
I 1 T H E 

F r e e m a n 
From the President 

2 T h e M i s p l a c e d A c c e p t a n c e o f Pol i t ica l Leaders by Richard M. Ebeling 

Columns 
4 Perspec t ive ~ T h e G o v e r n m e n t a l H a b i t by Sheldon Richman 

6 We S h o u l d Trust the Leader , N o t the Law? It Just Ain ' t S o ! by Jude Blanchette 

12 T h o u g h t s o n F r e e d o m ~ Libertar ian Paternal i sm? by Donald J. Boudreaux 

23 Per ipate t i c s ~ Is the I n c o m e Tax U n c o n s t i t u t i o n a l ? by Sheldon Richman 

34 O u r E c o n o m i c Past ~ W h e n the G o v e r n m e n t T o o k O v e r U . S . I n v e s t m e n t by Robert Higgs 

47 T h e Pursu i t o f H a p p i n e s s ~ F r e e d o m for Workers by Charles W. Baird 

Features 
8 T h e U S A P A T R I O T A c t a n d F i n a n c e : T h e H i d d e n T h r e a t by Gary D. Barnett 

10 A H o m e w i t h a V i e w . . . a n d a H i g h e r P r o p e r t y Tax by P. Gardner Goldsmith 

14 T h e A n a t o m y o f E c o n o m i c A d v i c e , Part II 

by Israel M. Kirzner 

20 Jane J a c o b s by Sandy Ikeda 

2 5 Pr iva t i ze the D M V by John Semmens 

29 S c a n d i n a v i a n Irony: S o c i a l i s m M e e t s L ibera l i za t ion by Sara F. Cooper 

36 G o v e r n m e n t - M a n d a t e d Fue l -Ef f i c i ency Standards by Michael Heberling 

39 T h e Pass ing o f a Libertar ian Act iv i s t : Chris T a m e (1949—2006) by Norman Barry 

Page 23 

Page 20 

Book Reviews 
4 1 O n Pol i t ical Equa l i ty 

b y R o b e r t A . D a h l Reviewed by Richard M. Ebeling 

4 2 Co l lapse : H o w S o c i e t i e s C h o o s e t o Fail or S u c c e e d 

b y Jared D i a m o n d Reviewed by Gene Callahan 

4 4 E c o n o m i c Libert ies a n d t h e C o n s t i t u t i o n 

b y B e r n a r d H . S i e g a n Reviewed by George C. Leef 

4 5 K i d n e y for Sale by O w n e r : H u m a n O r g a n s , Transplantat ion , and the Market 

b y Mark J. C h e r r y Reviewed by William L. Anderson 

economic 
MbtrtiH 

anb tin 
Constitution 
•Bernard 3i SWIM 

Page 44 



From the President 

The Misplaced Acceptance 
B Y R I C H A R D M . E B E L I N G 

This is a n e l e c t i o n year , a n d as in all past e l e c t i o n 

years w e are i n u n d a t e d w i t h p r o m i s e s a n d p r o 

posals f rom c a n d i d a t e s , e a c h h o p i n g t o a t t rac t 

o u r v o t e s . F o r t h e m o s t p a r t w h a t t h e y are p r o m i s i n g is 

" l e a d e r s h i p . " T h e y tell us all t h e t h ings t h e y wi l l d o for 

us if o n l y w e p u t t h e m in t h e leg is la ture , C o n g r e s s , o r 

t h e g o v e r n o r ' s m a n s i o n . T h e y a l m o s t always fail t o 

r e m i n d us , h o w e v e r , t h a t in t h e po l i t i ca l a rena t h e r e is 

n o t h i n g t h e y c a n d o for us un less t h e y have coe rc ive 

p o w e r over us . 

W e n e e d t o r e m e m b e r tha t w h e n e v e r po l i t i ca l l e a d 

ers u n d e r t a k e t o " g u i d e " A m e r i c a it always m e a n s a 

r e d u c t i o n in o u r f r e e d o m t o peacefu l ly solve o u r o w n 

p r o b l e m s a n d i m p r o v e o u r o w n lives as w e t h i n k bes t . 

R a t h e r t h a n e a c h o f us h a v i n g t h e a u t o n o m y to d e c i d e 

w h a t m a t t e r s t o us , t h o s e in po l i t i ca l c o n t r o l m a k e us all 

m a r c h t o a s ingle g o v e r n m e n t d r u m m e r . 

A r e t h e A m e r i c a n p e o p l e t o b e g u a r a n t e e d g o v e r n 

m e n t - p r o v i d e d o r - s u b s i d i z e d p r e s c r i p t i o n d rugs? T h e 

o n l y w a y g o v e r n m e n t can d o this is t o t ax o t h e r m e m 

b e r s o f soc i e ty t o c o v e r t h e full costs o f p r o v i d i n g t h e m 

t o t h e t a r g e t e d bene f i c i a r i e s , as w e l l as p r o h i b i t i n g u n d e r 

t h r e a t o f f ine a n d / o r i m p r i s o n m e n t all a t t e m p t s t o m a n 

u fac tu re , buy, o r sell s u c h p r e s c r i p t i o n p h a r m a c e u t i c a l s at 

t e r m s dif ferent f r o m t h o s e p r e s c r i b e d b y t h o s e po l i t i ca l 

l eade r s . 

A r e cha r i t ab le o rgan iza t ions t o b e supp l ied w i t h f inan

cial s u p p o r t b y t h e g o v e r n m e n t t h r o u g h " f a i t h - b a s e d " i n i 

tiatives? T h e n t h e g o v e r n m e n t has t o r o b Pe te r to p rov ide 

Pau l w i t h t h e ex t ra m o n e y to d o t hose s u p p o s e d " g o o d 

w o r k s . " A t t h e s ame t i m e , a g r o w i n g spider 's w e b o f ru les , 

r egu la t ions , a n d s tandards inevi tab ly enve lops re l ig ious 

a n d char i t ab le o rgan iza t ions as t h e y b e c o m e increas ingly 

d e p e n d e n t o n m o n e y f rom t h e state. 

A r e v a r i o u s se l ec t ed i ndus t r i e s a n d t rades t o rece ive 

specia l p r o t e c t i o n a n d s u p p o r t f rom tariff walls against 

fo re ign c o m p e t i t i o n , o r subsidies t o m a i n t a i n d o m e s t i c 

p r i c e s a n d s t i m u l a t e fo re ign sales? T h e n A m e r i c a n c o n -

of Political Leaders 

s u m e r s wi l l pay h i g h e r p r i ce s for t h e g o o d s t h e y w i s h t o 

b u y a n d have less m o n e y t o s p e n d in ways tha t w o u l d 

have b e e n available o n an u n h a m p e r e d free m a r k e t . 

G o v e r n m e n t , a n d n o t t h e free c h o i c e s o f buye r s a n d sell

ers o n an o p e n , c o m p e t i t i v e m a r k e t , t h e n in f luences a n d 

di rec ts w h a t is offered t o c o n s u m e r s . 

A r e t h e y o u t h o f A m e r i c a t o b e p r o v i d e d w i t h " b e t 

t e r e d u c a t i o n " t h r o u g h g r e a t e r g o v e r n m e n t i n v o l v e m e n t 

in d e t e r m i n i n g s c h o o l s tandards , c u r r i c u l u m , a n d tes t ing 

a r o u n d t h e c o u n t r y ? T h e n pa ren t s a n d c h i l d r e n wi l l have 

e v e n fewer p e r s o n a l c h o i c e s c o n c e r n i n g t h e c o n t e n t a n d 

qua l i ty o f e d u c a t i o n , as a g o v e r n m e n t - i m p o s e d g u i d e 

b o o k o f r egu l a t i ons e m a n a t e s f rom W a s h i n g t o n , D . C . , 

a n d t h e state capitals . 

O f t e n t h e i m a g e r y c o n j u r e d u p w i t h t h e c o n c e p t o f 

" l e a d e r s h i p " is t ha t o f t h e mil i tary. T h e l eade r is t h e 

c o m m a n d e r in c h a r g e n o t m e r e l y o f ra l ly ing b u t also o f 

d i r e c t i n g t h e t r o o p s t o a t ta in " v i c t o r y " over a c o m m o n 

e n e m y . A s ingle s t ra teg ic p l an is d e s i g n e d a n d i m p o s e d 

o n t h e rest o f us t h r o u g h a c h a i n o f c o m m a n d . B u t t h e 

v e r y n o t i o n o f s u c h l eade r sh ip impl ies s u b o r d i n a t i o n 

a n d o b e d i e n c e . W h a t y o u o r I m a y w a n t m u s t b e m a d e 

s u b s e r v i e n t t o w h a t t h e pol i t ica l l eaders have d e c i d e d for 

us . U n l i k e t h e to ta l i t a r i an sys tems o f t h e last cen tu ry , 

s u c h s u b s e r v i e n c e in c o n t e m p o r a r y A m e r i c a does n o t 

invo lve t h e d i rec t h e a v y - h a n d e d use o f b r u t e p o l i c e 

p o w e r — a t least n o t in m o s t ins tances . 

It is d o n e in t h e U n i t e d States a n d m o s t W e s t e r n 

c o u n t r i e s m o r e l igh t ly t h r o u g h t axa t i on , r egu la t ions , a n d 

legal p r o h i b i t i o n s o r m a n d a t e s . Also, t h e r e is n o t o n e 

o v e r a r c h i n g cen t ra l p lan , as u s e d t o b e i m p o s e d in t h e 

f o r m e r Sov ie t U n i o n . R a t h e r t h e r e is an i n t r i c a t e w e b o f 

different po l i t i ca l p lans , e a c h t h e resul t o f t h e c o r r u p t i n g 

a n d o f t en c o n t r a d i c t o r y i n t e r a c t i o n s o f po l i t i c i ans , 

b u r e a u c r a t s , a n d spec ia l - in te res t g r o u p s in t h e m o d e r n 

i n t e r v e n t i o n i s t state. 

Richard Ebeling (rebeling@fee.org) is the president of FEE. 
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T h e M i s p l a c e d A c c e p t a n c e o f P o l i t i c a l L e a d e r s 

B u t t h e fact r e m a i n s t h a t p rac t i ca l ly all t h o s e p o l i t i 

c ians r u n n i n g for office are se l l ing t h e m s e l v e s as l eade r s 

i n t o w h o s e h a n d s w e s h o u l d p l ace s o m e c o r n e r o f o u r 

life, s ince t h e y assure us t h a t t h e y can t ake care o f us a n d 

o u r p r o b l e m s b e t t e r t h a n if w e t r i e d t o h a n d l e t h e m 

our se lves . 

F r i e n d s o f f r e e d o m have l o n g w a r n e d o f t h e d a n g e r s 

f r o m c e d i n g a u t h o r i t y o v e r s u c h m a t t e r s t o po l i t i ca l 

l eaders . A d a m Smi th ' s w o r d s r i n g as t r u e t o d a y as w h e n 

h e w r o t e t h e m i n The Wealth of Nations m o r e t h a n t w o 

c e n t u r i e s a g o : 

T h e s t a t e s m a n , w h o s h o u l d a t t e m p t t o d i r e c t p r i v a t e 

p e o p l e i n w h a t m a n n e r t h e y o u g h t t o e m p l o y t h e i r 

capi ta ls [ w e a l t h a n d r e s o u r c e s ] , w o u l d n o t o n l y l o a d 

h i m s e l f w i t h a m o s t u n n e c e s s a r y a t t e n t i o n , b u t 

a s s u m e a n a u t h o r i t y w h i c h c a n safely b e t r u s t e d , n o t 

o n l y t o n o s ing le p e r s o n , b u t t o n o c o u n c i l o r s e n 

a te w h a t e v e r , a n d w h i c h w o u l d n o w h e r e b e so d a n 

g e r o u s as i n t h e h a n d s o f a m a n w h o h a d folly a n d 

p r e s u m p t i o n e n o u g h t o f a n c y h i m s e l f fit t o exe rc i se 

it . 

C o n c e r n i n g h o w t o a p p l y his t i m e , r e sou rce s , a n d 

e n e r g i e s , S m i t h said, " [ E J v e r y i n d i v i d u a l , it is e v i d e n t , 

c an , i n his loca l s i t ua t i on , j u d g e m u c h b e t t e r t h a n a n y 

s t a t e s m a n o r l a w g i v e r c a n d o for h i m . " 

In m o r e r e c e n t t i m e s A d a m Smi th ' s w a r n i n g has b e e n 

e c h o e d b y F. A . H a y e k , w h o s p o k e o f t h e " p r e t e n c e o f 

k n o w l e d g e " o n t h e p a r t o f t h o s e w h o w i s h t o d i r ec t t h e 

affairs o f society. A n d W i l h e l m R o p k e l a m e n t e d t h e 

" h u b r i s o f t h e i n t e l l e c t u a l s " w h o a r r o g a n t l y p r e s u m e 

t h e y k n o w e n o u g h t o r e d e s i g n t h e social o r d e r . W e n e e d 

t o r e m e m b e r t h a t t h o s e w h o offer t h e m s e l v e s t o us at 

e l e c t i o n t i m e are m e r e m o r t a l s l ike ou r se lves . T h e y 

possess n o specia l w i s d o m , n o O l y m p i a n p o w e r s t h a t 

p r o v i d e t h e m w i t h capac i t ies a b o v e t h e " c o m m o n m a n , " 

w h o m t h e y c l a im t o w a n t t o r e p r e s e n t i n po l i t i ca l 

office b u t i n real i ty o v e r w h o m t h e y w i s h t o r u l e a n d 

c o m m a n d . 

Undesirable Outcomes 

Ca n d i d a t e s m o t i v a t e d b y i d e o l o g y a s s u m e t h a t w h e n 

m e n are free, o u t c o m e s wi l l b e u n d e s i r a b l e a n d 

t h a t o n l y g o v e r n m e n t can set t h i n g s r i g h t . T h e s e c a n d i 

dates v i e w t h e m s e l v e s as t h e po l i t i ca l p a r e n t s w h o m u s t 

ove r see t h e c i t i z e n - c h i l d r e n ( the rest o f us) , w h o p e r 

p e t u a l l y are n e v e r g r o w n u p e n o u g h to b e free a n d 

r e spons ib l e adu l t s . 

B u t w h e t h e r t h e y are g u i d e d b y i d e o l o g y o r s imp ly 

a base r des i re for t h e p o w e r t h a t po l i t i ca l office c a n 

p r o v i d e , t h e real i ty o f po l i t i cs in t h e m o d e r n i n t e r v e n 

t ion i s t s tate is t h a t " l e a d e r s " u se t h e i r a u t h o r i t y for s p e 

c ia l - in t e res t p l u n d e r . T o c o n t i n u e w i t h t h e m e t a p h o r , 

t h e y are in fact abus ive po l i t i ca l p a r e n t s w h o h u r t a n d 

m a n i p u l a t e m a n y o f t h e c i t i z e n - c h i l d r e n i n t h e i r " c a r e " 

t o bene f i t t h e m s e l v e s a n d favored g r o u p s t h a t h e l p 

m a i n t a i n t h e m in p o w e r . T h e y t h e n use v a r i o u s p r o p a 

g a n d a dev ices t o p e r s u a d e t h e a b u s e d c i t i z e n - c h i l d r e n 

t h a t it's all b e i n g d o n e for t h e i r o w n g o o d . Alas, t o o 

m a n y o f o u r fe l low c i t i zens fall v i c t i m to this p s y c h o 

log ica l m a n i p u l a t i o n a n d c a n n o t i m a g i n e a w o r l d w i t h 

o u t po l i t i ca l p a r e n t s w h o w a t c h o v e r a n d c o n t r o l t h e m . 

In t h e free s o c i e t y — i n w h i c h g o v e r n m e n t is c o n 

f ined t o t h e essent ia l b u t l i m i t e d f u n c t i o n s o f p r o t e c t i n g 

life, l iber ty , a n d p r o p e r t y — p o l i t i c i a n s a n d b u r e a u c r a t s 

h a v e n o ass igned " l e a d e r s h i p " ro le . T h e i r f u n c t i o n is far 

m o r e m o d e s t , t h o u g h useful: s e e i n g tha t e a c h o f us is left 

free f rom v i o l e n c e a n d f raud t o d i r ec t his o w n life as h e 

c o n s i d e r s bes t a n d m o s t fulfilling. 

F r e e d o m m e a n s for e a c h o f us t o b e " c a p t a i n o f his 

o w n f a t e " a n d n o t t o b e a d o c i l e s u b o r d i n a t e w a i t i n g for 

t h o s e in po l i t i ca l a u t h o r i t y t o d e c i d e his fate for h i m . 

I n d e e d , t h o s e w h o a d v o c a t e po l i t i ca l l e a d e r s h i p t o ge t 

t h e n a t i o n m o v i n g , t o s teer it i n t h e r i g h t d i r e c t i o n , o r 

t o i m p o s e g o v e r n m e n t cures o n s u p p o s e d social ills at 

h o m e a n d a b r o a d are t h e g r a v e d i g g e r s o f l iber ty. 

T h a t is w h y w e m u s t always b e w a r e , a n d m o s t e s p e 

cially in e l e c t i o n years , o f t h o s e w h o offer t h e m s e l v e s as 

o u r po l i t i ca l l eade r s . T h e i r t r i u m p h s m e a n m o r e nails 

h a m m e r e d i n t o t h e coffin o f f r e e d o m . @) 
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Perspective 

The Governmental 
Habit 

I n 1 9 7 7 t h e late e c o n o m i c h i s t o r i an J o n a t h a n R . T. 

H u g h e s p u b l i s h e d a b o o k cal led The Governmental 

Habit ( u p d a t e d in 1991 as The Governmental Habit 

Redux). It s h o w e d h o w pervas ive g o v e r n m e n t i n t e r v e n 

t i o n in t h e e c o n o m y has b e e n s ince co lon i a l t imes . T h e 

t i t le cap tu res a n i m p o r t a n t p h e n o m e n o n . P e o p l e are in 

t h e h a b i t o f l o o k i n g t o g o v e r n m e n t — t h e o n l y a g e n c y 

t h a t m a y legally w i e l d o r t h r e a t e n force against n o n -

a g g r e s s o r s — t o ge t w h a t t h e y w a n t . W h i l e earl ier g e n e r 

a t ions o f A m e r i c a n s w e r e hes i t an t t o ask t h e local , state, 

o r n a t i o n a l g o v e r n m e n t t o d o c e r t a i n th ings ( a l t h o u g h 

p e r h a p s n o t as hes i t an t as w e t h o u g h t ) , few m o d e r n 

A m e r i c a n s have any s u c h scruples . 

A m e r i c a n s o f all classes e x p e c t t h e g o v e r n m e n t ( t r ans 

l a t ion : taxpayers) t o p i c k u p t h e tab for services . P e o p l e 

e v e n w a n t t h e g o v e r n m e n t t o d o th ings tha t are o u t r i g h t 

d u m b , s u c h as c o m p e l us t o c o n s e r v e energy. W h a t ' s so 

f u n n y is t h a t t h e grea tes t o u t c r y for m a n d a t o r y c o n s e r 

v a t i o n c o m e s w h e n p r i ces are r i s ing . It w o u l d b e foolish 

e n o u g h t o c o m p e l c o n s e r v a t i o n w h e n p r i ce s are falling. 

B u t w h e n t h e y are r is ing? W h a t c a n t h e g o v e r n m e n t d o 

t h a t t h e d i sc ip l ine o f t h e p r i c e sys tem w o u l d n ' t do? 

W h e n I was g r o w i n g u p in t h e 1950s a n d '60s m y 

father 's v o i c e w o u l d o f t en b o o m t h r o u g h t h e h o u s e w i t h 

t h e w o r d s , " W h y are all t he se l ights o n ? " — h i s r e sponse 

t o f i n d i n g r o o m s in o u r h o m e br i l l ian t ly i l l u m i n a t e d b u t 

u n o c c u p i e d . (It's o n e o f his habi t s I p i c k e d up.) I d o n ' t 

recall if h e d i d this o n l y w h e n e lec t r i c i ty p r i ce s w e r e r i s 

i n g , b u t I d o u b t it. H e was b e i n g a conse rva t ion i s t , 

a l t h o u g h n o t i n t h e w a y t h e G e o r g e B u s h e s a n d Al G o r e s 

w a n t us t o b e . H e wasn ' t t h i n k i n g a b o u t u n b o r n g e n e r 

a t ions o r t h e h e a l t h o f t h e p l ane t . H e was t h i n k i n g a b o u t 

his family. It was his o w n m o n e y h e was c o n s e r v i n g . H e 

u n d e r s t o o d t h a t m o n e y s p e n t t o l igh t u p e m p t y r o o m s is 

m o n e y tha t c o u l d n ' t b e s p e n t to b u y his c h i l d r e n c lo thes 

o r t o s e n d t h e m to co l lege . H e was a b u s i n e s s m a n , n o t a n 

e c o n o m i s t . B u t it takes n o special k n o w l e d g e t o u n d e r 

s t and t h a t w a s t i n g one ' s o w n m o n e y is u n w i s e . 

Isn ' t it s l ightly silly for t h e first r e a c t i o n t o r i s ing g a s o 

l ine p r i c e s t o b e , " T h e g o v e r n m e n t s h o u l d increase t h e 

m a n d a t o r y fuel-eff ic iency s tandards for a u t o m o b i l e s " ? 
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L e a v i n g aside t h a t t h e C A F E s tandards e n c o u r a g e d r i v 

i n g b y i n c r e a s i n g mi le s p e r ga l lon a n d kill p e o p l e b y 

e n c o u r a g i n g t h e p r o d u c t i o n o f l i g h t e r cars (see p a g e 3 6 ) , 

w h y w o u l d it b e n e c e s s a r y for t h e g o v e r n m e n t t o fo rce 

us t o b u y h i g h e r - m i l e a g e cars? W o n ' t w e t h i n k o f th is as 

w e l o o k o u t for o u r o w n financial in teres ts? 

If s o m e o f us d e c i d e agains t t r a d i n g i n o u r cars for 

m o r e fuel -eff ic ient o n e s , it m e a n s w e h a v e h i g h e r p r i o r 

ities t h a n sav ing m o n e y o n gaso l ine . M a y b e w e ' l l c u t 

e x p e n s e s e l s e w h e r e so w e c a n c o n t i n u e d r i v i n g less-

efficient b igge r , h e a v i e r cars . P e o p l e w i t h o u t t h e g o v 

e r n m e n t a l h a b i t w o u l d u n d e r s t a n d t h a t f r e e d o m m e a n s 

t h e r i g h t t o set one ' s o w n p r i o r i t i e s , regardless o f w h a t 

t h e n e i g h b o r s o r t h e po l i t i c i ans t h i n k . Af te r all, " w a s t e " 

is a m e a n i n g f u l t e r m o n l y in r e f e r e n c e t o speci f ied 

ob jec t ives . 

E n e r g y c o n s e r v a t i o n is j u s t o n e e x a m p l e o f t h e g o v 

e r n m e n t a l hab i t . It is h a r d t o t h i n k o f a n y area o f life 

w h e r e s o m e o n e d o e s n ' t w a n t t o call i n t h e c o n s t a b l e t o 

have his way. D o n ' t l ike s m o k y res tauran ts? F a s t - f o o d 

j o i n t s o f fend y o u ? R a d i o is r a u n c h y ? T h e w r o n g p e o p l e 

w a n t t o m a r r y ? A c o m p a n y ' s w a g e s are t o o m e a g e r ? A n 

A m e r i c a n ' s p r i c e s are t o o h i g h ? A fore igner ' s p r i c e s are 

t o o l o w ? T h e w r o n g p e o p l e w a n t t o m i g r a t e h e r e ? S o m e 

folks use s t r ange d rugs? O n l i n e g a m b l i n g is t o o p o p u l a r ? 

F o r t o o m a n y p e o p l e t h e a n s w e r is t h e s a m e : t h e r e 

o u g h t a b e a law. W e ' v e g o t t o b r e a k this h a b i t b e f o r e it 

b r eaks us . 

* • • 

T h e U S A P A T R I O T A c t is said t o b e n a r r o w l y t a r 

g e t e d at s u s p e c t e d t e r ro r i s t s . B u t m a n y firsthand e x p e r i 

e n c e s testify t o its far w i d e r swa th . G a r y B a r n e t t , a n 

i n v e s t m e n t c o n s u l t a n t , r e p o r t s o n h o w it affects his b u s i 

ness . 

W e ' r e l o n g u s e d t o p a y i n g p r o p e r t y taxes o n t h e real 

es ta te w e t h o u g h t w e o w n e d . B u t h o w w o u l d y o u l ike 

t o p a y a t ax o n t h e v a l u e of t h e v i e w f r o m y o u r p r o p e r 

ty? G a r d n e r G o l d s m i t h w e l c o m e s y o u t o t h e fu ture . 

E c o n o m i c s d e m o n s t r a t e s its scient if ic s tatus b y o b j e c -
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t ively i den t i fy ing cha ins o f cause a n d effect, s u c h as t h e 

l a w o f s u p p l y a n d d e m a n d . I n p a r t t w o o f his t h r e e - p a r t 

ser ies , Israel K i r z n e r c o n t i n u e s his d i scuss ion o f h o w 

s u c h a n i d e n t i f i c a t i o n c a n b e g r o u n d s for t h e e c o n o 

mist 's va lue - f r ee p o l i c y adv ice . 

T h e la te J a n e J a c o b s s i n g l e - h a n d e d l y o v e r t u r n e d t h e 

u r b a n - p l a n n i n g o r t h o d o x y t h r o u g h h e r l e a r n e d b o o k s 

a n d ac t iv i sm. S a n d y Ikeda , a n e c o n o m i s t m u c h in f lu 

e n c e d b y J a c o b s , offers a t r i b u t e t o this i n t e l l ec tua l g i a n t 

w h o n e v e r w e n t t o co l l ege a n d w h o d i d n ' t b e g i n p u b 

l i sh ing u n t i l she was past 4 0 . 

G r a n t e d t h r e e w i s h e s , s o m e p e o p l e m i g h t ask t h a t 

t h e y n e v e r h a v e t o s t and in l i ne at t h e D M V again . J o h n 

S e m m e n s k n o w s a w a y t o m a k e t h a t w i s h c o m e t r u e . 

S c a n d i n a v i a is a p u z z l e . T h a t g r o u p o f c o u n t r i e s has 

b l o a t e d we l fa re states b u t also a r e a s o n a b l e level o f p r o s 

p e r i t y a n d e c o n o m i c g r o w t h . W h a t gives? Sara C o o p e r 

is o u r t o u r g u i d e . 

As sure as t h e roos te r ' s c r o w fol lows t h e sun's first 

rays, r i s i ng gaso l ine p r i c e s wi l l p r o m p t s o m e o n e t o call 

for h i g h e r g o v e r n m e n t fue l -e f f ic iency s tandards for 

a u t o m o b i l e s . M i c h a e l H e b e r l i n g exp la ins w h y t h e g o v 

e r n m e n t s h o u l d m o v e t o t h e s ide l ines . 

O n e o f E n g l a n d ' s m o s t d e d i c a t e d c h a m p i o n s o f l i b 

e r t y d i e d ear l ie r this year . N o r m a n B a r r y pays t r i b u t e t o 

t h e life o f C h r i s T a m e . 

O u r c o l u m n i s t s h a v e p r e p a r e d a n i n t e l l e c t u a l 

s m o r g a s b o r d . R i c h a r d E b e l i n g e x a m i n e s "po l i t i ca l l e a d 

e r sh ip . " D o n a l d B o u d r e a u x p o n d e r s l i b e r t a r i a n p a t e r n a l 

i s m . R o b e r t H i g g s d iscusses t h e c o n s e q u e n c e s o f 

g o v e r n m e n t w a r t i m e " i n v e s t m e n t . " C h a r l e s B a i r d takes 

u p t h e h i s t o r y o f t h e " r i g h t t o w o r k " m o v e m e n t . A n d 

J u d e B l a n c h e t t e , e n c o u n t e r i n g t h e a s se r t ion t h a t i f w e 

t rus t t h e leader , t h e c o n t e n t o f t h e l a w is u n i m p o r t a n t , 

p ro tes t s , " I t Jus t A i n ' t S o ! " 

B o o k s c o m i n g u n d e r s c r u t i n y b y o u r r e v i e w e r s focus 

o n equal i ty , t h e t h r e a t o f e n v i r o n m e n t a l d e g r a d a t i o n , t h e 

C o n s t i t u t i o n a n d e c o n o m i c l iber ty , a n d t h e m a r k e t for 

h u m a n o r g a n s . 

— S h e l d o n R i c h m a n 
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We Should Trust the Leader, Not the Law? 
It Just Ain't So! 
B Y J U D E B L A N C H E T T E 

L os Angeles Times c o l u m n i s t M a x B o o t has a m e s 

sage for t h e A m e r i c a n p e o p l e : p u t all y o u r fears 

o f d i m i n i s h i n g civil l iber t ies b a c k in t h e c loset ; 

t h e g o o d guys are r u n n i n g t h e show. 

T h a t , at least , was t h e message in his c o l u m n last J a n 

uary , " T h e W i r e t a p s S h o u l d n ' t B u g 

U s , " p r o m p t e d b y a 2 0 0 5 New York 

Times a r t ic le d e t a i l i n g a c o v e r t N S A 

p r o g r a m t o co l l ec t i n t e l l i g e n c e f r o m 

i n t e r n a t i o n a l p h o n e calls i n v o l v i n g 

A m e r i c a n c i t i z e n s w i t h o u t c o u r t 

a p p r o v a l . B a c k e d b y h i s t o r y a n d 

k n o w l e d g e o f h u m a n n a t u r e , cr i t ics 

o f t h e p r o g r a m w o r r y t h a t it is r i p e 

for abuse . T h e s e fears are u n w a r r a n t 

e d t o B o o t : " M u t t e r i n g a b o u t ' s l ip 

p e r y s lopes ' isn ' t e n o u g h t o c o n v i n c e 

m o s t p e o p l e t h a t fascism is d e s c e n d 

i n g . If t h e p res iden t ' s c r i t ics w a n t t h a t 

p a r t o f t h e n a t i o n t h a t d o e s n ' t r e a d 

t h e Nation t o be l i eve t h a t he 's a t h r e a t 

t o o u r f r e e d o m , t h e y ' d b e t t e r d o 

m o r e t h a n t u r n u p t h e level o f v i t u 

p e r a t i o n . T h e y ' d b e t t e r f ind s o m e real 

v i c t i m s — t h e E u g e n e D e b s e s a n d 

M a r t i n L u t h e r K i n g s o f t h e w a r o n 

t e r ro r . " 

B o o t i m a g i n e s a p o p u l a c e s n u g in 

t h e s p e c u l a t i o n t h a t t h e federal g o v e r n m e n t is w o r k i n g 

t o k e e p us safe. " N o sys tem is per fec t , " h e w r i t e s . " B u t 

t h e r e isn ' t a scinti l la o f e v i d e n c e t h a t t h e s e w e r e a n y t h i n g 

b u t w e l l - i n t e n t i o n e d mis t akes c o m m i t t e d b y c o n s c i e n 

t i ous p u b l i c se rvan ts i n t e n t o n s t o p p i n g t h e n e x t t e r r o r 

ist a t roci ty ." T h i s , I s u p p o s e , m e a n s tha t w e s h o u l d all 

Rather than a 
Jeffersonian 
presumption of 
liberty and an 
inherent mistrust of 
government, Max 
Boot and others feel 
it should be given 
wide latitude so 
long as we like the 
individuals in power 
and there's no 
obvious evidence 
of abuse. 

b r e a t h e a s igh o f re l ief t ha t t h e m e d i a hasn ' t u n c o v e r e d 

signs o f abuse . 

" T r u s t g o v e r n m e n t " is t h e p r e v a i l i n g s e n t i m e n t 

a m o n g m a n y p e o p l e today. V i e t D i n h , G e o r g e t o w n l aw 

professor a n d c h i e f a rch i t ec t o f t h e P A T R I O T A c t , 

r e c e n t l y t o l d a conse rva t ive a u d i e n c e , 

" N o n e o f us can m a k e a conc lus ive 

assessment as t o t h e w i s d o m o f tha t 

p r o g r a m a n d its legal i ty w i t h o u t k n o w 

i n g t h e full o p e r a t i o n a l detai ls . I d o 

t rus t t h e p r e s i d e n t w h e n h e asserts t ha t 

h e has r e v i e w e d it carefully a n d t h e r e 

fore is c o n v i n c e d tha t t h e r e is full legal 

au tho r i t y . " 

R a t h e r t h a n a Je f fe rsonian p r e s u m p 

t i o n o f l i be r ty a n d an i n h e r e n t mi s t ru s t 

o f g o v e r n m e n t , B o o t a n d o t h e r s feel it 

s h o u l d b e g iven w i d e l a t i t ude so l o n g as 

w e l ike t h e ind iv idua l s in p o w e r a n d 

there ' s n o o b v i o u s e v i d e n c e o f abuse . If 

any a t t i t u d e can b e f o u n d c o u n t e r t o 

t h a t w h i c h t h e c o u n t r y was f o u n d e d 

o n , it w o u l d b e B o o t ' s . To q u o t e 

T h o m a s J e f f e r s o n , w e " b i n d d o w n 

t h o s e w h o m w e are o b l i g e d t o t rus t 

w i t h p o w e r " w i t h " j ea lousy a n d n o t 

c o n f i d e n c e . " W e d o n o t p u t o u r t rus t 

in m e n ; w e p u t o u r t rus t i n laws. To 

confuse g o o d m e n w i t h g o o d laws is a p e r i l o u s mis take . 

Ar i s t o t l e addressed this q u e s t i o n s o m e 2 4 c e n t u r i e s 

a g o : " W e b e g i n b y a sk ing w h e t h e r it is m o r e e x p e d i e n t 

Jude Blanchettc (jblanchcttel@hotmail.com) is a freelance writer in the 
Washington, D.C., area. 
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IT J U S T A I N ' T S O ! : W e S h o u l d T r u s t t h e L e a d e r , N o t t h e L a w ? 

t o b e r u l e d b y t h e bes t m a n o r t h e bes t l aws ." H e c o n 

c l u d e d : " T h e r e f o r e h e w h o asks l a w t o r u l e is a sk ing 

G o d a n d i n t e l l i g e n c e a n d n o o t h e r s t o r u l e ; w h i l e h e 

w h o asks for t h e r u l e o f a h u m a n b e i n g is i m p o r t i n g a 

w i l d beas t t o o ; for des i re is l ike a w i l d beas t , a n d a n g e r 

p e r v e r t s ru l e r s a n d t h e v e r y bes t o f m e n . H e n c e l a w is 

i n t e l l i g e n c e w i t h o u t a p p e t i t i o n . " 

T r u s t s h o u l d b e g i v e n spa r ing ly t o g o v e r n m e n t , e v e n 

(or p e r h a p s , especial ly) w h e n w e s u p p o r t t h e ind iv idua l s 

i n p o w e r . G o o d i n t e n t i o n s are n e v e r e n o u g h t o s ecu re 

t h e blessings o f l iber ty . T r u s t i n g o v e r n m e n t is a n a n e s 

t h e t i c t h a t o f t en dulls t h e i n d i v i d u a l t o t h e s l o w u s u r p a 

t i o n o f f r e e d o m s . T r u e , civil l ibe r t i es 

have w a x e d a n d w a n e d t h r o u g h o u t 

t h e 2 1 8 years s ince t h e C o n s t i t u t i o n 

was rat if ied. T h e P A T R I O T A c t pales 

w h e n s t a n d i n g n e x t t o t h e i n t e r n m e n t 

o f J a p a n e s e c i t izens d u r i n g W o r l d W a r 

II , a n d f e w can i m a g i n e t h e m o d e r n 

e q u i v a l e n t o f Social is t P a r t y c a n d i d a t e 

E u g e n e Debs ' s j a i l i n g u n d e r t h e 1 9 1 7 

E s p i o n a g e A c t . (Th i s a r t ic le is n o t t h e 

p l ace t o p o i n t o u t t h a t t h e r e are, i n 

fact, v e r y real v i c t i m s o f t h e w a r o n 

t e r ro r . B u t a j a i l i n g l ike t h a t o f Debs ' s 

is p r e t t y w e l l u n i m a g i n a b l e — a t least 

for t h e n e a r future.) 

T h e e x h o r t a t i o n t o t rus t g o v e r n 

m e n t is all t h e m o r e d i s c o n c e r t i n g w h e n o n e c o n s i d e r s 

t h e c u r r e n c y w i t h w h i c h t h e g o v e r n m e n t b u y s o u r l o y 

alty: fear. As Freeman c o l u m n i s t R o b e r t H i g g s w r o t e in 

a r e c e n t ar t ic le , " T h e p e o p l e w h o have t h e e f f ron te ry t o 

r u l e us , w h o call t h e m s e l v e s o u r g o v e r n m e n t , u n d e r 

s t and this bas ic fact [fear] o f h u m a n n a t u r e . T h e y e x p l o i t 

it, t h e y cu l t iva te it. W h e t h e r t h e y c o m p o s e a war fa re 

s tate o r a we l fa re s tate , t h e y d e p e n d o n it t o s e c u r e p o p 

u lar s u b m i s s i o n , c o m p l i a n c e w i t h official d ic ta tes , a n d , 

o n s o m e occas ions , aff i rmat ive c o o p e r a t i o n w i t h t h e 

state's e n t e r p r i s e s a n d a d v e n t u r e s . W i t h o u t p o p u l a r fear, 

n o g o v e r n m e n t c o u l d e n d u r e for m o r e t h a n t w e n t y - f o u r 

h o u r s . " 

H o w o d d , t h e n , t h a t w h i l e A m e r i c a n c i t izens are 

w h i p p e d i n t o a f renzy b y th rea t s d o m e s t i c a n d fo re ign , 

Good intentions are 
never enough to 
secure the blessings 
of liberty. Trust in 
government is an 
anesthetic that often 
dulls the individual to 
the slow usurpation 
of freedoms. 

b u t n o t i r r a t i ona l . As w e saw in t h e i m m e d i a t e a f t e r m a t h 

o f S e p t e m b e r 1 1 , n a t i o n a l ca t a s t rophes rally t h e n a t i o n 

a r o u n d its po l i t i c i ans . 

T h i s causal c o n n e c t i o n b e t w e e n t h r e a t a n d t rus t 

is n o t lost o n A m e r i c a ' s po l i t i ca l l eaders . As po l i t i ca l 

sc ien t i s t s V i r g i n i a C h a n l e y , T h o m a s R u d o l p h , a n d 

W e n d y R a h n h a v e w r i t t e n , " T r u s t i n g o v e r n m e n t n o t 

o n l y has i m p l i c a t i o n for c i t i zen c o m p l i a n c e , b u t it also 

has m o r e d i r ec t po l i t i ca l c o n s e q u e n c e s . Dis t rus t fu l v o t 

ers are m o r e l ikely t o s u p p o r t n o n i n c u m b e n t a n d t h i r d -

p a r t y c a n d i d a t e s a n d are m o r e l ikely t o express s u p p o r t 

for d e v o l u t i o n o f d e c i s i o n m a k i n g f r o m federa l t o s tate 

g o v e r n m e n t s o n issues. . . . " T h u s , for 

po l i t i c i ans , t rus t b r e e d s j o b s e c u r i t y 

a n d c e n t r a l i z e d p o w e r . A n d u n f o r t u 

nately, t h e p e r c e p t i o n o f t h r e a t is a c a t 

alyst for t rus t . To aga in q u o t e C h a n l e y , 

R u d o l p h , a n d R a h n , " [ A ] s p u b l i c c o n 

c e r n a b o u t i n t e r n a t i o n a l affairs 

inc reases , s u p p o r t for g o v e r n m e n t a l 

a u t h o r i t y w i l l i nc rease in t h e f o r m o f 

g r e a t e r t rus t a n d approva l . " 

Real Threats 

This is n o t t o say t h a t po l i t i c i ans 

c r ea t e fo re ign e n e m i e s o u t o f t h i n 

air t o solidify p o w e r . S e p t e m b e r 11 a n d 

o t h e r s u c h h o r r o r s w e r e n o t c o n t r i v e d 

d e e p w i t h i n A m e r i c a n g o v e r n m e n t b u n k e r s . B u t i n 

r e l a t i ng p o t e n t i a l a n d ac tua l th rea t s , an i n c e n t i v e exists t o 

e m b e l l i s h . 

So let us r e t u r n t o M a x B o o t . I suspect t ha t if s o m e 

o n e h e dislikes ascends t o t h e pres idency, M r . B o o t ' s 

i n h e r e n t t rus t o f t h e execu t ive b r a n c h wi l l d imin i sh , a n d 

w i t h g o o d reason . It wi l l b e at this p o i n t t ha t M r . B o o t 

takes shel ter b e h i n d t h e ru l e o f law, q u e s t i o n i n g t h e c o n 

s t i tu t iona l l e g i t i m a c y for every a c t i o n t h e n e w p re s iden t 

takes. All h e o r she n e e d d o , h o w e v e r , is ci te t h e p r e c e d e n t 

es tabl ished b y t h e p redeces so r a n d q u o t e t h e likes o f M a x 

B o o t , w h o tossed o v e r b o a r d the i r fealty t o w a r d t h e ru l e o f 

l aw a n d ins tead o p t e d t o t rus t t h e execu t ive t o w i e l d t h e 

p o w e r s o f state wisely. A n d w h e n t h e last l aw was d o w n , 

a n d t h e n e w p re s iden t t u r n e d ' r o u n d o n y o u , w h e r e 

in te l lec tua l s b e s e e c h t h e m t o t rus t t h e i r l eade r s . It is o d d , w o u l d y o u h ide , M r . B o o t , t h e laws all b e i n g flat? 

7 S E P T E M B E R 2006 



T h e USA P A T R I O T Act and Finance: 
The Hidden Threat 

B Y GARY D. B A R N E T T 

After 18 years in t h e i n v e s t m e n t bus iness , a t i m e I 

m i g h t a d d t h a t has b e e n r e w a r d i n g in m a n y 

ways , I a m n o w t r u l y q u e s t i o n i n g w h e t h e r I 

s h o u l d stay in th is p ro fess ion . It j u s t isn ' t fun a n y m o r e . 

W h e n it ac tua l ly s t o p p e d b e i n g fun is h a r d t o p i n p o i n t , 

b u t w h y it s t o p p e d is n o t . A l t h o u g h w e in this i n d u s t r y 

h a v e always b e e n r e g u l a t e d , o r shall I say c o n t r o l l e d , b y 

B i g B r o t h e r ( D e p a r t m e n t o f t h e Treasury , I R S , N A S D , 

a n d S E C ) , w e g o t a l o n g o k a y m o s t o f t h e t i m e . B u t s ince 

S e p t e m b e r 1 1 , 2 0 0 1 , t h i n g s h a v e c h a n g e d dramat ica l ly , 

a n d n o t for t h e b e t t e r ; n o t b e t t e r for 

t h e b r o k e r s a n d c e r t a i n l y n o t b e t t e r for 

o u r c l ien ts , t h o s e h a r d - w o r k i n g i n d i 

v idua l s w h o save a n d invest a n d d r i v e 

this c o u n t r y f o r w a r d . 

A l t h o u g h t h e U S A P A T R I O T A c t 

is t h e t o o l b e i n g u sed , I d o n ' t w a n t t o 

g ive t h e i m p r e s s i o n t h a t this s ingle 

p i e c e o f l eg i s l a t ion is t h e o n l y p r o b 

l e m . T h e a t tacks in 2 0 0 1 e n a b l e d t h e 

g o v e r n m e n t t o e x p e d i t e p l a n s for 

m o r e p o w e r , s o m e t h i n g it c o n t i n u a l l y 

seeks j u s t b y its v e r y n a t u r e , b u t c a n 

n e v e r a c q u i r e fast e n o u g h t o sui t its desires . O u r 

f o u n d e r s w a r n e d us o f this t i m e a n d aga in . J a m e s M a d i 

son , i n a l e t t e r t o T h o m a s Je f fe rson o n M a y 1 3 , 1 7 9 8 , 

said, " P e r h a p s it is a un ive r sa l t r u t h t h a t t h e loss o f L i b 

e r t y at h o m e is t o b e c h a r g e d t o p r o v i s i o n against d a n 

ger , real o r p r e t e n d e d , f r o m ab road . " 

T h a t s t a t e m e n t has n e v e r b e e n m o r e t r u e t h a n it is 

today. 

W e i n v e s t m e n t advisers are n o w " a g e n t s " o f t h e g o v 

e r n m e n t , t o l d t o secre t ly w a t c h o u r c l ients a n d r e p o r t 

a n y " s u s p i c i o u s " activity. W e e v e n have an i n - h o u s e czar, 

We investment 
advisers are now 
"agents" of the 
government, told to 
secretly watch our 
clients and report any 
"suspicious" activity. 

if y o u wi l l , cal led t h e A M L Officer , o r A n t i - M o n e y -

L a u n d e r i n g Officer . W e are t o r e p o r t a n y t h i n g d e e m e d 

susp ic ious d i rec t ly t o h i m , a n d h e in t u r n wi l l d e c i d e 

w h e t h e r o r n o t t o t u r n this i n f o r m a t i o n over t o t h e g o v 

e r n m e n t for fu r the r inves t iga t ion . T h e s e r e p o r t s are 

cal led Susp ic ious Ac t iv i t y R e p o r t s ( S A R s ) ; t h e y are filed 

d i rec t ly w i t h t h e U . S . T r e a s u r y a n d m a d e available t o l a w 

e n f o r c e m e n t a n d federal secur i t i es r egu la to r s . W e are also 

r e q u i r e d t o verify t h e i d e n t i t y o f a n d d o a b a c k g r o u n d 

c h e c k o n any c l ien t o p e n i n g a n e w a c c o u n t . T h i s p r o -

g r a m is cal led t h e C u s t o m e r Iden t i f i 

c a t i o n P r o g r a m ( C I P ) . A n o u t s i d e 

da tabase is u s e d t o verify i n f o r m a t i o n 

s u p p l i e d b y t h e c l ient . T h i s is d o n e 

eve ry n i g h t by t h e f i rm, a n d results are 

r ece ived b y t h e c red i t d e p a r t m e n t t h e 

f o l l o w i n g m o r n i n g . If a d i s c r epancy 

a r i s e s — a n address hasn ' t b e e n u p d a t 

ed , a d ig i t is mi s sed in t h e Socia l S e c u 

r i t y n u m b e r , o r t h e client 's n a m e 

h a p p e n s t o m a t c h o n e o n a w a t c h 

l i s t — w e are r e q u i r e d t o ge t a d d i t i o n a l 

i den t i fy ing d o c u m e n t s , s u c h as a d r i 

ver's l i cense o r passpor t , a n d to e n t e r i den t i fy ing n u m 

be r s i n t h e f irm's da tabase . T h i s da tabase , I m i g h t add , is 

o p e n t o t h e Treasury. 

I k n o w s o m e o f y o u wi l l say, " I d o n ' t have a b r o k e r 

age a c c o u n t , so I d o n ' t have t o w o r r y a b o u t it." R e a l l y ? 

So far I have o n l y b e e n t a lk ing a b o u t m y o w n business , 

b u t all f inancia l i n s t i t u t i ons are b o u n d b y l aw t o k e e p a n 

eye o n y o u . T h e P A T R I O T A c t def ines a financial i n s t i -
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t u t i o n as a l m o s t a n y t h i n g . T h e list i n c l u d e s e v e r y t h i n g 

f r o m c o n v e n i e n c e s tores t o t ravel agenc i e s t o a u t o d e a l 

ers t o i n s u r a n c e a n d i n v e s t m e n t c o m p a n i e s . E v e n j e w e l 

r y s tores qualify. T h i s u n w a r r a n t e d invas ion wi l l affect 

j u s t a b o u t e v e r y o n e at o n e t i m e o r a n o t h e r . M a n y wi l l 

b e affected regular ly, a n d this w i l l h a p p e n for t h e m o s t 

p a r t w i t h o u t t h e i r c o n s e n t o r k n o w l e d g e . A r e y o u 

b e g i n n i n g t o ge t t h e p i c t u r e ? 

Also, e v e r y a c c o u n t o p e n e d w i t h o u r f i rm is c h e c k e d 

agains t t h e Off ice o f F o r e i g n Asset C o n t r o l ( O F A C ) list 

o f c o u n t r i e s a n d i n d i v i d u a l s " s u s p e c t e d " o f b e i n g 

i n v o l v e d i n m o n e y l a u n d e r i n g , a n d e v e n e x i s t i n g 

a c c o u n t s are a u t o m a t i c a l l y c h e c k e d agains t th is list. A n y 

b r a n c h d i s b u r s e m e n t c h e c k r e q u e s t e d for a n y t h i r d -

p a r t y r e c i p i e n t m u s t b e c h e c k e d against t h e O F A C list. 

In a d d i t i o n , all d i s b u r s e m e n t s m a d e f r o m t h e h o m e 

office are c h e c k e d , regardless o f p a y e e o r r e c i p i e n t . T h i s 

is n o w s t anda rd p r o c e d u r e a n d t h e law. 

As b r o k e r s w e n o t o n l y have t o w a t c h o u r cl ients , 

w e are also liable if w e fail t o r e p o r t a n y t h i n g d e e m e d sus

p i c ious a n d c o u l d face loss o f l icense, fines, a n d / o r i m p r i s 

o n m e n t . " S u s p i c i o u s " for o u r p u r p o s e s c o u l d i n c l u d e : 

• a n y o n e w a n t i n g t o d o bus iness w h o resides in a 

c o u n t r y d e e m e d u n c o o p e r a t i v e b y t h e g o v e r n 

m e n t ; 

• a n y o n e a t t e m p t i n g t o w i r e funds f r o m his o w n 

a c c o u n t for n o a p p a r e n t r ea son ; 

• a n y o n e o p e n i n g a n a c c o u n t a n d n o t i nves t i ng r i g h t 

away; a n d 

• a n y o n e w h o m a k e s m u l t i p l e depos i t s . 

W e are also t o b e w a t c h f u l for " h i g h - r i s k " c u s t o m e r s , 

s u c h as offshore c o r p o r a t i o n s , any c h a r i t a b l e o r g a n i z a 

t i ons , a n d all n o n b a n k bus iness , s u c h as m o n e y - s e r v i c e s 

bus inesses t h a t p r o v i d e c h e c k - c a s h i n g serv ices . Also 

i n c l u d e d are c u r r e n c y dea le r s , c o n v e n i e n c e s tores , p a r k 

i n g garages , r e s tauran t s , a n d o t h e r s . " O t h e r s " is n o t 

e x p l a i n e d , b u t I t ake it t h a t w e s h o u l d b e susp ic ious o f 

e v e r y o n e , o r else. O u r list o f " s u s p i c i o u s a c t i v i t y " c o u l d 

i n c l u d e a n y a c c o u n t f r o m a y o u n g f i r s t - t ime inves to r t o 

a 9 0 - y e a r - o l d g r a n d m o t h e r . 

I have w o r k e d m a n y years t o b u i l d a g o o d bus iness 

a n d t o b u i l d t rus t w i t h m y c l ients . W h a t d o I tell t h e m 

n o w ? O h , b y t h e way, I a m n o w n o t o n l y y o u r b r o k e r 

b u t also a g o v e r n m e n t spy. D o n ' t w o r r y t h o u g h , y o u wi l l 

n e v e r k n o w w h e n y o u a n d / o r y o u r a c c o u n t s are b e i n g 

c h e c k e d o r inves t iga ted . It's a secret! T h i s is b e y o n d a n y 

t h i n g I c o u l d have i m a g i n e d j u s t a f ew years ago . I a m 

n o w a n u n p a i d , b u t t h r e a t e n e d a g e n t o f t h e g o v e r n m e n t . 

H o w absu rd . 

Does It Protect? 

Wh y are so m a n y in th is c o u n t r y in favor o f t h e 

P A T R I O T Ac t? D o t h e y ac tua l ly be l i eve this 

w i l l p r o t e c t t h e m f r o m all h a r m ? W h y are m o d e r n - d a y 

conse rva t ives ins i s ten t t ha t a n y a n d all p o w e r s h o u l d b e 

h a n d e d to this g o v e r n m e n t in t h e n a m e o f safety? G i v e n 

t h e f inancia l aspects a l o n e , w h y w o u l d n ' t conse rva t ives 

a n d e v e r y o n e else a b a n d o n t h e i r s u p p o r t for this i n v a 

s ion o f o u r r ights? If o u r e n t i r e f inancia l bus iness is c o n 

s tant ly b e i n g w a t c h e d a n d inves t iga ted w i t h o u t cause b y 

g o v e r n m e n t , w h a t else is g o i n g o n t h r o u g h t h e s w e e p 

i n g p o w e r s g r a n t e d in t h e P A T R I O T Ac t? Is this a d m i n 

i s t r a t ion a n d t h e rest o f t h e g o v e r n m e n t real ly o n l y 

w i r e t a p p i n g s u s p e c t e d t e r ro r i s t s , o r is it m u c h m o r e far-

r e a c h i n g ? T h e s e q u e s t i o n s m u s t b e a n s w e r e d if w e are t o 

h a v e a n y c h a n c e t o r ega in a n d sus ta in o u r l iber ty. 

N o p o l i t i c i a n can c h a n g e this c o u r s e w e ' r e o n . O n l y 

w e as a p e o p l e have t h e p o w e r t o c o n t r o l o u r o w n d e s 

tiny. If w e d o n o t h i n g , as s e e m s t o b e t h e c u r r e n t p l an , 

o u r G o d - g i v e n r igh t s t o life a n d l i b e r t y wi l l c o n t i n u a l l y 

b e t h r e a t e n e d . If left u n c h e c k e d , g o v e r n m e n t wi l l c o n 

t i n u e t o g r o w a n d in t i m e wi l l c o n s u m e all. 
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A H o m e with a View . . . and a Higher 
Property Tax 

B Y P. G A R D N E R G O L D S M I T H 

I t t o o k m e years t o u n d e r s t a n d w h a t m y fa the r m e a n t 

w h e n , o n b e i n g c o n f r o n t e d b y a d i s a g r e e m e n t in 

taste o r t a l k i n g a b o u t t h e p r i c e o f a p r o d u c t , h e 

w o u l d s u d d e n l y speak in La t in : De gustibus non est dis-

putandum. 

F o r s o m e o n e w h o t o o k fou r years o f Span i sh a n d 

c o u l d n ' t e v e n r e m e m b e r m u c h o f that, his s t a t e m e n t was 

a b o u t as c o m p r e h e n s i b l e as A m e r i c a n S ign L a n g u a g e t o 

a b l i n d d o g . B u t n o w , after s t u d y i n g e c o n o m i c s , I c an see 

a b u n d a n t e x a m p l e s o f m y father 's a p h o r i s m b e i n g p u t 

i n t o p r a c t i c e . 

C a s e in p o i n t : t h e N e w H a m p s h i r e " v i e w tax ." 

W h a t , y o u m i g h t ask, is a " v i e w t ax"? 

Wel l , c o n t r a r y t o t h e h o p e s o f many , it is n o t a t ax 

p l a c e d o n insufferable n e t w o r k c h a t p r o g r a m s b r o a d c a s t 

b e f o r e n o o n o n w e e k d a y s (and, o f c o u r s e , s u p p o r t i n g 

s u c h a p r o p o s a l w o u l d r u n c o u n t e r t o t h e v e r y p r i n c i p l e 

I a m e x p l o r i n g ) . 

T h e " v i e w t a x " is N e w H a m p s h i r e ' s p r o p e r t y tax 

a p p l i e d t o a h o m e ' s v iew, w h i c h is f a c to r ed i n t o t h e s o -

ca l led v a l u a t i o n o f t h e l and . It r e c e i v e d n a t i o n a l r e c o g n i 

t i o n w h e n D a v i d F a h r e n t h o l d in t h e Washington Post last 

yea r d e s c r i b e d t h e p l i g h t o f B r a d W i l d e r , a Pla inf ie ld , 

N e w H a m p s h i r e , r e s i d e n t w h o saw his p r o p e r t y - t a x bill 

s k y r o c k e t after a n assessor a d d e d ex t r a va lue t o his l a n d 

b e c a u s e o f t h e "v i ew." 

A c c o r d i n g t o t h e Post t h e va lue o f W i l d e r ' s p a n o r a m 

ic v i e w o f t h e W h i t e M o u n t a i n s was f ixed b y t h e g o v 

e r n m e n t assessor at $ 2 3 7 , 2 6 5 , c a u s i n g his t ax bill t o 

inc rease by $ 4 , 7 0 0 . L ike an i m p r o v e m e n t t o his h o m e , 

W i l d e r ' s v i e w was d e e m e d by t h e g o v e r n m e n t t o b e 

w o r t h a c e r t a i n a m o u n t , a n d a l t h o u g h h e lives in t h e 

s tate w h e r e o u r m o t t o is " l ive free o r d ie , " h e wi l l b e 

f o r c e d t o pay, o r else r i sk l o s ing his p r o p e r t y . 

T h e b r i g h t spo t in t h e s to ry is t h a t t h e r e p o r t e r c a m e 

close t o e m b r a c i n g a f u n d a m e n t a l p r i n c i p l e of f ree-

m a r k e t e c o n o m i c s . M i n d y o u , this was t h e Washington 

Post. F a h r e n t h o l d w r i t e s s o m e t h i n g m o r e p r o f o u n d t h a n 

h e m i g h t t h i n k : " H o w d o y o u va lue a v i e w ? " T h e q u e s 

t i o n p r o m p t s a va luable lesson a b o u t t h e ph rase de 

gustibus non est disputandum. 

R o u g h l y t rans la ted t h e exp res s ion m e a n s , " T h e r e is 

n o d i s p u t i n g one ' s taste," a n d t h e w i s d o m o f such a s e n 

t e n c e is r e m a r k a b l e , for it n o t o n l y appl ies t o ar t , food , 

fash ion , a n d i n n u m e r a b l e o t h e r cu l tu ra l s t imul i w e 

e n c o u n t e r eve ry day; it also appl ies t o p r o p e r t y a n d w o r k 

as we l l . 

W h a t m y fa ther u n d e r s t o o d is t h a t t h e v a l u a t i o n o f 

s o m e t h i n g , a n y t h i n g , is subjec t ive . T h e A u s t r i a n s c h o o l 

o f e c o n o m i c s has this p h e n o m e n o n at t h e c o r e o f its 

t h e o r y o f m a r g i n a l utility. W h e n o n e l o o k s at p r o p e r t y 

a n d to i l , e a c h o f us values t h ings differently, a n d it is 

imposs ib l e for g o v e r n m e n t t o p r o d u c e any exac t , o b j e c 

t ive m e a s u r e m e n t o f t ha t va lue . 

B u t t h a t d o e s n ' t s top g o v e r n m e n t b u r e a u c r a t s f rom 

t r y i n g . T o levy t h e i r taxes, p r o p e r t y assessors are h i r e d by 

po l i t i c i ans t o p r o d u c e " o b j e c t i v e m e a s u r e m e n t s " o f va lue 

for o u r h o m e s , o u r garages , o u r l awns , o u r n e i g h b o r 

h o o d s , a n d e v e n o u r v i e w s . B y l o o k i n g at w h a t t h e y call 

" c o m p a r a b l y v a l u e d h o m e s " o n t h e m a r k e t , t h e y crea te 

B y z a n t i n e f o r m u l a e , b a c k e d b y char t s a n d g r aphs , w h i c h 

in t h e abs t rac t c o n s t i t u t e w h a t s o m e m i g h t t h i n k are 

be l i evab le a n d r easonab le assessments of h o w m u c h a 

c e r t a i n k i n d of h o u s e , b a r n , yard , o r v i e w m i g h t fe tch o n 

t h e m a r k e t . 

Gardner Goldsmith (elggrande@yahoo.com) is a radio talk-show host in 
New Hampshire. 
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A H o m e w i t h a V i e w . . . 

T h e t r o u b l e is t h a t th is abs t rac t g o v e r n m e n t c o n 

s t ruc t is not t h e m a r k e t , a n d o n l y in t h e m a r k e t , w h e r e 

p e o p l e are free t o v a l u e t h e i r p r o p e r t y themselves, i n 

peace fu l e x c h a n g e w i t h o t h e r s d o i n g t h e s ame , c a n t h e r e 

b e a m o m e n t a r y r e p r e s e n t a t i o n o f t h e v a l u e o f a p r o d 

uc t . 

T h e c o r e o f t h e p r o b l e m for g o v e r n m e n t assessors is 

this : o f v a l u e t o w h o m ? Y o u m i g h t v a l u e a p i e c e o f p r o p 

erty, o r a sunse t , o r a p i c k e t f e n c e dif ferent ly f r o m m e . 

Y o u m i g h t have a fami ly a n d l ike k n o w i n g t h e r e is a 

p o n d n e a r b y w h e r e t h e c h i l d r e n c a n play. I m i g h t b e 

b o t h e r e d b y t h e s o u n d s o f t h e bul lfrogs ca l l ing o u t i n t h e 

n i g h t f r o m t h e s h o r e . E a c h o f us p laces a va lue o n t h e s e 

qua l i t ies , a n d o u r o p i n i o n s are as n u m e r o u s a n d as v a r 

i e d as t h e e n t i r e p o p u l a t i o n o f t h e w o r l d a l lows . As a 

resul t , w h e n a g o v e r n m e n t assessor t r ies t o objectify, for 

p u r p o s e s o f t a x a t i o n o r for a n y o t h e r r ea son , t h e v a l u e o f 

o u r p r o p e r t y , h e is d o i n g s o m e t h i n g t h a t is l i teral ly 

imposs ib l e . 

B y t u r n i n g t o t h e " c o m p a r a b l e v a l u e " t h e o r y o f 

assessment , o u r f r i end ly g o v e r n m e n t b u r e a u c r a t c a n try 

t o o v e r c o m e this imposs ib i l i ty . H e c a n a t t e m p t t o 

a p p r o x i m a t e o r a s s u m e t h e va lue o f a h o m e w h e n p l a c e d 

o n t h e m a r k e t . B u t his a s s u m p t i o n has w i t h i n it t h e c las 

sic c o n c e i t t h a t s o m e o n e not i n v o l v e d in a t r a n s a c t i o n 

c a n tell o t h e r s h o w t h e y v a l u e t h e i r p r o p e r t y . 

M a n y b u r e a u c r a t s m i g h t feel c o m f o r t a b l e a t t e m p t i n g 

t o a p p r o x i m a t e w h a t a p i e c e o f p r o p e r t y w i l l f e tch o n 

t h e m a r k e t . T h e t r o u b l e is t h a t t h e o w n e r is n o t i nvo lved , 

a n d o n e c a n n o t a s s u m e for h i m h o w h e va lues his p r o p 

erty, t h e v iew, o r a n y t h i n g else in his life. A n assessor m a y 

a p p e a l t o a n e x p o n e n t o f t h e free m a r k e t b y say ing t h a t 

h e is m e r e l y f o l l o w i n g t h e m a r k e t itself, b u t aga in , t h e 

fatal c o n c e i t o f his t h e o r y c o m e s t o t h e fore. H e is n o t 

ac tua l ly i n t h e m a r k e t , a n d n e i t h e r is t h e h o m e o w n e r o n 

w h o m t h e t ax wi l l b e assessed. 

O n l y t h r o u g h a free e x c h a n g e w i t h a n i n t e r e s t e d 

b u y e r c a n a p r o p e r p r i c e b e d e t e r m i n e d , a n d e v e n t h e n , 

o n t h e sale o f t h e h o m e , f r e e - m a r k e t e c o n o m i s t s u n d e r 

s t and t h a t this p r i c e is m o m e n t a r y . O n c e d e t e r m i n e d b y 

a n d a H i g h e r P r o p e r t y T a x 

t h e p a r t i c i p a n t s , it is i n t h e past , a n d t h o u g h fu tu re 

e x c h a n g e s o f s imi lar i t e m s m a y a p p r o x i m a t e this s ingle 

t r a n s a c t i o n , a n d fu tu re players in t h e m a r k e t m a y use t h e 

t r a n s a c t i o n as p a r t o f t h e i r assessment p roces s , n o fu tu re 

e x c h a n g e c a n b e p rec i se ly p r e d i c t e d b y t h o s e n o t 

i n v o l v e d i n n e w t r ansac t i ons , for it w i l l t ake p l ace w i t h 

o t h e r p a r t i c i p a n t s , a n d t h u s o t h e r sub jec t ive va lua t i ons 

wi l l b e i nvo lved . 

New Factors Upset Predictions 

This is a n o t h e r k e y in s igh t o f t h e A u s t r i a n s . T h e 

p r i c e s re f lec ted in t h e m a r k e t are n o t f ixed, a n d 

c a n n o t b e u s e d t o pe r fec t ly p r e d i c t t h e fu tu re , b e c a u s e 

t h e r e are always n e w p a r t i c i p a n t s e n t e r i n g t h e m a r k e t 

p l ace a n d n e w va r i a t i ons r e g a r d i n g s u p p l y a n d d e m a n d . 

It was w i t h th is in s igh t t h a t t h e A u s t r i a n s c a m e t o t h e 

i m p o r t a n t c o n c l u s i o n t h a t g o v e r n m e n t a t t e m p t s t o 

ob jec t ive ly fix a v a l u e for a p r o d u c t n o w a n d in t h e 

fu tu re , a n d e c o n o m e t r i c m o d e l s u s e d b y bus inesses t o 

p r e d i c t t h e fu tu re p r i c e o f a p r o d u c t , are i n h e r e n t l y 

u n s t a b l e a n d useless. U n l e s s t h e s a m e smal l g r o u p o f p a r 

t i c ipan t s , e n g a g e d in a t r a n s a c t i o n u n d e r t h e s a m e s u b 

j e c t i v e c i r c u m s t a n c e s w i t h t h e s a m e desires as t h e y h a d 

i n t h e i r first e x c h a n g e , are t h e o n l y players in t h e m a r 

ke t , n o p rec i se p r e d i c t i o n c a n b e m a d e as t o t h e fu tu re 

v a l u e o f a p r o d u c t . 

T h e p h r a s e de gustibus non est disputandum appl ies t o 

e a c h o n e o f us , a n d d o e s so as w e t ravel t h r o u g h life. To 

a s s u m e , as a g o v e r n m e n t " v i e w t a x " assessor m u s t , t ha t 

o n e has pe r f ec t k n o w l e d g e o f s o m e o n e else's s i t u a t i o n is 

t h e h e i g h t o f a r r o g a n c e . O f c o u r s e , j u s t as o n e c a n n e v e r 

p r e d i c t p rec i se ly w h a t t h e m a r k e t wi l l d o in t h e fu tu re , 

o n e c a n n e v e r u n d e r e s t i m a t e t h e des i re o f g o v e r n m e n t 

f u n c t i o n a r i e s t o ge t t h e i r h a n d s o n t h e fruits o f o u r 

labor . T h e r e m a y b e o n l y o n e e x c e p t i o n t o t h e a p h o r i s m 

" t h e r e is n o d i s p u t i n g one ' s taste," a n d t h a t is w h e n o n e 

c o n s i d e r s t h e p e c u l i a r taste o f g o v e r n m e n t t o tell us 

w h a t t o d o w i t h o u r m o n e y a n d h o w to va lue t h e 

i m p o r t a n t t h i n g s in o u r lives. 

I n t h o s e cases d i s p u t a t i o n is c e r t a i n l y in o rde r . @ 
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Thoughts on Freedom 

Libertarian Paternalism? 
B Y D O N A L D J . B O U D R E A U X 

Ca n p a t e r n a l i s m a n d l i b e r t a r i a n i s m b e s q u a r e d 

w i t h e a c h o t h e r ? T w o p r o m i n e n t schola rs t h i n k 

so. U n i v e r s i t y o f C h i c a g o l aw professor Cass 

S u n s t e i n a n d U n i v e r s i t y o f C h i c a g o e c o n o m i s t R i c h a r d 

T h a l e r m a k e a case for w h a t t h e y call " l i b e r t a r i a n p a t e r 

na l i sm." H e r e ' s t h e i r a r g u m e n t . 

A la rge b o d y o f e x p e r i m e n t a l data , g a t h e r e d m o s t l y 

b y b e h a v i o r a l p s y c h o l o g i s t s a n d b e h a v i o r a l e c o n o m i s t s , 

s h o w s t h a t p e o p l e ' s p r e f e r e n c e s a ren ' t as c o n c r e t e as 

m a i n s t r e a m (or e v e n A u s t r i a n ) e c o n o m i s t s s u p p o s e . A n 

i n d i v i d u a l ' s r e v e a l e d p r e f e r e n c e s 

d e p e n d t o a s u r p r i s i n g l y la rge d e g r e e 

o n t h e m a n n e r in w h i c h c h o i c e s are 

p r e s e n t e d t o h i m . O f p a r t i c u l a r i n t e r 

est is t h e "s ta tus q u o b i a s " — w h i c h 

exists if a n ind iv idua l ' s p r e f e r e n c e for 

s o m e t h i n g is e n h a n c e d s i m p l y b e c a u s e 

t h a t s o m e t h i n g exists . 

F o r e x a m p l e , s u p p o s e w h e n I a m 

first h i r e d I ' m t o l d I c a n s ign u p for a 

p e n s i o n p l a n t o w h i c h m y e m p l o y e r 

w i l l m a k e m a t c h i n g c o n t r i b u t i o n s . 

F u r t h e r s u p p o s e t h a t all t h a t I m u s t d o 

t o s ign u p is t o l o g o n t o m y e m p l o y 

er's w e b s i t e , c l ick a f ew b u t t o n s , a n d 

fill i n a s h o r t a n d n o n - i n t r u s i v e f o r m . T h e status q u o is 

t h a t I ' m n o t e n r o l l e d in t h e p l a n , b u t I c an enro l l v e r y 

easily at l o w cost . 

If I d o n ' t s ign u p , t h e o b v i o u s c o n c l u s i o n is t ha t I 

d o n ' t w a n t t o s ign u p ; for w h a t e v e r r ea son , for m e t h e 

benef i t s o f t h e p l a n fall s h o r t o f its costs . T h e e c o n o m i s t 

w o u l d t h e n p r e d i c t t h a t w e r e I i n s t ead a u t o m a t i c a l l y 

e n r o l l e d in t h e p l a n w i t h t h e o p t i o n o f easily o p t i n g o u t 

o f it, I w o u l d i n d e e d o p t o u t . 

B u t b e h a v i o r a l scient is ts f ind t h a t this p r e d i c t i o n l i k e 

ly w o u l d b e m i s t a k e n . If I ' m a u t o m a t i c a l l y s i gned u p for 

t h e p e n s i o n p l a n w i t h t h e o p t i o n o f easily o p t i n g o u t , 

I ' m u n l i k e l y t o o p t o u t e v e n t h o u g h I w o u l d n o t have 

The fact is that 
society, even in our 
world of big 
government, is the 
unplanned, organic 
result of the actions 
of millions upon 
millions of people. 

c h o s e n t o o p t i n h a d I not b e e n en ro l l ed . 

I d o n ' t h e r e q u e s t i o n t h e f i nd ing tha t p e o p l e fre

q u e n t l y e x h i b i t s t a t u s - q u o bias . Let 's a c c e p t this finding 

as valid. G i v e n tha t p e o p l e d o (for p u r p o s e s o f o u r ana ly 

sis) have s t a t u s - q u o bias, w h a t are t h e i m p l i c a t i o n s for 

e c o n o m i c s a n d e c o n o m i c po l i cy? 

O n e o b v i o u s i m p l i c a t i o n o f s t a t u s - q u o bias is t ha t 

e a c h ind iv idua l ' s p re fe rences are less his o w n a n d m o r e 

t h e p r o d u c t o f his e x t e r n a l c i r c u m s t a n c e s : if I m u s t o p t 

i n t o t h e p e n s i o n p l an , m y p r e f e r e n c e is t ha t I n o t p a r -

t i c ipa te in it; if I m u s t o p t o u t o f t h e 

p l an , m y p r e f e r e n c e is t ha t I d o p a r t i c 

ipa te in it. 

A t first b lu sh this a p p a r e n t a r b i 

t ra r iness o f p e r s o n a l p re fe rences poses 

a real c h a l l e n g e t o classical-l iberal t h e 

o r y a n d policy. If peop le ' s w a n t s are so 

heav i ly d e t e r m i n e d by t h e status q u o , 

t h e n w e c a n n o t c o n c l u d e tha t t h e 

ex i s t ing p a t t e r n o f o p t i o n s o p e n to 

c o n s u m e r s , a n d c o n s u m e r s ' c h o i c e s 

a m o n g these o p t i o n s , are s u p e r i o r t o 

o t h e r feasible o p t i o n s a n d cho i ce s . 

O n e r e sponse for t h e classical l i be r 

al is t o p o i n t o u t t ha t t h e o b s e r v e d 

c h o i c e s tha t ind iv idua l s m a k e are still t h e c h o i c e s o f t h e 

ind iv idua l s m a k i n g t h e m . So w h a t if p e o p l e genera l ly 

s t ick w i t h t h e status q u o , w h a t e v e r it m a y be? S t i c k i n g 

w i t h t h e status q u o is still a c h o i c e d e s e r v i n g respec t . 

H e r e ' s w h e r e S u n s t e i n a n d Tha le r ' s idea o f " l i b e r t a r i 

a n p a t e r n a l i s m " en t e r s . T h e y say in effect, " N o ! T h e 

status q u o itself i nev i t ab ly is t h e resul t o f s o m e o n e ' s 

c h o i c e . A n d tha t s o m e o n e is o f t en t h e state. I n d e e d , 

t h e state typical ly c a n n o t avo id d e t e r m i n i n g w h a t t h e 

status q u o wi l l b e . So b e c a u s e t h e state c a n n o t avo id 
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c h o o s i n g a status q u o , it o u g h t t o c h o o s e t h e o n e t h a t 

is bes t for p e o p l e . (Tha t ' s t h e p a t e r n a l i s m par t . ) In 

a d d i t i o n , t h o u g h , t h e s tate s h o u l d p e r m i t i nd iv idua l s ea s 

ily t o o p t o u t o f t h e status q u o . (Tha t ' s t h e l i b e r t a r i a n 

p a r t . ) " 

B e f o r e I r eg i s t e r m y o b j e c t i o n t o S u n s t e i n a n d 

Tha le r ' s idea , I first c o m m e n d t h e i r re f resh ing w i l l i n g 

ness t o a l l ow ind iv idua l s t o o p t o u t o f b e h a v i o r s a n d se t 

t ings . I w o u l d o b j e c t m u c h less s t r e n u o u s l y t o Socia l 

S e c u r i t y a n d M e d i c a r e , for e x a m p l e , if I c o u l d easily o p t 

o u t o f t h o s e p r o g r a m s . P r e s u m a b l y , S u n s t e i n a n d T h a l e r 

w o u l d g ive m e a n d o t h e r s t h a t f r e e d o m . 

B u t w h a t o f S u n s t e i n a n d Tha le r ' s t h e o r e t i c a l c l a im 

t h a t " p a t e r n a l i s m is i n e v i t a b l e " b e c a u s e t h e s tatus q u o 

inev i t ab ly is c h o s e n b y g o v e r n m e n t ? As t h e y p u t it, 

" g o v e r n m e n t s . . . h a v e t o p r o v i d e s t a r t i ng p o i n t s o f o n e 

o r a n o t h e r k i n d ; this is n o t avo idab le . " It's h e r e t h a t I 

d e p a r t f r o m these scho la r s . T h e i r v i e w — w h i c h S u n s t e i n 

c h a m p i o n s i n m a n y o f his w r i t i n g s — i s t h a t soc i e ty u l t i 

m a t e l y is t h e p r o d u c t o f g o v e r n m e n t des ign . 

No Special Role 

This c l a i m is w r o n g . G o v e r n m e n t plays n o specia l 

ro le in b u i l d i n g society. T r u e , at its bes t it h e lp s t o 

e n f o r c e t h e laws tha t are vi tal for soc i e ty t o e x i s t — l a w s 

against u n p r o v o k e d i n t r u s i o n s i n t o t h e lives a n d p r o p e r 

ties o f o t h e r p e o p l e . G o v e r n m e n t , h o w e v e r , d o e s n ' t 

c r e a t e t h e s e l a w s . (If y o u r l e g i s l a t u r e a c c i d e n t a l l y 

r e p e a l e d t h e s t a tu t e t h a t p r o h i b i t s m u r d e r in y o u r s tate, 

w o u l d m u r d e r t h e n b e l ega l i n a n y m e a n i n g f u l 

sense?) N o r is g o v e r n m e n t t h e o n l y e n f o r c e r o f s u c h 

l aws . R e g a r d l e s s o f y o u r o p i n i o n o f t h e eff icacy 

o f v i g i l a n t e j u s t i c e , t h e r e is n o d e n y i n g t h a t p e r s o n s 

w h o of fend a c o m m u n i t y ' s sense o f j u s t i c e typica l ly are 

p u n i s h e d b y t h e p r i v a t e a c t i ons o f m e m b e r s o f t h a t 

c o m m u n i t y . 

M o d e r n g o v e r n m e n t s also b u i l d roads , a i r p o r t s , 

s choo l s , p o s t offices, a n d o t h e r p i eces o f i n f r a s t ruc tu re . 

In f r a s t ruc tu re , o f c o u r s e , is necessary. B u t as w i t h l aw 

L i b e r t a r i a n P a t e r n a l i s m ? 

itself, b o t h t h e o r y a n d h i s t o r y t e a c h t h a t i n f r a s t ruc tu re 

c a n b e s u p p l i e d q u i t e effectively b y p r i v a t e m a r k e t 

forces . 

Unplanned Result 

Th e fact is t h a t society, e v e n in o u r w o r l d o f b i g g o v 

e r n m e n t , is t h e u n p l a n n e d , o r g a n i c resul t o f t h e 

ac t i ons o f mi l l i ons u p o n mi l l i ons o f p e o p l e , s o m e t i m e s 

a c t i n g i nd iv idua l l y a n d s o m e t i m e s a c t i n g as m e m b e r s o f 

g r o u p s , s u c h as c h u r c h e s , firms, a n d g o v e r n m e n t . G o v 

e r n m e n t ' s ro le , w h e n it acts w i se ly a n d just ly , is o f n o 

specia l i m p o r t a n c e . It m a k e s n o m o r e sense t o say tha t 

g o v e r n m e n t " d e t e r m i n e s " t h e c o u r s e o f o u r lives t h a n it 

d o e s t o say t h a t f a r m e r s o r c a r p e n t e r s o r phys ic ians 

d e t e r m i n e t h e c o u r s e o f o u r lives. E a c h m a k e s a n i m p o r 

t a n t c o n t r i b u t i o n , b u t n o t a c o n t r i b u t i o n t h a t is p r i o r to , 

o r m o r e f u n d a m e n t a l t h a n , a n y o f t h e c o n t r i b u t i o n s 

m a d e b y o t h e r s . (Ironically, b e c a u s e n o p e r s o n o r o t h e r 

i n s t i t u t i o n rivals g o v e r n m e n t s ' p o w e r t o destroy, g o v e r n 

m e n t s ' o n l y t r u l y u n i q u e ro l e is f o u n d i n its p o w e r t o 

d i m i n i s h p e o p l e ' s w e a l t h a n d f r eedoms . ) 

S o w h i l e w e all a g r e e t h a t g o v e r n m e n t s h o u l d o p e r 

a te as sens ib ly a n d as u n o b t r u s i v e l y as poss ib le , t h e s a m e 

is t r u e for e v e r y o t h e r i n s t i t u t i o n in society. O b v i o u s l y , 

at any p o i n t t h e s e i n s t i t u t i o n s wi l l offer us c e r t a i n 

o p t i o n s . B u t e v e n if w e suffer a s t a t u s - q u o bias , a m a r k e t 

socie ty ' s vast d e c e n t r a l i z a t i o n ensu res tha t a n y se r ious ly 

h a r m f u l s tatus q u o wi l l b e d i sp laced by a status q u o t h a t 

b e t t e r e n c o u r a g e s p e o p l e t o m a k e w i s e c h o i c e s . 

A g o o d status q u o n e e d n o t e m e r g e f r o m c o n s c i o u s , 

pa t e rna l i s t i c des igns . In s t ead , it w i l l resul t f r o m t h e c o m 

p e t i t i o n ove r t i m e o f different i n s t i t u t i o n s in society. A 

status q u o t h a t p r o m p t s b e t t e r i n d i v i d u a l c h o i c e s wi l l 

d i sp lace o n e t h a t p r o m p t s w o r s e c h o i c e s . O f c o u r s e , n o 

o n e c a n prove t o e v e r y o n e ' s sat isfact ion t h a t s u c h c o m 

p e t i t i o n wi l l i m p r o v e t h e status q u o — b u t , surely, n o o n e 

c a n p r o v e t h a t in te l l ec tua l s o r po l i t i c i ans c a n " p a t e r n a l -

is t ica l ly" o u t p e r f o r m s u c h c o m p e t i t i o n at d i s c o v e r i n g 

w h a t t h e status q u o s h o u l d b e . | | ) 
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T h e Anatomy of Economic Advice 
P A R T I I 

B Y I S R A E L M . K I R Z N E R 

Ho w can pos i t ive sc i ence (cons is t ing en t i r e ly o t 

" i s " s t a t ement s ) b e t rans la ted i n t o " o u g h t " 

s t a t e m e n t s w i t h i n t h e f r a m e w o r k o f e c o n o m i c 

u n d e r s t a n d i n g ? I n t h e first pa r t o f this series w e d r e w 

a t t e n t i o n t o s o m e o f t h e pa radoxes s u r r o u n d i n g e c o 

n o m i c adv ice . I n pa r t i cu l a r w e d r e w p u z z l e d a t t e n t i o n t o 

t h e passionate a d v o c a c y by L u d w i g v o n Mises o f f ree-

m a r k e t a r r a n g e m e n t s — t h e s a m e L u d w i g v o n Mises w h o 

insis ted o n an a t t i t u d e o f pures t , d i s in te res ted wertfreiheit 

( " v a l u e - f r e e d o m " ) o n t h e pa r t o f all social scientists. In 

t h e p r e s e n t ar t ic le , as a s tep t o w a r d c lar -

ifying these pa radoxes a n d puzz les , w e 

discuss t h e n a t u r e o f t h e str ict ly pos i t ive 

cen t ra l p r o p o s i t i o n s o f e c o n o m i c s . W e 

shall f ind t h a t a careful a p p r e c i a t i o n for 

t h e m a n n e r in w h i c h e c o n o m i c sc ience 

a c c o u n t s for t h e ex i s t ence o f cha ins o f 

e c o n o m i c cause a n d effect c an he lp us 

see h o w k n o w l e d g e o f t hese cha ins can 

sustain v e r y def in i te ways o f p r o v i d i n g 

adv i ce a n d g u i d a n c e t o e c o n o m i c p o l i 

cymake r s . S t a t emen t s desc r ib ing chains 

o f cause a n d effect are " i s " s t a t e m e n t s . 

B u t , as w e shall see, t he se s t a t e m e n t s can, i n a carefully 

de f ined sense, g e n e r a t e t h e " o u g h t " s t a t e m e n t s o f w h i c h 

e c o n o m i c adv i ce consis ts . 

Cause and Effect in Economic Affairs 

E c o n o m i c s c i e n c e was es tab l i shed as a b r a n c h o f 

k n o w l e d g e in t h e e i g h t e e n t h c e n t u r y , w h e n t h e 

classical e c o n o m i s t s r e c o g n i z e d t h a t t h e r e exis t s y s t e m a t 

ic cha ins o f cause a n d effect in e c o n o m i c p h e n o m e n a 

(just as t h e y exis t in r ega rd t o physica l p h e n o m e n a ) . 

A l t h o u g h s u b s e q u e n t p rogress in e c o n o m i c t h e o r i z i n g 

The very perception 
of a scientific 
discipline of 
economics carries 
revolutionary 
implications for 
public policy 

radical ly a l te red t h e w a y in w h i c h e c o n o m i c s u n d e r 

s tands e c o n o m i c cause a n d effect, it was t h e classical 

e c o n o m i s t s w h o , by es tab l i sh ing t h e idea o f sys temat ic 

cha ins o f cause a n d effect, es tab l i shed t h e scientific d i s 

c ip l ine o f e c o n o m i c s . 

T h e v e r y p e r c e p t i o n o f a scientific discipl ine o f e c o 

n o m i c s (or "pol i t ica l e c o n o m y , " as it was called by t h e 

classical e c o n o m i s t s o f t h e late e i g h t e e n t h a n d early n i n e 

t e e n t h cen tur ies ) carr ies r evo lu t iona ry impl ica t ions for 

pub l i c policy. As Mises e m p h a s i z e d again a n d again, t h e 

d iscovery o f regular i t ies in e c o n o m i c 

p h e n o m e n a m e a n s tha t s t a t e smen c o n 

c e r n e d w i t h pub l i c po l i cy can n o l o n g e r 

treat t h e e c o n o m y as p u t t y tha t they are 

free t o m o l d i n t o w h a t e v e r shape they 

bel ieve best for society. E v e r y pol i t ical 

act, every legislative cons t ra in t over e c o 

n o m i c activity, a n d every pub l i c subsidy 

m u s t n o w b e r e c o g n i z e d as en ta i l ing 

specific c o n s e q u e n c e s . Before ins t i tu t ing 

any tariff, before g r a n t i n g any r igh t o f 

m o n o p o l y , before p r i n t i n g any m o n e y , 

before i m p o s i n g any k i n d o f p r i c e c o n 

trol, t hose responsib le for state po l i cy m u s t ask themselves 

w h e t h e r t hey have fully t aken i n t o a c c o u n t all t h e c o n s e 

q u e n c e s tha t are likely t o fol low f rom these ac t ions . T h e r e 

are, t h e classical e c o n o m i s t s h a d s h o w n , " l a w s " o f e c o 

n o m i c s tha t m u s t b e respec ted a n d t aken i n t o a c c o u n t if 

e c o n o m i c disaster is to b e avoided . 

Israel Kirzner is professor emeritus of economics at New York University 
and the author of many hooks about Austrian economics, among them, 
C o m p e t i t i o n and Ent repreneursh ip ; Percept ion, Oppor tun i ty , and 
Profit; and T h e M e a n i n g of Market Process. Tin's is the second in a 
three-part series. 
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T h e A n a t o m y o f E c o n o m i c A d v i c e 

B u t h o w can s u c h " l a w s " possibly exist? Sure ly an 

in tu i t ive impossibility b locks any conce ivab l e " l a w s " f r o m 

exis t ing. It is o n e t h i n g t o o b s e r v e a n d u n d e r s t a n d r e g u 

larities a n d causal o r func t iona l re la t ionships in physical 

p h e n o m e n a . B u t t o e x p e c t such regular i t ies a n d r e l a t i o n 

ships in e c o n o m i c p h e n o m e n a ( w h i c h r ep resen t t h e o u t 

c o m e o f t h e i n d e p e n d e n t l y m a d e dec is ions a n d ac t ions o f 

mi l l ions o f freely c h o o s i n g ind iv idua l agents) seems t o b e 

g lar ingly c o u n t e r i n t u i t i v e . T h e r e seems to b e n o w a y o f 

e n s u r i n g tha t freely c h o o s i n g agents " o b e y " t h e r e g u l a r i 

ties t ha t a sc ience m i g h t dec lare t o b e d e t e r m i n a t i v e . 

T h i s i n t u i t i v e difficulty is t h e f u n d a m e n t a l r e a s o n 

w h y b o t h e c o n o m i c t heo r i s t s a n d p h i l o s o p h e r s have , 

d u r i n g t h e past t w o c e n t u r i e s , p u z z l e d a n d a r g u e d ove r 

t h e v e r y poss ib i l i ty o f an e c o n o m i c sc i ence , a n d ove r its 

e p i s t e m o l o g i c a l cha rac te r . T h e p r e s e n t 

ser ies o f p a p e r s ( and this o n e i n p a r t i c 

ular) are i n f o r m e d b y t h e ins ights a n d 

p h i l o s o p h i c a l f r a m e w o r k i d e n t i f i e d 

w i t h t h e A u s t r i a n S c h o o l o f E c o n o m 

ics, a n d especia l ly w i t h t h e t h o u g h t o f 

its l e a d i n g t w e n t i e t h - c e n t u r y r e p r e 

senta t ives , Mise s a n d F. A . H a y e k . 

I n this f r a m e w o r k t h e focus o f 

a t t e n t i o n is o n t h e purposefulness o f 

h u m a n b e i n g s , a n d o n t h e w a y i n 

w h i c h t h e e x p e c t a t i o n s a n d k n o w l 

e d g e o f t h e s e h u m a n b e i n g s are system

atically m o d i f i e d b y e c o n o m i c 

e x p e r i e n c e . C h a n g i n g e c o n o m i c 

e x p e r i e n c e al ters t h e t e r m s o n w h i c h i n d i v i d u a l agen t s 

i n fact find t h e m s e l v e s able t o c h o o s e ; t h a t e x p e r i e n c e 

also t e aches agen t s w h e r e t h e y h a d o v e r - o p t i m i s t i c a l l y o r 

over -pess imis t i ca l ly m i s j u d g e d t h e t e r m s o n w h i c h o t h 

ers w e r e p r e p a r e d t o t r a d e w i t h t h e m ; t h a t e x p e r i e n c e 

also alerts i n d i v i d u a l agen t s t o o p p o r t u n i t i e s for t h e 

fu tu re t h a t h a d h i t h e r t o n o t ex i s t ed o r t h a t h a v e u n t i l 

n o w n o t b e e n n o t i c e d . E c o n o m i c t h e o r y is able , i n this 

ana ly t ica l f r a m e w o r k , t o p r o v i d e u n d e r s t a n d i n g o f h o w 

e x o g e n o u s c h a n g e s in r e s o u r c e availabil i t ies, t e c h n i c a l 

k n o w l e d g e , a n d c o n s u m e r p r e f e r ences m a y sys t ema t i ca l 

ly c h a n g e m a r k e t p h e n o m e n a , a n d t h u s d e t e r m i n e t h e 

c o u r s e o f p r o d u c t i o n a n d t h e p a t t e r n s o f r e s o u r c e a l l o 

c a t i o n . To i l lus t ra te this a p p r o a c h t o e c o n o m i c r e a s o n 

i n g , l e t us t a k e p e r h a p s t h e m o s t bas i c o f t h e 

The "law" of supply 
and demand focuses 
attention on the 
existence of 
spontaneous market 
forces tending to 
"correct" market 
imbalances. 

" r e g u l a r i t i e s " in t h e m a r k e t e c o n o m y , t h e " l a w " o f s u p 

p ly a n d d e m a n d . 

The "Law" of Supply and Demand 

This basic u n d e r s t a n d i n g o f t h e b e h a v i o r o f m a r k e t 

p r i c e s ident i f ies t h e n a t u r e a n d t h e d i r e c t i o n o f t h e 

forces o p e r a t i n g in t h e m a r k e t for e a c h p r o d u c t a n d for 

e a c h r e s o u r c e . T h i s u n d e r s t a n d i n g sees t h e m a r k e t for 

a n y g i v e n i t e m , b e it a p r o d u c t for h u m a n c o n s u m p t i o n 

( such as m i l k o r t h e serv ices o f an o p e r a s inger ) , o r a 

r e s o u r c e (such as f a r m l a n d for g r o w i n g c rops o r t h e 

serv ices o f a n e n g i n e e r i n g i n s t r u c t o r for t h e t r a i n i n g o f 

e n g i n e e r s ) , as b e i n g c o n t i n u a l l y m o d i f i e d b y m a r k e t 

e x p e r i e n c e in sys t emat i c f a sh ion . A t a n y g i v e n t i m e 

" t o o m u c h " o r " t o o l i t t l e " o f t h e g i v e n i t e m m a y b e 

offered for sale (or s o u g h t t o b e 

b o u g h t ) . ( " T o o m u c h " b e i n g offered 

for sale m e a n s tha t , at current prices, 

m o r e o f an i t e m is b e i n g offered for 

sale t h a n is b e i n g b o u g h t . " T o o l i t t l e " 

b e i n g offered for sale m e a n s tha t , at 

c u r r e n t p r i c e s , m o r e o f t h e i t e m is 

b e i n g s o u g h t t o b e b o u g h t t h a n sellers 

w i s h t o sell.) The "law" of supply and 

demand focuses attention on the existence 

of spontaneous market forces tending to 

"correct" these imbalances. 

W h e r e " t o o m u c h " has b e e n 

offered for sale, fal l ing p r i c e s (for t h e 

r e l evan t i t e m ) t e n d t o e n c o u r a g e s o m e 

( " m a r g i n a l " ) sellers t o c u t b a c k o n its p r o d u c t i o n a n d t o 

e n c o u r a g e p o t e n t i a l b u y e r s t o s eek a d d i t i o n a l q u a n t i t i e s 

for p u r c h a s e . W h e r e " t o o l i t t l e " has b e e n offered for sale, 

r i s i ng p r i c e s for t h e r e l evan t i t e m t e n d t o e n c o u r a g e 

p o t e n t i a l sellers t o inc rease p r o d u c t i o n (and t h u s t h e 

q u a n t i t i e s t h e y wi l l offer for sale) a n d t o d i s c o u r a g e 

s o m e ( " m a r g i n a l " ) b u y e r s f r o m c o n t i n u i n g t o buy. W e r e 

this p rocess o f a d j u s t m e n t i n a g i v e n m a r k e t t o b e p e r 

m i t t e d t o c o n t i n u e inde f in i t e ly ( that is, w e r e t h e costs 

a n d t e c h n i q u e s o f p r o d u c t i o n for t h e r e l evan t i t e m , o n 

t h e o n e h a n d , a n d t h e p r e f e r ences o f t h e c o n s u m e r s , o n 

t h e o t h e r , t o r e m a i n inde f in i t e ly u n c h a n g e d w h i l e m a r 

ke t a d j u s t m e n t s c o n t i n u e d ) , t h e m a r k e t for t h a t i t e m 

m i g h t b e i m a g i n e d t o a t t a in " e q u i l i b r i u m . " M a r k e t e q u i 

l i b r i u m c o r r e s p o n d s t o t h e i m a g i n a r y s tate o f affairs i n 
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w h i c h n e i t h e r " t o o m u c h " nor " t o o l i t t l e " o f a n i t e m is 

b e i n g offered for sale. I n s u c h a n i m a g i n e d state o f e q u i 

l i b r i u m t h e r e w o u l d b e n o s c o p e for m a r k e t forces t o b e 

set i n t o m o t i o n . P r i c e s a n d q u a n t i t i e s offered for sale a n d 

s o u g h t t o b e b o u g h t are, i n s u c h a n i m a g i n e d state o f 

e q u i l i b r i u m , s u c h t h a t n o t e n d e n c i e s are set i n m o t i o n 

for a n y o f t h e m t o c h a n g e . 

C o n t r a r y t o w h a t m a n y s t u d e n t s o f e c o n o m i c s have 

b e e n t a u g h t t o be l i eve , t h e " l a w " o f s u p p l y a n d d e m a n d 

d o e s not ( w h e n it is p r o p e r l y u n d e r s t o o d ) dec la re tha t 

e a c h m a r k e t is at o r n e a r e q u i l i b r i u m at e a c h m o m e n t . 

N o r d o e s it dec l a r e ( the l e s s - o b j e c t i o n a b l e f o r m o f t h e 

above) t h a t m a r k e t s t e n d r ap id ly t o ach i eve e q u i l i b r i u m . 

R a t h e r t h e " l a w " dec lares tha t , t o t h e e x t e n t t h a t a m a r 

ke t , at a n y g i v e n m o m e n t , is not at e q u i l i b r i u m , this wi l l 

i tself set i n t o m o t i o n forces p r e d o m i n a n t l y p u s h i n g t h e 

m a r k e t in the direction o f e q u i l i b r i u m . 

H o w e v e r , it s h o u l d b e u n d e r s t o o d a n d emphas i zed , t h e 

c o n t i n u a l changes in t h e re levant e x o g e n o u s variables (for 

e x a m p l e , t h e costs o f p r o d u c t i o n , t h e availability o f 

resources , a n d t h e pa t t e rns o f c o n s u m e r preferences) wil l 

a lmos t inevi tably ensure tha t t h e e q u i l i b r i u m pos i t i on for 

a m a r k e t at any g iven m o m e n t is different f rom w h a t tha t 

pos i t i on was at any earlier m o m e n t . So t h e m a r k e t forces 

u n l e a s h e d b y t h e d i s e q u i l i b r i u m c o n d i t i o n s at o n e 

m o m e n t wi l l a lmost cer ta in ly not ensure t h e a t t a i n m e n t o f 

e q u i l i b r i u m at any s u b s e q u e n t m o m e n t . 

N o n e t h e l e s s , it is r e a sonab l e t o p o i n t o u t , t h e m o r e 

gross i m b a l a n c e s p r e s e n t i n t h e m a r k e t at any g iven 

m o m e n t wi l l , a c c o r d i n g t o t h e " l a w " o f s u p p l y a n d 

d e m a n d , t e n d t o b e c o r r e c t e d . A n " o v e r s u p p l y " p laces 

p re s su re o n p r i c e s t o fall, d i s c o u r a g i n g m a r g i n a l sellers 

f r o m s o m e p r o d u c t i o n a n d e n c o u r a g i n g a d d i t i o n a l p u r 

chases , a n d t h u s t e n d i n g t o e l i m i n a t e t h e i m b a l a n c e . A 

" s h o r t a g e " o p e r a t e s in t h e reverse , b u t equa l ly b e n i g n , 

d i r e c t i o n . Le t us e x a m i n e w h y t h e e l i m i n a t i o n o f t hese 

" i m b a l a n c e s " c a n l e g i t i m a t e l y b e d e s c r i b e d as " b e n i g n . " 

I n t h e final a r t ic le o f this ser ies , this wi l l h e l p us t o 

u n d e r s t a n d t h e sense in w h i c h e c o n o m i c t h e o r y can , i n 

scient if ical ly ob j ec t i ve f a sh ion , p r o m o t e s o u n d e c o n o m 

i c - p o l i c y adv i ce . 

Market Imbalance—Why Is It Regrettable? 

L et us c o n s i d e r t h e case o f " o v e r p r o d u c t i o n " in a 

p a r t i c u l a r m a r k e t (a m a r k e t s e e n as i so la ted a n d 

i n su l a t ed f rom o t h e r m a r k e t s ) . D u e to m i s c a l c u l a t i o n o r 

o t h e r e r ro r , t h e dec i s ions o f p r o d u c e r s in this m a r k e t 

have o v e r e s t i m a t e d t h e eagerness o f b u y e r s t o buy. T h e 

a m o u n t s offered for sale, a n d t h e p r i ce s e x p e c t e d a n d 

asked b y p o t e n t i a l sellers, are n o t m a t c h e d b y t h e d e c i 

s ions o f p o t e n t i a l b u y e r s (and t h u s b y t h e p r i ce s at w h i c h 

p o t e n t i a l b u y e r s e x p e c t t o b e able t o buy, a n d at w h i c h 

t h e y are w i l l i n g t o b u y ) . T h i s i m b a l a n c e c o r r e s p o n d s t o 

dec i s ions tha t have t u r n e d o u t t o have b e e n disappoint

ing, a n d t o dec i s ions t h a t t u r n o u t t o have b e e n regret

table. S o m e p o t e n t i a l sellers ( w h o m i g h t o t h e r w i s e have 

offered t o sell for l o w e r p r i ces , b u t w h o m i s t a k e n l y h e l d 

o u t for h i g h e r pr ices) are disappointed in t h a t t h e i r p lans 

t o sell at h i g h e r p r i ces c a n n o t b e successfully c a r r i e d 

o u t . T h o s e sellers m a y also regret t h e i r refusal t o offer t o 

sell at l o w e r p r i ce s , o r t h e y m a y r eg re t t h e i r dec i s ions t o 

p r o d u c e in t h e first p lace . T h e failure o f t h e dec i s ions o f 

s o m e o f t h e p o t e n t i a l sellers t o doveta i l w i t h c o r r e s p o n 

d i n g dec i s ions o f p o t e n t i a l b u y e r s reveals t h e " e r r o r " o f 

all o f t h o s e dec i s ions a n d is t h e s o u r c e o f b o t h d i s ap 

p o i n t m e n t a n d r eg re t . 

A different , m o r e a c c u r a t e p a t t e r n o f dec i s ions , by 

both p o t e n t i a l buye r s a n d p o t e n t i a l sellers, m i g h t have 

p e r m i t t e d t h e m to ach ieve m o r e successful fulf i l lment o f 

p lans t h a n has in fact o c c u r r e d . W h e n a pa i r o f m a r k e t 

pa r t i c i pan t s might have e n g a g e d in v o l u n t a r y e x c h a n g e to 

mutual advantage (for e x a m p l e , at a l o w e r p r i c e ) , their fail

ure t o have d o n e so (due t o " e r r o r " ) s eems , at least at first 

g l ance , t o have b e e n u n a m b i g u o u s l y u n f o r t u n a t e — f o r 

e v e r y b o d y . Nobody, it s eems at first g lance , has g a i n e d 

a n y t h i n g by t h e fact t ha t p o t e n t i a l steps t o m u t u a l 

a d v a n t a g e w e r e n o t t aken . 

So, if w e are co r rec t in this j u d g m e n t , t h e m a r k e t 

process , w h i c h acco rd ing to o u r " l a w " o f supply a n d 

d e m a n d initiates con t inua l m a r k e t t endenc ies toward t h e 

c o r r e c t i o n o f such imbalances , w o u l d appear t o b e b e n i g n . 

It t ends t o discover a n d to co r rec t " e r r o n e o u s " m a r k e t 

dec i s ions—tha t is, decis ions w h i c h ope ra t e t o frustrate t h e 

exp lo i t a t ion o f potent ia l ly mu tua l ly gainful exchanges . 

A l t h o u g h w e have b e e n careful t o express this 

a p p r o v i n g j u d g m e n t (for t h e o u t c o m e o f t h e " l a w " o f 

s u p p l y a n d d e m a n d ) s t r ic t ly in t en t a t ive t e r m s , w e shall 

f ind tha t it i n fact h o l d s m o r e robus t ly t h a n w e have s u g 

ges ted . As w e shall see in t h e final ar t ic le o f this ser ies , it 

t e n d s t o h o l d e v e n w h e n w e d r o p t h e special a s s u m p -
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d o n s m a d e in th is s e c t i o n . T h e r e is a de f in i t e sense i n 

w h i c h t h e " p o s i t i v e " t h e o r y o f s u p p l y a n d d e m a n d leads 

i n e l u c t a b l y t o an u n d e r s t a n d i n g o f its social ly b e n i g n 

c h a r a c t e r ( tha t is, o f its " n o r m a t i v e " i m p l i c a t i o n s ) . W e 

have i n fact g l i m p s e d h e r e t h e basis for scient if ical ly 

ba sed e c o n o m i c advice. B u t t h e p r e s e n t a r t ic le has n o t ye t 

c o m p l e t e d its e x p o s i t i o n o f t h e " p o s i t i v e " o p e r a t i o n o f 

t h e " l a w " o f s u p p l y a n d d e m a n d . B e f o r e p r o c e e d i n g fur 

t h e r w e m u s t e x p l o r e m o r e carefully exac t ly how th is 

" l a w " ach ieves its m a g i c — i t s t e n d e n c y t o c o r r e c t m a r 

ke t i m b a l a n c e . W e shall find t h a t t h e " n o r m a t i v e " d i s c u s 

s ion o f th is s e c t i o n c a n h e l p us u n d e r s t a n d t h e " p o s i t i v e " 

o p e r a t i o n o f t h e c o m p e t i t i v e m a r k e t p rocess . 

How the Market Works* 
As w e have seen , m a r k e t i m b a l a n c e 

reflects a n d expresses dec i s ions t h a t 

h a v e b e e n m a d e i n e r ro r . M a r k e t p a r 

t i c ipan t s have b e e n d i s a p p o i n t i n g l y left 

w i t h u n s o l d g o o d s . H a d t h e y k n o w n 

this p rev ious ly , t h e y m i g h t h a v e p r o 

d u c e d f ewer un i t s o f t h e s e g o o d s ; t h e y 

m i g h t e v e n have g o n e i n t o en t i r e ly 

different l ines o f p r o d u c t i o n ; o r t h e y 

m i g h t have b e e n h a p p y t o h a v e so ld 

for l o w e r p r i c e s ( the o n l y r e a s o n for 

t h e i r h a v i n g failed t o d o so b e i n g t h e i r 

e r r o n e o u s c o n v i c t i o n t h a t t h e y c o u l d 

o b t a i n h i g h e r p r i ce s ) . 

N o t i c e t h a t this u n d e r s t a n d i n g of 

m a r k e t i m b a l a n c e refers, i n effect, t o 

two d i s t inc t k i n d s o f e r ro r . O n e k i n d o f e r r o r m a d e b y 

p a r t i c i p a n t s i n t h e m a r k e t w e have c o n s i d e r e d is t h a t 

m u t u a l l y gainful e x c h a n g e o p p o r t u n i t i e s h a v e s i m p l y 

n o t b e e n t a k e n a d v a n t a g e of. ( T h u s w h e n m a r k e t p r i c e s 

have b e e n " t o o h i g h , " g e n e r a t i n g offers t o sell t h a t h a v e 

b e e n r e j ec t ed , this is l ike ly t o m e a n t h a t m u t u a l l y g a i n 

ful sales could, in p r i n c i p l e , h a v e o c c u r r e d at l o w e r 

pr ices . ) A s e c o n d k i n d o f e r r o r has m e a n t t h a t s o m e 

m a r k e t p a r t i c i p a n t s h a v e b e e n l ed t o believe ( qu i t e e r r o 

n e o u s l y ) t h a t (nonexis tent ) o p p o r t u n i t i e s for m u t u a l l y 

The market process 
tends to discover and 
to correct 
"erroneous" market 
decisions—that is, 
decisions which 
operate to frustrate 
the exploitation of 
potentially mutually 
gainful exchanges. 

M u c h of the mater ia l in this article, and especially the mater ia l in 

this sect ion, is covered in greater detail in my m o n o g r a p h How Mar

kets Work: Disequilibrium, Entrepreneurship and Discovery (London : 

Inst i tute of E c o n o m i c Affairs, 1997). 

gainful e x c h a n g e really d i d exist . T h e first o f t hese t w o 

k i n d s o f e r r o r is t h u s to fail to recognize existing opportuni-

ties.The s e c o n d k i n d o f e r r o r is to "see" opportunities which 

in fact do not exist. O n e m i g h t d e s c r i b e t h e first k i n d o f 

e r r o r as o n e o f u n d u e p e s s i m i s m (failure t o see o p p o r t u 

ni t ies real ly s t a r i ng o n e in t h e face); t h e s e c o n d k i n d o f 

e r r o r m i g h t b e d e s c r i b e d as o n e o f u n d u e a n d u n j u s t i 

fied o v e r - o p t i m i s m . T h i s i n s igh t c an h e l p us u n d e r s t a n d 

t h e p rocess o f m a r k e t a d j u s t m e n t , t h e o p e r a t i o n o f t h e 

" l a w " o f s u p p l y a n d d e m a n d . 

L e t us c o n s i d e r t h e e r r o r s o f o v e r - o p t i m i s m . W h e n 

eve r s u c h a n e r r o r o c c u r s , it is d i s c o v e r e d (and t h u s 

p r e s u m a b l y c o r r e c t e d ) a l m o s t inevitably. O n e ' s m a r k e t 

e x p e r i e n c e reveals w h e r e o n e has b e e n 

o v e r - o p t i m i s t i c ; t h e o p p o r t u n i t i e s t h a t 

o n e h a d o v e r - o p t i m i s t i c a l l y e x p e c t e d 

t o e n c o u n t e r s i m p l y d o n o t h a p p e n . 

S u c h c h a s t e n i n g e x p e r i e n c e t e n d s , 

a l m o s t inevi tably , t o r e in in o v e r - o p t i 

m i s t i c m a r k e t a n t i c i p a t i o n s . S u c h 

e x p e r i e n c e " t e a c h e s " w h e r e a n d h o w 

m o r e rea l i s t i c e x p e c t a t i o n s a re i n 

o rde r . W h e r e o v e r - o p t i m i s t i c w o u l d -

b e sellers h a d , for e x a m p l e , refused t o 

sell for l o w e r p r i c e s (conf ident ly , b u t 

e r r o n e o u s l y , e x p e c t i n g t o sell at h i g h e r 

p r i ce s ) , t h e i r d i s a p p o i n t i n g e x p e r i e n c e 

in t h e m a r k e t t e n d s t o t e a c h t h e m to 

l o w e r t h e i r a sk ing p r i ce s . 

B u t t h e other k i n d o f e r r o r ( that 

e x p r e s s i n g u n d u e pes s imi sm) d o e s n o t 

s e e m capab le o f " a u t o m a t i c " c o r r e c t i o n in a n y s imilar 

way. A n o p p o r t u n i t y (for m u t u a l l y benef ic ia l e x c h a n g e ) 

t h a t was n o t s e e n t o d a y b y t h e r e l evan t par t i es (and 

t h e r e f o r e n o t t a k e n a d v a n t a g e of) m a y n o t b e s e e n 

t o m o r r o w e i t h e r (even if it still exists t o m o r r o w ) . Le t us 

t ake a n e x a m p l e . If di f ferent p r i c e s for " t h e s a m e " i t e m 

have b e e n p reva i l i ng in different par t s o f " t h e s a m e " 

m a r k e t , this is a s c e n a r i o in w h i c h p o t e n t i a l l y m u t u a l l y 

a d v a n t a g e o u s t r a d i n g o p p o r t u n i t i e s have ex i s t ed , b u t 

h a v e b e e n missed . Af te r all, i n any m a r k e t in w h i c h b u y 

ers h a v e b e e n b u y i n g at h i g h e r p r i c e s w h i l e s o m e sellers 

have b e e n sel l ing at l o w e r p r i c e s , w e have a s i t u a t i o n 

w h e r e t h e s e b u y e r s a n d t h e s e sellers c o u l d o b v i o u s l y 

h a v e b e n e f i t e d b y t r a d i n g with each other at s o m e p r i c e 
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l o w e r t h a n t h o s e h i g h e r p r i c e s at w h i c h t h e b u y e r s have 

b e e n b u y i n g , b u t h i g h e r t h a n t h o s e l o w e r p r i c e s at 

w h i c h t h e sellers h a v e b e e n sel l ing. C l e a r l y t hese m a r k e t 

p a r t i c i p a n t s w e r e s i m p l y u n a w a r e o f w h a t was g o i n g o n 

e l s e w h e r e i n this s a m e m a r k e t . B u t t h e r e s e e m s n o o b v i 

o u s m a n n e r in w h i c h s u c h u n a w a r e n e s s m i g h t b e s p o n 

t a n e o u s l y r e p l a c e d b y s u p e r i o r m a r k e t i n f o r m a t i o n . 

T h e r e s e e m s n o o b v i o u s w a y t h r o u g h w h i c h t h e m a r k e t 

m i g h t t e n d to r ep l ace w i d e l y d i v e r g e n t m a r k e t p r i c e s 

w i t h less d i v e r g e n t p r i c e s . 

It is h e r e t h a t t h e s p o n t a n e o u s m a r k e t p rocess 

d e p e n d s o n entrepreneurial alertness for o n e o f t h e m o s t 

f u n d a m e n t a l ( and w i d e l y r e c o g n i z e d ) t e n d e n c i e s in free, 

c o m p e t i t i v e m a r k e t s : t h a t p r i c e s for t h e 

s a m e i t e m d o m o v e t o w a r d a s ingle 

p r i c e t h r o u g h o u t t h e m a r k e t . 

Entrepreneurial Alertness 

On e o f t h e less o b v i o u s , b u t 

n o n e t h e l e s s m o s t p o w e r f u l e l e 

m e n t s a c t i n g in m a r k e t s is e n t r e p r e n e u r 

ial a l e r t n e s s — t h e p r o p e n s i t y o f h u m a n 

b e i n g s t o n o t i c e t h a t w h i c h it is i n t h e i r 

i n t e res t t o n o t i c e . S o o n e r o r la ter b u y e r s 

p a y i n g u n n e c e s s a r i l y h i g h p r i c e s d o 

t e n d t o d i scove r w h e r e t h e y c a n o b t a i n 

c o m p a r a b l e g o o d s at s ignif icant ly l o w e r 

p r i c e s . Sel lers se l l ing for u n n e c e s s a r i l y 

l o w p r i c e s d o t e n d t o d i scover w h e r e 

t h e y c a n find b u y e r s w i l l i n g t o pay 

h i g h e r p r i c e s . M o r e o v e r , s o o n e r o r la ter 

e n t r e p r e n e u r s w i l l d i scover t h a t t h e y c a n 

g rasp p u r e prof i t s i m p l y b y b u y i n g at t h e 

l o w e r p r i c e s a n d se l l ing at t h e h i g h e r p r i c e s . W e d o feel 

c o n v i n c e d t h a t w i d e l y d i v e r g i n g p r i c e s i n t h e s a m e m a r 

k e t for a g i v e n p r o d u c t o r r e s o u r c e w i l l g ive w a y in this 

f a sh ion t o c o m p e t i t i v e forces t e n d i n g t o p u s h these 

d i v e r g i n g p r i c e s t o w a r d e a c h o t h e r . E r r o r s o f u n d u e p e s 

s i m i s m d o t e n d t o b e c o r r e c t e d in this w a y — a s a resul t 

o f e n t r e p r e n e u r i a l a le r tness . 

S o t h e " l a w " o f s u p p l y a n d d e m a n d exp la ins cha ins o f 

e c o n o m i c c a u s a t i o n a l o n g e a c h o f t w o d i s t inc t d i m e n 

s ions . First , as w e have s e e n earl ier , it o p e r a t e s t o w a r d t h e 

c o r r e c t i o n o f m a r k e t i m b a l a n c e s for g i v e n i t e m s . S e c 

o n d , it o p e r a t e s t o c o r r e c t s u c h i m b a l a n c e s at t h e s a m e 

O n e of the less 
obvious, but 
nonetheless most 
powerful elements 
acting in markets is 
entrepreneurial 
alertness—the 
propensity of human 
beings to notice that 
which it is in their 
interest to notice. 

t i m e as it co r r ec t s t h e p h e n o m e n o n o f d i v e r g e n t p r i c e s 

for e a c h s u c h i t e m . T h e forces o f s u p p l y a n d d e m a n d 

o p e r a t e t o c o r r e c t " w r o n g " dec i s ions tha t are u n d u l y 

op t imi s t i c , at t h e s a m e t i m e as it ope ra t e s t o c o r r e c t 

" w r o n g " dec i s ions tha t are over -pess imis t i c . 

The Broad Scope of Our Analysis 

Ou r d i scuss ion t h u s far has b e e n e x t r e m e l y s imple 

b o t h in its a s s u m p t i o n s a n d its subs tance . W e have 

ta lked o f t h e m a r k e t for a " g i v e n i t e m " w h i l e a s s u m i n g 

this m a r k e t t o b e i so la ted a n d insu la ted f rom all o t h e r 

m a r k e t s . W h e n o n e b r o a d e n s one ' s analyt ica l pe r spec t ive 

t o i n c l u d e t h e m a r k e t s for i n n u m e r a b l e p r o d u c t s a n d 

r e sources t h a t m a y b e b o u g h t a n d 

sold, a n d t o i n c l u d e n o t o n l y s imple 

b u y i n g a n d sel l ing dec i s ions b u t also 

dec i s ions o n w h a t t o p r o d u c e a n d 

h o w t o p r o d u c e , it m i g h t a p p e a r tha t 

w e are n o w in a w o r l d o f m i n d - b o g 

g l ing c o m p l e x i t y , for w h i c h o u r s i m 

p le analysis has l i t t le re levance . B u t 

this is not t h e case. T h e ins ights o f 

t h e p r e v i o u s sec t ions d o have i m m e 

dia te r e l evance e v e n for t h e m o s t 

c o m p l i c a t e d o f i n t e r l o c k i n g m a r k e t s . 

C o n s i d e r , for e x a m p l e , a m a r k e t 

i n w h i c h a pa r t i cu l a r i t e m C is p r o 

d u c e d b y c o m b i n i n g i n p u t A w i t h 

i n p u t B , i n a c c o r d a n c e w i t h s o m e 

p r o d u c t i o n rec ipe . I m a g i n e tha t s u c h 

p r o d u c t i o n is h i g h l y prof i table . T h e 

c o m b i n e d costs o f i n p u t s A a n d B 

are, at a g iven level o f o u t p u t , signif

ican t ly l o w e r t h a n t h e r e v e n u e o b t a i n a b l e f rom sel l ing C 

in t h e c o n s u m e r - g o o d s m a r k e t . T h i s s c e n a r i o m a y s e e m 

fairly c o m p l i c a t e d (in c o m p a r i s o n w i t h t h e scena r ios 

d iscussed ear l ier) . B u t w e s h o u l d n o t i c e tha t this s cena r io 

is o n e in w h i c h buye r s are p a y i n g h i g h e r p r i ces t h a n 

necessary, a n d sellers are sel l ing at l o w e r p r i ces t h a n n e c 

e s s a r y — e x a c t l y as in t h e s i n g l e - i t e m m a r k e t d iscussed in 

t h e p r e c e d i n g sec t ion . T h u s t h o s e sel l ing A a n d B at 

p r i ce s s u m m i n g t o less t h a n t h e p r i c e b e i n g pa id for C 

could, in p r i n c i p l e , have p r o d u c e d C a n d sold it for t h e 

h i g h e r p r i c e (since only A a n d B are n e e d e d t o p r o d u c e 

C ) . T h e prof i tabi l i ty o f this l ine o f p r o d u c t i o n results 
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T h e A n a t o m y of E c o n o m i c A d v i c e 

f r o m a (disguised) d i v e r g e n c e o f p r i c e s " fo r t h e s a m e 

i t e m " in t h e s a m e m a r k e t ( tha t is, it results f r o m t h e c i r 

c u m s t a n c e s t h a t everything n e e d e d t o p r o d u c e C c a n b e 

b o u g h t for less t h a n t h e m a r k e t p r i c e for C ) . T h u s this 

p ro f i t ab i l i ty c a n b e e x p e c t e d (unless w e p o s t u l a t e 

m o n o p o l i s t i c c o n t r o l o f access t o r e sou rce s A a n d B) t o 

t e n d t o a t t r ac t c o m p e t i t i v e e n t r e p r e n e u r i a l a t t e n t i o n . 

T h i s w i l l t e n d t o e l i m i n a t e t h e prof i tab i l i ty o f this l i ne 

o f p r o d u c t i o n (by p u s h i n g t h e p r i c e o f C a n d t h e s u m 

o f t h e p r i c e s o f A a n d B c lose r t o g e t h e r ) . 

A l t h o u g h this is n o t t h e p l ace t o d o so, s imi lar a n a l y 

sis c a n d e m o n s t r a t e t h e b r o a d r e l e v a n c e o f o u r ear l ie r 

d i scuss ion o f t h e " l a w " o f s u p p l y a n d d e m a n d t o k e y 

aspects , at t h e v e r y least, o f c o m p l e x m a r k e t s cena r io s . 

Cause and Effect in Economic Affairs 

Ou r d i scuss ion has i l lus t ra ted t h e w a y i n w h i c h s i m 

p l e e c o n o m i c t h e o r y a c c o u n t s for t h e e x i s t e n c e o f 

def in i te a n d sys t emat i c cha ins o f cause a n d effect i n e c o 

n o m i c a f fa i r s .There d o exis t de f in i t e ways in w h i c h e c o 

n o m i c dec i s ions m a d e i n any o n e p e r i o d t e n d t o t ake 

sys t emat i c a c c o u n t o f t h e o t h e r dec i s ions b e i n g m a d e in 

t h e s a m e m a r k e t s . I n this w a y dec i s ions d o m o l d e a c h 

o t h e r i n sys t emat i c fash ion . A n d w e have s e e n h o w t h e 

m a n n e r i n w h i c h s u c h " m o l d i n g " t e n d s t o o c c u r 

appea r s , at least at first g l ance , t o d e s e r v e b e i n g cal led 

" b e n i g n . " T h i s s i m p l e analysis wi l l h e l p us u n d e r s t a n d , i n 

p r i n c i p l e , h o w e c o n o m i c t h e o r y can l ead t o w a r d m a k 

i n g j u d g m e n t s o n t h e " g o o d n e s s " o f specific p o l i c y i n i 

t i a t ives t h r o u g h a n u n d e r s t a n d i n g o f t h e l i ke ly 

c o n s e q u e n c e s o f s u c h ini t ia t ives . 

W e are n o w r e a d y t o tack le , i n t h e final a r t ic le i n this 

ser ies , t h e q u e s t i o n p o s e d at t h e b e g i n n i n g o f t h e first 

a r t ic le : C a n pos i t ive e c o n o m i c u n d e r s t a n d i n g b e t r a n s 

la ted i n t o scientif ical ly ob j ec t i ve a n d val id economic 

advice? ® 

In the October issue of The Freeman 

The Anatomy of Economic Advice, Part III 

by Israel M. Kirzner 

Export-Led Recovery, Multipliers, and Other Fanciful Notions 

by Christopher Lingle 

What's Going on in France? 

by Pierre Garello 
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Jane Jacobs 

B Y S A N D Y I K E O A 

J a n e J a c o b s , o n e o f t h e m o s t i m p o r t a n t a n d i n f l u e n 

tial p u b l i c in te l l ec tua l s o f t h e t w e n t i e t h c e n t u r y , d i e d 

last A p r i l , a f e w days shy o f h e r n i n e t i e t h b i r thday . 

T h e in t e l l ec tua l l egacy she left for social t heo r i s t s is 

as s igni f icant as t h a t o f a n y o n e else o f h e r g e n e r a t i o n . 

S h e was t h e a u t h o r o f n i n e b o o k s , i n c l u d i n g The 

Economy of Cities ( 1 9 6 9 ) , Cities and the Wealth of Nations 

( 1 9 8 4 ) , The Nature of Economies ( 2000) , a n d h e r m o s t 

f a m o u s w o r k , The Death and Life of Great 

American Cities ( 1 9 6 1 ) . S h e also p u b l i s h e d 

a n a r t ic le i n t h e p r e s t i g i o u s American 

Economic Review ( "S t ra teg ies for H e l p i n g 

C i t i e s , " S e p t e m b e r 1 9 6 9 ) . M o s t are s u r 

p r i s e d t o l e a r n tha t she h e l d o n l y a 

h i g h - s c h o o l d i p l o m a a n d b e g a n h e r 

b o o k - w r i t i n g we l l past t h e age o f 4 0 . 

I n h e r first b o o k , The Death and Life oj 

Great American Cities, J a c o b s a r g u e d t h a t 

t h e u r b a n p l a n n e r s o f h e r day, i n f ec t ed b y 

t h e t o p - d o w n col lec t iv is t i d e o l o g y t h a t 

was t h e c o n v e n t i o n a l w i s d o m a m o n g 

n e a r l y all in te l l ec tua l s , i g n o r e d t h e p e r 

spec t ive o f o r d i n a r y p e o p l e o n t h e s t reet . 

H e r p o s i t i o n , rad ica l for its t i m e , was t h a t 

real ci t ies d o n ' t c o n f o r m t o o n e pe r son ' s o r g r o u p ' s a e s 

t h e t i c idea l b e c a u s e visual o r d e r is n o t t h e s a m e as a c t u 

al social o rde r . S h e a r g u e d t h a t c o m p l e x social o r d e r s , 

s u c h as a city, b e g i n w i t h o r d i n a r y p e o p l e f o r m i n g i n fo r 

m a l r e la t ions w i t h o n e a n o t h e r in t h e n e i g h b o r h o o d s in 

w h i c h t h e y live, play, o r w o r k . S u c h n e t w o r k s e m e r g e 

a n d t h r i v e w h e n p e o p l e are able t o have free a n d casual 

c o n t a c t w i t h a c q u a i n t a n c e s a n d s t rangers al ike in t h e 

safety o f s t reets , s idewalks , a n d o t h e r p u b l i c spaces . 

B u t m o s t o f t h a t safety is a c h i e v e d n o t b y aggressive 

f o r m a l p o l i c i n g b u t by v o l u n t a r y r e c o g n i t i o n a n d i n fo r 

m a l e n f o r c e m e n t o f local n o r m s . T h e key is for each 

n e i g h b o r h o o d o r c i ty d is t r ic t t o have sufficiently diverse 

a t t r ac t ions at different t imes o f t h e day, w h a t is s o m e 

t imes t o d a y cal led " m i x e d uses ," so tha t t h e r e are lots o f 

different p e o p l e p u r s u i n g t he i r o w n plans a r o u n d t h e 

c lock . T h e p e o p l e w h o use t h e schoo l s , places o f w o r 

ship, s tores , offices, r e s idences , w o r k s h o p s , t hea t e r s , a n d 

res tauran ts l o c a t e d in t h e s a m e v ic in i ty 

h e l p t o m a k e it i n t e r e s t i ng a n d a t t rac t still 

m o r e p e o p l e , w h o e n c o u r a g e still m o r e 

d iverse uses. W h e n it is lively e n o u g h , an 

area b e c o m e s safe a n d feels safe, w h i c h , as 

J acobs a r g u e d , is a b e d r o c k a t t r i b u t e o f 

any successful city. All this is d o n e o n its 

o w n . 

J a c o b s was n o t o p p o s e d to all g o v e r n 

m e n t p l a n n i n g at t h e local level. She 

t h o u g h t tha t z o n i n g c o u l d b e u s e d to 

p r e v e n t t o o m a n y large single uses in a 

g iven n e i g h b o r h o o d , for e x a m p l e , several 

car dea le r sh ips o r office bu i ld ings tha t 

w o u l d d o m i n a t e a n d stultify t h e life o f a 

s t reet . F o r t h e s a m e r eason she a r g u e d 

tha t official m u n i c i p a l bu i ld ings , c o u r t h o u s e s , a n d s u c h 

s h o u l d b e s t ra tegical ly p l a c e d a r o u n d t h e city, r a t h e r t h a n 

c o l l e c t e d i n t o a s ingle civic mal l . 

B u t t o t h e e n d she r e m a i n e d skept ica l o f u r b a n p l a n 

ne r s , e v e n t h o s e such as t h e so -ca l l ed N e w U r b a n i s t s , 

w h o have a d o p t e d s o m e o f h e r des ign p r i n c i p l e s b u t n o t 

h e r sensi t ivi ty t o h o w t h e hea l th ies t c o m m u n i t i e s are 

Sandy Ikeda (sanford.ikeda@pnrchase.edu) is an associate professor of 
economics at Purcliasc College, SUNY, in NewYork. 
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t h o s e tha t ar ise s p o n t a n e o u s l y o v e r t i m e . La rge - sca l e 

v i s ions o f t h e ideal city, m o d e r n i s t a n d p o s t m o d e r n i s t 

al ike, t h a t seek t o i m p o s e a v isua l o r d e r o r a un i f i ed a e s 

t h e t i c p r i n c i p l e o n seemingly c h a o t i c social o r d e r s i g n o r e 

w h a t J a c o b s cal led t h e " loca l i t y k n o w l e d g e " o f u n w r i t 

t e n ru les a n d u n s e e n i n t e r p e r s o n a l re la t ions possessed b y 

t h e p e o p l e w h o live, w o r k , a n d p lay i n a n e i g h b o r h o o d . 

A c t u a l l y i m p l e m e n t i n g t h o s e v i s ions , as for e x a m p l e 

L i n c o l n C e n t e r i n N e w Y o r k o r Brazil 's capi ta l c i ty o f 

Brasil ia, u n d e r m i n e s o r leaves n o r o o m for t h e f o u n d a 

t i ons o f t h e u n d e r l y i n g social n e t w o r k s t h a t g e n e r a t e 

safety, t rus t , a n d , u l t imate ly , c rea t iv i ty i n c o m m e r c e a n d 

ar t i n a n u n p l a n n e d b u t c o o r d i n a t e d way. 

T w o o f t h e b o o k s t h a t f o l l owed r e p r e s e n t a log ica l 

e x t e n s i o n o f Jacobs ' s m i c r o - b a s e d a p p r o a c h t o u n d e r 

s t a n d i n g social o rde r . T h u s , as o t h e r s h a v e o b s e r v e d , if 

Death and Life s h o w s h o w cit ies are c o m p o s e d o f n e i g h 

b o r h o o d s a n d dis t r ic ts , The Economy of Cities exp la ins 

h o w cit ies d e p e n d o n o n e a n o t h e r for e c o n o m i c d e v e l 

o p m e n t a n d e x p a n s i o n , a n d Cities and the Wealth of 

Nations exp la ins t h a t t h e g loba l e c o n o m y is a d y n a m i c 

n e t w o r k o f g rea t ci t ies , s o m e l iv ing , s o m e d y i n g , t h a t are 

i n t e r d e p e n d e n t t o a d e g r e e t h a t o n l y n o w are w e b e g i n 

n i n g to app rec i a t e . 

(I o n c e asked h e r w h a t she t h o u g h t h e r m o s t i m p o r 

t a n t c o n t r i b u t i o n t o e c o n o m i c s was a n d she a n s w e r e d , 

" t h e d i s cove ry o f t h e f ractal" ; t h a t is, t h e idea assoc ia ted 

w i t h m o d e r n c h a o s t h e o r y t h a t c o m p l e x i t y exists s y m 

m e t r i c a l l y at dif ferent o r d e r s o f m a g n i t u d e — " a u n i v e r s e 

in a g r a i n o f sand." W h a t I t h i n k she m e a n t was t h a t t h e 

s a m e k i n d s o f e m e r g e n t to rces a n d c o m p l e x n e t w o r k 

re la t ions t h a t s u p p o r t d y n a m i c n e i g h b o r h o o d s a p p e a r 

aga in at t h e level o f t h e city, t h e r e g i o n , a n d u l t i m a t e l y 

o n a g loba l scale.) 

B u t m o r e t h a n th is , t h e s e b o o k s , especia l ly h e r s e c 

o n d , r e p r e s e n t a c o n s i s t e n t d e v e l o p m e n t o f t h e m e t h o d 

o log ica l ly ind iv idua l i s t a p p r o a c h she takes in h e r first. 

N e a r l y 4 0 years after Death and Life c a m e The Nature of 

Economies. I n less t h a n 2 0 0 pages J a c o b s p r o v i d e s a d is t i l 

l a t i on o f h e r e c o n o m i c f r a m e w o r k , w r i t t e n e n g a g i n g l y 

a n d w i t h cha rac t e r i s t i c o r i g i n a l i t y in t h e f o r m o f a d i a 

l o g u e a m o n g f r i ends . S h e bashes s t a n d a r d e c o n o m i c t h e 

ory, w h i c h is ba sed , as she p u t s it, o n a s impl is t ical ly static 

" p l a n t a t i o n men ta l i ty . " T h o s e famil iar w i t h t h e e c o 

n o m i c s o f L u d w i g v o n M i s e s , E A . H a y e k , a n d Israel 

J a n e J a c o b s 

K i r z n e r wi l l f ind n o t o n l y a n a s t o n i s h i n g over lap 

b e t w e e n Jacobs ' s p a r a d i g m a n d c o n t e m p o r a r y A u s t r i a n 

e c o n o m i c s b u t also a r i c h e r a n d m o r e ins ight fu l set o f 

ana ly t ica l too l s . To t ake j u s t o n e e x a m p l e , I be l i eve h e r 

analysis o f w h a t she calls " d y n a m i c s tab i l i ty" is s u p e r i o r 

t o t h e c u r r e n t A u s t r i a n s ' analysis o f t h e a n a l o g o u s c o n 

c e p t o f t h e " m a r k e t p rocess . " 

I n 1 9 9 2 J a c o b s p u b l i s h e d w h a t is p e r h a p s h e r m o s t 

l i b e r t a r i a n b o o k , Systems of Survival, a l t h o u g h she always 

d is l iked b e i n g i deo log i ca l l y p i g e o n h o l e d . I n it she a rgues 

t h a t t h e r e is a set o f v i r t u e s , o r s y s t e m o f survival , a p p r o 

p r i a t e t o a c t i o n in t h e m a r k e t , t h e " c o m m e r c i a l s y n 

d r o m e , " t h a t is d i s t inc t f r o m t h a t o f g o v e r n m e n t , t h e 

" g u a r d i a n s y n d r o m e . " T h e f o r m e r s y n d r o m e i n c l u d e s : 

s h u n force , b e h o n e s t , a n d c o l l a b o r a t e easily w i t h 

s t rangers a n d al iens; t h e la t ter : s h u n t r a d i n g , exe r t 

p rowess , a n d d e c e i v e for t h e sake o f t h e task, a m o n g 

o t h e r s . 

S h e a rgues tha t as l o n g as t h e agen t s w h o o p e r a t e in 

t hese t w o sphe res cons i s t en t l y a d o p t t h e sys tems a p p r o 

p r i a t e t o t h e i r r e spec t ive areas o f activity, especia l ly w h e n 

t h e y have b o t h m a r k e t a n d g o v e r n m e n t a l roles , t h i n g s 

w i l l b e okay. M i x i n g t h e t w o , as w h e n t h e g o v e r n m e n t 

t r ies t o o p e r a t e a c c o r d i n g t o bus iness p rac t i ces o r w h e n 

p r i v a t e p e r s o n s a t t e m p t t o u se po l i t i ca l p o w e r t o ach i eve 

p r i v a t e e n d s , c rea tes w h a t she calls " m o n s t r o u s h y b r i d s " 

t h a t resul t i n m o r a l c o n f u s i o n a n d c o n t r a d i c t i o n s . 

Warmth, Humanity, Common Sense 

Wh e n I first m e t h e r a f e w years ago , J a c o b s h a d j u s t 

p u b l i s h e d h e r latest b o o k , Dark Age Ahead (2003) 

a n d was p l a n n i n g t o w r i t e at least t w o m o r e . Bes ides t h e 

c o m m o n - s e n s e g e n i u s o f h e r ideas , w h a t s tands o u t in 

m y m e m o r y is h e r w a r m t h a n d p r o f o u n d h u m a n i t y , 

w h i c h in a sense I t h i n k g r o u n d s all o f h e r w r i t i n g s a n d 

ac t iv i sm. It is, for e x a m p l e , t h e p e r s p e c t i v e o f f l e s h - a n d -

b l o o d p e o p l e tha t serves as t h e s t a r t ing p o i n t o f h e r 

e x p l a n a t i o n o f h o w cit ies a n d c iv i l iza t ions w o r k . F r o m 

t h e p e r c e p t i o n s o f o r d i n a r y p e r s o n s e m e r g e t h e social 

ties t h a t p r o m o t e safety, t rus t , a n d u l t i m a t e l y d r a m a t i c 

e c o n o m i c d e v e l o p m e n t a n d social c h a n g e . Casua l , i n f o r 

m a l c o n t a c t , especia l ly a m o n g rela t ive s t rangers in p u b 

lic spaces , is for J a c o b s t h e smal l c h a n g e f rom w h i c h a 

city's w e a l t h is bu i l t . 

As a n e c o n o m i s t w o r k i n g in t h e t r a d i t i o n o f Mise s , 
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S a n d y I k e d a 

H a y e k , a n d K i r z n e r , w h a t have I l e a r n e d f r o m J a n e 

J acobs? In s h o r t : D e n s e l y p o p u l a t e d s e t t l e m e n t s tha t 

e m b o d y a w i d e d ivers i ty o f b o t h skills a n d tastes are t h e 

i n c u b a t o r s o f d y n a m i c social d e v e l o p m e n t a n d e n t r e 

p r e n e u r i a l d i s c o v e r y — D e n s i t y + D i v e r s i t y —• D e v e l o p 

m e n t a n d D i s c o v e r y — a n d t h a t g o v e r n m e n t i n t e r v e n 

t i o n t e n d s t o u n d e r m i n e t h e free air o f cit ies i n w h i c h 

e v e n o r d i n a r y p e o p l e c a n d o e x t r a o r d i n a r y t h ings . 

J a n e J a c o b s was n o o r d i n a r y p e r s o n , h o w e v e r . S h e 

m a n a g e d t h r o u g h h e r b o o k s t o d rama t i ca l l y c h a n g e t h e 

face o f t h e u r b a n l andscape . B u t she was m e r e l y p r e a c h 

i n g w h a t she p r a c t i c e d . H e r w r i t i n g s reflect n o t o n l y h e r 

r e a d i n g a n d see ing , b u t also h e r d o i n g . A m o n g o t h e r 

a c c o m p l i s h m e n t s as an activist , she a n d o t h e r c o m m u n i 

ty l eaders i n t h e 1960s m a n a g e d t o s top a federal ly f u n d 

e d p ro j ec t t o b u l l d o z e a f reeway t h r o u g h w h a t is t o d a y 

o n e o f t h e m o s t v i b r a n t dis t r ic ts i n L o w e r M a n h a t t a n . 

A n d this was against o n e o f t h e m o s t i n t i m i d a t i n g figures 

in N e w Y o r k his tory, t h e " p o w e r b r o k e r " R o b e r t M o s e s . 

A l t h o u g h w e wi l l sore ly miss t h e t w o b o o k s she h a d 

ye t t o w r i t e , t h o s e she left b e h i n d offer b o l d ideas t o 

b u i l d o n a n d t o c r i t i q u e . H e r h u m a n i s t i c a p p r o a c h t o 

d o i n g social s c i ence c o n t i n u e s t o insp i re activists a n d 

in te l lec tua l s across t h e i deo log i ca l s p e c t r u m . (^) 

The Wisdom of Jane Jacobs 

"[Nlobody, including the planning commission, is capable of comprehending places within the city other than in 
either generalized or fragmented fashion. . . . They do not even have the means of gathering and comprehending 
the intimate, many-sided information required, partly because of their own unsuitable structural inadequacies in 
other departments. Here is an interesting thing about coordination both of information and of action in cities, and it 
is the crux of the matter: The principal coordination needed comes down to coordination among different services 
within localized places. This is at once the most difficult kind of coordination, and the most necessary." 

"But automobiles are hardly inherent destroyers of cities. If we would stop telling ourselves fairly tales about the 
suitability and charm of nineteenth-century streets for horse-and-buggy traffic, we would see that the internal com
bustion engine, as it came on the scene, was potentially an excellent instrument for abetting city intensity, and at 
the same time for liberating cities from one of their noxious liabilities." 

—The Death and Life of Great American Cities (1961) 

"Bu t I propose to argue that these grave and real deficiencies are necessary to economic development and thus 
are exactly what make cities uniquely valuable to economic life. By this, I do not mean that cities are economi
cally valuable in spite of their inefficiency and impracticality but rather because they are inefficient and 
impractical." 

—The Economy of Cities (1969) 

"Nations are political and military entities, and so are blocs of nations. But it doesn't necessarily follow from 
this that they are also the basic, salient entities of economic life or that they are particularly useful for probing 
the mysteries of economic structure, the reasons for rise and decline of wealth." 

"To rulers who want to know and control, as far as they can, what is going to be produced five years in the 
future and where it is going to be produced and how, and then five years beyond that, and so on, volatile inter
city trade, forever unpredictably and opportunistically changing in content, represents sheer chaos. Of course it 
is not chaos. It is a complex form of order, akin to organic forms of order typical of all living things, in which 
instabilities build up (in this case, funds of potentially replaceable imports) followed by corrections, both the 
instabilities and the corrections being the very stuff of life processes themselves." 

—Cities and the Wealth of Nations ( 1984) 
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Peripatetics 

Is the Income Tax Unconstitutional? 
B Y S H E L D O N R i C H M A N 

W ishful t h i n k i n g , always a t e m p t a t i o n , is h a z 

a r d o u s . E x a m p l e : A n awful l o t o f p e o p l e 

t h i n k t h e i n c o m e t ax as it appl ies t o p r i v a t e -

s e c t o r w a g e e a r n e r s is i l l e g a l — e v e n u n c o n s t i t u t i o n a l — 

a n d t h e y a s s u m e t h a t if t h e y c a n o n l y c o m e u p w i t h t h e 

r i g h t legal a r g u m e n t s , j u d g e s wi l l s t r ike d o w n t h e t ax 

a n d m a k e A m e r i c a a free soc i e ty o n c e m o r e . S o m e o f 

t h o s e p e o p l e are in p r i s o n today. 

It w o u l d b e n i c e if t h e i r w i s h c a m e t r u e . B u t it's n o t 

g o i n g t o h a p p e n , for r easons I wi l l discuss h e r e . T h i s is 

a n o t h e r e x a m p l e o f R i c h m a n ' s M a x i m : T h e r e ' s n o 

s h o r t c u t t o a free society. S i n c e t h e r e wi l l b e n o m a g i c 

bu l l e t , w e wi l l have t o a d v a n c e f r e e d o m t h e o l d -

f a s h i o n e d F E E way, b y b e c o m i n g as k n o w l e d g e a b l e a n d 

a r t i cu l a t e in o u r a d v o c a c y as poss ib le i n o r d e r t o a t t rac t 

t h o s e w h o h u n g e r t o u n d e r s t a n d f r e e d o m . N o t h i n g less 

w i l l d o . 

S o w h a t a b o u t t h e i n c o m e tax? T h e r e is n o s h o r t a g e 

o f a r g u m e n t s t h a t t h e i n c o m e t ax is i l legal, e v e n u n c o n 

s t i tu t iona l . It's b e e n said t o v io l a t e t h e Fifth A m e n d m e n t 

g u a r a n t e e aga ins t s e l f - i n c r i m i n a t i o n , t h a t it's real ly v o l 

un ta ry , t h a t F e d e r a l R e s e r v e N o t e s a ren ' t m o n e y , a n d o n 

a n d o n . M o s t c u r i o u s is t h e a r g u m e n t t h a t t h e i n c o m e -

t ax l aw was n e v e r i n t e n d e d t o t ax w a g e s a n d salaries 

e a r n e d in t h e p r i v a t e s e c t o r b e c a u s e t h e l a w m a k e r s 

k n e w s u c h a t ax w o u l d b e u n c o n s t i t u t i o n a l . T h e r e are 

several v a r i a t i o n s o n th is t h e m e , a n d h e r e I c an discuss 

o n l y t h e b r o a d issues. ( A d m i t t e d l y this leaves m e o p e n t o 

t h e c h a r g e t h a t I h a v e n o t addressed a p a r t i c u l a r v a r i a 

t i o n . B u t t h e y all suffer f r o m a s imi lar flaw.) 

L e t t h e r e b e n o m i s u n d e r s t a n d i n g ove r w h a t I a m 

a b o u t t o say: T h e i n c o m e tax is i m m o r a l o n m a n y l e v 

els. It p e r m i t s t h e g o v e r n m e n t n e a r l y u n l i m i t e d access t o 

t h e p e o p l e ' s w e a l t h . It o p e n s t h e d o o r t o i nqu i s i t o r i a l 

i n t r u s i o n i n t o t h e i r p r i v a t e affairs. A n d it i n t r o d u c e s s u c h 

c o m p l e x i t y i n t o t h e l a w t h a t e v e r y o n e is a p o t e n t i a l 

c r i m i n a l . 

T h r e e s t r i k e s — w h y isn ' t it o u t ? 

Alas, s o m e t h i n g can b e i m m o r a l a n d ye t legal a n d 

c o n s t i t u t i o n a l . T h a t ' s t h e fix w e ' r e in . 

S o m e p e o p l e a r g u e t h a t t h e S i x t e e n t h A m e n d m e n t 

t o t h e C o n s t i t u t i o n is u n c o n s t i t u t i o n a l . B u t t h e C o n s t i 

t u t i o n sets u p a v i r tua l ly o p e n - e n d e d , if o n e r o u s , a m e n d 

m e n t p rocess . T h e f ramers e x c l u d e d o n l y t h r e e subjects 

f r o m a m e n d m e n t ( the i m p o r t a t i o n o f slaves a n d a p p o r 

t i o n m e n t o f d i r ec t taxes, w h i c h e x p i r e d i n 1 8 0 8 , a n d 

e q u a l s tate r e p r e s e n t a t i o n in t h e S e n a t e ) . A n a m e n d m e n t 

t o t h e C o n s t i t u t i o n t h e r e f o r e c a n n o t log ica l ly b e u n c o n 

s t i tu t iona l . ( A n u n r e l a t e d a r g u m e n t is t h a t t h e A m e n d 

m e n t was n o t p r o p e r l y rat i f ied b y t h e states. N e e d l e s s to 

say, t h e c o u r t s es tab l i shed b y t h e C o n s t i t u t i o n disagree.) 

S o m e legal cr i t ics o f t h e tax a c c e p t t h e A m e n d m e n t , 

b u t a r g u e t h a t it is m i s u n d e r s t o o d a n d t h e r e f o r e t h e 

1 9 1 3 i n c o m e - t a x l a w has b e e n w r o n g l y a p p l i e d t o p r i 

v a t e - s e c t o r w a g e s a n d salaries. B u t t h e m i s u n d e r s t a n d i n g 

is i n t h e p e o p l e w h o m a k e this a r g u m e n t . Let 's ge t 

s t ra igh t w h y t h e A m e n d m e n t was p r o p o s e d . It is w i d e l y 

b e l i e v e d t h a t t h e U . S . S u p r e m e C o u r t i n 1 8 9 5 dec l a r ed 

i n c o m e t a x a t i o n in itself u n c o n s t i t u t i o n a l , m a k i n g t h e 

A m e n d m e n t neces sa ry if t h e feds w e r e t o g r a b p a r t o f 

o u r p a y c h e c k s . T h i s is w r o n g . T h e S u p r e m e C o u r t ' s 

1 8 9 5 Pollock r u l i n g d i d n o t s t r ike d o w n t h e p r i n c i p l e o f 

i n c o m e t a x a t i o n . Al l it d i d was dec la re t a x a t i o n o f 

i n c o m e from real and personal property u n c o n s t i t u t i o n a l 

w h e n it is n o t a p p o r t i o n e d a m o n g t h e states. T a x i n g 

w a g e s a n d salaries was f ine as far as t h e C o u r t was c o n 

c e r n e d . T h e o n l y r e a s o n it s t r u c k d o w n t h e e n t i r e l aw 

was t h a t t h e j u s t i c e s a s s u m e d t h a t C o n g r e s s d i d n o t 

i n t e n d t h a t only w a g e s a n d salaries b e t axed . 

To u n d e r s t a n d t h e C o u r t ' s r e a s o n i n g w e have t o t ake 

u p t h e d i s t i n c t i o n b e t w e e n d i r ec t a n d i n d i r e c t t a x a t i o n . 

T h e C o n s t i t u t i o n r equ i r e s t h a t d i r ec t taxes b e a p p o r 

t i o n e d a c c o r d i n g t o t h e p o p u l a t i o n s o f t h e states, w h i l e 

i n d i r e c t taxes m u s t b e u n i f o r m t h r o u g h o u t t h e states. 

Sheldon Richman (srichman@fee.org) is the editor of T h e Freeman . 
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S h e l d o n R i c h m a n 

T h i s s e e m s s t r a igh t fo rward , u n t i l y o u a p p r e c i a t e tha t t h e 

f r amers h a d n o c lear idea w h a t ' s a d i rec t t ax a n d w h a t ' s 

a n i n d i r e c t t ax . S u c h h e a v y w e i g h t s as J a m e s M a d i s o n , 

A l e x a n d e r H a m i l t o n , a n d F i she r A m e s c o u l d n ' t ag ree . I n 

A m e r i c a i n c o m e t a x a t i o n has l o n g b e e n r e g a r d e d as 

i n d i r e c t , a k i n d o f exc ise . B u t i n E n g l a n d it has always 

b e e n r e g a r d e d as d i rec t . 

T h e C o u r t i n 1 8 9 5 c o n f i r m e d t h a t i n c o m e t a x a t i o n 

usually is i n d i r e c t a n d t h e r e f o r e d o e s n o t r e q u i r e a p p o r 

t i o n m e n t , o n l y u n i f o r m i t y . B u t it f o u n d a n e x c e p t i o n . 

T a x i n g i n c o m e f r o m real a n d p e r s o n a l p r o p e r t y , t h e 

C o u r t said ( d u b i o u s l y ) , is l ike t a x i n g t h e p r o p e r t y itself, 

a n d so, i n effect, is direct t a x a t i o n — t h u s r e q u i r i n g a p p o r 

t i o n m e n t . S i n c e t h e l a w passed b y C o n g r e s s in 1 8 9 4 d i d 

n o t c o n t a i n a n a p p o r t i o n m e n t c lause , t h a t p a r t was h e l d 

u n c o n s t i t u t i o n a l , a n d so t h e w h o l e t h i n g fell. 

T h e S i x t e e n t h A m e n d m e n t h a d o n e p u r p o s e : t o 

e l i m i n a t e t h e a p p o r t i o n m e n t r u l e w h e n t h e source o f t h e 

i n c o m e b e i n g t a x e d t u r n s w h a t l o o k s l ike a n i n d i r e c t t ax 

i n t o a d i r ec t t ax . T h a t ' s w h y t h e A m e n d m e n t says: " T h e 

C o n g r e s s shall h a v e p o w e r t o lay a n d co l l ec t taxes o n 

i n c o m e s , from whatever source derived, w i t h o u t a p p o r t i o n 

m e n t a m o n g t h e several Sta tes , a n d w i t h o u t r ega rd t o 

a n y census o r e n u m e r a t i o n . " (Emphas i s a d d e d . ) 

E v e r s ince , t h e c o u r t s have e m p h a s i z e d t h a t t h e 

A m e n d m e n t gave t h e federa l g o v e r n m e n t no new power 

t o tax . All it d i d was r e m o v e f r o m c o n s i d e r a t i o n t h e 

s o u r c e o f i n c o m e b e i n g t a x e d a n d t h e r e b y e l i m i n a t e a 

r e s t r i c t i o n o n C o n g r e s s ' s t a x i n g p o w e r . 

T h e i n c o m e - t a x l a w passed in 1 9 1 3 u n d e r t h e n e w l y 

rat i f ied A m e n d m e n t was u p h e l d b y t h e S u p r e m e C o u r t 

i n 1 9 1 6 in t h e Brushaber case. H e r e t h e C o u r t e m b r a c e d 

t h e b r o a d e s t poss ib le i n t e r p r e t a t i o n o f t h e federa l t a x i n g 

p o w e r — a p o w e r tha t , t h e C o u r t said, p r e d a t e s t h e S i x 

t e e n t h A m e n d m e n t . T h e C o u r t said: " T h a t t h e a u t h o r i 

ty c o n f e r r e d u p o n C o n g r e s s b y 8 o f a r t ic le 1 ' t o lay a n d 

co l l ec t taxes , du t i e s , i m p o s t s a n d exc ises ' is exhaus t i ve 

a n d e m b r a c e s e v e r y c o n c e i v a b l e p o w e r o f t a x a t i o n has 

n e v e r b e e n q u e s t i o n e d . . . . A n d it has also n e v e r b e e n 

q u e s t i o n e d f r o m t h e f o u n d a t i o n . . . t h a t t h e r e was 

a u t h o r i t y g i v e n , as t h e p a r t was i n c l u d e d in t h e w h o l e , 

t o lay a n d co l lec t i n c o m e taxes. . . . " T h e C o u r t w e n t o n 

t o a c k n o w l e d g e : " t h e c o n c e d e d c o m p l e t e a n d al l -

e m b r a c i n g t a x i n g p o w e r " ; " t h e c o m p l e t e a n d per fec t 

d e l e g a t i o n o f t h e p o w e r t o t a x " ; " t h e c o m p l e t e a n d al l-

e m b r a c i n g a u t h o r i t y t o t a x " ; a n d " t h e p l e n a r y p o w e r [to 

t a x ] . " T h a t was j u s t in o n e p a r a g r a p h . La te r i n t h e o p i n 

i o n w e find t h i s : " [ T ] h e a l l - e m b r a c i n g t a x i n g a u t h o r i t y 

possessed b y C o n g r e s s , i n c l u d i n g necessar i ly t h e r e i n t h e 

p o w e r t o i m p o s e i n c o m e taxes. . . ." 

I n t h e s u c c e e d i n g 9 0 years , n o S u p r e m e C o u r t has 

c o n t r a d i c t e d t h e h o l d i n g in Brushaber. 

Facing the Facts 

Wh e r e d o e s this leave l iber ty 's advocates? First , w e 

have t o face t h e facts. L ike it o r n o t , t h e U . S . 

C o n s t i t u t i o n e m p o w e r s t h e C o n g r e s s t o levy any tax it 

w a n t s . A n y o n e is free t o c o m e u p w i t h a c o n t r a r y i n t e r 

p r e t a t i o n , b u t t h e c o n s t i t u t i o n a l l y e n d o w e d c o u r t s have 

s p o k e n . R e a d i n g one ' s l i b e r t a r i a n values i n t o t h e C o n 

s t i t u t i o n is futile. F o r b e t t e r o r w o r s e , t h e C o n s t i t u t i o n 

m e a n s w h a t t h e o c c u p a n t s o f t h e re levan t c o n s t i t u t i o n a l 

offices say it m e a n s . T h e ba t t l e ove r t h e t a x i n g p o w e r 

o c c u r r e d l o n g a g o — i n 1 7 8 7 b e t w e e n t h e Federal is ts a n d 

Ant i federa l i s t s , be fo re t h e C o n s t i t u t i o n was ratified. 

U n d e r t h e Ar t i c les o f C o n f e d e r a t i o n , C o n g r e s s h a d n o 

p o w e r t o tax; it c o u l d o n l y ask t h e states t o raise m o n e y . 

W h e n t h e C o n s t i t u t i o n a l C o n v e n t i o n p r o p o s e d t o give 

t h e c e n t r a l g o v e r n m e n t t h a t f e a r s o m e p o w e r , t h e 

Ant i federa l is ts o b j e c t e d , p r e d i c t i n g t h a t t e r r i b l e th ings 

w o u l d issue f rom s u c h p o w e r . As o n e Ant i federa l i s t 

w a r n e d , " B y v i r t u e o f t he i r p o w e r o f t a x a t i o n , C o n g r e s s 

m a y c o m m a n d t h e w h o l e , o r any p a r t o f t h e p r o p e r t y o f 

t h e p e o p l e . " Alas, t h e Ant i federa l is ts lost. W e wi l l ge t 

n o w h e r e if w e p r e t e n d tha t this h i s t o r y does n o t exist. 

Conf i sca to ry taxa t ion (but I repea t myself) wil l never 

b e abol i shed t h r o u g h a r g u m e n t s tha t are t o o clever by half. 

W h e n t h e p e o p l e a n d the i r poli t ical cu l tu re (the real c o n 

st i tut ion) d e m a n d remova l o f this g o v e r n m e n t b u r d e n , 

it wi l l b e r e m o v e d . There fo re , if f r e e d o m is t o b e w o n , it 

wi l l o n l y b e t h r o u g h t h e sort o f pa ins tak ing educa t iona l 

activities that F E E has engaged in for 60 years. 
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Privatize the D M V 

B Y J O H N S E M M E N S 

Fo r m o s t A m e r i c a n s , d r i v i n g is t h e m o s t d a n g e r o u s 

ac t iv i ty t h e y u n d e r t a k e o n a r egu l a r basis. W e 

o u g h t t o t r y t o m a k e t h e roads as safe as is h u m a n 

ly poss ib le . U n f o r t u n a t e l y , g o v e r n m e n t o w n e r s h i p o f t h e 

r o a d s a n d t h e v e h i c l e - r e g i s t r a t i o n / d r i v e r - l i c e n s i n g 

p rocess u n d e r m i n e safety. I n " H i g h w a y s : P u b l i c P r o b 

l e m s a n d P r i v a t e S o l u t i o n s " (The Freeman, M a r c h 1 9 8 5 ) , 

I w r o t e a b o u t p r i v a t i z i n g t h e roads . N o w I w i l l e x a m i n e 

t h e poss ib i l i ty o f p r i v a t i z i n g r e g i s t r a t i o n a n d l i cens ing . 

O n e a p p r o a c h g o v e r n m e n t s h a v e a d o p t e d t o dea l 

w i t h t h e hazards o f d r i v i n g is m a n d a t o r y i n s u r a n c e . I n 

4 4 states p lus t h e D i s t r i c t o f C o l u m b i a , l iabi l i ty i n s u r 

a n c e is a r e q u i r e m e n t for v e h i c l e r eg i s t r a t i on . Still, m a n y 

veh ic les lack i n s u r a n c e . T h e I n s u r a n c e R e s e a r c h C o u n 

cil has e s t i m a t e d t h a t a b o u t 14 p e r c e n t o f m o t o r i s t s i n 

t h e n a t i o n o p e r a t e u n i n s u r e d veh ic les . 

U n i n s u r e d veh ic l e s , o f c o u r s e , are o n l y ha l f t h e p r o b 

l e m . O t h e r veh ic le s are grossly u n d e r i n s u r e d . M o s t states 

t h a t r e q u i r e i n s u r a n c e a l l o w absu rd ly l o w m i n i m u m 

a m o u n t s o f c o v e r a g e . A r i z o n a , for e x a m p l e , p e r m i t s 

veh ic les t o b e o p e r a t e d w i t h l iabi l i ty c o v e r a g e as l o w as 

$ 1 5 , 0 0 0 for b o d i l y i n j u r y t o a s ingle v i c t i m , $ 3 0 , 0 0 0 for 

m u l t i p l e v i c t i m s , a n d $ 1 0 , 0 0 0 for p r o p e r t y d a m a g e . It 

d o e s n ' t t ake m u c h o f a w r e c k t o " t o t a l " a car. R e p l a c i n g 

o n e " t o t a l e d " car c o u l d easily cos t m o r e t h a n $ 1 0 , 0 0 0 . 

C o n s i d e r i n g tha t , a c c o r d i n g t o t h e N a t i o n a l H i g h w a y 

Traffic Safety A d m i n i s t r a t i o n , a b o u t 8 5 p e r c e n t o f t h e 

traffic a c c i d e n t s i n t h e U n i t e d States i nvo lve m o r e t h a n 

o n e v e h i c l e , it s h o u l d b e read i ly a p p a r e n t t h a t m a n y 

crashes wi l l p r o d u c e p r o p e r t y d a m a g e in excess o f t h e 

m i n i m u m m a n d a t e d c o v e r a g e . As it is, t h e average cos t o f 

a " p r o p e r t y d a m a g e o n l y " a c c i d e n t is i n t h e t h o u s a n d s o f 

dol la rs . M i n o r - i n j u r y a c c i d e n t s resul t i n costs averaging 

nea r ly $ 1 8 , 0 0 0 p e r a c c i d e n t . M a j o r - i n j u r y a c c i d e n t s 

g e n e r a t e a n average cos t o f $ 5 5 , 0 0 0 . Fatal a c c i d e n t s p r o 

d u c e d a m a g e s i n t h e m i l l i o n - d o l l a r r a n g e . N e x t t o th is , 

t h e typ ica l $ 1 5 , 0 0 0 t o $ 3 0 , 0 0 0 c o v e r a g e for i n j u r i n g o r 

k i l l i ng s o m e o n e is hope le s s ly i n a d e q u a t e . 

So " m a n d a t o r y " i n s u r a n c e crea tes a false sense o f 

secur i ty . 

T h e r e are t w o m o d e l s useful i n a n a l y z i n g th is s i tua 

t i o n . O n t h e o n e h a n d , w e c o u l d v i e w roads t h r o u g h t h e 

" b a l l p a r k " m o d e l . I n t h e ba l l pa rk c u s t o m e r s are w a r n e d 

t h a t t h e m a n a g e m e n t a s sumes n o r e spons ib i l i t y for a n y 

in ju r i e s o r d a m a g e s in t h e n o r m a l c o u r s e o f t h e g a m e . If 

this m o d e l w e r e a p p l i e d t o roads , a n y o n e w h o p u r c h a s e d 

t h e neces sa ry l icenses a n d v e h i c l e r eg i s t r a t ions w o u l d 

h a v e access. D r i v e r s v e n t u r i n g o n t o t h e roads w o u l d d o 

so at t h e i r o w n r i sk a n d w i t h t h e exp l ic i t w a r n i n g t h a t 

t h e y m i g h t b e h a r m e d b y o t h e r s w h o w e r e u n a b l e t o 

p a y c o m p e n s a t i o n . R o a d u s e r s w o u l d d e t e r m i n e 

w h e t h e r t o b u y i n s u r a n c e o r n o t . 

T h e c h i e f a d v a n t a g e o f t h e " b a l l p a r k " m o d e l is t h a t it 

w o u l d r e m o v e t h e a m b i g u i t y r e g a r d i n g w h o s h o u l d b e a r 

t h e r e spons ib i l i t y for i n s u r a n c e . N o o n e c o u l d c l a im t h a t 

t h e g o v e r n m e n t has g u a r a n t e e d t h a t o t h e r d r ive r s are 

i n s u r e d . K n o w i n g t h e r e are n o i n s u r a n c e r e q u i r e m e n t s 

w o u l d insp i re t h o s e w h o w a n t t o b e i n d e m n i f i e d against 

d a m a g e s t o p u r c h a s e t h e i r o w n a d e q u a t e levels o f c o v e r 

age . 

T h e c h i e f d i s a d v a n t a g e o f t h e " b a l l p a r k " m o d e l is t h a t 

d r i v i n g m i g h t b e c o m e m o r e f inancia l ly risky. T h o s e 

w i t h o u t i n s u r a n c e c o u l d easily sus ta in losses t h a t c o u l d 

b a n k r u p t t h e m . T h o s e w h o d o p u r c h a s e i n s u r a n c e m i g h t 

w e l l h a v e t o b u y subs tan t ia l ly l a rge r a m o u n t s o f c o v e r -
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age s ince t h e r e m a y b e m o r e u n i n s u r e d d r ive rs . So e v e n 

t h o u g h t h e to ta l n u m b e r o f v e h i c l e crashes a n d t h e 

socia l cos t o f traffic a c c i d e n t s w o u l d l ikely b e l ower , t h e 

i n c r e a s e d i n c i d e n c e o f b a n k r u p t c y a m o n g t h e u n i n s u r e d 

a n d t h e s u b s e q u e n t r e d i s t r i b u t i o n o f f inancia l b u r d e n s t o 

t h o s e w h o are r i sk -ave r se m i g h t b e v i e w e d as u n d e s i r 

able . 

A n a l t e r n a t i v e t o t h e " b a l l p a r k " m o d e l is t h e 

" D i s n e y l a n d " m o d e l . I n D i s n e y l a n d , c u s t o m e r s are c o v 

e r e d b y t h e business 's l iabi l i ty i n s u r a n c e . C o n s e q u e n t l y , 

t h e m a n a g e m e n t sets its o w n r i s k - r e d u c i n g r e s t r i c t ions , 

s u c h as b a r r i n g s o m e c u s t o m e r s f r o m s o m e r ides a n d 

a t t r ac t i ons . S i n c e t h e bus iness is h e l d s t r ic t ly l iable for 

a n y d a m a g e s suffered b y t h o s e e n t e r i n g t h e p a r k , m a n 

a g e m e n t wi l l s t r ic t ly e n f o r c e its ru les . 

L ike t h e " b a l l p a r k " m o d e l , t h e " D i s n e y l a n d " m o d e l 

a p p l i e d t o roads w o u l d also r e d u c e t h e a m b i g u i t y c o n 

c e r n i n g w h o wi l l b e r e spons ib l e for d a m a g e s . E n f o r c e 

m e n t o f t h e i n s u r a n c e r e q u i r e m e n t w o u l d b e bes t 

a c h i e v e d b y h a v i n g insu re r s issue t h e l icenses a n d v e h i 

cle r eg i s t r a t i ons . T h i s differs f r o m t h e c u r r e n t sy s t em in 

w h i c h t h e m a n d a t o r y i n s u r a n c e is so ld b y p r i va t e v e n 

d o r s , b u t is e n f o r c e d b y a state agency . T h e g o v e r n m e n t 

c h a r g e d w i t h e n f o r c i n g m a n d a t o r y - i n s u r a n c e laws 

a s sumes n o l iabi l i ty for d a m a g e d o n e b y d r ive r s w h o fail 

t o c o m p l y . T h u s t h e r e is n o s ignif icant f inancia l c o n s e 

q u e n c e for n o t e n f o r c i n g t h e m a n d a t e . 

I f t h e c u r r e n t w e a k l y e n f o r c e d laws w e r e t o b e 

r e p l a c e d b y a fully p r i v a t i z e d s y s t e m based o n t h e " D i s 

n e y l a n d " m o d e l , t h e r e w o u l d b e a m u c h s t r o n g e r i n c e n 

t ive t o see t h a t all veh ic le s h a d a d e q u a t e i n s u r a n c e 

c o v e r a g e . T h i s w o u l d also h e l p t o k e e p t h e w o r s t d r ivers 

off t h e roads . If i n s u r a n c e c o m p a n i e s h a d t o a c c e p t full 

l iabi l i ty for w h o m e v e r t h e y i s sued a dr iver ' s l i cense a n d 

v e h i c l e r eg i s t r a t i on , t h e p r o b l e m o f " u n d e r i n s u r e d s " 

w o u l d van i sh . B a d d r ive r s w o u l d n o t have t h e o p t i o n o f 

b u y i n g a w o e f u l l y i n a d e q u a t e pol icy . T h e y w o u l d b e 

r e q u i r e d t o pay t h e full cos t o f t h e i r ac tua r i a l r i sk in 

o r d e r t o o b t a i n a dr iver ' s l i cense a n d v e h i c l e r eg i s t r a t ion . 

T h e i n s u r a n c e c o m p a n y w o u l d see t o this as a m a t t e r o f 

bus iness surviva l . 

G i v e n t h e s ignif icant u n c o m p e n s a t e d costs inf l ic ted 

o n v i c t i m s o f u n d e r i n s u r e d a n d u n i n s u r e d d r ive rs , a 

c o h e r e n t s o l u t i o n is n e e d e d . T h e c o n t r a s t i n g " b a l l p a r k " 

a n d " D i s n e y l a n d " m o d e l s offer th is . W h i l e e a c h m o d e l is 

l ikely t o m a k e t h e roads safer, t h e " b a l l p a r k " m o d e l does 

th i s b y i m p o s i n g m o r e o f t h e b u r d e n o n 

t h e c a u t i o u s dr ivers . T h e " D i s n e y l a n d " m o d e l w o u l d 

m a k e t h e roads safer by r e m o v i n g m o r e o f t h e h i g h - r i s k 

d r ive rs . 

Disneyland in Detail 

Let's l o o k in deta i l at h o w this m o d e l m i g h t w o r k . If 

insure r s i ssued l icenses a n d reg is t ra t ions it w o u l d b e 

abso lu t e ly c lear w h o was legally respons ib le for a p a r t i c 

u la r veh ic l e b e i n g o n t h e road . Insure rs w o u l d have a 

s t r o n g i n c e n t i v e t o m a k e sure tha t eve ry veh ic l e a n d 

d r i v e r t h e y i n s u r e d h a d a d e q u a t e coverage . T h e y w o u l d 

also have a s t r o n g i n c e n t i v e t o k e e p u n i n s u r e d vehic les 

a n d dr ivers off t h e roadways . 

To clarify f inancial respons ib i l i ty for p o t e n t i a l d a m 

ages, t h e p r iva t i z a t i on l aw w o u l d state tha t as l o n g as a 

veh ic l e b o r e t h e l i cense p la te o f a n insurer , t ha t i n su re r 

w o u l d b e h e l d l iable for any d a m a g e s caused b y tha t 

veh ic l e . W i t h this k i n d o f p r o v i s i o n it is l ikely tha t i n s u r 

ers w o u l d o n l y issue plates after t h o r o u g h l y t e s t ing t h e 

skills a n d inves t iga t ing t h e d r i v i n g r eco rds o f c u s t o m e r s . 

If an i n su re r was n o t satisfied t h a t a p ro spec t i ve c u s t o m e r 

is t ru th fu l o r a g o o d r isk, it c o u l d refuse t o issue a p o l i 

cy. U n d e r p r iva t i za t i on , suspec t appl ican ts w o u l d n o t b e 

able t o use t h e roads legally un t i l t h e y f o u n d a n in su re r 

w i l l i n g t o issue a p o l i c y a n d its ver i fy ing l icense pla tes . 

S ince i ssu ing an a u t o i n s u r a n c e p o l i c y a n d l icense 

plates w o u l d b e s i m u l t a n e o u s , t h e u n i n s u r e d w o u l d b e 

easier t o spo t t h a n at p r e sen t . I n d e e d , g i v e n t h e g r ea t e r 

d e g r e e o f respons ib i l i ty p l a c e d o n e a c h insurer , it s eems 

l ikely tha t steps t o i m p r o v e t h e visibi l i ty o f l icense plates 

w o u l d b e t a k e n . F o r e x a m p l e , t h e m u c h - t e s t e d , b u t 

l i t t l e - d e p l o y e d e l ec t ron i c l i cense p la te w o u l d l ikely b e a 

w i d e s p r e a d i n n o v a t i o n , p e r m i t t i n g plateless vehic les t o 

b e d e t e c t e d by a u t o m a t e d m e a n s . 

T h e d o d g e o f b u y i n g i n s u r a n c e j u s t t o o b t a i n a r e g 

i s t ra t ion tag a n d t h e n c a n c e l i n g t h e i n s u r a n c e o n c e t h e 

tags w e r e r ece ived w o u l d b e c o m e m u c h m o r e difficult. 

S ince t h e i n su re r w o u l d b e respons ib le for d a m a g e s , it 

w o u l d have a s t r o n g i n c e n t i v e t o r e q u i r e a subs tant ia l 

p a y m e n t o r d e p o s i t r e fundab le o n l y w h e n t h e plates are 

r e t u r n e d . G i v e n t h e m a n y insurance- sa les l oca t i ons a n d 

c o m p u t e r n e t w o r k s , o b t a i n i n g o r r e t u r n i n g plates o u g h t 

t o b e a lo t m o r e c o n v e n i e n t t h a n d e a l i n g w i t h t h e D M V . 
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Ind iv idua l s w o u l d b e free t o s h o p for t h e bes t l i cense , 

r eg i s t r a t i on , a n d i n s u r a n c e dea l t h e y c o u l d f ind. E a c h 

i n s u r e r w o u l d b e free t o establ ish its o w n c r i t e r i a for 

i ssu ing po l i c ies a n d l i cense p la tes . S o m e insu re r s m a y 

c o v e r o n l y l o w - r i s k d r ive r s . O t h e r s m a y c o v e r h i g h - r i s k 

d r ive r s at c o r r e s p o n d i n g l y h i g h e r p r e m i u m s . S o m e 

insu re r s m a y w i s h t o g ive w r i t t e n a n d / o r r o a d tests t o 

p r o s p e c t i v e c u s t o m e r s . S o m e insu re r s m a y w a n t t o c o n 

d u c t r egu l a r safety i n s p e c t i o n s o f t h e i r c u s t o m e r s ' v e h i 

cles. O t h e r s m a y w i s h t o e n c o u r a g e o r r e q u i r e s o m e o r 

all t h e veh ic le s t h e y i n s u r e t o b e e q u i p p e d w i t h safety-

e n h a n c i n g dev ices (for e x a m p l e , a n i g n i t i o n t h a t c a n 

o n l y b e ac t iva t ed after t h e d r i v e r passes a n a u t o m a t e d , 

o n - b o a r d b r e a t h a l y z e r tes t ) . C u s t o m e r s m a y c h o o s e t o 

a c c e p t s o m e l i m i t a t i o n s o n d r i v i n g in e x c h a n g e for 

l o w e r p r e m i u m s (for e x a m p l e , d r i v i n g o n l y d u r i n g d a y 

l igh t h o u r s ) . O t h e r s m a y p re fe r t o p a y m o r e t o e scape 

r e s t r i c t i ons . I n s h o r t , t h e r e is l ikely t o b e a w i d e v a r i e t y 

o f p a y m e n t / l i c e n s e / r e g i s t r a t i o n o p t i o n s available. N e v 

e r the less , t h o s e w h o c o u l d n o t m e e t t h e m i n i m u m 

r e q u i r e m e n t s o f any i n s u r e r w o u l d n o t b e i s sued v e h i c l e 

p la tes . T h e streets w o u l d b e safer. 

Potential Benefits 

Th e p o t e n t i a l benef i t s w o u l d o c c u r i n t w o areas. P r i 

v a t i z i n g v e h i c l e r eg i s t r a t ions w o u l d shift costs f r o m 

i n n o c e n t v i c t i m s o f b a d d r i v i n g t o t h o s e w h o cause t h e 

a c c i d e n t s . As t h e p e r p e t r a t o r s o f d a m a g e w e r e f o r c e d t o 

b e a r a l a rge r share o f t h e c o n s e q u e n c e s o f t h e i r ac t i ons , 

w e c o u l d e x p e c t s o m e m o d i f i c a t i o n s i n t h e i r b e h a v i o r . 

To r e m a i n prof i tab le , i n su re r s w o u l d have t o b e g o o d at 

m a t c h i n g p r e m i u m s t o r isk . T h i s w o u l d m o t i v a t e t h e m 

t o r e d u c e r isk. A p r i c e s t r u c t u r e t h a t a c c u r a t e l y re f lec ted 

r i sk w o u l d p u s h d r ive r s t o w a r d safer b e h a v i o r . S o ove r 

t h e l o n g r u n , n o t o n l y w o u l d u n c o m p e n s a t e d losses b e 

shif ted b a c k t o t h o s e at fault , t o ta l losses also w o u l d l i k e 

ly b e r e d u c e d . 

T h e o t h e r s o u r c e o f p o t e n t i a l benef i t s w o u l d c o m e 

f r o m e l i m i n a t i n g f u n c t i o n s o f t h e s tate d e p a r t m e n t s o f 

t r a n s p o r t a t i o n . If w e p r i v a t i z e d t h e r e g i s t r a t i o n a n d d r i 

ver 's l i cense f u n c t i o n s , w e c o u l d p r o b a b l y r e d u c e g o v 

e r n m e n t s p e n d i n g b y a b o u t $ 3 b i l l i o n p e r year . 

T h e p o t e n t i a l for " o n e - s t o p - s h o p p i n g " c o n v e n i e n c e 

u n d e r full p r i v a t i z a t i o n is subs tan t ia l . O n e c o u l d b u y a 

car a n d ge t it r e g i s t e r e d a n d i n s u r e d all at o n e l o c a t i o n . 

P r i v a t i z e t h e D M V 

T h e insu re r s a n d a u t o dea le rs w o u l d have a n i n c e n t i v e 

t o m a k e t h e p rocess as e x p e d i t i o u s as poss ib le . I n fact, 

c o m p e t i t i o n a m o n g insu re r s a n d dea le rs w o u l d h e l p 

p r o m o t e eff ic iency a n d c o n v e n i e n c e . 

C o n s i d e r a typ ica l t r a n s a c t i o n w i t h t h e c u r r e n t 

D M V . It's y o u r l u n c h h o u r . Y o u h a v e c h o s e n this o p p o r 

t u n i t y t o t ake care o f s o m e bus iness d o w n at t h e d e p a r t 

m e n t . Y o u r first task is t o find t h e nea res t b r a n c h office. 

T h e y ' r e n o t always c o n v e n i e n t l y l o c a t e d . T h e y ' r e c e r 

ta in ly scarcer t h a n a n y o t h e r a u t o - r e l a t e d bus iness l o c a 

t i o n . As y o u r sea rch for t h e nea res t office drags o n , y o u 

pass n u m e r o u s gas s ta t ions , a h a l f - d o z e n a u t o - p a r t s 

s tores , several a u t o - i n s u r a n c e offices, a n d a f ew a u t o 

dea le r sh ips . 

Finally, y o u l o c a t e t h e D M V office. Y o u w a l k in a n d 

ge t i n l ine . B u t y o u r a d v a n c e t o t h e h e a d o f t h e l i ne is 

s l o w e d b e c a u s e m a n y e m p l o y e e s h a v e c h o s e n this t i m e 

t o t ake l u n c h . W h e n y o u r t u r n finally a r r ives y o u are 

g r e e t e d b y a n e m p l o y e e w h o s e o c c u p a t i o n has r a n k e d 

last i n a s u r v e y o f civi l i ty . Y o u t h i n k t h e se rv i ce c o u l d b e 

m o r e c o n v e n i e n t , e x p e d i t i o u s , a n d c o u r t e o u s , b u t it isn ' t 

a n d w o n ' t b e l ikely t o ge t t h a t way. T h e m o n o p o l y 

p o s i t i o n o f t h e s tate a g e n c y p r e t t y m u c h assures t h a t it 

w o n ' t . It is n o t as if y o u c o u l d t ake y o u r " b u s i n e s s " e l se 

w h e r e . 

Sh i f t ing t h e v e h i c l e r eg i s t r a t ions a n d dr iver ' s l icenses 

t o t h e p r i v a t e s e c t o r w o u l d r e q u i r e l eg i s la t ion . T h i s p r o 

posa l w o u l d l ikely b e res is ted b y t h e D M V b u r e a u c r a c y . 

Af te r all, if t h e a g e n c y is n o l o n g e r n e e d e d t o reg i s te r 

m o t o r veh ic les o r issue dr iver ' s l icenses , w e m a y we l l 

q u e s t i o n w h e t h e r it is n e e d e d at all. A t t h e v e r y least, w e 

m a y b e t a l k i n g a b o u t a 5 0 p e r c e n t c u t b a c k in its b u d g 

et . H u n d r e d s o f p e o p l e w o u l d see t h e i r g o v e r n m e n t j o b s 

e l i m i n a t e d . T h e s e p r o s p e c t i v e c o n s e q u e n c e s w o u l d 

insp i re o b j e c t i o n s . 

W e m a y also e x p e c t s o m e ini t ia l o p p o s i t i o n f r o m t h e 

a u t o - i n s u r a n c e indus t ry . A t t h e o u t s e t t h e i n c r e a s e d 

re spons ib i l i ty w o u l d p r o v o k e u n c e r t a i n t y . N e w m e a n s o f 

c o p i n g w i t h this u n c e r t a i n t y w o u l d have t o b e l e a r n e d . 

H o w e v e r , o n c e t h e insu re r s u n d e r s t o o d t h a t t h e y w o u l d 

b e c o m p e n s a t e d b y t h e i r c u s t o m e r s for t h e costs o f i ssu

i n g r eg i s t r a t ions a n d l icenses , a n d t h a t p r i v a t i z a t i o n 

w o u l d n o t r e q u i r e t h e m t o p r o v i d e subsidies t o h i g h -

r i sk d r ive r s , t h e y s h o u l d b e m o r e r e c e p t i v e t o t h e idea . 

T h e o p p o r t u n i t y t o p lay a m o r e d i r ec t ro l e in c o n t r o l -
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J o h n S e m m e n s 

l i n g t h e r i sk o f t h e r o a d w a y s h o u l d b e p e r c e i v e d as a 

m e a n s o f r e d u c i n g u n d e r w r i t i n g losses ove r t h e l o n g 

t e r m . As t h e roads b e c o m e safer, i n su re r s ' losses w o u l d 

fall. (U l t ima te ly , p r e m i u m s w o u l d b e e x p e c t e d t o fall as 

w e l l , b u t n o t as r ap id ly as u n d e r w r i t i n g losses.) In a d d i 

t i o n , m a n y o f t h o s e c u r r e n t l y e v a d i n g t h e i n s u r a n c e 

m a n d a t e w o u l d b e c o m e t h e r e l u c t a n t c u s t o m e r s o f t h e 

i n s u r a n c e indus t ry . Lastly, m a n y o f t h o s e c u r r e n t l y 

u n d e r i n s u r i n g t h e i r veh ic les w o u l d b e r e q u i r e d b y 

insu re r s t o b u y a d e q u a t e cove rage . All this s h o u l d 

i m p r o v e i n s u r e r profi tabi l i ty. 

T h e g e n e r a l p u b l i c m a y b e a p p r e h e n s i v e a b o u t l e t 

t i n g p r i v a t e - s e c t o r insu re r s d e c i d e w h o gets o n t h e 

roads . B u t it s e e m s o d d t o p re fe r h a v i n g t h a t d e t e r m i n a 

t i o n m a d e b y a b u r e a u c r a c y w i t h n o respons ib i l i ty for its 

dec i s ions . W e have g r o w n a c c u s t o m e d to a l l o w i n g b u s i 

nesses t o d e c i d e w h o o b t a i n s c red i t , a n d w e e x p e c t t h e 

dec i s ions t o b e m a d e o n r a t i ona l c r i t e r i a . A n d t h e y are. 

R e f l e c t i o n o n h o w t h e p r i v a t e s ec to r has h a n d l e d this 

v i ta l s e g m e n t o f c o n t e m p o r a r y life s h o u l d h e l p t o a l le 

v ia te s o m e o f t h e publ ic ' s a p p r e h e n s i o n . 

O f c o u r s e , t ha t s e g m e n t o f t h e p o p u l a t i o n t h a t is c u r 

r e n t l y f l o u t i n g t h e i n s u r a n c e m a n d a t e o r e x p l o i t i n g it b y 

u n d e r i n s u r i n g t h e i r veh ic le s w o u l d b e e x p e c t e d t o raise 

q u i t e a fuss. W h i l e w e s h o u l d n o t b e p e r s u a d e d b y t h e 

o b j e c t i o n s o f t h o s e w h o w i s h t o c o n t i n u e pass ing t h e 

b u r d e n s o f t h e i r o w n r i sky d r i v i n g o n t o o t h e r s , w e can 

e n v i s i o n s o m e m e a n s o f add res s ing t h e i r l e g i t i m a t e 

c o n c e r n s . 

T h e case m o s t d e s e r v i n g o f s y m p a t h y is t h a t o f t h e 

i n d i v i d u a l w h o s e past d r i v i n g has t a u g h t h i m a lesson. It 

is u n f o r t u n a t e for s u c h ind iv idua l s t ha t m a n y m o r e p r o 

c l a im t o have l e a r n e d lessons t h a n ac tual ly have . C o n s e 

quen t ly , ind iv idua l s w i t h b a d d r i v i n g r eco rds w o u l d 

u n d o u b t e d l y have t r o u b l e o b t a i n i n g i n s u r a n c e a n d p e r 

m i s s i o n t o use t h e roads . W e s h o u l d e x p e c t insurers t o 

establish m e t h o d s o f s e r v i n g this m a r k e t n i c h e . O n e 

m e t h o d w o u l d b e t o r e q u i r e t h e veh ic l e o f s u c h a p e r 

s o n t o b e e q u i p p e d w i t h dev ices tha t e n h a n c e safe o p e r 

a t i o n . W e a l r eady m e n t i o n e d t h e poss ib i l i t y o f a 

b r e a t h a l y z e r - i g n i t i o n l ink . O t h e r o p t i o n s c o u l d i n c l u d e 

veh ic les tha t c o u l d o n l y r u n d u r i n g day l igh t h o u r s (pe r 

haps h a v i n g a so l a r - co l l e c to r c o n n e c t i o n t o t h e e n g i n e 

o r t ransmiss ion) o r veh ic les w h o s e m a x i m u m s p e e d 

c o u l d n o t e x c e e d a l o w se t t ing (perhaps h a v i n g " s p e e d 

g o v e r n o r s " p l a c e d o n t h e e n g i n e ) . Insurers m i g h t w a n t 

t o r e q u i r e p e r i o d i c safety i n s p e c t i o n s o f t h e veh ic l e as a 

c o n d i t i o n o f i ssuing a r eg i s t r a t ion . T h e y m i g h t see fit t o 

r e q u i r e r egu la r d r i v i n g tests for t h o s e w h o s e d r i v i n g 

b e h a v i o r has b e e n d e m o n s t r a t e d t o b e m o r e h a z a r d o u s 

t h a n average . 

S o m e h i g h - r i s k b u t r e p e n t a n t d r ive r s c o u l d w o r k 

t o w a r d a full r e i n s t a t e m e n t o f d r i v i n g p r iv i l eges b y 

d e m o n s t r a t i n g m e r i t o r i o u s p e r f o r m a n c e u n d e r l i m i t e d 

d r i v i n g p r i v i l e g e s . F o r o t h e r s , t h o u g h , t h e o u t l o o k wi l l 

b e less s a n g u i n e . T h e r e are s o m e p e o p l e w h o s h o u l d 

n o t b e b e h i n d t h e w h e e l . S t o p p i n g t h e m f r o m d r i v i n g 

n o t o n l y he lp s t o p r e s e r v e t h e h e a l t h a n d lives o f o t h 

ers , b u t also m a y save t h e d r i v i n g - d e p r i v e d i n d i v i d u a l 

f r o m i n j u r i n g o r k i l l i ng himself . I n c o m p e t e n t d r ive r s 

m u s t f ind o t h e r m e a n s o f m e e t i n g t h e i r t r a n s p o r t a t i o n 

n e e d s . f t 
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Scandinavian Irony: 
Socialism Meets Liberalization 

B Y S A R A F. C O O P E R 

Economic Performance in Scandinavia 

D e n m a r k 5.4 million 2 % 6 .4% 
(2004) (2004) 

F i n l a n d 5.2 million 1.8% 7 .9% 
(2005) (2005) 

I c e l a n d 296,737 6 . 5 % 2 . 1 % 
(2005) (2005) 

N o r w a y 4.6 million 3 % 4 . 5 % 
(2004) (2004) 

S w e d e n 9 million 3 . 6 % 5 . 5 % 
(2004) (2004) 

Source: Deloitte Touche Tohmatsu Count ry Guides in cooperation 
wi th the Economis t Intelligence U n i t (www.deloi t tecountryguides. 
com/ index .asp . ) 

Sc a n d i n a v i a is i n t h e m i d s t o f a n e c o n o m i c t r a n s 

f o r m a t i o n . T h a n k s t o t ax r e f o r m , o p e n n e s s t o 

i n v e s t m e n t / t r a d e , s o u n d p r o p e r t y r i gh t s , l i t t le c o r 

r u p t i o n , a n d c o n t i n u i n g efforts t o p r iva t i ze , e c o n o m i e s 

t h e r e h a v e m a d e g rea t s t r ides t o w a r d l ibe ra l i za t ion . D e n 

m a r k , F i n l a n d , I c e l and , a n d S w e d e n h a v e b e e n r a t e d 

" f r e e " e c o n o m i e s b y t h e H e r i t a g e F o u n d a t i o n ' s 2 0 0 6 

Index of Economic Freedom ( o n l i n e at w w w . h e r i t a g e . o r g / 

r e s e a r c h / f e a t u r e s / i n d e x / c o u n t r i e s . c f m ) . N o r w a y lags 

b e h i n d w i t h a " m o s t l y f r ee " r a t i ng . 

S c a n d i n a v i a n c o u n t r i e s have l o w c o r p o r a t e t ax rates 

a n d t r a n s p a r e n t p r o c e d u r e s t o establ ish a bus iness . M o r e 

over , t h e s e c o u n t r i e s h a v e i m p l e m e n t e d n u m e r o u s 

r e f o r m s o v e r t h e past c o u p l e years . F o r i n s t ance , c u t t i n g 

i n c o m e taxes has b e c o m e o n e o f Ice land ' s c r o w n i n g 

e c o n o m i c a c h i e v e m e n t s . D e n m a r k has b e e n r a n k e d b y 

t h e E c o n o m i s t I n t e l l i g e n c e U n i t ( E I U ) as h a v i n g t h e 

bes t bus iness e n v i r o n m e n t t h a n k s t o , a m o n g o t h e r 

t h ings , its f lexible l a b o r m a r k e t . 

D e s p i t e t h e g o o d n e w s a b o u t r e f o r m , o t h e r detai ls 

r e m a i n g r i m . S w e d e n has e x t r e m e l y h i g h taxes , w h i c h 

e n c o u r a g e w o r k e r s t o c u t h o u r s t o avo id t h e m . T h e 

N o r w e g i a n g o v e r n m e n t c o n t i n u e s t o d r a g its feet o n 

p r i v a t i z a t i o n , t h u s t h w a r t i n g i n v e s t m e n t i n t o t h e c o u n 

try. Add i t iona l ly , t h e S c a n d i n a v i a n wel fa re s tate h i n d e r s 

p r o d u c t i v i t y by e n a b l i n g o t h e r w i s e h e a l t h y w o r k e r s t o 

stay at h o m e . 

J o h n n y M u n k h a m m a r , d i r e c t o r o f t h e S w e d i s h f ree -

m a r k e t i n s t i t u t e , T i m b r o , w r o t e i n TCS Daily i n M a r c h 

t h a t S w e d e n is l ike t w o different c o u n t r i e s . O n e is a 

c o u n t r y t h a t has p u r s u e d r e f o r m , t h e o t h e r a c o u n t r y 

tha t has h e l d o n t o t h e " S o c i a l M o d e l o f a b i g s ta te ." 

T h i s c o u l d b e said for all t h e c o u n t r i e s o f t h e r e g i o n 

as t h e y b a l a n c e f r e e - m a r k e t r e f o r m s w i t h g e n e r o u s w e l 

fare sys tems . F o r i n s t ance , e v e r y day a b o u t one - f i f th o f 

t h e w o r k f o r c e stays h o m e in S w e d e n . T h e s e " p o t e n t i a l " 

w o r k e r s are r e c e i v i n g disabi l i ty benef i t s o r are o n sick 

leave. " A l m o s t e v e r y o n e w h o reques t s s ick leave is g r a n t 

e d it ," n o t e s t h e O E C D ( O r g a n i z a t i o n for E c o n o m i c 

C o o p e r a t i o n a n d D e v e l o p m e n t ) . 

T h e S w e d i s h g o v e r n m e n t ' s a i m is t o h e l p b r i d g e t h e 

gap b e t w e e n s ickness a n d w o r k . B u t m a n y take a d v a n 

t age o f t h e s e benef i t s a n d use t h e m as p e r m a n e n t 

i n c o m e , as e v i d e n c e d b y t h e inc rease i n disabi l i ty a n d 

sick leave ove r t h e past d e c a d e . " T h e s ickness ra te o f a 

S w e d e in his o r h e r t w e n t i e s , for e x a m p l e , is h i g h e r t h a n 

t h e overal l a b s e n c e ra te in all b u t f o u r E u r o p e a n c o u n -

Sara Cooper (SaraC@aier.org) is a research fellow at the American 
Institute for Economic Research in Great Barrington, Massachusetts. 
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t r i es , " t h e O E C D said i n a 2 0 0 5 e c o n o m i c su rvey o f 

S w e d e n . 

S c a n d i n a v i a also has g e n e r o u s p a t e r n i t y leave. I n I c e 

l and , fa thers c an t ake u p t o t h r e e m o n t h s off w h i l e 

r e c e i v i n g 8 0 p e r c e n t o f t h e i r salary. S w e d i s h c o u p l e s are 

e n t i t l e d t o t ake u p t o 4 8 0 days (240 p e r p e r s o n ) . T h e first 

3 9 0 days p a y 8 0 p e r c e n t o f p a r e n t s ' qua l i fy ing i n c o m e , 

w h i l e t h e last 9 0 days p a y a flat ra te o f 6 0 S w e d i s h k r o n a 

( a b o u t $ 8 . 4 0 ) p e r day. N o t surpr i s ingly , 9 5 p e r c e n t o f t h e 

h i g h - r a t e b e n e f i t days are u sed . 

" A to ta l o f 2 .2 m i l l i o n p e o p l e in D e n m a r k r e c e i v e d 

i n c o m e - s u b s t i t u t e benef i t s i n 2 0 0 3 , " a c c o r d i n g t o t h e 

2 0 0 5 D a n i s h Stat is t ical Y e a r b o o k . T h e t e r m " i n c o m e -

s u b s t i t u t e b e n e f i t s " i n c l u d e s s ickness , u n e m p l o y m e n t , 

m a t e r n i t y , a n d social assis tance. M a n y S c a n d i n a v i a n s use 

t h e s e benef i t s as a m e a n s t o ear l ie r r e t i r e m e n t . 

I n F i n l a n d " n e a r l y 7 o u t o f t e n n e w re t i rees re ly o n 

s o m e f o r m o f u n e m p l o y m e n t o r disabi l i ty p a y m e n t s , " 

t h e O E C D r e p o r t e d th is year . O n t h e o t h e r e n d o f t h e 

age s p e c t r u m , g e n e r o u s benef i t s e n c o u r a g e t h e y o u n g t o 

t ake t h e i r t i m e w i t h s c h o o l , d e l a y i n g e n t r y i n t o t h e 

w o r k f o r c e . 

W h e t h e r t h e y w o r k o r n o t , it's u n l i k e l y t h a t S c a n d i 

nav ians wi l l have t o w o r r y a b o u t h a v i n g a r o o f ove r t h e i r 

h e a d s . Severa l c o u n t r i e s h a v e h o u s i n g p r o g r a m s . A l m o s t 

7 5 p e r c e n t o f t h e F i n n i s h p o p u l a t i o n , even h i g h i n c o m e 

e a r n e r s , are e l ig ib le for g o v e r n m e n t - s u b s i d i z e d h o u s i n g , 

a c c o r d i n g t o t h e O E C D . D e n m a r k m a n i p u l a t e s t h e 

h o u s i n g m a r k e t t h r o u g h d i r ec t subs id ies a n d p r i c e r e g u 

l a t i o n . S w e d e n offers a h o u s i n g a l l o w a n c e ba sed o n 

h o u s i n g costs a n d t h e n u m b e r o f c h i l d r e n in t h e h o u s e 

h o l d . 

P a y i n g for m e d i c a l c o v e r a g e isn ' t a c o n c e r n e i the r . 

S c a n d i n a v i a ' s g e n e r o u s h e a l t h - c a r e s y s t e m is w e l l 

k n o w n , w i t h t h e g o v e r n m e n t c o n t i n u i n g t o p i c k u p 

m o s t o f t h e tab . F o r i n s t a n c e , t h e E I U r e p o r t s , t h e N o r 

w e g i a n s y s t e m gives free t r e a t m e n t t o all " w i t h t h e 

e x c e p t i o n o f a d u l t d e n t a l care a n d op t i c i ans . " T h e g o v 

e r n m e n t pays 8 4 p e r c e n t o f h e a l t h - c a r e costs . 

L i k e w i s e , Ice land ' s c e n t r a l g o v e r n m e n t covers a b o u t 

8 5 p e r c e n t o f t h e costs , w i t h pa t i en t s c o n t r i b u t i n g 

t o w a r d o u t p a t i e n t care a n d p h a r m a c e u t i c a l s . I c e l a n d has 

m o r e d o c t o r s p e r 1 ,000 i n h a b i t a n t s t h a n t h e U n i t e d 

States a n d U n i t e d K i n g d o m d o . F i n l a n d has r e d u c e d 

h e a l t h - c a r e s p e n d i n g , p a y i n g a b o u t 7 6 p e r c e n t o f to ta l 

costs i n 2 0 0 3 . F i n n i s h cuts have r e su l t ed in fewer h o s p i 

tal b e d s , fall ing f r o m 11 for eve ry 1,000 i n h a b i t a n t s i n 

t h e 1990s t o fewer t h a n seven in 2 0 0 4 , a c c o r d i n g t o t h e 

E I U . 

Swedes Get Subsidized Health Care 

Su b s i d i z e d h e a l t h care is available t o all S w e d i s h res i 

d e n t s . A d u l t s m a y b e c h a r g e d u p to 9 0 0 k r o n a ( a b o u t 

$ 1 2 6 ) , w h e r e a s c h i l d r e n ( a n y o n e u n d e r 20) rece ive free 

care . D e n t a l care , w h i l e subs id ized f rom t h e n a t i o n a l 

d e n t a l i n s u r a n c e , has b e e n d e r e g u l a t e d , a l l o w i n g 

p r o v i d e r s t o set t h e i r o w n fees. H e a l t h care is largely a 

p u b l i c - s e c t o r effort, w i t h o n l y 8 p e r c e n t o f phys ic ians in 

p r i v a t e p rac t i ce . P r i v a t e insure r s pay for less t h a n 1 p e r 

c e n t o f h e a l t h care . 

D e n m a r k ' s s y s t e m g ives c o v e r a g e t o e v e r y o n e , 

a l t h o u g h i m m i g r a n t s m u s t w a i t six w e e k s for cove rage 

t o start . H e a l t h care is free, w i t h t h e e x c e p t i o n o f 

" d e n t a l care a n d phys io the rapy . " M e d i c a t i o n is subs i 

d i zed . T h e m a j o r i t y o f h e a l t h - c a r e costs , 8 6 p e r c e n t , are 

c o v e r e d b y local mun ic ipa l i t i e s , w i t h t h e rest o f t h e 

m o n e y c o m i n g f r o m t h e cen t ra l g o v e r n m e n t (5 p e r 

c e n t ) , p r i va t e i n s u r a n c e (5 p e r c e n t ) , a n d e m p l o y e r s (4 

p e r c e n t ) , r e p o r t s t h e E I U . 

W h i l e free o r heav i ly subs id ized h e a l t h care for all 

m a y s o u n d ideal , t h e qua l i ty o f t h e care is o f ten far f rom 

it. T h e b igges t p r o b l e m m a y s imp ly b e access. S w e d e n 

has "a l o w p r o p o r t i o n o f g e n e r a l p r a c t i t i o n e r s relat ive t o 

specialists ," n o t e s t h e E I U . S w e d e s o f t en have t o w a i t a 

l o n g t i m e t o b e t r e a t e d for n o n t h r e a t e n i n g c o n d i t i o n s . A 

S w e d i s h c o m p a n y , R e l a x U , has t u r n e d this u n f o r t u n a t e 

rea l i ty i n t o a p rof i t ab le v e n t u r e b y w o r k i n g w i t h 

B a n g k o k P h u k e t hosp i t a l t o o r g a n i z e t r ips t o T h a i l a n d 

for t r e a t m e n t . Le i f E r r e , R e l a x U ' s h e a d , states tha t i n 

S w e d e n " t h e w a i t i n g p e r i o d for a n o p e r a t i o n o r t r ea t 

m e n t c a n b e a n y w h e r e f rom t w o to e i g h t y w e e k s . " S u c h 

n e w s isn' t s h o c k i n g w h e n t h e S w e d i s h g o v e r n m e n t 

freely a d m i t s t ha t " t h e h e a l t h services in S w e d e n rest 

la rge ly in t h e h a n d s o f local po l i t i c ians in 21 g e o g r a p h 

ical areas." 

Al l is n o t we l l i n D e n m a r k e i ther , as D a n e s have o n e 

o f t h e lowes t life e x p e c t a n c i e s in W e s t e r n E u r o p e . As 

costs have r i sen , s tandards have d e c l i n e d a n d w a i t i n g 

t i m e s have inc reased , a c c o r d i n g t o t h e E I U . D a n e s have 

r e s p o n d e d b y t a k i n g g r e a t e r in te res t i n p r iva t e i n s u r a n c e . 
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T h e n u m b e r o f p e o p l e h o l d i n g p r i v a t e po l i c ies rose 

f r o m 1.1 m i l l i o n in 1 9 9 1 t o 1.75 m i l l i o n in 2 0 0 4 . 

F i n l a n d also has a l o w n u m b e r o f g e n e r a l p r a c t i t i o n 

ers , a n d u n t i l r e c e n t l y F i n n s h a d t o w a i t a l o n g t i m e for 

care . T h e g o v e r n m e n t i n t r o d u c e d w a i t i n g - t i m e ta rge ts i n 

2 0 0 5 , a n d t h i n g s h a v e i m p r o v e d , a c c o r d i n g t o t h e 

O E C D . N o r w a y has also i m p l e m e n t e d r e f o r m s t h e r e b y 

i m p r o v i n g se rv ice , r e d u c i n g w a i t i n g t i m e s , a n d i n c r e a s 

i n g levels o f t r e a t m e n t . B u t costs have r i s en s t eep ly d u e 

t o t h e v o l u m e o f se rv ices a n d i n c r e a s i n g salaries, says t h e 

O E C D . O i l r e v e n u e s g ive l i t t le i n c e n t i v e t o i m p o s e c o s t -

c u t t i n g m e a s u r e s . 

Paying the Piper 

Sc a n d i n a v i a n s m a y s e e m t o h a v e it all, w i t h g e n e r o u s 

p a t e r n i t y leave, s ick leave, e d u c a t i o n benef i t s , a n d 

c h e a p h e a l t h care , b u t it all c o m e s at a p r i c e . S c a n d i n a 

v ians pay for t h e s e benef i t s w i t h h i g h t a x e s . T h e g o v e r n 

m e n t s m a k e n o effort t o h i d e th is , as e v i d e n c e d b y this 

p a r a g r a p h f r o m a D a n i s h g o v e r n m e n t t ax g u i d e for n e w 

c i t izens : 

" T h e t ax ra te in D e n m a r k is o n e o f t h e h i g h e s t i n t h e 

w o r l d , as D e n m a r k has a very l a rge p u b l i c sec tor . T h e 

p u b l i c s e c t o r l o o k s after m a n y t h i n g s t h a t p e o p l e in 

o t h e r c o u n t r i e s o f t en h a v e t o p a y for t h e m s e l v e s o r t h a t 

m a y n o t e v e n b e available t o t h e p u b l i c . D a n i s h soc i e ty 

is e x p e n s i v e t o r u n a n d t h u s r equ i r e s a l o t o f t ax funds ." 

D a n e s are sub jec t t o n u m e r o u s taxes , i n c l u d i n g s ta te 

i n c o m e taxes a n d m u n i c i p a l , c o u n t y , a n d c h u r c h taxes . 

T a x ra tes are p rogress ive a n d r e a c h 5 9 p e r c e n t . I n c o m e 

taxes w e r e c u t i n 2 0 0 4 , a n d a t ax freeze was i m p l e m e n t 

e d in 2 0 0 1 . T h e D a n i s h M i n i s t r y o f F i n a n c e p ro jec t s t h a t 

t h e t ax b u r d e n as a p e r c e n t a g e o f G D P wi l l fall f r o m 

5 0 . 1 p e r c e n t i n 2 0 0 5 t o 4 7 . 5 b y 2 0 0 7 . 

Taxes stifle bus iness . A h i g h t ax o n n e w cars m a k e s 

i n n o v a t i o n in t h e a u t o s e c t o r imposs ib l e , a c c o r d i n g t o 

Ford ' s m a n a g i n g d i r e c t o r i n D e n m a r k , K e n n e t h J o r -

g e n s e n . Taxes a n d du t i e s a c c o u n t for a r o u n d 5 0 p e r c e n t 

o f G D P . C u r r e n t l y , c o r p o r a t e taxes are l ev i ed at 2 8 p e r 

c e n t . 

Sweden ' s tax b u r d e n was 50 .5 p e r c e n t o f G D P in 2 0 0 4 . 

T h e O E C D no t e s tha t s o m e Swedes avoid taxes b y w o r k 

i n g fewer h o u r s o r " o p e r a t i n g in t h e b lack e c o n o m y . " 

S w e d i s h taxes a re so h i g h t h a t e v e n t h e S w e d i s h t a x 

a u t h o r i t y d o e s n ' t w a n t t o p a y t h e m . A M a y 19 a r t i c l e 

i n Forbes m a g a z i n e n o t e d t h a t t h e S w e d i s h t a x a u t h o r 

i ty p r o d u c e d t e l e v i s i o n c o m m e r c i a l s i n E s t o n i a t o 

e s c a p e t h e h i g h taxes in S w e d e n . T h e s e c o m m e r c i a l s , 

w h i c h e n c o u r a g e d S w e d e s t o p a y t h e i r taxes o n t i m e , 

w o u l d h a v e cos t " 5 0 t o 1 0 0 p e r c e n t m o r e t o m a k e i n 

h i g h - t a x S w e d e n . " D e s p i t e h a v i n g h i g h p e r s o n a l 

i n c o m e taxes , S w e d e n has l o w c o r p o r a t e taxes w i t h a 

flat 2 8 p e r c e n t r a t e . T h e i n h e r i t a n c e a n d gift t ax was 

a b o l i s h e d i n 2 0 0 4 . 

" F i n n s face a h i g h p e r s o n a l t ax b u r d e n , pa r t i cu l a r ly 

w h e n t a k e n t o g e t h e r w i t h m u n i c i p a l t ax , c h u r c h t ax a n d 

social i n s u r a n c e c o n t r i b u t i o n s , " r e p o r t s D e l o i t t e T o u c h e . 

F in land ' s c o r p o r a t e t ax ra te was l o w e r e d in 2 0 0 5 f r o m 

2 9 p e r c e n t t o 2 6 p e r c e n t . F in land ' s V A T ( v a l u e - a d d e d 

tax) r a te for g o o d s a n d serv ices is 2 2 p e r c e n t . 

L ike t h e F i n n s , N o r w e g i a n s face a h e a v y t ax b u r d e n , 

w i t h p rogress ive i n c o m e tax rates u p t o 5 1 . 3 p e r c e n t in 

2 0 0 5 . T h e w e a l t h t ax wi l l b e h a l v e d this yea r a n d c u t 

aga in in 2 0 0 7 ; t h e goa l is t o e l i m i n a t e it eventual ly . C o r 

p o r a t e taxes are 2 6 p e r c e n t , a n d t h e V A T ra te is at 2 2 

p e r c e n t . 

Ice land ' s l o w c o r p o r a t e a n d p e r s o n a l i n c o m e taxes 

are a n e x c e p t i o n t o t h e ru le , a n d t h e y wi l l g o e v e n l o w e r 

t h a n k s t o r e f o r m s t h a t s t a r t ed in 2 0 0 4 a n d t h a t wi l l c o n 

t i n u e t h r o u g h n e x t year . T h e g e n e r a l ra te for p e r s o n a l 

i n c o m e t ax wi l l b e l o w e r e d t o 2 1 . 7 5 p e r c e n t b y 2 0 0 7 . 

R e f o r m s i n t r o d u c e d in 2 0 0 2 have l o w e r e d c o r p o r a t e 

taxes f rom 3 0 to 18 p e r c e n t (26 p e r c e n t for pa r t ne r sh ip s ) , 

Indsigt m a g a z i n e r e p o r t s . T h e s e taxes are l o w e r t h a n t h e y 

w e r e in t h e early '90s , w h e n t h e ra te was 5 0 p e r c e n t . 

" T h e largest s ingle s o u r c e o f T r e a s u r y r e v e n u e is t h e 

v a l u e - a d d e d tax , w h i c h is l ev i ed at 2 4 . 5 p e r c e n t o n m o s t 

g o o d s a n d serv ices ," t h e C e n t r a l B a n k o f I ce l and r e p o r t 

e d last year. T h e V A T has also b e e n t a r g e t e d for r e f o r m . 

C o r p o r a t e rates in t h e s e c o u n t r i e s are c o n s i d e r a b l y 

l o w e r t h a n i n c o m e tax ra tes , i n d i c a t i n g tha t S c a n d i n a 

v i a n g o v e r n m e n t s r e c o g n i z e t h e necess i ty o f l o w rates t o 

a t t r ac t n e w i n v e s t m e n t . 

Open for Business 

Th e s e c o u n t r i e s have a sol id base for i n v e s t m e n t 

t h r o u g h t h e i r p r o t e c t i o n o f p r o p e r t y r i gh t s a n d 

s t r o n g r u l e o f law. M o r e o v e r , t h e y offer an e d u c a t e d 

w o r k f o r c e , a r a n g e o f n a t u r a l r e sou rce s , a n d l i t t le o r n o 

c o r r u p t i o n . I n a d d i t i o n t o l o w c o r p o r a t e t ax ra tes , t h e 
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S c a n d i n a v i a n s have m a d e o t h e r n o t a b l e c h a n g e s t o o p e n 

t h e d o o r t o i n v e s t m e n t . 

P r i v a t i z a t i o n has c o m e t o t h e s e c o u n t r i e s , t h u s 

i n c r e a s i n g o p p o r t u n i t i e s for i n v e s t m e n t , a l t h o u g h s o m e 

h a v e b e e n s lower t h a n o t h e r s . T h e E I U n o t e s t h a t p r i v a 

t i z a t i o n has e x p o s e d " D e n m a r k t o i n c r e a s e d c o m p e t i t i v e 

p r e s s u r e s " a n d has p r o v i d e d a "usefu l s o u r c e o f i n c o m e 

for r e d u c i n g p u b l i c - s e c t o r d e b t . " 

A c c o r d i n g t o t h e Invest i n I c e l a n d A g e n c y , p u b l i c 

o w n e r s h i p t h e r e is b e i n g " p h a s e d d o w n b y p r i v a t i z a t i o n 

a n d t h e m a i n ro le o f t h e p u b l i c s e c t o r is i n h e a l t h , e d u 

c a t i o n a n d social wel fa re . " I c e l a n d i c i ndus t r i a l p o l i c y has 

u n d e r g o n e c h a n g e s o v e r t h e past d e c a d e t h r o u g h i m p l e 

m e n t a t i o n o f " a m o r e act ive c o m p e t i t i o n p o l i c y r e p l a c 

i n g p r i c e s u p e r v i s i o n o r e v e n p r i c e c o n t r o l s t h a t 

p r eva i l ed in m a n y sec to r s , " says t h e M i n i s t r y o f F o r e i g n 

Affairs. 

A p p l i c a t i o n s t o establ ish a n e w bus iness in I c e l a n d are 

usua l ly h a n d l e d in o n e day. I n bus iness , t i m e is m o n e y , 

t h u s Ice land ' s q u i c k t u r n o v e r results i n l o w e r o v e r h e a d 

costs . L ikewi se , D e n m a r k offers " q u i c k , i n f o r m a l a n d 

cos t -e f f i c ien t e s t a b l i s h m e n t p r o c e d u r e s , " Invest in D e n 

m a r k says. D e n m a r k also offers a n o n l i n e r eg i s t r a t i on 

s y s t e m a n d boas t s t h a t a c o m p a n y can b e i n c o r p o r a t e d 

" w i t h i n a f e w h o u r s . " 

Es t ab l i sh ing a bus iness i n S w e d e n takes a l i t t le l o n g e r , 

a b o u t t w o t o t h r e e w e e k s . Yet a c c o r d i n g t o a r e p o r t b y 

t h e W o r l d B a n k , it's w o r t h t h e wa i t . A 2 0 0 5 W o r l d B a n k 

c o m p a r i s o n o f 145 c o u n t r i e s f o u n d t h a t S w e d e n is o n e 

o f t h e w o r l d ' s t o p t e n e c o n o m i e s in " t e r m s o f ease o f 

d o i n g bus iness . " 

S t a r t i n g a bus iness in F i n l a n d is easy. T h e F i n n i s h 

g o v e r n m e n t r e p o r t s t h a t 185 n e w f o r e i g n - o w n e d c o m 

pan i e s o p e n e d t h e i r d o o r s t h e r e last year . F in land ' s l o c a 

t i o n aids its success in a t t r a c t i n g n e w c o m p a n i e s . 

" F i n l a n d is a n a t t rac t ive e x p o r t base for t h e Ba l t i c states 

a n d t h e r e g i o n s o f R u s s i a b o r d e r i n g F in l and , " n o t e s 

D e l o i t t e T o u c h e . 

T h e s e c o u n t r i e s also h a v e a h i s t o r y o f t r a d e a n d are 

k n o w n for e x p o r t s s u c h as b a c o n , oi l , a u t o s , fish, t i m b e r , 

m a c h i n e r y , a n d cell p h o n e s . T h e i r f r ee - t r ade po l ic ies 

h a v e c o n t r i b u t e d t o t h e i r g r o w t h . A c c o r d i n g to t h e 

H e r i t a g e F o u n d a t i o n , D e n m a r k , F i n l a n d , N o r w a y a n d 

S w e d e n h a v e a " l o w level o f p r o t e c t i o n i s m , " w h i l e I c e 

l a n d has a " m o d e r a t e level ." 

D e n m a r k , F in l and , a n d S w e d e n are m e m b e r s o f t h e 

E u r o p e a n U n i o n ( E U ) . I ce l and a n d N o r w a y b e l o n g t o 

t h e E u r o p e a n F ree T r a d e Assoc ia t ion (EFTA) a n d to t h e 

E u r o p e a n E c o n o m i c A r e a ( E E A ) . T h e E E A covers t h e 

2 5 m e m b e r states o f t h e E U plus I ce land , L i e c h t e n s t e i n , 

a n d N o r w a y . 

Trade ' s c o n t r i b u t i o n t o t hese e c o n o m i e s is s ignif i

can t . It a c c o u n t e d for 4 6 p e r c e n t o f S w e d i s h G D P in 

2 0 0 3 . T h e S w e d i s h g o v e r n m e n t credi ts s u r g i n g e x p o r t s 

as o n e o f t h e m a i n dr ivers i n e c o n o m i c g r o w t h . N o r w a y 

desc r ibe s t r ade as p a r t o f t h e f o u n d a t i o n t o a d v a n c e its 

e c o n o m y . 

Still Room for Improvement 

These c o u n t r i e s still have m u c h r o o m for i m p r o v e 

m e n t desp i t e t h e s t r ides t h a t t h e y have m a d e 

t o w a r d l ibe ra l i za t ion . S c a n d i n a v i a n c o u n t r i e s have a 

g o o d deal t o offer, ye t t h e i r r e l u c t a n c e t o radical ly 

r e f o r m t h e welfare sy s t em m a k e s t h e m t h e i r o w n w o r s t 

e n e m y . A c c o r d i n g t o S t e p h e n B r u g g e r , e x e c u t i v e 

d i r e c t o r at t h e A m e r i c a n C h a m b e r o f C o m m e r c e in 

D e n m a r k , it is imposs ib l e t o m a i n t a i n th ings t h e w a y 

t h e y are w h i l e e x p e c t i n g different results: 

In o t h e r w o r d s y o u can ' t r e ta in all o f t h e safety 

m e c h a n i s m s o f t h e ex i s t ing social welfare sys t em a n d 

s i m u l t a n e o u s l y g r o w a c o m p e t i t i v e , i n n o v a t i v e a n d 

e n t r e p r e n e u r i a l e c o n o m y . It is i m p o r t a n t t ha t t h e 

g o v e r n m e n t c o m m u n i c a t e t o t h e p o p u l a t i o n tha t w e 

can ' t b o t h r e n e w ourse lves a n d k e e p th ings t h e w a y 

t h e y are, o t h e r w i s e w e wi l l b e o u t p a c e d b y t h e c o u n 

t r ies s u r r o u n d i n g us. It is necessa ry tha t w e c h a n g e 

s o m e th ings f u n d a m e n t a l l y if w e are t o a t t rac t fo re ign 

i n v e s t m e n t . 

A s imp le focus o n p r o d u c t i v i t y w o u l d d o these c o u n 

t r ies a w o r l d o f g o o d . Excess ive r egu la t i ons cos t p r o d u c 

t ivi ty (and m o n e y ) a n d t h u s wi l l de te r , n o t a t t rac t 

i n v e s t m e n t . As t h e U . S . C o m m e r c i a l Se rv i ce a c k n o w l 

edges , S w e d i s h " l a b o r laws crea te an expens ive m a r k e t 

for l o w cost l abor , m a k i n g o p e r a t i o n s l ike f ranchis ing a 

cha l l enge . " 

A t t r a c t i n g i n v e s t m e n t is o n e issue, w h i l e c o n v i n c i n g 

Scand inav i ans t o d e c l i n e g e n e r o u s sick leave a n d g o to 

w o r k is a n o t h e r . S w e d e n ' s p r o b l e m c a n n o t b e b l a m e d o n 
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a n u n e d u c a t e d w o r k f o r c e ; o n t h e con t r a ry , it's t h e less 

ski l led, for t h e m o s t p a r t , w h o are w o r k i n g w h i l e t h e 

e d u c a t e d stay h o m e . 

S w e d e n ' s official u n e m p l o y m e n t ra te , 5 .5 p e r c e n t i n 

A p r i l a c c o r d i n g t o Statist ics S w e d e n , s h o u l d b e v i e w e d 

w i t h skep t i c i sm . A r e c e n t s t u d y b y t h e M c K i n s e y G l o b 

al I n s t i t u t e i nd i ca t e s t h a t S w e d e n ' s real u n e m p l o y m e n t 

ra te is a r o u n d 15 p e r c e n t . " M c K i n s e y r e a c h e d its c o n 

c lus ions b y i n c l u d i n g t h o s e w h o w a n t t o w o r k a n d t h o s e 

c o u l d d o so, m e a n i n g p e o p l e o n g o v e r n m e n t p r o 

g r a m m e s as we l l as t h o s e o n p r o l o n g e d sick leave," 

a c c o r d i n g t o t h e Financial Times. 

T h e s e c o u n t r i e s c o u l d l e a r n a lo t f r o m I ce l and . It has 

o n e o f t h e h i g h e s t l a b o r - p a r t i c i p a t i o n rates i n t h e w o r l d , 

w i t h o l d e r p e o p l e s tay ing in t h e w o r k f o r c e l o n g e r . Li t t le 

I c e l a n d has e x p e r i e n c e d l a rge r g r o w t h a n d l o w e r u n e m 

p l o y m e n t t h a n t h e o t h e r c o u n t r i e s . It s e e m s t h a t t ax 

r e f o r m , p r i v a t i z a t i o n , a n d c i t izens w h o are w i l l i n g t o 

w o r k bef i t g r o w t h . 

G r e a t e r p r i v a t i z a t i o n o p e n s t h e d o o r t o m o r e inves t 

m e n t . A l t h o u g h state o w n e r s h i p is d e c l i n i n g in N o r w a y , 

it still has a l o n g w a y t o go . T h e g o v e r n m e n t o w n s s o m e 

o f t h e largest c o m p a n i e s i n N o r w a y , s u c h as Sta toi l , 

w h i c h is par t ia l ly p r iva t i zed , a n d N o r s k H y d r o . T h e g o v 

e r n m e n t also o w n s o t h e r e n t e r p r i s e s r a n g i n g f r o m e l e c 

t r i c p lan ts t o b a n k s . N o r w a y ' s p r o b l e m s e x t e n d b e y o n d 

its l ack o f p r i v a t i z a t i o n . N o r w e g i a n l a b o r costs a n d taxes 

d e t e r i n v e s t m e n t as we l l . 

Scand inav i a has t a k e n n o t a b l e s teps t o w a r d l ibe ra l i za 

t i o n a n d has b e n e f i t e d g rea t ly f r o m it. If h i s t o r y is any 

i n d i c a t i o n , g r e a t e r l i b e r a l i z a t i o n w i l l b r i n g g r e a t e r 

i n v e s t m e n t . T h i s t r a n s f o r m a t i o n d e p e n d s i n la rge p a r t o n 

po l i t i ca l wi l l . Va r ious fac tors , i n c l u d i n g t h e c o m p e t i t i v e 

forces o f g l o b a l i z a t i o n a n d t h e fiscal p re s su re o f la rge 

a g i n g p o p u l a t i o n s , m a y c o n v i n c e t h e i r l eaders tha t 

there ' s still w o r k t o b e d o n e . |§) 
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Our Economic Past 

When the Government 
Took Over U.S. Investment 
B Y R O B E R T H t G G S 

I n t h e o f t - q u o t e d final c h a p t e r o f The General Theory 

of Employment, Interest, and Money, J o h n M a y n a r d 

K e y n e s c o n c l u d e d t h a t if w e are t o avo id a c h r o n i c 

t e n d e n c y t o w a r d e c o n o m i c d e p r e s s i o n , t h e state wi l l 

have t o u n d e r t a k e , a m o n g o t h e r t h i n g s , " a s o m e w h a t 

c o m p r e h e n s i v e soc ia l i sa t ion o f i n v e s t m e n t . . . t h o u g h 

this n e e d n o t e x c l u d e all m a n n e r o f c o m p r o m i s e s a n d o f 

dev ices b y w h i c h p u b l i c a u t h o r i t y wi l l c o - o p e r a t e w i t h 

p r i v a t e in i t ia t ive ." 1 F o r t u n a t e l y , i n t h e l o n g t e r m this i l l -

f o u n d e d p o l i c y p r o p o s a l was n o t e m b r a c e d o u t r i g h t i n 

e i t h e r t h e U n i t e d K i n g d o m o r t h e U n i t e d States . F o r 

several years , h o w e v e r , d u r i n g W o r l d W a r II , t h e U . S . 

g o v e r n m e n t d i d c a r r y o u t a " s o m e w h a t c o m p r e h e n s i v e 

soc ia l i sa t ion o f i n v e s t m e n t , " w h o s e effects m o s t e c o n o 

mis ts , t h e n a n d a f te rward , have m i s u n d e r s t o o d . 

I n m i d - 1 9 4 0 , t h e U . S . g o v e r n m e n t i n i t i a t ed a s e r ious 

p r o g r a m t o p r e p a r e for war . B e t w e e n J u n e 1 9 4 0 a n d 

D e c e m b e r 1941 a b o u t $ 3 6 b i l l ion was m a d e available t o 

t h e W a r D e p a r t m e n t a l o n e — m o r e t h a n t h e A r m y a n d 

N a v y c o m b i n e d h a d s p e n t d u r i n g W o r l d W a r I. As S e c 

r e t a r y o f W a r H e n r y L. S t i m s o n r e m a r k e d , h o w e v e r , " t h e 

p i n c h c a m e in g e t t i n g m o n e y t u r n e d i n t o w e a p o n s . " T h e 

U n i t e d States possessed e n o r m o u s p o t e n t i a l t o p r o d u c e 

m u n i t i o n s , b u t ear ly i n 1 9 4 0 its m u n i t i o n s i n d u s t r y was , 

i n D o n a l d N e l s o n ' s w o r d s , " o n l y a t o k e n indus t ry , " a n d 

b y c o m p a r i s o n w i t h t h e m u n i t i o n s i n d u s t r y o f J a p a n o r 

any o f t h e g rea t E u r o p e a n p o w e r s , " a p igmy." To s u c 

c e e d , t h e r e a r m a m e n t p r o g r a m s o m e h o w h a d t o " e n a b l e 

A m e r i c a n i n d u s t r y t o m a k e t h e h e a v y capi ta l c o m m i t 

m e n t s , p l a n t e x p a n s i o n , a n d o r g a n i z a t i o n a l c h a n g e s 

essent ia l t o l a rge-sca le a r m a m e n t p r o d u c t i o n . " ^ 

I n 1 9 4 0 a n d 1 9 4 1 t h e g o v e r n m e n t p l a c e d h e a v y 

r e l i ance o n m e a s u r e s t o i n d u c e p r i v a t e e n t e r p r i s e s t o 

invest i n w a r - r e l a t e d i ndus t r i a l capac i ty b y g r a n t i n g t ax 

c o n c e s s i o n s a n d b y a d o p t i n g n e w p r o c u r e m e n t r u l e s — 

c o s t - p l u s c o n t r a c t s , a d v a n c e p a y m e n t s , a n d o t h e r m e a s 

u r e s — t o shift r isks f r o m t h e a r m s supp l ie r s t o t h e 

t a x p a y e r s . 3 B u s i n e s s m e n , h o w e v e r , w e r e r e l u c t a n t t o 

invest heav i ly in t h e pro jec ts t h e w a r p l a n n e r s d e e m e d 

m o s t u r g e n t l y n e e d e d , a n d u l t imate ly , especial ly after t h e 

d e c l a r a t i o n o f w a r in D e c e m b e r 1 9 4 1 , t h e g o v e r n m e n t 

r e s o r t e d for t h e m o s t p a r t t o d i rec t ly f i nanc ing t h e 

b u i l d - u p o f w a r - r e l a t e d capital ; t ha t is, it r e s o r t e d t o 

w h a t h a d b e e n cal led, d u r i n g t h e w a r o f 1914—18, " w a r 

socia l ism." 

F o r n e t n a t i o n a l i n v e s t m e n t c o n s i d e r e d in its e n t i r e 

ty, t h e g o v e r n m e n t c o m p l e t e l y d i s p l a c e d p r i v a t e 

inves tors d u r i n g t h e war . A c c o r d i n g to N a t i o n a l I n c o m e 

a n d P r o d u c t A c c o u n t s data for t h e years 1942—45, net 

pr iva t e i n v e s t m e n t was m i n u s $6 .2 b i l l ion , a n d net g o v 

e r n m e n t i n v e s t m e n t was plus $ 9 9 . 4 b i l l i on . 4 A l t h o u g h 

e c o n o m i s t s have c r e d i t e d this g o v e r n m e n t i n v e s t m e n t 

w i t h v a r i o u s pos i t ive c o n t r i b u t i o n s t o w a r t i m e a n d p o s t 

w a r e c o n o m i c g r o w t h , t h e b u l k o f it h a d lit t le o r n o 

va lue b e y o n d its i m m e d i a t e c o n t r i b u t i o n t o w i n n i n g t h e 

war . T h u s this e p i s o d e d ramat i ca l ly exposes a f u n d a m e n 

tal, b u t false, a s s u m p t i o n tha t u n d e r l i e s t h e official da ta 

o n capi ta l f o r m a t i o n — n a m e l y , t h a t all e x p e n d i t u r e s for 

d u r a b l e p r o d u c e r g o o d s o r m u n i t i o n s f o r m g e n u i n e 

capi ta l . 

O f t h e g o v e r n m e n t ' s vast w a r t i m e e x p e n d i t u r e s for 

"cap i t a l f o r m a t i o n , " a lmos t $ 1 4 b i l l i on w e n t t o b u i l d s o -

cal led c o m m a n d ins ta l l a t ions—bases , t r a i n i n g facilities, 

a m m u n i t i o n d e p o t s , s t ag ing areas, i n d u c t i o n cen t e r s , 

p r i s o n e r c a m p s , a n d a g rea t a s s o r t m e n t o f o t h e r s t r ic t ly 

m i l i t a ry facil i t ies. 5 A t least 9 0 p e r c e n t o f t h e g o v e r n 

m e n t ' s net i n v e s t m e n t o f $ 8 5 b i l l ion for d u r a b l e mi l i t a ry 

equipment i n 1941—45 w e n t t o p u r c h a s e i t ems s u c h as 

c o m b a t a i rp lanes , t anks , wa r sh ips , g u n s , a m m u n i t i o n , a n d 

o t h e r s u c h p u r e l y mi l i t a ry d u r a b l e g o o d s , w h i c h h a d l i t 

tle, if any, va lue in p e a c e t i m e act ivi t ies . 

O f t h e a m o u n t s s p e n t o n m a n u f a c t u r i n g facilities, 
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His latest book is Depress ion, War, and C o l d War: Studies in Political 
Economy. 

T H E F R E E M A N : I d e a s o n L i b e r t y 34 

mailto:rhiggs@independent.org
http://www.indepcndent.org


W h e n t h e G o v e r n m e n t T o o k O v e r U . S . I n v e s t m e n t 

w h i c h a c c o u n t e d for a p p r o x i m a t e l y 9 0 p e r c e n t o f t h e 

g o v e r n m e n t ' s w a r t i m e industrial i n v e s t m e n t o f $ 1 7 . 2 b i l 

l i o n (gross), t h e b u l k f lowed i n t o a h a n d f u l o f i n d u s t r i e s : 

aircraft e n g i n e s , explos ives a n d s h e l l - l o a d i n g , s h i p b u i l d 

i n g a n d repai r , a m m u n i t i o n , g u n s , m a c h i n e r y a n d e l e c 

t r ica l e q u i p m e n t , p e t r o l e u m a n d coa l p r o d u c t s , c o m b a t 

a n d m o t o r i z e d veh ic les , a n d m a c h i n e t o o l s . 6 As e c o n o 

mis t G l e n n M c L a u g h l i n c o n c l u d e d i n 1 9 4 3 , " I n g e n e r 

al, t h e p r o p o r t i o n o f p u b l i c f i n a n c i n g has b e e n at a 

m a x i m u m for t h o s e i n d u s t r i e s w h o s e e x p a n s i o n s h a v e 

b e e n m o s t d i s p r o p o r t i o n a t e t o p r o b a b l e p o s t w a r n e e d s ; 

. . . spec ia l i zed w a r p lan t s . . . possess q u e s t i o n a b l e p e a c e 

t i m e va lue ; . . . [and] s o m e o f t h e s p e c i a l - p u r p o s e 

m a c h i n e r y wi l l b e w o r t h l e s s for p e a c e t i m e o p e r a t i o n s . " 7 

Val ida t ing th is assessment , a 1 9 4 6 s t u d y b y a n analyst for 

t h e B o a r d o f G o v e r n o r s o f t h e Fede ra l R e s e r v e S y s t e m 

c o n c l u d e d , " P r e v a i l i n g o p i n i o n s e e m s t o b e t h a t a b o u t 

t w o - t h i r d s o f t h e G o v e r n m e n t o w n e d w a r p lan t s wi l l 

n o t b e a d a p t a b l e t o p o s t w a r p r o d u c t i o n . " 8 

P o s t w a r a u c t i o n s o f p lan t s t h e g o v e r n m e n t h a d bu i l t 

d u r i n g t h e w a r c o n f i r m e d t h e s e assessments . I n g e n e r a l , 

t h e b i d d e r s offered n o m o r e t h a n a smal l f rac t ion o f 

w h a t t h e g o v e r n m e n t h a d s p e n t t o c o n s t r u c t t h e faci l i 

t ies. F o r e x a m p l e , t h e M a r i t i m e C o m m i s s i o n , w h i c h h a d 

" d e c i d e d t o f i nance t h e e m e r g e n c y [ship]yards as if t h e y 

w e r e a r sena l s " b e c a u s e " i t was b e l i e v e d t h a t t h e y w o u l d 

have l i t t le o r n o p o s t w a r va lue , " d i s c o v e r e d tha t , i n d e e d , 

after t h e war , " sh ipyards w e r e a d r u g o n t h e m a r k e t , " a n d 

" o n l y a f e w f o u n d p u r c h a s e r s w i l l i n g t o p a y e v e n 12 p e r 

c e n t o f w h a t t h e yards cos t . " 9 T h e N a v y ' s e n o r m o u s 

a c c u m u l a t i o n o f n e w a n d e x p a n d e d shipyards h a d s i m i 

larly l i t t le v a l u e after 1 9 4 5 . 1 0 L ikewise , t h e W a r D e p a r t 

m e n t ' s h u g e a c c u m u l a t i o n o f a i r c r a f t -bu i l d ing p lan t s 

r e p r e s e n t e d a drast ical ly excess ive capac i ty for satisfying 

t h e a n e m i c p o s t w a r d e m a n d for aircraft, a n d h e n c e it 

h a d l i t t le va lue . 1 1 

Unsustainable Distortions 

Besides p r o d u c i n g u n s u s t a i n a b l e d i s t o r t i o n s in t h e 

sec to ra l a n d i ndus t r i a l c o m p o s i t i o n o f t h e capi ta l 

s tock , t h e g o v e r n m e n t ' s i n v e s t m e n t p r o g r a m c r e a t e d d i s 

t o r t i o n s i n its l o c a t i o n a l d i s t r i b u t i o n t h a t re f lec ted , i n 

p a r t , w a r t i m e s e c u r i t y c o n c e r n s a n d , i n p a r t , a d j u s t m e n t s 

t o o t h e r f o r m s o f g o v e r n m e n t - i n d u c e d w a r t i m e d i s t o r 

t i ons , for e x a m p l e , t h o s e in available e n e r g y suppl ies . 

M c L a u g h l i n r e m a r k e d in 1 9 4 3 , " M a n y w a r p lan t s 

t h r o u g h o u t t h e c o u n t r y wi l l b e phys ica l ly a p p r o p r i a t e 

for t h e m a n u f a c t u r e o f civi l ian p r o d u c t s b u t g e o g r a p h i 

cally i n a p p r o p r i a t e . " 1 2 

I n s u m , m o s t c o n t e m p o r a r i e s g rea t ly e x a g g e r a t e d t h e 

h e r o i c a c h i e v e m e n t s o f t h e w a r t i m e soc ia l i za t ion o f 

i n v e s t m e n t , as have s u b s e q u e n t h i s t o r i a n s a n d e c o n o 

mis ts . I n la rge p a r t , t h e y s imp ly failed t o a p p r e c i a t e h o w 

m u c h o f t h e " c a p i t a l " t o o k s t r ic t ly m i l i t a r y f o r m s . E v e n 

t h e i n d u s t r i a l i n v e s t m e n t s , h o w e v e r , p r o v e d largely i l l -

su i t ed for m a k i n g a va luab le c o n t r i b u t i o n t o p o s t w a r 

c ivi l ian p r o d u c t i o n : t h e y w e r e t o o c o n c e n t r a t e d in t h e 

w r o n g i n d u s t r i e s a n d in t h e w r o n g l o c a t i o n s for p o s t w a r 

p u r p o s e s . T h e w a r t i m e s o c i a l i z a t i o n o f i n v e s t m e n t 

s e r v e d a def in i te p u r p o s e in h e l p i n g t h e U . S . m i l i t a r y -

indus t r i a l c o m p l e x t o t r i u m p h ove r t h e na t i on ' s e n e m i e s 

in W o r l d W a r II , b u t b e y o n d tha t , its a c h i e v e m e n t s h a d 

l i t t le, if a n y t h i n g , t o r e c o m m e n d t h e m . 1 3 (f̂  
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Government-Mandated 
Fuel-EfEciency Standards 

BY M I C H A E L H E B E R L I N G 

Go v e r n m e n t mis t akes have l o n g lives. I n r e s p o n s e 

t o t h e e n e r g y crisis o f t h e 1970s , C o n g r e s s 

passed t h e E n e r g y Po l i cy a n d C o n s e r v a t i o n 

A c t . T h i s l eg i s la t ion h a d t w o m a j o r ob jec t ives : 1) 

R e d u c e o u r overal l c o n s u m p t i o n o f p e t r o l e u m a n d 2) 

r e d u c e o u r d e p e n d e n c e o n f o r e i g n o i l ( m e a n i n g 

O P E C ) . T h e m e a n s t o a c c o m p l i s h this was C A F E , C o r 

p o r a t e A v e r a g e F u e l E c o n o m y . U n d e r C A F E a u t o m o 

bi le m a n u f a c t u r e r s w e r e r e q u i r e d t o p r o d u c e cars t h a t 

a v e r a g e d 18 mi le s p e r ga l lon . F o r l i gh t t r u c k s t h e s t a n 

d a r d was 15 .8 M P G . T h e r e was s o m e flexibility. E v e r y 

car (or t r u c k ) d i d n o t have t o m e e t t h e s t andard . H o w 

ever, t h e average o f all m o d e l s (small, m e d i u m , a n d large) 

h a d t o m e e t o r e x c e e d t h e s t andard . Fa i lu re t o d o so 

w o u l d resul t i n a f ine o f $ 5 5 p e r car for e v e r y M P G 

shor t fa l l . C A F E ini t ia l ly t o o k effect w i t h t h e 1 9 7 8 m o d 

els. T h e s t a n d a r d was i n c r e a s e d in 1 9 8 5 t o 2 7 . 5 M P G for 

cars a n d t o 2 0 . 7 M P G for l igh t t r u c k s . T h e l i g h t - t r u c k 

s t anda rd wi l l i nc rease t o 2 2 . 2 M P G in 2 0 0 7 . 

As h a p p e n s so o f t en , t h e results o f t h e fue l -ef f ic iency 

p r o g r a m w e r e o p p o s i t e o f t h e s ta ted ob jec t ives . B y 

r e d u c i n g t h e p e r - m i l e cos t o f d r i v i n g , it b e c a m e e c o 

n o m i c a l t o d r i v e m o r e . F o r g e t c a r p o o l i n g a n d p u b l i c 

t r a n s p o r t a t i o n . T h e s ignif icant savings in M P G (114 p e r 

c e n t i m p r o v e m e n t for cars a n d 5 6 p e r c e n t i m p r o v e m e n t 

for l i gh t t rucks ) w e r e m o r e t h a n offset b y a n inc rease in 

t h e p e r cap i ta mi le s d r i v e n ( t h r o u g h m o r e le isure d r i v 

i n g a n d l i v ing f a r the r away f r o m t h e w o r k p l a c e ) . S o 

in s t ead o f s e e i n g a d r o p in oi l c o n s u m p t i o n , t h e r e was a 

significant increase. I n 1 9 7 5 U . S . c o n s u m p t i o n o f oi l was 

1 4 . 4 m i l l i o n bar re l s p e r day. Today, w e c o n s u m e 18 .7 

m i l l i o n bar re l s p e r day. G i v e n this r eve la t ion , it s h o u l d 

n o t c o m e as a s u r p r i s e t h a t oi l i m p o r t s d id n o t dec rease 

as p r e d i c t e d b u t increased. I n 1 9 7 5 , b e f o r e C A F E , w e 

i m p o r t e d 3 7 p e r c e n t o f o u r p e t r o l e u m r e q u i r e m e n t s . 

A c c o r d i n g t o t h e g o v e r n m e n t ' s Monthly Energy Review o f 

J u l y 2 0 0 5 , w i t h C A F E w e n o w i m p o r t 6 4 p e r c e n t . 

C A F E n e i t h e r r e d u c e d A m e r i c a ' s use o f fo re ign oil n o r 

l o w e r e d o u r c o n s u m p t i o n o f gasol ine . 

E v e n if t h e masses h a d d o n e w h a t t h e el i te class 

w a n t e d ( that is, d r ive less), it is u n l i k e l y t h e results w o u l d 

h a v e b e e n m u c h be t t e r . C o n v e n t i o n a l w i s d o m assumes 

t h a t m o s t o f a ba r r e l o f p e t r o l e u m b e c o m e s gasol ine for 

a u t o m o b i l e s . Actual ly , gaso l ine a c c o u n t s for less t h a n ha l f 

(44 p e r c e n t ) o f t h e p e t r o l e u m e n d - p r o d u c t s . S o m e o f 

t h e o t h e r e n d - p r o d u c t s i n c l u d e : p e t r o c h e m i c a l s (such as 

p las t ics ) , je t fuel, diesel fuel, k e r o s e n e , p r o p a n e , a n d h o m e 

h e a t i n g oil . 

W h e n t h e C A F E s tandards t o o k effect i n 1 9 7 8 , t h e 

ini t ia l i m p a c t was b e n i g n . B e c a u s e o f t h e h i g h gas p r i ce s , 

c o n s u m e r s a l ready s t rong ly p r e f e r r e d h i g h - m i l e a g e cars. 

T h e r e was n o n e e d for a m a n d a t e b e c a u s e c o n s u m e r s 

a n d t h e a u t o i n d u s t r y w e r e r e s p o n d i n g t o m a r k e t c o n d i 

t ions . In 1 9 8 1 p r i ce s p e a k e d at an in f l a t ion -ad jus ted 

$ 3 . 0 7 a ga l lon . After tha t , real gas p r i ce s s ta r ted t o p l u m 

m e t . B y 1 9 8 6 t h e y h a d fallen t o t h e lowes t levels in 3 0 

years . As a resul t , A m e r i c a n c o n s u m e r s w e r e a b a n d o n i n g 

t h e small cars for t h e i r t r u e love: B i g C a r s . U n f o r t u n a t e 

ly, P h a s e II o f C A F E was j u s t k i c k i n g in . T h e federal 

g o v e r n m e n t was n o w p u l l i n g t h e a u t o i n d u s t r y a n d t h e 

c o n s u m e r in o p p o s i t e d i r ec t ions . B y l a w t h e a u t o i n d u s 

t ry w o u l d b e p u n i s h e d if it p r o v i d e d p r o d u c t s tha t t h e 

c o n s u m e r w a n t e d . T h e i n d u s t r y h a d n o c h o i c e b u t t o 

p u r s u e t h e f o l l o w i n g suic idal s t ra tegy: O v e r c h a r g e for 

t h e b i g cars c o n s u m e r s d e m a n d e d in o r d e r t o res t r ic t 

Michael Heberling (mheber01@baker.edu) is president of the Baker 
College Center for Graduate Studies in Flint, Michigan. 
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G o v e r n m e n t - M a n d a t e d F u e l - E f f i c i e n c y S t a n d a r d s 

sales, a n d g ive away t h e smal l cars t h a t c o n s u m e r s d i d n ' t 

w a n t i n o r d e r t o e n c o u r a g e sales. 

U n f o r t u n a t e l y , c o n s u m e r s r e s p o n d e d to this shell 

g a m e in a w a y t h a t n e i t h e r t h e g o v e r n m e n t n o r t h e a u t o 

i n d u s t r y w a n t e d . T h e y s t o p p e d b u y i n g cars . T h e l a r g e -

car m a r k e t has effectively b e e n r e p l a c e d b y p i c k u p 

t r u c k s , S U V s , a n d m i n i v a n s . T h e l i g h t - t r u c k m a r k e t , 

w h i c h is n o t sub jec t t o t h e s a m e C A F E re s t r i c t ions as 

cars , has g o n e f r o m 2 8 p e r c e n t o f t h e m a r k e t i n 1 9 8 7 t o 

ove r 5 5 p e r c e n t today. T h i s c o n s u m e r r e b e l l i o n also 

r e su l t ed in t h e f o l l o w i n g C A F E i rony : T h e f u e l - e c o n o 

m y average for all veh ic le s d r o p p e d f r o m 2 6 . 2 M P G in 

1 9 8 7 t o t h e 2 4 . 4 M P G today. 

It w o u l d b e h a r d t o f ind a m o r e a n t i - c o n s u m e r , a n t i -

bus iness , a n t i - j o b s , o r a n t i - A m e r i c a n p i e c e o f l eg i s la t ion . 

T h e C A F E laws fo rced t h e B i g T h r e e a u t o i n d u s t r y t o 

un i l a te ra l ly s u r r e n d e r its s t r o n g sui t , t h e l a r g e - c a r m a r 

ke t , a n d g o h e a d to h e a d agains t t h e sma l l - ca r s t r o n g suit 

o f t h e J a p a n e s e m a n u f a c t u r e r s . T h i s was n o c o n t e s t . I n 

2 0 0 4 t h e t o p f o u r se l l ing cars w e r e are all J a p a n e s e : T o y 

o ta C a m r y , H o n d a A c c o r d , T o y o t a C o r o l l a , a n d H o n d a 

C i v i c . 

To m a k e c o m p l i a n c e e v e n m o r e difficult, e a c h o f t h e 

B i g T h r e e A m e r i c a n a u t o m o b i l e c o m p a n i e s ac tua l ly 

have t o m e e t t w o sets o f C A F E s tandards , o n e for 

d o m e s t i c a l l y p r o d u c e d cars a n d o n e for f o r e i g n - m a d e 

cars. I n o t h e r w o r d s , t h e U . S . c o m p a n i e s c o u l d n o t 

u se t h e i r h i g h - M P G f o r e i g n - p r o d u c e d cars t o offset 

l o w - M P G d o m e s t i c cars . S i n c e t h e la rge cars w e r e 

m o r e l ikely t o b e p r o d u c e d i n t h e U n i t e d Sta tes , t h e 

d o m e s t i c - f l e e t t a rge t o f 2 7 . 5 M P G was all b u t u n r e a c h 

able. To avo id fines for p r o d u c i n g cars t h a t t h e c o n s u m e r 

w a n t e d , t h e a u t o i n d u s t r y h a d fou r o p t i o n s : 1) d o w n s i z e 

t h e l a rge cars , 2) s t o p p r o d u c t i o n o f la rge cars, 3) m o v e 

l a r g e - c a r p r o d u c t i o n overseas , o r 4) m a k e t h e d o m e s t i c 

la rge cars " f o r e i g n " b y o u t s o u r c i n g at least 2 5 p e r c e n t o f 

t h e pa r t s . If all th is s e e m s insane , that 's b e c a u s e it is. 

Bes ides b e i n g i g n o r a n t o f e c o n o m i c s , o u r e l i te class 

d o e s n o t k n o w m u c h a b o u t e n g i n e e r i n g . T h e y a s s u m e 

t h a t t h e a u t o m a n u f a c t u r e r s are de l i be r a t e ly h i d i n g t h e 

t e c h n o l o g i c a l silver b u l l e t t h a t wi l l e n a b l e cars t o ge t 

p h e n o m e n a l gas m i l e a g e . W h i l e a f e w k n o w n e n g i n e e r 

i n g c h a n g e s c o u l d m a k e m a r g i n a l i m p r o v e m e n t s , t h e 

o n l y p r o v e n w a y t o m a k e subs tan t ia l gains in m i l e s - p e r -

ga l lon eff ic iency is t o r e d u c e t h e w e i g h t o f cars . T h i s is 

a c c o m p l i s h e d b y b o t h m a k i n g t h e cars smal le r a n d b y 

r e p l a c i n g s teel pa r t s w i t h plast ic pa r t s . T h e average 

w e i g h t o f n e w cars has d r o p p e d b y a n average o f 1,000 

p o u n d s s ince C A F E b e c a m e law. W h i l e l i g h t e r cars ge t 

s ignif icant ly b e t t e r gas m i l e a g e t h a n h e a v i e r cars d o , this 

c o m e s w i t h a p r i c e . T h e r e is a n u n a v o i d a b l e t r adeo f f 

b e t w e e n b e t t e r m i l e a g e a n d safety. T h e f o l l o w i n g is n o t 

r o c k e t sc i ence , j u s t Phys ics 1 0 1 : L i g h t w e i g h t cars are less 

ab le t h a n h e a v y w e i g h t cars t o a b s o r b t h e i m p a c t assoc i 

a t ed w i t h a crash. I n t h e late '90s t h e G e o M e t r o was able 

t o ge t 4 4 M P G . A c c o r d i n g t o t h e E P A , this was o n e o f 

t h e m o s t fuel -ef f ic ient cars i n A m e r i c a . T h e G e o M e t r o 

was also r a n k e d b y t h e I n s u r a n c e In s t i t u t e for H i g h w a y 

Safety as o n e o f t h e m o s t d a n g e r o u s cars in A m e r i c a . It 

h a d a d e a t h ra te d o u b l e t h a t o f t h e overal l car average . 

Deadly Standards 

A s R o b e r t C r a n d a l l o f t h e B r o o k i n g s I n s t i t u t i o n a n d 

J o h n G r a h a m o f t h e H a r v a r d S c h o o l o f P u b l i c 

H e a l t h w r o t e i n t h e Journal of Law and Economics i n 

1 9 8 9 : " C A F E wi l l b e r e spons ib l e for several t h o u s a n d 

a d d i t i o n a l fatalities ove r t h e life o f e a c h m o d e l - y e a r ' s 

cars . W e c o n c l u d e t h a t t h e real social cos t o f g o v e r n 

m e n t - m a n d a t e d fuel e c o n o m y is m u c h g r e a t e r t h a n is 

c o m m o n l y be l i eved . " T h e y w e n t o n t o s tate: " W e es t i 

m a t e t h a t t h e s e 1 9 8 9 m o d e l yea r cars wi l l b e r e spons ib l e 

for 2 , 2 0 0 - 3 , 9 0 0 a d d i t i o n a l fatalities o v e r t h e n e x t t e n 

years b e c a u s e o f C A F E . " W h i l e C r a n d a l l a n d G r a h a m 

l o o k e d o n l y at t h e 1 9 8 9 m o d e l cars , C A F E - i n d u c e d 

fatalities app ly t o e v e r y m o d e l yea r car s ince 1 9 7 8 . 

E c h o i n g a s imi lar c o n c l u s i o n , i n 2 0 0 2 t h e N a t i o n a l 

A c a d e m y o f S c i e n c e e s t i m a t e d t h a t C A F E was r e s p o n s i 

b l e for b e t w e e n 1,300 a n d 2 , 6 0 0 fatalities a n d 1 3 , 0 0 0 t o 

2 6 , 0 0 0 i n c a p a c i t a t i n g in ju r ies in 1 9 9 3 . B a s e d o n da ta 

f r o m t h e N a t i o n a l H i g h w a y Traffic Safety A d m i n i s t r a 

t i o n a n d t h e I n s u r a n c e In s t i t u t e for H i g h w a y Safety 

( I I H S ) , USA Today r e p o r t e d o n J u l y 2 , 1 9 9 9 (based o n 

da ta t h r o u g h 1998) t h a t 4 6 , 0 0 0 p e o p l e h a d d i e d n e e d 

lessly s ince t h e C A F E leg i s l a t ion b e c a m e law. T h e ar t ic le 

also s ta ted: " S m a l l cars c o m p r i s e 18 p e r c e n t o f t h e v e h i 

cles o n t h e r o a d . . . .Yet t h e y a c c o u n t e d for 3 7 p e r c e n t 

o f t h e v e h i c l e d e a t h s i n 1 9 9 7 . " G i v e n t h a t t h e c o n g r e s -

s ional ly m a n d a t e d k i l l ing a n d m a i m i n g has b e e n g o i n g 

o n a n o t h e r seven years , it is p r o b a b l y t i m e t o revise t h e 

to ta l c a r n a g e f igure t o a r o u n d 6 0 , 0 0 0 fatalit ies. 
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M i c h a e l H e b e r l i n g 

It has b e e n 2 8 years s ince C A F E b e c a m e law. A case 

c o u l d b e m a d e tha t this was (and c o n t i n u e s t o be) t h e 

w o r s t p i e c e o f l eg i s l a t ion ever passed b y C o n g r e s s . C o n 

t r a r y t o g r a n d i o s e p r e d i c t i o n s , it d i d n o t r e d u c e oi l c o n 

s u m p t i o n a n d it d i d n o t dec rease o u r d e p e n d e n c y o n 

u n c e r t a i n fo re ign sources o f oil . It d id , h o w e v e r , resul t in 

6 0 , 0 0 0 d e a t h s a n d h u n d r e d s o f t h o u s a n d s o f s e r ious 

in ju r i e s . A n d it has all b u t de s t royed A m e r i c a ' s B i g T h r e e 

a u t o c o m p a n i e s . G i v e n t h e d a m a g e d o n e , C A F E s h o u l d 

b e s c r a p p e d . A n y p e n d i n g C A F E leg is la t ion s h o u l d b e 

p e r m a n e n t l y t ab l ed as we l l . 

M i c r o m a n a g i n g t h e a u t o m o b i l e i n d u s t r y t h r o u g h 

g o v e r n m e n t c e n t r a l i z e d p l a n n i n g has b e e n a co lossa l 

^ a , / , , / I Selected Essays on Political Economy 
P O L I T I C A L B y Frederic Bastiat 
E C O N O M Y Introduction by FA. Hayek 

' »i«f A l t h o u g h w r i t t e n over 150 years ago, these mas te rp ieces o f e l o q u e n t a r g u -
L —1 m e n t a t i o n are still re levant to t h e issues o f o u r o w n day: c o m m u n i s m , labor 

u n i o n i s m , p r o t e c t i o n i s m , g o v e r n m e n t subsidies for t h e arts, co lonia l i sm, t h e welfare state, t he r i gh t to 

e m p l o y m e n t , a n d t h e u n s e e n c o n s e q u e n c e s o f g o v e r n m e n t in te r fe rence w i t h free exchange . 

T h i s co l l ec t ion inc ludes his i m m o r t a l classics " T h e Law," " T h e State," and " W h a t Is Seen and W h a t 

Is N o t Seen ." 

P u b l i s h e d by t h e F o u n d a t i o n for E c o n o m i c E d u c a t i o n 3 5 2 pages, pape rback 

F r e d e r i c Bastiat ( 1 8 0 1 - 1 8 5 0 ) was t h e m o s t u n c o m p r o m i s i n g advoca te o f 

laissez faire in t he n i n e t e e n t h c e n t u r y — a n d arguably t he m o s t quo tab le ! 

H e r e , in a single v o l u m e , are Bastiat's m o s t br i l l iant c o n t r i b u t i o n s to t h e 

controvers ies o f his age. 
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T h e Passing of a Libertarian Activist: 
Chris Tame (1949-2006) 

B Y N O R M A N B A R R Y 

I t is w i t h g rea t sadness , i n d e e d grief, t h a t l ibe r t a r i ans , 

classical l iberals , a n d e v e n t h i n k i n g conserva t ives , 

l e a r n e d o f t h e d e a t h in M a r c h o f C h r i s T a m e , 

f o u n d e r a n d p r e s i d e n t o f t h e prolif ic L i b e r t a r i a n Al l i ance , 

after a pa infu l s t rugg le against cancer . It is an u n d e r s t a t e 

m e n t t o d e s c r i b e C h r i s as i r repress ible , w i t h a b o u n d l e s s 

e n e r g y a n d k n o w l e d g e o f t h e t h e o r y o f l i be r ty a n d t h e 

v i r t ue s o f t h e f r e e - m a r k e t society. H e h a d a fierce c o m 

m i t m e n t t o f r e e d o m in all its express ions pgi y» m 

t h a t w a s s h o c k i n g t o s o m e a n d y e t g 

i m m e n s e l y impress ive t o o t h e r s . H i s ca ree r I { ?Nlf l | 

s p a n n e d t h e b e g i n n i n g s o f t h e f r e e - m a r k e t } ' 

a n d l i be r ty m o v e m e n t i n t h e 1970s , w h e n \ '. . -

m o s t p e o p l e his age a n d i n t e l l i g e n c e w e r e " _ " '• 

socialists o f s o m e sor t , t h r o u g h its h i g h p o i n t 

i n t h e g l o r i o u s 1980s , w h e n it h a d s o m e I 

s u p p o r t i n t h e T o r y party, t o its n a d i r t o d a y 

w h e n t h e r e is a lo t o f talk a b o u t l i be r ty b u t I 

f ew g e n u i n e de f ende r s o f its ideals . B u t -

Chr i s ' s c o m m i t m e n t t o f r e e d o m t r a n s c e n d - . - ^ • 

e d p a r t y f o r t u n e s a n d class, r e l ig ion , o r race . 

H e was b o r n i n En f i e ld a n d e d u c a t e d i n 

c o n v e n t i o n a l s tate s c h o o l s . H e w e n t t o H u l l 

U n i v e r s i t y t o r e a d for a d e g r e e in A m e r i c a n S tud ie s i n 

1 9 6 9 . Af te r un ive r s i t y it w o u l d have b e e n easy for C h r i s 

t o t ake a n o r m a l p o s t g r a d u a t e c o u r s e a n d ge t a j o b i n 

t h o s e b r e e d i n g g r o u n d s o f M a r x i s m a n d all f o r m s o f 

state pa ras i t i sm, t h e p o l y t e c h n i c s . N o t for C h r i s — h e was 

against t h e s tate a n d c e r t a i n l y w o u l d n ' t w o r k for it. H e 

w o r k e d for a n u m b e r o f f r e e d o m t h i n k t anks a n d affili

a t e d o r g a n i z a t i o n s , i n c l u d i n g t h e In s t i t u t e o f E c o n o m i c 

Affairs a n d F O R E S T ( the F r e e d o m O r g a n i s a t i o n for t h e 

R i g h t t o E n j o y a n d S m o k e T o b a c c o ) , a n d h e m a n a g e d 

t h e f r e e - m a r k e t b o o k s t o r e i n C o v e n t G a r d e n , t h e A l t e r -

Chris Tame 

IHIliHl 

na t ive B o o k s h o p , f r o m 1 9 7 9 till 1 9 8 5 . T h r o u g h difficult 

t i m e s h e m a n a g e d t o k e e p u p a p u b l i c a t i o n s r e c o r d tha t 

w o u l d s h a m e m o s t c o n v e n t i o n a l a c a d e m i c s . 

H e was first i n t r o d u c e d t o f r e e - m a r k e t e c o n o m i c s via 

t h e A u s t r i a n s c h o o l , w h i c h is t h e o n l y p a r t o f e c o n o m i c 

o r t h o d o x y t h a t has a firm c o m m i t m e n t t o cap i ta l i sm. 

C h r i s s o o n b e c a m e e x p e r t i n t h e w o r k s o f M e n g e r , 

M i s e s , a n d H a y e k , a n d t h e m o s t s o p h i s t i c a t e d c o n t e m 

p o r a r y p r o p o n e n t s o f f r e e - m a r k e t e c o n o m -

. . ics, M u r r a y R o t h b a r d a n d Israel K i r z n e r . 

.' A l t h o u g h C h r i s was w e l l a w a r e of, a n d 

'•; c o u l d d e m o n s t r a t e w i t h ease, t h e eff iciency 

v& • • o f p r o p e r t y r i gh t s a n d free m a r k e t s , this was 

. - . - . * n o t t h e sole r e a s o n for his e n t h u s i a s m for 

» '*" . cap i ta l i sm. T h e r i g h t t o e x c h a n g e s i m p l y 

': flowed f r o m t h e m o r a l r i g h t t o l iber ty , as d i d 

t h e r i g h t t o p r o p e r t y . T h e s e t h i n g s w e r e n o t 

m e r e l y neces sa ry ad junc t s t o l i b e r t y b u t a n 

e x p r e s s i o n o f it, h o w e v e r r i c h t h e y m a d e us . 

I n all o f this C h r i s was d i rec t ly i n f l u e n c e d 

' b y t h e novel i s t a n d p h i l o s o p h e r A y n R a n d 

a n d h e r O b j e c t i v i s m , w h o s e m o r a l a n t i -

s ta t i sm h e f o u n d so c o m p e l l i n g . B u t u n l i k e 

R a n d , Chr i s ' s a r g u m e n t s for l i b e r t y w e r e always g r a c e d 

w i t h i m p i s h h u m o r . L i b e r t y was s e r i ous , b u t it c o u l d also 

b e fun. 

A l t h o u g h n e v e r p a r t o f t h e es tab l i shed a c a d e m i c 

c o m m u n i t y C h r i s was a prol if ic w r i t e r . H e was a s c h o l 

arly e n q u i r e r i n t o t h e h i s t o r y o f classical l ibe ra l i sm, w r i t 

i n g o n A d a m S m i t h , t h e Sco t t i sh E n l i g h t e n m e n t , a n d 

Norman Barry (norman.barry@buckingham.ac.uk) is a professor of social 
and political theory at the University of Buckingham, UK, the country's 
only private university. 

39 S E P T E M B E R 2006 

mailto:norman.barry@buckingham.ac.uk


N o r m a n B a r r y 

A u s t r i a n e c o n o m i c s . H e also d e l i g h t e d in r e d i s c o v e r i n g 

p r e v i o u s l y n e g l e c t e d f igures i n t h e h i s t o r y o f t h e f ree 

d o m m o v e m e n t ; his m o s t i m p o r t a n t w o r k h e r e was his 

r e s u r r e c t i o n o f t h e " o l d " l ibera l J. M . R o b e r t s o n . F o r his 

scho la r ly c o n t r i b u t i o n s t o t h e field h e was a w a r d e d a 

P h . D . b y M i d d l e s e x Un ive r s i ty . W o r k i n g t o t h e e n d , at 

his d e a t h h e was e n g a g e d in his vast B i b l i o g r a p h y o f 

F r e e d o m . 

W e shall r e m e m b e r C h r i s as t h e l e a d i n g f igure i n 

t h e h a l c y o n days o f t h e l i b e r t a r i a n m o v e m e n t , t h e 

1980s , w h e n e v e n c o n s e r v a t i v e s w e r e e n t e r t a i n i n g r a d 

ical ideas a b o u t f r e e d o m a n d m a r k e t s . H e h a d l i t t le 

t i m e for t h e c u r r e n t g e n e r a t i o n o f T o r i e s , w h o are 

m o r e i n t e r e s t e d in office t h a n ideas . As h e w o u l d r u e 

fully r e m a r k , t h e y are n o t e v e n g o o d at t h a t . H e was 

d i a g n o s e d w i t h a p a r t i c u l a r l y aggress ive f o r m o f b o n e 

c a n c e r i n J u l y 2 0 0 5 , b u t h e b o r e his aff l ic t ion, a n d all 

its p a i n s , w i t h c o u r a g e a n d h u m o r . H e was t o o ill t o 

a t t e n d a c e r e m o n y in 2 0 0 6 b y t h e C e n t r e for t h e N e w 

E u r o p e at w h i c h h e was g r a n t e d t h e A d a m S m i t h L i f e 

t i m e A c h i e v e m e n t awa rd . 

B u t w e wi l l r e m e m b e r C h r i s for his c h a r i s m a t i c p e r 

sona l i ty a n d re lent less o p t i m i s m . W h e n h e was m a n a g e r 

o f t h e A l t e r n a t i v e B o o k s h o p it b e c a m e a m e e t i n g 

g r o u n d for l i be r t a r i ans w h o j u s t w a n t e d s o m e b o d y t o 

talk to . A n d t h a t was n o r m a l l y C h r i s . M o s t o f t h e c u s 

t o m e r s s e e m e d also t o b e a u t h o r s ; o t h e r s h a d j u s t c o m e 

in t o h e a r Chr i s ' s tapes o f Elvis t ha t b r i g h t e n e d u p t h e 

s h o p . H e was a g rea t fan o f r o c k m u s i c a n d j a z z . 

Bills of Rights do not actually maintain freedom. To put it crudely, if the civic order is dominated by 

liberal mores and ideas then a Bill of Rights isn't necessary. If it is not then a Bill of Rights won't help 

you. The Bill of Rights advocates basically suffer from a form of social reification. The Bill of Rights is 

simply a document, it has no reality except as a piece of paper outside of the ideas and behaviour of 

individuals. It was not the paper "checks and balances" of the American Constitution which maintained 

American freedom, it was the "invisible," but actually more real ones manifest in the ideas and actions of 

millions of Americans. The fact that people would rather go hungry than accept state welfare, that 

individuals simply would not put up with the sorts of interventionism now accepted as commonplace by 

contemporary Americans—this is the real power of ideas as social forces. It is the power of the social 

order, of civic society, not scraps of paper, that limited the American state. . . . 

American political and constitutional history offers ample evidence for the case against a Bill of Rights. 

When liberal hegemony was lost in America (from the turn of the century) and the social mores and 

predominant ideas became more collectivist and statist, then the American Constitution and the Bill of 

Rights simply did not serve as a bulwark of freedom. . . . 

It might be plausibly argued that the Constitution and the Bill of Rights slowed down the governmental 

manifestation of collectivism in America, but I doubt if it could be shown that this was of any great 

magnitude. Although it might also be argued that collectivism and statism had to adopt certain judicial 

disguises, to dress themselves in constitutional terms, this was no great problem for them. . . . 

Liberalism and libertarianism need to look elsewhere for the means by which the aggressive use of force 

is minimised and individual rights respected. Those means, in my view, lie in the strengthening of what we 

might term "social power" and the whole moral and psychological structure of society, and by what 

Proudhon called "the dissolution of government in the economic organism." 

—Chris Tame 
"The Case Against a Bill of Rights," 1998 
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On Political Equal i ty 

by Robert A. Dahl 
Yale University Press • 2006 • 142 pages • $24.00 

Rev iewed by R icha rd M . Ebel ing 

On 
Political 
Equality 

R o b e r t A, I )ahl 

i; ' n m a n y o f his w r i t i n g s d u r i n g 

. t he first ha l f o f t h e t w e n t i e t h 

c e n t u r y , t h e I ta l ian classical- l iberal 

h i s t o r i a n G u g l i e l m o F e r r e r o 

e x p l a i n e d t h a t t h e soc i a l cr is is 

t h r o u g h w h i c h t h e W e s t e r n w o r l d 

h a d b e e n pass ing s ince t h e F r e n c h 

R e v o l u t i o n was a b o u t t h e basis o f 

po l i t i ca l l eg i t imacy . 

F o r p rac t ica l ly all o f r e c o r d e d h is tory , t h e m o s t c o m 

m o n l y e x p e r i e n c e d po l i t i ca l r e g i m e was h e r e d i t a r y 

m o n a r c h y . Its r a t i o n a l e was o rde r , c o n t i n u i t y , a n d s tab i l i 

ty. E v e r y o n e k n e w his p l ace a n d du t i e s i n society, a n d 

e a c h p e r s o n was assured a status t h a t p r o v i d e d a d e g r e e 

o f s e c u r i t y — o r so t h e t h e o r y a n d ju s t i f i ca t i on w e n t . 

T h e m o n a r c h c o u l d c l a i m t o p r o v i d e this b e c a u s e h e 

was sove re ign ove r all h e r u l e d — n o t m e r e l y t h e l a n d 

a n d t h e ob jec t s o n it , b u t his subjec ts as we l l . W h i l e t r a 

d i t i o n a n d v a r i o u s po l i t i ca l c o m p r o m i s e s p l a c e d c e r t a i n 

res t ra ints o n w h a t h e c o u l d d o a n d for w h a t r ea son , 

e v e r y t h i n g o v e r w h i c h h e l o r d e d was his p r o p e r t y . 

T h e F r e n c h R e v o l u t i o n , F e r r e r o a r g u e d , u s h e r e d i n 

t h e i dea o f a n e w sovere ign : t h e p e o p l e . B u t w h a t e x a c t 

ly d i d th is m e a n ? I n t h e A m e r i c a n v a r i a t i o n o n this 

t h e m e , t h e focus was g e n e r a l l y o n t h e sove re ign i n d i v i d 

ua l . T h e i n d i v i d u a l is e n d o w e d w i t h c e r t a i n i na l i enab l e 

r i gh t s , a n d t h e po l i t i ca l o r d e r is m e a n t mere ly , t h o u g h 

i m p o r t a n t l y , t o s e c u r e t h e r i gh t s t o life, l iber ty , a n d p r o p 

e r t y f r o m i n d i v i d u a l o r o r g a n i z e d aggress ion . 

S t a r t i n g i n E u r o p e , h o w e v e r , d e m o c r a c y s o o n 

b e c a m e t h e po l i t i ca l v e h i c l e for t h e e x p r e s s i o n o f t h e 

p e o p l e ' s wi l l . A n ind iv idua l ' s f r e e d o m was exp re s sed 

t h r o u g h his p a r t i c i p a t i o n i n a n d t h e resul ts f o l l o w i n g 

f r o m t h e po l i t i ca l p roces s . A t first t h e v o t e was l i m i t e d , 

o f t en t o m e n w h o o w n e d s o m e d e f i n e d a m o u n t o f real 

p r o p e r t y . T h e ju s t i f i ca t i on for t h a t l i m i t a t i o n was t h a t 

s u c h ind iv idua l s h a d d e m o n s t r a t e d t h e responsibi l i ty , 

f o r e t h o u g h t , a n d p rac t i ca l w i s d o m essent ia l t o m a k i n g 

dec i s ions affect ing t h e i n s t i t u t i o n s a n d laws o f society. 

F u r t h e r m o r e , h a v i n g es tab l i shed a d e g r e e o f w e a l t h , t h e y 

m i g h t b e m o r e l ike ly t o b e a b o v e t h e e v e r y d a y t e m p t a 

t i ons o f m a t e r i a l c o r r u p t i o n . 

B u t if t h e p e o p l e are sove re ign it s e e m e d logica l ly 

i n c o n s i s t e n t t o l imi t t h e " f r e e d o m " t o v o t e t o a m i n o r i 

ty o f t h e c i t izenry . So b y t h e ear ly d e c a d e s o f t h e t w e n 

t i e t h c e n t u r y , t h e l og i c o f t h e d e m o c r a t i c idea l l ed t o t h e 

e x t e n s i o n o f t h e f ranchise t o a g r o w i n g n u m b e r o f c i t i 

zens , u n t i l it has c o m e t o b e gene ra l l y a c c e p t e d t h a t 

e v e r y adu l t i n d i v i d u a l i n soc i e ty has a r i g h t t o p a r t i c i p a t e 

i n t h e po l i t i ca l d e c i s i o n - m a k i n g p rocess . 

T h e crisis o f l e g i t i m a c y o f w h i c h F e r r e r o s p o k e has 

la rge ly b e e n d u e t o t h e a m b i g u i t y c o n c e r n i n g t h e l imi t s 

a n d c o n t e n t o f t h e p e o p l e ' s sovere ignty . It also has b e e n 

c lose ly assoc ia ted w i t h t h e c o n n e c t i o n b e t w e e n po l i t i ca l 

a n d social equal i ty . T h i s is t h e t h e m e o f R o b e r t A . Dah l ' s 

r e c e n t b o o k , On Political Equality. D a h l , t h e S t e r l i ng P r o 

fessor E m e r i t u s o f Po l i t i ca l S c i e n c e at Yale Un ive r s i ty , 

c lear ly c o n s i d e r s t h e e s sence o f f r e e d o m t o b e p a r t i c i p a 

t i o n i n t h e po l i t i ca l p roces s . B u t if f r e e d o m is t o b e 

e x p e r i e n c e d equa l ly b y all i n society, t h e i r po l i t i ca l 

equa l i t y m u s t b e m a t c h e d b y a h i g h d e g r e e o f social 

equal i ty . 

A t first h e c o u c h e s his a r g u m e n t i n t e r m s o f w h a t n o 

c i t i zen s h o u l d b e p r e v e n t e d f r o m d o i n g : n o e l ig ib le c i t 

i z e n s h o u l d b e p r e v e n t e d f r o m v o t i n g o r h a v e his v o t e 

o m i t t e d . F u r t h e r , n o c i t i zen s h o u l d b e r e s t r i c t ed f r o m 

o b t a i n i n g i n f o r m a t i o n w i t h w h i c h t o m a k e a n i n f o r m e d 

j u d g m e n t a n d f r o m freely p a r t i c i p a t i n g i n po l i t i ca l 

d e b a t e s a n d d iscuss ions if h e so c h o o s e s . 

It s o o n b e c o m e s c lear t h a t t o D a h l this " n e g a t i v e " 

f r e e d o m f r o m a n y o b s t r u c t i o n t o v o t i n g a n d p a r t i c i p a 

t i o n is necessary for po l i t i ca l equal i ty , b u t it isn ' t sufficient. 

H e p r o c e e d s t o p r e s e n t a n " i d e a l " s tate o f po l i t i ca l e q u a l 

i ty t h a t r equ i r e s a n a r ray o f g o v e r n m e n t - p r o v i d e d " p o s 

i t i v e " f r e e d o m s if his c o n c e p t i o n o f a d e m o c r a t i c U t o p i a 

is eve r t o prevai l . 

I n Dah l ' s idea l d e m o c r a t i c w o r l d , e a c h i n d i v i d u a l 

w o u l d b e assured t h e financial m e a n s a n d t h e free t i m e 

t o b e c o m e i n f o r m e d , k n o w l e d g e a b l e , a n d able t o p a r t i c 

ipa t e in po l i t i ca l d iscuss ions l e a d i n g u p t o a n e l e c t i o n . 

H e b e m o a n s t h e fact t h a t t e r r i t o r i a l size a n d p o p u l a t i o n 
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d e n s i t y p r e c l u d e t h e p r a c t i c e o f t h e s tyl ized " t o w n m e e t 

i n g " w h e r e all a c o m m u n i t y ' s c i t i z e n r y c o m e t o g e t h e r , 

have t h e i r say, a n d t h e n r e a c h t h e i r co l lec t ive dec i s ions 

a b o u t all t h e affairs o f society. 

I r e f e r r ed t o all t h e affairs o f soc i e ty b e c a u s e w h i l e 

D a h l a d m i t s t h a t soc ia l i sm has failed as a po l i t i ca l a n d 

e c o n o m i c sys t em, h e o n l y r e l u c t a n t l y accep t s t h a t t h e r e 

is n o v iab le subs t i t u t e for a m a r k e t e c o n o m y . (In a f o o t 

n o t e h e s e e m s s o r r y t h a t t h e case for " m a r k e t soc i a l i sm" 

n e v e r was g iven t h e h e a r i n g h e t h i n k s it dese rved . ) Yes, 

cap i t a l i sm "de l ive r s t h e g o o d s , " b u t it " c a u s e s " u n e m 

p l o y m e n t , pover ty , bus iness cycles , m o n o p o l i e s , as we l l as 

n o t e n o u g h h o u s i n g , m e d i c a l care , a n d r e t i r e m e n t f u n d 

i n g , a l o n g w i t h t o o m u c h g r e e d a n d selfishness. I n Dah l ' s 

w o r l d t h e ro le o f g o v e r n m e n t is t o r egu la t e , c o n t r o l , a n d 

res t r i c t t h e ac t i ons o f b u s i n e s s m e n so t h e m a r k e t wi l l 

b r i n g f o r t h its h o r n o f p l e n t y w i t h o u t g e n e r a t i n g a n y o f 

t h o s e b a d s ide-effects . 

W o r s t o f all, cap i ta l i sm crea tes an u n e q u a l d i s t r i b u 

t i o n o f w e a l t h , w h i c h m e a n s in his eyes t h a t s o m e have 

m o r e p o w e r a n d i n f l u e n c e ove r t h e g o v e r n m e n t t h a n 

o t h e r s b e c a u s e t h e y h a v e m o r e t i m e a n d m o n e y t o p a r 

t i c ipa te in po l i t i c s . B u t s ince for D a h l t h e o n l y real a n d 

i m p o r t a n t f r e e d o m is po l i t i ca l p a r t i c i p a t i o n , h e n e v e r 

c o n s i d e r s t h a t t h e a n s w e r t o t h e p r o b l e m of po l i t i ca l 

abuse , c o r r u p t i o n , a n d p l u n d e r is t o r e d u c e t h e i n v o l v e 

m e n t o f g o v e r n m e n t in h u m a n affairs. In his eyes t h a t 

w o u l d b e p l a c i n g all t h e i m p o r t a n t issues o f soc i e ty in 

t h e " u n f r e e " w o r l d o f social a n d m a r k e t r e l a t ionsh ips . 

I n d e e d , w h i l e h e a d m i t s t h a t m a n y p e o p l e act ively 

a n d e v e n en thus ias t i ca l ly s u p p o r t a n d p a r t i c i p a t e in v a r 

i o u s socia l a n d c o m m u n i t y e n d e a v o r s , w h a t t h e y lack is 

a sp i r i t of political community. I n Dah l ' s v i e w o n l y in t h e 

po l i t i ca l a r e n a can w e all real ly b e equa l a n d p a r t o f t h e 

h u m a n e x p e r i e n c e o f sha red life a n d p u r p o s e . 

It c o m e s as n o su rp r i s e , t he re fo re , t h a t w h e n D a h l 

tells us t o w a r d t h e e n d o f t h e b o o k w h a t h e t h i n k s 

w o u l d m a k e for a m o r e d e m o c r a t i c society, h e p r o p o s e s : 

(a) ra i s ing t h e m i n i m u m w a g e ; (b) m o r e subsidies to " t h e 

p o o r " a n d for ch i ld care ; (c) un ive r sa l h e a l t h care, 

t h r o u g h m o r e g o v e r n m e n t i n v o l v e m e n t ; (d) g o v e r n 

m e n t - s u b s i d i z e d a n d - m a n i p u l a t e d r e t i r e m e n t p lans ; a n d 

(e) v a r i o u s po l i t i ca l r e f o r m s t o g ive " p e o p l e " r a t h e r t h a n 

" p o w e r f u l i n t e r e s t s " a c o n t r o l l i n g say ove r t h e po l i t i ca l 

de s t i ny o f t h e c o u n t r y . 

F o r D a h l , these are b o t h m e a n s a n d e n d s . T h e y are 

ways o f m a k i n g p e o p l e m o r e pol i t ica l ly equa l , a n d t h e y 

r e p r e s e n t t h e u n s p o k e n ideal o f g e n e r a l ega l i t a r i an i sm 

tha t unde r l i e s his c o n c e p t i o n o f t h e t ru ly d e m o c r a t i c 

a n d the re fo re " f r e e " society. 

T h i s m e a n s tha t t h e crisis o f pol i t ica l l eg i t imacy , 

a b o u t w h i c h F e r r e r o w r o t e , is still u n r e s o l v e d . Is t h e ro le 

o f t h e state t o s ecu re t h e l i be r ty o f ind iv idua l s t o b e s o v 

e r e ign over t h e i r o w n lives, o r is t h e state t o serve as t h e 

coe rc ive m e a n s for f loa t ing ma jo r i t i e s t o r u l e as t h e sov 

e r e ign over t h e lives o f all? If R o b e r t D a h l w e r e t o have 

his way, t h e i nd iv idua l w o u l d b e r e d u c e d to j u s t a v o t e 

in t h e d e m o c r a t i c co l lec t ive mass . @ 

Richard Ebeling (rebeling@fee.org) is president of FEE. 

Collapse: H o w Societies Choose to Fail or Succeed 
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Rev iewed by Gene Callahan 

' a r e d D i a m o n d ' s b o o k Collapse is 

essential ly t h e s e c o n d v o l u m e o f 

t h e w o r k b e g u n b y his p r i z e -

w i n n i n g Guns, Germs, and Steel 

( 1 9 9 8 ) . W h i l e t h e ea r l i e r b o o k 

a t t e m p t e d to isolate w h y ce r t a in 

socie t ies have s u c c e e d e d , t h e la ter 

o n e focuses o n w h y o t h e r s have 

failed. Collapse e x a m i n e s a few p a r a 

d i g m a t i c cases o f societ ies d i s a p p e a r i n g , i n c l u d i n g t h e 

a n c i e n t M a y a n s , t h e Eas te r Is landers (of g i a n t - s t o n e -

h e a d f ame) , t h e G r e e n l a n d N o r s e , a n d t h e Anasaz i o f 

N e w M e x i c o . D i a m o n d t h e n discusses a f ew case s t u d 

ies o f m o d e r n e n v i r o n m e n t a l p r o b l e m s a n d responses , in 

H a i t i , R w a n d a , M o n t a n a , N e w G u i n e a , a n d e l s ewhere . 

H i s p r i m a r y thesis is t h a t e n v i r o n m e n t a l d e g r a d a t i o n is 

t h e c h i e f cause o f s o c i e t y - w i d e failure. 

D i a m o n d is a n e n g a g i n g w r i t e r , a n d his b o o k s are 

always filled w i t h fasc ina t ing s tor ies . B u t h e is n o t a h i s 

t o r i a n (he was t r a i n e d as a phys io log i s t a n d is n o w a p r o 

fessor o f g e o g r a p h y ) , a n d it s h o w s in t h e w a y h e 

c h e r r y - p i c k s t h r o u g h s e c o n d a r y sources t o f ind t h o s e 

tha t s u p p o r t his p r e c o n c e p t i o n s . F o r e x a m p l e , in o n e o f 
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t h e p r i m a r y h i s to r i ca l ep i sodes h e n a r r a t e s , D i a m o n d 

c o n t e n d s t h a t t h e N o r s e s e t t l e m e n t s in G r e e n l a n d 

e x p i r e d p r i m a r i l y b e c a u s e t h o s e S c a n d i n a v i a n co lon i s t s 

d i d n o t adap t suff icient ly t o t h e i r n e w e n v i r o n m e n t d u e 

t o t h e i r r i g i d cu l t u r a l t ies . O n e p u r p o r t e d p i e c e o f e v i 

d e n c e for t h a t c l a i m is tha t , de sp i t e t h e w e a l t h o f fish 

available at t h e i r d o o r s t e p , t h e N o r s e set t lers d i d n o t ea t 

t h e m . T h e i r fool i sh a b s t e n t i o n is d e m o n s t r a t e d , a c c o r d 

i n g t o D i a m o n d , b y a r c h e o l o g i s t s ' fa i lure t o f ind fish 

b o n e s in N o r s e " m i d d e n s " (piles o f r u b b i s h ) . 

B u t J. J. A r n e b o r g a n d o t h e r D a n i s h a n d I c e l a n d i c 

r e s e a r c h e r s h a v e u s e d c h e m i c a l analys is o f N o r s e 

r e m a i n s t o r e fu te D i a m o n d . T h e y h a v e s h o w n t h a t t h e 

d i e t o f t h o s e G r e e n l a n d e r s sh i f ted d r a m a t i c a l l y t o w a r d 

m a r i n e f o o d s o v e r several c e n t u r i e s , a n d t h a t t h e r e is n o 

r e a s o n t o e x p e c t t o f ind fish b o n e s i n t h e i r m i d d e n s : 

T h e b o n e s d e c a y r a p i d l y a n d are also e a t e n b y b i rd s , 

d o g s , a n d p igs . 

I n d i scuss ing t h e N o r s e , D i a m o n d ' s des i re t o m a k e a 

p o i n t s o m e t i m e s so c o n s u m e s h i m t h a t h e c a n n o t e v e n 

m a i n t a i n his t r a in o f t h o u g h t for a n e n t i r e s e n t e n c e . H e 

dec la res , " I n t r y i n g t o c a r r y o n as C h r i s t i a n f a r m e r s , t h e 

N o r s e w e r e p r e p a r e d t o d i e as C h r i s t i a n f a r m e r s , r a t h e r 

t h a n live as Inu i t ; t h e y lost t ha t g a m b l e . " B u t t h e N o r s e 

d e c i d e d t h e y w o u l d p re fe r t o d i e as C h r i s t i a n f a r m e r s 

t h a n live as Inu i t , a n d t h e y did so: H o w is t h a t " l o s i n g a 

g a m b l e " ? 

A n o t h e r i n s t a n c e o f D i a m o n d ' s p re jud ic i a l c h o i c e o f 

e v i d e n c e , th is t i m e r e l a t ed t o t h e co l lapse o f t h e Eas t e r 

Is land c iv i l i za t ion , is d e t a i l e d b y B e n n y Pe ise r o f L i v e r 

p o o l Un ive r s i ty , w h o w r i t e s : 

It is g e n e r a l l y a g r e e d t h a t R a p a N u i ' s o ra l t r a d i t i o n s 

are u n t r u s t w o r t h y a n d o f re la t ively la te o r i g i n ; t h e y 

are e x t r e m e l y c o n t r a d i c t o r y a n d h i s to r i ca l ly u n r e l i 

able . . . . I n sp i te o f th is . . . D i a m o n d insists t h a t t h e s e 

h i g h l y q u e s t i o n a b l e r e c o r d s are re l iable . . . . W i t h o u t 

his c o n f i d e n c e i n t h e r e l i ance o n m y t h o l o g y a n d c o n 

c o c t e d fo lk lore , D i a m o n d w o u l d lack a n y e v i d e n c e 

for p r e - E u r o p e a n civil w a r s , c a n n i b a l i s m a n d soc ie ta l 

col lapse . . . . I n m a n y ways , D i a m o n d ' s m e t h o d o l o g i 

cal a p p r o a c h suffers f rom a man i fe s t l ack o f scientif ic 

s c r u t i n y . . . . [ H ] e cons i s t en t l y selects o n l y t h e da ta a n d 

i n t e r p r e t a t i o n s t h a t s e e m t o c o n f i r m his c o n v i c t i o n 

t h a t E a s t e r Is land se l f -des t ruc t ed . 

B o o k R e v i e w s 

F u r t h e r m o r e , D i a m o n d appea r s t o d r a w t h e s a m e 

sor t o f c o n c l u s i o n s f r o m any e v i d e n c e w h a t s o e v e r . F o r 

e x a m p l e , h e says, " M o n t a n a n s ' p i o n e e r c o m m i t m e n t t o 

i n d i v i d u a l f r e e d o m a n d self-suff iciency has . . . m a d e 

t h e m r e l u c t a n t t o a c c e p t t h e i r n e w n e e d for g o v e r n m e n t 

p l a n n i n g a n d for c u r b i n g i n d i v i d u a l r i gh t s . " H e d o e s n ' t 

c o n s i d e r t h a t m a n y o f t h e M o n t a n a n s ' p r o b l e m s s t e m 

f r o m g o v e r n m e n t i n t e r v e n t i o n s , n o r h o w p o o r l y " g o v 

e r n m e n t p l a n n i n g a n d . . . c u r b i n g i n d i v i d u a l r i g h t s " 

w o r k e d as an e n v i r o n m e n t a l p o l i c y in t h e Sov ie t U n i o n , 

C o m m u n i s t E a s t e r n E u r o p e , o r R e d C h i n a . 

I n p o n d e r i n g w h y " e n v i r o n m e n t a l ra t ional i ty ," as h e 

sees it , d o e s n o t always t r i u m p h , D i a m o n d exp la ins tha t 

" e c o n o m i s t s . . . a t t e m p t t o jus t i fy [ the i r r a t i o n a l focus] 

o n s h o r t - t e r m profi ts b y ' d i s c o u n t i n g ' fu tu re prof i ts ," as 

t h o u g h s u c h d i s c o u n t i n g w e r e j u s t an a c c o u n t i n g s le ight 

o f h a n d d e v e l o p e d t o r a p e M o t h e r N a t u r e , r a t h e r t h a n a 

f u n d a m e n t a l p r i n c i p l e o f all f inance . H e p r o c e e d s t o 

c o n t r a d i c t his call for supp re s s ing i n d i v i d u a l r i gh t s b y 

n o t i n g t h a t p e o p l e gene ra l l y b e h a v e m o r e ra t iona l ly as 

i nd iv idua l s t h a n as p a r t o f a c r o w d ! A n d h e f u r t h e r 

u n d e r m i n e s his o w n thesis b y d e s c r i b i n g h o w it was 

s t r o n g p r o p e r t y r i g h t s , a n d n o t g o v e r n m e n t r e g u l a t i o n s , 

t h a t e n s u r e d t h e e n v i r o n m e n t a l c a r e w i t h w h i c h 

C h e v r o n r e c e n t l y d e v e l o p e d a n oi l field i n P a p u a N e w 

G u i n e a . 

T h e f r e q u e n c y o f t h e s e overs igh t s raises t h e q u e s t i o n 

o f w h e t h e r D i a m o n d ' s real i n t e res t is i n s a f egua rd ing t h e 

e n v i r o n m e n t o r i n i n c r e a s i n g t h e a m o u n t o f g o v e r n 

m e n t a l c o n t r o l o f society. T h a t is t h e m o s t f u n d a m e n t a l , 

if far f r o m t h e only, p r o b l e m in his w o r k . Collapse is 

w o r t h r e a d i n g , b u t it is a d e e p l y f lawed b o o k t h a t fails t o 

ach i eve its g r a n d a m b i t i o n o f t r a n s f o r m i n g t h e w a y h i s 

t o r y is d o n e . (^) 

Gene Callahan (MengerMiseiHayek@aol.com) is the author of 
E c o n o m i c s for R e a l People . 
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economic 
l i be r t ies 

Constitution 

O n e o f t h e b o o k s I m o s t o f t en 

refer t o is t h e o r i g i n a l e d i t i o n 

o f Economic Liberties and the Consti

tution, p u b l i s h e d in 1 9 8 0 . W h e n I 

b o u g h t it I was j u s t a f ew years o u t 

o f l a w s c h o o l , a n d I r e m e m b e r 

t h i n k i n g , " I w i s h I h a d b e e n able t o 

t ake s o m e cou r se s f r o m Professor 

-.-„- :.r-.^; - S i e g a n . " W h a t h e h a d w r i t t e n was a 

r i n g i n g de fense o f t h e p r o p o s i t i o n t h a t e c o n o m i c l i b e r 

t i e s — p r o p e r t y r i g h t s , f r e e d o m o f c o n t r a c t , a n d t h e r i g h t 

t o e n g a g e freely in peace fu l o c c u p a t i o n s a n d c o m 

m e r c e — a r e e v e r y b i t as i m p o r t a n t u n d e r t h e C o n s t i t u 

t i o n as are " c i v i l " l ibe r t i e s . As a s t u d e n t I h a d l e a r n e d 

a b o u t t h e S u p r e m e C o u r t ' s d e m o l i t i o n o f c o n s t i t u t i o n a l 

p r o t e c t i o n s for e c o n o m i c l iber t ies a n d r ead s o m e s h a r p 

c r i t i c i sm o f t h e dec i s ions in w h i c h t h e C o u r t h a d d e t e r 

m i n e d t h a t e c o n o m i c l i b e r t i e s w e r e n ' t i m p o r t a n t 

e n o u g h t o she l t e r f r o m m e d d l e s o m e legis la tures . W h a t 

Siegan 's b o o k d i d was t o p u t t h e e n t i r e c o n t r o v e r s y i n t o 

c lear legal a n d h i s to r i ca l p e r s p e c t i v e . 

Last y e a r Professor S i egan , w h o t a u g h t at t h e U n i v e r 

sity o f San D i e g o S c h o o l o f L a w u n t i l his d e a t h this past 

M a r c h , u n d e r t o o k a r ev i s ion a n d e x p a n s i o n o f t h e b o o k . 

H e a d d e d several c h a p t e r s d e a l i n g w i t h c h a n g e s s ince 

1 9 8 0 ; t h e r e h a v e b e e n m a n y i m p o r t a n t c o u r t dec i s ions 

s ince t h e n . S o m e dec i s ions are g o o d , a n d s o m e are q u i t e 

b a d , s u c h as Kelo v. New London. S i egan also a d d e d c o m 

m e n t a r y o n c h a n g e s in t h e w o r l d s ince t h e first e d i t i o n 

w a s p u b l i s h e d , pa r t i cu l a r l y t h e col lapse o f c o m m u n i s m . 

T h e n e w e d i t i o n t h u s gives t h e r e a d e r a m o r e c o m p r e 

h e n s i v e v i e w o f t h e i m p o r t a n c e o f e c o n o m i c l iber t ies t o 

p rogress a n d p rospe r i ty . 

T h e c o r e o f b o t h e d i t i o n s is Siegan 's e x c e l l e n t a n a l y 

sis o f t h e C o n s t i t u t i o n ' s i n t e n d e d p r o t e c t i o n for p r i v a t e 

p r o p e r t y , f r e e d o m o f c o n t r a c t , t h e r i g h t t o e n t e r i n t o a 

t r a d e o r bus iness , a n d o t h e r aspects o f e c o n o m i c f ree

d o m . H e d e m o n s t r a t e s t h a t o u r c o m m o n - l a w h e r i t a g e 

k e p t t h e s tate f r o m i n t e r f e r i n g in t h o s e areas o f life a n d 

t h a t t h e C o n s t i t u t i o n was w r i t t e n w i t h a v i e w t o w a r d 

sh i e ld ing t h e m f rom t h e a n t i c i p a t e d at tacks b y in te res t 

g r o u p s t h r o u g h leg is la t ion . If y o u have ever w o n d e r e d 

h o w w e g o t f r o m t h e a lmos t u n b o u n d e d e c o n o m i c l i b 

e r t y o f t h e early U n i t e d States t o t h e h i g h l y r e g u l a t e d 

c o n d i t i o n s w e have today, this b o o k expla ins t h e t r a n s 

f o r m a t i o n . 

M a d i s o n was r i g h t t ha t t h e evils o f f ac t ion w o u l d 

l ead t o t h e e r o s i o n o f l i be r ty if it w e r e a l l owed t o g o 

u n c h e c k e d . I n t h e n i n e t e e n t h cen tu ry , j u d g e s of ten 

b l o c k e d leg i s la t ion (mos t ly at t h e state level) t ha t 

d e p r i v e d o w n e r s o f t h e i r c o m m o n - l a w r igh t s , a l t h o u g h 

t h e r e w e r e s o m e n o t a b l e b reaks in t h e d ike . It was in t h e 

t w e n t i e t h c e n t u r y tha t " p r o g r e s s i v e " j u d g e s d e c i d e d tha t 

C o n g r e s s a n d state legis la tures s h o u l d b e g iven a free 

h a n d t o dea l w i t h t h e s o c i o e c o n o m i c p r o b l e m s o f t h e 

t i m e . S i egan r e c o u n t s t h e key cases o f t h e " subs tan t ive 

d u e p r o c e s s " a p p r o a c h t h a t t h e C o u r t e m p l o y e d t o 

inva l ida te m a n y legis la ted a t tacks o n e c o n o m i c l iber t ies 

u n t i l t h e m i d - 1 9 5 0 s . H e also r e c o u n t s t h e disastrous shift 

t o a c o n s t i t u t i o n a l j u r i s p r u d e n c e favorable t o s ta t ism tha t 

o c c u r r e d d u r i n g t h e N e w D e a l . 

O f c o u r s e , t h e C o n s t i t u t i o n h a d n ' t c h a n g e d . It was 

j u s t t ha t d u r i n g t h e de spe ra t e e c o n o m i c t roub les o f t h e 

D e p r e s s i o n , j u d g e s m o r e a n d m o r e s u c c u m b e d t o t h e 

n o t i o n tha t g o v e r n m e n t m u s t b e a l l owed t o " e x p e r i 

m e n t " w i t h po l ic ies s u p p o s e d l y d e s i g n e d to i m p r o v e t h e 

e c o n o m y . T h e e x p e r i m e n t s t h e y a p p r o v e d en t a i l ed t h e 

c u r t a i l m e n t o f c o n t r a c t u a l f r e e d o m a n d p r o p e r t y r igh t s , 

especia l ly for p e o p l e in bus iness . 

I n his c h a p t e r " D e s t r o y i n g t h e O r i g i n a l C o n s t i t u 

t i o n , " S i egan spars w i t h c o n t e m p o r a r y de f ende r s o f t h e 

N e w D e a l C o u r t ' s d e c i s i o n tha t it s h o u l d give legis la

tu res " d e f e r e n c e " in e c o n o m i c m a t t e r s b e c a u s e o f t h e i r 

s u p p o s e d expe r t i s e . Jus t i ce S t e p h e n B r e y e r a n d H a r v a r d 

l a w professor L a w r e n c e T r i b e , t w o advoca tes o f t ha t 

d u b i o u s t heo ry , c o m e in for s t r o n g c r i t i c i sm. B o t h favor 

g i v i n g C o n g r e s s a n d state legis la tures w i d e l a t i t ude in 

e c o n o m i c r e g u l a t i o n , c o n t e n d i n g t h a t as l o n g as t h e r e is 

s o m e " r a t i o n a l bas i s" for a s ta tu te o r r e g u l a t i o n , c o u r t s 

s h o u l d n o t in te r fere . W r i t i n g a b o u t Jus t i ce Breyer , S iegan 

says, " [ O j n e m u s t c o n c l u d e tha t t h e jus t ice ' s v i e w s o n 

legislat ive p o w e r s are u n i q u e t o h i m r a t h e r t h a n a p r i n 

c ip l ed i n t e r p r e t a t i o n o f legislat ive p o w e r u n d e r t h e 

C o n s t i t u t i o n . " 
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T h e idea t h a t t h e F o u n d e r s w o u l d h a v e a p p r o v e d o f 

t h e c u r r e n t r e g i m e o f m a n d a t e s a n d p r o h i b i t i o n s o n 

p e o p l e w h o w i s h t o exerc ise t h e i r e c o n o m i c l ibe r t i es has 

always b e e n absu rd . R e a d i n g Siegan 's b o o k m a k e s t h e 

p o i n t all t h e m o r e clear. 

Siegan 's n e w m a t e r i a l takes t h e b o o k s o m e w h a t away 

f r o m t h e o r i g i n a l ed i t ion ' s focus o n t h e d e m o l i t i o n o f 

e c o n o m i c l i b e r t y in t h e U n i t e d States (it u n f o r t u n a t e l y 

leaves o u t s o m e i m p o r t a n t cases, s u c h as The Slaughter

house Cases a n d Munn v. Illinois, b o t h o f w h i c h w e r e k e y 

l a t e - n i n e t e e n t h - c e n t u r y v i c t o r i e s for t h e e n e m i e s o f 

e c o n o m i c l ibe r ty ) a n d t u r n s t h e b o o k i n t o m o r e o f a n 

a r g u m e n t for e c o n o m i c l i b e r t y w o r l d w i d e . H i s n e w 

n i n t h a n d t e n t h c h a p t e r s e x p l a i n w h y s ta t i sm has b e e n a 

fai lure e v e r y w h e r e a n d s h o w t h a t t h e freest n a t i o n s e c o 

n o m i c a l l y are w h e r e t h e g rea tes t p rogress a n d p r o s p e r i 

ty are f o u n d . 

B e r n a r d S iegan was a n exce l l en t scholar a n d cons i s ten t 

d e f e n d e r o f f r e e d o m . H i s pass ing is t o b e l a m e n t e d . @ 

George Leef (georgeleef@aol.com) is the book review editor of T h e 
Freeman. 
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h e n I w a s a g r a d u a t e s t u 

d e n t I h a d a p r o f e s s o r w h o 

u h a d b e e n t h r o u g h a k i d n e y t r a n s -

+ p l a n t . B e i n g b o t h a n e c o n o m i s t 

C a n d s o m e o n e b a d l y i n n e e d o f a 

^ n e w k i d n e y h a d l e d h i m t o e x a m -

US i n e t h e d y n a m i c s o f o r g a n t r a n s 

it p l a n t a t i o n a n d , m o r e specifically, 

w h y it w a s t h a t p e o p l e o f t e n h a d 

t o w a i t yea r s b e f o r e a h u m a n o r g a n w a s avai lable . H e 

c a m e t o t h e c o n c l u s i o n t h a t t h e c u r r e n t g o v e r n m e n t -

r u n s y s t e m leads t o n e e d l e s s d e a t h s a n d t h a t a m a r k e t 

s y s t e m i n o r g a n s w o u l d b e e c o n o m i c a l l y a n d m o r a l l y 

a p p r o p r i a t e . 

M y professor is i n a d i s t inc t m i n o r i t y . T h e l a w p r o 

h ib i t s i nd iv idua l s f r o m sel l ing o r g a n s , a n d a n y o n e w h o 
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d i sobeys can f ind h i m s e l f i n federa l c o u r t f ac ing s e r i ous 

p r i s o n t i m e . T h e sale o f o r g a n s is i l legal b e c a u s e m o s t 

p e o p l e in p o w e r r e g a r d o r g a n sales as i m m o r a l — o r at 

least that ' s t h e r e a s o n t h e y g ive for t h e c u r r e n t pol icy . 

Yet, as M a r k C h e r r y d e m o n s t r a t e s , t h e c u r r e n t g o v 

e r n m e n t - r u n sys t em has a n e n o r m o u s cost . F r o m 1 9 9 2 

t o 2 0 0 1 , h e n o t e s , " m o r e t h a n 4 4 , 3 0 8 pa t i en t s d i e d w h i l e 

w a i t i n g for o r g a n t r ansp lan t s . . . . A n a d d i t i o n a l 6 , 3 8 5 

p e o p l e d i e d in 2 0 0 2 , a n d 6 , 5 0 9 in 2 0 0 3 . " I n t h e face o f 

t h e s e s t a g g e r i n g n u m b e r s , C h e r r y w r i t e s : 

D e s p i t e t h e s ignif icant p o t e n t i a l o f c o m m e r c i a l i z a t i o n 

t o inc rease t h e eff ic iency a n d effect iveness o f o r g a n 

p r o c u r e m e n t a n d d i s t r i b u t i o n , t o s h o r t e n w a i t i n g 

t i m e , a n d t h e r e b y t o r e d u c e h u m a n s u f f e r i n g — w h i l e 

e x p a n d i n g t h e n u m b e r o f available o r g a n s — t h e p o s 

sibil i ty o f c r e a t i n g a m a r k e t i n h u m a n o r g a n s for 

t r a n s p l a n t a t i o n p r o v o k e s in m a n y feel ings o f d e e p 

m o r a l r e p u g n a n c e , c o n j u r i n g u p n i g h t m a r i s h i m a g e s 

o f spare par t s m e d i c i n e . 

C h e r r y , w h o t e a c h e s p h i l o s o p h y at St. E d w a r d ' s U n i 

vers i ty in A u s t i n , Texas , be l ieves o t h e r w i s e , a n d e x a m i n e s 

t h e v a r i o u s a r g u m e n t s against o r g a n sales. W h i l e h e deals 

w i t h t h e e c o n o m i c issues, his a t t ack o n t h e c u r r e n t 

r e g i m e o f p r o h i b i t i o n o r i g i n a t e s f r o m a m o r a l a n d 

p h i l o s o p h i c a l p o i n t o f v iew. I n o t h e r w o r d s , h e l o o k s at 

t h e s i t u a t i o n t h r o u g h t h e lens o f a p h i l o s o p h e r , n o t an 

e c o n o m i s t . H i s c o n c l u s i o n s , h o w e v e r , squa re s o m e w h a t 

(he w a n t s a " r e g u l a t e d " m a r k e t ) w i t h w h a t w e m i g h t 

h e a r f r o m a n e c o n o m i s t t r a i n e d in t h e A u s t r i a n t r a d i 

t i o n . 

If t h e c u r r e n t r e g i m e is t o b e o v e r t u r n e d , it w i l l t ake 

m o r e t h a n t h e u t i l i t a r i an a r g u m e n t s t h a t m o s t e c o n o 

mists ( t h o u g h n o t necessa r i ly A u s t r i a n ) are l ikely t o g ive . 

C h e r r y p r o v i d e s a s t r o n g p h i l o s o p h i c a l j u s t i f i ca t ion for 

c h a n g e . 

It isn ' t en t i r e ly c o r r e c t t o say t h a t o r g a n s can ' t b e 

b o u g h t a n d sold . T h e b u y i n g a n d sel l ing p r o h i b i t i o n 

appl ies t o i nd iv idua l s (dead o r alive) f r o m w h o m v iab le 

o r g a n s are " h a r v e s t e d . " F o r e x a m p l e , i f I w e r e t o p e r i s h 

in a m a n n e r in w h i c h s o m e o f m y vi tal o r g a n s c o u l d b e 

g i v e n t o s o m e o n e else, m y family w o u l d h a v e t o a g r e e 

t o give t h o s e o r g a n s t o a p r o c u r e m e n t agency , a n d n o t 

r ece ive a p e n n y in r e c o m p e n s e . 
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B o o k R e v i e w s 

H o w e v e r , t h e p r o c u r e m e n t a g e n c y m a y t h e n sell 

t h e m t o t h e hosp i t a l w h e r e t h e t r ansp lan t takes p l ace (at 

a p ro f i t ab le p r i c e , n o t su rp r i s ing ly ) . O f c o u r s e , d o c t o r s i n 

th is s y s t e m bene f i t h a n d s o m e l y as wel l , s ince t h e re la 

t ively f e w t ransp lan t s t h a t c a n t ake p l ace ( d u e t o t h e 

o r g a n s h o r t a g e ) also m e a n s t h a t t h e s u p p l y o f qual i f ied 

d o c t o r s wi l l b e less t h a n w h a t it w o u l d b e o t h e r w i s e . 

N o o n e e i t h e r i n a p o s i t i o n o f l a w m a k i n g a u t h o r i t y 

o r e m p l o y e d w i t h i n t h e d o n o r s y s t e m wi l l say t h a t t h e 

laws exis t t o p r o t e c t t h e i n c o m e s o f t h o s e w h o p r o c u r e 

o r g a n s a n d p e r f o r m t r ansp lan t s , b u t t h e r e is n o d o u b t 

t h a t t h e c u r r e n t o r d e r d o e s j u s t t ha t . P a y i n g i n d i v i d u a l s 

for h u m a n o r g a n s m a y b e " m o r a l l y r e p u g n a n t , " b u t 

t h e r e are t h o s e w h o prof i t w e l l f r o m this f o r c e d 

a l t r u i s m . 

C h e r r y c h a l l e n g e s t h e c o n v e n t i o n a l w i s d o m o n 

o r g a n sales b y b e g i n n i n g w i t h t h e l i b e r t a r i a n a x i o m o f 

s e l f - o w n e r s h i p . H e r e ' s h o w h e lays o u t his a r g u m e n t : 

i nd iv idua l s o w n t h e i r b o d i e s , a n d t h e state has n o m o r a l 

a u t h o r i t y t o e m p l o y n e b u l o u s "soc ia l j u s t i c e " a r g u m e n t s 

t o c i r c u m v e n t t h a t fact. H e w r i t e s : 

T h e s ign i f icance o f p e r s o n s , especia l ly r e g a r d i n g i n d i 

v i d u a l a u t h o r i t y over one ' s b o d y a n d one ' s b o d i l y 

in tegr i ty , has b e c o m e cen t ra l t o m o r a l a n d legal 

ref lec t ions o n t h e p r a c t i c e o f m e d i c i n e . C o m m o n l aw 

u n d e r s t o o d in te res t in t h e i n t e g r i t y o f t h e p e r s o n t o 

i n c l u d e in te res t i n his b o d y a n d all t h e th ings tha t are 

in c o n t a c t o r c o n n e c t e d w i t h it. P r o p e r t y expresses 

t h e r i gh t s of persons i n a n d over things. . . . A pe r son ' s 

a u t h o r i t y over himself , t o f r e e d o m o f c h o i c e r e g a r d 

i n g t h e use o f his body , is cen t ra l t o u n d e r s t a n d i n g 

p e r s o n a l in tegr i ty . [Au thor ' s emphas i s . ] 

O n e c a n a l m o s t h e a r M u r r a y R o t h b a r d saying tha t . It 

is g o o d to r ead these w o r d s f rom s o m e o n e w h o t eaches 

in a h u m a n i t i e s d isc ip l ine , g i v e n tha t t h e l ibera l -a r t s side 

o f t h e un ive r s i ty has b e c o m e a h a v e n for t h e w o r s t k inds 

o f s ta t ism. I n fact, t h r o u g h o u t t h e b o o k , C h e r r y e x p e r t 

ly a t tacks t h e n o t i o n tha t t h e state s h o u l d b e t h e m o r a l 

a rb i t e r over c o n s e n s u a l dec i s ions m a d e b y ind iv idua l s . 

Kidney for Sale isn' t a n easy read , b u t it p rov ides vi ta l 

i n t e l l ec tua l a m m u n i t i o n for t h o s e w h o be l i eve tha t t h e 

c u r r e n t r e g i m e m u s t b e c h a n g e d . ( | | 
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The Pursuit of Happiness 

Freedom for Workers 
B Y C H A R L E S W . B A I R D 

I n m y J a n u a r y / F e b r u a r y c o l u m n this yea r I e x p l a i n e d 

w h y I be l i eve tha t , g i v e n t h e e x i s t e n c e o f t h e 

N a t i o n a l L a b o r R e l a t i o n s A c t ( N L R A ) , w h i c h r e g 

ula tes A m e r i c a n l a b o r - m a n a g e m e n t r e l a t ions , a classical 

l ibera l s h o u l d s u p p o r t a n a t i o n a l r i g h t - t o - w o r k - a c t . Last 

yea r Freeman b o o k r e v i e w e d i t o r G e o r g e L e e f p u b l i s h e d 

Free Choice for Workers: A History of the Right to Work 

Movement ( J ameson B o o k s ) . T h i s is a s u p e r b a c c o u n t o f a 

k e y p a r t o f t h e c o n t i n u i n g s t rugg le t o d e f e n d t h e 

u n a l i e n a b l e r i g h t o f all w o r k e r s t o d e c i d e i nd iv idua l l y 

w h e t h e r t o b e r e p r e s e n t e d by, a n d t o s u p p o r t , any t h i r d 

p a r t y in b a r g a i n i n g w i t h the i r e m p l o y e r s ove r w a g e s , 

salaries, a n d o t h e r t e r m s o f e m p l o y m e n t . 

T h e t h r e e m o s t e g r e g i o u s i m p o s i t i o n s o f t h e N L R A 

are exc lus ive r e p r e s e n t a t i o n , u n i o n secur i ty , a n d m a n d a 

t o r y g o o d - f a i t h b a r g a i n i n g . L e e f has l i t t le t o say a b o u t 

t h e first a n d t h e last, a l t h o u g h h e defeats t h e case for t h e 

la t te r w i t h a c lever a n a l o g y t o b a r g a i n i n g in t h e h o u s i n g 

m a r k e t . U n i o n s e c u r i t y has always b e e n t h e p r i m a r y 

c o n c e r n o f t h e N a t i o n a l R i g h t t o W o r k C o m m i t t e e a n d 

its sister o r g a n i z a t i o n , t h e N a t i o n a l R i g h t t o W o r k Lega l 

D e f e n s e F o u n d a t i o n . U n i o n s e c u r i t y is t h e m e a n s b y 

w h i c h t h e N L R A e m p o w e r s u n i o n s t o fo rce w o r k e r s 

w h o have a l ready b e e n f o r c e d t o a c c e p t u n w a n t e d u n i o n 

r e p r e s e n t a t i o n t o pay for t h a t r e p r e s e n t a t i o n o r b e fired 

f r o m t h e i r j o b s . L e e f b e g i n s b y d e s t r o y i n g all t h e h o a r y 

a r g u m e n t s b y w h i c h u n i o n i s t s t r y t o jus t i fy this l ega l ized 

e x t o r t i o n a n d br i l l i an t ly d e p l o y s all t h e c o u n t e r a r g u 

m e n t s . H e t h e n tells t h e r i g h t - t o - w o r k ( R T W ) s t o r y i n 

cr isp, e n t e r t a i n i n g , a n d i n f o r m a t i v e p rose . 

T h e R T W m o v e m e n t was b e g u n b y ra i lway w o r k e r s 

w h o r e s e n t e d a t t e m p t s b y s o m e ra i lway u n i o n s t o 

m o n o p o l i z e l a b o r r e p r e s e n t a t i o n in t h a t i n d u s t r y after 

t h e passage o f t h e R a i l w a y L a b o r A c t i n 1 9 2 6 . W i t h t h e 

o n s e t o f t h e G r e a t D e p r e s s i o n , H e r b e r t H o o v e r p l a c e d 

t h e i n d e p e n d e n c e o f i n d i v i d u a l w o r k e r s i n e v e n g r e a t e r 

j e o p a r d y w h e n h e s igned t h e N o r r i s - L a G u a r d i a A c t 

( 1 9 3 2 ) . T h e h e g e m o n y o f u n i o n s ove r i n d i v i d u a l w o r k 

ers was c o m p l e t e d b y e n a c t m e n t o f t h e N L R A (1935) . 

T h e 1 9 4 7 T a f t - H a r t l e y a m e n d m e n t s t o t h e N L R A d i d 

a l m o s t n o t h i n g t o d e f e n d all w o r k e r s ' r i g h t t o m a k e 

c h o i c e s for t h e m s e l v e s . T h e i n f a m o u s " e x c e p t " c lause 

t h a t was a d d e d t o S e c t i o n 7 o f t h e N L R A gave f o r c e d -

d u e s e x t o r t i o n m o r e a p p a r e n t l e g i t i m a c y t h a n it ever 

h a d . U n d e r S e c t i o n 7 w o r k e r s m a y refrain f r o m u n i o n 

act ivi t ies e x c e p t w h e n u n i o n s can p r e v e n t t h e m f r o m 

d o i n g so b y u n i o n - s e c u r i t y a g r e e m e n t s w i t h e m p l o y e r s . 

A p p a r e n t l y t o m a k e u p for t h a t b i t o f dupl ic i ty , a m a j o r 

i ty o f t h e 1 9 4 7 C o n g r e s s a d d e d S e c t i o n 14(b) , w h i c h 

s t ipula tes t h a t i n d i v i d u a l states h a v e t h e p o w e r t o p r o 

sc r i be u n i o n - s e c u r i t y a r r a n g e m e n t s w i t h i n t h e i r r e s p e c 

t ive j u r i s d i c t i o n s . 

O n e o f L e e f s m o s t d r a m a t i c s tor ies is his a c c o u n t o f 

t h e 1 9 6 5 a t t e m p t b y P r e s i d e n t L y n d o n J o h n s o n a n d t h e 

D e m o c r a t - c o n t r o l l e d C o n g r e s s , at t h e b e h e s t o f t h e 

A F L - C I O , t o r epea l S e c t i o n 14(b ) . H e l ikens it t o W o r l d 

W a r l i s Ba t t l e o f M i d w a y , w i t h t h e u n i o n b e h e m o t h as 

t h e J a p a n e s e n a v y a n d t h e N a t i o n a l R i g h t t o W o r k 

C o m m i t t e e a n d its i nde fa t igab le p r e s i d e n t , R e e d L a r s o n , 

a l o n g w i t h S e n a t o r E v e r e t t D i r k s e n o f I l l inois , as t h e 

vastly o u t n u m b e r e d A m e r i c a n fleet h e a d e d b y A d m i r a l 

S p r u a n c e . T h e u n i o n s a n d t h e i r po l i t i ca l s y c o p h a n t s 

t h o u g h t t h e y h a d w o n t h e ba t t l e b e f o r e it b e g a n . T h e y 

c o m p l e t e l y d i s c o u n t e d t h e abi l i ty o f t h e C o m m i t t e e t o 

a rouse p u b l i c o p i n i o n a n d grassroots ac t iv i sm against 

r epea l . N o r d i d t h e y w o r r y a b o u t t h e m i n o r i t y o f p o l i t i 

c ians (of b o t h par t ies) w h o o p p o s e d repea l . W i t h p u b l i c -

o p i n i o n pol ls it h a d c o m m i s s i o n e d , t h e C o m m i t t e e was 

able t o c o n v i n c e a r e l u c t a n t S e n a t o r D i r k s e n t o l ead a 

successful f i l ibuster against t h e repea l . Leef ' s t e l l ing is 

filled w i t h n a i l - b i t i n g suspense a n d h i g h d r a m a . D i r k s e n 

a n d t h e C o m m i t t e e de f ea t ed r epea l in 1 9 6 5 a n d aga in in 

1 9 6 6 . 
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C h a r l e s W . B a i r d 

I n n u m e r o u s o t h e r legislat ive ba t t les , b o t h in C o n 

gress a n d state leg is la tures , L e e f e x p o s e s w h a t c a n o n l y 

b e ca l led hypoc r i sy . M o s t D e m o c r a t s o p e n l y o p p o s e d 

R T W a n d still d o . I n con t r a s t , m a n y R e p u b l i c a n s — i n 

C o n g r e s s a n d t h e W h i t e H o u s e (especial ly P re s iden t s 

N i x o n , F o r d , a n d b o t h B u s h e s ) — c l a i m e d t o s u p p o r t 

w o r k e r f r e e d o m o f c h o i c e ; b u t w h e n it was t i m e a c t u a l 

ly t o v o t e o r t o t ake s o m e e x e c u t i v e a c t i o n t h e y c o w e r e d 

b e f o r e t h e A F L - C I O . T h i s , t o o , c o n t i n u e s t o b e t h e case. 

T w o a t t e m p t s at l a b o r l a w " r e f o r m " — t h a t is, m a k i n g 

it easier for u n i o n s t o c a p t u r e fo rced d u e s - p a y e r s — d u r 

i n g t h e C a r t e r a n d C l i n t o n years are especia l ly i n t e r e s t 

i n g . T h e f i l ibuster t o s t o p " r e f o r m " in 1 9 7 8 s u r v i v e d six 

c l o t u r e vo t e s be fo re t h e u n i o n - o w n e d po l i t i c i ans w e r e 

f o r c e d t o c o n c e d e defeat . 

T h e N a t i o n a l R i g h t t o W o r k Lega l D e f e n s e F o u n d a 

t i o n , w h i c h L e e f tells us was p a t t e r n e d after t h e N A A C P 

Lega l D e f e n s e F o u n d a t i o n , was c r e a t e d in 1 9 6 8 t o c a r r y 

t h e ba t t l e agains t w o r k e r c o e r c i o n i n t o t h e c o u r t s . T h e 

F o u n d a t i o n has b e e n a s ton i sh ing ly successful at t h e 

S u p r e m e C o u r t — f o r e x a m p l e , i n t h o s e cases in w h i c h 

t h e C o u r t r u l e d t h a t u n i o n s m a y n o t co l l ec t m o n e y 

f r o m u n w i l l i n g w o r k e r s for t h e i r po l i t i ca l a n d i d e o l o g i 

cal s p e n d i n g . T h i s effort b e g a n w i t h r a i lway- a n d a i r l i n e -

i n d u s t r y cases, c o n t i n u e d w i t h g o v e r n m e n t - s e c t o r cases, 

a n d c u l m i n a t e d for m o s t p r i v a t e - s e c t o r w o r k e r s w i t h t h e 

f a m o u s Beck case in 1 9 8 8 . 

Alas , v i c t o r y in t h e C o u r t d o e s n o t a u t o m a t i c a l l y 

t rans la te i n t o v i c t o r y in p r a c t i c e . E v e n s o m e in t h e R e a 

g a n a d m i n i s t r a t i o n w e r e r e l u c t a n t t o e n f o r c e t h e Beck 

d e c i s i o n . T h e first P r e s i d e n t B u s h refused t o d o a n y t h i n g 

t o e n f o r c e Beck, e x c e p t at t h e last m i n u t e be fo re t h e 

1 9 9 2 e l e c t i o n w h e n h e was t ra i l ing C l i n t o n in t h e pol ls . 

All h e c o u l d s u m m o n t h e c o u r a g e t o d o t h e n was t o 

r e q u i r e federal c o n t r a c t o r s t o p o s t Beck r igh t s i n t h e 

w o r k p l a c e . P r e s i d e n t C l i n t o n r e s c i n d e d t h a t o r d e r as 

s o o n as h e t o o k office. T h e N a t i o n a l L a b o r R e l a t i o n s 

B o a r d , w h o s e c o n t i n u e d e x i s t e n c e d e p e n d s o n c o e r c i v e 

u n i o n i s m , still resists e n f o r c i n g Beck. 

L e e f tells m a n y o t h e r s to r ies . A m o n g t h e m , t h e 

a t t e m p t s b y u n i o n s t o harass t h e C o m m i t t e e w i t h t h e 

h e l p o f t h e I R S a n d t h e Fede ra l E l e c t i o n C o m m i s s i o n 

are especial ly m a d d e n i n g . I wi l l c lose w i t h a s to ry L e e f 

d o e s n ' t tell . 

FDR Infuriates the Unions 

Se c t i o n 7(a) o f t h e 1 9 3 3 N a t i o n a l Indus t r i a l R e c o v 

e ry A c t ( N I R A ) p e r m i t t e d i nd iv idua l w o r k e r s t o 

d e c i d e for t h e m s e l v e s w h e t h e r t o have any u n i o n r e p r e 

sen t t h e m . T h e u n i o n s f o u g h t h a r d t o take this r i g h t 

away. O n M a r c h 1, 1 9 3 4 , S e n a t o r R o b e r t W a g n e r i n t r o 

d u c e d a bill t ha t w o u l d have d o n e so. O n M a r c h 2 5 

P r e s i d e n t R o o s e v e l t a p p r o v i n g l y a n n o u n c e d t h e se t t l e 

m e n t o f a n a t i o n w i d e l abo r d i spu t e in t h e a u t o i n d u s t r y 

t h a t e n d o r s e d free c h o i c e for w o r k e r s . T h e u n i o n e s t a b 

l i s h m e n t was fu r ious , b u t w i t h o u t R o o s e v e l t ' s s u p p o r t 

W a g n e r ' s 1 9 3 4 bill d i ed . In 1 9 3 5 W a g n e r c a m e b a c k w i t h 

a n e w bill w h i c h , a m o n g o t h e r t h ings , s t ipu la ted tha t 

u n i o n r e p r e s e n t a t i o n m u s t b e d e c i d e d b y m a j o r i t y v o t e 

a m o n g w o r k e r s in t h e i r respec t ive w o r k p l a c e s . T h e w i n 

n i n g u n i o n w o u l d b e c o m e t h e exc lus ive b a r g a i n i n g 

a g e n t for all w o r k e r s w h o w e r e e l ig ible t o vo t e . T h i s bill 

b e c a m e t h e N L R A o n J u l y 5, 1 9 3 5 , w i t h R o o s e v e l t ' s 

s igna tu re . 

W h a t a c c o u n t s for R o o s e v e l t ' s c h a n g e o f h e a r t 

b e t w e e n M a r c h 2 5 , 1 9 3 4 , a n d Ju ly 5 , 1 9 3 5 ? I t h i n k it was 

spi te . O n M a y 2 7 , 1 9 3 5 , t h e U.S . S u p r e m e C o u r t r u l e d 

tha t N I R A was u n c o n s t i t u t i o n a l . T h i s was t h e c o r n e r 

s t o n e o f R o o s e v e l t ' s feckless a t t e m p t s t o d o s o m e t h i n g 

a b o u t t h e G r e a t D e p r e s s i o n . H e was fu r ious w i t h t h e 

" n i n e o ld m e n " o n t h e C o u r t w h o o p p o s e d his c o r p o -

ratist ideas a b o u t h o w an e c o n o m y s h o u l d b e r u n . T h e 

W a g n e r bill was cons i s t en t w i t h t h o s e ideas , a n d m a n y o f 

t h o s e w h o o p p o s e d t h e W a g n e r bill w e r e o p e n l y j u b i l a n t 

over t h e C o u r t ' s N I R A dec i s ion . R o o s e v e l t c o u l d have 

s e e n s u p p o r t o f W a g n e r ' s bill as a w a y to ge t b a c k at his 

po l i t i ca l e n e m i e s . 

G e o r g e L e e f a n d I ag ree t h a t b y any reasonab le r e a d 

i n g o f t h e C o n s t i t u t i o n t h e N L R A is u n c o n s t i t u t i o n a l . 

It s h o u l d b e r epea l ed . I n t h e m e a n t i m e all w h o subsc r ibe 

t o t h e f r e e d o m p h i l o s o p h y o w e R e e d La r son , t h e C o m 

m i t t e e , a n d t h e F o u n d a t i o n a g rea t d e b t o f g r a t i t u d e for 

t h e i r pe r s i s t en t defense o f w o r k e r f r e e d o m . A n a t i o n a l 

r i g h t - t o - w o r k act w o u l d b e a fitting t r i b u t e . (§ | 
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