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From the President 

Principles Must Come Before Politics 
B Y R I C H A R D M . E B E L I N G 

We live i n a t i m e o f q u i c k fixes a n d p a t e n t 

m e d i c i n e s . T h e " p h y s i c i a n s " o f f e r i n g t o 

s p o o n - f e e d t h e el ixirs for w h a t ails us are 

t h e po l i t i c i ans r u n n i n g for office. R a r e l y d o p e o p l e s tep 

b a c k a n d ask t h e m s e l v e s w h e t h e r t h e r e is real ly a n y a i l 

m e n t at all, o r w h e t h e r t h e po l i t i c i ans ' snake oi l c an c u r e 

a n y t h i n g . A n d t h e po l i t i ca l char la tans ce r t a in ly h a v e n o 

i n c e n t i v e t o tell us t h a t t h e i r r o s e - c o l o r e d sugar w a t e r is 

all a c o n t o ge t t h e m e l e c t e d . 

It has b e c o m e a p l a t i t u d e t h a t t o o m a n y p e o p l e are 

u n a b l e t o focus o n a n y t h i n g t h a t r equ i r e s m o r e t h a n five 

m i n u t e s ' t h o u g h t . W h a t e v e r t h e v a r i o u s reasons for 

t h i s — a n d e x p l a i n i n g it has i tself b e c o m e a n a c a d e m i c 

g r o w t h i n d u s t r y ove r t h e y e a r s — t h e fact is t h a t m a n y 

p e o p l e d o n o t s e e m t o l o o k m u c h b e y o n d t h e s h o r t r u n 

w h e n it c o m e s t o t h i n k i n g a b o u t social , po l i t i ca l , a n d 

e c o n o m i c p r o b l e m s . 

T h i s is n o t n e w . I n t h e 1950s t h e G e r m a n f r e e - m a r 

ke t e c o n o m i s t W i l h e l m R o p k e o b s e r v e d t h a t " p e o p l e d o 

n o t s e e m t o s t o p a n d t h i n k a n d t o ask t h e m s e l v e s q u i e t 

ly w h a t e x a c t l y t h e y are d o i n g . ' W e m u s t d o s o m e t h i n g , 

n o m a t t e r w h a t ' s e e m s t o b e t h e u n s p o k e n m o t t o o f o u r 

age . . . . M o r e a n d m o r e p e o p l e n o l o n g e r k n o w w h a t it 

m e a n s t o p u t first t h i n g s first a n d t o t h i n k in t e r m s o f t h e 

p r i n c i p l e s i n v o l v e d . C o n s e q u e n t l y , o n l y a v e r y f e w still 

h a v e a real p h i l o s o p h y w h i c h separa tes t h e essent ial f r o m 

t h e acc iden ta l a n d w h i c h p u t s e v e r y t h i n g in its p lace . . . . 

W e are r u n n i n g after c u r r e n t even t s , i n s t ead o f s t o p p i n g 

t o r e a c h t h e sol id g r o u n d o f p r i n c i p l e s a n d t o ask o u r 

selves s e r ious ly w h a t m i g h t have b e e n t h e reasons w h y 

so m u c h g o o d w i l l , energy , i n t e l l i g e n c e , t i m e , a n d m o n e y 

h a v e b e e n w a s t e d o r n o t g i v e n t h e results w e h a d a r i g h t 

t o e x p e c t . " 

E v e n w h e n p r i n c i p l e s are s u p p o s e d l y t a lked a b o u t , 

t h e d i scuss ions are o f t en s h a l l o w a n d w i t h o u t m u c h s u b 

s t ance . " D e m o c r a c y " has b e c o m e t h e w a t c h w o r d o f t h e 

day in po l i t i ca l d i s c o u r s e a b o u t even t s at h o m e a n d 

a b r o a d . B u t w h e t h e r it b e t h e t e l ev i s ion p u n d i t s o r h i g h 

po l i t i ca l o f f iceholders , talk a b o u t d e m o c r a c y m e a n s 

n o t h i n g m o r e t h a n v o t i n g r igh t s a n d a n exp res s ion o f 

t h e " p e o p l e ' s wi l l . " As l o n g as p e o p l e can have t h e i r say 

w h e n t h e y pu l l t h e lever i n t h e v o t i n g b o o t h , t h e w o r l d 

wi l l s o m e h o w m i r a c u l o u s l y have p e a c e a n d prosper i ty . 

I n an era o f " feel g o o d " pol i t ics n o one ' s m i n d is t o 

b e t axed by pol i t i ca l p h i l o s o p h y o r e c o n o m i c s b e c a u s e 

s o m e o n e ' s se l f - e s t eem m i g h t b e h a r m e d if h e f o u n d t h e 

in t e l l ec tua l exerc ise t o o u n c o m f o r t a b l e . So l i t t le is said 

a b o u t t h e t r u e m e a n i n g o f f r e e d o m a n d its ac tua l re la 

t i o n s h i p t o d e m o c r a t i c p rac t i ces . 

" F r e e d o m " t h u s b e c o m e s a n y t h i n g tha t relieves a 

p e r s o n f r o m respons ib i l i ty for t h e c o n s e q u e n c e s o f his 

o w n a c t i o n s — w i t h po l i t i c ians shif t ing t h e cost o f t h o s e 

c o n s e q u e n c e s t o o t h e r peop le ' s s h o u l d e r s . A n d a pe r son ' s 

" r i g h t s " refer t o r e q u i r i n g o t h e r s t o p r o v i d e t h e f inancial 

m e a n s t o satisfy w h a t e v e r ends wi l l m a k e h i m h a p p y — 

e v e n if t h e g o v e r n m e n t has t o c o e r c e t h o s e o t h e r s t o 

p a r t w i t h w h a t t h e y have h o n e s t l y e a r n e d . 

A t t h e s a m e t i m e , t h e r e are m a n y p e o p l e w h o ta lk 

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

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

o f us . B u t , aga in , r a t h e r t h a n focus ing o n f u n d a m e n t a l s , 

the i r s is o f t en o n l y an a t t e m p t t o find s h o r t - t e r m g i m 

m i c k s t o dea l w i t h t h e p r o b l e m s . 

T h i s , t o o , is t h e resul t o f f ocus ing o n pol i t ics . It's of ten 

p o i n t e d o u t t ha t t h e po l i t i ca l p re fe rences o f vo te r s are 

d i s t r i b u t e d in t h e shape o f a be l l c u r v e . A t t h e ends are 

t h e po l i t i ca l " e x t r e m i s t s , " col lect ivists a n d individual is ts 

respect ively. I n b e t w e e n , u n d e r t h e d o m e , are t h e vast 

m a j o r i t y o f vo t e r s w h o are s o m e w h e r e " i n t h e m i d d l e . " 

If a po l i t i c i an is t o b e e l ec ted , it is e x p l a i n e d , h e m u s t 

appea l t o a s ignif icant n u m b e r in tha t m i d d l e , s ince t h e r e 

are j u s t n o t e n o u g h vo te s at e i t h e r e n d o f t h e c u r v e t o 

w i n a n e l ec t i on . T h u s h e m u s t w e a v e t o g e t h e r a p a t c h 

w o r k o f i n c o n s i s t e n t a n d of ten c o n t r a d i c t o r y pos i t i ons 
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t h a t w i l l ref lect t h e d iverse po l i t i ca l v i e w s o f his p o t e n 

tial c o n s t i t u e n t s . 

T h i s also l imi t s w h a t m a r k e t - o r i e n t e d t h i n k t anks i n 

e i t h e r W a s h i n g t o n o r i n t h e v a r i o u s s tate capitals c a n 

offer as p o l i c y o p t i o n s i n t h e d e b a t e s a b o u t t h e ro le o f 

g o v e r n m e n t . E v e n w h i l e s e e m i n g t o b e n u d g i n g t h e 

d e b a t e m o r e i n a f r e e - m a r k e t , smal le r g o v e r n m e n t 

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

p roposa l s are c o n s t r i c t e d b y w h a t t h e po l i t i c i ans c o n s i d 

er "po l i t i ca l ly poss ib le . " B e y o n d t h o s e b o u n d a r i e s t h e 

p o l i c y a d v o c a t e b e c o m e s a " k o o k , " a p i e - i n - t h e - s k y 

" n u t , " a n e x t r e m i s t w h o d o e s n o t real ize t h a t " n o b o d y " 

is g o i n g t o t ake those v i e w s ser iously. T h e p o l i c y a d v o 

ca te r isks l o s i n g po l i t i ca l l e g i t i m a c y a n d a h e a r i n g i n t h e 

halls o f p o w e r — w h i c h is w h y his o r g a n i z a t i o n is l o c a t 

e d i n t h a t c e n t e r o f po l i t i ca l d e c i s i o n - m a k i n g . 

T h i s o f t en m e a n s t h a t p o l i c y p roposa l s are " w a t e r e d 

d o w n " t o b e po l i t i ca l ly a c c e p t a b l e . E v e n t h e de fense o f 

a p o l i c y is o f t en c o u c h e d i n t e r m s d e s i g n e d t o avo id t h e 

i m p r e s s i o n t h a t its a d v o c a t e s s u p p o r t a n y t h i n g as rad ica l 

as, we l l , laissez faire a n d t h e e n d t o t h e i n t e r v e n t i o n i s t 

wel fa re state. 

A n y d e t a i l e d a n d f u n d a m e n t a l d i scuss ion o f g o v e r n 

m e n t p o l i c y is t h e r e f o r e imp l i c i t l y r u l e d o u t o f c o u r t . 

O n c e a t t e n t i o n is f o c u s e d o n i n f l u e n c i n g w h a t g o v e r n 

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

is po l i t i ca l ly p r a c t i c a b l e today. 

Moving the Curve 

Th e real po l i t i ca l task, h o w e v e r , is n o t t o t r y t o a t t r ac t 

vo te s o r n u d g e p o l i c y i n t h e c o n t e x t o f t h e ex i s t 

i n g be l l c u r v e o f v o t e r p r e f e r e n c e s . R a t h e r , it is t o m o v e 

t h e c u r v e in t h e d i r e c t i o n o f i n d i v i d u a l f r e e d o m , l i m i t 

e d c o n s t i t u t i o n a l g o v e r n m e n t , a n d a t r u l y free m a r k e t . I n 

o t h e r w o r d s , t h e task is t o shift t h e curve ' s d o m e ove r t o 

w h e r e its i nd iv idua l i s t tail e n d is today, so t h a t s o m e d a y 

t h e m i d d l e mass o f v o t e r s w i l l m o r e o r less h o l d v i e w s 

gene ra l l y c o n s i s t e n t w i t h classical- l iberal ideas . 

B u t this r equ i r e s l o o k i n g b e y o n d w h a t is po l i t i ca l ly 
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e x p e d i e n t today. I n d e e d , it r equ i r e s i g n o r i n g w h a t s e e m 

t o b e t h e b o u n d a r i e s o f t h e po l i t i ca l ly poss ib le a n d 

in s t ead t h i n k i n g in t e r m s o f t h e po l i t i ca l ly des i rab le . If 

po l i c i es real ly c o n s i s t e n t w i t h i n d i v i d u a l f r e e d o m are 

eve r t o b e i m p l e m e n t e d , w e m u s t first e x p l a i n t o o u r fel

l o w c i t izens w h a t s u c h a soc i e ty o f f r e e d o m w o u l d l o o k 

l ike, h o w it w o u l d w o r k , a n d w h y it is des i rab le . T h e y 

m u s t s lowly b u t sure ly c o m e t o see t h e v i s i o n o f l iber ty. 

M a y b e p a r t o f t h e r e a s o n so m a n y p e o p l e s e e m 

u n a b l e o r u n w i l l i n g t o t h i n k b e y o n d five m i n u t e s is t h a t 

t h e y are so i n f r e q u e n t l y c h a l l e n g e d t o d o so. M a y b e o u r 

f e l low c i t i zens f ind it h a r d t o b r e a k o u t o f t h e c u r r e n t 

m i n d s e t o f t h e ex i s t i ng i n t e r v e n t i o n i s t we l fa re s tate 

b e c a u s e t h e y are t o o rare ly offered a c lear a n d c o n s i s t e n t 

case for t h e classical- l iberal idea l a n d w h y it w o u l d b e 

g o o d for t h e m a n d o t h e r s t h e y care a b o u t . M a y b e p e o 

p l e are o f t en t r a p p e d in t h e po l i c ies o f t h e s h o r t r u n 

p rec i se ly b e c a u s e t h e y a l m o s t n e v e r are p r e s e n t e d w i t h a 

po l i t i ca l a n d e c o n o m i c p h i l o s o p h y o f f r e e d o m for t h e 

l o n g r u n . 

Pol i t ics wi l l always o n l y reflect t h e ex i s t i ng d i s t r i b u 

t i o n o f p e o p l e ' s po l i t i ca l v i e w s . Po l i t i ca l c a m p a i g n s , 

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

f o r m i n g soc i e ty f r o m less free t o m o r e free. T h i s w i l l 

o n l y h a p p e n o u t s i d e o f t h e n a r r o w po l i t i ca l p r o c e s s — 

t h r o u g h a c h a n g e i n t h e c l i m a t e o f ideas . 

T h o u g h m o s t p e o p l e d o n ' t k n o w it, t h e y are g u i d e d 

b y a n i m p l i c i t set o f po l i t i c a l a n d e c o n o m i c p r i n c i p l e s 

w h e n t h e y t h i n k a b o u t a n d d e c i d e o n w h a t t h e y w a n t 

g o v e r n m e n t t o d o . T h e s e p r i n c i p l e s are t h e i d e o l o g i c a l 

r e s idues o f n i n e t e e n t h - a n d t w e n t i e t h - c e n t u r y c o l l e c 

t iv i sm. T h e y n e e d t o b e r e p l a c e d w i t h a n e w set o f 

po l i t i ca l a n d e c o n o m i c p r i n c i p l e s , t h o s e o f classical l i b 

e ra l i sm. W h e n a suff ic ient n u m b e r o f o u r f e l low c i t i zens 

a c c e p t classical l i be ra l i sm, po l i t i c s w i l l f o l l o w p r i n c i p l e 

a n d t h e i n t e r v e n t i o n i s t we l fa re s ta te w i l l b e o p p o s e d 

a n d finally a b o l i s h e d . T h i s is w h y a r ad ica l c h a n g e i n 

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

i n po l i t i c s . @ 
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-Perspective 

Why Cut Taxes? 

J u d g i n g b y t h e p o p p i n g co rks at t h e W h i t e H o u s e , 

taxes are c u t t o increase g o v e r n m e n t r e v e n u e s so t h e 

b u d g e t defici t c a n b e s h r u n k w i t h o u t r e d u c i n g 

g o v e r n m e n t s p e n d i n g . T a x cuts are g o o d , b u t this 

r ea son leaves m e co ld . 

P r e s i d e n t B u s h a n n o u n c e d r e c e n t l y tha t " T h i s e c o n 

o m y is g r o w i n g , federa l taxes are r i s ing , a n d w e ' r e c u t 

t i n g t h e federa l def ic i t faster t h a n w e e x p e c t e d . " T h e 

latest n u m b e r s b e a r h i m o u t . T h e Washington Post r e p o r t s 

" a 13 p e r c e n t r ise in t ax rece ip t s for t h e n i n e m o n t h s 

e n d e d in J u n e . " T h u s " t h e a d m i n i s t r a t i o n p ro jec t s t ha t 

t h e def ic i t wi l l n a r r o w to a b o u t $ 2 9 6 b i l l i o n . T h a t w o u l d 

b e d o w n f r o m t h e $ 3 1 8 . 3 b i l l i o n o f 2 0 0 5 . " O n l y $ 2 9 6 

b i l l ion! 

A n d t h e Wall Street Journal a d d e d , " G o v e r n m e n t r e v 

e n u e s are e x p e c t e d t o g r o w 1 1 % , o r $ 2 4 6 b i l l ion , f rom 

2 0 0 5 to 2 0 0 6 , O M B said. So far this year, rece ip ts have 

t o t a l e d $ 2 . 4 t r i l l ion , $ 1 1 5 b i l l i on h i g h e r t h a n e x p e c t e d . 

T h a t b o o s t a c c o u n t e d for 9 0 % o f t h e r e d u c t i o n in t h e 

defici t p r o j e c t i o n . " 

T h e e x u l t a n t P r e s i d e n t said, " S o m e in W a s h i n g t o n say 

w e h a d t o c h o o s e b e t w e e n c u t t i n g taxes a n d c u t t i n g 

t h e defici t . Today 's n u m b e r s s h o w tha t t ha t was a false 

c h o i c e . T h e e c o n o m i c g r o w t h fueled b y t ax rel ief has 

h e l p e d s e n d o u r t ax r e v e n u e s soa r ing . " 

B u t w e s h o u l d n ' t w a n t tax r e v e n u e s t o soar. T h e y 

d o n ' t u n d e r s t a n d this in W a s h i n g t o n , b u t n o t h i n g is m o r e 

l ikely t o p r o d u c e mischief , a n d i m p e d e w e a l t h c rea t ion , 

t h a n a po l i t i c i an w i t h a dol la r in his h a n d . I m a g i n e 5 3 5 

po l i t i c i ans , a n d a P r e s i d e n t w h o m i s p l a c e d his v e t o p e n , 

w i t h 115 b i l l i on dol lars m o r e t h a n t h e y e x p e c t e d t o 

have . As t h e Ant i federa l i s t M e l a n c t o n S m i t h w r o t e , 

" [A]l l g o v e r n m e n t s f ind a use for as m u c h m o n e y as t h e y 

can raise." A n d tha t was in 1 7 8 7 ! 

Fede ra l s p e n d i n g last year a te u p 2 0 . 1 p e r c e n t o f w h a t 

A m e r i c a n s p r o d u c e d . T h a t ' s m o r e t h a n w h e n this P r e s i 

d e n t t o o k office. A n d t h e admin i s t r a t ion ' s p ro j ec t i ons 

t h r o u g h 2 0 1 1 d o n ' t have it fall ing b y m u c h . After t ha t 

p o i n t t h e p i c t u r e is far b leaker , w h e n Social S e c u r i t y a n d 

M e d i c a r e h i t t h e i r i cebe rgs . T h i s also leaves o u t t h e 

o p e n - e n d e d bill for w a r s p e n d i n g . 

M r . B u s h c o n c e d e s tha t e c o n o m i c g r o w t h a l o n e 

w o n ' t e n d t h e deficit . A c c o r d i n g to t h e Post, " H e cal led 
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o n C o n g r e s s t o h e l p cu t 'wasteful s p e n d i n g ' a n d t o tackle 

w h a t h e said was ' u n s u s t a i n a b l e g r o w t h i n s p e n d i n g for 

e n t i t l e m e n t p r o g r a m s . ' " 

B u t h o w c red ib l e is t h a t f r o m a p r e s i d e n t w h o has ye t 

t o v e t o a n a p p r o p r i a t i o n s bill? Bes ides , r e d u c i n g " w a s t e " 

wi l l ge t us n o w h e r e . O n e c o n g r e s s m a n ' s was t e is a n o t h 

er's essent ia l p r o j e c t . 

T h e o n l y w a y t o s h r i n k g o v e r n m e n t is t o a p p r o a c h it 

at t h e m i s s i o n level . E v e r y l ine in t h e b u d g e t s h o u l d b e 

s u b j e c t e d t o t h e q u e s t i o n " S h o u l d t h e g o v e r n m e n t b e 

d o i n g t h i s ? " 

O n s e c o n d t h o u g h t , that 's n o t l ike ly t o ge t us v e r y far 

e i the r . I f n o o n e t h o u g h t t h e g o v e r n m e n t s h o u l d b e 

d o i n g s o m e t h i n g , it w o u l d n ' t b e d o i n g it. G r e m l i n s d o n ' t 

t ake ove r t h e Off ice o f M a n a g e m e n t a n d B u d g e t e a c h 

m i d n i g h t a n d in se r t p ro jec t s n o o n e asked for. 

So w h e r e d o e s tha t leave us? N o t in a g o o d p l ace . 

T h e g o v e r n m e n t is o u t o f c o n t r o l ; i n p r i n c i p l e t h e r e 

are f ew r e m a i n i n g l imi ts o n w h a t it m a y d o . Yet e v e n a 

b a d l y h a m p e r e d m a r k e t e c o n o m y is capab le o f p r o d u c 

i n g a h u g e a m o u n t o f w e a l t h , so t h e s p e n d e r s can en joy 

t h e m s e l v e s for a l o n g time.. T h e key q u e s t i o n s are: h o w 

m u c h b e t t e r off w o u l d w e b e (especial ly t h o s e w i t h t h e 

least) if g o v e r n m e n t d i d n ' t have all t h a t cash t o p lay 

w i t h , a n d h o w far off is t h e day o f r e c k o n i n g ? 

W e s h o u l d n ' t t ake o u r eye off t h e exp l i c i t t ax b u r d e n , 

b u t that 's n o t t h e o n l y b u r d e n to w a t c h . S p e n d i n g is a 

b e t t e r (albeit i n c o m p l e t e ) m e a s u r e o f h o w m u c h t h e 

g o v e r n m e n t h u r t s us . If t a x - r a t e cu ts leave t h e g o v e r n 

m e n t w i t h m o r e r e v e n u e t h a n be fo re , that 's a n e x c e l l e n t 

r ea son t o k e e p c u t t i n g . 

• • • 

A r e c o r p o r a t e C E O s p a i d t o o m u c h ? If this w e r e a 

real ly free e c o n o m y , t h e a n s w e r w o u l d b e easy. B u t w h a t 

a b o u t i n a c o r p o r a t i s t m i x e d e c o n o m y ? R o b e r t M u r p h y 

leads t h e w a y t h r o u g h t h e l a b y r i n t h . 

It's w i d e l y b e l i e v e d tha t t h e w a y for a l e s s - d e v e l o p e d 

c o u n t r y t o b e c o m e m o r e d e v e l o p e d is t o f ind m a r k e t s 

for its e x p o r t s . As C h r i s t o p h e r L i n g l e recalls, t h a t i dea 
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was d e b u n k e d s o m e t i m e b a c k b y a g u y cal led A d a m 

S m i t h . 

H o w c a n d i spass iona te e c o n o m i s t s g ive e c o n o m i c 

adv ice? Israel K i r z n e r c o n c l u d e s his t h r e e - p a r t series o n 

this s e e m i n g p a r a d o x . 

P roposa l s t o m a n d a t e t h e use o f r e n e w a b l e " g r e e n " 

e n e r g y f ind favor u n t i l p e o p l e see t h e p r i c e tag. M i c h a e l 

H e b e r l i n g exp la ins . 

F r a n c e has h a d a r o u g h t i m e lately, w i t h s t u d e n t s 

d e m o n s t r a t i n g a n d e v e n g e t t i n g r o w d y in o p p o s i t i o n t o 

a l o o s e n i n g o f t h e l a b o r laws. T h a t was j u s t t h e t ip o f t h e 

i c e b e r g , P i e r r e G a r e l l o r e p o r t s . 

T w e n t y years after t h e n u c l e a r - r e a c t o r e x p l o s i o n at 

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

c o n s e q u e n c e s w e r e m u c h less severe t h a n p r e d i c t e d . B u t 

s o m e p e o p l e d o n ' t w a n t t o h e a r a b o u t it. J i m P e r o n has 

t h e deta i ls . 

S o m e p e o p l e l a b o r u n d e r t h e m i s c o n c e p t i o n tha t 

g o v e r n m e n t c a n r u n a bus iness , w h e t h e r a n e l ec t r i c 

c o m p a n y o r a hosp i t a l . B u t as M u r r a y R o t h b a r d a r g u e d 

in this 1 9 5 6 F E E T i m e l y Classic, t h e n a t u r e o f g o v e r n 

m e n t a n d t h e n a t u r e o f bus iness are po l e s apar t . 

O u r c o l u m n i s t s ' l abo r s have y i e l d e d a v a r i e d c r o p : 

R i c h a r d E b e l i n g o n p r i n c i p l e s a n d po l i t i c s , L a w r e n c e 

R e e d o n g r o w i n g u p , T h o m a s Szasz o n co l l ege s u i c i d e -

w a t c h , S t e p h e n D a v i e s o n i n c e n t i v e s , a n d R u s s e l l 

R o b e r t s o n t h e n e e d for a m u l t i m e d i a a p p r o a c h to 

t e a c h i n g l iber ty. G e n e C a l l a h a n , r e a d i n g Pau l K r u g m a n ' s 

c l a im t h a t in f la t ion is n o t h i n g t o w o r r y a b o u t , p ro tes t s , 

" I t Jus t A i n ' t S o ! " Sad t o say, after seven years th is is 

R o b e r t s ' s final Freeman c o l u m n . W e ' v e e n j o y e d w o r k i n g 

w i t h h i m , a n d w e wi l l miss h i m . W e w i s h h i m wel l . H i s 

space wi l l b e ably filled b y D a v i d H e n d e r s o n , w h o is 

fami l ia r t o r eade r s o f t h e s e pages . 

I n t h e b o o k d e p a r t m e n t , o u r r e v i e w e r s h a v e s c r u t i 

n i z e d t o m e s o n t w e n t y - f i r s t - c e n t u r y l ibe ra l i sm, a t o p 

social d e m o c r a t ' s legal p h i l o s o p h y , t h e a b o l i t i o n o f 

slavery, a n d t h e g e n d e r w a g e gap. 

— S h e l d o n R i c h m a n 

srichman @fee. org 



Inflation Is a "Phantom Menace"? 
It Just Ain't So! 

B Y G E N E C A L L A H A N 

Pr i n c e t o n U n i v e r s i t y e c o n o m i s t P a u l K r u g m a n , i n 

his NewYork Times c o l u m n o f J u n e 16 , a rgues t h a t 

t h e c u r r e n t fears a b o u t a n inc rease in t h e U . S . 

in f la t ion ra te ac tua l ly p o s e a m o r e s e r i ous t h r e a t t o t h e 

A m e r i c a n e c o n o m y t h a n r i s i ng p r i c e s . 

As h e p u t s it: " I ' m w o r r i e d t o o — b u t n o t a b o u t 

r e c e n t p r i c e increases . W h a t w o r r i e s m e , in s t ead , is t h e 

Fed 's o v e r r e a c t i o n t o t h o s e increases . W h e n it c o m e s t o 

in f la t ion , t h e m a i n t h i n g w e h a v e t o fear is fear itself." 

K r u g m a n a c k n o w l e d g e s tha t t h e r e has b e e n a g e n e r a l 

r ise in p r i c e s o f late, b u t s a y s , " [ T ] h e real issue is w h e t h e r 

there ' s a s e r ious r isk t h a t inf la t ion wi l l b e c o m e e m b e d 

d e d i n t h e e c o n o m y . " H e c o n t i n u e s : " T h e classic e x a m 

ple o f e m b e d d e d inf la t ion is t h e w a g e - p r i c e spiral . . . o f 

t h e 1 9 7 0 s. B a c k t h e n , w h e n e v e r w a g e con t r ac t s c a m e u p 

for r e n e w a l , w o r k e r s d e m a n d e d b i g raises, b o t h t o ca t ch 

u p w i t h past inf la t ion a n d t o offset e x p e c t e d fu ture infla

t i o n . A n d w h e n e v e r c o m p a n i e s c h a n g e d t h e i r p r i ces , 

t h e y raised t h e m b y a lo t , b o t h t o ca t ch u p w i t h past 

w a g e increases a n d t o offset e x p e c t e d fu ture increases ." 

K r u g m a n fails t o exp l a in h o w e m p l o y e r s w e r e able t o 

pay e v e r - h i g h e r w a g e s t o t h e i r w o r k e r s w i t h o u t g o i n g 

b r o k e , o r h o w c o n s u m e r s c o u l d afford t o offer m o r e 

a n d m o r e m o n e y for t h e g o o d s t h e y w a n t e d . A l m o s t 

e v e r y o n e w o u l d l ike t o b e able t o c h a r g e a s teadi ly h i g h 

e r p r i c e for w h a t e v e r h e offers o n t h e m a r k e t . If o n e 

p e r s o n is ab le t o d o so w h i l e m o s t o t h e r s c a n n o t , t h e 

h i g h e r p r i c e wi l l m a k e h i m g e n u i n e l y b e t t e r off, as it 

enab les h i m t o c l a i m a l a rge r share o f to ta l e c o n o m i c 

o u t p u t t h a n h e p r e v i o u s l y c o u l d . B u t it is c lear ly i m p o s 

sible for all m a r k e t p a r t i c i p a n t s t o inc rease t h e re la 

t ive size o f t h e i r " c u t o f t h e p i e " at t h e s a m e t i m e . ( O f 

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

b i g g e r , so success ive slices t h a t are p r o p o r t i o n a l l y 

i den t i ca l still w i l l g r o w abso lu te ly l a rger over t ime . ) 

If p r i c e s are r i s ing across t h e en t i r e e c o n o m y , it u s u 

ally m e a n s t h a t a n increase in t h e supp ly o f m o n e y is 

r e d u c i n g its va lue relat ive t o o t h e r g o o d s . It is t r u e tha t 

this p rocess wi l l e n r i c h t h o s e w h o s e w e a l t h is c o n c e n 

t r a t ed in s tocks o f c o m m o d i t i e s r a t h e r t h a n in cash, b u t 

t ha t h a p p e n s at t h e e x p e n s e o f t h o s e h o l d i n g t h e b u l k o f 

t h e i r w e a l t h in b a n k a c c o u n t s , m o n e y m a r k e t funds , a n d 

f i x e d - i n c o m e p e n s i o n s . Inf la t ion red i s t r ibu tes w e a l t h 

t o w a r d p e o p l e w h o , b y fores ight o r b y l u c k , have a n t i c 

i p a t e d r i s ing p r i c e s , b u t it c a n n o t c rea te p r o s p e r i t y — 

o n l y saving a n d t h e effort t o p r o d u c e w h a t o t h e r p e o p l e 

wi l l app rec i a t e c an d o tha t . 

K r u g m a n tacit ly a c k n o w l e d g e s tha t t h e real sou rce o f 

inf la t ion is t h e treasury 's p r i n t i n g press, n o t abstract " p r e s 

su res" o r "spirals," w h e n h e n o t e s , " T h e F e d eventua l ly 

b r o u g h t t h e inf la t ion o f t h e 1 9 7 0 s u n d e r c o n t r o l " by 

rais ing in teres t rates t o s low t h e g r o w t h o f t h e m o n e y 

supply. If t h e sou rce o f t ha t inf la t ion h a d n ' t b e e n t h e 

f lood o f n e w m o n e y p o u r i n g f rom t h e m o n e t a r y a u t h o r 

ities i n t h e early '70s , t h e n h o w c o u l d c h o k i n g off tha t 

f low have al leviated t h e p r o b l e m ? Sellers, n o d o u b t , 

w o u l d have liked t o c o n t i n u e t o ge t steadily h i g h e r p r ices 

for t h e i r offerings, b u t w h e n t h e F e d s t o p p e d inflat ing 

t h e m o n e y supply, t h e y w e r e n o l o n g e r able t o d o so. 

K r u g m a n c o n t e n d s t h e r e is l i t t le c h a n c e o f a " w a g e -

p r i c e sp i ra l " s e t t i ng off today, b e c a u s e wages a ren ' t 

i nc r ea s ing m u c h . T h a t leads h i m to ask: " B u t if w a g e 

pressures are so m o d e r a t e , w h e r e ' s t h e inf la t ion c o m i n g 

f rom? T h e a n s w e r is s o a r i n g oi l a n d c o m m o d i t y p r i ces . " 

O n c e aga in , m o n e y is n o t a b l y absen t f rom K r u g m a n ' s 
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story. If t h e a m o u n t o f m o n e y in c i r c u l a t i o n hasn ' t 

i nc reased , t h e n a r ise in t h e p r i c e of, say, oi l , g o l d , o r 

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

o t h e r g o o d s , m a k i n g for a re la t ively s table p u r c h a s i n g 

p o w e r for t h e dol lar . P e o p l e c a n o n l y s p e n d m o r e o n 

s o m e t h i n g s w i t h o u t s p e n d i n g less o n o t h e r s w h e n t h e r e 

is m o r e m o n e y a r o u n d t h a n t h e r e was b e f o r e t h e p r i c e 

increases . (S ince K r u g m a n m a k e s n o c l a i m t h a t r i s i ng 

c o m m o d i t y p r i c e s have h a d a n i m p a c t o n t h e " v e l o c i t y " 

o f m o n e y , I see n o n e e d t o i n t r o d u c e t h a t c o m p l i c a t i o n 

in r e s p o n d i n g t o his a r g u m e n t . ) 

K r u g m a n e v e n t r ies t o ge t us t o m a k e f r iends w i t h 

inf la t ion : " A n d b e a r in m i n d t h a t m a n y e c o n o m i s t s . . . 

have said t h a t a l i t t le b i t o f i n f l a t i o n . . . is ac tua l ly g o o d 

for t h e e c o n o m y . " Su re , a n d m a n y e c o n o m i s t s o n c e 

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

o f l iv ing for t h e c o m m o n m a n t h a n cap i t a l i sm c o u l d . 

T h o s e t e m p o r a r i l y m i s t a k i n g a g e n e r a l r ise i n p r i c e s for 

i n c r e a s e d d e m a n d for t h e i r p r o d u c t o r s e rv i ce m a y 

br ief ly b e s p u r r e d i n t o i n c r e a s i n g t h e i r o u t p u t , c r e a t i n g 

t h e a p p e a r a n c e o f a b o o m i n g e c o n o m y . B u t s ince t h e 

inc rease in p r o d u c t i o n is p r o m p t e d b y a m i s u n d e r s t a n d 

i n g o f t h e real e c o n o m i c s i t ua t i on , it i nev i t ab ly wi l l 

resul t i n t h e m i s u s e o f scarce r e sou rce s . O n c e it b e c o m e s 

a p p a r e n t t h a t c o n s u m e r s w e r e n o t real ly e x p r e s s i n g a 

g r e a t e r d e m a n d for t h e g o o d s w h o s e p r i c e s w e r e r i s ing , 

b u t w e r e o n l y b i d d i n g m o r e b e c a u s e m o r e dol lars w e r e 

available t h a n be fo re , t h e n m a n y p r o d u c e r s w i l l c o m e t o 

r e g r e t t h e i r dec i s ions t o inc rease o u t p u t . 

T h e s p u r t o f bus iness ac t iv i ty g e n e r a t e d b y " a l i t t le b i t 

o f i n f l a t i o n " is c lose ly a n a l o g o u s t o t h e s p u r t o f phys ica l 

ac t iv i ty f o l l o w i n g t h e i n g e s t i o n o f " a l i t t le b i t o f speed . " 

B o t h s e e m t o c rea t e pos i t ive results i n t h e s h o r t r u n b u t 

p r o v e t o b e u n s u s t a i n a b l e a n d cos t ly i n t h e l o n g r u n . 

K e y n e s a t t e m p t e d t o dismiss s u c h o b j e c t i o n s t o his o w n 

in f l a t iona ry p r e s c r i p t i o n s b y n o t i n g " i n t h e l o n g r u n , w e 

are all d e a d . " H o w e v e r , in t h e case o f an in f l a t iona ry 

b o o m , t h e " l o n g r u n " is s h o r t e n o u g h t h a t m o s t o f t h o s e 

w h o w e r e p r e s e n t for t h e o p e n i n g act wi l l still b e a r o u n d 

for t h e d e n o u e m e n t . 

Could Be a Problem 

To his c red i t , K r u g m a n d o e s a d m i t t h a t h e " c a n t h i n k 

o f ways in w h i c h in f la t ion c o u l d b e c o m e a p r o b 

l e m . " B u t t h a t m e n t a l exerc ise s h o u l d n ' t t ax a p r i z e -

w i n n i n g e c o n o m i s t v e r y m u c h . F o r i n s t a n c e , it d o e s n o t 

r e q u i r e a n e s o t e r i c a p p r e c i a t i o n o f s o m e a r c a n e e c o 

n o m i c t h e o r y t o c o n c e i v e t h a t in f la t ion c o u l d b e c o m e a 

p r o b l e m b y t e a r i n g apa r t t h e v e r y fabr ic o f social c o o p 

e r a t i o n in a n a t i o n , as it d id , say, i n G e r m a n y in t h e 

1920s , A r g e n t i n a in t h e '70s a n d '80s , o r H u n g a r y at 

t h e c lose o f W o r l d W a r II . It m i g h t also have o c c u r r e d 

t o K r u g m a n t h a t e v e n " m o d e r a t e " in f la t ion is p r o b l e m 

atic, s ince it d i s to r t s t h e p r i c e sys t em, r e w a r d i n g s o m e 

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

rec t ly a n t i c i p a t e d r i s i n g p r i c e s , w h i l e p e n a l i z i n g o t h e r s 

w h o s e o n l y sin was t o b e h o l d i n g t o o m u c h cash d u r i n g 

a n in f l a t i ona ry p e r i o d . 

K r u g m a n dec lares t h a t h e is far less c o n c e r n e d b y t h e 

spec t e r o f in f la t ion t h a n h e is a b o u t o t h e r poss ib le e c o 

n o m i c t r o u b l e s , s u c h as " a r ap id ly def la t ing h o u s i n g b u b 

b le . " B u t w h a t p u m p e d u p t h e h o u s i n g b u b b l e in t h e 

first p lace? It is s imp ly a m a n i f e s t a t i o n o f t h e easy m o n e y 

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

t h a t p o l i c y was t o m a i n t a i n c o n s u m e r s ' e n t h u s i a s m for 

s p e n d i n g , an e n t h u s i a s m g e n e r a t e d by t h e s t eady a n d 

s t r o n g r ise in t h e p r i c e o f t h e i r h o u s e s , t h u s e n a b l i n g 

h o m e o w n e r s t o u p g r a d e t h e i r lifestyles t h r o u g h ref i 

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

K r u g m a n is sure ly a w a r e o f t h e m a n y e c o n o m i s t s 

w h o insist t h a t t h e r o o t o f e v e r y in f la t ion is a n inc rease 

i n t h e m o n e y supply, s ince t h a t g r o u p i n c l u d e s s u c h 

p r o m i n e n t figures as t h e N o b e l - p r i z e - w i n n e r M i l t o n 

F r i e d m a n . W h y , t h e n , d o e s n ' t h e e v e n mention m o n e t a r y 

t h e o r i e s o f in f la t ion in his c o l u m n ? T h e o n l y r e a s o n I 

c a n i m a g i n e is t h a t K r u g m a n ' s c o m m i t m e n t t o i n c r e a s 

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

tal c h a r a c t e r o f inf la t ion: it is t h e c o n s e q u e n c e o f t h e 

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

cy goa l b y s tea l th , w i t h o u t t h e u n p o p u l a r m o v e o f ra i s 

i n g taxes . 
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Are CEOs Paid Too Much? 

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

On e o f Reader's Digest's m o r e p o p u l a r sec t ions 

is " T h a t ' s O u t r a g e o u s ! " W h e n t h e fea ture 

spo t l igh t s g o v e r n m e n t p o r k - b a r r e l p ro jec t s , 

ab s u rd z o n i n g r e s t r i c t ions o n h o m e o w n e r s , o r i l logical 

r e g u l a t i o n s o n smal l bus iness , l i be r t a r i ans c a n a p p l a u d . 

U n f o r t u n a t e l y t h e O c t o b e r 2 0 0 5 issue f ea tu red a c o l 

u m n tha t f o c u s e d o n " o u t r a g e o u s " C E O p a c k a g e s , a n 

e n d u r i n g con t roversy . T h e w r i t e r , M i c h a e l C r o w l e y , d i s 

p l ayed p r e c i o u s l i t t le k n o w l e d g e o f e c o n o m i c s , a n d at 

t i m e s his c o m p l a i n t s w e r e d o w n r i g h t c o n t r a d i c t o r y . 

T h e a r t ic le b e g i n s w i t h t h e a n e c d o t e a b o u t S t e p h e n 

C r a w f o r d , t h e n t h e c o - p r e s i d e n t o f M o r g a n Stanley. A 

f e w m o n t h s after a c c e p t i n g this p r o m o t i o n , C r a w f o r d 

q u i t d u r i n g a " m a n a g e m e n t s h a k e - u p " a n d " s t ro l l ed off 

w i t h a s e v e r a n c e p a c k a g e t h a t i n c l u d e d t w o yea r s ' salary 

a n d b o n u s , " w h i c h a m o u n t e d t o $ 3 2 m i l l i o n . To m a k e 

sure his r eade r s are suff icient ly o u t r a g e d , C r o w l e y p o i n t s 

o u t t h a t " C r a w f o r d p u l l e d in $ 5 4 , 0 0 0 per hourl" 

B e f o r e d e l v i n g i n t o t h e c o n c e p t u a l issues, let's b e 

c lear o n w h e r e t h a t n u m b e r c o m e s f rom. It is o b v i o u s l y 

d u e t o C r a w f o r d ' s q u i t t i n g m u c h s o o n e r t h a n a n y o n e 

( p r o b a b l y i n c l u d i n g himself) p r e d i c t e d w h e n t h e c o n 

t r ac t w a s o r i g i n a l l y n e g o t i a t e d . ( H a d t h e s h a k e u p 

o c c u r r e d six w e e k s earl ier , C r a w f o r d w o u l d ' v e e a r n e d 

o v e r $ 1 0 0 , 0 0 0 p e r h o u r , a c c o r d i n g t o this m e t h o d . ) T h i s 

is c e r t a in ly a m i s l e a d i n g a p p r o a c h , especia l ly w h e n c o n 

t ras t ing it w i t h t h e m e a n a n n u a l e a r n i n g s o f w o r k e r s (as 

C r o w l e y d o e s ) . If o n e w a n t s t o s h o w h o w m u c h m o r e 

C E O s ge t p a i d — a n d o f c o u r s e t h e y do g e t p a i d far, far 

m o r e t h a n t h e average w o r k e r — t h e n a fairer c o m p a r i 

s o n w o u l d h a v e b e e n m e a n a n n u a l e a r n i n g s o f w o r k e r s 

versus mean annual e a r n i n g s o f C E O s . (Later, C r o w l e y 

fo l lows this m o r e r e a s o n a b l e r o u t e a n d r e p o r t s t ha t in 

2 0 0 3 " C E O s w e r e p a i d ove r 3 0 0 t i m e s w h a t t h e average 

p r o d u c t i o n w o r k e r made . " ) To p i c k a n e x a m p l e l ike 

C r a w f o r d r igs t h e c o m p a r i s o n ; o n e c o u l d ce r t a in ly f ind 

cases o f average J o e s w h o q u i t o r w e r e laid off after o n l y 

w o r k i n g a v e r y s h o r t t i m e , a n d h e n c e w h o s e " h o u r l y 

e a r n i n g s " w o u l d a p p e a r vastly inf la ted. 

F o r e x a m p l e , I myse l f was o n c e sen t h o m e after o n l y 

w o r k i n g a b o u t t e n m i n u t e s as a r e cep t i on i s t in a l a w 

f i rm; I h a d b e e n sent t h e r e by m y t e m p agency, a n d it 

t u r n e d o u t I was un fami l i a r w i t h t h e p h o n e sys t em at 

t h e f i rm. N o n e t h e l e s s , I still g o t p a i d for at least o n e 

h o u r (possibly m o r e , I can ' t r e m e m b e r ) o f w o r k . U s i n g 

C r o w l e y ' s a p p r o a c h , h e c o u l d a r g u e tha t t h e case o f 

R o b e r t M u r p h y s h o w s tha t s o m e I r i sh w o r k e r s are p a i d 

six t i m e s m o r e p e r h o u r t h a n t h e m e d i a n t e m p w o r k e r . 

E v e n o n its o w n t e r m s , t h e ca l cu la t ion is suspect . 

C r o w l e y isn' t expl ic i t a b o u t w h e r e t h e $ 5 4 , 0 0 0 p e r h o u r 

f igure c o m e s f rom, b u t w e d o k n o w tha t t h e to ta l p a c k 

age was $ 3 2 m i l l i o n a n d tha t C r a w f o r d qu i t " [ a ] b o u t 100 

d a y s " after s t a r t ing in t h e n e w spot . Wel l , $ 3 2 m i l l i o n 

d i v i d e d b y 100 is $ 3 2 0 , 0 0 0 p e r day, w h i c h w o r k s o u t t o 

$ 4 0 , 0 0 0 p e r h o u r if w e a s s u m e e igh t h o u r s o f w o r k p e r 

day. T h u s t o ge t t h e h i g h e r f igure o f $ 5 4 , 0 0 0 , C r o w l e y 

m u s t b e a s s u m i n g tha t , i n a d d i t i o n t o w o r k i n g o n l y e igh t 

h o u r s p e r day, C r a w f o r d o n l y w o r k e d five days p e r w e e k . 

N o w I d o n ' t k n o w t o o m u c h a b o u t b e i n g c o - p r e s i d e n t 

o f M o r g a n Stanley, b u t e v e n so, I ' m q u i t e sure tha t this 

j o b r equ i re s m o r e t h a n 4 0 h o u r s o f w o r k p e r w e e k . 

O f c o u r s e , t he se m i n o r qu ibb le s a b o u t t h e f igure 

o v e r l o o k t h e b igges t o b j e c t i o n : So what if C E O s e a r n 

m o r e m o n e y t h a n m o s t o t h e r w o r k e r s ? I n a free m a r k e t 

(and b e l o w w e deal w i t h t h e c o m p l i c a t i o n tha t in today 's 

w o r l d t h e r e is n o t ru ly free m a r k e t ) , t h e p r i c e o f l abo r 
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c o r r e s p o n d s t o its m a r g i n a l p r o d u c t . T h a t is, c o m p e t i t i o n 

ensu res t h a t w o r k e r s are p a i d a c c o r d i n g t o h o w m u c h 

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

fact t h a t s o m e types o f l a b o r c o m m a n d t h o u s a n d s o f 

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

r a g e o u s t h a n t h e fact t h a t s o m e g o o d s in t h e m a r k e t 

p l ace ( such as a h o u s e ) h a v e a p r i c e h u n d r e d s o f 

t h o u s a n d s o f t i m e s h i g h e r t h a n t h e p r i c e s o f o t h e r g o o d s 

(such as a p a c k o f g u m ) . 

O d d l y e n o u g h , it is t h e critics o f capi ta l i sm w h o 

impl ic i t ly c l a im tha t m a r k e t va lue s h o u l d c o r r e s p o n d to 

e th ica l w o r t h . N o c o m p e t e n t e c o n o m i s t w o u l d a r g u e 

tha t S t e p h e n C r a w f o r d was a g o o d p e r s o n b e c a u s e h e 

e a r n e d so m u c h m o n e y , j u s t as n o e c o n o m i s t w o u l d 

a r g u e t h a t a t e lev i s ion set is e th ica l ly s u p e r i o r t o a c o p y 

o f t h e H o l y B i b l e b e c a u s e o f its h i g h e r p r i c e . N o , t h e 

o n l y t h i n g e c o n o m i c sc i ence can say is t ha t S t e p h e n 

Crawford ' s services w e r e in h i g h e r d e m a n d t h a n t h e 

services o f (say) t h e j a n i t o r s at M o r g a n Stanley. So l o n g 

as t h e l abor cont rac ts are voluntary , t he r e really isn't an 

issue o f fairness (subject t o t h e c o m p l i c a t i o n n o t e d above) . 

L a t e r i n t h e ar t ic le , C r o w l e y raises c o n c e r n s t h a t m a y 

t r o u b l e e v e n a g e n u i n e s u p p o r t e r o f t h e free m a r k e t . O f 

c o u r s e it m a k e s pe r f ec t sense t h a t successful c o r p o r a t e 

execu t ives e a r n m i l l i o n s o f dol la rs . B u t w h a t o f t h e 

s t r ange cases o f " c o r p o r a t e l eade r s ac tua l ly failing t h e i r 

w a y t o r i c h e s " ? C r o w l e y gives us s o m e a l legedly o u t r a 

g e o u s e x a m p l e s o f this t r e n d : 

V i a c o m C E O S u m n e r R e d s t o n e t o o k h o m e 

a b o u t $ 2 8 m i l l i o n in 2 0 0 4 , i n c l u d i n g a b o n u s o f $ 1 6 . 5 

m i l l i o n , e v e n as his c o m p a n y ' s s t o c k d r o p p e d 11 p e r 

c e n t d u r i n g t h e fiscal year . A p p l i e d M a t e r i a l s C E O 

M i k e S p l i n t e r g o t a t i dy $ 5 m i l l i o n b o n u s in 2 0 0 4 , 

de sp i t e a s t o c k sl ide o f m o r e t h a n 2 2 p e r c e n t . T h a t 

s a m e yea r R i c k W a g o n e r , C E O o f G e n e r a l M o t o r s , 

saw G M s t o c k p l u n g e 2 5 p e r c e n t , ye t h e still p o c k e t 

e d a $ 2 . 5 m i l l i o n b o n u s — o n l y s l ight ly less t h a n his 

a w a r d in 2 0 0 3 , w h e n G M s t o c k ac tua l ly rose . S o 

m u c h for accoun tab i l i t y . 

As n o t e d , this p h e n o m e n o n is ini t ia l ly q u i t e p u z z l i n g . 

W h y w o u l d f i rms r e w a r d i n c o m p e t e n t execu t ives? 

D o n ' t t h e y w a n t t o m a k e m o n e y ? Yet b e f o r e d i smiss ing 

p o w e r b r o k e r s i n t h e bus iness c o m m u n i t y as self-

A r e C E O s P a i d Too M u c h ? 

d e s t r u c t i v e a n d / o r i n c r e d i b l y s tup id , p e r h a p s w e s h o u l d 

g ive t h e m t h e bene f i t o f t h e d o u b t a n d search for a 

r a t i ona l e x p l a n a t i o n . 

T h e m o s t i m p o r t a n t p o i n t t h a t scoffers l ike C r o w l e y 

o v e r l o o k is t h a t t h e bus iness w o r l d is u n c e r t a i n . W h e n a 

c o m p a n y b r i n g s in a n e w e x e c u t i v e , it is n o t at all o b v i 

o u s w h a t steps h e o r she s h o u l d t ake t o t u r n t h e c o m 

p a n y a r o u n d a n d b o o s t prof i ts . (If it were o b v i o u s , t h e 

c o m p a n y w o u l d n ' t w a s t e mi l l i ons o f dol lars h i r i n g t h e 

execu t ive . ) N o w regardless o f t h e execut ive ' s c o m p e 

t e n c e , it is en t i r e ly poss ib le t h a t t h e p l a n w i l l f a i l — a n d 

t h e e x e c u t i v e k n o w s this as w e l l as a n y o n e else. B e c a u s e 

o f this , it w o u l d b e v e r y r i sky for s u c h a n e x e c u t i v e t o 

s ign a c o n t r a c t i n w h i c h , say, h e o r she e a r n e d $ 2 0 m i l 

l i o n if t h e c o m p a n y w e r e prof i tab le , b u t $ 5 0 , 0 0 0 if t h e 

c o m p a n y t anks . R a t h e r t h a n s ign that c o n t r a c t , t h e e x e c 

u t ive ( w h o m u s t b e q u i t e ski l led t o b e offered s u c h a j o b 

i n t h e first p lace) c o u l d c o n s u l t o r t ake a less g l a m o r o u s 

p o s i t i o n a n d e a r n , say, $5 m i l l i o n for sure . 

T h i s p r i n c i p l e — t h a t a n e x e c u t i v e gets p a i d h a n d 

s o m e l y e v e n if t h e c o m p a n y d o e s p o o r l y — d o e s n ' t s e e m 

o u t r a g e o u s w h e n t h e n u m b e r s are l ower . F o r e x a m p l e , 

w h e n G M s t o c k p l u n g e d 2 5 p e r c e n t , d i d C r o w l e y 

e x p e c t t h e a s s e m b l y - l i n e w o r k e r s t o g ive b a c k a q u a r t e r 

o f t h e i r w a g e s for t h a t year? If n o t , w h y n o t ? Af te r all, if 

t h e p u b l i c s tops b u y i n g G M vehic les , t h e serv ices o f t h e 

a s s e m b l y - l i n e w o r k e r s a ren ' t as va luab le . T h e s imp le 

answer , o f c o u r s e , is t h a t t h e a s s e m b l y - l i n e w o r k e r d o e s 

n ' t w a n t his c o n t r a c t c o n t i n g e n t o n t h e overal l prof

i tabi l i ty o f t h e c o m p a n y ; h e w a n t s t o b e p a i d — a n d t o 

ge t his p e n s i o n a n d o t h e r benef i t s s h o u l d h e re t i re o r 

q u i t — w h e t h e r o r n o t t h e c o m p a n y ' s s t o c k d o e s we l l . If 

it's a c c e p t a b l e for t h e a s s e m b l y - l i n e w o r k e r s , w h y n o t for 

t h e C E O t o o ? 

Greater Influence 

Naturally, t h e r e is o n e o b v i o u s d i f fe rence in this 

r e spec t b e t w e e n a s s e m b l y - l i n e w o r k e r s (or j a n i t o r s 

a n d recep t ion i s t s ) a n d C E O s : Fa r m o r e so t h a n these 

o t h e r e m p l o y e e s , t h e C E O c a n grea t ly i n f l u e n c e t h e 

prof i tab i l i ty o f t h e c o m p a n y . R a t h e r t h a n g i v i n g t h e 

C E O a we l l - spec i f i ed set o f i n s t r u c t i o n s t o m e c h a n i c a l 

ly i m p l e m e n t , t h e p e o p l e h i r i n g h i m a l l ow far m o r e d i s 

c r e t i o n . Af te r all, t h e C E O is b r o u g h t i n t o r u n t h e 

c o m p a n y . 
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R o b e r t P. M u r p h y 

Yet th is d i f fe rence s h o w s u p q u i t e c lear ly in t h e m a r 

ke t : C E O s a n d o t h e r execu t ives do ge t p a i d a c c o r d i n g t o 

h o w w e l l t h e c o m p a n y d o e s . I n a d d i t i o n t o a base salary, 

t h e s e execu t ives are o f t en p a i d in s t o c k o p t i o n s . A s t o c k 

o p t i o n (specifically a call) gives its o w n e r t h e r i g h t t o 

p u r c h a s e shares o f s t o c k at a specific p r i c e , cal led t h e 

s t r ike p r i c e . T h e r e f o r e , if t h e ac tua l m a r k e t p r i c e o f t h e 

s t o c k is l o w e r t h a n t h e s t r ike p r i c e , t h e o p t i o n is w o r t h 

less. B u t if, t h r o u g h t h e i r b e h a v i o r , execu t ives c a n b o o s t 

t h e c o m p a n y ' s s t o c k p r i c e a b o v e t h e s t r ike p r i c e , t h e 

o p t i o n s are va luab le in p r o p o r t i o n t o t h e d i f fe rence 

b e t w e e n t h e s t r ike a n d ac tua l p r i c e s . 

G i v e n his o u t r a g e o v e r execu t ives b e i n g p a i d r e g a r d 

less o f profi tabi l i ty, o n e w o u l d e x p e c t C r o w l e y to b e a 

h u g e a d v o c a t e o f p a y i n g C E O s in n o t h i n g b u t s t o c k 

o p t i o n s , w h i c h pe r fec t ly ta i lor e a r n -

ings t o t h e success o f t h e c o m p a n y . Yet 

C r o w l e y c o m p l a i n s a b o u t t h e fairness 

o f this t o o , e v e n w i t h h i g h l y successful 

c o m p a n i e s . H e cites t h e case o f Y a h o o ! 

C E O T e r r y S e m e l , w h o t o o k a d v a n 

t age o f $ 2 3 0 m i l l i o n in s t o c k o p t i o n s 

i n 2 0 0 4 : 

T h e average J o e m i g h t b e m o r e 

o u t r a g e d if h e u n d e r s t o o d t h e sorts 

o f p a y o u t s a n d benef i t s t h a t c o r p o 

ra te brass are g e t t i n g . S t o c k g ran t s 

still p r o v i d e a w indfa l l for m a n y 

c h i e f execu t i ve s , de sp i t e n e w r e g u 

la t ions t h a t fo rce c o m p a n i e s t o a c c o u n t for o p t i o n s as 

e x p e n s e s . Y a h o o ! C E O T e r r y S e m e l exe rc i sed $ 2 3 0 

m i l l i o n in o p t i o n s last year . H i s c o m p a n y has h a d 

s t r o n g e a r n i n g s o f late so it's fair t o say t h a t S e m e l 

e a r n e d his $ 6 0 0 , 0 0 0 salary, p lus a hef ty a w a r d for 

b o o s t i n g t h e s t o c k p r i c e . B u t $ 2 3 0 mi l l i on? C o m e 

o n . 

N o w w h a t exac t ly is C r o w l e y ' s d e f i n i t i o n of fairness? 

If S e m e l is p a i d a la rge c h u n k o f o p t i o n s , a n d u n d e r 

his l e a d e r s h i p Y a h o o ! s t o c k rises t r e m e n d o u s l y , w h y 

s h o u l d n ' t h e b e r e w a r d e d in p r o p o r t i o n t o this gain? A t 

this p o i n t w e c a n see past C r o w l e y ' s o t h e r a l leged a r g u 

m e n t s ; his bas ic o b j e c t i o n is o b v i o u s l y tha t $ 2 3 0 m i l l i o n 

is m o r e t h a n anyone s h o u l d e a r n , p e r i o d . 

If the compensation 
packages are as high 
as they are, it's 
because that's what 
firms need to offer to 
attract and retain 
these highly skilled 
individuals. 

Arbitrary Limit 

Th e r e are t h r e e p r o b l e m s w i t h this p o p u l a r v iew. 

First , t h e u p p e r l imi t t ha t " d e c e n c y " al lows is a r b i 

t ra ry ; n o d o u b t m a n y p e o p l e w o u l d also d e n y t h e fair

ness o f Semel ' s $ 6 0 0 , 0 0 0 base salary. ( " W e ' v e g o t 

s t a rv ing c h i l d r e n in t h e streets a n d s o m e g u y w h o heads 

a c o m p a n y o f s p a m m e r s gets 6 0 0 g r a n d a year?!") 

S e c o n d , w e m u s t a c c e p t t ha t in t h e m o d e r n e c o n o 

my, w i t h b i l l ions o f p o t e n t i a l c o n s u m e r s w o r l d w i d e , c e r 

ta in ind iv idua l s have e x t r a o r d i n a r y e a r n i n g p o w e r o n 

t h e o p e n m a r k e t . If s o m e o n e l ike S e m e l (or, a s t r onge r 

case, Bil l Gates) can a d d h u n d r e d s o f mi l l ions o f dol lars 

o f va lue to an o r g a n i z a t i o n (as j u d g e d by t h e s p e n d i n g 

hab i t s o f c o n s u m e r s ) , t h e n t o not pay h i m a c c o r d i n g l y 

j u s t m e a n s t h a t s o m e o n e else gets t h e m o n e y . W h a t e v e r 

h a p p e n e d t o t h e p r i n c i p l e o f l abo r 

b e i n g pa id t h e full va lue o f its p r o d u c t ? 

If S e m e l o n l y go t , say, $1 mi l l i on , t h e n 

Y a h o o ! s h a r e h o l d e r s (a g r o u p ha rd ly in 

n e e d o f char i ty ) w o u l d b e $ 2 2 9 m i l 

l i on r i che r . W o u l d this o u t c o m e b e 

fairer t h a n w h a t ac tual ly h a p p e n e d ? 

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

l e m o f incen t ives . If c e r t a in m a r k e t 

e x c h a n g e s are p r e v e n t e d b e c a u s e p e o 

p le s u c h as C r o w l e y f ind t h e m u n c o n 

sc ionab le , t h e n t h e ind iv idua l s i nvo lved 

m a y s top w o r k i n g as m u c h o r as ha rd . 

F o r e x a m p l e , if S e m e l k n e w tha t o u t 

s ide r s w o u l d c o n f i s c a t e his s t o c k 

o p t i o n s if t h e s t o c k p r i c e rose t o o m u c h , t h e n h e 

w o u l d n ' t have p u t in t h e l o n g h o u r s a n d sleepless n igh t s 

t ha t h e u n d o u b t e d l y d id d u r i n g t h e year in q u e s t i o n . 

T h i s is a p o i n t l iable t o m i s i n t e r p r e t a t i o n , a n d it's 

p r o b a b l y easier t o s w i t c h c o n t e x t s t o profess ional spor t s . 

E c o n o m i c s tells us tha t p l a c i n g a l imi t of, say, $1 m i l l i o n 

o n salaries w o u l d r e d u c e t h e incen t ives for star a th le tes . 

N o w t h e c r i t ic m i g h t scoff a n d say, " C o m e o n ! W h e t h e r 

t h e y m a k e $1 m i l l i o n o r $ 3 0 mi l l i on , p e o p l e wi l l still g o 

i n t o t h e N B A . T h a t t y p e o f cap isn' t g o i n g to affect a n y 

b o d y ' s ca ree r c h o i c e . " Yet this o b j e c t i o n o v e r l o o k s t h e 

marginal n a t u r e o f e c o n o m i c dec i s ions . Yes, a first-round 

draft c h o i c e wil l still g o p r o ( ra ther t h a n b e c o m e an 

a c c o u n t a n t ) e v e n w i t h a $1 m i l l i o n cap. B u t he ' l l p r o b 

ably re t i re m u c h earlier. (In t h e e x t r e m e , c o n s i d e r t h e 
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h e a v y w e i g h t c h a m p i o n o f t h e w o r l d — o n c e h e ea rns his 

t i t le , h e w o n ' t d e f e n d it n e a r l y as o f t en if p e o p l e l ike 

C r o w l e y ge t t o dismiss m u l t i m i l l i o n - d o l l a r p a y m e n t s as 

unfa i r ly h igh . ) 

T h i s r e a s o n i n g appl ies e v e n m o r e so t o l e a d e r s h i p 

p o s i t i o n s in la rge c o m p a n i e s . Espec ia l ly w h e n c o n s i d 

e r e d in t h e a g g r e g a t e , if " o u t r a g e o u s " c o m p e n s a t i o n 

p a c k a g e s are f o r b i d d e n , t h e qua l i t y o f c o r p o r a t e l e a d e r 

sh ip wi l l suffer. T h e s e p e o p l e a ren ' t qua l i f ied for just 

C E O spots , a n d t h e y ' r e w e l l aware o f t h e social s t i gma 

against b i g bus iness . If t h e c o m p e n s a t i o n p a c k a g e s 

are as h i g h as t h e y are , it's b e c a u s e that 's w h a t f i rms 

n e e d t o offer t o a t t rac t a n d r e t a in t h e s e h i g h l y ski l led 

ind iv idua l s . O f c o u r s e , th is p h e n o m e n o n isn ' t p e c u l i a r t o 

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

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

5 0 p e r c e n t o f t h e i r c u r r e n t salaries, t h e 

f r e q u e n c y a n d qua l i t y o f b r a i n s u r g e r y 

w o u l d p l u m m e t . 

Entrenched Management? 

Of c o u r s e , a n y r e a d e r w h o has 

ac tua l ly w o r k e d in (or o w n s 

s t o c k in) a la rge c o r p o r a t i o n m a y 

re jec t t h e a b o v e d e s c r i p t i o n as na ive . 

I n t h e real w o r l d , s u c h a r e a d e r m i g h t 

ob j ec t , m o s t s h a r e h o l d e r s i n p r a c t i c e 

exerc ise n o c o n t r o l ove r m a n a g e m e n t . 

S u p p o s e , for e x a m p l e , t h a t 8 5 p e r c e n t 

o f t h e s h a r e h o l d e r s ( c o n s i s t i n g o f 

t h o u s a n d s o f p e o p l e w h o e a c h o w n e d far less t h a n 1 p e r 

c e n t o f t h e s tock) t h o u g h t t h e C E O m a d e far t o o m u c h 

m o n e y . E v e n so, w o u l d it real ly b e w o r t h it for t h e m t o 

o r g a n i z e a n d d e m a n d t h a t t h e c o r p o r a t e b o a r d d o s o m e 

t h i n g ? Af te r all, t h e i n c r e a s e d d i v i d e n d s m a d e poss ib le b y 

s u c h c o s t - c u t t i n g w o u l d n ' t t rans la te i n t o v e r y m u c h p e r 

s h a r e h o l d e r . I n th is e n v i r o n m e n t , m a n a g e m e n t b e c o m e s 

e n t r e n c h e d a n d a lavish c o r p o r a t e c u l t u r e takes over , 

w i t h k e p t b o a r d m e m b e r s a p p r o v i n g t h e j e t - s e t t i n g 

lifestyle o f t h e C E O a n d his c ron i e s . 

As s o m e o f t h e r e c e n t scandals sugges t , t h e r e de f i 

n i t e ly s e e m s t o b e at least a g r a i n o f t r u t h in s u c h c la ims . 

Yet it n o n e t h e l e s s r e m a i n s a p u z z l e t o t h e f r e e - m a r k e t 

e c o n o m i s t . F o r e v e n if i n d i v i d u a l s h a r e h o l d e r s w o u l d n ' t 

find it w o r t h w h i l e t o o r g a n i z e a n d p u t a n e n d t o p ro f l i -

Government 
regulation muffles 
this threat and thus 
allows entrenched 
businesses a margin 
of profligacy that 
they otherwise would 
not enjoy 

ga te abuses b y m a n a g e m e n t , s u c h w a s t e w o u l d n o n e t h e 

less s h o w u p in t h e stock price o f t h e firm. If, for e x a m 

ple , m a n a g e m e n t co l lec t ive ly f r i t t e red away $ 1 0 m i l l i o n 

p e r yea r i n unjus t i f iable e x p e n s e s , t h e to ta l shares o f t h e 

c o r p o r a t i o n w o u l d b e v a l u e d a r o u n d $ 2 0 0 m i l l i o n less 

t h a n t h e y o t h e r w i s e w o u l d b e , a s s u m i n g a n efficient 

s t o c k m a r k e t a n d a n in t e res t r a t e o f 5 p e r c e n t . (Th i s is 

b e c a u s e $ 2 0 0 m i l l i o n is t h e p r e s e n t d i s c o u n t e d v a l u e o f 

a p e r p e t u a l s t r e a m o f $ 1 0 m i l l i o n a n n u a l d iv idends . ) 

S u c h a c o r p o r a t i o n w o u l d t h e n b e a p r i m e t a rge t for t h e 

m u c h rev i l ed corporate raider. The r a i de r w o u l d i n s t i t u t e a 

" h o s t i l e t akeover , " i n w h i c h h e b o u g h t u p a c o n t r o l l i n g 

share in t h e c o r p o r a t i o n (by o f fe r ing far m o r e t h a n t h e 

c u r r e n t p r i c e p e r share t o t h e s t o c k h o l d e r s ) a n d t h e n 

u s e d his p o w e r t o fire o r s t r a i g h t e n o u t t h e ineff ic ient 

m a n a g e r s . Af te r c l e a n i n g h o u s e t h e 

c o r p o r a t i o n ' s d i v i d e n d s a n d / o r s t o c k 

p r i c e w o u l d r ise accord ing ly , n e t t i n g 

t h e r a ide r a prof i t . 

T h u s w e see t h a t i n t h e free m a r k e t , 

e v e n t h e realist ic p r o b l e m s w i t h " d e m 

o c r a t i c " m e c h a n i s m s can always b e 

o v e r c o m e in t h e final analysis b y a 

" s t r o n g m a n , " i .e. t h e c o r p o r a t e ra ider . 

(It s h o u l d g o w i t h o u t say ing t h a t t h e s e 

po l i t i ca l m e t a p h o r s are j u s t tha t ; i n a 

free m a r k e t all t r ansac t ions are v o l u n 

t a ry e x c h a n g e s o f p rope r ty . ) C o n s e 

quen t ly , if C E O s a n d o t h e r m e m b e r s 

o f u p p e r m a n a g e m e n t m a k e i n c r e d i b l y 

h i g h e a r n i n g s y e a r after year , it m u s t b e t h a t t h e s h a r e 

h o l d e r s find t h e i r serv ices w o r t h t h e e x p e n s e . I n s o m e 

cases it m a y t ake t h e o u t s i d e analyst s o m e effort t o d i s 

c o v e r how, b u t w e s h o u l d n ' t d o u b t t h a t t h e s h a r e h o l d e r s 

are careful w i t h t h e i r m o n e y . 

U n f o r t u n a t e l y , I c a n n o t c lose t h e analysis o n this 

o p t i m i s t i c n o t e . F o r t h e a b o v e relies o n t h e a s s u m p t i o n 

o f a free m a r k e t i n c o r p o r a t e t akeove r s , a n d tha t is 

d e c i d e d l y l a c k i n g . I n t h e p r e s e n t legal a n d cu l t u r a l e n v i 

r o n m e n t , so - ca l l ed c o r p o r a t e ra iders are e v e n m o r e 

desp i sed t h a n g o l d e n - p a r a c h u t i n g C E O s . R e g u l a t i o n s 

severe ly res t r ic t so - ca l l ed hos t i l e t akeove r s , a n d h e n c e 

h a m p e r t h e abi l i ty o f s h a r e h o l d e r s t o res t ra in t h e i r m a n 

agers . F o r e x a m p l e , t h e federa l W i l l i a m s A c t (1968) c o m 

pels a w o u l d - b e r a ide r t o dec la re his i n t e n t i o n s after 
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a c q u i r i n g 5 p e r c e n t o f a c o r p o r a t i o n ' s shares. D e c l a r i n g 

one ' s i n t e n t i o n t o t ake over a c o m p a n y w o u l d l ikely p u s h 

u p t h e s tock p r i c e , m a k i n g t h e t akeove r p lan unfeasible . 

T h e m a r k e t ' s o t h e r c h e c k s o n ineff ic ient m a n a g e 

m e n t are stifled as we l l . Af te r all, e v e n b e f o r e t h e f i n a n 

cial i n n o v a t i o n s a l l o w i n g t h e issue o f " j u n k b o n d s " a n d 

hos t i l e t akeove r s , t h e r e was always a sure- f i re w a y t o 

k e e p c o r p o r a t e officers in l ine : a n y f i rm t h a t w a s t e d t o o 

m u c h m o n e y o n fancy offices a n d e x e c u t i v e pe rks 

w o u l d b e v u l n e r a b l e t o its c o m p e t i t o r s . A g a i n , this i n i 

tially p o s e s a p u z z l e for cr i t ics s u c h as C r o w l e y ; if o u t r a 

g e o u s c o m p e n s a t i o n for C E O s is so e n d e m i c i n 

A m e r i c a n c o r p o r a t e c u l t u r e , w h y d o n ' t n e w f i rms e n t e r 

t h e s e i n d u s t r i e s a n d d r i v e t h e o l d o n e s o u t o f business? 

B u t as w i t h hos t i l e t akeover s , so t o o w i t h n e w 

e n t r a n t s t o i n d u s t r y : G o v e r n m e n t r e g u l a t i o n muffles this 

t h r ea t a n d t h u s al lows e n t r e n c h e d businesses a m a r g i n o f 

prof l igacy tha t t h e y o t h e r w i s e w o u l d n o t enjoy. M a n y 

p e o p l e (especially y o u n g s tuden ts ) n e w to t h e ideas o f 

laissez faire be l i eve tha t b i g bus iness o p p o s e s g o v e r n 

m e n t m e d d l i n g , b u t this is na ive a n d c o n t r a d i c t e d b y t h e 

h i s t o r y o f ac tua l leg is la t ion . Ironically, t h e prof i tabi l i ty o f 

b i g bus iness c an actual ly b e enhanced w h e n t h e g o v e r n 

m e n t regula tes a n indus t ry , b e c a u s e t h e b i g f i rms can 

m o r e easily h a n d l e t h e fixed costs o f filling o u t p a p e r 

w o r k , p r o v i d i n g a " sa fe" w o r k i n g e n v i r o n m e n t , p r o v i n g 

t h a t t h e y are m a k i n g eve ry effort t o c o m p l y w i t h affir

m a t i v e a c t i o n goals , a n d so o n . In this e n v i r o n m e n t , 

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

w a n t t o c h a l l e n g e t h e large i n c u m b e n t s , a n d t h u s t h e la t 

te r m a y i n d e e d ge t away w i t h lavish e x p e n d i t u r e s tha t 

w o u l d b e s h o r t - l i v e d in a t ru ly free m a r k e t . (f| 

In the opinion of the demagogues inequality in what they call the "distribution" of wealth and incomes 

is in itself the worst of all evils. Justice would require an equal distribution. It is therefore both fair and 

expedient to confiscate the surplus of the rich or at least a considerable part of it and to give it to those 

who own less. This philosophy tacitly presupposes that such a policy will not impair the total quantity 

produced. But even if this were true, the amount added to the average man's buying power would be much 

smaller than extravagant popular illusions assume. In fact the luxury of the rich absorbs only a slight 

fraction of the nation's total consumption. The much greater part of the rich men's incomes is not spent 

for consumption, but saved and invested. It is precisely this that accounts for the accumulation of their 

great fortunes. If the funds which the successful businessmen would have ploughed back into productive 

employments are used by the state for current expenditure or given to people who consume them, the 

further accumulation of capital is slowed down or entirely stopped. Then there is no longer any question of 

economic improvement, technological progress, and a trend toward higher average standards of living. 

—Ludwig von Mises, "Inequality of Wealth and Incomes" 
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Export-Led Recovery, Multipliers, and 
Other Fanciful Notions 

B Y C H R I S T O P H E R L I N G L E 

Ma n y d e v e l o p i n g a n d e m e r g i n g m a r k e t 

e c o n o m i e s are s t r u g g l i n g t o k e e p t h e i r e c o 

n o m i c g r o w t h rates h i g h e n o u g h t o raise 

loca l s t andards o f l iv ing . M o r e o v e r , m a n y g o v e r n m e n t s 

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

i n g e x p o r t - l e d g r o w t h , e v i d e n t i n t h e i r obses s ion w i t h 

r e s t r a in ing t h e a p p r e c i a t i o n o f t h e i r c u r r e n c i e s . W h i l e 

C h i n a w i l l i m m e d i a t e l y c o m e t o m i n d in th is r ega rd , it 

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

J a p a n , S o u t h K o r e a , a n d T a i w a n , t o 

n a m e a few. 

T h e s i m p l e l og i c b e h i n d e x p o r t -

l ed g r o w t h is t h a t h i g h e r fo re ign 

d e m a n d for d o m e s t i c g o o d s a n d s e r v 

ices w i l l b o o s t loca l e c o n o m i c ac t i v i 

ty a n d b r i n g h i g h e r r a t e s o f 

l o n g - t e r m g r o w t h . U n d e r l y i n g this 

l og ic is a t e c h n i c a l n o t i o n t h a t e c o n 

omis t s refer t o as a n " e x p e n d i t u r e 

mul t ip l i e r . " 

M u l t i p l i e r s are e x p l a i n e d b y t r a c 

i n g t h e effect o f n e w s p e n d i n g 

t h r o u g h t h e e c o n o m y as it s u p p o s e d 

ly passes t h r o u g h m a n y h a n d s . F o r 

e x a m p l e , a s s u m e t h a t m o s t T a i w a n e s e 

c o n s u m e 8 0 p e r c e n t o f e a c h a d d i -

t i o n a l do l l a r t h e y e a r n w h i l e sav ing t h e rest . U n d e r t h e s e 

c o n d i t i o n s , a r ise in t h e e a r n i n g s o f e x p o r t e r s b y $ 1 0 b i l 

l i o n w o u l d i n d u c e t h e m t o s p e n d $ 8 b i l l i on . As t h e y b u y 

m o r e i n p u t s o r e x p a n d t h e i r p r o d u c t i o n capacity, t h o s e 

w h o rece ive p a y m e n t s f r o m t h a t r o u n d o f s p e n d i n g wi l l 

c o n s u m e 8 0 p e r c e n t o f t h e $8 b i l l i on o f t h e i r i n c r e a s e d 

i n c o m e . A d d i n g u p this c o n t i n u o u s ser ies o f s p e n d i n g 

r o u n d s s u p p o s e d l y g e n e r a t e s $ 2 0 0 b i l l i on . 

The simple logic 
behind export-led 
growth is that higher 
foreign demand for 
domestic goods and 
services will boost 
local economic 
activity and bring 
higher rates of long-
term growth. 

A n d , voila! M o r e s p e n d i n g b e g e t s m o r e s p e n d i n g , so 

t h e s l u m p e n d s . A n d w e all live h a p p i l y eve r after. 

W o u l d s t t h a t real life w e r e as s i m p l e as it is i n s u c h fairy 

tales. 

As it t u r n s o u t , e x p e n d i t u r e m u l t i p l i e r s are t h e stuff 

o f fanciful f ic t ion . D e s p i t e m a n y e m p i r i c a l s tudies t o 

seek t h e m o u t , t h e y r e m a i n elusive beasts a n d w h e n 

s i g h t e d h a v e b e e n o f smal l a n d d i spu t ab l e c o n s e q u e n c e . 

As s u c h , mu l t i p l i e r s are r a t h e r l ike Elvis . 

In all even t s , w i t h o u t t h e s u p p o r t i n g 

a r g u m e n t o f m u l t i p l i e r s , e x p o r t - l e d 

g r o w t h b e c o m e s a h o l l o w c o n c e p t . 

It t u r n s o u t t h a t t h e d e m a n d b y fo r 

e i g n e r s is n o t t h e s o u r c e o f g r e a t e r 

w e a l t h , n o r for t h a t m a t t e r d o e s g r e a t e r 

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

t i o n . Ins tead , t h e d i r e c t i o n o f c a u s a t i o n 

is t h e reverse . W e a l t h d e p e n d s o n p r o 

d u c t i o n b e i n g m a d e poss ib le t h r o u g h 

i n c r e a s e d i n v e s t m e n t s in capi ta l g o o d s 

t h a t d e p e n d o n m o r e funds b e i n g m a d e 

available t h r o u g h savings. 

I n c r e a s e d d e m a n d for e x p o r t s c a n 

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

e c o n o m i c ac t iv i ty r equ i r e s a f u n d i n g 

s o u r c e . B u t t h e c o m p e t i t i o n for scarce 

funds m e a n s tha t s p e n d i n g m o r e o n o n e g o o d o r 

s e rv i ce has t o c o m e at t h e e x p e n s e o f a n o t h e r . T h i s l o g 

ical l imi t o n t h e n a t u r e o f e c o n o m i c ac t iv i ty a n d s p e n d 

i n g m e a n s t h a t t h e m u l t i p l i e r effect c a n n o t f u n c t i o n as 

p r e d i c t e d . 
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C h r i s t o p h e r L i n g l e 

It w o u l d s e e m p laus ib le t h a t t h e m u l t i p l i e r effect 

m i g h t w o r k if a c o u n t r y w e r e able t o d ive r t b u y e r s for 

its e x p o r t s f r o m o t h e r c o u n t r i e s . In a static f r a m e w o r k 

this w o u l d b e a r e a r r a n g e m e n t o f g loba l s p e n d i n g tha t 

m i g h t b e offset by dec l ines in s p e n d i n g by fo re igne r s o n 

s o m e o t h e r c o u n t r y ' s d o m e s t i c p r o d u c t i o n . I n reality, 

s p e n d i n g " m u l t i p l i e r s " are a K e y n e s i a n p h a n t o m . T h e 

o n l y w a y t o have m u l t i p l e a d v a n c e s in w e a l t h is for t h e r e 

t o b e a sus ta inab le inc rease in w e a l t h t o s u p p o r t a n 

inc rease in overal l p r o d u c t i o n . 

A n o t h e r log ica l flaw in t h e n o t i o n t h a t r i s ing e x p o r t 

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

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

supply. Yet it is i m p o s s i b l e t o c o n s i d e r d e m a n d as b e i n g 

i n d e p e n d e n t o f t h e p r o d u c t i o n o f g o o d s a n d serv ices . 

D e m a n d c a n o n l y b e satisfied if p r e c e d e d by p r o d u c t i o n . 

T h e i d e o l o g y b e h i n d e x p o r t - l e d g r o w t h is c o n t r a 

d i c t e d b y e c o n o m i c t h e o r y a n d reality. T h e n o t i o n t h a t 

t h e a d v a n t a g e s f r o m t r a d e c o m e f rom e x p o r t i n g was t h e 

basis o f m e r c a n t i l i s m , a c r e e d d i s c r ed i t ed several c e n 

tu r i e s ago . A d a m S m i t h p o i n t e d o u t t h a t t h e real a d v a n 

tages o f t r a d e c o m e f rom a l l o w i n g p r o d u c e r s a n d 

c o n s u m e r s t o b u y f r o m leas t -cos t p r o v i d e r s , regardless o f 

t h e i r n a t i o n a l o r i g i n s . 

A n d so it is t h a t i nc r ea s ing i m p o r t s is a b e t t e r w a y 

t o b o o s t g r o w t h s ince e n h a n c e d e c o n o m i c eff iciency 

a n d i n c r e a s i n g real p u r c h a s i n g p o w e r are w h a t bene f i t 

p e o p l e . 

F o r o n e t h i n g , fo re ign c o m p e t i t i o n p rov ides d o m e s 

t ic p r o d u c e r s w i t h an i n c e n t i v e t o b e c o m e m o r e i n n o 

vat ive a n d efficient in t h e i r loca l o p e r a t i o n s . W h e n s u c h 

i m p r o v e m e n t s lead t o gains in l a b o r p roduc t iv i ty , h i g h e r 

w a g e s wi l l a l l ow h o u s e h o l d i n c o m e s t o r ise so t h a t t h e r e 

can b e m o r e c o n s u m p t i o n a n d savings. 

I n c r e a s i n g p r o d u c t i v i t y wi l l also l ead t o h i g h e r prof

its d u e t o d e c l i n i n g p e r - u n i t p r o d u c t i o n costs . T h i s wi l l 

also e n h a n c e s h a r e h o l d e r s ' w e a l t h t o a l l ow m o r e c o n 

s u m p t i o n a n d savings. 

A n d t h e n t h e benef i t s b e g i n t o e x t e n d t o t h e i n t e r 

n a t i o n a l s ec to r o f t h e e c o n o m y . A l l o w i n g e x p o r t sec tors 

t o i m p o r t i n p u t s o r i n t e r m e d i a t e g o o d s wi l l l o w e r o p e r 

a t i n g costs . Fal l ing costs a n d r i s ing p r o d u c t i v i t y wi l l 

e n h a n c e t he i r abi l i ty t o e x p o r t . R i s i n g profits a l low 

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

overseas p r o d u c t i o n facilities a n d b e t t e r sources o f r a w 

ma te r i a l s . 

R e c e n t l y Ta ipe i a n n o u n c e d plans t o re lax res t r i c t ions 

o n i n w a r d - b o u n d i n v e s t m e n t capi tal by e n d i n g t h e q u a l 

ified fo re ign i n s t i t u t i ona l - i nves to r s c h e m e . T h i s o p e n i n g 

o f t h e capi ta l m a r k e t is ce r t a in ly a sensible s tep in t h e 

r i g h t d i r e c t i o n . 

The Market That Never Sleeps 

Si n c e g loba l capi ta l does n o t sleep, it w i l l c o n t i n u o u s 

ly seek o u t t h o s e c o u n t r i e s w i t h t h e m o s t hosp i t ab l e 

e c o n o m i c s t ruc tu re s . T h o s e w i t h weaknes se s wi l l e x p e 

r i e n c e n e t capi ta l ou t f lows a n d e c o n o m i c s l o w d o w n . 

E c o n o m i e s w i t h h e a l t h y a n d o p e n d o m e s t i c sec tors wi l l 

p e r f o r m t h e bes t . 

So w h y w e r e p e o p l e mi s l ed i n t o t h i n k i n g tha t 

e x p o r t - l e d g r o w t h was t h e bes t m o d e l for e m e r g i n g 

e c o n o m i e s ? M u c h o f t h e c o n f u s i o n c o m e s f rom b e l i e v 

i n g t h a t i nc reas ing d e m a n d can b r i n g h i g h e r e c o n o m i c 

g r o w t h . T h e p e r p e t u a t i o n o f t h e e x p e n d i t u r e mu l t i p l i e r 

c o n t i n u e s t o in te r fe re w i t h t h e f o r m u l a t i o n o f sensible 

e c o n o m i c pol icy. 

I n all even t s , it t u r n s o u t t ha t m u c h o f t h e g r o w t h 

assoc ia ted w i t h t h e years be fo re 1 9 9 7 - 9 8 in t h e " m i r a 

c l e " p e r f o r m a n c e o f s o m e East As ian e c o n o m i e s t u r n e d 

o u t t o b e il lusory. B u t this fact s eems to b e o v e r l o o k e d 

b y p r o m o t e r s o f e x p o r t - o r i e n t e d g r o w t h . 

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

fus ion s o w n b y a d e p e n d e n c e o n e x p o r t s , pol i t ica l l e a d 

ers in d e v e l o p i n g e c o n o m i e s s h o u l d p u s h for m o r e 

c o m p e t i t i v e a n d flexible d o m e s t i c m a r k e t s for g o o d s , 

services , l abor , a n d o t h e r r e sources . T h e n a s h a r p rise in 

i m p o r t s c o u l d set t h e p a t h for t h e i r e c o n o m i e s t o 

e m b a r k o n a h i g h e r l o n g - t e r m g r o w t h t ra jectory. @ 
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Ideas and Consequences 

Growing Up Means Resisting 
the Statist Impulse 
B Y L A W R E N C E W . R E E D 

A f e w m o n t h s ago , I w a l k e d i n t o a r e s t a u r a n t in 

N a p l e s , F l o r i d a , a n d said, " A n o n s m o k i n g tab le 

for t w o , p l e a s e . " T h e g r e e t e r r ep l i ed , " N o p r o b 

l e m . All r e s t au ran t s i n F l o r i d a are n o n s m o k i n g b y law. 

F o l l o w m e . " 

F o r a b r i e f m o m e n t as w e w a l k e d t o o u r table , I 

t h o u g h t t o myself, " G o o d . N o c h a n c e o f e v e n a w h i f f o f 

a c iga re t t e . I l ike t h a t ! " 

A n d t h e n I felt s h a m e . I h a d fallen v i c t i m t o t h e s ta

tist i m p u l s e . F o r 4 0 years I t h o u g h t I was a pass iona te , 

u n c o m p r o m i s i n g b e l i e v e r in t h e free society. Yet for a 

f ew s e c o n d s , I t o o k p l easu re in g o v e r n m e n t t r a m p l i n g 

o n t h e l ibe r t i es o f c o n s e n t i n g adul t s i n a p r i v a t e se t t ing . 

If I w e r e C a t h o l i c , I w o u l d h a v e h e a d -

e d s t ra ight t o confes s ion . 

T h i s i n c i d e n t t r o u b l e d m e e n o u g h 

t o t h i n k a b o u t it a l o n g w h i l e . I w a n t 

e d t o k n o w w h y m y first i n s t i nc t was 

t o a b a n d o n p r i n c i p l e s for a l i t t le c o n 

v e n i e n c e . A n d if a c o m m i t t e d f r e e d o m -

lover l ike m e c a n b e so easily t u g g e d in 

t h e w r o n g d i r e c t i o n , w h a t d o e s t h a t say 

for ever g e t t i n g n o n b e l i e v e r s t o e s c h e w 

s imi lar o r m o r e e g r e g i o u s t e m p t a t i o n s ? 

A t first I t h o u g h t a b o u t t h e h a r m 

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

P e r h a p s it w a s n ' t w r o n g for g o v e r n m e n t t o p r o t e c t n o n -

s m o k e r s if this is a case o f o n e p e r s o n i m p o s i n g a h a r m 

ful e x t e r n a l i t y o n a n u n w i l l i n g o t h e r . T h e n I q u i c k l y 

rea l ized t w o t h in g s : 1) n o o n e c o m p e l l e d m e t o e n t e r 

t h e p l ace a n d 2) t h e r e s t a u r a n t b e l o n g e d n e i t h e r t o m e 

n o r t o t h e g o v e r n m e n t . T h e p la in fact is t h a t i n a g e n 

u i n e l y free society, a p r i v a t e o w n e r w h o w a n t s t o a l l ow 

s o m e p e o p l e in his e s t a b l i s h m e n t t o s m o k e has as m u c h 

r i g h t t o p e r m i t it as y o u o r I h a v e t o g o e l s e w h e r e . It's 

n o t as t h o u g h p e o p l e a ren ' t aware o f t h e r isks i nvo lved . 

M o r e o v e r , n o o n e has a right t o c o m p e l a n o t h e r c i t i zen 

t o p r o v i d e h i m w i t h a s m o k e - f r e e r e s t au ran t . 

We consider 
ourselves adults when 
we learn there are 
boundaries beyond 
which our behavior 
should not tread. 

Bes ides , I c a n t h i n k o f a l o t o f r i sky b e h a v i o r s in 

w h i c h m a n y adul t s freely e n g a g e b u t w h i c h I w o u l d 

n e v e r call o n g o v e r n m e n t t o b a n : sky d i v i n g a n d b u n g e e 

j u m p i n g b e i n g j u s t t w o o f t h e m . Statistics s h o w tha t 

m e r e l y a t t e n d i n g o r t e a c h i n g in c e r t a i n i n n e r - c i t y g o v 

e r n m e n t schoo l s is p r e t t y r i sky t o o — a n d m a y b e m o r e so 

t h a n occas iona l ly i n h a l i n g s o m e b o d y ' s s m o k e . 

T h e statist i m p u l s e is a p r e f e r e n c e for d e p l o y i n g t h e 

force o f t h e state t o a c h i e v e s o m e b e n e f i t — r e a l o r i m a g 

i n e d , for o n e s e l f o r o t h e r s — o v e r v o l u n t a r y a l te rna t ives 

s u c h as p e r s u a s i o n , e d u c a t i o n , o r free c h o i c e . If p e o p l e 

saw t h e o p t i o n s in s u c h s tark t e r m s , o r if t h e y rea l ized 

t h e s l ippe ry s lope t h e y ' r e o n w h e n t h e y e n d o r s e g o v -

e r n m e n t i n t e r v e n t i o n , s u p p o r t for 

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

w o u l d l ikely d i m i n i s h . T h e p r o b l e m 

is, t h e y f r e q u e n t l y fail t o e q u a t e i n t e r 

v e n t i o n w i t h force . B u t t h a t is p r e c i s e 

ly w h a t ' s i nvo lved , is it n o t ? T h e state 

g o v e r n m e n t in F l o r i d a d i d n o t request 

t h a t r e s t au ran t s fo rb id s m o k i n g ; it 

ordered t h e m u n d e r t h r e a t o f fines a n d 

i m p r i s o n m e n t . 

I t r i e d this r e a s o n i n g o n s o m e o f 

m y f r iends . E x c e p t for t h e d i e h a r d l i b 

e r t a r i ans , h e r e w e r e s o m e typ ica l a t t i t udes a n d h o w t h e y 

w e r e expressed : 

Delusion:"lt's n o t real ly ' f o rce ' if a m a j o r i t y o f c i t izens 

s u p p o r t i t ." 

Paternalism: " I n this i n s t ance , force was a pos i t ive 

t h i n g b e c a u s e it was for y o u r o w n g o o d . " 

Dependency. " I f g o v e r n m e n t w o n ' t d o it, w h o w i l l ? " 

Myopia: " Y o u ' r e m a k i n g a m o u n t a i n o u t o f a m o l e 

hil l . H o w c a n b a n n i n g s m o k i n g in r e s t au ran t s poss ib ly 
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b e a t h r e a t t o l iber ty? If it is, it's so m i n o r t h a t it d o e s n ' t 

m a t t e r . " 

Impatience: " I d o n ' t w a n t t o w a i t un t i l m y favor i te 

r e s t a u r a n t gets a r o u n d t o b a n n i n g it o n its o w n . " 

Power lust: " R e s t a u r a n t s t h a t w o n ' t k e e p s m o k e o u t 

have t o b e t o ld t o d o it." 

Self-absorption: " I j u s t d o n ' t care . I h a t e s m o k e , a n d I 

d o n ' t w a n t t o c h a n c e s m e l l i n g it e v e n if a r e s t au ran t 

o w n e r p u t s t h e s m o k e r s in t h e i r o w n sec t ion . " 

O n a la rger scale, eve ry o n e o f these a r g u m e n t s can b e 

e m p l o y e d — i n d e e d , t h e y are invariably e m p l o y e d — t o 

just i fy shack l ing p e o p l e w i t h i n to l e r ab l e l imi ta t ions o n 

t h e i r l iber t ies . If there ' s o n e t h i n g w e m u s t l e a r n f rom t h e 

h i s t o r y o f r e g i m e s , it is tha t y o u give t h e m a n i n c h a n d 

s o o n e r o r later, b y a p p e a l i n g t o p o p u l a r weaknesses , t hey 

wi l l t ake a m i l e . T h e t r i ck is g e t t i n g p e o p l e t o 1) u n d e r 

s t and tha t l i be r ty is m o r e of ten e a t e n away o n e small b i t e 

at a t i m e t h a n b y o n e b i g g u l p a n d 2) it's w i se r t o resist 

its e r o s i o n in small t h ings t h a n it is t o c o n c e d e a n d h o p e 

tha t b i g g e r bat t les w o n ' t have t o b e f o u g h t later. 

D e l u s i o n , p a t e r n a l i s m , d e p e n d e n c y , m y o p i a , i m p a 

t i e n c e , p o w e r lust , a n d s e l f - abso rp t i on : All are reasons 

p e o p l e s u c c u m b t o t h e statist i m p u l s e . P o n d e r i n g this , it 

o c c u r r e d t o m e t h a t t h e y are also vest iges o f infant i le 

t h i n k i n g . As bab ie s o r ado l e scen t s , o u r u n d e r s t a n d i n g o f 

h o w t h e w o r l d w o r k s is h a l f - b a k e d at bes t . W e e x p e c t 

o t h e r s t o p r o v i d e for us a n d d o n ' t m u c h care h o w t h e y 

ge t w h a t t h e y g ive us . A n d w e w a n t it n o w . 

W e c o n s i d e r ou r se lves adul ts w h e n w e l e a r n t h e r e are 

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

t read ; w h e n w e t h i n k o f t h e l o n g r u n a n d all p e o p l e 

i n s t ead o f j u s t ourse lves a n d t h e h e r e a n d n o w ; w h e n w e 

m a k e eve ry effort t o b e as i n d e p e n d e n t as o u r phys ica l 

a n d m e n t a l abil i t ies a l low; w h e n w e leave o t h e r s a l o n e 

unless t h e y t h r e a t e n us; a n d w h e n w e pa t i en t l y satisfy 

o u r desires t h r o u g h peacefu l m e a n s r a t h e r t h a n w i t h a 

c lub . W e c o n s i d e r ourse lves adul ts w h e n w e e m b r a c e 

p e r s o n a l respons ib i l i ty ; w e reve r t t o infant i le b e h a v i o r 

w h e n w e s h u n it. 

Demands on the State 

Yet su rvey t h e l andscape o f A m e r i c a n pol i t ica l 

d e b a t e t hese days a n d y o u f ind n o e n d to t h e 

d e m a n d s t o use t h e force o f t h e state t o " d o s o m e t h i n g . " 

Tax t h e o t h e r g u y b e c a u s e h e has m o r e t h a n I d o . G ive 

m e a tariff so I can b e re l ieved o f m y fore ign c o m p e t i 

t i o n . Subs id ize m y co l l ege e d u c a t i o n . S w i p e tha t p r o p 

e r t y so I can p u t a h o t e l o n it. F ix this o r t ha t p r o b l e m 

for m e , a n d fix it p r o n t o . M a k e m y life easier b y m a k i n g 

s o m e b o d y else pay. Tell tha t g u y w h o o w n s a r es tauran t 

t h a t h e can ' t serve p e o p l e w h o w a n t t o s m o k e . 

I w o n d e r if A m e r i c a has b e c o m e a g i a n t nursery , full 

o f s c r e a m i n g bab ies w h o see t h e state as t he i r l o v i n g 

nanny . It m a k e s m e w a n t t o s h o u t , " G r o w u p ! " 

Soc ie t ies r ise o r fall d e p e n d i n g o n h o w civil its c i t i 

zens are. T h e m o r e t h e y respec t e a c h o t h e r a n d associate 

freely, t h e safer a n d m o r e p r o s p e r o u s t h e y are. T h e m o r e 

t h e y rely o n f o r c e — l e g a l o r n o t — t h e m o r e p l ian t t h e y 

are in t h e h a n d s o f d e m a g o g u e s a n d tyran ts . So resis t ing 

t h e statist i m p u l s e is n o t r ivial issue. 

I n m y m i n d , res is t ing tha t i m p u l s e is n o t h i n g less t h a n 

t h e adult t h i n g t o d o . @ 
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T h e Anatomy of Economic Advice 
P A R T I I I 

BY I S R A E L M . K I R Z N E R 

I n t h e first a r t ic le o f this t r i l ogy w e e x p l o r e d s o m e o f 

t h e a m b i g u i t i e s a n d difficulties t h a t s u r r o u n d t h e 

v e r y idea o f " e c o n o m i c a d v i c e " ba sed o n e c o n o m 

ic sc i ence . I n t h e s e c o n d ar t ic le w e set f o r t h s o m e o f t h e 

basic f o u n d a t i o n s o f e c o n o m i c s c i e n c e ( w i t h special ref

e r e n c e t o w h a t t h e s c i e n c e can t e a c h us a b o u t w h a t w e 

cal led t h e " b e n i g n " c h a r a c t e r o f t h e s p o n t a n e o u s m a r k e t 

p r o c e s s ) . W e are n o w r e a d y t o d r a w t o g e t h e r t h e v a r i o u s 

s t rands o f o u r d iscuss ions a n d t o set f o r t h t h e scient if ic 

l e g i t i m a c y o f e c o n o m i c a d v i c e b a s e d o n an a c c u r a t e 

u n d e r s t a n d i n g o f t h e n a t u r e a n d s ign i f icance o f t h e f ree -

m a r k e t p rocess . 

As was d e v e l o p e d in t h e p r e c e d i n g ar t ic le , e c o n o m i c 

s c i e n c e has e x p l i c a t e d t h e n a t u r e o f t h e forces t h a t g o v 

e r n t h e m a r k e t p rocess . W h a t w e saw was tha t t h e m a r 

ke t p rocess is m a d e u p o f p o w e r f u l t e n d e n c i e s set i n t o 

m o t i o n b y " e r r o n e o u s " m a r k e t dec i s ions . S u c h " e r r o 

n e o u s " ( that is, u n c o o r d i n a t e d ) m a r k e t dec i s ions are 

r e spons ib l e for " i m b a l a n c e s , " i n w h i c h o v e r - o p t i m i s t i c 

e x p e c t a t i o n s are f rus t ra ted a n d d i s a p p o i n t e d , w h i l e o v e r -

pess imis t ic e x p e c t a t i o n s are t r ans la ted i n t o o v e r l o o k e d 

o p p o r t u n i t i e s for m u t u a l l y benef ic ia l e x c h a n g e s . T h e 

m a r k e t p rocess consis ts pa r t l y o f forces t h a t t e n d t o 

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

dec i s ions by m o r e realist ic m a r k e t b ids a n d offers ( and 

m o r e realist ic p r o d u c t i o n p lans) ; a n d it consis ts , i n a d d i 

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

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

t i m e t h e s e c o o r d i n a t i v e t e n d e n c i e s are o p e r a t i n g t o 

e l i m i n a t e t h e ear l ie r e r r o r s — a t t h e s a m e t i m e as " e x o g e 

n o u s " c h a n g e s in c o n s u m e r p r e f e r ences , r e s o u r c e avai l

abil i t ies , a n d t e c h n o l o g i c a l possibi l i t ies are a l t e r i n g t h e 

v e r y f r a m e w o r k against w h i c h " e r r o r " is t o b e de f ined . 

To t h e e x t e n t t h a t p r o d u c t i o n dec i s ions are gea red , 

n o t t o t h e sat isfact ion o f current c o n s u m e r n e e d s , b u t t o 

t h e sa t is fact ion o f future n e e d s , o u r a b o v e capsu le 

d e s c r i p t i o n o f t h e m a r k e t p rocess m u s t b e d e e p e n e d . W e 

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

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

c o n s u m e r d e m a n d for today ' s fresh m i l k , b u t also in 

o v e r e s t i m a t i n g t h e fu tu re d e m a n d for a pa r t i cu l a r style 

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

" o v e r - p e s s i m i s t i c " n o t o n l y in fai l ing t o real ize tha t 

today ' s m a r k e t wi l l express an unsat isf ied d e m a n d for 

c h e e s e p r o d u c t s ( w h i c h m i g h t have b e e n e v e n m o r e 

prof i tab le t h a n t h e p r o d u c t i o n o f fresh m i l k ) , b u t also in 

fai l ing t o real ize t h a t (pe rhaps as a resul t o f a d v a n c e s in 

m e d i c a l r e sea rch) , i n five yea r s ' t i m e t h e d e m a n d for 

fresh fish ( and t h u s t h e prof i tabi l i ty o f now p r o d u c i n g 

f ishing t rawlers) m a y inc rease substantial ly. 

To r e c o g n i z e all this d o e s n o t r e q u i r e us t o c h a n g e 

o u r basic u n d e r s t a n d i n g o f t h e n a t u r e o f t h e forces t h a t 

m a k e u p t h e m a r k e t p rocess . It m e r e l y r equ i r e s us t o r e c 

o g n i z e t h a t t he se forces o p e r a t e a l o n g c h a n n e l s t h a t p e r 

m i t us t o app ly o u r e l e m e n t a r y u n d e r s t a n d i n g 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 to levels o f i n t e r t e m p o r a l 

c o m p l e x i t y n o t n o t i c e d previous ly . U l t i m a t e l y , h o w e v e r , 

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

" l a w " o f s u p p l y a n d d e m a n d o p e r a t e i n ways f u n d a m e n 

tally s imi lar t o t h e o p e r a t i o n o f this " l a w " in t h e s imples t 

o f m a r k e t s . M a r k e t dec i s ions are c o n t i n u a l l y m o d i f i e d 

t o t ake m o r e realist ic a c c o u n t o f fu tu re possibi l i t ies ; 

e n t r e p r e n e u r s are c o n t i n u a l l y a ler t t o t h e possibi l i t ies o f 
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d i s c o v e r i n g h i t h e r t o u n n o t i c e d gainful o p p o r t u n i t i e s 

( w h e t h e r t h e s e o p p o r t u n i t i e s are s h o r t - r u n o r l o n g - r u n 

i n t h e i r n a t u r e ) . 

Is the Market Process Really Benign? 

Ou r d i scuss ion in t h e p r e c e d i n g s e c t i o n (and in par t s 

o f t h e p r e c e d i n g ar t ic le) m a y sugges t t h a t e ach 

s tep o f t h e m a r k e t p rocess is, at least in its t e n d e n c y , 

social ly benef ic ia l . Af ter all, this p rocess t e n d s t o c o r r e c t 

t h e e r r o n e o u s e x p e c t a t i o n s t h a t i nd iv idua l s m a y have . It 

t e n d s t o d i s c o u r a g e ind iv idua l s w h o s e o v e r - o p t i m i s m 

m i g h t o t h e r w i s e insp i re t h e m t o u n d e r t a k e p ro jec t s 

d o o m e d t o fai lure. A n d it t e n d s t o insp i re ind iv idua l s t o 

d i scover h i t h e r t o o v e r l o o k e d ways in w h i c h t h e y can b e 

useful t o e a c h o t h e r . To t h e e x t e n t t ha t w e w o u l d h o p e 

t h a t s u c h o p p o r t u n i t i e s w o u l d b e d i scove red , t h e m a r k e t 

p roces s , it w o u l d s e e m , is " b e n i g n " in its t e n d e n c y . B u t 

w h a t a b o u t t h e poss ib i l i ty t h a t t h e successful a c h i e v e 

m e n t o f m u t u a l l y benef ic ia l e x c h a n g e b e t w e e n par t i es A 

a n d B is s e e n b y p a r t y C as a n u n d e s i r a b l e d e v e l o p m e n t ? 

( E c o n o m i s t s t e r m s u c h s i tua t ions "ex te rna l i t i e s . " ) W e 

m a y c o n s i d e r several dif ferent s cena r io s . 

a) S u p p o s e , as a resul t o f n e w l y d i s cove red t r a d e p o s 

sibilit ies b e t w e e n A a n d B , C ( w h o h a d p r e v i o u s l y 

e n j o y e d B's s p e n d i n g as a c u s t o m e r in his s tore) n o w 

finds his i n c o m e r e d u c e d . O f c o u r s e h e is d i s m a y e d b y 

t h e n e w l y d i s c o v e r e d 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 y b e t w e e n A a n d B . ( C w o u l d b e s imilar ly d i s m a y e d 

if, as o n e w h o used t o b u y f rom A at a l o w p r i c e , h e n o w 

finds h i m s e l f fo rced t o m a t c h t h e h i g h e r p r i c e tha t B is 

n o w p a y i n g A in t h e i r n e w l y d i s cove red m u t u a l l y g a i n 

ful e x c h a n g e . ) W h i l e C ce r t a in ly feels h i m s e l f t o have 

b e e n " h u r t " b y t h e d iscovery , d o e s this c o m p r o m i s e o u r 

ear l ie r j u d g m e n t t h a t t h e la t te r d i s cove ry is social ly b e n 

eficial? T h e basis for o u r ear l ier j u d g m e n t was t h e 

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

efits t h e m b o t h ( w h i c h is c e r t a in ly t h e case) w i t h o u t 

affect ing a n y o n e else nega t ive ly ( w h i c h is not t h e case in 

o u r p r e s e n t s c e n a r i o ) . 

W i t h o u t e n t e r i n g i n t o a n y d e e p p h i l o s o p h i c a l issues 

r e v o l v i n g a r o u n d c o m p a r i s o n s b e t w e e n t h e " h a r m " suf

fe red b y C a n d t h e ga ins e n j o y e d b y A a n d B , le t us 

careful ly n o t i c e t h a t C has not really been harmed at all. 

W h a t has h a p p e n e d is m e r e l y t h a t C , w h o had e n j o y e d 

i n c o m e r e c e i v e d b y se l l ing t o B as a result of B's earlier 

ignorance, is n o w n o l o n g e r able t o d o so. (Or , i n o u r 

a l t e rna t ive case, C , w h o had en joyed b e i n g able t o b u y 

c h e a p l y f rom A , as a result of A's earlier ignorance, is n o w 

n o l o n g e r able t o d o so.) C has not b e e n h a r m e d in t h e 

sense o f h a v i n g lost a n y o f his phys ica l assets. N o r , as w e 

shall see, has h e b e e n h a r m e d in t h e sense o f h a v i n g lost 

s o m e o f t h e es tab l i shed true value o f his assets; his 

" h a r m " consis ts s t r ic t ly in his h a v i n g n o w to live w i t h a 

more realistic a ssessment (by h i m s e l f a n d o the r s ) o f w h a t 

his phys ica l assets are w o r t h , a n d have really b e e n w o r t h , 

t o o t h e r s . U p u n t i l n o w h e has , as is p r e s e n t l y a p p a r e n t , 

b e e n e x t r a c t i n g an unrea l i s t ica l ly a n d unjus t i f ied ly 

h i g h e r v a l u e f r o m o t h e r s , i n e x c h a n g e for w h a t was 

real ly a l o w e r - v a l u e asset. 

B u t w h a t if t h e e x c h a n g e b e t w e e n A a n d B does 

i n d e e d physical ly h a r m C ; s u p p o s e tha t w h a t A sells t o B 

is his se rv ice as a m u s i c i a n a n d tha t this m u s i c p layed b y 

A is so l o u d a n d so repuls ive t o C tha t t h e la t ter feels as 

if physical ly assailed. Le t us c o n s i d e r this as s cena r io b ) . 1 

b) A sells live m u s i c t o B ; C's life is to ta l ly d i s r u p t e d 

by w h a t h e cons ide r s a t roc ious no i se . Sure ly w e c a n n o t 

d e s c r i b e t h e d i scovery b y A a n d B o f this o p p o r t u n i t y 

for m u t u a l l y gainful e x c h a n g e as c o n s t i t u t i n g an u n a m 

b i g u o u s l y socially b e n i g n d e v e l o p m e n t . Sure ly t h e ga in 

t o A a n d t o B has t o b e offset, at least in pa r t , b y t h e 

h a r m caused t o C . Le t us d i s t ingu i sh t w o cases: (i) o n e 

in w h i c h t h e l aw r ecogn izes C's r i g h t n o t t o b e d i s 

t u r b e d by o t h e r peop le ' s m u s i c a n d (ii) o n e in w h i c h t h e 

l aw d o e s n o t res t ra in ind iv idua l s f rom d i s t u r b i n g o t h e r s 

w i t h t h e i r no i se . In case (i), C's r i g h t n o t t o b e d i s t u r b e d 

wil l ce r t a in ly have t o b e t aken i n t o a c c o u n t by A a n d B. 

T h e y wi l l , if t h e y w i s h t o t r ade w i t h e a c h o the r , have to 

pay C to p e r s u a d e h i m to p e r m i t t h e m t o d o so. If C 

accep t s s u c h a p a y m e n t , w e w o u l d have a t h r e e - w a y 

t r a d i n g a r r a n g e m e n t in w h i c h e v e r y o n e (at least in his 

o w n e s t ima t ion ) has b e e n m a d e b e t t e r off. B gets t o h e a r 

m u s i c at a to ta l cost t ha t h e a p p a r e n t l y be l ieves t o b e 

w o r t h w h i l e ; A plays his m u s i c for a n e t p r i c e (after p a y 

i n g C ) tha t h e finds w o r t h his w h i l e ; C , w h i l e h e m u s t 

n o w sacrifice his p e a c e a n d q u i e t (to w h i c h h e is legally 

en t i t l ed ) , finds tha t t h e p a y m e n t h e receives f rom A 

a n d / o r B is m o r e t h a n sufficient t o m a k e it w o r t h w h i l e 

t o d o so. Everyone (to w h o m t h e t r ade b e t w e e n A a n d B 

is o f re levan t interest) has g a i n e d f rom t rade . 

In case (ii), in w h i c h t h e l aw does not r e c o g n i z e any 
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r i g h t n o t t o b e d i s t u r b e d b y t h e no i s e o f n e x t - d o o r 

m u s i c - l o v e r s , C's p a i n wi l l b e legitimately i g n o r e d by A 

a n d B (unless o f c o u r s e t h e y c h o o s e t o act al truist ical ly t o 

c o n s i d e r C's suffer ing) . B u t C has a w a y o f m a k i n g sure 

tha t his p a i n is t a k e n i n t o a c c o u n t b y A a n d b y B ; h e can 

offer t h e m m o n e y t o s ign a c o n t r a c t u n d e r t a k i n g n o t t o 

play m u s i c d u r i n g a g r e e d - o n p e r i o d s . If t h e y a c c e p t his 

m o n e y , C wi l l c o n s i d e r h i m s e l f t o have g a i n e d (since h e 

has p u r c h a s e d p e a c e a n d qu i e t , t o w h i c h h e h a d not p r e 

v ious ly b e e n legally en t i t l ed ) . If t h e y d o not ag ree t o s u c h 

a c o n t r a c t , C wi l l i n d e e d suffer f r o m t h e m u s i c ; b u t it is 

t h e legal sys tem t h a t is t h e s o u r c e o f this p a i n . T h e m a r 

ke t process m e r e l y translates t h e legally r e c o g n i z e d r igh t s 

o f A a n d B i n t o c o r r e s p o n d i n g reali t ies. I n b o t h case (i) 

a n d case (ii) t h e m a r k e t process b e n i g n l y t ends t o reveal 

all r e levan t o p p o r t u n i t i e s for m u t u a l l y benef ic ia l g a i n — 

within the given framework of legally recognized (and enforced) 

individual rights.We m a y a p p r o v e o r d i sapprove t h e m o r a l 

i ty o f t h e legal sys t em o f r igh t s , b u t given that system, 

w h a t e v e r it m a y b e , t h e m a r k e t process b e n i g n l y t ends t o 

inspi re m u t u a l d i scovery ; it t e n d s t o bring about coordina

tion among the decisions of all those who are considered relevant 

by society's adopted system of law. 

Has Economics Proven the Market Process 
to Be Morally Good? 

We h a v e s e e n t h a t e l e m e n t a r y e c o n o m i c r e a s o n i n g 

s h o w s t h a t t h e m a r k e t p rocess t e n d s t o p r o m o t e 

t h e d i s cove ry o f h i t h e r t o o v e r l o o k e d possibi l i t ies for 

m u t u a l l y b e n e f i c i a l e x c h a n g e s . W e h a v e t h e r e f o r e 

d e s c r i b e d t h e p rocess as " b e n i g n " i n its t e n d e n c y . D o e s 

this m e a n t h a t t h e m a r k e t p rocess is m o r a l l y " g o o d " ? 

H a v e w e s h o w n tha t , s ince t h e m a r k e t p rocess is econom

ically g o o d , w e have scient if ical ly d e m o n s t r a t e d t h a t p u b 

lic po l i c ies w h i c h p r o m o t e t h e m a r k e t p rocess are 

morally g o o d po l i c i e s , w h i l e t h o s e w h i c h h i n d e r t h e 

p rocess are m o r a l l y bad? H a v e w e u s e d s c i e n c e - b a s e d 

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

s t a t emen t s? Ca re fu l e x a m i n a t i o n o f o u r r e a s o n i n g wi l l 

s h o w t h a t w e h a v e not d e m o n s t r a t e d any neces sa ry m o r a l 

g o o d n e s s i n t h e m a r k e t p r o c e s s — b u t t h a t w e have 

n o n e t h e l e s s s u c c e e d e d in s e c u r i n g a val id basis for e c o 

n o m i c pol icy , p r o p e r l y u n d e r s t o o d . 

W h a t w e have ca l led t h e " b e n i g n " results t h a t t e n d t o 

f low f r o m t h e s p o n t a n e o u s m a r k e t p rocess are b e n i g n i n 

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 

a v e r y special , l i m i t e d , sense . It s e e m s a p i t y t h a t J o n e s , 

w h o prefers a ( w h i c h h e d o e s n o t have) t o b ( w h i c h h e 

d o e s ) , is s o m e h o w (let us say as a resul t o f u n n e c e s s a r y 

i g n o r a n c e — u n n e c e s s a r y in t h e sense t h a t it c o u l d b e 

e l i m i n a t e d w i t h v i r tua l ly z e r o cost) h e l d b a c k f r o m t r a d 

i n g w i t h S m i t h , w h o prefers b ( w h i c h he d o e s n o t have) 

t o a ( w h i c h h e d o e s ) . A m a r k e t p rocess t h a t t e n d s t o 

reveal t o b o t h J o n e s a n d S m i t h a w a y in w h i c h t h e y c a n 

m u t u a l l y bene f i t e a c h o t h e r ( w i t h o u t h a r m i n g a n y o n e 

else) s e e m s t o b e an o b v i o u s l y " soc i a l l y " benef ic ia l 

p rocess . B u t t h e benef ic ia l c h a r a c t e r o f this p rocess is 

s t r ic t ly relat ive t o Jones ' s a n d Smi th ' s given p r e f e r ences . If 

t h e s e p re f e r ences are, i n a m o r a l sense , p r a i s e w o r t h y , t h e 

p rocess t h a t p r o m o t e s t h e i r ful f i l lment c a n b e seen as 

m o r a l l y p r a i s e w o r t h y t o o . B u t s u p p o s e t h a t t h e a w h i c h 

J o n e s prefers is a c h o l e s t e r o l - l a d e n desser t t h a t is l ikely 

t o t r i g g e r a h e a r t a t t ack ; s u p p o s e f u r t h e r tha t t h e b 

w h i c h S m i t h prefers is a h e c t i c r i d e o n a w i l d l y unsafe 

m o t o r c y c l e o n a b u s y h i g h w a y . Su re ly m a n y o b s e r v e r s 

w o u l d t h i n k t h e w o r l d a m o r a l l y b e t t e r p l ace without t h e 

i m p l i e d e x c h a n g e . B u t — a n d this is t h e i m p o r t a n t 

p o i n t — t h e e c o n o m i s t w h o a p p l a u d s t h e m a r k e t p rocess 

is d o i n g so not as a mora l i s t ; h e is d o i n g so s t r ic t ly w i t h 

in t h e " i n s t r u m e n t a l i s t " f r a m e w o r k o f his p rofess ion . H e 

is p o i n t i n g o u t tha t , f r o m a p u r e l y economic p o i n t o f v i e w 

( tha t is, in t e r m s o f given p r e f e r e n c e s a n d g i v e n 

r e sources ) , free e x c h a n g e is " b e n e f i c i a l " in its t e n d e n c y , 

for all r e l evan t pa r t i e s . 2 

A n e d u c a t i o n a l p s y c h o l o g i s t w h o has b e e n c o n s u l t e d 

o n t h e bes t c o l o r t h a t m i g h t b e c h o s e n for t h e walls o f 

a c l a s s room m a y r e c o m m e n d a b r i g h t c o l o r tha t wi l l 

s t i m u l a t e a le r tness a n d l e a r n i n g . B u t b e f o r e p r o n o u n c i n g 

this c o l o r t o b e morally s u p e r i o r t o o t h e r poss ib le class

r o o m - w a l l co lo r s , w e w o u l d w a n t t o b e sure t h a t t h e 

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

poses . I f t h e c l a s s r o o m is t o b e t h e a r ena in w h i c h s t u 

d e n t s are i n d o c t r i n a t e d i n t o ha tefu l i d e o l o g i e s , w e 

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

l e a r n i n g p rocess t o b e m o r a l l y s u p e r i o r t o t h e a l e r t ne s s -

i n d u c i n g co lor . " G o o d n e s s " is s t r ic t ly re la t ive t o t h e p r o 

fessional focus o f t h e e x p e r t . F o r t h e e d u c a t i o n a l 

p s y c h o l o g i s t this focus is t h e p r o m o t i o n o f a ler tness t o 

n e w i n f o r m a t i o n — r e g a r d l e s s o f t h e m o r a l s tatus o f t ha t 

i n f o r m a t i o n . F o r t h e e c o n o m i s t t h e profess iona l focus is 

t h e ful f i l lment o f m u t u a l l y benef ic ia l o p p o r t u n i t i e s for 

19 O C T O B E R 2006 



I s r a e l M . K i r z n e r 

e x c h a n g e , b a s e d o n g i v e n p re fe r ences a n d r e s o u r c e s — 

regardless o f t h e m o r a l s tatus o f t h o s e p re f e r ences . 

B u t if th is is p r o p e r l y u n d e r s t o o d , it d o e s n o t a p p e a r 

t o b e w r o n g t o label a c o o r d i n a t i v e e c o n o m i c p o l i c y t o 

b e " g o o d e c o n o m i c pol icy," s ince it d o e s p r o m o t e m u t u 

al d i s c o v e r y a m o n g t h e S m i t h s a n d t h e J o n e s e s . T h e 

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

n o m i c a l l y b e t t e r t h a n a n o t h e r p o l i c y is d o i n g so s t r ic t ly 

w i t h i n his profess iona l f r a m e w o r k . 

What We Have Not Claimed 

Th e r e are o t h e r c la ims t h a t are n o t i m p l i e d b y o u r 

c l a i m o n b e h a l f o f t h e e c o n o m i c g o o d n e s s o f t h e 

m a r k e t p rocess . To s h o w this d o e s n o t , h o w e v e r , call for 

p h i l o s o p h i c a l o r m o r a l ins igh t ; it s imp ly r equ i r e s r i g o r 

o u s e c o n o m i c r e a s o n i n g . 

F o r e x a m p l e , t ake t h e idea tha t free m a r k e t s m a x i 

m i z e n a t i o n a l w e a l t h . N o w t h e g rea t e c o n o m i s t s w h o 

w e r e t h e f o u n d i n g fa thers o f t h e d i s c i p l i n e — t h e "class i 

cal e c o n o m i s t s " — d i d i n d e e d de f ine t h e i r s c i ence as t h e 

" s c i e n c e o f w e a l t h . " It is we l l k n o w n t h a t t h e (short ) t i t le 

o f A d a m S m i t h ' s classic w o r k is The Wealth of Nations. As 

w e n o t e d in t h e first ar t ic le , S m i t h , f o l l owed b y t h e o t h e r 

classical e c o n o m i s t s , t o o k it for g r a n t e d t h a t t h e o b j e c 

t ive o f g o o d e c o n o m i c p o l i c y is t o inc rease n a t i o n a l 

w e a l t h . Yet t h e v e r y m e a n i n g o f t h e t e r m " a g g r e g a t e 

n a t i o n a l w e a l t h " (especial ly if c o n f i n e d as it was in c las

sical e c o n o m i c s t o material wea l t h ) b e g i n s t o c r u m b l e 

away, as a scientif ical ly useful t e r m , as s o o n as it is s u b 

j e c t e d t o analysis. 

T w o bushe l s o f w h e a t may c e r t a in ly a p p e a r as m o r e 

w e a l t h t h a n o n e b u s h e l . B u t are t h e y also m o r e w e a l t h 

t h a n , say, a p a c k a g e o f o n e b u s h e l o f w h e a t a n d o n e sack 

o f p o t a t o e s ? A n d e v e n w h e n w e c o n s i d e r o n l y w h e a t , are 

w e sure t h a t t w o bushe l s o w n e d by a s ingle w e a l t h y p e r 

s o n c o n s t i t u t e s m o r e w e a l t h t h a n o n e b u s h e l t ha t has 

b e e n s o m e h o w d i s t r i b u t e d a m o n g several de spe ra t e ly 

p o o r la rge families? S i m p l y d r a w i n g a t t e n t i o n t o t h e va l 

u a t i o n p r o b l e m s o f a d d i n g u p apples a n d o r a n g e s , o r t o 

t h e c o m p l i c a t i o n s i n t r o d u c e d b y t h e ins ights o f s u b j e c -

tivist (and especially, A u s t r i a n ) e c o n o m i c s , exp la ins w h y 

e c o n o m i s t s at t h e e n d o f t h e n i n e t e e n t h c e n t u r y s o u g h t 

t o r ep l ace t h e c r i t e r i o n o f a g g r e g a t e n a t i o n a l w e a l t h by 

less-phys ica l c o n c e p t s . O n e s u c h c o n c e p t , w h i c h c a m e 

t o b e assoc ia ted pa r t i cu l a r ly w i t h t h e w o r k o f B r i t i s h 

e c o n o m i s t A . C . P i g o u , was tha t o f t h e agg rega t e n a t i o n 

al " e c o n o m i c welfare ." W h a t g o o d e c o n o m i c p o l i c y 

seeks t o m a x i m i z e , a c c o r d i n g to this a p p r o a c h , is t h e 

agg rega t e e c o n o m i c w e l l - b e i n g o f t h e m e m b e r s o f 

society. 

B u t t h e idea o f t r e a t i ng i nd iv idua l e c o n o m i c welfare 

as s o m e t h i n g tha t m i g h t in p r i n c i p l e b e a d d e d t o g e t h e r 

w i t h s o m e o n e else's i nd iv idua l e c o n o m i c welfare is o n e 

w h i c h c o u l d ha rd ly b e sus ta ined . In pa r t i cu l a r A u s t r i a n 

e c o n o m i c s , w h i c h h a d p i o n e e r e d t h e subject ivis t u n d e r 

s t a n d i n g o f c o n s u m e r utility, c o u l d n e v e r accep t any 

s u c h agg rega t e n o t i o n . M o r e o v e r , a t t e m p t s t o rep lace 

direct n o t i o n s o f agg rega t e welfare b y less-d i rec t f o r m u 

la t ions ( that is, t h o s e i m p l i e d in t h e n o t i o n s o f agg rega te 

eff iciency in t h e a l loca t ion b y soc ie ty o f its e c o n o m i c 

resources) are easily seen t o b e d o o m e d to failure. 

T h u s , it t u r n s o u t , e c o n o m i c po l i cy adv ice c a n n o t 

m e a n i n g f u l l y c la im to b e based o n t h e idea tha t a p a r 

t icu lar p o l i c y s h o u l d b e d e s c r i b e d as e c o n o m i c a l l y 

" g o o d " b e c a u s e it t ends t o p r o m o t e agg rega t e w e a l t h , o r 

a g g r e g a t e e c o n o m i c welfare , o r a m o r e efficient a l loca

t i o n o f a society 's e c o n o m i c r e s o u r c e s . 3 W e s e e m t o b e 

fo rced b a c k to t h e m o r e m o d e s t (but ye t e n o r m o u s l y 

i m p o r t a n t ! ) c la ims e x a m i n e d e a r l i e r — t h a t ce r t a in e c o 

n o m i c pol ic ies m a y b e s h o w n to p r o m o t e m u t u a l d i s 

c o v e r y b y p o t e n t i a l m a r k e t p a r t i c i p a n t s ( and m a y 

t he r e fo r e b e c o n s i d e r e d t o b e " e c o n o m i c a l l y g o o d " p o l i 

cies). S o m e t i m e s , as w e have i n d i c a t e d , this is expressed 

b y p o i n t i n g o u t t ha t s u c h pol ic ies p r o m o t e " c o o r d i n a 

t i o n " a m o n g t h e dec i s ions m a d e in a society. T h e y t e n d 

t o a ler t r e levan t m a r k e t pa r t i c ipan t s a b o u t t h e poss ib i l i 

ties available t o t h e m , t e n d i n g t h u s t o en su re tha t p o t e n 

tially benef ic ia l o p p o r t u n i t i e s for i nnova t ive p r o d u c t i o n , 

a n d m u t u a l l y gainful e x c h a n g e , d o n o t go u n n o t i c e d a n d 

u n e x p l o i t e d . Imp l i c i t i n t h e w o r k o f L u d w i g v o n Mises , 

h o w e v e r , are ins ights i n t o several additional c r i t e r i a for 

j u d g i n g e c o n o m i c pol ic ies t o b e g o o d o r b a d . 

Ludwig von Mises and the Goodness 
(or Badness) of Economic Policies 

Mises n e v e r d i d fully exp l a in t h e basis o n w h i c h h e 

felt able t o p r o n o u n c e an e c o n o m i c po l i cy t o b e 

g o o d o r bad . H e n e v e r (as far as I a m aware) expl ic i t ly 

d iscussed t h e " c o o r d i n a t i o n " c r i t e r i o n for g o o d e c o 

n o m i c p o l i c y t o w h i c h w e have r e p e a t e d l y refer red . B u t 
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t h e r e are g r o u n d s for b e l i e v i n g o u r p o s i t i o n in this a r t i 

cle t o b e c o n s i s t e n t w i t h Mises 's p h i l o s o p h i c a l a n d e c o 

n o m i c pe r spec t i ve s . I n his exp l ic i t d i scuss ions M i s e s 

s e e m s t o have g r o u n d e d his j u d g m e n t s ( o n t h e g o o d n e s s 

o r badnes s o f e c o n o m i c pol ic ies) o n o n e o r m o r e o f 

t h r e e separa te f o u n d a t i o n s : 

Self-Frustrating Economic Policies: A p o l i c y t h a t c an b e 

s h o w n b y e c o n o m i c s c i e n c e t o b r i n g a b o u t results t ha t 

are e m p h a t i c a l l y not des i r ed by the policymakers themselves 

is b a d pol icy . A classic M i s e s i a n e x a m p l e of this was t h e 

p o l i c y o f u r b a n res iden t i a l r e n t c o n t r o l . W h a t e v e r t h e 

m e r i t s m i g h t b e o f t h e results h o p e d for f r o m a p o l i c y o f 

r e n t c o n t r o l , it m u s t b e p r o n o u n c e d a b a d pol icy . E c o 

n o m i c analysis s h o w s t h a t it t e n d s t o g e n e r a t e h o u s i n g 

s h o r t a g e s — w h i c h w e r e not ( o n e hopes ! ) t h e ob j ec t i ve o f 

t h e leg is la tors . 

Unsustainable Policies: A p o l i c y tha t c an b e s h o w n to 

b e inherently i m p o s s i b l e t o b e successfully c a r r i e d o u t is 

a n o b v i o u s l y f lawed policy. F o r M i s e s a p o l i c y o f m o n e 

t a ry in f la t ion (to fuel a b o o m in t h e i n i t i a t i o n o f l o n g -

t e r m c a p i t a l - u s i n g ven tu re s ) is a b a d p o l i c y b e c a u s e 

e c o n o m i c s s h o w s h o w e x t r e m e l y u n l i k e l y it is t h a t a n y 

s u c h sus ta inab le b o o m wi l l resul t . S u c h a b o o m can b e 

sus t a ined o n l y t h r o u g h l o n g - r u n c o n s u m e r sacrif ices, 

w h i c h t h e c o n s u m e r s are not i n fact p r e p a r e d t o m a k e . 

S u c h po l ic ies a m o u n t t o a t t e m p t s t o r u n s i m u l t a n e o u s l y 

in t w o o p p o s i t e d i r e c t i o n s . E c o n o m i c s c a n s h o w t h a t a 

p a r t i c u l a r p o l i c y c a n n o t e x p e c t t o b e successfully c o m 

p l e t e d . S u c h a p o l i c y m a y b e d e s c r i b e d as b a d pol icy. 

Violations of Consumer Sovereignty: M i s e s (like m o s t 

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

be l i eve it t o b e a " g o o d t h i n g " for m e m b e r s o f soc i e ty t o 

fulfill t h e i r p r e f e r ences . H e t h e r e f o r e sha red t h e c o n v i c 

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

society 's a l l o c a t i o n o f r e sou rces in p a t t e r n s c lear ly at 

o d d s w i t h t h e d y n a m i c s o f c o n s u m e r p re f e r ences is an 

e c o n o m i c a l l y " b a d " pol icy. A p o l i c y t h a t c rea tes a p a t 

t e r n o f exc ise taxes t e n d i n g t o n u d g e c o n s u m e r p u r 

chases away f r o m g o o d s a n d serv ices t h e consumers p r e 

fer, t o w a r d g o o d s a n d serv ices legislators b e l i e v e t o b e 

" b e t t e r " for c o n s u m e r s — i s a p o l i c y t h a t M i s e s b e l i e v e d 

to b e " b a d , " b e c a u s e it v io la tes c o n s u m e r sovere ign ty . 4 
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Science and Passion 

We n o t e d in t h e first a r t ic le i n this ser ies tha t w r i t 

ers have b e e n p u z z l e d b y t h e passion w i t h w h i c h 

M i s e s d e n o u n c e d w h a t h e b e l i e v e d t o b e b a d e c o n o m i c 

po l i c i e s . F r i t z M a c h l u p , a n e m i n e n t e c o n o m i s t a n d 

d e v o t e d s t u d e n t o f Mise s , was o n e o f t h e s e w r i t e r s . 

Mises ' s pass ion s e e m s , at first g l ance , difficult t o r e c o n c i l e 

w i t h his o w n ins i s t ence o n t h e a b s o l u t e necess i ty for sc i 

ent i f ic wertfreiheit—detached o b j e c t i v i t y — i n social sc i 

e n c e . W h e n Mises d e n o u n c e d soc ia l i sm as a disas t rous 

e c o n o m i c s y s t e m — o n e t h a t t e n d s t o i m p o v e r i s h s o c i e 

ty, t o b r i n g m i s e r y o n its m e m b e r s , a n d t o t h r e a t e n t h e 

v e r y surv iva l o f W e s t e r n c i v i l i z a t i o n — h e w a x e d p a s s i o n 

ate . H e was f i rmly c o n v i n c e d t h a t e c o n o m i c s c i e n c e 

s h o w s all this t o b e t r u e . (In p a r t i c u l a r h e was c o n v i n c e d 

t h a t e c o n o m i c s d e m o n s t r a t e s h o w t h e m o s t b e n e v o l e n t 

o f w o u l d - b e n a t i o n a l p l a n n e r s w o u l d n o t b e able t o p l a n 

[ that is, t o coordinate i n d i v i d u a l act ivi t ies] at all! T h u s a 

p o l i c y o f s o c i a l i s m — t h a t is, a sy s t em in w h i c h a n i n t e 

g r a t e d , s ingle , n a t i o n a l p l a n is s o u g h t t o r ep l ace t h e 

" a n a r c h y " o f i n n u m e r a b l e i n d i v i d u a l p lans in a f ree -

m a r k e t s o c i e t y — i s o n e t h a t is s i m p l y i m p o s s i b l e to c a r r y 

o u t [just as w o u l d b e a p o l i c y a i m i n g to r u n in t w o 

o p p o s i t e d i r e c t i o n s at t h e s a m e t ime] . ) 

B u t b y n o w it s h o u l d b e c lear t h a t t h e r e is no i n c o n 

s i s tency in Mises 's p o s i t i o n s . B e c a u s e M i s e s b e l i e v e d — 

o n objective, scientific g r o u n d s — t h a t soc ia l i sm is a sure 

r e c i p e for m i s e r y a n d w o r s e , h e b e l i e v e d it t o b e his 

moral duty t o c o m m u n i c a t e his b e l i e f t o soc ie ty w i t h 

w h a t e v e r pass ion m i g h t b e able t o c o m m a n d a t t e n t i o n 

a n d insp i re po l i t i ca l relief. M a c h l u p m a y have s e e n this 

as a v i o l a t i o n o f wertfreiheit. M i s e s w o u l d have v e h e 

m e n t l y d i sag reed . H i s pass ion w a s — l i k e t h e pass ion o f 

s o m e o n e ea rnes t l y p r e a c h i n g t h e h e a l t h d a n g e r s o f 

t o b a c c o s m o k i n g — b a s e d o n co ld , ob j ec t i ve sc i ence . 

As w e saw in t h e first a r t ic le , t h e e m i n e n t e c o n o m i s t 

G e o r g e St ig ler b e l i e v e d t h a t any " p r e a c h i n g " by any 

e c o n o m i s t for any p a r t i c u l a r e c o n o m i c p o l i c y is, o n 

g r o u n d s of c o n s u m e r sovere ignty , o u t o f o rde r . S t ig ler 

b e l i e v e d tha t t h e p u b l i c already k n o w s full we l l w h a t t h e 

l ike ly results o f a n y e c o n o m i c p o l i c y are l ikely t o b e . If 

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

a d o p t e d b y t h e p u b l i c t h r o u g h its po l i t i ca l c h a n n e l s , h e 

is s imp ly a t t e m p t i n g t o p r o m o t e w h a t he be l ieves t o b e 

b e t t e r for soc ie ty ove r w h a t society be l ieves t o b e be t t e r . 
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B u t e c o n o m i c s c i ence sure ly has , aga in a n d again , 

r evea led h o w p a r t i c u l a r po l i c ies resul t i n o u t c o m e s not 

fo re seen by p o l i c y m a k e r s , o r by t h o s e w h o e l e c t e d o r 

a p p o i n t e d t h e m . E c o n o m i c s s h o w s h o w i m p e r f e c t 

k n o w l e d g e m a y b e r e spons ib l e for e n o r m o u s l y va luab le 

( and c o m p l e t e l y o v e r l o o k e d ) o p p o r t u n i t i e s r e m a i n i n g 

u n e x p l o i t e d . It is n o v i o l a t i o n of c o n s u m e r sove re ign ty 

t o d e m o n s t r a t e w h e r e s u c h i g n o r a n c e has b e e n (or is 

l ikely t o be) r e spons ib l e for disas t rous resul ts . I n fact, t o 

d e m o n s t r a t e this is t o promote c o n s u m e r sovere ignty . As 

l o n g as t h e p h i l o s o p h i c a l a n d m o r a l d e t a c h m e n t o f e c o 

n o m i c s c i e n c e is we l l u n d e r s t o o d , this s c i ence can b e 

used , in a wertfrei manner, t o i n f o r m t h e p u b l i c o f what it 

does not yet know. W h e r e t h e results o f s u c h i g n o r a n c e are 

l ikely t o b e s e r i o u s , t h e e c o n o m i s t (in his capac i ty n o w 

o f a c i t i zen fully alive t o society 's suffering) m a y c o n s i d 

e r it his moral o b l i g a t i o n t o b r i n g t h e results o f his o b j e c 

t ive scient if ic r e sea rches t o t h e a t t e n t i o n o f t h e p u b l i c . 

S u c h m o r a l o b l i g a t i o n m a y i n d e e d b e expressed w i t h 

Mise s i an w h i t e - h o t p a s s i o n — b u t this is, in p r i n c i p l e , in 

n o w a y i n c o n s i s t e n t w i t h t h e c o l d ob jec t iv i ty w i t h 

w h i c h t h o s e researches w e r e c o n d u c t e d . W 

1 .This scenario has been extensively explored in a literature p i o 
neered by N o b e l laureate R o n a l d H . Coase; see his celebrated paper, 
" T h e Problem of Social Cost ," Journal of Law and Econoniics,Vo\. Ill 
(Oc tobe r I960) . 

2. For the classic s ta tement of these insights, see Lionel C. R o b -
bins , / ! / / Essay on the Nature and Significance of Economic Science, 2d ed i 
tion (London: Macmil lan , 1935), especially C h . V I . 

3 . See further my paper, "Welfare Economics : A M o d e r n Aust r i 
an Perspective," published as chapter 11 in Israel M . Kirzner, The 
Meaning of Market Process, Essays in the Development of Modern Austrian 
Economics (London: R o u t l e d g e , 1992). 

4. For a p ionee r ing discussion of coordinat ion , as in t roduced into 
normat ive economics by eminen t Austrian economis t Fr iedr ich A. 
Hayek, see Gerald P. O 'Dr i sco l l , Economics as a Coordination Problem, 
The Contributions of Eriedrich A. Hayek. See also my "Coord ina t i on as 
a Cr i t e r ion for E c o n o m i c 'Goodness , ' " published as chapter 7 in 
Israel M . Kirzner, The Driving Force of the Market, Essays in Austrian 
Economics (London: R o u t l e d g e , 2000) . See also Israel M . Kirzner, Lud
wig von Mises: 'The Man and His Economics (Wi lmington , Del . : ISI 
Books , 2001) , pp. 1 6 3 - 7 1 . 
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Mandating Renewable Energy: 
Its N o t Easy Being Green 

B Y M I C H A E L H E B E R L I N G 

E n v i r o n m e n t a l i s t s a b h o r all fossil fuels (coal , n a t u 

ral gas, a n d p e t r o l e u m ) a n d n u c l e a r ene rgy . T h e y 

co l l ec t ive ly refer t o th is t y p e o f e n e r g y as 

" b r o w n " p o w e r . A l o n g w i t h a b i p a r t i s a n c o l l e c t i o n o f 

W a s h i n g t o n po l i t i c i ans , t h e y in s t ead a d v o c a t e " g r e e n , " o r 

" r e n e w a b l e , " p o w e r . T h i s e a r t h - f r i e n d -

ly a l t e rna t ive e n e r g y i n c l u d e s : g e o -

t h e r m a l , h y d r o e l e c t r i c , b i o m a s s , solar, 

a n d w i n d . W h i l e w e all k n o w t h a t 

b r o w n p o w e r has its share o f p r o b 

l e m s , a c lose l o o k at g r e e n p o w e r 

reveals a s u r p r i s i n g n u m b e r o f s e r i ous 

e n v i r o n m e n t a l a n d c o n s u m e r - r e l a t e d 

p r o b l e m s t h a t a d v o c a t e s w o u l d r a t h e r 

n o t talk a b o u t . As it t u r n s o u t , e n v i 

r o n m e n t a l i s t s are far m o r e u n i t e d in 

t h e i r o p p o s i t i o n t o b r o w n p o w e r t h a n 

t h e y are in t h e i r s u p p o r t o f g r e e n 

p o w e r . 

G e o t h e r m a l e n e r g y is d e r i v e d f r o m 

h e a t b e n e a t h t h e ear th ' s surface a n d is 

u s e d t o d r i v e s t e a m t u r b i n e s a n d h e a t 

p u m p s . U n f o r t u n a t e l y , sites capab le o f 

p r o d u c i n g g e o t h e r m a l e n e r g y are rare . 

O p e r a t i o n a l g e o t h e r m a l facilities are 

f o u n d in j u s t f ou r w e s t e r n states: C a l 

i forn ia , U t a h , N e v a d a , a n d H a w a i i . 

G e o t h e r m a l p o w e r p lan ts n e e d suffi-

c i e n t m a g m a c lose t o t h e surface t o h e a t t h e s u r r o u n d 

i n g r o c k a n d wa te r . T h e bes t p o t e n t i a l n e w sites are 

f r e q u e n t l y o n federa l p a r k lands o r in p r o t e c t e d w i l d e r 

ness. T h i s c o m p l i c a t e s , a n d in m a n y cases e v e n p r e c l u d e s , 

d e v e l o p m e n t . D o w e really w a n t t o use O l d Fai thful i n 

Y e l l o w s t o n e N a t i o n a l P a r k as a g r e e n - p o w e r sou rce? 

Hydroelectric power, 
which would seem to 
be an ideal source of 
green power, has 
unfortunately fallen 
from grace. This 
dam-derived power 
source disrupts river 
ecosystems by 
hampering (or 
preventing) the 
migration of some 
fish species. 

W h i l e g e o t h e r m a l e n e r g y is "f ree ," e x t r a c t i o n is 

e x t r e m e l y e x p e n s i v e s ince d e v e l o p e r s are f r e q u e n t l y 

r e q u i r e d t o dri l l u p t o a m i l e o r m o r e u n d e r g r o u n d . T h e 

r e m o t e l o c a t i o n s r e q u i r e ex t ens ive in f r a s t ruc tu re (roads 

a n d p o w e r lines) a n d la rge a m o u n t s o f c o o l i n g wa te r , 

w h i c h is at a p r e m i u m in t h e a r id 

wes t . Va r ious f o r m s o f p o l l u t i o n also 

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

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

c o n t a m i n a t i o n ( t h e r m a l a n d tox ic ) , gas 

emi s s ions ( h y d r o g e n s u l f i d e — w h i c h 

p r o d u c e s a r o t t e n - e g g smel l , a m m o n i a , 

a n d m e t h a n e ) , a n d t h e m i n e r a l - r i c h 

d i s cha rge s l udge t h a t c o n t a i n s m e r c u r y 

a n d o t h e r h e a v y me ta l s . C l o s e d - l o o p 

sys tems tha t r e - i n j ec t all t h e fluid a n d 

gas was t e b a c k i n t o t h e g r o u n d wi l l 

m i n i m i z e t h e e n v i r o n m e n t a l i m p a c t . 

H o w e v e r , t he se e n v i r o n m e n t a l p r e c a u 

t i ons m a k e t h e cost o f o p e r a t i o n far 

m o r e e x p e n s i v e t h a n gas-f i red p o w e r 

p lan ts . 

H y d r o e l e c t r i c p o w e r , w h i c h w o u l d 

s e e m t o b e a n ideal s o u r c e o f g r e e n 

p o w e r , has u n f o r t u n a t e l y fallen f r o m 

g race . T h i s d a m - d e r i v e d p o w e r s o u r c e 

d i s rup t s r ive r e c o s y s t e m s by h a m p e r -

i n g (or p r e v e n t i n g ) t h e m i g r a t i o n o f 

s o m e fish species . As a resul t , a n u m b e r o f l e a d i n g e n v i 

r o n m e n t a l g r o u p s n o l o n g e r p r o m o t e h y d r o as a l e g i t i -
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m a t e g r e e n - p o w e r c a n d i d a t e . I n fact, t h e y w a n t to d i s 

m a n t l e h y d r o e l e c t r i c d a m s in o r d e r t o r e t u r n r ivers t o 

t h e i r n a t u r a l p r i s t i n e state. 

B i o m a s s e n e r g y involves t h e b u r n i n g o f p l a n t m a t e 

r ial . F o r s o m e r ea son , e n v i r o n m e n t a l i s t s f ind t h e b u r n i n g 

o f recent p l a n t m a t e r i a l t o b e accep tab le , b u t t h e b u r n i n g 

o f aged p l a n t m a t e r i a l i n t h e f o r m o f coal t o n o t b e 

a c c e p t a b l e . F o r b i o m a s s t o b e a n y t h i n g m o r e t h a n a c o t 

t age i n d u s t r y o f " g e e w h i z " t o k e n 

p i l o t p r o j e c t s , l a rge t rac ts o f l a n d 

w o u l d have t o b e d e d i c a t e d t o g r o w 

i n g g r e e n p o w e r . W i l l these tracts 

c o m e f rom areas p r e v i o u s l y u s e d for 

f o o d c rops o r wi l l this r e q u i r e a d d i 

t i o n a l h a b i t a t d e s t r u c t i o n ? 

Sola r p o w e r is i n e x h a u s t i b l e ( e spe 

cially w h e n t h e s u n sh ines ) . It d o e s n ' t 

p o l l u t e a n d bes t o f a l l—it ' s " f ree ." 

M o s t s o l a r - p o w e r advoca t e s wi l l gloss 

ove r t h e fact t h a t t o p r o d u c e o n e 

m e g a w a t t o f e l ec t r i c i t y w o u l d r e q u i r e 

c o v e r i n g u p t o 17 acres o f p r i s t i n e 

l a n d w i t h solar pane l s . T h i s c o m p a r e s 

w i t h l / 2 5 t h o f a n a c r e for o n e 

m e g a w a t t o f e l ec t r i c i t y p r o d u c e d b y 

fossil fuels. In o t h e r w o r d s , t o b e an 

a d v o c a t e for solar p o w e r , y o u m u s t at 

t h e s a m e t i m e b e a n a d v o c a t e o f . . . 

" s p r a w l . " In M i c h i g a n solar e n e r g y is 

n o t p rac t ica l b e c a u s e o f o u r m a n y 

c loudy , rainy, a n d s n o w y days. H o w 

m a n y e n v i r o n m e n t a l i s t s d o e s it t ake t o 

r e m o v e t h e s n o w f rom 17 acres o f 

solar pane l s in t h e m i d d l e o f w i n t e r ? 

B o t t o m L i n e : S o l a r e n e r g y , e v e n 

t h o u g h it is " f ree ," still costs c o n s u m e r s four t i m e s m o r e 

t h a n e l ec t r i c i ty d e r i v e d f rom fossil fuels. 

W i n d p o w e r , j u s t l ike solar p o w e r , is i n e x h a u s t i b l e (so 

l o n g as t h e w i n d b l o w s ) . It d o e s n ' t p o l l u t e a n d aga in , it's 

" f ree ." U n f o r t u n a t e l y , w i n d is n o t available o n t h o s e h o t , 

h u m i d d o g days o f s u m m e r w h e n e n e r g y d e m a n d s p e a k . 

T h e s a m e is t r u e for t h o s e q u i e t (read: wind less ) b o n e -

ch i l l i ng w i n t e r n i g h t s h e r e in M i c h i g a n . 

W h i l e e n v i r o n m e n t a l i s t s l o a t h e a l o n e c e l l - p h o n e 

t o w e r o n a hil l , t h e y are su rp r i s ing ly e n a m o r e d w i t h acre 

W h e n utility 
customers are 
surveyed asking if 
they would be willing 
to pay more for green 
power to help the 
environment, there 
is always an 
overwhelming and 
enthusiastic positive 
response. However, 
when customers are 
then asked to actually 
sign up and pay extra, 
the euphoria 
disappears. 

u p o n acre o f w i n d t o w e r " s p r a w l " o n w h a t w e r e 

u n s p o i l e d vistas. To p r o d u c e t h e s ame a m o u n t o f e n e r g y 

as a c o n v e n t i o n a l gas-f ired p o w e r p lan t , w i n d fa rms 

w o u l d n e e d 85 t imes m o r e area. To its c redi t , h o w e v e r , 

w i n d p o w e r is tar m o r e e c o n o m i c a l t h a n solar p o w e r . It 

is o n l y t w i c e as cost ly as e lec t r i c i ty g e n e r a t e d f rom fos

sil fuels. 

H o w e v e r , t h e m o s t t r o u b l i n g aspect o f w i n d p o w e r 

f rom an e n v i r o n m e n t a l pe r spec t ive is 

n o t sprawl , b u t t h e devas ta t ing i m p a c t 

it has o n b i rd p o p u l a t i o n s . A c c o r d i n g 

to t h e U S . Fish a n d Wi ld l i f e Serv ice , 

b e t w e e n four a n d five m i l l i o n birds are 

ki l led annua l ly in col l is ions w i t h t h e 

4 5 , 0 0 0 c o m m u n i c a t i o n t o w e r s (ce l lu

lar, r ad io , t e l e p h o n e , a n d te levis ion) 

l o c a t e d across t h e c o u n t r y . M a n y e n v i 

r o n m e n t a l i s t s a n d pol i t i c ians s u p p o r t 

t h e " W i n d E n e r g y In i t i a t i ve" tha t calls 

for o b t a i n i n g 5 p e r c e n t o f o u r e l e c t r i c 

i ty f rom w i n d t u r b i n e s by t h e year 

2 0 2 0 . H o w e v e r , t o ach ieve this goal w e 

wi l l n e e d to e rec t over 1 3 2 , 0 0 0 w i n d -

p o w e r t o w e r s . D o e n v i r o n m e n t a l i s t s 

a n d po l i t i c ians v i e w t h e add i t i ona l 

12—15 m i l l i o n b i r d dea ths p e r year as 

an accep t ab l e t r adeof f t o m e e t t h e 

g r e e n - p o w e r goal? 

A n analysis o f t h e b i r d d e a t h s 

caused by t h e ex i s t ing c o m m u n i c a t i o n 

t o w e r s suggests t h a t t h e a d d i t i o n a l 

12—15 mi l l i on b i r d dea ths f rom w i n d 

t u r b i n e s is a conse rva t i ve es t ima te . 

W h e n c o m p a r e d to a c o m m u n i c a t i o n 

tower , t h e c ross - sec t iona l surface area 

o f a w i n d t u r b i n e is far m o r e dead ly t o bi rds b e c a u s e o f 

t h o s e r o t a t i n g " s l ing b lades o f dea th . " A 2 9 5 - f o o t - t a l l 

w i n d t u r b i n e can b e v i e w e d as a " c o m m u n i c a t i o n 

t o w e r " w i t h an add i t i ona l b i r d - k i l l i n g surface area o f 

2 1 , 1 1 3 square feet. T h a t is an area a b o u t hal f (44 p e r c e n t ) 

t h e size o f a footbal l field. 

It is i n t e r e s t i n g t o n o t e tha t t h e p r i m a r y o b j e c t i o n 

tha t e n v i r o n m e n t a l i s t s have w i t h p e t r o l e u m e x p l o r a t i o n 

a n d d e v e l o p m e n t in t h e Arc t ic N a t i o n a l Wi ld l i fe R e f u g e 

( A N W R ) is t ha t it may h a r m wildl ife . E n v i r o n m e n t a l i s t s 
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i n s t ead p r o p o s e a n a l t e rna t ive f o r m o f e n e r g y t h a t is 

guaranteed t o des t roy wi ld l i fe b y t h e m i l l i o n s — y e a r after 

yea r after year. D e f e n d i n g s u c h h y p o c r i s y serves t o r e 

in fo rce w h a t K e r m i t t h e F r o g said ove r 3 0 years ago : " I t ' s 

n o t easy b e i n g g r e e n ! " 

Bad for the Consumer, Taxpayer 

I f at this p o i n t y o u are s t a r t ing t o have t r o u b l e d i s t i n 

g u i s h i n g b e t w e e n g o o d g r e e n p o w e r a n d b a d b r o w n 

p o w e r , h e r e is a n easy w a y t o k e e p t h e t w o s t ra ight . If t h e 

p o w e r in q u e s t i o n r equ i r e s t axpaye r g r e e n b a c k s t o stay 

afloat, it is de f in i t e ly g r e e n p o w e r . C o n s u m e r s h a v e n o 

idea h o w e x p e n s i v e g r e e n p o w e r real ly 

is, b e c a u s e t h e t r u e costs h a v e b e e n 

h i d d e n b y po l i t i c i ans u s i n g massive 

t axpaye r subs id ies a n d o t h e r p r e f e r e n 

tial t r e a t m e n t . O v e r t h e past 3 0 years 

federal , s tate, a n d local g o v e r n m e n t s 

have s p e n t b e t w e e n $ 3 0 b i l l i on a n d 

$ 4 0 b i l l i on p r o m o t i n g r e n e w a b l e e n e r 

gy t h r o u g h g r an t s , subs id ies , p r o d u c 

t i o n c red i t s , a c c e l e r a t e d d e p r e c i a t i o n , 

p u b l i c l y f u n d e d re sea rch , a n d t ax c r e d 

its. A n d w h a t d o w e have t o s h o w for 

th i s m a s s i v e t a x p a y e r i n v e s t m e n t ? 

Today, g r e e n p o w e r m a k e s u p r o u g h l y 

2 p e r c e n t o f to ta l e n e r g y usage in this 

c o u n t r y . 

W h i l e g e o t h e r m a l , w i n d , a n d s u n 

l igh t are free, c a p t u r i n g this e n e r g y a n d 

t r a n s p o r t i n g it f r o m r e m o t e , sparsely p o p u l a t e d areas t o 

w h e r e t h e p e o p l e ac tua l ly live is a cos t ly u n d e r t a k i n g . 

F o r w i n d p o w e r t h e ideal l o w e r - c o s t sites wi l l b e d e v e l 

o p e d b e f o r e h i g h e r - c o s t sites. C o n s e q u e n t l y , t h e costs 

a n d t h e N I M B Y ( n o t i n m y b a c k y a r d ) f ac to r wi l l d r a 

mat i ca l ly inc rease as w e e x p a n d w i n d - e n e r g y g e n e r a t i o n 

in t h e fu ture . W i n d m a y b e c o n s i d e r e d a n infinite 

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

w i n d is a finite r e s o u r c e . W h e r e are w e g o i n g t o p u t all 

t h o s e 1 3 2 , 0 0 0 w i n d - t u r b i n e towers? W e c o u l d start w i t h 

t h e H a m p t o n s o r M a r t h a ' s V i n e y a r d a n d see w h a t h a p 

p e n s . 

W h e n u t i l i ty c u s t o m e r s are su rveyed a sk ing if t h e y 

w o u l d b e w i l l i n g t o pay m o r e for g r e e n p o w e r t o h e l p 

t h e e n v i r o n m e n t , t h e r e is always an o v e r w h e l m i n g a n d 

Wind turbine. Traverse City Light & Power 

en thus i a s t i c pos i t ive r e s p o n s e . H o w e v e r , w h e n c u s t o m e r s 

are t h e n asked t o ac tua l ly s ign u p a n d p a y ex t ra , t h e 

e u p h o r i a d i sappears . A m o n g t h e 8 5 ut i l i t ies t h a t offer 

t h e i r c u s t o m e r s t h e o p t i o n t o pay ex t ra l o r g r e e n p o w e r , 

t h e p a r t i c i p a t i o n ra te rare ly e x c e e d s 3 t o 6 p e r c e n t , w i t h 

t h e m a j o r i t y b e i n g a r o u n d 1 p e r c e n t . I n 1 9 9 6 Traverse 

C i t y ( M i c h i g a n ) L i g h t & P o w e r ins ta l led a w i n d g e n e r 

a t o r n e a r Lake M i c h i g a n . U n d e r t h e i r v o l u n t a r y g r e e n -

p r i c i n g p r o g r a m , c u s t o m e r s c o u l d e x p e c t t o p a y f rom 17 

to 2 3 p e r c e n t m o r e for t h e i r e lec t r ic i ty . T h e e l ec t r i c bill 

for D i c k D e l l ' A c q u a ' s O m e l e t t e S h o p p e & B a k e r y in 

Traverse C i t y w e n t f r o m $ 1 , 6 0 0 t o $ 1 , 9 0 0 a m o n t h after 

s i g n i n g u p . 

S ince t h e c o n s u m e r is n o t v o l u n t a r 

ily b u y i n g i n t o g r e e n p o w e r , it s h o u l d 

n o t b e s u r p r i s i n g t h a t o u r el i te class 

w a n t s t o t ake away o u r f r e e d o m o f 

c h o i c e . Across t h e c o u n t r y at t h e local , 

state, a n d federa l levels t h e r e are efforts 

t o m a n d a t e g r e e n p o w e r . S i x t e e n states 

( A r i z o n a , Ca l i fo rn i a , C o l o r a d o , C o n 

n e c t i c u t , H a w a i i , I o w a , M a i n e , M a r y 

l a n d , M a s s a c h u s e t t s , N e v a d a , N e w 

Jersey, N e w M e x i c o , N e w York , R h o d e 

Is land, Texas , a n d Pennsy lvan ia ) have 

" R e n e w a b l e P o r t f o l i o S t a n d a r d s " 

( R P S ) tha t r e q u i r e v a r y i n g p e r c e n t a g e s 

o f g r e e n p o w e r in t h e i r e n e r g y m i x . 

T h r e e o t h e r states (I l l inois, M i n n e s o t a , 

a n d Pennsy lvan ia ) have R P S - l i k e p r o 

g r a m s tha t are n o t q u i t e as o n e r o u s as t h e o t h e r 16 . 

A c o m m o n t h e m e in e a c h R P S is t o h a v e t h e m a n 

d a t e d p e r c e n t a g e o f g r e e n p o w e r i n c r e a s e o v e r t i m e . 

C a l i f o r n i a is r e q u i r e d t o p r o d u c e 2 0 p e r c e n t o f its 

e l e c t r i c i t y t h r o u g h g r e e n p o w e r b y 2 0 1 7 . I n N e v a d a 

s ta te l a w r e q u i r e s 15 p e r c e n t b y 2 0 1 3 . T h e N e w Y o r k 

R P S r e q u i r e s 2 5 p e r c e n t b y 2 0 1 3 . 

In t h e m a j o r i t y o f t h e R P S p r o g r a m s , g o v e r n m e n t -

o w n e d m u n i c i p a l ut i l i t ies have aggressively ( and success 

fully) l o b b i e d for e x e m p t i o n f r o m t h e i r o w n state's 

cos t ly a n d unrea l i s t ic g r e e n - p o w e r r e q u i r e m e n t s . T h i s 

raises a q u e s t i o n : If g r e e n p o w e r is so w o n d e r f u l , w h y are 

g o v e r n m e n t ut i l i t ies a l l o w e d t o o p t o u t ? A t least u n d e r 

t h e g r e e n - p r i c i n g p r o g r a m s , c o n s u m e r s h a d a c h o i c e . 

U n d e r s tate R P S p r o g r a m s , c o n s u m e r s w h o have t h e 
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m i s f o r t u n e t o b e se rved by i n v e s t o r - o w n e d ut i l i t ies are 

fo rced t o pay a h i d d e n a n d u n c o n s c i o n a b l e e n e r g y tax. 

D o t h e el i te eve r t h i n k a b o u t t h e p o o r o r t h e e lder ly o n 

fixed i n c o m e s w h e n t h e y i m p o s e " g o o d for t h e e n v i 

r o n m e n t " taxes? 

A National Tax Coming? 

Th o s e o f us w h o are l u c k y e n o u g h t o live in t h e 3 1 

R P S - f r e e states are n o t o u t o f t h e w o o d s j u s t ye t . 

E v e n if o u r s tate legis la tures are able t o resist t h e s i ren 

s o n g t h a t " m a n d a t e d g r e e n p o w e r is g o o d for t h e e n v i 

r o n m e n t , " o u r federa l legis la tors are h a r d at w o r k t r y i n g 

t o i m p o s e a n a t i o n a l R P S e n e r g y tax . In O c t o b e r 2 0 0 3 

a n a t i o n a l - R P S p r o v i s i o n was p u l l e d at t h e last m i n u t e 

f rom t h e e n e r g y bil l . H a d this b e e n i n c l u d e d , w e w o u l d 

have s e e n a m a n d a t o r y 1 p e r c e n t g r e e n - p o w e r r e q u i r e 

m e n t i n 2 0 0 5 . T h e r e q u i r e m e n t w o u l d t h e n have r i sen 

t o 10 p e r c e n t b y 2 0 1 9 . 

Last y e a r b i p a r t i s a n l e g i s l a t i o n w a s i n t r o d u c e d 

again t o establish a federal R P S e n e r g y tax . T h i s legis la

t i o n seeks t o m a n d a t e a 2 0 p e r c e n t g r e e n - p o w e r 

r e q u i r e m e n t b y 2 0 2 5 . As in m o s t o f t h e state R P S p r o 

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

m e n t — o w n e d uti l i t ies f rom this cost ly a n d u n r e a c h a b l e 

goal . 

G i v e n tha t 3 0 years o f cen t ra l p l a n n i n g a n d $ 4 0 b i l 

l i on o f t axpayer m o n e y have d o n e lit t le t o facili tate t h e 

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

er an a l t e rna t ive c o n s u m e r - f r i e n d l y a p p r o a c h . It is t i m e 

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

t r a i n i n g w h e e l s f rom g r e e n p o w e r . Le t t h e m a r k e t p l a c e , 

n o t t h e g o v e r n m e n t , d e t e r m i n e w h a t types o f e n e r g y 

wi l l b e t h e w i n n e r s a n d t h e losers . C o n s i d e r i n g t h e 

n u m e r o u s p r o b l e m s associa ted w i t h g r e e n p o w e r , a m a r 

k e t - b a s e d s o l u t i o n wi l l , ironically, b e g o o d for b o t h t h e 

c o n s u m e r a n d t h e e n v i r o n m e n t . W 

The only way that the information needed to make sensible energy decisions can be communicated by 

those who have it to those in the best position to respond appropriately to it, and communicated in a way 

that motivates appropriate responses, is through market prices—assuming these prices are not distorted by 

politically imposed caps. 

Market prices allow consumers to inform producers, and one another, how much they value different 

energy uses, and allow producers to inform consumers how much it costs to provide different types of 

energy. In response consumers will decrease their energy use in ways that minimize their inconvenience 

when that inconvenience is less than the value of the energy saved. And producers will expand production 

of energy sources that provide the most value to consumers for the cost required, and will expand those 

sources as long as consumers value the additional energy by more than the value sacrificed to produce it. 

The result is a combination of conservation and production that best harmonizes the interests of us all. 

—Dwight R. Lee, "Energy Production versus Conservation" 
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The Therapeutic State 

The Therapeutic Temptation 
B Y T H O M A S S Z A S Z 

L ead us n o t i n t o t e m p t a t i o n , b u t de l iver us f r o m 

evil ," en jo ins t h e Lord ' s Prayer . T e m p t a t i o n t o 

c o m m i t w h a t w r o n g f u l act? F o r t h e m e n w h o 

w r o t e t h a t w a r n i n g a n d t h e p e o p l e t o w h o m it was 

addressed , t h e r e was n o d o u b t a b o u t t h e answer : c o n c u 

p i s c e n c e . 

Today, t h e t e r m is o b s o l e t e a n d t h e b o d i l y - m e n t a l 

s tate t o w h i c h it r e f e r s — i n t e n s e sexua l d e s i r e — i s n o t an 

evil f r o m w h i c h w e seek d e l i v e r a n c e b u t a p s y c h o s e x u -

al c o n d i t i o n w e crave a n d e n d e a v o r t o a c h i e v e b y m e a n s 

o f d r u g s p r e s c r i b e d by d o c t o r s . 

In t h e A g e o f Fa i th p e o p l e feared e n g a g i n g in b e h a v 

iors p r o h i b i t e d b y G o d . M o d e r n secu la r m a n — a l t h o u g h 

l i be r a t ed f rom f e a r i n g G o d — s t i l l fears b e i n g l ed i n t o 

t e m p t a t i o n . T o b e sure , h e n o l o n g e r calls t h e o b j e c t o f 

t h e d r e a d e d b e h a v i o r " s in . " H e calls it " s ickness . " W o r 

s h i p i n g h e a l t h a n d especia l ly m e n t a l h e a l t h , p e o p l e fear 

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

m e n t a l - h e a l t h laws. D e p r i v e d o f t h e m o r a l v o c a b u l a r y o f 

a g e n c y a n d a c t i o n , m o d e r n m a n d o e s n o t c o n c e p t u a l i z e 

his e x p e r i e n c e as t e m p t a t i o n a n d s i n n i n g . Ins tead , h e 

fears " fa l l ing i l l " w i t h t h e g rea t " n o - f a u l t d i seases" o f o u r 

a g e — d r u g a b u s e - a d d i c t i o n a n d d e p r e s s i o n - s u i c i d e . 

A w o m a n p h y s i c i a n is s e n t e n c e d to 5 0 years in p r i s o n 

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

several p e o p l e t o kill t h e m s e l v e s . S h e says: " I ' m s a d d e n e d 

by t h e fact t h a t t h o s e t h a t I t r i e d t o h e l p so h a r d , t o 

i m p r o v e t h e i r lives, t o r e d u c e t h e i r suffer ing , t u r n against 

m e a n d m a k e m e l o o k l ike t h e devi l . " A p a r e n t w h o h a d 

lost h e r d a u g h t e r a n d s o n asked t h e j u d g e t o g ive h e r t h e 

m a x i m u m s e n t e n c e : " I have t w o c h i l d r e n , y o u r h o n o r , 

t h a t I'll n e v e r see aga in . . . . [ T ] h e o n l y w a y I ge t t o see 

t h e m is at t h e graveyard ." 

C h a r g e d w i t h d r u g - l a w v i o l a t i o n s , r a d i o t a l k - s h o w 

h o s t R u s h L i m b a u g h r e p e n t s , confesses his sins, a n d s u b 

mi t s t o a p u r i f i c a t i o n o t his fai th. " A s a p r i m a r y c o n d i 

t i o n o f t h e dismissal [of t h e cha rges against h i m ] , M r . 

L i m b a u g h m u s t c o n t i n u e t o seek t r e a t m e n t , " e x p l a i n e d 

his l awyer . L i m b a u g h t h e d r u g - u s e r is n o t a r e spons ib l e 

a g e n t b u t t h e v i c t i m o f an illness b r o u g h t o n by t e m p 

t a t i o n . W i l l i a m B e n n e t t , A m e r i c a ' s s e l f - a p p o i n t e d e x p e r t 

o n v i r t u e , is a v i c t i m o f g a m b l i n g a d d i c t i o n . D o I e x a g 

gera te? Alas, if o n l y t h a t w e r e so. T h e A m e r i c a n M e d i c a l 

Assoc i a t i on , t h e A m e r i c a n P s y c h i a t r i c A s s o c i a t i o n , t h e 

U . S . S u p r e m e C o u r t , t h e m e d i a , a n d t h e p u b l i c all define 

a d d i c t i o n as a disease. Diseases h a v e causes . T h e causes 

are t h e ind iv idua l s w h o t e m p t t h e a d d i c t o r fail t o p r e 

v e n t his " i l lness ." 

Fearful as t h e t e m p t a t i o n t o t ake d r u g s m a y b e , it 

pales in c o m p a r i s o n w i t h t h e t e m p t a t i o n A m e r i c a n s 

d r e a d t h e m o s t — s u i c i d e . O f c o u r s e , i n this case t o o , t h e 

l a n g u a g e o f a c t i o n a n d respons ib i l i ty is t a b o o . N o " p s y -

ch ia t r i ca l ly e n l i g h t e n e d " p e r s o n talks a b o u t t h e t e m p t a 

t i o n t o kill oneself . S u c h p e r s o n s know t ha t su i c ide is t h e 

ca rd ina l c o n s e q u e n c e o f t h e n o - f a u l t disease cal led 

" b i p o l a r i l lness," a .k.a. " d e p r e s s i o n . " H o w r i g h t J o s h 

Bi l l ings was w h e n h e o b s e r v e d , t h e " t r o u b l e w i t h p e o p l e 

is n o t t h a t t h e y d o n ' t k n o w b u t t h a t t h e y k n o w so m u c h 

t h a t a in ' t so." 

O n M a y 2 2 t h e fea ture ar t ic le o f Time m a g a z i n e was 

t i t led , " W h e n C o l l e g e s G o O n S u i c i d e W a t c h . " T h e 

sub t i t l e spe l led o u t t h e p r o b l e m : " S c h o o l s are g e t t i n g 

s u e d for d o i n g t o o l i t t l e — a n d t o o m u c h — t o h e l p m e n 

tally ill s t u d e n t s . " T h e " p r o b l e m " is p a r t o f t h e false 

p r e m i s e t h a t lies at h e a r t o f t h e ar t ic le , name ly , t h a t it is, 

i n s o m e u n d e f i n e d way, t h e j o b o f co l leges t o p r e v e n t 

t h e i r s t u d e n t s f r o m k i l l ing t h e m s e l v e s . S u i c i d e is a n 

a c t i o n . T h e o n l y p e r s o n w h o can c o n t r o l — b r i n g a b o u t 

o r p r e v e n t — a n a c t i o n is t h e ac tor . W h y n o t h o l d c o l 

leges r e spons ib l e for s t u d e n t s b e c o m i n g o b e s e o r g o i n g 

b a n k r u p t ? 

O u g h t imp l i e s can . S i n c e n o o n e can p r e v e n t a n o t h -
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" M y Madness Saved M e " : T h e Madness and Mar r i age of Virginia 
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er p e r s o n f rom k i l l ing himself , t h e e x p e c t a t i o n tha t c o l 

leges , psychia t r i s t s , o r a n y o n e else o u g h t t o b e r e s p o n s i 

b l e for p r e v e n t i n g a s tuden t ' s su i c ide is n o n s e n s e . A n 

i n d i v i d u a l h e l d r e spons ib l e for a n o t h e r pe r son ' s su ic ide 

has o n l y o n e v iab le o p t i o n , s e p a r a t i n g h i m s e l f f rom t h e 

sub jec t d e e m e d " d a n g e r o u s t o himself ." T h i s m a y take 

t h e f o r m of: 1) d e p r i v i n g t h e " o f f e n d e r " o f l iberty, b y 

i n c a r c e r a t i n g h i m , w i t h t h e aid o f psychia t r i s t s , in a m e n 

tal " h o s p i t a l " ; o r 2) d i v o r c i n g h i m , literally, if t h e sub jec t 

is a s p o u s e , m e t a p h o r i c a l l y , if h e is a co l l ege a d m i n i s t r a 

t o r a n d t h e o f f ende r a s t u d e n t . W e m a y d o we l l t o 

r e m e m b e r t h a t o n l y a f ew d e c a d e s a g o — b e f o r e t h e 

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

ous ly e x p e c t e d a n y o n e t o p r e v e n t su ic ide . 

Sadly, n o n e o f w h a t I a m saying h e r e can b e said in 

t h e pages o f t h e m a i n s t r e a m press. Revea l i ng ly , t h e s u b 

t i t le o f t h e Time a r t ic le t reats as fact a n o n - f a c t : it calls 

s t u d e n t s r e g a r d e d as su i c ide risks " m e n t a l l y f r a g i l e " : T h e 

n u m b e r o f s t u d e n t s " d i a g n o s e d as m e n t a l l y fragile 

appea r s t o b e r i s ing . . . . A lo t o f s t u d e n t s w h o m a y n o t 

h a v e g o n e t o co l l ege five years a g o are able t o a t t e n d 

t o d a y b e c a u s e t h e i r illness has b e e n r e c o g n i z e d ear l ie r 

a n d t h e y are o n m e d i c a t i o n , " exp la ins a b u r e a u c r a t at a 

N e w Y o r k - b a s e d " c o l l e g e s u i c i d e - p r e v e n t i o n p r o g r a m . " 

To b e sure , m a n y a c o l l e g e - a g e s t u d e n t faces a diffi

cu l t p e r i o d o f life t h a t has n o t h i n g t o d o w i t h his " m e n 

tal ill h e a l t h . " It has t o d o w i t h t h e fact t ha t h e is l e a v i n g 

c h i l d h o o d a n d e n t e r i n g a d u l t h o o d . E x p e l l e d , l i terally o r 

figuratively, f rom t h e h o m e of his pa r en t s , t h e y o u n g 

p e r s o n is s u d d e n l y h o m e l e s s . H e m u s t m a k e a t e m p o r a r y 

h o m e for h i m s e l f at co l l ege , a c h a l l e n g e s o m e are b e t t e r 

p r e p a r e d t o m e e t t h a n o t h e r s . R e d e f i n e this e l e m e n t a r y 

ex is ten t ia l trial as a m e d i c a l disease a m e n a b l e t o d i a g n o 

sis, p r e v e n t i o n , a n d t r e a t m e n t — a n d s t u d e n t s , pa r en t s , 

psychia t r i s t s , a n d co l leges are off t o t h e races . 

T h e t r ans i t i on f rom c h i l d h o o d d e p e n d e n c e t o adu l t 

i n d e p e n d e n c e is of ten e x p e r i e n c e d as depress ing . It is 

d a n g e r o u s t o f rame this i n p s y c h i a t r i c t e r m s . T h e Time 

ar t ic le p re sen t s t h e s to ry o f a y o u n g w o m a n " s t r u g g l i n g " 

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

tha t she felt l ike k i l l ing herself. W h a t d id she e x p e c t t h e 

c o u n s e l o r t o do? T h e s t u d e n t " a g r e e d to s p e n d t h e w i n 

te r b r e a k at a p sych i a t r i c hosp i ta l . " After t h e un ive r s i ty 

" t h r e a t e n e d to s u s p e n d her , " she " t o o k a v o l u n t a r y m e d 

ical l e a v e . " T h e key t e r m s in t hese s e n t e n c e s are as p h o n y 

as is t h e m e d i c a l i z a t i o n o f g r o w i n g u p . 

Troublesome, Not Troubled 

Th e s t u d e n t s ' pa r en t s a n d psychia t r i s t s call s u c h s t u 

den t s " t r o u b l e d . " A g a i n , t h e w r o n g t e r m . S u c h s t u 

d e n t s are " t r o u b l i n g " a n d " t r o u b l e s o m e " : t h e y are 

" t r o u b l e " for univers i t ies , w h i c h are h e l d respons ib le by 

c o u r t s for t h e i r suic ides . T r y i n g to escape tha t t rap, s o m e 

col leges o p t t o expe l t r o u b l e s o m e s tuden t s . B u t if t h e y 

d o tha t , t h e s t uden t s o r t h e i r pa ren t s sue t h e s c h o o l for 

d i s c r i m i n a t i o n u n d e r t h e p rov i s ions o f t h e A m e r i c a n s 

w i t h Disabi l i t ies Act , w h i c h " p r o t e c t s " p e o p l e suffer ing 

f r o m m e n t a l il lnesses. F r o m w h a t ? 

E a c h p a r t y affected b y this Al ice in W o n d e r l a n d t r a g i 

c o m e d y deserves t h e fate tha t , s o m e 3 0 years ago, I 

p r e d i c t e d w o u l d fo l low i n e x o r a b l y f rom de f in ing t h e 

v o l u n t a r y act o f self-ki l l ing as t h e u n i n t e n d e d c o n s e 

q u e n c e o f a n o - f a u l t disease. 

C o r n e l l Univers i ty , w e l ea rn , " p u s h e s a h u n d r e d o r so 

o f its s t u d e n t s each year t o take a v o l u n t a r y m e d i c a l 

leave." " V o l u n t a r y m e d i c a l l e a v e " is c o d e for i n v o l u n t a r y 

psych ia t r i c leave. T h e a n o r e x i c C o r n e l l s t u d e n t c o n t i n 

ues t o b e clueless a b o u t w h a t h a p p e n e d . " I k n e w if I 

s tayed at C o r n e l l o n e m o r e w e e k , I w o u l d kill myself," 

she t o l d Time. "Af te r l e n g t h y discuss ions w i t h h e r t h e r 

apists [sic]," t h e s t u d e n t w e n t h o m e a n d e n t e r e d a m e n 

tal hosp i t a l . S h e "is d i s a p p o i n t e d tha t C o r n e l l hasn ' t 

m a d e any f o l l o w - u p calls t o see h o w she is d o i n g . " 

T h i s w o m a n has b e e n u n a b l e t o resist t h e t e m p t a t i o n 

t o t h i n k o f he r se l f as h a v i n g a disease. T h i s is w h a t h a p 

p e n s w h e n Sa r t r ean " b a d fa i th" b e c o m e s " g o o d fa i th" 

— - w h e n t h e p e r s o n w h o lies to h i m s e l f c o m e s to t ru ly 

be l i eve his o w n s e l f - d e c e p t i o n . | | ) 
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I t is s o m e t i m e pa infu l for a l i b e r a l — I wi l l b e u s i n g 

t h a t w o r d i n its o ld , c o n t i n e n t a l , s e n s e — t o live in 

F r a n c e , especia l ly in s o u t h e r n F r a n c e : so m u c h l igh t , 

so m a n y b e a u t i e s g i v e n b y n a t u r e , a n d at t h e s a m e t i m e 

so m u c h w e a l t h was t ed ! R i o t s ; s t r ikes ; b l o c k a g e o f roads , 

s choo l s , un ivers i t i e s , f ac to r ies ; o r s imp ly so m a n y adul t s 

n o t w o r k i n g , s o m e t i m e s b y c h o i c e , s o m e t i m e s b y force 

( the 3 5 - h o u r s - p e r - w e e k l aw) . 

B u t b e s i d e t h e was t e , w h a t m a k e s t h e love r o f f r ee 

d o m really sad is t h a t apparently m o s t o f his o r h e r fe l low 

c i t izens d o n ' t see t h e w a s t e a n d 

f i rmly b e l i e v e t h a t " w e " i n 

F r a n c e h a v e d e v e l o p e d a p o l i t 

ical s y s t e m t h a t s t r ikes t h e 

r i g h t b a l a n c e b e t w e e n w e a l t h 

c r e a t i o n a n d r e d i s t r i b u t i o n . 

" W e " h a v e rea l ized t h e o l d 

d r e a m o f s u c h socialists as Sis-

m o n d i , w h o in t h e ear ly n i n e 

t e e n t h c e n t u r y was l o o k i n g for 

a w a y t o c o m b i n e t h e ef f ic ien

cy o f M a n c h e s t e r i n d u s t r i a l i s m 

w i t h t h e douceur de vivre (soft

ness o f l i v ing ) o f T u s c a n y . 

" W e " have h i g h - t e c h i n d u s t r i e s ( the n a t i o n a l c h a m p i 

o n s : E D F , Alca te l , A i r b u s - E A D S , Tota l , Veol ia , S a n o f i -

Aven t i s ) , a n d at t h e s a m e t i m e " w e " are able t o g u a r a n t e e 

d e c e n t h e a l t h care a n d d e c e n t e d u c a t i o n t o e v e r y o n e . 

I n d e e d , t h e list o f t h e f a m o u s droits acquis—positive 

r i gh t s t h a t d e m a g o g i c g o v e r n m e n t s u n d e r t h e p res su re 

o f u n i o n s h a v e o r d a i n e d t h r o u g h o u t t h e p r e v i o u s 

d e c a d e s — i s a l o n g o n e . (It m i g h t b e i n t e r e s t i n g for t h e 

rest o f t h e s t o r y t o recal l t h a t F r a n c e is a m o n g t h e v e r y 

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

Zayyani-free.fi 

univers i ty , a n d w h e r e a n y o n e h o l d i n g a h i g h - s c h o o l 

d i p l o m a c a n e n t e r t h e un ive r s i t y o f his c h o i c e at n o 

charge . ) 

H e n c e l iberals e x p e r i e n c e a d e e p f rus t r a t ion w h e n 

rea l i z ing t h a t t h e p e r c e p t i o n o f t h e i r fe l low c i t i zens is so 

different f r o m the i r s . I n a w a y it is a w e l l - k n o w n f rus 

t r a t i o n , p r o b a b l y s imilar t o tha t felt b y advoca t e s o f free 

t r a d e in a n o f t e n - p r o t e c t i o n i s t b u t n o n e t h e l e s s re lat ively 

p r o s p e r o u s U . S . e c o n o m y , o r t o t h a t e x p e r i e n c e d in t h e 

' 60s a n d ear ly ' 70s b y t h o s e o p p o s i n g K e y n e s i a n po l i c ies 

in a g loba l ly b o o m i n g e c o n o 

my. Y o u t r y t o c o n v i n c e o t h e r s 

t h a t t h o s e droits acquis d o n ' t 

m a k e t h e m w e a l t h i e r b u t 

p o o r e r , b u t y o u a n d t h e y 

a p p a r e n t l y d o n ' t live o n t h e 

s a m e p l ane t ! B e f o r e c o m m e n t 

i n g o n s u c h a p p a r e n t d ive r 

g e n c e o f p e r c e p t i o n s , it is 

n e c e s s a r y t o r u n a m o r e 

de t a i l ed analysis o f t h e s i tua 

t i o n , c o n s i d e r i n g i n d i v i d u a l s 

i n s t ead o f abs t rac t g r o u p s s u c h 

as " t h e l ibe ra l s " a n d " t h e o t h 

ers ." F o r i n d e e d , t h e set o f p e o p l e w h o d e m o n s t r a t e in 

t h e s treets o f Par is , L y o n , Marse i l l e , a n d o t h e r cit ies was 

far f r o m h o m o g e n e o u s . So w e n e e d , if o n l y briefly, t o tell 

t h e s t o ry o f t h e last m o n t h s in o r d e r t o iden t i fy t h e v a r 

i o u s s u b g r o u p s a n d w h a t was m o t i v a t i n g t h e m t o act as 

t h e y d id . 

T h e s t o r y s t a r t ed w i t h t h e r io t s o f N o v e m b e r 2 0 0 5 . 

A t t h a t t i m e s o m e par t s o f t h e c o u n t r y w e r e in a state o f 
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c h a o s (cars b u r n e d , p o l i c e m e n s t o n e d , shops vanda l i zed ) , 

so m u c h so t h a t a " s ta te o f e m e r g e n c y " was officially 

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

f e w days o r w e e k s later , o n c e o r d e r was ( m o r e o r less) 

r e s to r ed , a c o n s e n s u s e m e r g e d tha t s o m e t h i n g h a d to b e 

d o n e , a n d w e all k n o w w h a t t h a t m e a n s : a n e w l aw m u s t 

b e passed t h a t wi l l solve t h e p r o b l e m . P r i m e M i n i s t e r 

D o m i n i q u e d e V i l l e p i n was asked t o q u i c k l y c o m e u p 

w i t h a p r o p o s i t i o n t o s h o w t h a t P r e s i d e n t J a c q u e s C h i r a c 

cares , t h a t t h e g o v e r n m e n t is r e spons ib l e ( k e e p i n g in 

m i n d t h a t t h e n e x t p re s iden t i a l e l ec t ions are s c h e d u l e d 

for A p r i l 2 0 0 7 ) . H e n c e , in a f ew w e e k s , a l a w was p r e 

p a r e d a n d r e a d y t o g o t o t h e N a t i o n a l Assembly . 

O n e ar t ic le o f t h a t l aw (art icle 8) was t o b e c o m e 

f a m o u s : t h e i n t r o d u c t i o n , in t h e m i d s t o f a n a l ready 

ex i s t i ng j u n g l e o f specific l a b o r c o n t r a c t s , o f a n e w c o n 

t rac t d e s i g n e d for y o u t h ( u n d e r 26) w i t h o u t p r o f e s s i o n 

al qua l i f i ca t ions . T h e h o p e o f t h e g o v e r n m e n t was t o 

b r i n g d o w n t h e ra te o f u n e m p l o y m e n t in t h a t subse t o f 

t h e p o p u l a t i o n f r o m 2 5 p e r c e n t t o a m o r e " r e a s o n a b l e " 

level . In F r a n c e , as in m a n y c o u n t r i e s , f r e e d o m o f c o n 

t rac t is l i m i t e d in e m p l o y e r - w o r k e r re la t ions . I n p a r t i c u 

lar, F r e n c h l a w d i s t ingu i shes b e t w e e n Contrat a durec 

determinee ( C D D ) a n d Contrat d durec indeterminee ( C D I ) . 

B o t h types are r e g u l a t e d , w i t h t h e la t te r o f fe r ing a w i d e 

" p r o t e c t i o n " for e m p l o y e e s , m a k i n g it pa r t i cu l a r ly c o s t 

ly for t h e e m p l o y e r t o b r e a c h it. As i n d i c a t e d by its 

n a m e , a C D D is a l a b o r c o n t r a c t w i t h p r e d e t e r m i n e d 

d u r a t i o n (in any case less t h a n 19 m o n t h s ) , w h i l e a C D I 

d o e s n o t specify any d u r a t i o n . 

B e c a u s e o f t h e droits acquis assoc ia ted w i t h C D I s , 

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

cially t o a y o u n g p e r s o n w i t h o u t w o r k i n g e x p e r i e n c e , 

a n d t e n d e d in s u c h cases t o favor s h o r t - t e r m C D D s . T h e 

s t ra tegy o f t h e g o v e r n m e n t h a d b e e n t o g ive t ax 

a l l owances o r g r an t s t o a n y c o m p a n y w i l l i n g t o e m p l o y 

an i n e x p e r i e n c e d y o u t h . In J a n u a r y 2 0 0 5 a n e w r e g u l a t 

e d l a b o r c o n t r a c t (Contrat Initiative Emploi) h a d b e e n c r e 

a ted , g r a n t i n g u p t o 4 5 p e r c e n t o f t h e m i n i m u m salary 

t o any e m p l o y e r e n t e r i n g s u c h a c o n t r a c t . (It m u s t b e 

reca l led tha t t h e m i n i m u m salary is f ixed b y t h e l aw at 

€ 1 , 3 5 7 , o r $ 1 , 6 8 2 a m o n t h . ) T h e n , after N o v e m b e r 

2 0 0 5 , i n s t ead o f s p o n s o r i n g s h o r t - t e r m c o n t r a c t i n g , t h e 

g o v e r n m e n t d e c i d e d t o c r ea t e a n e w C D I c o n t r a c t ( b a p 

t i z e d Contrat Premiere Embauche, o r C P E ) , w h i c h for t h e 

first t w o years p e r m i t t e d layoffs o f y o u n g e m p l o y e e s 

w i t h o u t specific jus t i f i ca t ion (but w i t h c o m p e n s a t i o n ) . 

To a l iberal m i n d , this was a fu r the r c o n t r a c t u a l o p t i o n , 

a n d the re fo re was g o i n g in t h e d i r e c t i o n o f g r ea t e r 

f r e e d o m . 

P r o b a b l y a n t i c i p a t i n g o p p o s i t i o n f rom t h e cen t ra l 

a n d left par t ies in t h e A s s e m b l y a n d the re fo re ever las t ing 

deba t e s , V i l l ep in , w h o h a d p r e p a r e d t h e l aw w i t h o u t 

m u c h discuss ion w i t h t h e l a b o r u n i o n s , d e c i d e d to use 

Ar t i c l e 4 9 - 3 o f t h e c o n s t i t u t i o n t o p u t t h e l aw to v o t e 

w i t h o u t d i scuss ion b y sena to rs a n d M P s . S ince his p a r t y 

( the U M P — U n i o n pour un Mouvement Populaire) b e n e f i t 

ed f rom a d i sc ip l ined m a j o r i t y in t h e S e n a t e a n d Par l ia 

m e n t , t h e l aw passed as e x p e c t e d . 

Ironically, this was grea t n e w s for t h e leftist par t ies 

(socialists, c o m m u n i s t s , a n d g r e e n s ) : V i l l e p i n h a d u n w i t 

t ing ly c r e a t e d a u n i q u e o p p o r t u n i t y for t h e m to c o n 

v i n c e e l ec to r s tha t t h e r i g h t a n d t h e left have different 

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

d o e s n o t p r e s e n t itself of ten , s ince C h i r a c , s e c o n d e d b y 

his successive p r i m e min i s t e r s , has o f t en fo l lowed soc ia l 

ist l ines . 

T h e socialist r e s p o n s e t o t h e g o v e r n m e n t was s imple : 

t h e " u l t r a - l i b e r a l " legis la t ion gives u p m a j o r social 

advances (again, les droits acquis) a n d wi l l g rea t ly pena l i ze 

y o u t h e n t e r i n g t h e j o b m a r k e t . S e e n f rom t h e p e r s p e c 

t ive of "la lutte des classes" ( the class s t ruggle ) , t h e n e w 

c o n t r a c t was n o t p e r c e i v e d as a m i n o r a d v a n c e o f f ree

d o m , b u t as " g r e a t e r flexibility," t ha t is, g r e a t e r f r e e d o m 

for t h e e m p l o y e r t o exp lo i t t h e y o u n g w o r k e r . I n t e r e s t 

ingly, i n A u g u s t 2 0 0 5 a c o n t r a c t s imilar t o t h e C P E b u t 

available o n l y t o f i rms o f f ewer t h a n 2 0 e m p l o y e e s , t h e 

Contrat Nouvelle Embauche, was a p p r o v e d a n d n o d e m o n 

s t r a t ion fo l lowed . M a y b e in t h e socialist d ia lec t ic , 

e x p l o i t a t i o n by a small c o m p a n y is n o t as b a d as 

e x p l o i t a t i o n b y a b i g c o m p a n y . 

Labor Monopoly 

An o t h e r key player in tha t d r a m a was t h e l abo r 

u n i o n s . B e c a u s e o f a 1 9 3 6 law, l a b o r u n i o n s in 

F r a n c e bene f i t f rom a large m o n o p o l y ; e v e n t h o u g h 

m e m b e r s h i p is l o w (8 p e r c e n t ) , t h e u n i o n s ' pol i t ica l 

p o w e r is h u g e . ( M o r e precisely, o n l y so -ca l l ed " r e p r e s e n 

tat ive u n i o n s " can p r e s e n t cand ida te s for e l e c t i o n as 

w o r k e r s ' r epresen ta t ives a n d are cal led for n e g o t i a t i o n at 

T H E F R E E M A N : I d e a s o n L i b e r t y 30 



t h e n a t i o n a l level . To b e c o m e a " r e p r e s e n t a t i v e " u n i o n 

y o u m u s t b e o n e o f t h e five u n i o n s n a m e d by t h e 1 9 3 6 

l aw o r p r o v e y o u r " rep resen ta t iveness . " ) 

To t h e u n i o n s , t o o , V i l l e p i n offered a g rea t o p p o r t u 

n i t y t o s h o w t h a t t h e y c a n m a k e a d i f ference . B u t t h e y 

w e r e fac ing a m a j o r difficulty: t h e y are n o t r e p r e s e n t a 

tives o f t h e p o p u l a t i o n t a r g e t e d b y t h e law: t h e y o u t h 

l o o k i n g for a first j o b a n d w i t h o u t qua l i f i ca t ions . To c i r 

c u m v e n t t h a t h a n d i c a p a t w o - t i e r s t ra tegy was t o b e 

i m p l e m e n t e d . First , c r ea t e a g i t a t i o n in t h e un ivers i t i es . 

T h i s is m u c h easier t h a n r e a c h i n g o u t t o t h e u n e m 

p l o y e d in t h e s u b u r b s , a n d it was l ikely t o w o r k b e c a u s e 

un ive r s i t y s t u d e n t s , a l t h o u g h n o t c o n c e r n e d b y t h e n e w 

c o n t r a c t b e c a u s e they, supposed ly , wi l l b e qual i f ied , are 

w o r r i e d a b o u t t h e i r fu tu re . S e c o n d , m o t i v a t e u n i o n 

m e m b e r s b y a r g u i n g tha t if t h e y let t h e g o v e r n m e n t start 

d i s m a n t l i n g t h e ac tua l l a b o r l a w w i t h all its droits acquis, 

e m p l o y e r s wi l l s o o n have free h a n d s t o e x p l o i t all 

e m p l o y e e s . 

O n e m a y w o n d e r w h a t t h e r e a c t i o n o f t h e bus iness 

c o m m u n i t y was . T w o e m p l o y e r s ' u n i o n s p lay a s ignif i 

can t ro le in F r a n c e : t h e M E D E F , w h i c h r ep re sen t s t h e 

" l a r g e " c o m p a n i e s , a n d t h e C G P M E , w h i c h r ep re sen t s 

t h e small a n d m e d i u m e n t e r p r i s e s . (France ' s defici t in 

m e d i u m - s i z e e n t e r p r i s e s is we l l k n o w n . T h i s is, surely, 

o n e o f t h e m a i n e x p l a n a t i o n s for its h i g h u n e m p l o y 

m e n t . ) If b o t h u n i o n s w e r e s u p p o r t i v e o f t h e C P E , t h e i r 

vo ices d id n o t m a k e m u c h o f a d i f ference , a n d o n e is 

t e m p t e d t o a d d . . . as usual ! T h e r eason is sure ly t h a t t h e y 

have for a l o n g t i m e b e e n " i n s t i t u t i o n a l i z e d " a n d have 

m a d e t o o m a n y c o m p r o m i s e s in t h e past w i t h t h e s u c 

cessive g o v e r n m e n t s . Su re ly t h e y are n o t s t r o n g s u p p o r t 

ers o f t h e "class s t rugg le , " a n d h e r e a n d t h e r e t h e y pay l ip 

se rv ice t o t h e m a r k e t , b u t t h e y also ask for p r o t e c t i o n i s t 

po l i c i es e a c h t i m e t h e y feel e n d a n g e r e d b y c o m p e t i t i v e 

pressures . (It is t h e r e f o r e n o t s u r p r i s i n g t h a t t h o s e u n i o n s 

typica l ly b a c k all t h e p r o p o s i t i o n s in favor o f a m o r e 

c e n t r a l i z e d a n d " h a r m o n i z e d " E u r o p e , i n c l u d i n g t h e 

i m p o s i t i o n o f a s ingle cu r r ency . ) F u r t h e r m o r e , m o s t 

C E O s o f F rance ' s largest c o m p a n i e s w e n t t o s c h o o l w i t h 

t h e t e c h n o c r a t s a n d po l i t i c i ans w h o r u n t h e c o u n t r y , a n d 

in t h o s e s choo l s t h e y w e r e t a u g h t t h a t e n g i n e e r i n g — n o t 

e n t r e p r e n e u r s h i p — i s t h e m a i n e n g i n e o f e c o n o m i c 

g r o w t h . F o r all t h e s e reasons , t h e r e was n o t m u c h h o p e 

for e m p l o y e r - u n i o n s u p p o r t o f t h e C P E . 

W h a t Is G o i n g o n in F r a n c e ? 

Finally, in o r d e r t o w i n , t h e c o a l i t i o n n e e d e d t h e 

s u p p o r t o f t h e m e d i a a n d t h e in te l l ec tua l s (and in p a r 

t i cu la r t h e t e ache r s ) . I wi l l n o t c o m m e n t o n t h a t aspec t 

o f t h e conf l ic t s ince it w o u l d necess i t a te a l o n g d i g r e s 

s ion . It is e n o u g h to say t h a t this s u p p o r t was g ladly 

offered a n d tha t , c o n s e q u e n t l y , this was t o o m a n y bat t les 

for a g o v e r n m e n t a n d a m a j o r i t y u n s u r e of t h e i r o w n 

c o n v i c t i o n s . 

T h e e n d o f t h e s to ry is k n o w n : in a c u r i o u s m o v e , 

P r e s i d e n t C h i r a c s ta r ted b y saying tha t , a l t h o u g h t h e l a w 

was passed, it wi l l n o t b e app l i ed . T h e n , a few w e e k s 

later , h e asked t h e g o v e r n m e n t t o p r e p a r e a n e w law, 

w h i c h was passed o n A p r i l 2 1 , 2 0 0 6 . T h e C P E l ived o n l y 

a c o u p l e o f w e e k s ! S h o u l d t h e y o u t h re jo ice? 

What Should the French Youth Worry About? 

I f t h e y o u t h h a d n o t h i n g to fear f r o m t h e C P E , t h e r e 

are o t h e r g o o d reasons t o b e w o r r i e d . S o m e are t o b e 

f o u n d in t h e p r e s e n t s tate o f t h e F r e n c h e c o n o m y ; o t h 

ers , e v e n m o r e w o r r i s o m e , i n t h e s tate o f t h e r u l e o f l a w 

p r e v a i l i n g in this c o u n t r y . 

L e t m e first focus o n t h e e c o n o m i c reasons w h y t h e 

y o u t h s h o u l d w o r r y a b o u t t h e i r fu tu re . To start , F r a n c e 

has l i t t le g r o w t h a n d crea tes n o e m p l o y m e n t . T h e u n e m 

p l o y m e n t ra te has b e e n s t u c k at 10 p e r c e n t ( and this is 

p r o b a b l y an u n d e r e s t i m a t i o n ) for t h e last q u a r t e r - c e n t u 

ry. A m o n g t h e y o u t h , as I said, t h e f igure is 2 5 p e r c e n t . 

N o t h i n g t o r e jo ice a b o u t i n d e e d ! 

T h e reasons for t h a t s tate o f affairs are we l l k n o w n . 

T h e m a i n e n g i n e o f g r o w t h , t h e e n t r e p r e n e u r , is n o t a 

p o p u l a r figure i n F r a n c e . I n t h e c o u n t r y o f C o l b e r t , 

S a i n t - S i m o n , a n d N a p o l e o n , t h e p o p u l a r f igure is t h a t o f 

t h e e n g i n e e r , o r t h e t o p civil s e rvan t . W o r s e , it is c o m 

m o n l y t h o u g h t tha t i f an e n t r e p r e n e u r m a k e s a profi t , it 

is necessa r i ly at t h e e x p e n s e o f t h e e m p l o y e e s . T h e "class 

s t r u g g l e " is t h e E c o n o m i c s 101 o f a la rge p a r t o f t h e 

p o p u l a t i o n . T h i s is, b y t h e way, o n e o f t h e saddes t t h i n g s 

t o a l iberal : w h i l e p e o p l e c o u l d live in h a r m o n y , t h e y 

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

t ranslates i n t o a s luggish l a b o r m a r k e t . T o this a d d t h e 

usual i n g r e d i e n t s t h a t inc rease t h e to ta l cos t o f h i r i n g : 

• A m i n i m u m w a g e a r o u n d $ 1 , 7 0 0 a m o n t h ( i n t e r 

estingly, o n e q u a r t e r o f t h e to ta l w o r k i n g p o p u l a 

t i o n is p a i d t h e m i n i m u m w a g e ! ) ; 
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• T h e cos t o f l ay ing off (first y o u m u s t " jus t i fy" 

y o u r d e c i s i o n , s e c o n d y o u pay h i g h m o n e t a r y 

c o m p e n s a t i o n ) ; 

• L a c k o f f lexibi l i ty in w o r k i n g t i m e ; 

• H i g h u n e m p l o y m e n t benef i t s ( w h i c h m i g h t c rea te 

a m o r a l - h a z a r d p r o b l e m in l o w - s k i l l e d pos i t i ons 

w h e r e b e i n g fired is n o t seen as a disaster) ; 

• Lack o f g o o d t r a i n i n g ( d u e t o a q u a s i - a b s e n c e o f 

c o m p e t i t i o n i n t h e s c h o o l a n d t r a i n i n g sys t em) . 

B u t that ' s n o t all. A n o t h e r g rea t s o u r c e o f c o n c e r n for 

t h e y o u t h is t h e i r p a r e n t s ' droits acquis, w h i c h wi l l cost 

t h e g r o w n c h i l d r e n a lo t o f m o n e y . In par t i cu la r , l ike 

m a n y W e s t e r n c o u n t r i e s F r a n c e has o p t e d for t h e p a y -

a s - y o u - g o p e n s i o n sys t em, a n d d e m o g r a p h i c p r o j e c t i o n s 

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

wi l l b e h i g h . W e can p r e d i c t m u c h m o r e v i o l e n t c o n 

f ron t a t i ons b e t w e e n g e n e r a t i o n s w h e n t h e y o u t h real ize 

h o w i r r e s p o n s i b l e t h e i r p a r e n t s have b e e n . A n d o f 

c o u r s e , b o r r o w i n g wi l l s o o n n o l o n g e r b e an o p t i o n — 

o r it wi l l b e a v e r y cos t ly o n e : ove r t h e last q u a r t e r c e n 

t u r y t h e p u b l i c d e b t has i nc rea sed b y a fac tor o f m o r e 

t h a n 10 ( f rom € 7 3 . 8 b i l l ions t o € 9 9 2 bi l l ions) a n d as 

p e r c e n t a g e o f G D P , b y a fac tor o f 3 ( m o v i n g u p f rom 

2 1 . 3 t o 6 3 . 7 p e r c e n t ) . As a c o n s e q u e n c e , t h e in te res t 

c h a r g e is a l ready t h e s e c o n d - h i g h e s t e x p e n d i t u r e in t h e 

b u d g e t , r e a c h i n g in 2 0 0 4 2 . 3 4 p e r c e n t o f G D P o r 10 .9 

p e r c e n t o f to ta l p u b l i c e x p e n d i t u r e s a n d 1 4 . 3 5 p e r c e n t 

o f t ax r e v e n u e s . 

S o t h e s i t u a t i o n is w o r r y i n g , b u t t h e r e is s o m e t h i n g 

t h a t su r faced o n c e aga in d u r i n g t h e r e c e n t even ts w h i c h 

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

it i nd i ca t e s w e are l o s ing s o m e t h i n g t h a t is p r o b a b l y 

m o r e difficult t o t e a c h t h a n E c o n o m i c s 1 0 1 : t h e spir i t o f 

t h e r u l e o f law. 

A Degraded Rule of Law 

Th e r u l e o f l a w is t h e p r e c o n d i t i o n for g r o w t h , a n d 

m o r e gene ra l l y for t h e f l o u r i s h i n g o f a h a r m o n i o u s 

society. A t t a c k s o n p r o p e r t y r i gh t s have , h o w e v e r , b e e n 

r e c u r r e n t d u r i n g t h e t w e n t i e t h c e n t u r y . T h i s is n o t h i n g 

b u t t h e log ica l c o n s e q u e n c e o f c h o o s i n g t o live in a 

social d e m o c r a c y b a s e d o n a h i g h level o f r e d i s t r i b u t i o n . 

It is also t h e d o w n - t o - t h e - e a r t h m e a n i n g o f droits acquis 

s ince t h o s e " r i g h t s " m u s t b e a c q u i r e d f rom s o m e o n e ! 

( N o t e tha t t h e F r e n c h disease has r e a c h e d t h e E u r o p e a n 

U n i o n ; i n Brussels t h e t w o m o s t - u s e d F r e n c h w o r d s are 

acquis communautaires.) B u t w e are n o w g o i n g o n e s tep 

fu r the r : p r i va t e c i t izens have lost t h e possibi l i ty o f 

express ing t h e i r o p i n i o n t h r o u g h t h e pol i t ica l sys tem; o r 

m o r e precisely, tha t r i g h t has b e e n e m p t i e d o f m e a n i n g . 

If y o u e lec t a represen ta t ive , it is so tha t h e can c o n v e y 

y o u r o p i n i o n in t h e l a w m a k i n g process . B u t Ar t i c l e 4 9 -

3 o f t h e C o n s t i t u t i o n ( w h i c h al lows t h e g o v e r n m e n t t o 

b r i n g a bill t o a v o t e w i t h o u t legislative deba te ) has b e e n 

u s e d 8 6 t i m e s s ince t h e fifth c o n s t i t u t i o n was e n a c t e d in 

1 9 5 8 . T h i s t i m e it was w o r s e : a p r e s iden t o f t h e R e p u b 

lic asser ted tha t a l aw j u s t passed wi l l n o t b e app l ied , a n d 

a c o u p l e o f w e e k s la ter h e asked for a n e w law tha t a b r o 

gates p a r t o f t h e p r e v i o u s o n e . O n e m a y w o n d e r wha t ' s 

left o f t h e p red ic t ab i l i t y o f t h e law? 

O f c o u r s e o n e m a y r e s p o n d tha t t h e r u l e o f l aw has 

of ten b e e n v i o l a t e d b y a r egu la r v o t e o f a m a j o r i t y o f t h e 

represen ta t ives , b u t s h o u l d n ' t w e prefer t h e ru l e o f t h e 

m a j o r i t y t o t h e r u l e o f t h e street? D o e s n ' t t h e F r e n c h 

love for p u b l i c , a n d of ten v i o l e n t , d e m o n s t r a t i o n s des t roy 

any respec t for t h e legislative process and , m o r e i m p o r 

tantly, for t h e law? S o m e c o m m e n t a t o r s w e l c o m e d 

y o u n g peop le ' s s u d d e n in te res t i n w h a t is d o n e by t h e 

g o v e r n m e n t . B u t I d o n ' t share tha t o p i n i o n : first, 

b e c a u s e , as e x p l a i n e d above , t h e d e m o n s t r a t i o n s w e r e 

n o t t ha t s p o n t a n e o u s , a n d s e c o n d , b e c a u s e t h e r e c e n t 

even ts clearly s h o w tha t g o v e r n m e n t s as we l l as M P s are 

m e r e p u p p e t s a n d t h e l aw is w r i t t e n in sand. T h i s , I a m 

afraid, is t h e message tha t C h i r a c has sent t o t h e F r e n c h 

y o u t h . 

V o t i n g w i t h one ' s feet is o f c o u r s e an o p t i o n w h e n 

ever one ' s v o i c e is n o t t a k e n i n t o a c c o u n t . As a m a t t e r o f 

fact, F r a n c e has b e e n los ing e n t r e p r e n e u r s a n d a t t r ac t ing 

l o w - s k i l l e d w o r k e r s . T h i s is n o t s u r p r i s i n g a n d wi l l 

u n d o u b t e d l y w o r s e n t h e e c o n o m i c s i t u a t i o n . E x i t 

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

a n d m i g h t at s o m e p o i n t (but w h e n exactly?) invi te t h e 

g o v e r n m e n t t o e n g a g e in t h e r i g h t r e f o r m s . 

A s s u m i n g o n e dec ides t o stay ( m a y b e b e c a u s e t h e 

cost o f ex i t is t o o h i g h ) , w h a t c an b e d o n e ? O n e poss i 

bi l i ty is t o resor t t o s o m e k i n d o f re ta l ia t ion . F o r 

i n s t ance , o n e c o u l d d e c i d e t o b o y c o t t t h e e lec t ions for a 

w h i l e . T h a t w o u l d b e a w a y to tell e v e r y o n e tha t t h e p a r 

l i a m e n t a n d e v e n t h e execu t ive have lost all l eg i t imacy. 
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B u t t h a t strategy, h o w e v e r t e m p t i n g , is l ikely t o b e m i s 

i n t e r p r e t e d , a n d o n e r u n s t h e d a n g e r o f e n d i n g w i t h t h e 

w o r s t poss ib le r ep resen ta t ives . M a y b e a m o r e eff icient 

w a y t o express one ' s d i s c o n t e n t w i t h t h e w a y dec i s ions 

are m a d e w o u l d b e t o inv i t e one ' s fe l low taxpayers t o 

j o i n a fiscal revol t . I n d e e d , w h y s h o u l d w e pay taxes if 

t h e r e is n o r e p r e s e n t a t i o n a n d if dec i s ions c o n c e r n i n g 

t h e level o f taxes are m a d e in t h e s t reet b y t h e m o s t 

e x c i t e d , t h e least e d u c a t e d , a n d t h e c o m m u n i s t s w h o 

have n o r e spec t for y o u r p r o p e r t y ? N o r e p r e s e n t a t i o n , 

n o tax! 

A s o m e w h a t softer s t ra tegy w o u l d cons is t i n e d u c a t 

i n g t h e y o u t h . (As a r g u e d above , t h e p r o b l e m goes 

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

c o u r s e is neces sa ry ) . To fulfill t h a t task w e k n o w t h a t w e 

c a n n o t c o u n t o n t h e s tate e d u c a t i o n sys t em largely c o n 

t ro l l ed b y s o c i a l i s t - m i n d e d ind iv idua l s . A n u r g e n t b a t t l e 

is t h e r e f o r e t o b e e n g a g e d agains t t h e state m o n o p o l y o n 

e d u c a t i o n . A t t h e s a m e t i m e w e m u s t u se all t h e m e d i a 

a v a i l a b l e — I n t e r n e t , n e w s p a p e r , r ad io , t e l ev i s ion , b o o k s , 

a n d c o n f e r e n c e s — t o a r t i cu l a t e t h e l ibera l v i s i o n o f a free 

W h a t Is G o i n g o n in F r a n c e ? 

a n d r e spons ib l e society. As a m a t t e r o f fact, a chee r fu l 

aspec t o f t h e past m o n t h s lies i n t h e c r e a t i o n a n d d e v e l 

o p m e n t in F r a n c e o f m a n y f r e e - m a r k e t t h i n k t anks a n d 

o t h e r l ibera l ini t ia t ives c o m i n g f r o m civil society. 

M e a n w h i l e , o n e c a n a n d m u s t re ly o n t h e m o s t n a t 

ura l w a y t o p r o v i d e e d u c a t i o n : t h e family. It was i n d e e d 

s h o c k i n g d u r i n g t h e r e c e n t even t s t o h e a r t h a t s o m e 

associa t ions o f p a r e n t s cal led o n t h e i r m e m b e r s , a n d 

b e y o n d t h e m all p a r e n t s , t o d e m o n s t r a t e w i t h t h e i r k ids 

against t h e C P E . T h i s way, t h o s e assoc ia t ions c l a i m e d , 

p a r e n t s c o u l d n o t o n l y m a k e t h e d e m o n s t r a t i o n s safer 

( a n o t h e r w a y was t o fo rb id y o u r 1 6 - y e a r - o l d t o miss 

class a n d have fun d o w n t o w n d u r i n g all a f t e r n o o n ! ) , b u t 

c o u l d also s h o w t h e i r k ids t h a t t h e y share t h e i r fears a n d 

des i re t o see t h e l a w a b r o g a t e d . I r e m a i n c o n v i n c e d , 

h o w e v e r , t ha t e v e n t h o u g h t h e y d o n ' t t ake t h e t i m e t o 

e x p l a i n t o t h e i r k ids w h a t t h e i r v i s i o n is, m o s t p a r e n t s do 

not share t h e v i s i o n m o t i v a t i n g t h e d e m o n s t r a t i o n s . T h e 

family p r o b a b l y b e i n g t h e bes t p l ace t o l e a r n a b o u t t h e 

r u l e o f l a w a n d m o r e gene ra l l y t h e r e spons ib l e life, it is 

t i m e for t h e p a r e n t s t o b e h a v e i n a r e spons ib l e way. | | ) 

Coming in the November issue of The Freeman 
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Chernobyl in Perspective 

BY J I M P E R O N 

Wh e n t h e C h e r n o b y l n u c l e a r r e a c t o r e x p l o d 

e d in 1 9 8 6 t h e w o r l d h e l d its b r e a t h . In t h e 

a f t e r m a t h , w e w e r e t o l d tha t a c a t a s t r o p h e 

h a d t a k e n p lace . T e n years la ter G r e e n p e a c e said t h e a c c i 

d e n t was " b l a m e d for t h e d e a t h s o f s o m e 2 , 5 0 0 p e o p l e , 

has affected m i l l i o n s a n d d i sp laced h u n d r e d s o f t h o u 

sands , m a n y o f w h o m h a v e still n o t b e e n able t o r e t u r n 

t o t h e i r h o m e s . " G r e e n p e a c e cal led n u c l e a r p o w e r " t h e 

m o s t d a n g e r o u s e n e r g y s o u r c e ye t 

d e v i s e d b y h u m a n k i n d . " 

S i n c e t h o s e c l a i m s w e r e m a d e 

a n o t h e r l o n g t e n years have passed. 

B u t n o w t h e U n i t e d N a t i o n s has 

re leased a r e p o r t s h o w i n g tha t , first, t h e 

a c c i d e n t has n o t b e e n nea r ly as d e a d l y 

as o r i g i n a l l y p r o j e c t e d , a n d s e c o n d , 

t h a t a l t h o u g h t h e a c c i d e n t was h o r r i f 

ic, t h e official r e s p o n s e m a d e t h i n g s 

w o r s e for l a rge n u m b e r s o f p e o p l e . 

C h e r n o b y l also has s o m e lessons o n 

t h e d e t r i m e n t a l effects o f we l fa re . 

M o r e o v e r , e v e n after h u n d r e d s o f sc i 

ent is ts have p r o d u c e d a n e x h a u s t i v e 

r e p o r t o n t h e m a t t e r , t h e e n v i r o n m e n 

tal i d e o l o g u e s refuse t o c h a n g e t h e i r 

t u n e , b u t i n s t e a d d e n o u n c e t h e s c i e n 

tists. 

T h e m y t h - b u s t i n g r e p o r t , " C h e r n o b y l ' s Legacy," was 

p u b l i s h e d in t w o ve r s ions by t h e C h e r n o b y l F o r u m , a 

c o l l e c t i o n o f i n t e r n a t i o n a l o r g a n i z a t i o n s f o r m e d i n 

2 0 0 2 , i n c l u d i n g t h e W o r l d H e a l t h O r g a n i z a t i o n , t h e U N 

D e v e l o p m e n t P r o g r a m , a n d t h e W o r l d B a n k , a l o n g w i t h 

t h e g o v e r n m e n t s o f R u s s i a , B e l a r u s , a n d U k r a i n e . ( T h e 

s e c o n d v e r s i o n o f " C h e r n o b y l ' s Legacy : H e a l t h , E n v i -

The Chernobyl 
report notes that 
"Claims have been 
made that tens or 
even hundreds of 
thousands of persons 
have died as a result 
of the accident. 
These claims are 
highly exaggerated." 

r o n m e n t a l a n d S o c i o - e c o n o m i c I m p a c t s a n d R e c o m 

m e n d a t i o n s t o t h e G o v e r n m e n t s o f Be la rus , t h e R u s s i a n 

F e d e r a t i o n a n d U k r a i n e " is o n l i n e at h t t p : / / c h e r n o b y l . 

u n d p . o r g / e n g l i s h / d o c s / c h e r n o b y l . p d f . Q u o t e s in this 

a r t ic le a p p e a r in b o t h ve rs ions , e x c e p t o n e , w h i c h is 

t a k e n f r o m t h e s e c o n d vers ion . ) 

W h e n U n i t 4 o f t h e C h e r n o b y l r e a c t o r e x p l o d e d it 

was p r e d i c t e d t h a t t ens o f t h o u s a n d s w o u l d die . T h e 

r e p o r t n o t e s tha t " C l a i m s have b e e n 

m a d e tha t t ens o r e v e n h u n d r e d s o f 

t h o u s a n d s o f p e r s o n s have d i e d as a 

result of t h e a c c i d e n t . T h e s e c la ims are 

h i g h l y e x a g g e r a t e d . " 

T h i s d o e s n ' t m e a n n o o n e d ied . 

B u t t h e n u m b e r s d i rec t ly a t t r i b u t e d t o 

t h e a c c i d e n t are m u c h l o w e r t h a n 

m o s t w o u l d a s sume . T h e year o f t h e 

a c c i d e n t 2 8 p e o p l e d i e d f rom e x p o 

s u r e t o a c u t e r a d i a t i o n s y n d r o m e 

( A R S ) , all o f t h e m e m e r g e n c y w o r k 

ers at t h e reac tor . F r o m 1987 un t i l 

2 0 0 4 19 m o r e e m e r g e n c y w o r k e r s 

d i e d f rom a va r i e ty o f causes , " h o w e v 

er t h e i r dea ths are n o t n e c e s s a r i l y — 

a n d i n s o m e cases a re c e r t a i n l y 

n o t — d i r e c t l y a t t r i bu t ab l e t o r ad ia t ion 

e x p o s u r e , " t h e s e c o n d ve r s ion r e p o r t e d . 

T h e m a i n p r o b l e m f o u n d in t h e g e n e r a l p o p u l a t i o n 

was for y o u n g c h i l d r e n w h o d r a n k m i l k tha t was p r o 

d u c e d b y c o w s tha t a te c o n t a m i n a t e d grass. F o r t h e m 

t h e r e was a c lear increase in t h y r o i d cancer . B u t this 
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c a n c e r is h i g h l y t rea tab le . T h e r e p o r t n o t e d : " F o r t h e 

1 1 5 2 t h y r o i d c a n c e r cases d i a g n o s e d a m o n g c h i l d r e n in 

B e l a r u s d u r i n g 1986—2002 a n d t r ea t ed , t h e surv iva l r a t e 

was 9 8 . 8 % . " 

E x c e p t for t h e s e t w o g r o u p s , t h e d i r ec t m e d i c a l 

i m p a c t o f C h e r n o b y l was m i n i m a l . A c c o r d i n g t o t h e 

r e p o r t , " A m o n g t h e g e n e r a l p o p u l a t i o n affected by t h e 

C h e r n o b y l r ad ioac t i ve fa l lout , h o w e v e r , t h e r a d i a t i o n 

doses w e r e q u i t e low, a n d A R S a n d assoc ia ted fatalities 

d i d n o t o c c u r . " 

C h e r n o b y l t o o k p l ace in 1 9 8 6 . T h e Sov ie t U n i o n ' s 

socialist sy s t em finally co l l apsed in 1 9 9 1 . I n t h e years 

i m m e d i a t e l y f o l l o w i n g t h e col lapse l i v ing s tandards 

d r o p p e d . T h e e c o n o m y was a disaster, a n d m e d i c a l care 

h a d b e c o m e a l m o s t n o n e x i s t e n t . P e o p l e all across t h e 

r e g i o n saw life e x p e c t a n c y d e c l i n e . C h e r n o b y l ' s effects 

w e r e t i ny in c o m p a r i s o n t o t h e l a rge r p i c t u r e . 

T h e 5 0 - s o m e d e a t h s are f i r m n u m b e r s . B u t t h e p r o 

j e c t i o n s o f poss ib le o t h e r dea th s are e s t i m a t e s . T h e C h e r 

n o b y l F o r u m r e p o r t e d : " [ T ] h e n u m b e r o f dea th s ove r 

t h e past 2 0 years t h a t m a y h a v e b e e n a t t r i b u t a b l e t o t h e 

a c c i d e n t are o n l y e s t ima tes w i t h a m o d e r a t e l y large 

r a n g e o f u n c e r t a i n t y . T h e r ea son for th is u n c e r t a i n t y is 

t h a t p e o p l e w h o r e c e i v e d a d d i t i o n a l doses o f l o w - l e v e l 

r a d i a t i o n h a v e b e e n d y i n g f r o m t h e s a m e causes as unaf

fec ted p e o p l e . M o r e o v e r , i n all t h e g r o u p s s t u d i e d , o f 

b o t h e m e r g e n c y w o r k e r s a n d r e s i d e n t p o p u l a t i o n s , any 

increase in mortality as compared to control groups was statisti

cally insignificant or very low. E s t ima te s r e l a t ed t o p r o j e c t 

e d dea th s in t h e fu tu re are e v e n less c e r t a i n , as t h e y are 

sub jec t t o o t h e r m a j o r c o n f o u n d i n g fac tors . I n reality, 

t h e ac tua l n u m b e r o f d e a t h s c a u s e d b y t h e a c c i d e n t is 

u n l i k e l y ever t o b e k n o w n w i t h p r ec i s i on . " 

A yea r a g o t h e New York Times r e p o r t e d t h a t " fo r t h e 

mi l l i ons w h o w e r e s u b j e c t e d t o l o w levels o f r ad ioac t i ve 

par t i c les sp read b y t h e w i n d , h e a l t h effects h a v e p r o v e d 

gene ra l ly m i n i m a l . " It a d d e d t h a t t h e r e was n o r ise in 

l e u k e m i a rates e x c e p t for a smal l n u m b e r o f p l a n t w o r k 

ers . N o r has a n y inc rease in b i r t h defects b e e n n o t i c e d 

n o r dec rease in fer t i l i ty ra tes . 

T h e r ea son for this is s imp le . O n l y p e o p l e in t h e 

i m m e d i a t e v i c i n i t y o f t h e a c c i d e n t w e r e e x p o s e d t o suf

ficient r a d i a t i o n t o cause p r o b l e m s . As t h e U . S . N u c l e a r 

R e g u l a t o r y C o m m i s s i o n exp la ins in its " F a c t S h e e t o n 

B i o l o g i c a l Effects o f R a d i a t i o n , " " R a d i a t i o n is all a r o u n d 

C h e r n o b y l in P e r s p e c t i v e 

us . It is na tu ra l l y p r e s e n t i n o u r e n v i r o n m e n t a n d has 

b e e n s ince t h e b i r t h o f this p l ane t . " 

M o s t p e o p l e s e e m u n a w a r e o f th is . T h e average 

A m e r i c a n is e x p o s e d t o 3 0 0 m i l l i r e m s o f r a d i a t i o n p e r 

year, a n d ove r 8 0 p e r c e n t o f t h a t is f r o m n a t u r a l sou rces . 

R e s i d e n t s o f D e n v e r rece ive a b o u t 1 ,000 m i l l i r e m s 

b e c a u s e o f t h e a l t i t ude . A p e r s o n w o r k i n g i n a n u c l e a r 

p o w e r p l a n t is e x p o s e d to a b o u t 3 0 0 a d d i t i o n a l m i l l i r e m s 

p e r year , w h i l e r e g u l a t i o n s l imi t a n n u a l o c c u p a t i o n a l 

e x p o s u r e t o 5 , 0 0 0 m i l l i r e m s . H o w e v e r , p i lo t s , a i r l ine 

c r e w m e m b e r s , a n d f r e q u e n t flyers c an b e e x p o s e d t o an 

a d d i t i o n a l 5 0 0 t o 6 0 0 m i l l i r e m s . T h a t ' s q u i t e a b i t w h e n 

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

p l a n t o n l y increases e x p o s u r e b y 1 m i l l i r e m p e r year. If 

t ha t w o r r i e s y o u , r e m e m b e r tha t t h e h u m a n b o d y p r o 

d u c e s a b o u t 4 0 m i l l i r e m s p e r year en t i r e ly o n its o w n . 

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

els o f e x p o s u r e w e r e n o t e x t r a o r d i n a r y . " C h e r n o b y l ' s 

L e g a c y " states t h a t " t h e average doses r e c e i v e d b y res i 

d e n t s o f t h e t e r r i t o r i e s c o n t a m i n a t e d b y C h e r n o b y l fall

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

w h o live in we l l k n o w n areas o f h i g h n a t u r a l b a c k 

g r o u n d r a d i a t i o n in Ind ia , I r an , Braz i l a n d C h i n a . " 

D r . B u r t o n B e n n e t t , c h a i r m a n o f t h e C h e r n o b y l 

F o r u m , t o l d t h e B B C last year : " T h i s was a v e r y se r ious 

a c c i d e n t w i t h m a j o r h e a l t h c o n s e q u e n c e s , especia l ly for 

t h o u s a n d s o f w o r k e r s e x p o s e d in t h e ear ly days w h o 

r e c e i v e d v e r y h i g h r a d i a t i o n doses , a n d for t h e t h o u s a n d s 

m o r e s t r i c k e n w i t h t h y r o i d cance r . B y a n d large , h o w e v 

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

t o t h e rest o f t h e p o p u l a t i o n in s u r r o u n d i n g areas, n o r 

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

c o n t i n u e t o p o s e a subs tan t ia l t h r e a t t o h u m a n h e a l t h , 

w i t h a f ew e x c e p t i o n a l , r e s t r i c t ed areas." 

Mass Evacuations 

At t h e t i m e o f t h e e x p l o s i o n e n t i r e r e g i o n s w e r e 

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

D r . F r e d M e t t l e r Jr . o f t h e C h e r n o b y l F o r u m , a Ve te rans 

Affairs hosp i t a l r ad io log i s t , said, " P e o p l e w e r e e v a c u a t e d 

f r o m areas t h a t n o w h a v e d o s e levels l o w e r t h a n w h e r e I 

live i n N e w M e x i c o . " A n d t h e e v a c u a t i o n itself c a u s e d 

m a n y p r o b l e m s a n d poss ib ly h a r m e d far m o r e p e o p l e 

t h a n t h e a c c i d e n t . 

A t first t h e Sov ie t U n i o n t r i e d t o h i d e t h e a c c i d e n t 
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f r o m t h e w o r l d . T h i s u n n e c e s s a r i l y e x p o s e d p e o p l e in 

t h e i m m e d i a t e v i c i n i t y t o r isk , especia l ly c h i l d r e n w h o 

n o w suffer f rom t h y r o i d cance r . As B r o n w e n M a d d o x 

o f t h e Times of London w r o t e last year : " B e t t e r w a r n i n g s 

in t h e first w e e k c o u l d have a v e r t e d this . B u t t h e G o v 

e r n m e n t ' s des i re at first t o c o v e r u p t h e e x p l o s i o n m e a n t 

t h a t it de l ayed w a r n i n g p e o p l e o r m o v i n g t h e m to 

safety." 

Later , w h e n t h e disaster b e c a m e p u b l i c k n o w l e d g e , 

t h e Sovie t s e x a g g e r a t e d t h e h e a l t h effects. M a d d o x 

w r o t e : " T h e u n d e r l y i n g level o f h e a l t h a n d n u t r i t i o n [in 

t h e r e g i o n ] was a b o m i n a b l e ; t h e r e was eve ry in te res t i n 

e x a g g e r a t i n g t h e i m p a c t t o ge t aid m o n e y ; t h e Sov ie t 

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

s c i e n c e for po l i t i ca l e n d s . " 

O f c o u r s e e n v i r o n m e n t a l activists 

a n d a n t i n u c l e a r i d e o l o g u e s also h a d 

r e a s o n s t o e x a g g e r a t e t h e c o n s e 

q u e n c e s , h e n c e t h e p r e d i c t i o n s o f 

h u n d r e d s o f t h o u s a n d s o f dea th s as a 

resul t o f t h e a c c i d e n t . A d d t o t h a t t h e 

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

fer t h e sensa t iona l aspects o f any story, 

a n d it is n o w o n d e r t h a t p e o p l e 

a r o u n d t h e w o r l d w e r e in a n i n d u c e d 

p a n i c . I nd iv idua l s w h o l ived in t h e 

v i c i n i t y s u d d e n l y f o u n d t h e m s e l v e s 

b e i n g r e l o c a t e d , o f t en agains t t he i r 

wi l l . T h e y lost t h e i r h o m e s a n d w e r e 

s u b j e c t e d t o r egu la r m e d i c a l c h e c k u p s , 

all o f w h i c h h a d t o raise t h e i r a n x i e t y 

levels. M a n y o f t h e s e p e o p l e s imp ly 

c a m e t o a s s u m e t h a t t h e y h a d b e e n 

e x p o s e d a n d w e r e d o o m e d . 

Fea r o f c o u r s e is d e t r i m e n t a l t o h e a l t h . " P e o p l e have 

d e v e l o p e d a p a r a l y z i n g fatal ism b e c a u s e t h e y t h i n k t h e y 

are at m u c h h i g h e r r i sk t h a n t h e y are, so tha t leads t o 

t h ings l ike d r u g s a n d a l c o h o l use , a n d u n p r o t e c t e d sex 

a n d u n e m p l o y m e n t , " D r . M e t t l e r said. In a n ar t ic le a b o u t 

t h e C h e r n o b y l r e p o r t , t h e Washington Post n o t e d " t h a t 

lifestyle disease, s u c h as a l c o h o l i s m , a m o n g affected res i 

d e n t s p o s e d a m u c h g r e a t e r t h r ea t t h a n r a d i a t i o n e x p o 

sure ." 

T o m i h i r o T a n i g u c h i , a d e p u t y d i r e c t o r g e n e r a l o f t h e 

I n t e r n a t i o n a l A t o m i c E n e r g y A g e n c y , was q u o t e d in t h e 

Of course 
environmental activists 
and antinuclear 
ideologues also had 
reasons to exaggerate 
the consequences, 
hence the predictions 
of hundreds of 
thousands of deaths as 
a result of the 
accident. 

Guardian as saying, " [ T ] h e s i t ua t ion was m a d e e v e n 

w o r s e b y conf l i c t ing i n f o r m a t i o n a n d vast e x a g g e r a 

t i o n s — i n press c o v e r a g e a n d pseudosc ien t i f i c a c c o u n t s 

o f t h e a c c i d e n t — r e p o r t i n g for e x a m p l e , fatalities i n t h e 

t ens o r h u n d r e d s o f t h o u s a n d s . " T a n i g u c h i a d d e d tha t 

" m a n y o f t h e 3 5 0 , 0 0 0 p e o p l e e v a c u a t e d a n d rese t t led b y 

a u t h o r i t i e s w o u l d have b e e n b e t t e r off s tay ing h o m e . " 

T h e C h e r n o b y l r e p o r t states tha t " ind iv idua l s in t h e 

affected p o p u l a t i o n w e r e officially g i v e n t h e label ' C h e r 

n o b y l v ic t ims , ' t h u s f r equen t ly t a k i n g o n t h e ro le o f 

invalids. It is k n o w n tha t if a s i t ua t ion is p e r c e i v e d as real, 

it is real in its c o n s e q u e n c e s . T h u s r a t h e r t h a n p e r c e i v i n g 

t h e m s e l v e s as ' survivors , ' t h e affected ind iv idua l s have 

b e e n e n c o u r a g e d to pe rce ive t h e m 

selves as helpless , w e a k a n d l ack ing 

c o n t r o l ove r t h e i r fu ture ." 

P r e d i c t a b l y , p e o p l e h a v e t a k e n 

a d v a n t a g e o f t h e acc iden t . K a l m a n 

Mizse i , a d i r e c t o r o f t h e U N D e v e l o p 

m e n t P r o g r a m , said " a n i n d u s t r y has 

b e e n bu i l t o n this u n f o r t u n a t e even t , " 

w h i c h has a "vast in te res t in c rea t ing a 

false p i c tu r e . " T h e R u s s i a n s a n d e n v i 

r o n m e n t a l i d e o l o g u e s h a v e a l r eady 

b e e n m e n t i o n e d . M o r e o v e r , mi l l ions 

o f p e o p l e w e r e p a i d benef i t s o n t h e 

basis o f b e i n g v i c t ims . 

T h e nega t ive c o n s e q u e n c e s o f w e l 

fare for C h e r n o b y l " v i c t i m s " are real. 

Seven m i l l i o n p e o p l e r ece ived va r ious 

benef i t s f rom t h e R u s s i a n g o v e r n m e n t 

d u e t o t h e i r e x p o s u r e . A l t h o u g h t h e 

effects o f r a d i a t i o n d i m i n i s h w i t h t i m e , 

t h e n u m b e r of p e o p l e c l a i m i n g t o b e d isabled is c l i m b 

ing . I n U k r a i n e in 1 9 9 1 , 2 0 0 p e o p l e w e r e c o n s i d e r e d 

p e r m a n e n t l y d isabled f rom C h e r n o b y l . In 1 9 9 7 t h e 

n u m b e r was 6 4 , 5 0 0 , a n d by 2 0 0 1 it was 9 1 , 2 1 9 . T h e 

r e p o r t is b l u n t : " T h e d e p e n d e n c y c u l t u r e tha t has d e v e l 

o p e d over t h e past t w o decades is a m a j o r b a r r i e r t o t h e 

r eg ion ' s recovery . T h e ex tens ive sys tem o f C h e r n o b y l -

re la ted benef i t s has c r ea t ed e x p e c t a t i o n s o f l o n g - t e r m 

d i rec t f inancial s u p p o r t a n d e n t i t l e m e n t t o p r iv i leges , 

a n d has u n d e r m i n e d t h e capac i ty o f t h e ind iv idua l s a n d 

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

a n d social p r o b l e m s . " 
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Furious Reaction 

H o w has t h e U N r e p o r t b e e n rece ived? T h e m e d i a 

f o u n d it a fasc ina t ing s t o r y b e c a u s e it has t h e e l e 

m e n t o f s ensa t i ona l i sm t h a t sells p a p e r s a n d b o o s t s r a t 

ings . B u t t h e bene f i c i a r i e s o f C h e r n o b y l , a n d t h e 

i d e o l o g i c a l g r o u p s t h a t use t h e a c c i d e n t for t h e i r o w n 

agendas , are f u r i o u s . T h e y refuse t o a c c e p t t h e r e p o r t a n d 

in s t ead d e n o u n c e t h e U N for p r o d u c i n g it. 

G r e e n p e a c e in p a r t i c u l a r was m o s t upse t . W i l l i a m 

P e d e n , a G r e e n p e a c e resea rcher , said t h a t t h e p r o j e c t i o n 

o f 4 , 0 0 0 d e a t h s to ta l "is r i d i c u l o u s " a n d " m a n y t h o u 

sands m o r e m a y d ie in t h e d e c a d e s t o c o m e . " J a n v a n d e 

C h e r n o b y l i n P e r s p e c t i v e 

P u t t e , a n o t h e r G r e e n p e a c e activist , says t h e U N was 

" d e n y i n g t h e real i m p l i c a t i o n s " o f C h e r n o b y l a n d t h a t is 

" i n s u l t i n g [to] t h e t h o u s a n d s o f v i c t i m s . " H e also said t h e 

r e p o r t is d a n g e r o u s b e c a u s e it m a y lead t o " r e l o c a t i n g 

p e o p l e i n c o n t a m i n a t e d areas." 

G r e e n p e a c e also asser ted t h a t t h e l o w d e a t h p r o j e c 

t i o n o m i t t e d t h e h a r m to m u c h o f E u r o p e . B u t this was 

o m i t t e d b e c a u s e t h e r e w a s n ' t any. M o s t o f t h e r a d i a t i o n 

fell w i t h i n a f e w d o z e n mi le s o f C h e r n o b y l . 

It's ye t a n o t h e r e x a m p l e o f h o w e n v i r o n m e n t a l i d e o 

l o g u e s wi l l b e n d s c i e n c e a r o u n d pol i t i cs . @ 

Robert Higgs Named Winner o f 
2006 Thomas Szasz Award 

Freeman c o l u m n i s t R o b e r t H i g g s has w o n t h e 2 0 0 6 T h o m a s Szasz A w a r d for O u t s t a n d i n g C o n t r i b u 

t ions to t h e C a u s e o f Civi l Liber t ies . H i g g s w o n in t h e genera l ca t egory ; Aus t ra l ian psycho log i s t 

R o b e r t Spi l lane w o n in t h e professional category. 

T h e award is g iven annua l ly by t h e C e n t e r for I n d e p e n d e n t T h o u g h t . 

Fo r years H iggs , S e n i o r Fe l low in Poli t ical E c o n o m y at t h e I n d e p e n d e n t Ins t i tu te , has d o c u m e n t e d in 

b o o k s a n d articles h o w g o v e r n m e n t ma in ta ins its p o w e r over p e o p l e , a n d h e n c e steals t he i r l iberty, by 

e x p l o i t i n g va r ious fears: fear o f ex t e rna l e n e m i e s , fear o f social insecuri ty , fear o f g o v e r n m e n t itself. 

H e has b e e n a Freeman c o n t r i b u t i n g ed i t o r a n d c o l u m n i s t for m o r e t h a n a decade . 
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Our Economic Past 

Always Think of Incentives 
B Y S T E P H E N D A V I E S 

Whi le v i s i t ing F E E a f e w years ago , I was l u c k y 

e n o u g h t o h e a r a ta lk by t h e " a r m c h a i r 

e c o n o m i s t , " P rofessor S t e v e n L a n d s b u r g . I n 

it h e r e m a r k e d t h a t m o s t o f e c o n o m i c s c o u l d b e s u m 

m a r i z e d in j u s t t w o s e n t e n c e s : " R e s o u r c e s are s c a r c e " 

a n d " P e o p l e r e s p o n d t o i n c e n t i v e s . " T h e s e t w o a p p a r e n t 

ly s i m p l e a n d o b v i o u s o b s e r v a t i o n s are in fact p r o f o u n d 

ins igh ts i n t o t h e n a t u r e o f h u m a n b e i n g s , t h e w o r l d t h e y 

i n h a b i t , a n d t h e social life t h e y lead . As L a n d s b u r g said, 

e x p l o r i n g t h e m a n d t h e i r i m p l i c a t i o n s leads t o an e n o r 

m o u s b o d y o f t h o u g h t a n d 

ins igh t s , o f t en s u r p r i s i n g . 

It is t h e s e c o n d o n e t h a t 

c o n c e r n s m e h e r e . Al l h u m a n 

b e i n g s h a v e t o act i n o r d e r t o 

su rv ive , a n d t h e s e acts invo lve 

c h o i c e s b e t w e e n a l t e rna t ive 

c o u r s e s o f a c t i o n . W e c h o o s e 

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

b a l a n c e b e t w e e n benef i t s a n d 

costs a c c r u i n g t o a n y a c t i o n . 

T h i s is w h a t is m e a n t b y 

r e s p o n d i n g t o i n c e n t i v e s . T h e 

o b v i o u s c o r o l l a r y is t h a t if 

t h e i n c e n t i v e s c h a n g e , t h e n 

choices a n d s u b s e q u e n t b e h a v 

io r w i l l c h a n g e as we l l . T h e c h a n g e m a y b e ac tua l o r o n e 

o f p e r c e p t i o n o r a c h a n g e in t h e sub jec t ive e v a l u a t i o n o f 

t h e a l t e rna t ives , b u t t h a t is a s e c o n d a r y m a t t e r . T h e c r u 

cial p o i n t is t h a t t h e p a t t e r n o f i ncen t i ve s wi l l t e n d to 

s h a p e t h e w a y p e o p l e c h o o s e a n d act . 

T h u s if y o u w a n t t o u n d e r s t a n d h u m a n b e h a v i o r , t h e 

p a t t e r n o f i n c e n t i v e s m u s t b e es tab l i shed . If y o u can d o 

th is , t h e n in m a n y cases y o u wi l l have f o u n d a w a y t o 

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

T h i s is e v e n , o r p e r h a p s par t icular ly , t r u e in t h e case o f 

b e h a v i o r t h a t is a p p a r e n t l y se l f -des t ruc t ive o r po in t l e s s . 

It also m e a n s t h a t o n e w a y o f c h a n g i n g h u m a n b e h a v i o r 

m m E DELLE PENE 
CESARE RECfllRI.l 

Frontispiece and title page of an 1858 edition of Cesare Beccaria's 
work on crime and punishment 

is e i t h e r t o c h a n g e t h e incen t ives d i rec t ly o r else t o 

c h a n g e t h e subjec t ive eva lua t ion o f t h e payoffs a n d 

h e n c e t h e c h o i c e s m a d e . T h i s c an h e l p us t o u n d e r s t a n d 

b o t h t h e n a t u r e a n d o r i g i n o f m a j o r social p r o b l e m s a n d 

w h a t wi l l o r wi l l n o t w o r k in t r y i n g t o resolve t h e m — 

o r i n d e e d if t h e y can b e reso lved b y de l ibe ra t e a c t i o n at 

all. 

A c o m m o n r e s p o n s e is t o say tha t this is a n a r r o w a n d 

i m p o v e r i s h e d v i e w o f h u m a n m o t i v a t i o n tha t relates 

o n l y t o t h e r e a l m o f m o n e y a n d e c o n o m i c incen t ives in 

t h e n a r r o w sense. H o w e v e r , 

u n d e r s t o o d p r o p e r l y , th i s 

p r i n c i p l e has m u c h w i d e r 

app l i ca t i on . Incen t ives clearly 

i n c l u d e f inancial o r m o n e t a r y 

costs a n d benef i t s , a n d it is 

fool ish a n d na ive t o u n d e r 

e s t ima te h o w i m p o r t a n t these 

are. H o w e v e r , t h e t e r m also 

i nc ludes all sorts o f o t h e r b e n 

efits, w h i c h are of ten m o r e 

p o w e r f u l t h a n m o n e y . T h e 

m o s t s ignif icant is social s ta

tus . W h e n w e t h i n k a b o u t 

i ncen t ives in this w i d e r sense, 

it is poss ib le t o m a k e sense o f 

areas t h a t at first s ight have n o t h i n g t o d o w i t h e c o 

n o m i c s as it is genera l ly u n d e r s t o o d . 

O n e o f t h e b e s t e x a m p l e s o f th is is t h e c r i m i n a l -

j u s t i c e s y s t e m . H i s t o r i c a l l y th is was o n e o f t h e first 

areas o f h u m a n life t o b e a n a l y z e d u s i n g th is in s igh t , 

a n d t h e effects w e r e p r o f o u n d . I n e i g h t e e n t h - c e n t u r y 

E u r o p e t h e p e n a l s y s t e m , w h i c h h a d l a rge ly b e e n c r e 

a t e d d u r i n g t h e la te r R e n a i s s a n c e ( r o u g h l y 1 4 5 0 t o 

1 6 5 0 ) , w a s e x c e p t i o n a l l y h a r s h a n d b r u t a l . M a n y c r i m e s 

Stephen Davies (stcve365@htinternet.com) is a senior lecturer in history at 
Manchester Metropolitan University in England. 
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a t t r a c t e d t h e d e a t h p e n a l t y , w h i c h h a d a c e n t r a l p l a c e i n 

t h e s y s t e m . As t i m e passed , t h e n u m b e r o f cap i t a l 

c r i m e s g r e w steadi ly. I n E n g l a n d t h e r e w e r e a b o u t 1 0 0 

capi ta l c r i m e s i n 1 7 0 0 , b u t b y 1 8 1 5 th is h a d r i s e n t o 

o v e r 2 5 0 . E x e c u t i o n w a s i n v a r i a b l y in p u b l i c a n d 

a t t e n d e d w i t h all k i n d s of r i t u a l a n d c e r e m o n i a l . T h e 

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

i n v o l v e t h e " d r o p " so t h a t t h e c o n d e m n e d f e l o n w o u l d 

d i e a s l o w a n d a g o n i z i n g d e a t h b y s t r a n g u l a t i o n . E v e n 

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

m e n t t h a t was p u b l i c a n d pa in fu l . M o r e o v e r in m o s t o f 

E u r o p e ( t h o u g h n o t i n E n g l a n d ) t o r t u r e w a s w i d e l y 

u s e d t o e x t r a c t c o n f e s s i o n s . 

H o w e v e r , th is g r i m s y s t e m was inef fec t ive a n d 

b e c a m e m o r e so as it b e c a m e ha r she r . All c o n t e m p o 

rar ies b e l i e v e d t h a t c r i m e o f all sor ts was i nc reas ing , a n d 

so far as w e can tell t h e y w e r e c o r r e c t i n this a s s u m p t i o n . 

M o r e o v e r , l o o k i n g at t h e r eco rds reveals several p a r a 

doxes , t h e m o s t s t r i k i n g b e i n g t h a t w h i l e t h e n u m b e r o f 

capi ta l c r i m e s inc reased , t h e p r o p o r t i o n o f c r i m i n a l s 

w h o ac tua l ly w e r e e x e c u t e d w e n t d o w n . In fact so m a n y 

w e r e a c q u i t t e d o r h a d the i r s e n t e n c e s c o m m u t e d t h a t it 

s e e m s a m i n o r m i r a c l e thai: a n y o n e ever was e x e c u t e d . 

W h a t y o u h a d was t h e w o r s t o f all w o r l d s , a s y s t e m b o t h 

i n h u m a n e a n d ineffect ive. 

T h i s was t o c h a n g e la rge ly as t h e resul t o f o n e m a n 

a n d o n e s h o r t b u t b r i l l i an t b o o k . T h e m a n was C e s a r e 

B e c c a r i a , t h e M a r q u e s e d e B o n e s a n a (1738—94). H e was 

a l e a d i n g f igure i n t h e M i l a n e s e E n l i g h t e n m e n t , a n d in 

1 7 6 4 h e was p e r s u a d e d b y his f r iends A le s sand ro a n d 

P i e t r o Ver r i t o w r i t e a b o o k cal led Dei Delitti e delle 

Penne (On Crimes and Punishments) . T h i s was o n e o f t h e 

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

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

j u d i c i a l sys tems o f t h e time.. 

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

b a l a n c e b e t w e e n t h e poss ib le benef i t s o f c r i m e a n d t h e 

l ikely costs , w h i c h w e r e essent ia l ly t h o s e o f b e i n g c a u g h t 

a n d p u n i s h e d . H e also a r g u e d t h a t fu tu re p u n i s h m e n t s 

a n d benef i t s b o t h c o u n t e d for less t h a n t h o s e inf l ic ted in 

t h e p r e s e n t o r n e a r fu ture . (Th i s is a n ear ly v e r s i o n o f t h e 

e c o n o m i c c o n c e p t o f " t i m e p re fe rence . " ) T h e p r o b l e m 

w i t h t h e sys t em, h e a r g u e d , was t h a t for t h e i n d i v i d u a l 

c r i m i n a l t h e c h a n c e o f b e i n g c a u g h t , a n d if c a u g h t c o n 

v i c t e d a n d p u n i s h e d , was t o o low. I n r e s p o n s e p u n i s h -

A l w a y s T h i n k o f I n c e n t i v e s 

m e n t s w e r e m a d e e v e n m o r e severe so as t o m a i n t a i n t h e 

d e t e r r e n t . H o w e v e r , after a t i m e this d i d n o t w o r k . O n e 

r e a s o n was t h e s lowness a n d s h e e r i n c o m p e t e n c e o f t h e 

sys t em, w h i c h m e a n t t h a t p u n i s h m e n t was still u n c e r t a i n 

a n d o f t en l o n g de layed . M o r e s e r i ous was t h e w a y t h a t 

t h e s y m p a t h y o f j u r o r s a n d j u d g e s l ed t h e m t o a c q u i t 

t h o s e c h a r g e d o r t o m a n i p u l a t e t h e s y s t e m t o f ind t h e m 

gu i l t y o n l y o f a lesser c h a r g e b e c a u s e t h e y saw t h e p u n 

i s h m e n t as excess ive a n d u n r e a s o n a b l e c o m p a r e d t o t h e 

ac tua l c r i m e . 

Mild, Swift, and Predictable 

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

at ively m i l d b u t also b o t h swift, so it o c c u r r e d s o o n 

after t h e offense, a n d c e r t a i n a n d p r e d i c t a b l e r a t h e r t h a n 

u n c e r t a i n a n d arbi t rary . T h i s , h e said, w o u l d p r o d u c e a 

c r i m i n a l - j u s t i c e s y s t e m t h a t was m o r e h u m a n e b u t also 

m o r e effective b e c a u s e it w o u l d have a g r e a t e r d e t e r r e n t 

effect. H e was pa r t i cu l a r ly o p p o s e d to t h e d e a t h p e n a l t y 

a n d its w i d e s p r e a d use . O n e separa te a r g u m e n t h e m a d e 

was t h a t it was b o t h m o r a l l y w r o n g a n d d a n g e r o u s t o 

g ive t h e state t h e p o w e r t o kill p e o p l e . H i s i n c e n t i v e -

b a s e d a r g u m e n t was t h a t t h e w i d e s p r e a d use o f e x e c u 

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

c e r t a i n c r i m e s . T h e r e a s o n was , first, t h a t for m a n y p e o 

p le t h e p r o s p e c t o f t h e i r o w n d e a t h was h a r d t o env i sage 

a n d ac tua l ly less t e r r i b l e t h a n t h e p r o s p e c t o f l i f e long 

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

e v e n t ac tua l ly cast a r o m a n t i c g l a m o u r ove r t h e c r i m e 

a n d its p e r p e t r a t o r , w h i c h m i g h t l ead s o m e ind iv idua l s 

t o s eek it as a r o u t e t o f a m e . 

Becca r i a ' s l i t t le b o o k was s o o n t r ans l a t ed i n t o m o s t 

E u r o p e a n l a n g u a g e s a n d h a d a t r e m e n d o u s i n t e l l ec tua l 

i m p a c t . Its effect o n ac tua l pol icy , h o w e v e r , was de layed , 

n o t least b e c a u s e o f t h e c o n s e r v a t i s m o f t h e legal p r o 

fession. Even tua l ly , his a r g u m e n t s w e r e a c c e p t e d , a n d 

t h e resul t was a rad ica l r e f o r m o f t h e c r i m i n a l - j u s t i c e 

sy s t em t h r o u g h o u t E u r o p e . T h e c o n s e q u e n c e was e x a c t 

ly as h e h a d p r e d i c t e d — t h e sys t em b e c a m e b o t h m o r e 

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

b o t h ac tua l a n d r e c o r d e d c r imina l i ty . ( T h e r e w e r e sever 

al o t h e r r easons , b u t t h e r e f o r m s i n s p i r e d b y B e c c a r i a 

w e r e a m a j o r par t . ) B y 1 9 0 0 r e c o r d e d c r i m e rates in 

a l m o s t e v e r y p a r t o f E u r o p e a n d N o r t h A m e r i c a w e r e at 

a n a l l - t i m e low. W 

39 O C T O B E R 2006 



FEE TIMELY CLASSIC 

Government in Business 

B Y M U R R A Y N. R O T H B A R D 

I n t h e m i d s t o f n a t i o n w i d e p rosper i ty , s o m e e c o 

n o m i c a n d social p r o b l e m s k e e p n a g g i n g at t h e p u b 

lic. Al l o v e r t h e c o u n t r y , t h e y t ake t h e s a m e f o r m . 

W h a t are t hey? Traffic c o n g e s t i o n , i n a d e q u a t e roads , 

o v e r c r o w d e d schoo l s , j u v e n i l e d e l i n q u e n c y , w a t e r s h o r t 

ages. S u c h m a t t e r s h a v e p r o v e n t r o u b l e s o m e i n m a n y 

ways ; a b o v e all, t h e y s e e m t o b r e e d conf l ic ts . F i e rce b a t 

tles are r a g i n g b e t w e e n w a r r i n g g r o u p s o f A m e r i c a n s . 

S o m e w a n t " p r o g r e s s i v e " e d u c a t i o n ; o t h e r s w a n t v a r y i n g 

b l e n d s o f t h e t r ad i t i ona l . S o m e w a n t soc ia l i sm t a u g h t i n 

t h e s choo l s ; o t h e r s favor free e n t e r -

p r i s e . S o m e w a n t r e l i g i o n in t h e 

s choo l s , a n d o t h e r s p r o c l a i m sepa ra 

t i o n o f C h u r c h a n d S t a t e . S o m e 

A m e r i c a n s w a n t w a t e r f l u o r i d a t e d , 

a n d o t h e r s w a n t it u n m e d i c a t e d . 

Is t h e r e a n y t h i n g specia l a b o u t 

w a t e r o r s c h o o l i n g t h a t c rea tes i n s o l 

u b l e p r o b l e m s ? H o w d o e s it h a p p e n 

t h a t t h e r e are n o f ierce a r g u m e n t s 

ove r w h a t k i n d o f s teel o r au to s t o 

p r o d u c e , n o ba t t les ove r t h e k i n d o f 

n e w s p a p e r s t o p r i n t ? T h e a n s w e r : 

T h e r e is s o m e t h i n g s p e c i a l — f o r t h e 

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

w h a t h a p p e n s w h e n g o v e r n m e n t , i n s t ead o f p r i v a t e 

e n t e r p r i s e , o p e r a t e s a bus iness . 

H a v e y o u ever h e a r d o f a p r i v a t e f i r m p r o p o s i n g to 

" s o l v e " a s h o r t a g e o f t h e p r o d u c t it sells b y te l l ing p e o 

p le t o b u y less? C e r t a i n l y n o t . P r i v a t e f i rms w e l c o m e 

c u s t o m e r s , a n d e x p a n d w h e n t h e i r p r o d u c t is i n h e a v y 

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

w e l l as t h e m s e l v e s . It is o n l y government t h a t " s o l v e s " t h e 

traffic p r o b l e m o n its s treets b y fo r c ing t r u c k s (or p r i va t e 

Have you ever heard 
of a private firm 
proposing to "solve" 
a shortage of the 
product it sells by 
telling people to 
buy less? 

cars o r buses) off t h e road . A c c o r d i n g t o tha t p r i n c i p l e , 

t h e " i d e a l " s o l u t i o n t o traffic c o n g e s t i o n is t o o u t l a w all 

vehic les ! A n d yet , s u c h are t h e sugges t ions o n e c o m e s t o 

e x p e c t u n d e r g o v e r n m e n t m a n a g e m e n t . 

Is t h e r e traffic c o n g e s t i o n ? B a n all cars! W a t e r s h o r t 

age? D r i n k less wa te r ! Posta l deficit? C u t ma i l del iver ies 

t o o n e a day! C r i m e in u r b a n areas? I m p o s e cur fews! N o 

p r i va t e supp l i e r c o u l d l o n g stay in bus iness if h e t h u s 

r e a c t e d t o t h e w i s h e s o f c u s t o m e r s . B u t w h e n g o v e r n 

m e n t is t h e suppl ier , i n s t ead o f b e i n g g u i d e d b y w h a t t h e 

c u s t o m e r w a n t s , it d i rec ts h i m t o d o 

w i t h less o r d o w i t h o u t . W h i l e t h e 

m o t t o o f p r iva t e e n t e r p r i s e is " t h e 

c u s t o m e r is always r igh t , " t h e s logan 

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

d a m n e d ! " 

Conf l i c t s a n d b i t t e rnes s are i n h e r e n t 

i n g o v e r n m e n t o p e r a t i o n . I m a g i n e 

w h a t w o u l d h a p p e n if all n e w s p a p e r s 

w e r e p u b l i s h e d b y g o v e r n m e n t . First, 

b e c a u s e a g o v e r n m e n t o p e r a t i o n gets 

its r e v e n u e s f r o m coe rc ive t a x a t i o n 

ins tead o f v o l u n t a r y p a y m e n t for s e r v 

ices r e n d e r e d , it is n o t o b l i g e d to b e 

efficient i n s e r v i n g t h e c o n s u m e r . A n d , s e c o n d , confl icts 

a m o n g g r o u p s o f taxpayers w o u l d rage over ed i to r i a l 

pol icy, n e w s c o n t e n t , a n d e v e n t ab lo id versus regu la r 

size. " R i g h t i s t s , " "leftists," " m i d d l e - o f - t h e - r o a d e r s , " e a c h 

fo rced to pay for t h e pape r , w o u l d na tu ra l ly t ry t o g o v 

e r n its pol icy. 

The late Murray Rothbard was an economist, political philosopher, 
historian, and prolific author. Among his works are M a n , Economy, and 
State and T h e Ethics of Liberty. This article appeared in the September 
1956 issue of T h e Freeman. 
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G o v e r n m e n t in B u s i n e s s 

O n t h e free m a r k e t , i n con t r a s t , e a c h g r o u p f inances 

a n d s u p p o r t s its o w n p r e f e r r e d p r o d u c t , w h e t h e r n e w s 

pape r , s c h o o l , o r p a c k a g e o f b a b y f o o d . Social ists , free 

e n t e r p r i s e r s , p rogress ives , t rad i t iona l i s t s , goss ip - love r s , 

a n d chess - lover s , all f ind s choo l s , p a p e r s , o r m a g a z i n e s 

tha t m e e t t h e i r n e e d s . P r e f e r e n c e s are g i v e n free r e in , a n d 

n o o n e is c o m p e l l e d t o t ake a n u n w a n t e d p r o d u c t . E v e r y 

po l i t i ca l p r e f e r e n c e , e v e r y v a r i e t y o f taste, is satisfied. 

I n s t ead o f a m a j o r i t y o r t h e pol i t i ca l ly p o w e r f u l t y r a n 

n i z i n g o v e r a m i n o r i t y , e v e r y i n d i v i d u a l m a y h a v e as 

m u c h as h e c a n afford o f p rec i se ly w h a t h e w a n t s . 

T h e s t a n d a r d g o v e r n m e n t r ep ly t o cha rges o f ineff i 

c i e n c y o r s h o r t a g e is t o b l a m e t h e p u b l i c : " T a x p a y e r s 

w o n ' t g ive us m o r e m o n e y ! " T h e p u b l i c l i teral ly has t o 

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

s choo l s , a n d t h e l ike. Yet , h e r e aga in , 

t h e q u e s t i o n arises: " W h y d o e s n ' t p r i 

va te e n t e r p r i s e h a v e t h e s e p r o b l e m s ? " 

W h y d o n ' t T V f i rms o r s teel c o m p a 

nies h a v e t r o u b l e f i n d i n g capi ta l for 

e x p a n s i o n ? B e c a u s e c o n s u m e r s pay for 

s teel a n d t e l ev i s ion sets, a n d savers, as a 

resul t , c a n m a k e m o n e y b y inves t i ng in 1 1 1 1 
t h o s e bus inesses . F i r m s t h a t successful - COnTpeilCQ tO D U y 

There is no way to 
gauge the success of 
a product that the 
customers are 

ly se rve t h e p u b l i c f ind it easy t o 

o b t a i n capi ta l for e x p a n s i o n ; unsuccess fu l , ineff ic ient 

f i rms o f c o u r s e g o o u t o f bus iness . I n g o v e r n m e n t , t h e r e 

are n o profi ts for inves to r s a n d n o p e n a l t y c h a r g e d 

against t h e inef f ic ient o p e r a t o r . N o o n e invests , t h e r e 

fore , a n d n o o n e c a n i n s u r e t h a t successful p l an t s e x p a n d 

a n d unsuccess fu l o n e s d i sappear . T h e s e are s o m e o f t h e 

reasons w h y t h e g o v e r n m e n t m u s t raise its " c a p i t a l " b y 

l i teral ly c o n s c r i p t i n g it. 

M a n y p e o p l e t h i n k t h e s e p r o b l e m s c o u l d b e so lved if 

o n l y " g o v e r n m e n t w e r e r u n l ike a bus iness . " A n d so t h e y 

a d v o c a t e j a c k i n g u p pos ta l cha rges u n t i l t h e Pos t Off ice 

is " r u n at a prof i t ." O f c o u r s e , t h e users w o u l d b e t a k i n g 

s o m e o f t h e b u r d e n off t h e t axpayers . B u t t h e r e are fatal 

flaws in th is i dea o f g o v e r n m e n t - a s - a - b u s i n e s s . I n t h e 

first p l ace , a g o v e r n m e n t s e rv i ce c a n never b e r u n as a 

bus iness , b e c a u s e t h e capital is c o n s c r i p t e d f r o m t h e t a x 

payer . T h e r e is n o w a y o f a v o i d i n g tha t . ( F i n a n c e b y 

b o n d issue still rests o n t h e p o w e r o f t a x a t i o n t o r e d e e m 

t h e b o n d s . ) Second ly , p r i v a t e e n t e r p r i s e gains a prof i t b y 

cutting costs as m u c h as it can . G o v e r n m e n t n e e d n o t c u t 

costs; it c a n e i t h e r c u t its s e rv i ce o r s imp ly raise p r i c e s . 

G o v e r n m e n t s e rv i ce is a lways a m o n o p o l y o r s e m i -

m o n o p o l y . S o m e t i m e s , as i n t h e case o f t h e Pos t Off ice , 

it is a c o m p u l s o r y m o n o p o l y — a l l c o m p e t i t i o n is o u t 

l awed . If n o t o u t l a w e d , p r i v a t e c o m p e t i t i o n is s t r ang l ed 

b y taxes t o c o v e r t h e o p e r a t i n g deficits a n d raise capi ta l 

for t a x - e x e m p t g o v e r n m e n t o p e r a t i o n . 

Calculational Chaos 

Th e r e is a n o t h e r cr i t ical p r o b l e m in g o v e r n m e n t 

o p e r a t i o n o f bus iness . P r i v a t e f i rms are m o d e l s o f 

eff iciency largely b e c a u s e t h e free m a r 

ke t establishes p r i ce s w h i c h p e r m i t 

t h e m to calculate, w h i c h t h e y m u s t d o 

in o r d e r t o m a k e profits a n d avoid loss

es. T h u s , free " c a p i t a l i s m " t ends t o set 

p r i c e s in s u c h a w a y tha t g o o d s are 

p r o p e r l y a l loca ted a m o n g all t h e i n t r i 

ca te b r a n c h e s a n d areas o f p r o d u c t i o n 

t h a t m a k e u p t h e m o d e r n e c o n o m y . 

Cap i ta l i s t p r o f i t - a n d - l o s s c a l c u l a t i o n 

m a k e s this m a r v e l p o s s i b l e — a n d w i t h o u t cen t ra l p l a n 

n i n g b y o n e agency. In fact, cen t ra l p l a n n e r s , b e i n g 

d e p r i v e d o f a c c u r a t e p r i c i n g , could not ca lcula te , a n d so 

c o u l d n o t m a i n t a i n a m o d e r n m a s s - p r o d u c t i o n e c o n o m y . 

I n s h o r t , t h e y c o u l d n o t plan. T h e r e is n o w a y t o g a u g e 

t h e success o f a p r o d u c t t ha t t h e c u s t o m e r s are c o m p e l l e d 

t o buy. A n d eve ry t i m e g o v e r n m e n t en t e r s a bus iness , it 

d is tor ts p r i c i n g a l i t t le m o r e , a n d skews ca lcu la t ion . I n 

sho r t , a g o v e r n m e n t bus iness i n t r o d u c e s a d i s rup t ive 

is land o f calculational chaos i n t o t h e e c o n o m i c sys tem. 

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

t e r i n g o v e r n m e n t e n t e r p r i s e s . G o v e r n m e n t o w n e r s h i p 

b r e e d s i n s o l u b l e conf l ic ts , i nev i t ab l e ineff iciency, a n d 

b r e a k d o w n o f l iv ing s t andards . P r i v a t e o w n e r s h i p b r i n g s 

p e a c e , m u t u a l h a r m o n y , g rea t efficiency, a n d n o t a b l e 

i m p r o v e m e n t s in s t andards o f l iv ing . @ 
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* " • T T C L A e c o n o m i c s p r o f e s s o r 
K^J D e e p a k Lai is o n e o f t h e 

tov^^gfc^ m Q S t a r t l c u l a t e d e f e n d e r s o f t h e 

free m a r k e t a n d a n o u t s p o k e n c r i t -

: i !• ic o f i n t e r v e n t i o n i s t a n d wel fare -

•

state po l i c e s a r o u n d t h e w o r l d , 

p a n a c e a for e c o n o m i c d e v e l o p 

m e n t i n t h i r d - w o r l d c o u n t r i e s , Lai p u b l i s h e d The Pover

ty of "Development Economics" ( 1983) , a devas t a t i ng 

c r i t i q u e o f co l lec t iv is t ideas a n d po l i c ies t h e n d o m i n a n t 

i n u n d e r d e v e l o p e d c o u n t r i e s . M o r e recent ly , i n Unin

tended Consequences (1998) h e t r a c e d t h e u n i q u e i n s t i t u 

t i o n a l c h a n g e s in M e d i e v a l E u r o p e t h a t l ed t h e W e s t o u t 

o f pove r ty . 

I n his latest b o o k , Reviving the Invisible Hand, Lai 

exp la ins w h y t h e w o r l d has o n l y o n e h o p e for a free a n d 

p r o s p e r o u s f u t u r e — t h e pol i t ics o f classical l ibe ra l i sm a n d 

t h e e c o n o m i c s o f a radical ly free m a r k e t . W h i l e we l l 

t r a i n e d in m a i n s t r e a m neoclass ica l e c o n o m i c s , h e rejects 

m a n y aspects o f t h e t e x t b o o k e q u i l i b r i u m m o d e l s for a 

m o r e realist ic c o n c e p t i o n o f m a n a n d m a r k e t s d e r i v e d 

f r o m t h e classical e c o n o m i s t s a n d m o r e m o d e r n t h e o 

rists , s u c h as t h e A u s t r i a n e c o n o m i s t s F. A . H a y e k a n d 

J o s e p h S c h u m p e t e r . 

I n c o r p o r a t i n g as we l l ins ights o f t h e P u b l i c C h o i c e 

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

b e v i e w e d as m a n n e d b y " P l a t o n i c G u a r d i a n s " o n l y c o n 

c e r n e d w i t h s o m e h y p o t h e t i c a l c o m m o n g o o d . R a t h e r , 

g o v e r n m e n t s h o u l d b e v i e w e d as full o f p r e d a t o r s u s i n g 

t h e c o e r c i v e p o w e r s o f t h e s tate t o p l u n d e r o t h e r s . 

Lai t h e n d e b u n k s m a n y o f t h e t h e o r e t i c a l a n d factual 

m y t h s o f t h e day. H e s h o w s t h a t b o t h in t h e n i n e t e e n t h -

c e n t u r y h e y d a y o f classical l ibera l i sm a n d i n t h e p o s t -

W o r l d W a r II p e r i o d , t h e freer t h e t r ade a m o n g n a t i o n s , 

t h e g r e a t e r t h e bene f i t for all. N i n e t e e n t h - c e n t u r y lais

sez faire b r o u g h t r i s ing l iv ing s tandards a n d m o r e m a r 

k e t o p p o r t u n i t i e s n o t o n l y for t h e w e a l t h y few, b u t also 

for t h e p o o r . T h e resul t was a g r o w i n g m i d d l e class. N o r 

d i d free t r a d e a n d e n t e r p r i s e h a r m t h e p o o r i n u n d e r 

d e v e l o p e d c o u n t r i e s . T h e m o r e i n t e g r a t e d t h e y have 

b e c o m e w i t h W e s t e r n e c o n o m i e s , t h e g r ea t e r a n d t h e 

m o r e r ap id t h e i r c l i m b f r o m e c o n o m i c d e s p e r a t i o n . 

A c c u s a t i o n s o f t h e i nc reas ing " i n c o m e g a p " b e t w e e n 

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

b e t w e e n t h e m a n d W e s t e r n n a t i o n s in r e c e n t years , are 

s h o w n t o b e ba sed o n e i t h e r false o r m i s u s e d data . 

I n d e e d , Lai expla ins tha t m o r e p e o p l e t h a n ever are n o w 

o u t s i d e any r easonab le m e a s u r e m e n t o f pover ty . 

Prec i se ly b e c a u s e it is poss ib le t o e n d pover ty , Lai 

t u r n s his analyt ica l g u n s against t h e ant i -capi ta l i s t a n d 

a n t i - g l o b a l i z a t i o n g r o u p s t h a t have inf i l t ra ted n o n 

g o v e r n m e n t a l o r g a n i z a t i o n s ( N G O s ) , as we l l as t h e 

U n i t e d N a t i o n s , t h e W o r l d B a n k , a n d m a n y o t h e r i n t e r 

n a t i o n a l agenc ie s . A t t h e c o r e o f this o p p o s i t i o n t o a free 

m a r k e t is t h e e n v i r o n m e n t a l m o v e m e n t . I n a b r i l l i an t 

t o u r d e force Lai d e m o l i s h e s e a c h o f t he i r d o o m s d a y 

n i g h t m a r e s . F o r e x a m p l e , h e d r aws o n t h e re levant sc i 

ent i f ic e v i d e n c e t o a r g u e tha t t h e r e is n o ca tas t roph ic 

g loba l w a r m i n g a n d n o s ignif icant c l ima te c h a n g e 

c a u s e d by indus t r i a l i za t i on . H e s h o w s t h a t in g e n e r a l t h e 

e a r t h is far c o o l e r t h a n it was in t h e M i d d l e A g e s , w h e n 

a c o o l i n g t r e n d set in for several c e n t u r i e s . T h e s w i n g 

b a c k to a w a r m e r c l ima te appea r s t o b e pa r t o f t h e p l a n 

et's n a t u r a l cycles a n d m a y b e h i g h l y benef ic ia l t o par ts 

o f t h e g l o b e — i f it ac tua l ly ma te r i a l i zes . 

A cen t r a l c h a p t e r t u r n s t o " m o r a l i t y a n d capi ta l ism." 

Lai r e m i n d s us tha t a n t h r o p o l o g i s t s a n d psycho log i s t s 

gene ra l ly a g r e e t h a t h u m a n n a t u r e has n o t c h a n g e d 

m u c h s ince t h e S t o n e A g e . M a n is a c h o o s e r o f e n d s , an 

app l i e r o f m e a n s , a n d a n eva lua to r o f tradeoffs t o ge t t h e 

m o s t o u t o f w h a t h e has . I n a d d i t i o n , m e n have w i t h i n 

t h e m s e l v e s t h e p o t e n t i a l for r i s k - t a k i n g a n d creativity. 

It is f r o m this la t te r possibi l i ty t h a t c o m e society 's 

m e r c h a n t s , i n n o v a t o r s , a n d e n t r e p r e n e u r s . I n a g r a r i a n 

socie ty , socia l o r d e r fo l lows t h e seasons ; re la t ive ly 

u n c h a n g i n g socie ta l p a t t e r n s are essential for survival 

a n d i n t e r g e n e r a t i o n a l con t inu i ty . M e r c h a n t s a n d e n t r e 

p r e n e u r s , by t h e i r n a t u r e , are e x p e r i m e n t e r s w i t h t h e 

n e w — b r e a k e r s o f t h e ex i s t ing o rde r . T h u s t h e y have 
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usual ly b e e n s h u n n e d a n d dis l iked; i n a d d i t i o n t h e y s e e m 

t o c o n j u r e u p w e a l t h o u t o f n o t h i n g , u n l i k e t h o s e w h o 

m i x t h e i r l a b o r w i t h t h e soil o r w h o fash ion g o o d s o u t 

o f t h e ma te r i a l s o f t h e e a r t h . 

I n E u r o p e d u r i n g a n d after t h e M i d d l e A g e s , c h a n g e s 

in e c o n o m i c i n s t i t u t i o n s a n d t h e p h i l o s o p h i c a l c o n c e p 

t i ons o f m a n a n d soc i e ty s t i m u l a t e d g r o w t h o f t h e m a r 

ke t e c o n o m y a n d gave a d e g r e e o f l e g i t i m a c y t o t h e s e 

m e n o f t h e m a r k e t a n d t h e i r b o u r g e o i s v i r t u e s . T h e s e 

c h a n g e s w e r e g r o u n d e d , Lai exp la ins , i n C h r i s t i a n d o c 

t r i nes : a un ive r sa l m o r a l i t y t h a t f o c u s e d o n t h e i n d i v i d 

ual , his a u t o n o m y , a n d his sa lva t ion . O t h e r fai ths, for 

e x a m p l e , H i n d u i s m , B u d d h i s m , a n d C o n f u c i a n p h i l o s o 

phy, e m p h a s i z e d c o m m u n a l i s m , socie ta l h ie ra rchy , a n d a n 

e x c l u s i o n a r y m o r a l i t y for t h e faithful. T h e y also fos te red 

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

o f w o r l d l y p u r s u i t s . 

T h e ind iv idua l i s t i c f o u n d a t i o n s o f W e s t e r n m o r a l 

p h i l o s o p h y w e r e u n d e r m i n e d b y t h e r ise o f pos i t i v i sm. 

T h e V i c t o r i a n era a t t e m p t e d t o b a l a n c e scient if ic i n s igh t 

a n d f a i t h -based va lues a n d m o r a l c o n d u c t . B u t t h e s e va l 

ues w e r e e a t e n away in t h e la te n i n e t e e n t h a n d t w e n t i 

e t h c e n t u r i e s u n t i l , Lai a rgues , t h e r e was n o s h a r e d 

f o u n d a t i o n for m o r a l c o n d u c t o t h e r t h a n " a n y t h i n g 

g o e s " as l o n g as it m a k e s y o u feel g o o d a n d d o e s n ' t s e e m 

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

Lai says t h a t m u c h o f t h e res i s tance t o g l o b a l i z a t i o n 

i n o t h e r pa r t s o f t h e w o r l d has l i t t le t o d o w i t h r e j e c t i o n 

o f m a r k e t - b a s e d i n s t i t u t i o n s . R a t h e r , p e o p l e fear t h a t 

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

a n d i m m o r a l " l i fes ty les" o f t h e Wes t . Lai r e s p o n d s t h a t 

a c c e p t a n c e o f m a r k e t - b a s e d i n s t i t u t i ons d o e s n o t r e q u i r e 

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

T h u s w e i n t h e W e s t s h o u l d b e m o r e i n t e r e s t e d in 

s e e i n g o t h e r s a d o p t free m a r k e t s a n d less c o n c e r n e d 

w i t h w h e t h e r t h e y a c c e p t W e s t e r n "va lues . " A t t e m p t i n g 

t o i m p o s e s u c h va lues m a y o n l y h a v e t h e p e r v e r s e effect 

o f c a u s i n g o t h e r p e o p l e t o re jec t cap i ta l i sm. @ 
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Cass S u n s t e i n is m u c h l ike his 

U n i v e r s i t y o f C h i c a g o L a w 

^ • f l j j H H H H ^ H S c h o o l c o l l e a g u e R i c h a r d E p s t e i n . 

H^HHfl^^^^H B o t h p u b l i s h ar t ic les a n d b o o k s at a 

w^EBESjfm^U b r e a t h t a k i n g p a c e . B o t h use e c o -

^ ^ H B r ? jjH^H n o m i c s lavishly. E a c h w o u l d b e t h e 

^ ^ ^ ^ B P V ^ ^ H smar t e s t p e r s o n in a n y g r o u p o f 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ B 1 0 , 0 0 0 r a n d o m l y c h o s e n p e o p l e . 

H H H ^ H H H H B o t h are a c a d e m i c supers ta r s . 

B u t w h i l e E p s t e i n sees t h e w o r l d t h r o u g h t h e lens o f 

a classical l ibera l , S u n s t e i n w e a r s t h e lens o f m o d e r n 

A m e r i c a n l i b e r a l — o r a "p rogress ive , " as s u c h w e l l -

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

a n d h e a v y t a x a t i o n are (mis leadingly) cal led. 

U n l i k e m a n y "progress ives , " h o w e v e r , S u n s t e i n b r i n g s 

g e n u i n e in t e l l ec tua l f i r e p o w e r t o t h e d e b a t e . H i s a r g u 

m e n t s , i n this b o o k a n d e l s e w h e r e , are s e r i ous a n d c h a l 

l e n g i n g . A n d w h i l e I o f t en d i sag ree w i t h h i m , I m u s t say 

t h a t 9 0 p e r c e n t o r m o r e o f th is b o o k is s p o t - o n c o r r e c t . 

H e o p e n s Laws of Fear w i t h a devas t a t i ng a t t ack o n 

t h e so -ca l l ed " p r e c a u t i o n a r y p r i n c i p l e . " T h i s " p r i n c i p l e " 

advises t h a t w e s teer c lear o f ac t i ons t h a t m i g h t g e n e r a t e 

subs tan t ia l h a r m e v e n if w e d o n ' t k n o w w h a t th is h a r m 

m i g h t b e a n d its c h a n c e s o f o c c u r r i n g . If it's possible t ha t 

a c t i o n X wi l l cause s o m e g rea t h a r m , t h e p r e c a u t i o n a r y 

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

E n v i r o n m e n t a l i s t s l ove t h a t p r i n c i p l e b e c a u s e it 

ra t iona l izes a l m o s t a n y p i e c e o f res t r ic t ive r e g u l a t i o n — 

o r so t h e y t h i n k . B e c a u s e , for e x a m p l e , d r i l l i ng o n t h e 

A r c t i c N a t i o n a l Wi ld l i f e R e s e r v e m i g h t u n l e a s h a series 

o f even t s t h a t d o o m all o f t h e flora a n d fauna o f t h e 

n o r t h e r n w i l d e r n e s s , that ' s sufficient r e a s o n t o p r e v e n t 

d r i l l i ng e v e n if t h e c h a n c e s o f this o u t c o m e are tiny. 

S u n s t e i n p o i n t s o u t , h o w e v e r , t h a t " t h e P r e c a u t i o n a r y 

P r i n c i p l e is l i teral ly i n c o h e r e n t , a n d for o n e reason : 

T h e r e are risks o n all sides o f social s i t ua t ions . I t is t h e r e 

fore pa ra lyz ing ; it forb ids t h e v e r y steps t h a t i t r equ i r e s . " 

I n d e e d so. A p r o p o n e n t o f A N W R dr i l l i ng c a n t u r n 

t h e p r e c a u t i o n a r y p r inc ip l e ' s l og i c a r o u n d b y p o i n t i n g 
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o u t t h a t there ' s a c h a n c e , h o w e v e r small , t h a t failure t o 

dr i l l o n A N W R m i g h t l ead t o ca t a s t rophe . 

N o m a t t e r h o w l o u d l y it's d o n e , n o s u c h i l logical 

p o s t u r i n g for ( and against) r e g u l a t i o n can subs t i t u t e for 

s o u n d c o s t - b e n e f i t analysis. A r e g u l a t i o n c a n n o t b e j u s 

t if ied o n t h e poss ib i l i ty t h a t s o m e e x t r e m e s c e n a r i o m a y 

m a t e r i a l i z e . Ins tead , s o u n d es t ima tes o f t h e p robab i l i t i e s 

o f v a r i o u s o u t c o m e s , a l o n g w i t h es t imates o f t h e costs 

a n d benef i t s o f t h o s e o u t c o m e s , are t h e i n t e l l i gen t w a y 

t o d e t e r m i n e w h a t a c t i ons are a p p r o p r i a t e . 

S u n s t e i n is c o r r e c t a b o u t this , a n d h e m a k e s a s t r o n g 

case t h a t " a s s i g n m e n t o f m o n e t a r y values t o risks is far 

m o r e p laus ib le a n d in tu i t i ve t h a n it m i g h t s e e m . " I a g r e e 

c o m p l e t e l y — i f g o v e r n m e n t is g o i n g t o r egu la t e , it 

s h o u l d d o so o n c o s t - b e n e f i t g r o u n d s . 

B u t h o w w i d e are t h o s e g r o u n d s ? I n m y o p i n i o n , 

n o w h e r e n e a r as w i d e as S u n s t e i n be l ieves t h e m t o b e . 

First , as E l i n o r O s t r o m ' s r e sea rch s h o w s , p e o p l e are su r 

p r i s i ng ly c rea t ive at a r r a n g i n g t h e i r affairs v o l u n t a r i l y to 

solve m a n y p r o b l e m s o f a k i n d t h a t t o o m a n y o f us s i m 

p ly a s s u m e c a n b e so lved o n l y b y g o v e r n m e n t . W h e n t h e 

r o b u s t n e s s o f p r i v a t e a r r a n g e m e n t s is o v e r l o o k e d (as 

S u n s t e i n t e n d s t o d o ) , t h e benef i t s o f g o v e r n m e n t r e g u 

l a t i on are o v e r e s t i m a t e d . 

S e c o n d , p e o p l e t e n d t o abuse p o w e r . A l t h o u g h S u n 

s te in s o m e t i m e s s e e m s a w a r e o f P u b l i c C h o i c e c o n c e r n s , 

t o o o f t en h e w r i t e s as if t h e y are e i t h e r n o n e x i s t e n t o r 

e x a g g e r a t e d . W h e n t h e d a n g e r s o f g o v e r n m e n t - p o w e r 

a b u s e are o v e r l o o k e d , t h e costs o f g o v e r n m e n t r e g u l a t i o n 

are u n d e r e s t i m a t e d . 

S o i n m y v iew, t h e s o u n d e s t c o s t - b e n e f i t analysis 

c o u n s e l s agains t a l m o s t all g o v e r n m e n t r egu l a t i ons a n d 

in favor o f r e l i ance o n t h e l a w o f p r o p e r t y , c o n t r a c t , a n d 

t o r t . P u t a n o t h e r way, c o s t - b e n e f i t analysis counse l s in 

favor o f laissez faire. 

S u n s t e i n w o u l d d i sagree , for t w o reasons . First , h e 

ove re s t ima t e s t h e benef i t s a n d u n d e r e s t i m a t e s t h e costs 

o f r e g u l a t i o n . S e c o n d , a n d m o r e i n t e r e s t i ng , S u n s t e i n is 

a legal p o s i t i v i s t — h e be l ieves t h a t all l a w is c r e a t e d b y 

g o v e r n m e n t . F r o m this be l i e f it's a s h o r t s tep ( w h i c h 

S u n s t e i n s e e m s t o take) t o t h e c o n c l u s i o n t h a t all l aw is 

c o n s c i o u s l y c h o s e n . 

T h i s isn ' t t h e p lace t o c h a l l e n g e legal pos i t iv i sm. I 

m e n t i o n it o n l y b e c a u s e it is t h e largest flaw in all o f 

Suns te in ' s w o r k . 

Still, Laws of Fear is a sol id w o r k , i n f o r m e d b y s o u n d 

e c o n o m i c u n d e r s t a n d i n g — i n c l u d i n g m a n y useful a p p l i 

ca t ions o f b e h a v i o r a l e c o n o m i c s . I r e c o m m e n d it t o 

r eaders o f The Freeman w i t h m o r e e n t h u s i a s m t h a n I 

e x p e c t e d I w o u l d have . 

Donald Boudrcaux (dboudrea@gmu.edu) is chairman of the economics 
department at George Mason University. 
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D: oes a n y o n e t o d a y t h i n k slavery 

a g o o d th ing? P r o b a b l y o n l y 

po l i t i c ians a n d b u r e a u c r a t s w o u l d 

d e f e n d s o m e m e n ' s l o r d i n g it ove r 

o t h e r s , l iv ing off t h e i r labor , a n d 

o r d e r i n g t h e m a b o u t ; e v e r y o n e else 

grasps t h e i n h e r e n t immora l i t y . T h i s 

r e n d e r s m o d e r n screeds against slav

e ry n o t o n l y needless b u t s a n c t i m o 

n i o u s . P e r h a p s that 's w h y Bury the Chains, an o t h e r w i s e 

fasc ina t ing a c c o u n t o f t h e an t i - s lavery m o v e m e n t in 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 - c e n t u r y B r i t a i n , u l t i 

m a t e l y a n n o y s : t h e a u t h o r ' s p i e t y seeps f rom its pages . 

A d a m H o c h s c h i l d is a j o u r n a l i s t w h o w r i t e s for t h e 

NewYork Times Magazine a n d Mother Jones, w h i c h h e c o -

f o u n d e d . T h a t expla ins his piety. It m a y e v e n exp la in his 

inabi l i ty t o p lace h i m s e l f i n t h e age h e surveys , w h i c h h e 

reso lu te ly j u d g e s b y m o d e r n s tandards a n d finds w a n t 

i n g . F o r s tar ters , h e sees d e m o c r a c y as Lev ia than ' s w o r 

t h i e s t g u i s e ; t h a t e i g h t e e n t h - c e n t u r y B r i t o n s ( and 

A m e r i c a n s ) d i s d a i n e d d e m o c r a c y as m o b - r u l e ea rns his 

c ensu re , h o w e v e r exce l l en t t h e i r reasons against it. N o t 

t h a t H o c h s c h i l d cons ide r s o r e v e n seems aware o f t h o s e 

reasons . Ins tead , h e assumes tha t a universa l Br i t i sh f ran

chise w o u l d have d e m o l i s h e d t h e slave t r ade years be fo re 

P a r l i a m e n t d id a n d tha t t h e lack o f said f ranchise is 

a l m o s t as t rag ic as slavery itself. 

L ikewise his a t t i t u d e t o w a r d Chr i s t i an i ty . H o w e v e r it 

m a y d i s c o n c e r t m o d e r n agnos t ics , Q u a k e r s a n d d e v o u t , 
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B i b l e - b e l i e v i n g C h r i s t i a n s l ed t h e f ight agains t slavery. 

H o c h s c h i l d s e l d o m t r ies t o u n d e r s t a n d t h e i r c o n v i c t i o n s 

o r ideas a n d h o w t h o s e i n s p i r e d t h e i r a c t i ons . R a t h e r , h e 

c o n d e m n s t h e m for " h y p o c r i s y " a n d for n o t g o i n g far 

e n o u g h in t h e i r e n d e a v o r s ; t h a t is, for n o t b e h a v i n g as 

m o d e r n socialists w o u l d . T h e f a m o u s h y m n w r i t e r J o h n 

N e w t o n is H o c h s c h i l d ' s m o s t e g r e g i o u s v i c t i m . N e w t o n 

br ie f ly c a p t a i n e d slave ships after his c o n v e r s i o n t o 

Chr i s t i an i ty , a n d w h i l e G o d m a y h a v e f o r g i v e n h i m , 

H o c h s c h i l d c e r t a i n l y hasn ' t . H e r e p e a t e d l y r i d i cu l e s 

N e w t o n for obsess ing o v e r his r e l a t i o n s h i p w i t h t h e 

A l m i g h t y i n s t e a d o f t h e a b o l i t i o n o f slavery. 

T h o s e flaws aside, Bury the Chains is a r i v e t i n g r ead . 

It w i l l r e s o n a t e w i t h a n y o n e w h o ha tes t h e s tate b e c a u s e 

o f t h e paral lels b e t w e e n slavery a n d s ta t i sm, ant i -s lavers 

a n d ant i -s ta t is ts . L i k e us , t h e ant i -s lavers c o n f r o n t e d a 

pe rvas ive , u n q u e s t i o n e d , a n d e v e n b e l o v e d s y s t e m . 

H o c h s c h i l d e m p h a s i z e s t h a t s lavery r e i g n e d e v e r y w h e r e 

w h e n t h e activists b e g a n t h e i r c a m p a i g n , w i t h m o s t o f 

t h e wor ld ' s c o n t e m p o r a r y a n d h i s to r i ca l p e o p l e s h e l d i n 

b o n d a g e o f o n e k i n d o r a n o t h e r . A n d l ike s ta t i sm today, 

s lavery was d i smissed as i n e v i t a b l e a n d n a t u r a l . 

T h o s e an t i - s l ave ry c r a c k p o t s w h o b o t h e r e d t h e m 

selves a b o u t t h e j u s t i f i ca t i on for s u c h a n o b v i o u s l y 

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

d e n o f proof , as d o w e w h o o p p o s e L e v i a t h a n . M o s t 

p e o p l e t h e n w e r e as w i l l i n g t o e x c u s e slavery's h o r r o r s as 

p e o p l e t o d a y e x c u s e t h e state 's. P e r h a p s this was b e c a u s e 

slavery, l ike t h e state, offered a r o a d t o r i c h e s ; t h o s e 

d i rec t ly i n v o l v e d in t h e slave t r a d e c o u l d r eap e n o r m o u s 

w e a l t h , as c a n m o d e r n po l i t i c i ans a n d t h e i r c ron i e s . A 

h o s t o f o t h e r s , i n d i r e c t l y c o n n e c t e d , f o u n d t h e i r f o r t u n e s 

t i ed t o slavery's success , e v e n as c o r p o r a t i o n s t h a t m a n u 

fac ture w a r m a t e r i e l , p r i s o n a n d s c h o o l suppl ies , a n d t h e 

rest , d e p e n d o n t h e s tate for t h e i r prof i ts . 

T h e s imi lar i t ies e n d , h o w e v e r , w h e n w e c o m e t o t h e 

an t i - s lavers ' r a t e o f p rogress a n d e v e n t u a l v i c to ry . It t o o k 

t h e m o n l y 2 0 years t o p r o s c r i b e t h e Af r i can slave t r a d e 

a n d a n o t h e r 3 0 years t o o u t l a w n o n g o v e r n m e n t o w n e r 

sh ip o f o n e h u m a n b y a n o t h e r . 

H o c h s c h i l d ' s sub jec t is d r a m a t i c b y its n a t u r e , a n d his 

novel i s t ic style e n h a n c e s it. H e o f t en d e p a r t s f r o m his 

s t o r y t o i n t r o d u c e us t o s u c h cha rac t e r s as W i l l i a m 

W i l b e r f o r c e , t h e e m a c i a t e d m e m b e r o f P a r l i a m e n t 

w h o s e zeal agains t s lavery a l m o s t l i teral ly c o n s u m e d 

h i m , a n d Granv i l l e S h a r p , r e m a r k a b l e al ike for his m u s i c 

a n d his h a t r e d o f slavery. S h a r p l ived w i t h his seven 

m u s i c a l s ibl ings a b o a r d a b a r g e t h a t was t o w e d a l o n g t h e 

T h a m e s a n d o t h e r w a t e r w a y s w h i l e t h e y p e r f o r m e d ; 

H a n d e l ' s Water Music c o m e s b y its n a m e hones t ly . 

E q u a l l y i n t r i g u i n g are H o c h s c h i l d ' s e x p l a n a t i o n s o f 

t h e c u s t o m s a n d t e c h n o l o g y o f a v a n i s h e d w o r l d . W e 

l e a r n t h a t t h e slops b u c k e t i n a p r i n t e r ' s s h o p was u s e d 

t o c l ean t h e t y p e b e c a u s e t h e a m m o n i a in u r i n e dissolves 

i n k , a n d t h a t f emale slaves p e r f o r m e d t h e b a c k - b r e a k i n g 

field w o r k o f cu l t i va t i ng sugar c a n e s ince m o r e va luab le 

ma le s w e r e saved for ski l led labor . W e read a b o u t T o u s -

saint L ' O v e r t u r e , a n a t i o n a l h e r o in H a i t i b e c a u s e h e l ed 

a r e b e l l i o n a m o n g t h e slaves. Tragically, Toussa in t b e c a m e 

as b i g a t y r a n t as t h e mas t e r s a n d overseers h e d e p o s e d . 

N o m a n , b l ack o r w h i t e , slave o r free, s e e m s able t o 

w i t h s t a n d t h e t o x i n o f po l i t i ca l p o w e r . 

B e c a u s e Bury the Chains n a r r a t e s a n o b s c u r e c h a p t e r 

i n t h e s t rugg le for f r e e d o m , it o u g h t t o c h e e r all w h o 

love l iber ty . It's t o o b a d , t h e n , t h a t its s a n c t i m o n y a n d 

po l i t i ca l ly c o r r e c t sub t le t i es o v e r s h a d o w t h e joy . Bury the 

Chains g rea t ly exaspe ra te s w h i l e it e d u c a t e s . ^ ) 

Becky Akers (libertatem@netzero.com) is a writer and historian specializing 
in early American history. 
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"ar ren Farrell 's Why Men Earn 

More is a b u s i n e s s m a n ' s 

e x p l a n a t i o n for a n e c o n o m i c p h e 

n o m e n o n t h a t gets m a n y p e o p l e u p 

i n a r m s . T h e b o o k w o n ' t b e p o p u l a r 

a m o n g t h e p u r v e y o r s o f t h e n o t i o n 

t h a t t h e so -ca l l ed g e n d e r e a r n i n g s 

gap is d u e t o a de fec t i n t h e e c o n o -

• H H H i i i i H i m y b e c a u s e Farre l l gives n o c r e 

d e n c e t o t h a t idea , so p o p u l a r a m o n g femin i s t scholars . 

Far re l l p r o v i d e s t h e r e a d e r a d i s p a s s i o n a t e — a n d of ten 

a m u s i n g — l o o k at t h e di f ferences b e t w e e n m e n a n d 

w o m e n in t h e m a r k e t a n d s h o w s t h a t t h e r e are p e r f e c t 

ly r a t i o n a l e x p l a n a t i o n s for t h e fact t h a t m e n w h o are 
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B o o k R e v i e w s 

fu l l t ime l a b o r - f o r c e p a r t i c i p a n t s o n t h e average have 

h i g h e r e a r n i n g s t h a n w o m e n . I n s u m , t h e b o o k is a 

c r u s h i n g r e fu t a t i on t o t h e c o n t e n t i o n t h a t cap i ta l i sm is 

i n h e r e n t l y un fa i r t o w o m e n a n d t h a t g o v e r n m e n t m u s t 

p r o m o t e " g e n d e r j u s t i c e . " 

T h i s is n o t u n e x p l o r e d t e r r a i n , o f c o u r s e . T h e r e h a v e 

b e e n a c a d e m i c s tud ies o n t h e di f ferences b e t w e e n m e n 

a n d w o m e n in t h e l a b o r m a r k e t for d e c a d e s . W h a t F a r -

rell d o e s so w e l l is t o p a c k a g e t h a t i n f o r m a t i o n , m i x e d 

g e n e r o u s l y w i t h his o w n o b s e r v a t i o n s a n d e x p e r i e n c e s , 

t o c r ea t e a h i g h l y r eadab le , n o n t e c h n i c a l analysis t h a t 

s h o u l d p e r s u a d e all b u t t h e m o s t d i e - h a r d e x p l o i t a t i o n 

t h e o r i s t t h a t t h e a t tacks o n cap i t a l i sm are u n w a r r a n t e d . 

Farrel l 's b i g p o i n t is t h a t m e n t e n d t o m a k e dec i s ions 

a b o u t e m p l o y m e n t — i n c l u d i n g s u c h key fac tors as h o u r s 

p e r w e e k , r i sk , a n d t h e poss ib i l i ty o f m a n d a t o r y r e l o c a 

t i o n — t h a t l ead t o h i g h e r pay, b u t en ta i l offset t ing diffi

cu l t ies . W o m e n , converse ly , t e n d t o m a k e c h o i c e s tha t 

l e ad t o l o w e r c o m p e n s a t i o n , b u t w i t h offset t ing a d v a n 

tages . A c c o r d i n g l y , t h e r e are ways for i n d i v i d u a l w o m e n 

t o inc rease t h e i r e a r n i n g s , b u t t h e y r e q u i r e i n d i v i d u a l 

a c t i o n , n o t g o v e r n m e n t i n t e r v e n t i o n . 

S p e a k i n g o f g o v e r n m e n t i n t e r v e n t i o n , Far re l l easily 

d isposes o f t h e f emin i s t s ' p e t s o l u t i o n t o t h e e a r n i n g s 

gap, n a m e l y " c o m p a r a b l e w o r t h " l eg i s la t ion . H e r e is his 

d i scuss ion : " T h e p r o b l e m w i t h c o m p a r a b l e w o r t h is t h a t 

it c rea tes h i g h e r pay for h i g h e r fu l f i l lment p o s i t i o n s t h a t 

e v e r y o n e w a n t s a n d l o w e r pay for l o w e r ful f i l lment p o s i 

t i ons t h a t are h a r d t o fill un less w e pay m o r e . T h u s , it 

leaves us w i t h f e w p e o p l e t o b u i l d h i g h w a y s , b r i d g e s , o r 

h o m e s ; p i c k u p g a r b a g e , c l ean sewers , m i n e coal ; o r d o 

m o s t a n y j o b t h a t e m p l o y s a l m o s t all m e n . W h y ? Test this 

o u t yourself . I m a g i n e t h a t for a m o n t h y o u have n e i t h e r 

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

a b o u t n e w a n t h r o p o l o g i c a l d i scover ies . W h i c h w o u l d 

y o u pay m o r e m o n e y t o r e m e d y ? " 

T h a t ' s t h e w a y t h e w h o l e b o o k is: sharp , clear, r e l e n t 

lessly log ica l . 

T h e w i l l i ngnes s t o a c c e p t r i sk is o n e o f t h e m a i n r e a 

sons m e n o n average e a r n m o r e . T o ge t p e o p l e t o t ake 

j o b s w h e r e t h e r e is a d a n g e r o f injury, e m p l o y e r s have t o 

offer h i g h e r pay. B i o l o g y s e e m s t o h a v e h a r d - w i r e d m e n 

t o b e m o r e w i l l i n g t o w a n t t o m a k e t h a t t r adeo f f t h a n 

w o m e n . J o b s in m i n i n g , f ishing, forestry, a n d m o r e are 

o v e r w h e l m i n g l y m a l e desp i t e g o v e r n m e n t a l a n t i d i s c r i m 

i n a t i o n ru les . Farre l l ci tes t h e ch i l l ing w o r k o n a n 

Alaskan f loa t ing c a n n e r y t o h e l p m a k e his p o i n t . Very 

f ew p e o p l e wi l l w o r k u n d e r t h o s e c o n d i t i o n s , ha rd ly any 

o f t h e m female . 

M y favor i te pages o c c u r n e a r t h e e n d o f t h e b o o k 

w h e n Farre l l t u r n s t o p o l i c y q u e s t i o n s . H e a rgues against 

t h e a f f i rma t ive -ac t ion c r u s a d e for g r ea t e r equa l i ty in 

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

m e n have h is tor ica l ly b e e n d o m i n a n t . H i s r ea son is 

t h a t it's a n t i c o m p e t i t i v e : "Aff i rmat ive a c t i o n effectively 

adds a t ax t o d o m e s t i c l a b o r t h a t m a k e s it m o r e difficult 

t o c o m p e t e w i t h fo re ign labor . . . . W h e n e v e r t h e 

g o v e r n m e n t r equ i re s c o m p a n i e s t o pay w o r k e r s m o r e 

t h a n t h e m a r k e t w o u l d bear , t o pay for l o n g vaca t ions 

a n d e x t r a o r d i n a r y h e a l t h benef i t s , t h e u n e m p l o y m e n t 

ra te soars a n d t h e c o u n t r y risks t h e pol i t i ca l r ebe l l i on , 

n o w h a p p e n i n g in c o u n t r i e s l ike F r a n c e , G e r m a n y , a n d 

S w e d e n . " 

Q u i t e r i g h t , a n d t h e r e a d e r m a y n o t i c e tha t Farre l l 

has g i v e n a s o u n d a r g u m e n t for a b o l i s h i n g all l a b o r -

m a r k e t i n t e r f e r ence . 

W h i l e Farre l l d o e s a n e x c e l l e n t j o b o f s h o w i n g t h a t 

w o m e n can d o b e t t e r in today 's l a b o r m a r k e t w i t h o u t 

statist i n t e r v e n t i o n s , t h e b o o k w o u l d have b e e n s t r o n g e r 

if h e h a d p a i d s o m e a t t e n t i o n t o t h e ways in w h i c h t h e 

status q u o is b iased against w o r k e r s in gene ra l . Spec i f i 

cally, o u r e c o n o m y is c o n s t r i c t e d at m a n y p o i n t s w i t h 

laws a n d r egu l a t i ons tha t m a k e it difficult for n e w c o m 

ers t o e n t e r t h e m a r k e t a n d c o m p e t e . W o m e n e n t r e p r e 

n e u r s c o u l d f ind m a n y n e w o p p o r t u n i t i e s for prof i table 

bus inesses if w e h a d a t r u l y free m a r k e t t ha t d i d n ' t p r o 

t ec t ex i s t ing businesses (mos t ly o w n e d by m e n ) against 

c o m p e t i t i o n . 

Why Men Earn More is a p o t e n t a n t i d o t e t o t h e v i c -

t i m h o o d o f t h e w o m e n ' s m o v e m e n t . W o m e n (and m e n ) 

w h o r ead it wi l l l e a r n m u c h a b o u t t h e w a y bus iness 

dec i s ions are m a d e a n d wi l l c o m e away w i t h a s t r o n g 

sense tha t t h e s p o n t a n e o u s o r d e r o f t h e free m a r k e t 

w o r k s in t h e bes t in teres ts o f all. (f|) 

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

We Need Multimedia Economics Teaching 
B Y R U S S E L L R O B E R T S 

E ar l ier th is yea r I was i n v i t e d t o g ive a ta lk at a n 

a r t ga l le ry in G e o r g e t o w n , t h e p o s h area o f W a s h -

i n g t o n , D . C . , d o w n t h e s t ree t f r o m t h e W h i t e 

H o u s e , a b u t t i n g t h e P o t o m a c R i v e r . I confess th is d o e s 

n ' t h a p p e n t o m e v e r y o f t en . O k a y , I e x a g g e r a t e — i t 

n e v e r h a p p e n s t o m e . T h i s was m y first i n v i t a t i o n eve r t o 

speak at a n a r t gallery. 

T h e o c c a s i o n was a n e v e n i n g o f 

e n t e r t a i n m e n t s p o n s o r e d b y t h e I n s t i 

t u t e for H u m a n e S tud i e s ( I H S ) . I H S 

was t r y i n g o u t a n e w a p p r o a c h t o 

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

a n d free m a r k e t s . It h a d r e n t e d t h e 

ga l le ry for t h e n i g h t a n d p u t o n display 

w o r k b y M o r g a n A s h c o m , a f ine-a r t s 

m a j o r at G e o r g e M a s o n U n i v e r s i t y 

w h o is i n t e r e s t e d i n l i b e r t y a n d e c o 

n o m i c s . M o r g a n s p o k e br ie f ly a b o u t 

h o w h e h a d b e c o m e i n t e r e s t e d i n e c o 

n o m i c s (he c r e d i t e d a p h e n o m e n a l 

G M U t e a c h e r — T o m R u s t i c i ) a n d 

d e s c r i b e d t h e w o r k t h a t w ras h a n g i n g 

n e a r b y — a set o f p h o t o g r a p h s s u r 

r o u n d e d b y n o t e s f r o m classic w o r k s 

o n l i b e r t y ( q u o t e s f r o m H a y e k , F r i e d 

m a n , Sowe l l , a n d o t h e r s ) , a l o n g w i t h a 

s c u l p t u r e a n d a s h o r t film t h a t b o t h 

c a p t u r e d t h e p o w e r o f l i b e r t y a n d t h e 

t h r e a t o f t o t a l i t a r i an o p p r e s s i o n . 

M o r g a n w a s f o l l o w e d b y B e n 

P a r i z e k , w h o sang folk songs h e h a d 

w r i t t e n a b o u t t h e v i r t u e s o f s p o n t a n e o u s o r d e r a n d t h e 

l ack o f v i r t u e t o b e f o u n d i n t h e life o f C h e G u e v a r a . 

B o t h M o r g a n a n d B e n w e r e v e r y i n s p i r i n g . I c lo sed t h e 

e v e n i n g w i t h a r e a d i n g f r o m t h e b o o k I ' m c u r r e n t l y 

w o r k i n g o n . 

T h e e v e n t was m a r r e d a n d e n h a n c e d at t h e s a m e 

t i m e b y a n u n s c h e d u l e d speaker . Af te r M o r g a n h a d f in -

The real lesson I took 
away from the evening 
is how hard it is get 
people to understand 
economics. We have 
lots to do, and we 
need more people 
who work outside the 
printed page, our 
time-honored medium 
for explaining how 
markets operate 
and the virtues 
of freedom. 

i s h e d d e s c r i b i n g w h a t h e was t r y i n g t o a c h i e v e in his ar t , 

h e asked if a n y o n e h a d a n y q u e s t i o n s . 

A m a n i n t h e b a c k o f t h e r o o m ra ised his h a n d a n d 

was r e c o g n i z e d . R a t h e r t h a n ask a q u e s t i o n , h e p r o c e e d 

e d t o m a k e a s p e e c h . H e o p e n e d b y m a k i n g a f e w b r i e f 

r e m a r k s a b o u t M o r g a n ' s d e d i c a t i o n a n d p e r s i s t e n c e i n 

m a k i n g sure t h e w o r k s w e r e p r e s e n t e d t h e w a y h e 

i n t e n d e d t h e m t o b e s een . It t u r n s o u t 

h e was t h e o w n e r o f t h e gallery. H e 

e x p l a i n e d h o w h e a n d M o r g a n h a d 

s p e n t h o u r s h a n g i n g t h e p h o t o g r a p h s 

t o m a k e t h e m l o o k a p p e a l i n g . 

Having^ , exp re s sed his r e spec t for 

M o r g a n , h e l a u n c h e d i n t o w h a t c an 

o n l y b e d e s c r i b e d as a d i a t r i b e against 

t h e ideas t h a t M o r g a n was t r y i n g t o 

por t ray , pa r t i cu l a r l y c o n c e r n i n g c a p i 

ta l i sm a n d t h e w a y it t reats t h e p o o r . 

H e w a n t e d us t o k n o w t h a t t h e q u o t e s 

s u r r o u n d i n g t h e p h o t o g r a p h s w e r e 

d a n g e r o u s — t h e y m i g h t l ead p e o p l e t o 

t h i n k t h a t cap i t a l i sm was a g o o d t h i n g . 

It wasn ' t , h e e x p l a i n e d . A m e r i c a n s , 

especia l ly t h e p o o r , w e r e o p p r e s s e d b y 

c o r p o r a t i o n s a n d cap i ta l i sm. Bes ides , 

h e a d d e d , A m e r i c a w a s n ' t a capital is t 

c o u n t r y anyway. H e also w a n t e d t h e 

a s s e m b l e d p e o p l e t o k n o w t h a t c a p i 

ta l i sm r e q u i r e d u n e m p l o y m e n t o f at 

least 6 p e r c e n t (I t h i n k t h a t was t h e 

n u m b e r h e chose ) at least u n t i l Bil l 

C l i n t o n s h o w e d h o w it c o u l d ac tua l ly b e less t h a n 4 

p e r c e n t . 

It was a fasc ina t ing a n d a w k w a r d m o m e n t . M o s t if 

n o t all t h e p e o p l e i n t h e a u d i e n c e w e r e pas s iona t e 
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be l i eve r s i n free m a r k e t s . H o w w o u l d t h e y r e s p o n d ? 

W o u l d t h e y s h o u t t h e m a n d o w n ? A n g r i l y d e n o u n c e his 

c o m m e n t s w i t h t h e i r o w n d ia t r ibes? Po l i t e ly d i sagree 

a n d m a r s h a l t h e case against t h e v i e w s h e h a d o u t l i n e d ? 

W e d i d n o t h i n g . W e said n o t h i n g . I qu i e t l y i g n o r e d 

t h e c o u n t e r a r g u m e n t s a n d facts t ha t l e a p e d i n t o m y 

m i n d . O t h e r s m u s t have d o n e t h e s a m e t h i n g . T h e o r g a n 

ize r o f t h e e v e n t t h a n k e d t h e o w n e r for his c o m m e n t s 

a n d w e n t o n t o t h e n e x t ra ised h a n d . It was as if t h e i n t e r 

r u p t i o n h a d n ' t h a p p e n e d at all. I suspec t t ha t t h e dec i s ion 

b y e a c h o f us ind iv idua l ly t o refrain f r o m r e s p o n d i n g was 

a c o m b i n a t i o n o f po l i t eness a n d p r a g m a t i s m . T h e r e was 

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

m e n t s s p o k e l o u d l y t h r o u g h t h e w o r d s a n d p ic tu res tha t 

M o r g a n h a d so artfully c o m b i n e d . 

F o r m e t h e e p i s o d e was also a r e m i n d e r o f h o w far 

w e have t o g o in c lear ly e x p l a i n i n g e c o n o m i c s a n d 

c l a i m i n g t h e m o r a l h i g h g r o u n d for l iber ty. H e r e was a 

g u y w h o h a d s p e n t a l o t o f t i m e w i t h this t a l e n t e d a n d 

t h o u g h t f u l s t u d e n t . A n d ye t h e v i e w e d his a r t w o r k as 

d a n g e r o u s . H e r e w e r e t h e s e p h o t o g r a p h s s u r r o u n d e d b y 

t h e w o r d s o f H a y e k , F r i e d m a n , a n d Sowel l , a n d t h e y h a d 

n o i m p a c t o n o p e n i n g his m i n d t o a n a l t e rna t ive w o r l d -

v iew. 

I n a w a y it was t h e u l t i m a t e c o m p l i m e n t t o t h e art ist . 

T h e o w n e r o f t h e ga l le ry v i e w e d t h e ar t as b e i n g suffi

c i en t l y p r o v o c a t i v e t h a t it h a d t o b e d e n o u n c e d . I was 

also r e m i n d e d o f t h e g r a d u a t e s t u d e n t s i n social w o r k I 

h a d o n c e t a u g h t w h o also b e l i e v e d t h a t cap i ta l i sm n e e d 

e d a r e se rve a r m y o f u n e m p l o y e d t o f u n c t i o n — a s t r ange 

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

a n d m e a s u r e d in g o v e r n m e n t statistics. T h e i r s was a 

M a r x i s t i n t e r p r e t a t i o n t h a t p r e s u m e d t h a t e v e r y o n e w h o 

was m e a s u r e d as u n e m p l o y e d was de spe ra t e ly o u t o f 

w o r k for a l o n g p e r i o d o f t i m e . I n fact, z e ro u n e m p l o y 

m e n t is essential ly imposs ib l e t h e w a y g o v e r n m e n t 

def ines i t — a n y o n e w h o is l o o k i n g for a j o b a n d d o e s n ' t 

f ind o n e i m m e d i a t e l y is de f ined as u n e m p l o y e d . 

In teres t ingly , w e all sha red o n e p o i n t o f c o m p l e t e 

a g r e e m e n t — t h a t A m e r i c a was n o t a t r u e capitalist s o c i 

ety. T h e d i s a g r e e m e n t was over w h e r e t o g o f rom h e r e 

— t o w a r d m o r e f r e e d o m o r away f rom it. 

Lots to Do 

Bu t t h e real lesson I t o o k away f r o m t h e e v e n i n g is 

h o w h a r d it is ge t p e o p l e t o u n d e r s t a n d e c o n o m i c s . 

W e have lots t o d o , a n d w e n e e d m o r e M o r g a n A s h c o m s 

a n d B e n Pa r i zeks , p e o p l e w h o w o r k o u t s i d e t h e p r i n t e d 

p a g e , o u r t i m e - h o n o r e d m e d i u m for e x p l a i n i n g h o w 

m a r k e t s o p e r a t e a n d t h e v i r t ue s o f f r e e d o m . B o o k s a n d 

art icles a n d w o r d s are w o n d e r f u l , a n d w e n e e d m o r e o f 

t h e m . B u t t h e y d o n o t speak t o e v e r y o n e . To r e a c h a 

w i d e r a u d i e n c e , w e n e e d m o r e ar t exh ib i t s , m o r e folk 

songs , m o r e r o c k songs , m o r e ope ras , a n d a lo t m o r e 

m o v i e s . M a y b e if t ha t ga l le ry o w n e r k n e w a few m o r e 

M o r g a n A s h c o m s a n d l i s t ened t o a f ew m o r e B e n 

Pa r i zeks , h e m i g h t b e able t o i m a g i n e tha t at least t h o s e 

o f us w h o l o n g for an A m e r i c a w i t h m o r e e c o n o m i c 

f r e e d o m are n o t m o n s t e r s t o b e d e n o u n c e d . 

T h i s is m y last c o l u m n as a regu la r c o l u m n i s t for The 

Freeman. I 've b e e n d o i n g this for seven years , a n d it's t i m e 

for m e t o m o v e o n t o o t h e r t h ings a n d to g ive s o m e o n e 

else a c h a n c e t o p u t this space t o g o o d use. I 've en joyed 

t a l k i n g w i t h y o u , t h e readers o f The Freeman, a n d h o p e 

y o u ' l l stay in t o u c h . A n d I ' m gra teful t o b o t h B e t h Hoff

m a n a n d S h e l d o n R i c h m a n for w o n d e r f u l e d i t i n g over 

t h e years , a n d t o D o n B o u d r e a u x , w h o g o t m e invo lved 

in t h e first p lace . (f| 
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