
part using tacit knowledge that is never articulated. 

T h e only way for bureaucrats to even at tempt to 
keep up would be to assert the author i ty to approve 
innovations before they are introduced. But that wou ld 
be destructively inhibit ing. Wealth creation would 
be stymied, and we'd all be poorer . W h y should 
anyone believe that regulators k n o w w h a t they 
would need to k n o w before they could pass j u d g m e n t 
on n e w ideas? 

This is no t to deny that reckless—and even shady— 
activity can take place and hur t innocent bystanders. 
T h e point is that regulation makes such activity more , 
not less, likely. Adam Smith famously wrote in The 
Wealth of Nations that "People of the same trade seldom 
meet together, even for mer r imen t and diversion, but 
the conversation ends in a conspiracy against the p u b 
lic, or in some contrivance to raise prices." 

H e wasn't calling for regulation of economic affairs, 
because he immediately added, "It is impossible indeed 
to prevent such meetings, by any law which either 
could be executed, or would be consistent wi th liberty 
and justice." 

Significantly, he cont inued, "But though the law 
cannot hinder people of the same trade from sometimes 
assembling together, it ought to do nothing to facilitate 
such assemblies; m u c h less to render them necessary" 
(emphasis added). 

W h a t most critics of free markets overlook is that 
the corporatist state in fact does facilitate such assem
blies. Regula t ion , which forces standards across an 
industry, reduces the vigor of the competit ive process 
by removing the factors subject to regulation from 
con ten t ion . A regulatory reg ime to some extent 
cartelizes industries. 

Yet anything that reduces compet i t ion is harmful to 

B a i l o u t H y p o c r i s y 

the public because compet i t ion is what disciplines 
market participants. To the extent the competit ive 
process is blunted, businesses are licensed to engage in 
the activities Adam Smith had in mind. 

Deregulation All The Way Down 

Here's the response to those w h o blame financial 
deregulation for the current predicament: Dereg

ulation has been only partial and therefore rigged. 
R e m e m b e r the S&Ls? They were deregulated t oo—but 
no t all the way. Restr ict ions were removed from the 
kind of investments they could make, but deposit insur
ance guaranteed that the taxpayers would cover the 
losses. That's not real deregulation; that's corporatist 
favor-granting by another name. 

Today, establishment voices of "capitalism" (which is 
not to say the free market) have little credibility w h e n 
they oppose n e w regulation of investment banking. 
That's because they are all too content wi th the current 
deeply rooted ne twork of subsidies, bailout promises, 
and competit ion-suppressing interventions. If these are 
the only voices against n e w regulation, we will surely 
have it. This will mean a greater burden for smaller 
and ye t - to -be- formed companies. 

Finally, favoring government bailouts for connected 
Wall Street players but not for individual homeowners 
is a sure path to dismissal for callous hypocrisy. 
"Subsidizing these firms is an insult to Main Street. 
Many families are losing their homes as part of the 
mortgage crisis. If they had access to 2.5 percent 
financing that would not be happening," Thomas Palley 
of the Economics for Democrat ic & O p e n Societies 
Project writes. T h e only position that is internally 
consistent and consistent wi th justice is the no-bai lout 
position. Banks and homeowners should work things 
out among themselves, aided if necessary by private 
philanthropic institutions. 

Bailouts at the expense of unwilling third parties (tax
payers) are either proper or improper. (I say improper.) 
Those embracing the business-subsidy program should 
have the courtesy not to call themselves advocates of 
the "free market." (Listening, Mr. Kudlow?) Some of us 
are trying to keep that label clean. They already have 
"capitalism." Aren't they happy with it? ( f | 
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The Political Economy of John Taylor of Caroline 

B Y J O S E P H R. S T R O M B E R G 

A s no ted in the May Freeman,American revolu
tionaries mixed classical-republican and liberal 
political languages somewhat indiscriminately. 

Republ icanism posited a relation between power and 
property in which independent proprietors were the 
bulwark of liberty. English critics of post-1688 W h i g 
mercantilism deployed republican ideas, leading many 
historians to paint t h e m as "agrarians" resisting capital
ism, modern iza t ion , and social change. ("Social 
change" routinely looms large w h e n his
torians wish to discount h u m a n agency.) 

John Taylor's writings show how an 
anti-mercantilist critique could be a lib
eral critique, despite detailed agreement 
wi th more strictly republican analyses. 
His Inquiry (1814), for example, was a 
belated reply to John Adams's Defence of 
the Constitution of Government of the 
United States (1787-88), in which Taylor 
explicitly rejected Adams's archaic-
republican "social ba lance" be tween 
legally en t renched social orders. For 
Taylor, even such republican terms as 
"cor rup t ion" and "v i r tue" had different 
meanings in the American context. 

Each of three historical ages, Taylor 
writes, had its o w n artificial aristocracy. T h e newest was 
a financial oligarchy—England's m o d e r n reality. Amer 
ican Federalists wanted it here. Oddly, he notes, colonial 
Americans had spotted abusive taxation more quickly 
than independent Americans did. Having managed to 
"explode . . . the antiquated social compact dogma," 
they succumbed to " m o d e r n law charter dogma" p ro 
tecting state-created property as eternally inviolable. 

John Taylor of Caroline, 1753-1824 

Taylor treats "those possessions as property, which 
are fairly gained by talents and industry, or are capable 
of subsisting, wi thout taking property from others by 
law." Absent church establishments and feudal dues, tax
ation was " the only engine for distributing and balanc
ing proper ty" and dividing society into "payers and 
receivers." National debt, too, was a key engine of 
oppression, reflecting the wish " to anticipate the riches 
of posterity and bequeath it [our] misfortunes." 

Champion ing " labour" and "agr i 
culture" against "paper feudalism," Tay
lor's class-conflict analysis highlighted 
the role of the state. In a world where 
numerous interests battened on the 
state, that analysis was an important 
tool. Taylor's political sociology shares 
much wi th the French Restorat ion l ib
eralism of J . -B. Say, Destutt de Tracy, 
Charles Comte , Charles Dunoyer, and 
Augustin Thierry. 

Like Jefferson, Taylor was conver
sant, not just with English economists, 
but also with Say and Tracy. But Taylor 
has flashes of comple te originality. 
After all, none (or few) of the French 
or English writers had looked hard at 

the rising American system, which they wrongly fan
cied was repudiating European mercantilism.Taylor was 
breaking new ground. 

In Tyranny Unmasked (1822), wr i t ten mainly against 
protective tariffs, Taylor carried forward his political 
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class analysis wi th great sociological penetrat ion. Taylor 
writes that no "property-transferring policy . . . can 
enr ich" workers or merchants in general. A few of the 
latter gain by "becoming bankers, lenders to govern
ment , or factory owners." Particular "mechanicks or 
agriculturists" might also profit: "A few individuals are 
enriched by every species of tyranny." 

Expanding, in Inquiry, on the contrast be tween 
true and false (state-created) property, Taylor observes: 
"Despot ick power strives to blend itself wi th a legiti
mate government , as paper stock does wi th private 
property." False property wrapped itself in the pro tec
tive mantle of justly acquired property, and we must 
understand Federalist grumbl ing about "leveling" poli t
ical tendencies in that light. Beneficiaries of mercantilist 
(re)distribution did not want their gains called into 
question. Finally, Taylor observes that in England, the 
financial aristocracy profits more from war than feudal 
aristocrats ever did, by gaining n e w fields for invest
ment and by funding " the war which made the con
quest." Increased taxes to pay the interest were a further 
b o o n to this class. 

Banking and "Paper Feudalism" 

Sta te-connected bank ing—the Bank of England and 
the Bank of the Uni t ed States—was a pr imary tar

get of Taylor's political polemics. Here , a false analogy 
wi th everyday commercial bor rowing confused mat 
ters. In Taylor's view, paper stock and public debt are 
not necessary to commerce , even if, coincidentally, 
" they exist together in England." Tha t paper and debt 
were " the b a n e " of commerce could be "inferred from 
the necessity of England to resort to war and conquest 
to cultivate her commerce." Paper bills were "signs or 
representations" of real things and a tax on monetary 
circulation. Taylor is happy that the American R e v o l u 
tion "succeeded" without establishing pe rmanen t public 
debt in lieu of paper currency. Revolut ionary currency 
lost value, to be sure, but it did not linger on as an 
excuse for future taxation. It disappeared, having done 
only limited harm. 

Banking, as practiced, was generally bad. T h e advan
tage of coin is the difficulty of multiplying it. N o t i n g 
that under hard money, any supply of money is optimal, 
Taylor notices the banker's "privi lege" of keeping frac

tional reserves. W i t h interest count ing as assets, and 
multiple lendings of the same capital, massive transfers 
of real goods went forward. Again Taylor calls bank prof
its a " tax" paid to privileged corporations. Taylor's 
conclusion? " T h e tyranny of fraud is not less oppressive 
than that of force." 

Taylor compares patronage gained by banking wi th 
that obta ined by conquest . W h e r e patronage "is 
obtained by foreign conquest, as in the acquisition of 
India by England, the people still suffer by the unconsti
tutional power it confers" even though domestic pat ron
age was directly "more calamitous." 

Taylor has a good grasp of international flows of 
money and goods—paper, specie, and commodi t i es— 
and spots an illusion later central to Keynesian eco
nomic policy: "[A]n advancement of the price of 
labour, pari passu, would produce neither gain nor 
loss." H e observes that a paper-mili tary-patronage aris
tocracy does wi thou t titles of nobility, but is no less 
dangerous for that. " M o n e y and armies are the instru
ments of power," he adds. 

Everyday Class Conflict 

Taylor believed that great extremes of wealth 
invariably sprang from ext ra-economic coercion 

and deceit. Here , he resembles that self-taught radical, 
Thomas Paine. Taylor sounds vaguely "Marxist," while 
explaining why protect ionism does no t help English 
work ingmen: "[I]t has established a m o n o p o l y wh ich 
operates only in favour of their employers, increases 
the expenses of government , and feeds unproduct ive 
capital by sacrificing productive labour"—especially in 
agricultural and seafaring occupat ions , w h e r e the 
workers have "very little capital except their bodily 
labour." Here is Marx's labour-power category several 
decades early. 

Taylor did no t need to be a "proto-Marxis t ," 
however, because liberals already possessed (but did 
not always employ) a theory of plunder ("spoliation") 
featuring the state apparatus as the major cause of 
social conflict. 

State Capitalism 

Sta te-promoted business enterprise was at the heart 
of everything Taylor opposed. E c h o i n g James 
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Harr ing ton (1656), he writes that " eno rmous political 
power invariably accumulates enormous wealth, and 
eno rmous wealth invariably accumulates enormous 
political power." Asserting the parasitic character of 
state-created capital, he denounced transfers of real 
wealth from the economically productive and the 
aggressive alliance of artificial capitalists, co r rup t 
courtiers, and officials w h o profited on them. 

Taxes raised to pay public debt drained resources 
away from productive uses, and public credit funded the 
standing army, an ins t rument of constitutional subver
sion and empire. America, Taylor complains, has fol
lowed England's road to ruin, under Federalists and 
Republ icans alike. 

These considerations shed light on Jefferson's fre
quent references to the need for "per iodic revolu
t ions." Given the ills a t t end ing state-subsidized 
capitalism, the people must have room to u n d o state 
creation of wealth and classes. T h e Yazoo scandal 
comes readily to mind. Georgia lawmakers handed 
out millions of acres of western land to those w h o 
br ibed them. W h e n a later legislature undid the act, 
Chief Justice Marshall declared the grants a sacred trust 
under the federal contract clause, in a tex tbook exam
ple of English "char ter law." 

Corporations 

In Taylor's day governments still chartered corpora
tions as privileged monopol ies for specific purposes 

"c lo thed" wi th a public interest. Taylor saw "hierarchy" 
(the established church) and "corpora t ion" as "innately 
despotic," since bo th were "appurtenances of sover
eignty" and, therefore, "appurtenances of despotism," 
because sovereignty "is indefinite." Taylor's insight 
seems ideally suited for understanding the t r iumph of 
American state capitalism, once we see that general 
incorporat ion laws in the Jacksonian Era left state-like 
corporate privileges intact while widening the base of 
privilege. (See Frank van D u n , " T h e M o d e r n Business 
Corpora t ion versus the Free Market?" Freeman, March 
2003, pp. 29—33, and "Personal Freedom versus C o r p o 
rate Liberties," Philosophical Notes, N o . 76, Libertarian 
Alliance [London] , 2006, pp. 1-19.) T h e deep roots of 
Amer ican corporatism suggest Taylor's relevance across 
most of Amer ican history. 

War Finance 

Taylor writes that debt financing renders a war 
" twice suffered; by the living, w h o supply all the 

expenses of war; by the unborn , w h o supply an equiva
lent sum, to take up certificates of the expenses. . . ." 
Debt issues had actually hampered the American R e v 
olution, since "war carried on by paper, is starved by 
peculation, and produces the utmost degree of publick 
expense, wi th the least degree of publick spirit." (Here 
Taylor anticipated several Austrian School economists.) 

Taylor's views on war and its financing deepened his 
critique of the presidency and centralization. T h e point 
ofTaylor's antimilitarism was to avoid the fate of " E u r o 
pean nations," which "exist for the benefit of armies 
and navies. . . ."War was " the keenest carving knife for 
cutting up nations into delicious morsels for parties and 
their leaders." It "swells a few people to enormous 
size"; "puts arms into the hands of ambition, avarice, 
pride, and self-love"; and "breeds a race of men, nomi 
nally heroes, mistaken for patriots, and really tyrants." 
Finally, party discipline gave 26 percent of the legisla
ture—effectively controlling 51 percent—"the power 
of declaring war." Alluding to dear old National Secu
rity, Taylor reminds us: "Conquests abroad are rare, and 
no compensation for conquest at home." 

Britain: The Negative Role Model 

Unless we uprooted subsidized capitalism, America 
would become England—with W h i g oligarchy, 

class conflict, economic crises, taxes, standing army, 
constant war, and a confusion of state-created and pr i 
vately earned property. Britain was our negative role 
mode l , whose chief evils—empire and domestic 
oppression—were intertwined. "Compuls ion" guarded 
English commerce : England "is enriched, because 
labour is her slave; goaded by a paper system, and she 
makes competi t ion shrink by a fleet." Britain's relative 
internal freedom was little comfort to its dependencies, 
as "nearly demonstrated in the relations between Eng
land and Ireland, and quite so in India." 

Empire, Monarchy, Oligarchy 

England brings us—and Taylor—to the structural logic 
of empire. T h e English state was "a confederation 
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of parties of interest," excluding the people, and con
sisting of " the church of England, the paper stock party, 
the East India company, the military party, the p e n 
sioned and sinecure party, and the ins and outs, once 
called whigs and tories," held together by the m o n 
archy. T h e English nation "has no government ," and 
"no British na t ion" existed beyond these interest 
groups. Taylor notes that Samuel Johnson, " the best 
informed tory," favored "a brisk circulation of money." 
But "a brisk circulation of power is also produced," and 
Dr. Johnson "neglected to tell us . . . that money attracts 
power, and power, money." 

Taylor's works abound wi th examples of his realistic 
grasp of social interrelations. H e addresses two c o m 
m o n arguments for consolidated power: "uniformity of 
religion" and " the difficulty of governing an extensive 
territory." Europe had given up the former, and A m e r 
ica the latter (in terms of monarchy). Practical knowl 
edge being widely dispersed in a large state, "moral 
geomet ry" limits the "knowledge and will" of a king. 
Hence , "beyond his orbit, monarchy ceases and some 
anomalous government ensues; oligarchical, military, 
deputy-royal, tumul tuous , or infinitely variegated by 
circumstances" and "nei ther the virtues nor vices of a 
monarch are felt at a distance from his person." 

"Monarchy only succeeds," Taylor says, in "armies, 
garrisons, savage tribes and private families." T h e wider 
the sphere, the more a king has only a "power of chang
ing oligarchs." This brings Taylor back to patronage, 
dependent on " the very worst kind of oligarchs . . . i r re
sponsible and unknown." Here indeed was a govern
m e n t — n e i t h e r republic n o r monarchy. W h e r e a 
republic and a monarchy each had the "power of dis
tr ibuting wealth," the monarchy was less burdensome, 
"because it is less expensive to gratify the rapaciousness 
of one, than of many." 

Were America governed as a monarchy, it could 
"only retain the advantage of extensive territory, by an 
oligarchy composed of deputy-kings, bashaws, satraps 
or mandarins." As a decentralized confederation of self-
governing members , America might expand indefi
nitely, " fo rming a great nat ion, by a chain of 
republicks." Here, Taylor sketches out the possibility of 
republican expansion, as opposed to Madison's belief in 
expansion as necessity. 

False republics, Taylor says, have " the heaviest taxes." 
T h e American party system and presidential patronage 
br ing forth oligarchy—and presidential power, war 
—spread ing pat ronage and power economical ly 
and geographically. Here, domestic and foreign con
cerns are jo ined . 

Republican Nonintervention 

Where national security intrudes, Taylor yields lit
tle to "realist" necessities. We Americans can 

resist the European system "more successfully than any 
other nation." America, "possessed of extensive ter r i 
tory, happily removed from real causes of collision wi th 
other nations . . . is peculiarly favoured by providence" 
for avoiding " the artifice of legal wars," to which small 
nations succumb. 

The Balance of Power 

Taylor denied that the laws of nations conferred 
sovereignty on any American government . In 

agreement wi th many liberal thinkers, he doubted the 
"balance of power" principle. Tha t doctr ine fostered 
war by assuming inherent hostility be tween nations, 
and was thus " the most complete invention imaginable 
for involving one combinat ion of states, in a war wi th 
another." (Neither was Taylor impressed wi th the "bal
ance of trade.") 

Wi th in the union, the balance-of-power idea fared 
no better. After the Missouri Compromise , geographi
cal blocs defined by slavery loomed. Balance-of-power 
politics implied t inkering and broker ing outside the 
Const i tut ion; and a sustained antislavery campaign 
against the South as a bloc, he wrote, "would certainly 
destroy the union." Taylor foresaw "civil" war, wi th 
massive death and destruction. H e makes the unkind 
aside that, "if our consciences tell us that we ought 
to enslave freemen, to make slaves free," reformers 
might perhaps crusade in Brazil, Cuba, or Africa, rather 
than at home . 

Slavery and Colonization 

Taylor, w h o himself owned slaves, describes slavery 
as "an evil which the Uni t ed States must look in 

the face. To wh ine over it, is cowardly; to aggravate it, 
criminal; and to forbear to alleviate it, because it cannot 
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be wholly cured, foolish." H e hoped the slaves might 
"be gradually re -expor ted" through colonization—a 
point where he is no worse than his contemporaries 
and successors, including Abraham Lincoln. Taylor 
could be quite realistic about slavery. His frequent asser
tions that financial exploitation is worse than slavery 
cut bo th ways. In mitigation, he pleaded: " T h e profit 
extor ted from the negro slave is moderated by the 
immediate interest of his master . . . the master's benev
olence and . . . respect for his own reputation." 

Al though Taylor, like most of his contemporaries , 
believed whites were intellectually superior to blacks, 
he denied that this justified establishing privileged 
castes. Free use of "intel l igence" improved church and 
state, and we should expect the same result wi th 
"labour." H e asks, "Are slaves free, because their labour 
is made more productive . . . by the intelligence of their 
masters? Is the whi te population of the world justified 
in converting to its own use the labour of Africa, on 
account of super ior i ty of intel lect?" T h e answer 
assumed is "no." 

Against Institutional Fixity 

Taylor writes that "If a number of people should 
inclose themselves wi th in a triangle, they would 

hear wi th great astonishment, that they had lost the 
power of changing the form of the inclosure; and that 
the dead form of the triangle governed living beings, 
instead of living beings w h o created that figure, govern
ing i t" (italics supplied). 

Taylor is not abandoning law, institutions, or every
day morality. H e does want to avoid being locked, 
beforehand, into eternally fixed political institutions, 
including the federal union. H e was eager to discredit 
artificial intermediate institutions. As, in effect, a l ib
eral methodological individualist, Taylor took the soci
ety he k n e w as given and spent little t ime on naturally 
existing intermediate institutions, which in his day 
remained intact. 

Agrarianism and Economic Development 

Literary historian M . E. Bradford sees Taylor as a 
defender of "closed, rural, religious, and corporate 

societies." Such republics were not <mfr'-commercial, but 
neither did they need the state as economic broker, 
promoter, and subsidizer. Taylor has of course some 
agrarian themes, but unlike Jefferson, he never asked 
to be on the literally isolated "footing of China." 
Taylor's society was already agrarian, and he hoped 
his political liberalism (called "republicanism") would, 
in a decentralized federation, allow agrarian c o m m u n i 
ties to flourish. 

Some might suppose that Taylor's ideas would, in 
practice, have blocked American economic growth. 
Wr i t ing of the English Enclosures, French historian 
Paul Man toux comments that if " the bulk of the rural 
populat ion remained on the land, the t r iumph of the 
factory system might have come later, but it could not 
have been indefinitely postponed." This suggests that 
"modern iza t ion" under republican liberalism was feasi
ble enough, and that such modernizat ion might have 
been slower, more organic, and less chaotic than the 
state-dependent path actually taken. (The federal center 
long set a bad example of providing wars for the "p r im
itive accumulat ion" of Indian lands, making it unlikely 
that a market economy wi thout massive state assistance 
would ever enjoy long-lasting political popularity.) 

The Continuing Relevance of John Taylor 

Taylor summed up his out look as follows: " O u r pol
icy divides power, and unites the nation in one 

interest; Mr. Adams's divides a nation into several inter
ests and unites power." For a brief per iod after his 
death, Taylor became a prophet for hard-money, free-
trade advocates in the wider Jacksonian movement . 

Taylor's work did not have the effect for which he 
hoped, but it has its merits as a critical benchmark by 
which to measure what has happened to the Old 
Republ ic . In Taylor's opinion, artificial aristocrats can 
only sustain their projects in the long run through 
some form of political despot ism—consol idat ion, 
empire, or monarchy. These outcomes are all around us, 
and John T. Flynn could repeat all ofTaylor's themes in 
the 1940s and early '50s. As historian J. G. A. Pocock 
writes, "America may have guaranteed the survival of 
the forms of corrupt ion it was created to resist." We 
cannot say that John Taylor failed to warn us. | | ) 
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Our Economic Past 

Construction Boom and Bust Between 
the World Wars 
B Y R O B E R T H i G G S 

Imagine a story about collapse of the real-estate 
markets that states: "Most of the millions piled up 
in paper profits had melted away, many of the mi l 

lions sunk in developments had been sunk for good and 
all, the vast inverted pyramid of credit had toppled to 
earth, and the lesson of the economic falsity of a 
scheme of land values based u p o n grandiose plans, p re 
posterous expectations, and hot air had been taught in a 
long agony of deflation." 

A story wr i t ten in 2008? N o , an extract from Fred
erick Lewis Allen's 1931 book Only Yesterday. The real-
estate b o o m and bust we are n o w 
experiencing had a spectacular p rede
cessor dur ing the 1920s and 1930s. 
History may not repeat itself exactly, 
but episodes composed of speculative 
mania, construct ion b o o m , financial 
misfeasance and malfeasance, and 
expansive monetary policy do recur 
from time to time. 

W h e n World War I ended, private 
construction activity, which had been 
substantially displaced in 1917 and 
1918, resumed at a healthy pace. 
Even du r ing the br ief depression 
of 1 9 2 0 - 2 1 , cons t ruct ion did not 
decline greatly, and as the economy recovered, building 
activity grew smartly, approximately doubling be tween 
1921 and 1925. D u r i n g the second half of the 1920s, 
construction remained on a high plateau, though falling 
slightly after a peak in 1926, and gross private const ruc
t ion spending amounted to 62 percent of gross private 
domestic investment, on average. 

Real-estate booms occurred in many parts of the 
country, affecting bo th residential and commercial con 
struction. Skyscrapers sprang up in the d o w n t o w n areas 
of many of the largest cities, and huge suburban devel
opments appeared, catering to the rising middle class, 

Episodes composed 
of speculative mania, 
construction boom, 
financial misfeasance 
and malfeasance, and 
expansive monetary 
policy do recur from 
time to time. 

whose members n o w possessed automobiles for c o m 
mut ing to work in the cities. 

N o n e of this activity could match the mania that 
propelled the development of properties in Florida. In 
the summer and au tumn of 1925, wrote Allen, Miami 
"had become one frenzied real-estate exchange. There 
were said to be 2,000 real-estate offices and 25,000 
agents marketing house-lots or acreage. . . . T h e w a r m 
air vibrated wi th the clatter of riveters, for the steel 
skeletons of skyscrapers were rising to give Miami a 
sky-line appropriate to its metropoli tan destiny. . . . 

[T]he public utilities of the city were 
trying desperately to meet the sud
denly multiplied demand for electric
ity and gas and te lephone service." 

People's wildest dreams were c o m 
ing true. "Everybody was making 
money on land, prices were climbing 
to incredible heights, and those w h o 
came to scoff remained to speculate . . . . 
T h e whole strip of coast line from 
Palm Beach southward was be ing 
developed into an American Riviera. 
. . . T h e fever had spread to Tampa, 
Sarasota, St. Petersburg, and other 
cities and towns" on the state's west 

coast. Millions of dollars were being made almost 
overnight. 

In 1926 the frenzy of the preceding two or three 
years began to cool noticeably. Then , in September, a 
hurr icane focused its fury on the Miami area, killing 
about 400 people, injuring more than 6,000, and leav
ing 50,000 people homeless. At this point , the b loom 
was definitely off the Florida real-estate rose. 

Robert Higgs (rhiggs@indepenrlent.org) is senior fellow at The Independent 
Institute (www independent .org), editor ofThe I n d e p e n d e n t Rev iew, and 
author of N e i t h e r Liberty no r Safety: Fear, Ideology, and the G r o w t h 
of G o v e r n m e n t (Independent Institute). 
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By 1927 Florida presented a desolate scene. H e n r y 
S. Villard described his approach to Miami by road: 
"Dead subdivisions line the highway, their pompous 
names half-obliterated on crumbl ing stucco gates. 
Lonely whi te-way lights stand guard over miles of 
cement sidewalks, where grass and palmetto take the 
place of homes that were to be. . . . W h o l e sections of 
outlying subdivisions are composed of unoccupied 
houses, past which one speeds on broad thoroughfares 
as if traversing a city in the grip of death." 

Elsewhere the ascent was not so breathtaking, nor 
the descent so devastating. Yet many parts of the c o u n 
try exper ienced a similar b o o m and bust. By 1929, for 
the count ry as a whole , real spending for gross private 
n e w construct ion was already down 17 percent from its 
peak in 1926, but the bulk of the collapse was still to 
come—by 1933, real construction 
spending had fallen 84 percent from 
the peak. 

Alexander Field notes that 
"[residential cons t ruc t ion alone 
exceeded 8 percent of the G N P in 
each of the four years from 1924 to 
1927, and the subsequent down tu rn 
was severe. Rea l spending on new 
private nonfarm housing fell 89 
percent from its peak in 1926 to the 
t rough in 1933." 

Spending for private nonfarm 
commercial and industrial construction took a similar 
beating, falling in real value by 79 percent from its peak 
in 1929 to its t rough in 1933. Allen wrote that "by the 
t ime the splendid shining tower of the Empire State 
Building stood clear of scaffolding [in 1931] there were 
apple salesmen shivering on the curbstone below. . . . 
[A]nd financiers were shaking their heads over the 
precarious condi t ion of many realty investments in 
N e w York." Financiers in Chicago, San Francisco, and 
many other large cities across the country took a 
similar beating. 

T h e construct ion b o o m of the 1920s consumed a 
great sum of loanable funds. Development corporations 
issued real-estate bonds secured by n e w structures they 
were bui lding—forerunners of the recently issued, and 
n o w infamous, mortgage-backed securities at the heart 

Great Miami Hurricane of 
National Weather Service 

1926 

of the current troubles in financial markets. Nonfa rm 
residential mortgage debt increased from $9.4 billion in 
1920, to $18.4 billion in 1925, and $30.2 billion in 
1930. Such vast increases in lending could take place 
only if a permissive monetary policy created accom
modative conditions. 

T h e Federal Reserve banks created such conditions, 
in part because their managers hoped that a "regime of 
cheap money," as British economist Lionel Robb ins 
described it, would ease the way for Great Britain to 
resume convertibility of the pound sterling in 1925 
at its pre-war value relative to the dollar. This U.S. 
policy caused the money supply to grow faster than it 
otherwise would have grown, especially dur ing the 
middle years of the 1920s, kept interest rates lower than 
they otherwise would have been, and thereby encour

aged domestic investors to make 
more investments in structures and 
o ther long-lived, "h ighe r -o rde r" 
goods than they otherwise would 
have made. 

•jjy. «J Thus U.S. mone ta ry policies 
*r~-L> M had the effect of bringing about 

"malinvestments" in the Uni ted 
States and thereby distorting the 
structure of the capital stock in an 
unsustainable fashion because 
investments in structures and other 
long-lived capital goods will prove 

economically unwarranted w h e n they are made in 
response to artificially low interest rates. Such projects 
ultimately will go bankrupt—as a great many did dur
ing the late 1920s and early 1930s, most visibly in the 
aftermath of the Florida boom. 

Construction did not recover much in the 1930s. 
Despite some recovery in the latter half of the decade, the 
average real value of private construction during those 
years was less than 40 percent as great as it had been in 
the latter half of the 1920s, and investment in structures 
accounted for a substantially smaller fraction of total pr i 
vate investment, as investors, fearful for the security of 
their property rights under the N e w Deal, held back from 
making large long-term commitments. Only in the late 
1940s, after the war had ended, were comparable amounts 
finally spent again for private construction. (|§) 
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The Subsidy of History 

B Y K E V I N C A R S O N 

Aconsiderable number of libertarian commen ta 
tors have remarked on the sheer scale of subsi
dies and protections to big business, on their 

structural impor tance to the existing form of corporate 
capitalism, and on the close in termeshing of corporate 
and state interests in the present state capitalist econ
omy. We pay less attention, however, to the role of past 
state coercion, in previous centuries, in laying the s truc
tural foundations of the present system. T h e extent to 
which present-day concentrations of wealth and c o r p o 
rate power are the legacy of past injus
tice, I call the subsidy of history. 

T h e first and probably the most 
important subsidy of history is land 
theft, by wh ich peasant majorities were 
deprived of their just property rights 
and tu rned into tenants forced to pay 
rent based on the artificial "proper ty" 
titles of state-privileged elites. 

O f course, all such artificial titles not 
founded on appropriation by individual 
labor are completely illegitimate. 

As Ludwig von Mises po in ted out 
in Socialism, the normal functioning of the market never 
results in a state of affairs in wh ich most of the land of 
a country is " o w n e d " by a tiny class of absentee land
lords and the peasant majority pay rent for the land 
they work. Wherever it is found, it is the result of past 
coercion and robbery. 

Murray Ro thba rd , in The Ethics of Liberty, explained 
the injustice of feudal landlordism: 

But suppose that centuries ago, Smith was tilling 
the soil and therefore legitimately owning the land; 

The extent to 
which present-day 
concentrations of 
wealth and corporate 
power are the legacy 
of past injustice, I call 
the subsidy of history. 

and then that Jones came along and settled down 
near Smith, claiming by use of coercion the title to 
Smith's land, and extracting payment or " ren t" from 
Smith for the privilege of cont inuing to till the soil. 
Suppose that now, centuries later, Smith's descen
dants (or, for that matter, other unrelated families) 
are n o w tilling the soil, while Jones's descendants, or 
those w h o purchased their claims, still cont inue to 
exact tr ibute from the m o d e r n tillers. W h e r e is the 
t rue property right in such a case? It should be clear 

that here . . . we have a case of con 
t inuing aggression against the true 
owners—the true possessors—of the 
land, the tillers, or peasants, by the 
illegitimate owner, the man whose 
original and cont inuing claim to the 
land and its fruits has come from 
coercion and violence. Just as the 
or iginal Jones was a con t inu ing 
aggressor against the original Smith, 
so the m o d e r n peasants are being 
aggressed against by the m o d e r n 
holder of the Jones-der ived land 

title. In this case of wha t we might call "feudalism" 
or "land monopoly," the feudal or monopolis t land
lords have no legitimate claim to the property. T h e 
current "tenants," or peasants, should be the absolute 
owners of their property, and, as in the case of slav
ery, the land titles should be transferred to the peas
ants, w i t h o u t compensa t ion to the m o n o p o l y 
landlords. 

Kevin Carson (kevin_carson@hotmaU.com) is the author of Studies in 
Mutual is t Political E c o n o m y . He blogs at Mutualist Blog: Free Market 
Anti-Capitalism. 
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So rather than defending all existing land titles in 
the name of the "sanctity of proper ty" and protesting 
w h e n some left-wing government institutes a land 
reform that transfers feudal land titles to the peasantry, 
R o t h b a r d favored 1) dividing up Southern plantations 
and giving freed American slaves "forty acres and a 
mule," and 2) transferring the latifundia from Latin 
American landed oligarchies to the peasants. 

In the Old World, especially Britain (where the 
Industrial Revolu t ion began), the expropriat ion of the 
peasant majority by a politically dominant landed oli
garchy took place over several centuries in the late 
medieval and early m o d e r n period. It began wi th the 
enclosure of the open fields in the late Middle Ages. 
U n d e r the Tudors, Church fiefdoms (especially monas
tic lands) were expropriated by the state and distributed 

among the landed aristocracy. T h e new 
" o w n e r s " evicted or rack-rented the 
peasants. 

Expropriating from the Peasantry 

The Res tora t ion Parliament of the 
seventeenth century carried out a 

series of land "reforms" that abolished 
feudal land tenure al together—but only 
upward. The re were two ways Parlia
men t could have abolished feudalism 
and reformed property. It might have 
treated the customary possessive rights 
of the peasantry as genuine title to p rop 
erty in the m o d e r n sense, and then abolished their 
rents. But what it actually did, instead, was to treat the 
artificial "proper ty r ights" of the landed aristocracy, in 
feudal legal theory, as real property rights in the m o d 
ern sense; the landed classes were given full legal title, 
and the peasants were transformed into tenants at will 
wi th no customary restriction on the rents that could 
be charged. T h e most impor tant componen t of this 
" reform" was the Statute of Frauds of 1677, which nul 
lified rights of copyhold by making them unenforce
able in royal courts. 

Finally, the Parliamentary Enclosures of the eigh
teenth and early nineteenth century robbed the peas
antry of their rights of c o m m o n . T h e propert ied classes 
of England saw the economic independence provided 

In the Old World, the 
expropriation of the 
peasant majority by a 
politically dominant 
landed oligarchy took 
place over several 
centuries. 

by the commons as a threat, first to an adequate supply 
of agricultural wage labor on the landed oligarchy's 
own land, and later to an adequate supply of factory 
labor willing to work the long hours and low pay 
demanded by the owners. T h e literature of the proper
tied classes of the t ime was quite explicit on their mo t i 
vation: the laboring classes would not work hard 
enough or cheaply enough so long as they had inde
pendent access to the means of subsistence. They had 
to be made as poor and hungry as possible so that they 
would be willing to accept work on whatever terms it 
was offered. 

A version of the same p h e n o m e n o n took place in 
the Third World. In European colonies where a large 
native peasantry already lived, states sometimes granted 
quasi-feudal titles to landed elites to collect rent from 

those already living on and culti
vating the land; a good example 
is latifundismo, which prevails in 
Latin America to the present day 
Another example is British East 
Africa. T h e most fertile 20 percent 
of Kenya was stolen by the colonial 
authorities, and the native peas
antry evicted, so the land could be 
used for cash-crop farming by 
whi te settlers (using the labor of 
the evicted peasantry, of course, to 

work their own former land). As 
for those w h o remained on their 

own land, they were "encouraged" to enter the wage-
labor market by a stiff poll tax that had to be paid in 
cash. Multiply these examples by a hundred and you get 
a bare hint of the sheer scale of robbery over the past 
500 years. 

Contrary to Mises's rosy version of the Industrial 
Revolu t ion in Human Action, factory owners were not 
innocent in all of this. Mises claimed that the capital 
investments on which the factory system was built 
came largely from hard-working and thrifty workmen 
w h o saved their own earnings as investment capital. In 
fact, however, they were jun ior partners of the landed 
elites, wi th m u c h of their investment capital coming 
either from the W h i g landed oligarchy or from the 
overseas fruits of mercantilism, slavery, and colonialism. 
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In addition, factory employers depended on harsh 
authoritarian measures by the government to keep labor 
under control and reduce its bargaining power. In E n g 
land the Laws of Settlement acted as a sort of internal 
passport system, preventing workers from traveling ou t 
side the parish of their bir th wi thout government per
mission. Thus workers were prevented from "voting 
with their feet" in search of better-paying jobs. You 
might think this would have worked to the disadvantage 
of employers in underpopulated areas, like Manchester 
and other areas of the industrial nor th . But never fear: 
the state came to the employers' rescue. Because work 
ers were forbidden to migrate on their own in search of 

better pay, employers were freed from 
the necessity of offering high enough 
wages to attract free agents; instead, 
they were able to "h i re" workers auc
t ioned off by the parish Poor Law 
authorities on terms set by collusion 
between the authorities and employers. 

Legalized Discrimination 
Against Laborers 

The C o m b i n a t i o n Laws, w h i c h 
prevented workers from freely 

associating to bargain wi th employers, 
were enforced entirely by administra
tive law wi thou t any protections of 
c o m m o n - l a w due process. And they 
were only enforced against combina
t ion by workers, no t against c o m -
bination by employers (such as blacklisting " t rouble
makers" and collusive setting of wages). T h e R i o t Act 
(1714) and other police-state legislation dur ing the 
Napoleonic Wars were used to stem the threat of 
domestic revolution, essentially turn ing the English 
working class into an occupied enemy populat ion. Such 
legislation criminalized most forms of association. 

Even fraternal associations for mutual aid, burial and 
sick benefits, and the like operated in the face of hostil
ity from the state, according to historians of the 
friendly-society movement such as Bob James and 
Peter Gray. U n d e r the terms of the Combina t ion Act, 
friendly societies were subjected to close judicial super
vision lest direct craft product ion be organized for 

In a Britain 
composed of peasant 
smallholders, with no 
restraints on free 
association, workers 
would have been free 
to mobilize their own 
properties as capital 
through mutual credit 
institutions. 

barter among the unemployed, or the societies' benefits 
cross the line and function as de facto unemployment 
insurance for striking workers. T h e Corresponding 
Societies Act, passed around the same time, prohibited 
all societies that administered secret oaths or were fed
erated on a national scale. 

So the Industrial Revolu t ion was, in fact, built on a 
system of legal peonage in which employers were 
directly implicated. T h e form taken by the factory sys
tem surely reflects this history. In a Britain composed of 
peasant smallholders, wi th no restraints on free associa
tion, workers would have been free to mobilize their 
o w n properties as capital through mutual credit institu-

tions. Absentee ownership and hier
archy would likely have been far, far 
less prevalent, and the factory system 
where it existed far less oppressive 
and authoritarian. 

A similar process occurred in the 
colonization of settler societies like 
America and Australia, by wh ich the 
colonial powers and their landed 
elites at tempted to replicate feudal 
patterns of property ownership. In 
such colonies, the state preempted 
ownersh ip of vacant land and 
restricted working people's access to 
it. Somet imes they gave title to 
vacant land to privileged land specu
lators, w h o were able to charge rent 
to those w h o homesteaded it (the 

legitimate owners). 

E. G. Wakefield, an early n ine teenth-century British 
theorist of colonialism, advocated just such preempt ion 
on the same grounds that the propert ied and employing 
classes of Britain had supported Enclosure: it was easier 
to hire labor on favorable terms to the employer. In 
England and America, he wrote: 

In colonies, labourers for hire are scarce. The 
scarcity of labourers for hire is the universal c o m 
plaint of colonies. It is the one cause, both of the 
high wages wh ich put the colonial labourer at his 
ease, and of the exorbitant wages which sometimes 
harass the capitalist. . . . 
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W h e r e land is cheap and all men are free, where 
every one w h o so pleases can obtain a piece of land 
for himself, not only is labour very dear, as respects 
the labourers ' share of the product , but the difficulty 
is to obtain combined labour at any price. 

Once the system was 
up and running, it 
depended on the 

Consequently, "[f]ew, even of those whose lives are 
unusually long, can accumulate great masses of wealth." 

Wakefield's disciple, Thomas Merivale, wrote of the 
"u rgen t desire for cheaper and more subservient 
labourers—for a class to w h o m the capitalist might dic
tate terms, instead of being dictated to by them." 

Land preempt ion was a major element of colonial 
policy in early American history. Gary Nash, in Class 
and Society in Early America, described land grants in 
colonial America comparable to those of William I in 
England after the Conques t . In NewYork , for example, 
the largest estates granted by the 
British colonial administration (after 
the N e w Nether lands was acquired in 
the D u t c h Wars) ranged from the 
hundreds of thousands to over a mi l 
lion acres. Governors cont inued to 

grant tracts of land in the hundreds of State S Ongoing efforts 
thousands of acres to their favorites, 
well in to the e igh teen th century. 
U n d e r G o v e r n o r Fletcher, some 
three-quarters of available land was 
granted to 30 persons. 

Albert Jay N o c k , in Our Enemy, the State, argued that 
"from the t ime of the first colonial settlement to the 
present day, America has been regarded as a practically 
limitless field for speculation in rental values." Many 
leading figures in the late colonial and early republican 
per iod were prominent investors in the great land c o m 
panies, including George Washington in the Ohio , Mis 
sissippi, and Potomac Companies; Patrick H e n r y in the 
Yazoo Company; Benjamin Franklin in the Vandalia 
Company, and so forth. 

In The Ethics of Liberty Ro thba rd condemned such 
preempt ion ("land-engrossing, where arbitrary claims 
to virgin land are used to keep first-transformers out of 
that land") on the same grounds that he criticized feu
dal landlordism. H e called for voiding all current titles 
to vacant and unimproved land, and opening it up to 

free homesteading. In addition, in cases where current 
mortgage holders and landlords trace their title to state 
grants of land, the proper claim lies wi th those w h o first 
homesteaded the land, or their heirs and assigns. 

T h e Homestead Act of 1862, an apparent exception 
to this general trend, was really just another illustration 
of it. T h e majority of land, rather than being claimed 
under the terms of the Homestead Act, was auctioned 
to the highest bidder. Even for land covered by the Act, 
according to Howard Zinn, the $200 fee was beyond 
the reach of many. As a result, much of the land was not 
homesteaded on Lockean principles at all, but initially 
went to speculators before being partit ioned and resold 
to homesteaders. And compared to the 50 million acres 
covered by homestead legislation, 100 million acres 
were given away as railroad land grants dur ing the 
Civil War—free of charge! In other words, the privi-

— leged classes got the gravy, and ordi
nary homesteaders got the bone . 

to maintain a legal 
structure of privilege. 

Keeping the System Going 

What I have described here are 
only the initial acts of coercion 

and robbery on which our existing 
form of industrial capitalism was 

founded. O f course it didn't stop there. 
O n c e the system was up and running, 
it depended on the state's ongoing 
efforts to maintain a legal structure of 

privilege, based on artificial property rights and artifi
cial scarcity: enforcement of absentee titles to vacant 
and unimproved land; entry barriers for the banking 
industry to make credit artificially expensive and scarce; 
the artificial property rights of patent and copyright; 
and more. And starting in the late nineteenth century 
the m ode rn form of corporate capitalism depended on 
even more massive state intervention: subsidies to long
distance shipping to make market areas and firm size 
artificially large; the cartelizing effects of patents and 
tariffs; regulatory cartelization; and entire industries and 
sectors of the economy either brought into existence or 
guaranteed a taxpayer-funded market by the post-1941 
perpetual war economy. 

Contrary to popular mythology, the N e w Deal was 
not a departure from some preexisting idyllic state of 
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"laissez faire." There never was anything remotely 
approaching laissez faire. Capitalism—that is, the exist
ing historical system as it actually developed—has had 
very little to do wi th free markets and a great deal to do 
with robbery and coercion. 

This is not to say that all avenues to economic 
advancement through independent entrepreneurship 
have been closed off. But it's m u c h more of an uphill 
struggle than it would be in a free market, and the field 
is unfairly tilted in favor of the big players. 

In seeking to institute a genuine free market, l iber
tarians shouldn't lose sight of these facts. W h a t lessons 
are libertarians to learn from the previous historical 
account? 

First, there is no th ing "l ibertarian" 
about the instinctive tendency to rally 
to the defense of existing property 
titles wi thou t regard to justice. As 
Karl Hess said in The Libertarian 
Forum, back in 1969, 

[Ljibertarianism wants to 
advance principles of property but 
. . . it in n o way wishes to defend 
. . . all property which n o w is 
called private. 

M u c h of that property is stolen. 
M u c h is of dubious title. All of 
it is deeply in ter twined wi th an 
immora l , coercive state system 
which has condoned , built on, and 
profited from slavery; has expanded through and 
exploited a brutal and aggressive imperial and co lo
nial foreign policy, and continues to hold the people 
in a roughly serf-master relationship to political-
economic power concentrat ions. 

Second, in advocating free-market reform, we must 
consider the role of this historical legacy of injustice 
(the subsidy of history) in de termining the winners 
under the present system. A "free-market reform" that 
simply locks in the beneficiaries of past robbery and 
privilege, and ratifies the past theft from which they 
benefit, will merely reward injustice and secure its ill-
gotten gains. 

Rothbard s model of 
privatization is far 
superior: to void state 
titles to property and 
treat it as unowned, 
subject to immediate 
homesteading by 
those actually mixing 
their labor with it. 

From a libertarian ethical standpoint, the standard 
model of "privatization" (selling off state property to a 
large, politically connected private corporat ion, on 
terms most advantageous to the corporation) is there
fore highly dubious. That's especially t rue considering 
that m u c h of the property was created in the first 
place—at taxpayer expense—for the pr imary purpose 
of subsidizing the operating costs of big business. M u c h 
of the s tate-owned utility and transportation infrastruc
ture in the Thi rd World was created, at the behest of 
transnational financial elites, as a precondi t ion for prof
itable Western capital investment. And the odious debt 
thus incurred, often by corrupt dictatorships acting in 
collusion wi th global finance, is then used by the World 

Bank to blackmail those countries 
into selling off their infrastructure to 
the very same transnational corpora
tions it was created to benefi t—usu
ally at pennies on the dollar. 

An Appropriate Model for 
Privatization 

othbard's model of privatization 
s far superior: to void state titles 

to property and treat it as unowned , 
subject to immediate homesteading 
by those actually mixing their labor 
wi th it. Tha t would mean that state 
universities wou ld be t ransformed 
into the property of their students or 
faculty, as consumer or p roducer 

cooperat ives. G o v e r n m e n t - o w n e d utilities wou ld 
become consumer cooperatives owned by ratepayers, 
and s tate-owned factories would be handed over to the 
work force and reorganized as worker cooperatives. 

We must also be wary of pseudo-Coasean arguments 
that it "doesn' t mat ter" w h o the property was originally 
stolen from, because it will end up in the hands of the 
"most efficient" owner. That's essentially the same argu
men t used for eminent domain. Regardless of whose 
hands the property winds up in, the rightful owners 
and their descendants—who never received compensa
t ion—are out the value of what was stolen from them. 
And even the most inefficient ways of organizing p r o 
duct ion are pretty "efficient," comparatively speaking, 
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w h e n you have the competit ive advantage of working 
wi th stolen property. 

Besides, there is no such thing as generic "effi
ciency"; efficiency depends on the owner's purpose. 
T h e most efficient technique for subsistence farming on 
a small p lo t—economizing on land by building soil and 
adding intensive labor inputs—is entirely different from 
that for a feudal oligarch producing cash crops with 
access to more stolen land than he could possibly use, 
and often holding a majority of his stolen land out of 
use altogether. In any case, the rightful owner would no 

doubt find it far more "efficient" to be feeding himself 
on his own land, than starving in a shantytown because 
he can't afford to buy even the cheapest food from those 
"efficient" plantations occupying his stolen land. 

T h e actual system of political economy that so many 
corporate apologists refer to as "our free market sys
t e m " has in fact been characterized from the beginning 
by robbery. We must beware of "free market reforms" 
carried out by the robbers. They amount in practice 
to allowing the robbers—hands still full of loot—to say: 
"All right, no more stealing, starting . . . nowV @ 
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Give Me a Break! 

Bullies 
B Y J O H N S T O S S E L 

W-e cannot use force." 
That was my response when a lawyer shouted 
at me, "You media types are bullies, t oo !" 

We were arguing about my April 4 Wall Street Journal 
op-ed that called class-action and securities lawyers bul
lies and parasites w h o enrich themselves through extor
tion. It's legal extort ion, but extort ion nonetheless. 

These aggressive lawyers and their Nader i te defend
ers don' t get it. O r they pretend they don't . 

There are only two ways to do 
things in life: voluntarily or forced. We 
reporters may be obnoxious, intrusive, 
stupid, rude, etc., but we cannot force 
anyone to do anything. AH our work is 
in the voluntary sector. 

But litigation is force. W h e n a plain
tiff sues, a defendant is forced to m o u n t 
a defense. If he settles or loses, he's 
forced to pay. G o v e r n m e n t is the 
enforcer. 

Sometimes we need force—includ
ing the force behind the litigators—to 
protect our freedoms, just as we may 
need missiles. But we try not to use our 
missiles because we understand that 
they do t remendous collateral damage. 
But litigation does collateral damage, 
too. T h e millions spent on legal defense 
can't be used to make l i fe-enhancing— 
and life-saving—products. 

We ought to avoid using lawyers the way we avoid 
firing missiles. 

But we don't . State attorneys general even hire t hem 
to pursue unpopular businesses, like gun makers. W h e n 
the lawyers make a killing in the name of "protect ing 
the people," they give a piece of that money to the 
attorney general's political campaign. S o m e h o w that is 
not considered a scandal. 

There are only two 
ways to do things in 
life: voluntarily or 
forced. We reporters 
may be obnoxious, 
intrusive, stupid, rude, 
etc., but we cannot 
force anyone to do 
anything. All our 
work is in the 
voluntary sector. 

T h e businesses that pay may have done noth ing 
wrong. O n c e an at torney has rounded up lots of c o m 
plainants, it's not hard to terrorize companies into set
tling. They could fight and maybe win, but that 
distracts managers from what they ought to be doing. 
And they might get a bad j u r y and lose the entire c o m 
pany. It's safer to settle. 

O u r legal system invites lawyers to act like bullies. 
On ly in America can I sue you for dubious reasons, 

force you to spend thousands of 
dollars on lawyers (not to ment ion 
the psychic costs—the anxiety and 
lost sleep that lawsuits create), and 
w h e n a j udge rules that my claim is 
bunk, I don ' t even have to say 
"sorry." I can blithely move on to 
sue someone else. In other coun
tries, I would have to pay your legal 
fees to at least compensate you for 
some of the financial damage I 
caused. "Loser pays," it's called. 

T h e trial lawyers have even 
gamed the language. They call "loser 
pays" the "English Rule ," as if it's 
some weird British law. But it's not. 
It's really the Res t of the World 
Ru le . America is the odd man out 
because we rarely punish litigators 
w h o misuse force. 

Litigators fight for a living, day after day. Practice 
makes perfect. They get good at winning . Because 
of their clout, "loser pays" never gets though the 
legislature. 

John Stossel is co-anchor of ABC News' "20/20" and the author of 
Myths , Lies, and D o w n r i g h t Stupidity: Ge t O u t the S h o v e l — W h y 
Eve ry th ing You K n o w is W r o n g , now in paperback. Copyright 2001 
by JFS Productions, Inc. Distributed by Creators Syndicate, Inc. 
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So the lawyers go on bullying. After a recent 
" 2 0 / 2 0 " piece on lawyer bullies, viewers sent c o m 
ments like this one: 

"After a real estate deal fell through, the owner of 
the property, a lawyer, sued me for $25,000 in damages. 
After two years, I w o n a summary judgment , which he 
immediately appealed. We are still in litigation over this, 
and there is no th ing I can do to stop the process. I have 
offered settlements all along the way, but at this point I 
have paid more for my mandatory defense than the 
entire case was wor th . If that's not bullying, I don' t 
k n o w what is. H e continues to do everything in his 

power to prolong the case, knowing full well what 
it is costing me. By the time this is all over and I 'win,' 
I will have spent $35,000 and dealt wi th the stress 
of the case for more than five years. We are a modest, 
middle-class family. W h a t was once the hope of 
being able to pay for my children's college education 
n o w lines a lawyer's pockets. I have had no recourse 
but to take it." 

America needs judges willing to say no to the 
lawyer bullies. America also needs "loser pays." O t h e r 
wise, the parasites will bully away your money and your 
choices. ( | | 
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Book Reviews 

D a v i d ' s H a m m e r : T h e C a s e f o r a n A c t i v i s t J u d i c i a r y 

by Clint Bolick 
Cato Institute • 2007 • 177 pages • $11.95 paperback 

Reviewed by George C. Leef 

I! n recent years "judicial activism" 
.has been assailed from both ends 

of the political spectrum. Conserv
atives compla in about " l iberal" 
activism w h e n courts strike down 
laws they favor, and "liberals" c o m 
plain about conservative activism 
w h e n judges interfere with any 
of their schemes for controlling 

society. Can anything be said in its defense? 
Emphatically, yes, answers Clint Bolick in David's 

Hammer. Bolick, a veteran constitutional lawyer, con
tends that there is good judicial activism and bad j u d i 
cial activism. T h e book is his at tempt to sort the two 
out and explain why the good variety is important to a 
free society. He's right on target in saying, "Wi th the 
explosive growth of government at every level and the 
concomitant erosion of liberty, what we really have to 
fear from the courts is not too much judicial activism, 
but too little." 

Bolick argues that the Const i tut ion meant for courts 
to assume an "activist" stance to protect the people's 
liberties against incursions by the other branches of 
government . Bo th the liberal and conservative cr i
tiques of judicial activism, unfortunately, amount to 
no th ing more than unprincipled sniping at the courts 
for interfering wi th statutes and regulations they like. As 
an antidote to unprincipled activism (and its equally 
bad twin, inactivism), Bolick advocates five general 
rules forjudges: 

• Carefully review all contested actions by federal, 
state, and local governments that implicate individual 
liberty. 

• Evaluate laws wi th a presumption that liberty 
should be preserved. 

• R e m e m b e r that the Const i tut ion enumerates the 
proper sphere of government power, so if there is no 
legal basis for an exercise of power, it is void. 

• R e a d the Const i tut ion so as to give meaning to 
every word. 

• Don ' t exercise legislative or executive powers. 

Most of the book is devoted to cases Bolick has liti
gated that illustrate his philosophy about judicial 
activism. H e begins with an excellent example, the case 
of Juanita Swedenburg. She grew grapes and made 
wine in Virginia and wished to be able to sell her prod
ucts to customers around the country. The trouble was 
that many states had laws prohibiting interstate ship
ments of wine. Vintners like Swedenburg couldn't sell 
in N e w York unless they established a "physical pres
ence" in the state, but doing that would be far too 
costly for small sellers. But why should they have to? 
W h y should state borders and anticompetitive laws get 
in the way of commerce? 

Bolick fought the case tooth and nail, battling an 
array of interest groups that wanted to see the law 
upheld. H e w o n in district court, but lost on appeal in 
the Second Circuit. Fortunately, the Supreme Cour t 
took an activist approach. In a 5—4 decision, it struck 
down state laws against out-of-state wine shipments, 
observing that they "deprive citizens of their right to 
have access to the markets of other states on equal 
terms." This was laudable activism. 

Another chapter covers the heated issue of eminent 
domain and gives us an inside look at a case that went 
against liberty, the infamous Kelo v. New London, Con
necticut. Kelo resulted from the city's effort to seize the 
h o m e of Suzette Kelo as part of a redevelopment proj 
ect centered on a Pfizer Corpora t ion office complex. 
Here is where Bolick's point about the need forjudges 
to carefully read the Const i tut ion is especially impor
tant. T h e Fifth Amendmen t states that government 
may use eminent domain to take property for public use. 
Unfortunately, the Cour t has decided to read that as 
meaning public benefit, so all politicians need to do is to 
say that the proposed use of land will in some way ben
efit " the public." Mostly that means the new owner will 
"pay higher taxes." 

Kelo turned out badly, wi th the Cour t choosing 
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to defer to the whims of local authorities. It was j u d i 
cial inactivism. 

Bolick has also been busy fighting laws that stifle 
people's freedom to enter into businesses and trades. H e 
tells us, for instance, about Leroy Jones, w h o wanted to 
start a taxi company in Denver. H e planned mainly to 
serve a minor i ty section where residents often found it 
hard to get a cab from any of the three existing compa
nies. W h y couldn' t Jones just go ahead? Answer: it's ille
gal to provide taxi service wi thou t having a "certificate 
of public convenience and necessity" from the Public 
Utilities Commission. T h e commission wouldn ' t issue 
the certificate unless Jones could somehow prove that 
the existing companies were unable to serve the area. 

Bolick fought for Jones in court , but lost. M o r e j u d i 
cial inactivism. Freedom remains squashed. 

This book should make you angry. T h e American 
colonists rebelled against m u c h less, but today's petty 
tyrannies elicit only yawns from many judges . (f| 

George Leef (georgeleef@aol.com) is book review editor of T h e Freeman . 

The Best-Laid Plans: H o w G o v e r n m e n t Planning 
Harms Your Qual i ty of Life, Your Pocketbook, and 
Your Future 
by Randal O'Toole 

Cato Institute • 2007 • 355 pages • $22.95 

Reviewed by Gary M. Galles 

i: n The Best-Laid Plans, policy 
.analyst Randa l O 'Toole offers a 

w e l l - d o c u m e n t e d case for w h y 
many government plans should be 
laid to rest. Its opening captures the 
central issue: "Somewhere in the 
Un i t ed States today, government 
officials are wr i t ing a plan that will 
profoundly affect o ther people's 

lives, incomes, and property. . . . [T]he plan will go ho r 
ribly wrong . T h e costs will be far higher than antici
pated, the benefits will prove far smaller, and various 
unin tended consequences will tu rn out to be worse 
than even the plan's critics predicted." 

O 'Toole locates planning's failures in the challeng
ing gauntlet that stands be tween planning and success, 

and wh ich "almost always leads to disaster because . . . 
the task is too big for anyone to understand and the 
planning process is too slow to keep up wi th the reali
ties of m o d e r n life. . . . [M]ost of the professionals w h o 
call themselves planners are poorly trained to do the 
work they set out to do. Even if scientific planning 
were possible and the right people were doing it . . . 
politics inevitably distort the results into something 
totally irrational." 

Further, he traces planning's problems to the "dispar
ity . . . be tween h o w planners think people should live 
and h o w people really live." Consequently, "[b]y failing 
to ask the right questions, planners end up wi th a 
totally wrong-headed view of urban problems. . . . In 
too many cases, the plans become a source of oppres
sion instead of a way for people to improve their lives 
and their regions." 

O 'Too le relies heavily on two of F. A. Hayek's 
major themes . First, because central p lanning, unlike 
markets, cannot effectively use the valuable details of 
t ime and place that only some people know, its results 
will be inherent ly inefficient. Second, the problems 
caused by one government in tervent ion lead to o ther 
intervent ions, resulting in an ever-growing encroach
men t on voluntary arrangements . These difficulties, 
plus those caused by the perverse incentives facing the 
political players involved, form the core of O'Toole 's 
a rgument . 

T h e author fills an impor tant gap. Few people have 
thoroughly studied such a broad field as planning, 
largely because the number of different situations and 
the variety of interacting federal, state, and local p ro 
grams are so overwhelming. On ly someone w h o has 
devoted much of his life studying these areas could 
accumulate the knowledge for this book. We profit 
from O'Toole's investment. 

T h e book must walk a fine line, however. H e must 
get down to the details to see where the devil lurks— 
for example, because cities must repay federal funds on 
any abandoned rail project, even grotesquely inefficient 
projects are never admitted to be failures—without 
overwhelming the reader. T h e author does a good j o b 
in that regard, al though the forest-planning section, 
which involves his greatest expertise, may be too c o m 
plicated for many readers. 
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I found O'Toole's t reatment of "smart g rowth" plan
n ing blunders particularly valuable. H e offers useful dis
cussions of h o w "smart g rowth" sharply increases 
housing prices, wi th regressive effects, and increases 
hous ing-pr ice volatility; of planners ' i l l-considered 
assaults on cul-de-sacs; of h o w traffic-calming measures 
cost rather than save lives; of the bogus "we can't build 
our way out of congest ion" attacks on freeway con 
struction; of the misunderstanding behind pedestrian 
malls; of h o w urban renewal and mass transit were just 
special-interest politics, and m u c h more. 

O 'Toole recognizes that so-called market failures are 
usually government failures, especially w h e n the law 
makes it impossible for people to defend or sell their 
property. H e also fleshes out why free markets can do 
nearly everything government planning does, but better 
and wi thou t resorting to coercion. 

The Best-Laid Plans does an admirable j o b of dissect
ing the reasons for the failures of government planning. 
Its emphasis on replacing planning wi th markets is 
dead-on. T h e guidelines it offers for reforming govern
ment agencies, "minimizing the pitfalls of comprehen
sive, politically driven planning," are also useful, were 
they to be followed. Unfortunately, while O'Toole's 
proposals would advance Americans ' well-being, by 
themselves they are not sufficient to overcome the spe
cial interests and "more for m e " political pressures that 
created the increasingly dystopian planning results we 
n o w endure. Tha t will take not only widespread knowl 
edge of government failures and of the potential for 
market successes, but also a far more widespread c o m 
mi tmen t to liberty on the part of Americans. @ 

Gary Galles (gary.gallcs@pepperdine.edu) is a professor of economics at 
Pepperdine University. 

Bulldozed: "Ke lo ," Eminent Domain, and the 
Amer ican Lust for Land 
by Carla T. Main 
E n c o u n t e r B o o k s • 2 0 0 7 3 0 4 p a g e s • $ 2 7 . 9 5 

R e v i e w e d b y S t e v e n G r e e n h u t 

w henever local governments 

acquire someone's property, they 
downplay the nature of what they 
are taking. Officials send in their 
hired appraisers, w h o undervalue 
the property, but that's not what 
I 'm referring to here. Governments 
always treat the property as a mere 

piece of real estate. They never acknowledge that they 
are bulldozing the hopes, dreams, and life's work of a 
person or family. They never recognize they cause 
irreparable ha rm by demolishing an intricate network 
of social relationships. Victims of eminent domain tell 
me that w h e n city governments look at businesses, they 
have no idea h o w much work and foresight go into 
meet ing payrolls or planning for the future. Officials see 
only the buildings, never the enterprise or emotions 
behind them. 

That's not surprising. Government is about power, 
and those w h o exert power don' t usually care about the 
victims. City planners prattle about the importance of 
architecture, streetscapes, and other design elements in 
uplifting the human spirit. They talk that way mostly 
w h e n they are promot ing some new scheme, such as 
the c o m m o n redevelopment plans to remake the 
downtowns of older cities or suburbs into pedestrian-
friendly locales. Yet these same officials ignore how 
their planning schemes destroy the human spirit. 

Carla Main captures that t ruth in her book, the sub
title of which refers to the U.S. Supreme Court 's 2005 
decision, Kelo v. New London, upholding the power of 
cities to use eminent domain for economic develop
ment . Main provides a detailed story of one Texas 
family's fight against city hall to save its waterfront 
property and the seafood business that took generations 
to build. It's a painful s tory—one I struggled to read, 
given that I've wri t ten about many families w h o have 
gone through similar experiences. City officials use 
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their powers to declare a thriving business blighted, 
then take it away through a bitter legal process, and 
finally hand it over to someone else—a politically 
favored developer promising tax benefits and growth to 
the city. T h e victims always have a sense of disbelief. 
In this case, officials wanted to build a yacht marina. 

Main's book artfully portrays what a piece of p rop 
erty means to a particular family, the Gores. She inter
twines broader themes, but it's the family's story that's 
so compelling, an example of wha t Mindy Fullilove 
calls " R o o t Shock." 

Main also readably tells the legal history of h o w 
eminent domain has changed from an exception for 
"public use" to a doctr ine under which government 
can take whatever it pleases and give it to whomever it 
chooses. Main writes that the 1954 U.S. Supreme 
Cour t decision in Berman v. Parker, wh ich allowed the 
government to use eminent domain to clean up a 
Washington, D . C , slum, "was a turn ing point in the 
history of Amer ican property rights . . . because it chris
tened the great mo the r ship of urban renewal, allowing 
eminent domain to set sail over the American landscape 
and pick up passengers w h o were like devotees of a 
new municipal religion." 

That's exactly right. As that passage suggests, Main 
occasionally indulges in overwrit ing and sometimes 
veers into an over-folksy manner, but those are minor 
flaws. Main puts the focus of eminent domain where it 
needs to g o — o n the effects of takings on the lives of 
those victimized by this abusive government power. 
Most Americans are no t fully aware of what's at stake. 
Anyone w h o takes the t ime to read this b o o k will 
understand that the post-Kelo debate is not really about 
property but about the right of ordinary Americans to 
pursue their lives and dreams, regardless of the designs 
of government planners. (§1 

Steven Greenhut (sgreenhut@ocregister.com) is a columnist at the O r a n g e 
C o u n t y Reg i s t e r and author of Abuse of Power : H o w the 
G o v e r n m e n t Misuses E m i n e n t D o m a i n (2004). 

Health Care at Risk: A Crit ique of the 
Consumer-Driven M o v e m e n t 
by Timothy Stoltzfus Jost 
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R e v i e w e d b y D i a n a M . E r n s t 

T; hmothy Stoltzfus Jost doesn't 
k n o w what consumer-dr iven 

health care ( C D H C ) might bring, 
but he is afraid of it. Tha t dialectic 
drives his book, Health Care at 
Risk: A Critique of the Consumer-
Driven Movement, a defense of 
g o v e r n m e n t - m o n o p o l y m e d i 
cine, or what Jost hails as "solidar

ity based" health care. 

Jost is a professor of law at Washington and Lee U n i 
versity, and his health-care proposal includes an expan
sion of federal health insurance, supplemented by private 
insurers that are prohibited from evaluating health risk 
and offering plans that don't cover routine expenses. 

As for C D H C — a combinat ion of direct consumer 
payment for rout ine medical expenses plus h igh-
deductible insurance—Jost claims it failed the first t ime 
around. T h e fallacy is that he evaluates the current 
consumer-dr iven health-care effort against a consumer 
model of the 1920s, before insurance and other innova
tions. Back then, even w h e n costs were m u c h lower, 
people wi th major illnesses were unlikely to have saved 
enough money to pay for treatment. Today's C D H C 
endeavor is vastly different, however, based on m o d e r n 
insurance theory and social and medical norms that 
demand innovative, high quality, and often expensive 
health services. 

T h e famous 1970s R A N D health-insurance exper i 
men t shouldn't be taken as gospel, but the study did 
show that put t ing more dollars under patients' direct 
control worked for middle-class participants at no 
ha rm to their health. As for the poor, today's C D H C 
advocates propose reducing prices and increasing qual
ity through competi t ion, supplemented by tax credits 
to ensure that they have the broadest choice of health 
care possible. 

"If ' consumer-dr iven health care' were advertised 
as a proposal to shift the weight of health care spending 
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from healthy Americans to the shoulders of the chron
ically ill, it would probably not sell," says Jost. True, but 
that isn't what C D H C proposes. H e notes, but fears, the 
positive impact of consumer-dr iven health care to date. 
Patients w h o control more of their health-care dollars 
are using doctors and emergency rooms less often, and 
more Americans are switching to gener ic drugs. 
Enrollees are searching for information on doctors. 
Patients are following treatments for chronic illness and 
not forgoing preventive care. Jost admits that these 
truths indicate cost savings in the long term, but 
declares, "But we must no t just look at positive effects 
of C D H C , however, but also at its potential problems." 
This is the bulk of his harangue. 

W h y are C D H C advocates more critical of "solidar
ity based" health systems than of the American status 
quo? Jost answers his own question w h e n he owns up 
to the troubles wi th "solidarity based" delivery: poor 
access, long waiting lists, and obsolete technology, wi th 
rapid care for ruling politicians and high incomes for 
powerful health-care interests. H e laments that the poor 
in the Un i t ed States face barriers to health care, but in 
n o n e of his favored "solidarity based" systems are the 
poor likely to be as healthy as the affluent. 

Americans ' support for "solidarity based" systems 
deteriorates under the weight of the very facts Jost 
cites. H e concedes that humankind's c o m m o n exper i 
ence is to respond to financial incentives and that we 
are more productive and creative w h e n we enjoy the 
fruits of our labor. However, he still rejects markets as 
the best m e t h o d to distribute goods, and he fears soci
ety's recognit ion of individual interests. 

We don ' t have sufficient information to make 
choices that reflect our preferences, Jost writes, but 
even if we had perfect information, "it wouldn ' t be pos
sible for the human mind to absorb and process it all." 
H e expresses distaste for economic freedom and 
weal th—the money we could spend on health care, he 
says, we waste on toys, SUVs, and exotic coffee. But 
even he knows that the alternative is w o r s e : " [ G o v e r n 
ments seldom increase the efficiency of markets and are 
often unproductive, if not corrupt." 

It's not a panacea, but the facts look good for 
C D H C . According to recent reports, health-savings 
accounts and the corresponding high-deductible health 
plans are gaining popularity among Americans of all 
ages, education, and income levels. Consumers are 
becoming more knowledgeable about medical services 
and products. Patients are enjoying more control of 
their health care and relying less on third parties for 
payment. That will change providers' behavior and 
reduce the bureaucratic costs that waste so much 
money today. Freedom produces good results. 

C D H C advocates do not believe in taking health
care dollars away from Americans and delivering them 
to unaccountable bureaucracies. They do believe that 
this money should be re turned to patients, on the basis 
that patients can indeed make choices. Jost fundamen
tally distrusts not only competi t ion, but each individ
ual's capacity to be free. Those w h o cherish their 
f reedom—and their health—should be wary of Health 
Care at Risk. (§j) 
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The Pursuit of Happiness 

Faculty Unions Versus Academic Legitimacy 
B Y C H A R L E S W . B A l f t D 

The faculty at Montana State University in 
Bozeman will soon vote on whe the r to u n i o n 
ize. If a majority vote yes, the school will grad

ually descend into academic mediocr i ty or worse. 
T h e vast majority of unionized faculty in higher 

education are employed in government colleges and 
universities. This is because in 1980 the U.S. Supreme 
Cour t , in National Labor Relations Board v. Yeshiva Uni
versity, ruled that faculties in private higher education 
are "managers" and hence are exempted from the 
mandatory recognit ion and bargaining provisions of the 
National Labor Relat ions Act ( N L R A ) . Private-sector 
college and university administrations may choose to 
recognize and bargain wi th faculty 

unions, but they are not compelled to UriioilistS lUStifv 
do so even if a majority of faculty 
members want t h e m to. By contrast, exclusive bargaining 
unionization in government colleges Q n ^ n d s ^ 
and universities (as well as K—12 edu- ° 
cation) is controlled by individual is merely WOfkplaCe 
state laws. Most states have enacted j 
statutes, mode l ed on the N L R A , CtemOCraCV. 
that force administrations in govern
m e n t h igher educat ion to recognize and bargain 
with faculty unions if a majority of faculty members 
vote to unionize. 

Consider the worst feature of NLRA-s ty le u n i o n 
ism: exclusive representation. If 50 percent plus one of 
the members of a faculty vote to have, say, the local 
Nat ional Educat ion Association (NEA) be their repre
sentative in bargaining wi th their university over the 
terms and conditions of employment , all faculty m e m 
bers w h o were eligible to vote must accept the union's 
representation whe the r they want it or not . Faculty 
w h o prefer another un ion or some n o n - u n i o n organi
zation to represent t hem are out of luck. They are even 
forbidden to represent themselves. T h e winne r of the 
election becomes the monopo ly representative of the 

faculty, and there are no regularly scheduled reelections. 
As individuals, professors lose voice. All professors are 
treated exactly like all other professors. Excellence is 
not rewarded and often disparaged; poor performance is 
protected; individual au tonomy vanishes; and strife 
replaces collegiality. 

Unionists justify exclusive bargaining on the grounds 
that it is merely workplace democracy. Most faculty 
accept the legitimacy of majority rule in governmental 
matters. So, unionists argue, to be consistent, faculty 
must accept its legitimacy in the workplace. This is 
a silly, inapt analogy. There are three branches of Amer i 
can government— executive, legislative, and judicial. 

There is no fourth branch of govern
ment called unions. Democracy, forc
ing a numerical minori ty to submit to 
the will of a numerical majority, is 
appropriate in governmental matters 
but no t in private matters. T h e 
sale and purchase of one's labor is a 
private matter. 

O n legit imately governmenta l 
matters individuals cannot be allowed 

to go their own way. Government makes decisions that 
must apply to all its citizens uniformly. But on private 
matters individuals must be allowed to go their own 
way subject only to the rule that no one can infringe 
on the equal rights of others to do the same. In the p r i 
vate sphere of human interactions, mutual consent, not 
majority rule, is the proper decision. Individuals may 
choose to associate wi th others w h o are willing to asso
ciate wi th them to pursue some c o m m o n goal, but no 
one should be forced into any association by any 
means, including majority rule. If asked, most professors 
would agree that coerced associations are anathema to 
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the academy. Too many professors fail to apply this 
admirable principle to faculty unionism. Logical consis
tency and academic freedom demand that they do so. 

F rom the t ime of Plato's Academy and Aristotle's 
Lyceum, academic freedom and scholarly creativity 
have been highly prized academic values. Ideally, suc
cesses and failures of individual academics are based on 
the values that other academics (and students) place on 
their work. Performance, not politics, is what counts. 
O f course all academic institutions fall short of the 
ideal. Even at the best schools, campus politics intrudes 
into decision-making. But w h e n it does, most academ
ics struggle to minimize its impact. As soon as faculty 
unionism intrudes, politics displaces excellence. Profes
sors come to be treated, by their unions as well as their 
administrat ions, like assembly-line workers whose 
responsibility is limited to playing the roles assigned 

to t h e m in so-called collective-
bargaining agreements. All degrees 
of freedom in decision-making are 
swallowed by slavish adherence to 
" the contract." 

T h e un ion that has monopo ly 
representat ion privileges over the 
California State University faculty is 
the California Faculty Association 
(CFA). M y experience wi th it is a cautionary tale. 
W h e n CFA campaigned to become the monopo ly fac
ulty representative, it promised it would never try to 
compel payment of forced dues. Soon after becoming 
certified as the monopo ly representative, it under took a 
long campaign to do precisely that. It finally succeeded 
in 1999 by giving sufficient electoral support to Gray 
Davis in the 1998 gubernatorial election to br ibe h im 
into signing such legislation—a fine example of politics 
as exchange. 

W h a t else hath the CFA wrought? For one thing, it 
established de facto tenure for many adjunct faculty 
even though most of them never publish anything. For 
another, it quashed mer i t pay for faculty w h o d e m o n 
strate outstanding professional contr ibutions. It asserted 
that all faculty contr ibutions are equally meri tor ious. 
CFA also imposed a faculty staffing rule that says in the 
event of any downsizing, faculty must be let go in 
reverse order of seniority. Expertise and the needs of 

As soon as faculty 
unionism intrudes, 
politics displaces 
excellence. 

students and the integrity of the academic enterprise 
do not matter at all. 

T h e CFA significantly impeded the 2005—2007 
effort of the College of Business and Economics (CBE) 
at California State University, East Bay, to maintain its 
accreditation by the Association to Advance Collegiate 
Schools of Business (AACSB). In 2005 the administra
t ion hired a new dean and charged him to get the CBE 
ready for its reaccreditation review. It had been almost 
ten years since the previous review, and academic stan
dards at the College had been allowed to decay in favor 
of keeping nonproducing faculty happy and quiet (that 
is, not filing complaints wi th the CFA) and boosting 
student enrollment. T h e new dean set out to remedy 
this decay as quickly as possible. A m o n g other things, he 
tried to implement a set of incentives to get faculty to 
increase their research and publication activities. For 

example, he proposed to give faculty 
w h o published in reputable academic 
journals a reduced teaching load, and 
he proposed to give faculty w h o pro
duced good research proposals finan
cial bonuses and summer research 
grants to help them with their work. 

T h e CFA, at the behest of some 
faculty w h o figured they could not 

compete on these grounds, intervened to impede these 
incentives on the grounds that they created invidious 
distinctions between members of the faculty. Five-year, 
post- tenure reviews of faculty have long been required 
in the California State University system. In practice 
they had become little more than pro forma endorse
ment of everyone under review. T h e dean attempted to 
strengthen these reviews as a way of reminding faculty 
of their academic responsibilities, particularly in 
research and publication. T h e CFA again intervened 
stating that " the contract" limited the post-tenure 
reviews to teaching performance. Notwithstanding " the 
contract," AACSB considers research and publication 
important criteria for accreditation. 

In the end, CBE was not reaccredited, but was given 
three years to remedy its deficiencies. Failing that, CBE 
accreditation will be withdrawn. In a unionized envi
ronment it is doubtful that three years will be enough 
t ime for CBE to restore its academic legitimacy. ff| 
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