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There Is No Central Plan 
for Winning Liberty 

P eople who become enthusiastic sup
porters o f the freedom phi losophy 
often ask how the case for individual 
liberty, free markets, and constitution

ally limited government can be successfully 
spread across the land. H o w can it triumph 
over the prevailing system of governmental 
paternalism? 

In frustration and despair they point out 
that the interventionist-welfare state has its 
advocates and indoctrinators everywhere in 
society. Whether they are in the government-
run schools, or on the television news shows 
and in the pages of newspapers and mass-
circulation magazines, or in the pulpits of 
too many of our churches, or in armies of 
special-interest groups feeding at the trough 
of government spending—no matter where 
we turn the supporters o f intrusive, regulat
ing, redistributive government dominate the 
arena of ideas and the battlefield o f politics. 

T o defeat these forces of political coercion 
and control , it is sometimes said, we have to 
devise a strategy and plan of action to which 
all friends o f freedom must apply them
selves. In other words, it is implied that the 
proponents of limited government and the 
free-market society must design a central 
plan for winning liberty in which everyone 
must find his place, like a cog in the machin
ery advancing the cause o f freedom. 

In fact, there is not, nor can there be, such 
a central plan for winning liberty. W e need 

Richard Ebeling (rebeling@fee.org) is president of 
FEE. His latest book is Austrian Economics and the 
Political Economy of Freedom (Elgar). 

to remember why socialist central planning 
was unworkable and inevitably bound to 
fail. During the heyday of collectivism in 
the first half of the twentieth century, free-
market economists like Ludwig von Mises 
and F . A. Hayek swam against the intellec
tual and ideology currents of the time and 
showed that socialism lacked the ability to 
solve the most fundamental of economic 
problems. They explained that no matter 
how well-intentioned, knowledgeable, and 
wise we might assume the central planners 
to be, they could never have sufficient infor
mation and insight to know all they'd need 
to know to plan all the economic activities of 
all the people in any contemporary society. 

Hayek, in particular, emphasized that in 
any society in which there is a division o f 
labor there is, by necessity, a matching divi
sion of knowledge. Through such a system 
of specialization, we respectively become 
informed, knowledgeable, and expert about, 
at most, a handful o f things, while remaining 
ignorant about all the other aspects of life on 
which our social, intellectual, and material 
well-being depends. The superiority o f the 
free market is that it leaves each individual 
at liberty to apply his knowledge, abilities, 
and creativity as he sees fit, yet at the same 
time succeeds in coordinating all that every
one does through the incentives of profit and 
loss and the communicat ion network of the 
competitively generated price system. 

How, then, can we ever expect to win lib
erty through central planning? W e would be 
handicapping all our efforts by subordinat-
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ing them to the knowledge, wisdom, and 
insight o f those who would construct the 
blueprint to which the rest of us would be 
required to more or less conform. The goal 
of establishing the free society can never be 
achieved through the application of such col-
lectivist methods. 

The methodology of winning freedom was 
a topic to which Leonard Read , the founder 
o f F E E , devoted a lot o f his attention over 
the decades. He reminded us that the one 
over whom we each have the most influence 
is oneself. T o succeed in this battle o f ideas 
we must begin with a process o f self-educa
tion. Each of us, to the best o f our abilities, 
must learn and master the meaning o f free
dom in its various social, economic, and 
political aspects. This also requires us to 
clearly comprehend the meaning o f collec
tivism, regardless o f whether it is called 
socialism, communism, fascism, interven-
tionism, welfare-statism, the "middle way," 
or "l iberalism." 

Know What You're Talking About 
The more and better educated we are in 

the philosophies o f freedom and collec
tivism, the more and better we can articulate 
the case for individual liberty and identify 
any proposal or policy that promulgates 
pol i t ical paternal ism. Fur the rmore , the 
greater our knowledge and power of articu
lation in these matters, the more we will 
seem the type of person that others may be 
interested in listening to and learning from. 
N o one turns to someone who seems not to 
know what he is talking about, or who can
not persuasively explain the issues involved 
in any discussion. 

Since none of us can become masters o f 
everything, each of us must find that niche 
where our interest, inclination, and ability 
give us the greatest comparative advantage. 
And where, precisely, is that niche? Each 
person must answer that for himself, some

times discovering it only through trial and 
error. 

W e also need to appreciate that the same 
argument for freedom will not work equally 
on every person we talk to . There is no sin
gle button to push to get others to see the 
cogency o f the freedom philosophy. Some 
will find persuasive an argument about the 
"fundamental rights o f man." Others may 
be more like the man from Missouri , who 
says "show me ." For such a person, a more 
"util i tarian" argument about the market 's 
ability to "deliver the goods" or handle var
ious "social problems" better than any form 
of state intervention will carry greater per
suasive force. Still others might be more eas
ily reasoned with by historical examples of 
how free markets and free men have success
fully operated in the past, compared to gov
ernment control and regulation in more con
temporary times. 

In responding to people in discussion or 
debate, each of us must find that arena o f 
ideas in which we feel most comfortable and 
knowledgeable. Likewise, each of us must 
find those people in our circle o f friends, 
family members, co-workers , and associates 
who seem most likely to be open and recep
tive to what we have to say. Surely, no one 
can know this other than each of us as indi
viduals in our respective corners o f society. 

Leonard Read also reminded us that no 
one likes it if it seems that something is being 
pushed down his throat. Our enthusiasm for 
making the case for freedom should be 
tempered with patience and appreciation 
that for many the full implications o f free
dom and responsibility take time to absorb 
and accept. 

At the end of the day, if freedom is 
achieved it will be done by winning over 
enough people one person at a time through 
reason, persuasion, and example. It is not an 
easy task, but it is the only way that is con
sistent with the principles of freedom we 
hold so dear. • 
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PERSPECTIVE 

Taking Liberties . . . 
and Properties 

It 's happened again. A local government is 
condemning a group of homes so the land 
can be turned over to the developer of a 
shopping center. Why? The shopping center 
will rake in more tax revenue than the homes 
do. 

The use of eminent domain to raise money 
for government is catching on. We've seen it 
from Connecticut to California. The earliest 
case I 'm aware o f is from the early 1 9 8 0 s , 
when the city o f Detroit used its power to 
take an entire ethnic neighborhood, Pole-
town, so it could be sold at a bargain rate to 
General Moto r s for a Cadillac plant. The 
courts, the so-called bulwark of our liberties, 
permit this to take place. (Citizens Fighting 
Eminent Domain Abuse has an informative 
website at www.castlecoalition.org/.) 

N o w it's going on in Alabaster, Alabama, 
near Birmingham, where seven middle-class 
homeowners are being told to sell their prop
erties to the developer or face condemnation 
under which they will be paid less than they 
are currently being offered. Some of the 
homeowners think they have been offered too 
little. Others don't want to sell at any price. 

In the eyes of the city's leaders, property 
rights cannot be allowed to stand in the way 
of the city politicians' idea o f progress. In 
other words , the homeowners have no 
rights. 

The government doesn't put it that way, 
but it amounts to the same thing. The city 
councilmen talk about sacrifice. One said 
that in our society "there is give and take ." 
Yes , the owners give and non-owners take. 
T h a t used to be called theft. 

Another councilman said, "Sometimes the 
good o f the many has to outweigh the greed 
[!] o f the few." As radio talk-show host Neal 
Boortz pointed out, Hitler couldn't have put 
it better. 

The power of eminent domain is generally 
conceded to government, but that is not the 
same thing as saying it's legitimate. W h y 
should the state be able to take property 
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against the owner 's will? It 's a vestige of the 
notion that the king owns his realm and the 
rest o f us reside here at his pleasure. These 
days it has a democratic mantle. It 's still 
theft. 

Unfortunately, America 's founders did not 
question this traditional prerogative o f sov
ereignty. But at least they tried to limit it, if 
weakly, by confining it to the need for 
"public use" and requiring "just compensa
t ion." (See the Fifth Amendment 's " takings" 
clause.) 

So far governments still abide by the com
pensation provision. But in fact there can be 
no just compensation in a forced sale. The 
just price is the one a buyer and seller freely 
agree on. W h a t makes a transaction legiti
mate is not compensation but consent. 

The "public use" constraint has now been 
thrown to the wind. The framers were 
thinking o f roads, post offices, and other 
government facilities, the kinds o f things 
that, in theory, all people use or that are 
used on their behalf. N o w the term "public 
use" has been stretched beyond recogni
tion. If homes are taken for a Wa l -Mar t -
anchored shopping center, it is said (with a 
straight face) that this is a public use, since 
the new function will provide jobs and bring 
in t ax revenues that can be used to benefit 
the public. 

In America today the authorities don't 
need to torture people. They accomplish the 
same effect by torturing the language. 

Imagine an economics class that focuses 
on human action. Arthur Foulkes did. Y o u 
may say he's a dreamer, but he's not the only 
one. 

Social Security is a paternalistic imposi
tion on Americans. But J o h n Attarian finds 
that many alternatives being offered are 
more paternalistic. 

Injuries on escalators have prompted calls 
for national safety standards. Rober t Car-
reira shows how off base the regulatory 
mindset can be. 

The horror that was the Soviet Union can 
be illustrated by the life of a single man. 
Daniel Hager tells the story o f an obscure 
scientist with a famous name. 

The "war on terrorism" has brought the 
federal government a host o f ominous new 
powers. T o those who are concerned about 
this, officials have appealed for trust. Does 
the federal law-enforcement record warrant 
trust? James Bovard takes a look. 

It is hard to deny the connection between 
private property and prosperity. But what 
precisely is the connection? T ibo r M a c h a n 
has some observations. 

While the Supreme Court ponders the 
cons t i tu t ional i ty o f the new campaign-
finance law, George Leef notes that it not 
only violates freedom o f speech, but also 
misconstrues the problem. It 's not that the 
wealthy can buy political favors, but that the 
state can sell them. 

A new publication illustrates how free 
trade has made people richer everywhere. 
Wil l iam Peterson celebrates this latest evi
dence on behalf o f liberty. 

Our classic reprint this month is Edmund 
Opitz 's discussion o f business ethics. 

In the columns department, Richard Ebel
ing says liberty can ' t be centrally planned. 
Donald Boudreaux wonders how to spot a 
billionaire. Stephen Davies examines the 
detrimental influence o f Friedrich List. Rus
sell Rober ts says economists are misunder
stood. And Gene Callahan and Rober t Mur 
phy, reading the claim that nationalized 
health care will be efficient, respond, "It Just 
Ain' t S o ! " 

Our book reviewers evaluate volumes on 
communist spying, economics for ordinary 
folks, labor, and luxury. 

— S H E L D O N RICHMAN 
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Nationalized Health Care 
Will Cut Costs? 

It Just Ain't So! 

A group called Physicians for a National 
Health Program (PNHP) is promoting a 
government insurance plan to cover all 

Americans. In an August 1 3 , 2 0 0 3 , Los 
Angeles Times report, the group claimed 
that their "single payer" plan would elimi
nate $ 2 0 0 billion a year in "administrative, 
market ing and other private-industry 
expenses." This would save enough " to pro
vide health care to the 4 1 million Americans 
who now lack coverage." 

W h y then, we wonder, wouldn't similar 
plans be in order for other consumer goods? 
W h y shouldn't Americans have a national
ized, single-payer plan for, say, food? If we 
could save $ 2 0 0 billion a year in health 
care, couldn' t we save billions in "private-
industry expenses" for victuals? After all, if 
we visit the PNHP's website (www.pnhp. 
org/facts/key_features_of_singlepayer.php), 
we learn that "[pjrofit seeking inevitably dis
torts care and diverts resources from patients 
to investors." This argument should be just 
as applicable to other industries, for exam
ple: "profit seeking inevitably distorts feed
ing and diverts resources from diners to 
investors." The logical conclusion o f the idea 
is to nationalize the entire economy, saving 
trillions! W e all know how well such ideas 
worked out in the Soviet Union, Mongol ia , 
Albania, and North Korea . 

As with most fallacious arguments in eco
nomics, the physicians' concern with one 
par t icular magni tude—tota l heal th-care 
expenditures—ignores the true criterion o f 
success: the heal th o f Amer icans . I f 
researchers discovered a very expensive drug 
that would guarantee an active, 150-year 

life, it is possible that total health-care 
expenditures would increase. But such an 
outcome would hardly be a sign o f disaster. 

The reasonable person might still con
clude that lowering health-care "cos t s" is an 
important goal. But we must be careful: one 
can reduce the satisfaction derived from 
health care faster than the costs . Fo r 
ins tance, the government might reduce 
expenses by severely restricting consumer 
choice. By cracking down on "frivolous" 
product variety, it might indeed be cheaper 
to provide the basics. But such reasoning 
fails to appreciate the function of advertising 
and other measures taken to differentiate 
products. Whether it's health care or com
puters, the professionals in an industry need 
the freedom to experiment with new prod
ucts and techniques, to see which best satisfy 
consumers. O f course, this freedom goes 
hand in hand with certain expenditures on 
"redundant" systems and "counterproduc
t ive" advertising, but the only way to 
encourage innovation is to allow the pio
neers to benefit from their discoveries. 

In any case, we are confident that we 
would never see the cost savings these doc
tors predict. D o they think the Pentagon's 
single-payer system has kept down the costs 
of military hardware? The Times notes, 
"The system envisioned . . . would be built 
on the foundation of the current Medicare 
program." But the costs of Medicare at the 
turn of the millennium were running about 
7 0 0 percent above original estimates. 

Plans that lower prices o f a good will log
ically prompt consumers to demand more of 
it. Those of us who have been caught 
between insurance plans know that certain 
"indispensable" visits to the doctor or den
tist can often wait until our coverage is 
restored and somebody else has to pay for 
them. But the PNHP attempts to deny basic 
economics: "Co-payments and deductibles 
are . . . unnecessary for cost containment ," 
its website states. 

PNHP also denies its plan would restrict 
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the freedom of consumers: "Compare [our 
plan] to today's system, where doctors rou
tinely have to ask an insurance company 
permission to perform procedures, prescribe 
certain medications, or run . . . tests." 

This , o f course, is nonsense: a doctor does 
not have to ask an insurance company for 
"permission" to deliver any treatment he 
recommends. He may have to ask an insur
ance company if it will pay for it. The insur
ance company could decline, but that in no 
way prevents the doctor from delivering the 
treatment. 

D o the P N H P doctors really think that all 
potential treatments will be allowed under 
their socialized plan? Tha t ' s impossible: 
scarcity cannot be repealed by legislative 
whim; even in health care, tradeoffs are 
inevitable. Whether they realize it or not, 
under the physicians' plan doctors will have 
to ask a government official for permission 
to perform procedures, prescribe medica
tions, or run tests. And under the PNHP 
plan, it will be a criminal offense to pay for 
the treatment oneself if coverage is denied. 
H o w is that supposed to help patients? 

Canadian Waiting Lists 
The Times cites an associate professor of 

medicine at Harvard University, Dr . David 
Himmelstein, who "conceded that Canada 's 
single-payer system has waiting lists for 
some medical services." He makes it seem as 
if these are minor matters, only for inconse
quential services. But waiting times have 
been increasing—growing from an average 
o f nine to an average o f 1 6 weeks during the 
1 9 9 0 s a lone 1 —and people have died while 
awaiting vital procedures. 2 

Himmelstein goes on to assert, "A single-
payer system also would address the mounting 
billing and paperwork frustrations experi
enced by physicians." W e wonder if he can 
name any other activity where increased gov
ernment involvement has reduced paperwork? 

It is true that under current arrangements, 
the health-care situation o f those who are 
not insured at work but who do not qualify 
for Medicare or Medicaid is quite difficult. 

Those with less wealth have more difficulty 
acquiring any good or service than those 
with more. But their particularly dire cir
cumstances with regard to health care are 
almost entirely due to previous government 
interventions. The government-backed A M A 
severely restricts the supply o f physicians 
and thus drives up the cost of doctors ' ser
vices. The special t ax status granted to 
employers ' expenses for insurance further 
increases prices, as do Medicare and Medic
aid subsidies. 

Our preferred solution is a true free mar
ket in health care, one where anyone is per
mitted to provide any service he wishes, with 
consumers free to evaluate providers. But, 
indoctrinated with the notion that it is only 
government licensing that protects us from 
quacks, many Americans consider it absurd 
to argue that everyone should be legally 
allowed to practice medicine. 

However , consumers are fairly adept at 
assessing suppliers o f other products. A 
butcher who regularly makes his customers 
ill with food poisoning will soon go bank
rupt. Similarly, in a free market an incompe
tent doctor will soon lose his patients. 
Undoubtedly, private certification and rating 
organizations would abound. 

Curiously, interventionists believe con
sumers are (a) too ignorant to identify bad 
doctors on a free market, but (b) capable o f 
voting for good politicians to improve health 
care. As PNHP declares, " T h e public has an 
absolute right to democratically set overall 
health policies and priorities." (Emphasis 
added.) Wouldn ' t it be easier to pick a good 
doctor? 

— G E N E CALLAHAN 
gcal lah@erols .com 

Author, Economics for Real People 
—Rober t Murphy 

rober t_p_murphy@yahoo.com 
Department o f Economics , Hillsdale College 

1. Sally C. Pipes, "Lessons from the North: Bus Travelers 
Bring the Reality of Rationed Health Care and Price-Controlled 
Drugs over the Border," Pacific Research Institute Briefing, 
October 2 0 0 2 , pp. 2 - 3 . 

2. Pacific Research Institute, "False Promise of Single-Payer 
Health-Care: A Close Look Inside the 'California Health Secu
rity Act , ' " /www.pacificresearch.org/pub/sab/health/single_ 
prayer/sphealth.html. 
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Econ 101: An Austrian 
Economist's Dream 
by Arthur E. Foulkes 

On the first day in an economics class 
the instructor tells us that "resources 
are scarce ," but human "wants are 
unlimited"—hence the eternal "eco

nomic p rob lem." H o w do we k n o w 
resources are scarce? W e can observe this 
fact with our senses; we can see that nothing 
is available in unlimited quantities every
where and at all times. And how do we 
know human wants are unlimited? Again, 
we can observe this fact; as an economics 
professor o f mine once explained, even a bil
lionaire would probably not refuse another 
million dollars. Thus human wants must be 
unlimited. 

Nex t our instructors inform us that it is 
the goal o f economics to help society deter
mine h o w best to a l locate its scarce 
resources to meet the most human wants in 
the most efficient way. Soon they escort us to 
the concepts of goods and services, supply 
and demand, production, utility, and so on. 
W e are introduced to models of human 
behavior—based on the idea of "maximizing 
uti l i ty"—and soon we are drawing "produc
tion possibility frontiers" and demand and 
supply curves, and writing sophisticated 
mathematical equations. 

But what if economics courses started dif
ferently? W h a t if on the first day o f the 
course we were told that economics is about 
human action and "the regularity o f phe-

Arthur Foulkes (Arthurfoulkes@cs.com) is a free
lance writer in Indiana. 

nomena with regard to the interconnected-
ness o f means and ends ." 1 In other words, 
economics is about the laws o f human 
behavior, which is associated with pursuing 
goals. 

Y o u might say, "I ' l l take the first defini
t ion!" Indeed, economics as the study o f 
allocating tangible goods and services to tan
gible people with quantifiable "utility" func
tions seems, at first, much more . . . well . . . 
tangible. Pretty soon we can forget we are 
talking about actual human beings with 
unfathomable minds and values. W e can 
begin to quantify everything and presto, our 
"economics" has become a kind of applied 
mathemat ics . 2 Certainly the math we use 
can become very advanced and difficult, but 
at least we are dealing with quantifiable 
concepts and actual numbers. 

But what does this approach tell us about 
economics itself? It fosters the notion that 
economists are training to become either 
social engineers whose jobs involve finding 
the "opt imum" level of consumption, for 
instance, or fortunetellers calculating next 
year's demand for apples or the future price 
of coffee. 

Economics in the second sense, on the 
other hand, leads to the view of the econo
mist as someone working to understand 
unalterable laws of human economic behav
ior, the knowledge o f which helps us achieve 
our goals. This approach does not start with 
empirical observations about reality but 
rather with the incontestable proposition 
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that human beings act purposefully. From 
there we deduce other incontestable truths 
about real human behavior. 

This deductive approach is the defining 
characteristic of the Austrian school o f eco
nomics. It is what separates it from the 
mainstream neoclassical school, the Keynes-
ian school, monetarism, Marx i sm, and the 
others . 3 

The empirical approach associated with 
mainstream and other economic schools 
reflects the reigning positivist tradition in vir
tually every contemporary science. According 
to this philosophy, nothing is knowable if not 
observable and quantifiable. Lord Kelvin 
spoke for the entire tradit ion when he 
explained, "When you can measure what you 
are speaking about, and express it in num
bers, you know something about it; but when 
you cannot measure it, when you cannot 
express it in numbers, your knowledge is o f a 
meagre and unsatisfactory k ind . " 4 

But , o f course , this very proposi t ion, 
which claims to make a definite s tatement 
abou t reali ty and our abil i ty to understand 
it, canno t itself be expressed in numbers . 
Therefore by Kelvin 's own standards his 
content ion represents "meagre and unsatis
fac to ry" knowledge at best. And this is 
the p rob lem with the entire empir ic is t 
m e t h o d . 5 

Action Axiom 
T h e Austr ian approach , by cont ras t , 

begins with the simple proposit ion that 
human beings behave purposefully. Ye t Aus-
trians do not attempt to "prove" this propo

sition by observation, experimental testing, 
intuition, or even "common sense"; rather, 
the proposi t ion is established as incon-
testably true because it is self-contradictory 
to deny it. Any attempt to disprove it would 
itself be a purposeful ac t ion . 6 

H o w much better economics education 
would be if, on the first day of Economics 
1 0 1 , students were introduced to this axiom 
of purposeful action. Then, over the next 
several days and weeks they could be shown 
how it implies the economic categories o f 
choice, ends, means, costs, profits, and loss, 
and further how economic laws are also 
derived from this starting point, including 
the law o f marginal utility or the law o f 
demand. This would not necessarily make 
studying economics less difficult than the 
present highly ma themat i ca l approach 
(because the conceptualization and logical 
rigor is highly demanding). But it would cer
tainly bring it back in touch with real human 
behavior and dispel the popular notion that 
wise economists can reshape the world 
according to their sophisticated mathemati
cal designs. • 

1. Ludwig von Mises, Human Action, 4th rev. ed. (San Fran
cisco: Fox & Wilkes, 1996 [1949]) , p. 885 . 

2. This term, "applied mathematics" is often used to 
describe the methods of mainstream economics. The earliest 
such use I could find is from Lawrence White, "The Methodol
ogy of the Austrian School Economists," rev. ed., Ludwig von 
Mises Institute, 2 0 0 3 ; www.mises.org/mofase/methfinb.pdf. 

3. Flans-Herman Hoppe, Economic Science and the Aus
trian Method (Ludwig von Mises Institute, Auburn Ala., 1995) 
pp. 7 - 9 . 

4 . Lord William Thomson Kelvin, "Electrical Units of Mea
surement" in Popular Lectures and Addresses, vol. 1 (New 
York, Macmillan, 1889) , pp. 7 3 - 7 4 . 

5. Mises, Ultimate Foundations of Economic Science (Foun
dation for Economic Education, Irvington-on-Hudson, N.Y. , 
2 0 0 2 [1962]) , p. 5; Hoppe, pp. 3 3 - 3 4 ; 5 1 - 5 3 . 

6. Hoppe, p. 6 1 . 
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Is Social Security 
Reform Paternalistic? 
by John Attarian 

One great, and valid, complaint about 
Social Security is that it is paternalis
tic: it does things for the individual 
that he should do for himself. In so 

doing, it commits the twin transgressions o f 
forcing some people to support others and 
making the beneficiaries the servile depen
dents o f the state. 

Accordingly, Social Security privatization 
has gained attention among critics. Suppos
edly, privatization will give young people 
more freedom to make their own decisions 
about what to do with their own money, 
instead of merely forcing them to support 
retired strangers, as they now do under 
Social Security. 

Unfortunately, the devil, as always, is in 
the details. It turns out on close scrutiny that 
many reform proposals are in fact more 
paternalistic and smothering than Social 
Security itself. 

M a k e no mistake, Social Security is pater
nalistic in the two senses noted above. First, 
in providing old-age, survivors, and disabil
ity benefits, it usurps the individual's respon
sibility to make prudent provision for his old 
age or disability and for the well-being o f 
dependent family members who would suf
fer financially if he died. In so doing, it 
encourages individuals to take less thought 

John Attarian is a free-lance writer and scholar in 
Ann Arbor, Michigan, with a Ph.D. in economics. 
This essay is adapted from his book Social Security: 
False Consciousness and Crisis (Transaction Pub
lishers, 2002). Copyright John Attarian. 

for the future and to make less provision for 
it. In short, Social Security encourages them 
to behave less like prudent, future-conscious, 
responsible adults and more like feckless, 
irresponsible, improvident children. 

Second, and perhaps more important, its 
taxes have become so high that they fre
quently make it difficult or impossible for 
working Americans of modest incomes to 
save and invest for their old age. Both Social 
Security's tax rate and the maximum labor 
income subject to tax have risen steadily and 
enormously since Social Security's t ax went 
into effect in 1 9 3 7 . From 1 9 3 7 to 1 9 4 9 an 
employee's Social Security tax rate was 1 
percent, and the maximum taxable income 
was $ 3 , 0 0 0 , making an employee's maxi
mum tax $ 3 0 . Today, Social Security's Fed
eral Insurance Contribution Act (FICA) tax 
rate is 6.2 percent each for an employee and 
his employer, and the self-employed face a 
t ax rate of 1 2 . 4 percent. An employee mak
ing $ 2 0 , 0 0 0 in 1 9 7 0 paid $ 3 2 7 . 6 0 in FICA 
taxes; a self-employed worker making that 
amount paid $ 4 9 1 . 4 0 . Today, an employee 
earning that amount pays $ 1 , 2 4 0 ; his self-
employed counterpart pays about $ 2 , 4 8 0 . 1 

Obviously, it is becoming increasingly diffi
cult for workers carrying such tax burdens 
to save for their old age. This means that 
Social Security's t ax is forcing taxpayers into 
dependence on Social Security for their 
retirement income. 

However, Social Security leaves the tax
payer free to do as he likes with any money 
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he has left after he has paid his Social Secu
rity tax . He can spend it on current con
sumption, save it for old age, or save for it 
some other purpose—and how he saves for 
old age is up to him. Once he's coughed up 
his tax , he's out from under Social Security's 
control . 

This is not true, alas, o f many reform 
plans. On the contrary, under these plans the 
payment o f the t ax is only the beginning, not 
the end, o f paternalistic control over the 
individual. Let us examine the relevant fea
tures o f a few representative proposals. 

Some plans would add a small individual 
retirement account to the existing program. 
For example, two members of the 1 9 9 4 - 1 9 9 6 
Social Security Advisory Council proposed 
raising the Social Security tax by 1.6 per
centage points and investing this money in 
publicly held individual accounts ( IAs) . 
When the worker retires, but no earlier than 
age 6 2 (the earliest age at which one can col
lect Social Security retirement benefits), the 
account 's accumulated funds would be con
verted into an annuity, which would have a 
guarantee that some share o f the purchase 
price would be paid . 2 

Two-Tier Systems 
M a n y privatization plans propose divid

ing the existing Social Security t ax into two 
"t iers ." One tier would pay benefits for cur
rent retirees; the other would be diverted 
into manda to ry individual re t i rement 
accounts, which would be invested in stocks 
and other financial instruments. 

A subgroup of the 1 9 9 4 - 1 9 9 6 Social Secu
rity Advisory Council advanced one such 
plan. Workers over 5 5 in 1 9 9 8 would stay in 
the current Social Security program, which 
the two-tier system would gradually replace. 
All workers under 5 5 in 1 9 9 8 would have 
their t ax split into Tier I (7 .4 percent o f tax
able payroll) to pay a flat Social Security 
benefit and Tier II (5 percent o f taxable pay
roll) to be deposited into privately held Per
sonal Security Accounts (PSAs) . 3 

Stanford Universi ty economis t J o h n 
Shoven propounded a similar plan, which 
would entail putting 5 percent of taxable 

payroll into individual accounts, through 
mandatory individual contributions o f 2 .5 
percent of payroll, matched dollar for dollar 
with Social Security taxes. When the worker 
retired, half the money in the account would 
be converted to an annuity. 4 

Chile introduced a more radical reform in 
1 9 8 1 to replace its social security system. A 
worker could choose to participate in a new 
program in which the employer deposits 10 
percent o f the worker 's wages each month 
into an individually owned Pension Savings 
Account , to which the worker may con
tribute an additional 10 percent o f his 
wages. He can choose from among a dozen 
government-approved investment companies 
to manage the account . On retirement the 
worker can use the money in his account to 
buy an annuity, or leave it in the account 
and make regular withdrawals . 5 

Social Security analysts Peter Ferrara and 
Michael Tanner o f the Cato Institute have 
expounded a similar plan. Workers could 
choose to leave Social Security and enter a 
new system under which the worker and 
employer would each put 5 percentage 
points o f the Social Security t ax into an indi
vidual investment account . The worker 
"would be required to choose from among 
approved private investment companies" to 
manage his account . On retirement the 
worker , as in Chile, could make regular 
withdrawals, buy an annuity, or bo th . 6 

Far from being advances, these reform 
plans are replete with paternalism. One can
not help but think of a mother fussing over 
a little boy. 

T o begin with, every one o f them entails 
forced saving through taxes—either a por
tion of the existing Social Security t ax or 
some new additional t ax . M o m m y forces 
you to put money into a piggy bank, pre
sumably on the assumption that you're too 
stupid or irresponsible to decide to do it on 
your own, that left to yourself you'd buy 
candy bars and comic books. W h a t if you 
don't want to be forced to save? Shut up and 
drop your nickel in the slot, Billy. M o m m y 
knows best. 

Next , some plans restrict how the money 
in the accounts can be invested. Under the IA 
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plan, "Individuals would have constrained 
investment choices" for the money, ranging 
from a portfolio o f bond-indexed funds to 
equity-indexed funds. 7 (Want to buy numis
matic coins instead? T o o bad. One can 
almost hear M o m m y now: " N o , no, Billy, 
you don't want those silly old coins; you 
want some nice, sensible stocks and bonds.") 
The Ferrara-Tanner plan requires that some 
of the money in the account "would have to 
be used" to buy private insurance paying 
survivors and disability benefits at least as 
generous as Social Securi ty 's . 8 So once your 
nickel is in your piggy bank, M o m m y makes 
rules on how it's spent—for your own good, 
of course. 

Finally, many plans constrain the disposi
tion o f the money on retirement. Under all 
the IA plans, individuals can start collecting 
their money only at retirement, not before. 
T o its credit, the PSA plan does not require 
annuitization, thus giving the individual 
somewhat more freedom of choice than the 
IA proposal does. The IA plan mandates 
annuitizing the account money at retirement 
because "It will be very hard for these work
ers, upon retirement, to determine how much 
money they will need to provide for their 
very old age, in the face of inflation and 
many other uncertainties. . . . Some restric
tions on the potential overspending of the 
newly-retired seem to us sensible; some annu
itization important." This "protects people 
against the financial risk of living a very long 
l i f e . " 9 Similarly, Shoven's plan mandates 
annuitizing half the money in the account, in 
case "some people would blow all of their 
tier-two accumulat ions" and end up "below 
the poverty l i n e . " 1 0 M o m m y knows best. 

Restricted Withdrawal 
The Ferrara-Tanner plan restricts with

drawals from accounts during employment 

and allows only annuitization or periodic 
withdrawals from the account at retirement, 
or both. If periodic withdrawals are chosen, 
they are limited "so the retiree could not use 
up all the funds early and then be left with
out retirement suppor t ." 1 1 

The state, then, would force you to save 
your own money, tell you how you could 
save it, and decide when you could get it 
back, how much, how often, and in what 
form. This is clearly a far messier, more 
meddlesome paternalism than Social Secu
rity's straightforward redistribution. The 
more statist plans, such as the IA plan, tack 
this new paternalism onto the existing pater
nalism of Social Security, making the total 
paternalism greater. The more libertarian 
reforms, such as the PSA, Shoven, and 
Ferrara-Tanner plans, merely replace one 
species o f paternalism with another. 

Have we forgotten Alexis de Tocqueville 's 
prescient warning about "democratic despo
t i sm" and smothering paternalism? The 
government, Tocquevil le wrote , becomes 
"an immense and tutelary power," taking 
it upon itself to watch over its people's 
fate, thus keeping them in "perpetual child
hood." • 

1. 2000 Annual Report of the Board of Trustees of the Fed
eral Old-Age and Survivors Insurance and Disability Insurance 
Trust Funds, pp. 3 4 - 3 5 . 

2. Report of the 1994-1996 Advisory Council on Social 
Security, 2 vols., 1997, vol. I: Findings and Recommendations, 
pp. 2 8 - 2 9 . 

3. Ibid., pp. 3 0 - 3 5 . 
4 John B. Shoven, "Two Tiers are Better than One," in 

Henry J . Aaron and John B. Shoven, Should the United States 
Privatize Social Security? ed. Benjamin M. Friedman (Cam
bridge, Mass., and London: MIT Press, 1999) , pp. 3 0 - 4 7 . 

5. Peter J . Ferrara and Michael Tanner, A Neiv Deal for 
Social Security (Washington, D.C.: Cato Institute, 1998) , 
pp. 1 3 3 - 3 4 . 

6. Ibid., pp. 1 6 8 - 7 1 . 
7. Report of the 1 9 9 4 - 1 9 9 6 Advisory Council on Social 

Security, vol. I, p. 28 . 
8. Ferrara and Tanner, p. 169. 
9. Report of the 1994-1996 Advisory Council on Social 

Security, vol. I, pp. 28 , 30 , 157. 
10. Shoven, p. 47 . 
11. Ferrara and Tanner, pp. 1 6 9 - 7 1 . 
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Thoughts on Freedom by Donald J. Boudreaux 

JANUARY/FEBRUARY 2004 

Can You Spot 
the Billionaire? 

A Canadian student once confessed to 
me the confusion and anger he suffers 
whenever any of his friends move to 
the United States. I asked him why he 

feels this way. He replied that he "could 
never live in a country with such a high Gini 
coefficient." 

T h e Gini coefficient is a measure o f 
income inequality. The higher is a country's 
Gini coefficient, the greater is the inequality 
o f incomes earned in that country. It says 
nothing about people's absolute material 
well-being or about mobility among income 
groups. It is merely a snapshot o f current dif
ferences in people's monetary incomes. 

Recen t ly I a t tended a seminar that 
p rompted me to recal l this Canad ian ' s 
remark, and to shake my head at its irrele
vance. 

At this seminar a George M a s o n Univer
sity graduate student presented his research 
on economic development in the Philippines. 
In the audience were college professors, 
graduate students, and a bona fide American 
billionaire. At some point during the stu
dent's presentation I realized that had I not 
been told that the billionaire (let's call him 
M r . Bucks) was, in fact, a billionaire, I 
would have had no inkling that a person of 
such enormous wealth sat in the room. 

It's not that M r . Bucks was shabby or 
unkempt. On the contrary, he wore a nice 
suit and a nice watch, and had a nice haircut. 

Donald Boudreaux (dboudrea@gmu.edu) is chair
man of the economics department at George 
Mason University and former president of FEE. 

The reason he was not distinguishable as a 
billionaire had nothing to do with his own 
appearance; it had everything to do with the 
appearance of the other 2 5 or so people in 
the room. Everyone was as well-dressed and 
groomed as he was. 

Take the graduate student making the pre
sentation. His suit, his watch, and his hair
cut were also nice. In fact, just looking at 
both men indicated no difference at all in the 
quality o f their dress, jewelry, or grooming. 

It 's true that M r . Bucks likely paid much 
more for his clothing, jewelry, and grooming 
than the graduate student did, but such 
expense is barely visible to the naked eye. 
One way to detect the wealth differences 
would have been for me, say, to feel the 
weave o f M r . Bucks 's suit and compare it 
with that o f the graduate student. M r . 
Bucks 's suit probably would have felt finer. 

Another way to detect wealth or income 
differences would be to rely on rather 
abstract knowledge. For example, had I 
examined M r . Bucks 's wristwatch up close, I 
likely would have learned that it was a Patek 
Philippe or a Ro lex . The graduate student, in 
contras t , p robably wore a T i m e x or a 
Swatch. The only reason, however, that 
"Pa tek Phi l ippe" and " T i m e x " provide 
information about the value o f these items is 
that we know, mostly through advertising, 
that a Patek Philippe is very expensive and a 
T imex isn't. A visitor from Mars could have 
drawn no such inference from the brand 
names on the watches; he would have simply 
noticed that both keep time with the same 
remarkable accuracy. 
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An even more abstract piece of knowledge 
could have been produced by my corralling 
one o f the graduate students into doing a 
quick survey and using the findings to calcu
late the Gini coefficient for the occupants o f 
the seminar room. It would have been large. 
Reading this Gini coefficient would then 
have revealed (to all who know about Gini 
coefficients) that the incomes earned by peo
ple in that seminar room were quite unequal. 

But again, none of the very real differences 
in incomes that separated people in that 
room were visible. 

Contrast this fact with life in countries less 
infused with capitalism. As I sat in the semi
nar room with M r . Bucks and others, the 
graduate student presenting his research 
showed pictures that he took in the Philip
pines. One picture was of shanty homes built 
literally on garbage heaps. Other pictures 
were o f the occupants of these homes, often 
standing beside other Filipinos who were a 
bit wealthier. 

Vast Differences 
The wealth differences separating these 

desperately poor garbage-heap dwellers 
from their more-fortunate countrymen were 
evident to the naked eye. These very poor 
Filipinos wore clothing that, even in a snap
shot, was clearly inferior to the clothing 
worn by Filipinos o f greater, if still modest, 
wealth. 

And impor tant ly , even Fi l ipinos who 
enjoyed this modest wealth wore clothes that 
were noticeably cheaper than those worn by 
one of the wealthiest people in that country, 
Imelda Marcos . While in the Philippines, the 
graduate student met Mrs . Marcos and had 
his picture taken with her. Her dress would 
not have distinguished her on any American 
street, but it was visibly superior to that 

worn by any other Filipino who appeared in 
the pictures we saw at that seminar. 

It 's when I noticed this fact that I scanned 
the room and realized that the wealth differ
ences separating M r . Bucks from everyone 
else (and separating us professors from the 
graduate students) were invisible. 

This fact about capital is t society is 
remarkable . Hefty differences in money 
income and wealth do exist in capitalist soci
eties. But the consequences of this inequality 
on actual material standards of living are so 
small that they are largely invisible. For most 
of the features of our routine existence—our 
dress, personal cleanliness, and access to basic 
health care, such as vaccines, vision correc
tion, pain relief, and first aid—almost every
one in capitalist society is equal. (I noticed 
that M r . Bucks swallowed two Bayer aspirin 
just as the seminar began. Bayer is the brand 
I use when I have a headache.) The differ
ences in these everyday aspects of life that do 
distinguish people o f different wealth levels 
are minor and largely unobservable. 

I don't want to push this point too far. I 'm 
certain that M r . Bucks has several homes, 
each one far grander—and visibly so—than 
any place the typical American will ever live. 
I 'm sure that he drives an automobile that is 
much nicer than most, and that he drinks 
finer wine and eats at fancier restaurants 
than do ordinary people. And M r . Bucks 
never worries about how he'll pay his bills if 
he loses his job . 

But the fact remains that in many of the 
basic elements of life, nearly every American 
is as well off as M r . Bucks. If wealth differ
ences between billionaires and ordinary 
Americans are barely visible in the most rou
tine aspects of daily life, then to suffer dis
tress over a Gini coefficient is to unwisely 
elevate ethereal abstractions over palpable 
reality. • 
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Regulatory Escalation 
by Robert Carreira 

An escalator mishap last July at Coors 
Field in Denver injured 3 5 people. As 
expected, those who see the federal 
nanny state as a solution to all ills are 

demanding more government, more laws, 
and more regulation. But before this band
wagon gets rolling, we should ask whether 
federal regulation of escalators would make 
us any safer. 

First, escalators are already quite safe. The 
U.S. Consumer Product Safety Commission 
(CPSC) estimates that 8 , 4 2 0 people were 
injured on escalators in 2 0 0 1 . But that is out 
o f about 2 5 million trips daily, according to 
Richard Atkinson, executive director o f the 
Na t iona l Associa t ion o f Elevator Safety 
Authorit ies. 1 Thus it took approximately 
9 .13 billion trips for these 8 , 4 2 0 people to 
be injured. T o put it another way, about one 
in every 1.1 million trips on an escalator 
results in an injury. This means that if the 
average person rides an escalator twice a 
day—once up and once down—for every 
day of his life it would take over 1 ,500 years 
to be injured. N o w of course none of us lives 
that long. But if you did nothing but ride 
escalators nonstop for eight hours a day, 
every day o f the week, presuming a rate o f 
one trip per minute for 4 8 0 trips a day, it 
would still take you over six years to injure 
yourself. 

Robert Carreira (robertcarreira@msn.com) is an 
economic analyst at the Center for Economic 
Research at Cochise College in Arizona, where he 
also teaches economics and political science. 

But perhaps a one-in-a-million chance o f 
being injured on an escalator is still too great 
a risk for some. If that is so, there is even 
more good news. The vast majority o f 
injuries that occur on escalators are minor 
and are caused not by the escalator malfunc
tioning or by some defect in design or man
ufacture. They are caused by riders not pay
ing attention, losing their balance, or failing 
to control their luggage. 

For example, in Florida in 2 0 0 2 , accord
ing to that state's Bureau of Elevator Safety, 
there were 2 8 3 people injured in escalator 
accidents. The vast majority o f those injuries 
consisted o f minor scratches, abrasions, and 
bruises. There were no reported fatalities. 2 

O f the 2 8 3 injuries, only 22—less than 8 
percent—were either the result o f faulty 
equipment or could possibly, or even 
remotely, be attributed to equipment opera
tion, design, or manufacture. In a few of the 
cases, injured riders claimed an unexplain-
able and somewhat dubious " j e rk" or other 
ostensible malfunction of the escalator, but 
subsequent examinat ion of the escalators 
revealed they were in normal working order. 
I have nonetheless included those cases in 
the 2 2 that may have possibly been caused 
by the equipment. All 2 2 of the injuries 
that could possibly or even remotely be 
attributable to the equipment were minor or 
negligible. 

The other 2 6 1 injuries were the result of 
rider error, with the most common cause 
being a loss of balance, usually brought on by 
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attempting to carry large items onto the esca
lator, such as luggage, strollers, and walkers. 

Several o f the injured people sustained 
their injuries as a result of other riders losing 
their balance and falling into them. Some o f 
the injuries were caused by people failing to 
control their luggage, resulting in its falling 
onto other riders and knocking them down. 
In more than one case, riders attempted to 
bring wheelchair-bound relatives onto the 
escalators, with the predictable disastrous 
results. 

Other common causes included children's 
running, jumping, and playing on the escala
tors; riders facing the wrong direction; riders 
attempting to go up the down escalator or 
down the up escalator, sometimes changing 
direction mid-trip; or riders being intoxi
cated and thus losing their balance, losing 
control o f their luggage or packages, or pass
ing out. 

Worth the Cost? 
In the final analysis, presuming Florida is 

typical, federal regulation of escalators, if 
1 0 0 percent effective in eliminating injuries 
caused by equipment malfunction or defects 
in equipment design or manufacture, might 
prevent, at best, about 6 5 5 minor injuries 
per year nationwide. N o w some might say 
that if 6 5 5 injuries, even minor ones, can be 
prevented, then federal regulation is worth 
the cost . But let us put the 6 5 5 injuries into 
perspective. According to the CPSC, in 2 0 0 1 
more than twice that number, over 1 ,500 
people, were injured by art supplies. A 
whopping 3 , 7 3 2 people were injured by toy 
balloons. Over 1 0 , 0 0 0 people were injured 
by books , magazines, albums, or scrap-
books . Just short of that, a staggering 9 , 3 4 6 
people, were injured by toothpicks. Tooth
picks alone accounted for more than 14 
times the number o f people who might be 
spared minor injuries under federal regula
tion o f escalators . 3 

Let us now consider the cost of federal 
regulations. As noted in a recent Cato Insti
tute report, in 2 0 0 2 regulatory agencies 
issued 4 , 1 6 7 new rules, comprising 7 5 , 6 0 6 
pages at an estimated cost to the U.S. econ
omy of $ 8 6 0 billion per year . 4 Nex t consider 
this: Each dollar we spend on government 
regulation is a dollar taken out of the private 
economy. This is money that could be spent 
on things people deem more important. Per
haps some people would donate this money 
to medical research to help treat or find a 
cure for heart disease—the number-one 
killer in the United States, responsible for 
over 7 0 0 , 0 0 0 deaths per year . 5 

Perhaps some would invest their money in 
medical-research companies searching for a 
cure for a host of ills much more pressing 
than a one-in-a-million chance of suffering a 
minor injury on an escalator. Some might 
purchase newer and safer automobiles, or 
even simply a new set of tires, which might 
help lower the current 4 0 , 0 0 0 motor vehicle 
deaths per year on U.S. roads and high
ways . 6 

Others yet may spend it trying to invent a 
safer toothpick. • 

1. Tom McGhee, "Experts Want Feds to Oversee Escalator 
Code: Regulation Needless, Industry Says," Denver Post, July 
2 8 , 2 0 0 3 , p. B-2. 

2. State of Florida, Department of Business and Professional 
Regulation, Division of Hotels and Restaurants, Bureau of Ele
vator Safety, Elevator/Escalator Accidents: Accidents Occurring 
Between 07/01/2001 thru 06/30/2002, www.rnyflorida.com/ 
dbpr/hr/elevators/accidents_fy2001.pdf; and Elevator/Escalator 
Accidents: Accidents Occurring Between 07/01/2002 thru 
01/14/2003, www.myflorida.com/dbpr/hr/elevators/accidents_ 
fy2002.pdf. Discrepancies between the data in the reports and 
in this article are the result of inaccurate reporting by the 
bureau, including multiple reports of single incidents and 
improper classification of elevator accidents as escalator acci
dents, and vice versa. 

3. U.S. Consumer Product Safety Commission, National 
Electronic Injury Surveillance System (NEISS) On-line, www. 
cpsc.gov/library/neiss.html. 

4. Clyde Wayne Crews Jr. , Ten Thousand Commandments: 
An Annual Snapshot of the Regulatory State, 2003 Edition. 
(Washington, D.C.: Cato Institute, 2003 ) . 

5. Center for Disease Control and Prevention, National Cen
ter for Injury Prevention and Control, W/SQARS Leading 
Causes of Death Reports, 1999 - 2000, http://webapp.cdc.gov/ 
sasweb/ncipc/leadcausl 0.html. 

6. Ibid. 
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The Lessons of 
Another Tolstoy 
by Daniel Hager 

T his is the tale o f another Tols toy—not 
Leo , the nineteenth-century Russian 
count, novelist, and social reformer. 
This Russian came later, in the twenti

eth century, and was not o f the nobility. His 
first name is obscure . His good friend 
Vladimir V . Tchernavin, who recounted his 
story, referred to him only as V . K. To l s toy . 1 

Leo wrote about war and peace. V . K. 
wanted only peace but was swept up into a 
war—a special kind o f war, waged by a gov
ernment against its people. Leo ' s life was full 
o f fame and honor . V . K. 's turned toward 
sorrow. 

V . K. 's father was a physician with a hum
ble practice. The family's austere living habits 
yielded enough savings for university training 
for V . K. He found his niche in ichthyology 
and after graduation began research work 
that improved the Russian fisheries. When the 
Bolshevik revolution arrived, it concerned 
him little—he was apolitical. He took an 
administrative position and discharged his 
duties with his usual diligence. 

The revolution turned into convolution. 
Famine and privation swept the land. As dic
tator in charge, Lenin had the power to 
order a change of direction, which he did. 
His New Economic Policy (NEP) was a 
reversion to the incentives of open markets. 
Peasants began again producing surpluses 
because they could keep the profits. Lenin 
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used shrewd marketing to mask the insult to 
M a r x . His slogan was this: "A communist 
must be an industrialist and a trader." 

After Lenin's death M a r x ' s specter was re-
fleshed. One-year plans for industries were 
ordered to be stretched out to five years. 
Each year after 1 9 2 5 saw a new five-year 
plan drawn up to replace its failing prede
cessor. In 1 9 2 8 came the unveiling of the 
comprehensive nationwide Five-Year Plan to 
end all five-year plans—the Piatiletka. 

Until then V . K. Tols toy was the director 
o f state fishing operations both in the Black 
Sea in the south and in the Barents Sea in the 
cruelly inhospitable north. The Northern 
State Fishing Trust functioned almost like a 
private enterprise because its base in the set
tlement o f Murmansk , a gray carving out o f 
soilless granite beyond the Arctic Circle, was 
too grim and remote for meddling from 
M o s c o w . This self-contained exclave yielded 
no great rewards for its inhabitants other 
than the sheer joy of achievement, of identi
fying opportunities and applying skills and 
knowledge, and realizing results. The catch 
more than quadrupled, and the processing 
improvements produced quality equal even 
to the demands of the export markets. Then 
the Piatiletka came along to ruin everything. 

Tolstoy had employed science and reason 
and orderliness in his administration. He was 
still a researcher at heart who liked to see sci
entific findings applied to practical problems. 
He published some scholarly papers. He lec
tured at an agricultural college. 
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But under the Piatiletka the nation's fish
ing industry was placed in the Political 
Bureau. Tols toy transferred to the Scientific 
Institute o f Fishing Economy, where he 
returned to research full-time. 

The new breed of managers—party peo
ple—understood little about fishing but 
much about the power of numbers. They set 
grandiose production goals that made them 
initially look good. After the Northern State 
Fishing Trust had attained an exceptional 
catch o f 4 0 , 0 0 0 tons by dint of hard work 
and sound management , it was ordered 
under the Piatiletka to reach 1 7 5 , 0 0 0 tons 
within five years. Then a telegram came from 
M o s c o w raising the goal to 4 5 0 , 0 0 0 tons. 
Another telegram followed, then another, 
each with a higher target. Finally the order 
arrived mandating a million and a half. 

The trawlers required for such a feat did 
not exist and could not be bought or built in 
time. The personnel to captain the fancied 
5 0 0 trawlers could not be recruited and 
trained so soon. The Murmansk infrastruc
ture to process such an overwhelming catch 
could not be constructed under such tight 
constraints. 

Fumbling Academic 
V . K. Tols toy was an academic now. He 

had always been the sort who fumbled 
through his personal life, a loner who didn't 
even bother to repair the holes in his boots. 
Tchernavin recalled that Tols toy was one o f 
the few who failed to profit during the tran
sient prosperity of the NEP. V . K . poured his 
life into fish. 

As a researcher he was assigned to study 
the carrying capacity of the Barents Sea fish
eries. His conclusion was that a 500- t rawler 
fleet was fatuous, that anything over 1 2 5 
would be inefficient. 

When he read his report in public, the 
party members who could not avoid attend
ing fidgeted in silence. They knew he was 
right, but they did not dare to offer either 
support or rebuttal. Their reactions would 
become known up through the party ranks 
and to the GPU, the secret police, so they sat 
with faces of stone. 

T h e purported leap forward o f the 
Piatiletka provided good copy at first for the 
government-controlled newspapers. The for
eign press picked up on the superior accom
plishments of the unshackled proletariat 
compared to the anemic past under bour
geois bondage. 

But then reality overtook the propaganda. 
Not only were the Piatiletka goals not being 
met, but the entire food system was also 
unraveling. Lenin-style famine was staring 
Stalin in the face. The pillars of produc
tion—the Fishing Union, the Mea t Union, 
the Canning Union, the Vegetable Union— 
were all in a shambles. The incantation in 
the newspapers was "difficulties of growth." 

Tols toy was vexed that some of his most 
competent cohorts from his days in the fish
eries were mysteriously disappearing from 
their offices. "Something incomprehensible 
is going on," he said. As more chaos ensued, 
more o f the scientists and engineers and 
technicians received visits in the night from 
the GPU. 

On the journey to a classless social struc
ture a new culprit class came into being. The 
identifying term was "wreckers ." They were 
counter revolut ionar ies , bourgeois reac
tionaries. Through the summer o f 1 9 3 0 the 
captive press chronicled the "breaches" of 
the "wreckers" in all sectors of the economy, 
from food and chemicals and lumber to coal 
and steel and rubber, and on and on. Veteri
narian wreckers poisoned pigs—hence the 
shortage o f meat. Unsanitary handling of 
foodstuffs caused a shortage of vegetables. 
" W h o interferes with the supply of vegeta
bles?" blared one headline, followed by 
" W h y is prosecution inactive?" 

It wasn't , for arrests were mounting night 
by night. No t uncuriously, the victims were 
all noncommunists . The role of party mem
bers was to point out the wreckers and fab
ricate evidence. 

Tolstoy wrung his hands at the events but 
never fully grasped the new realities. " I 'm so 
glad I have nothing more to do with plan
ning," he said. "Scientific work is much more 
peaceful." In August he was in Baku, on the 
Caspian Sea, and might have been able to slip 
across the nearby border into Persia but 
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never made the attempt. He returned to 
M o s c o w , apparently unmindful o f the 
machinery then grinding away. His apart
ment had been searched during his absence. 
A few days before his departure a communist 
professor had publicly alleged that the Bar
ents Sea could yield 15 million tons of fish, 
that the trawlers were bringing in only 5 per
cent o f the potential catch. Those who 
averred otherwise were wreckers. 

Oblivious to Doom 
On September 1 1 , 1 9 3 0 , the unworldly 

V . K. Tols toy, a noncommunist fisheries 
expert, a scientist first, last and only, sensed 
no personal danger but was already doomed. 
On September 12 he was arrested. A Sep
tember 9 memo by the GPU contained "tes
t imonies" that Tols toy was a wrecker. 

Also rounded up were other apolitical 
experts, one a specialist in international fish
ing law, another the nation's leading author
ity on fresh-fish refrigeration, another the 
foremost expert on fishing equipment. The 
September 2 2 newspapers exposed a total o f 
4 8 from all the food sectors as part of a con
spiracy, "a counter-revolutionary organiza
tion o f wreckers of the workmen 's food sup
ply system," rooted in the pre-revolutionary 
privileged castes, funded by foreign capital, 
aimed at "the producing of famine in the 
country . . . and thereby attempting to pre
cipitate the downfall o f the dictatorship of 
the proletariat ." 

As the cour t cases against the 4 8 
advanced, workers around the nation were 
forced to attend meetings and call for " jus
t ice ." Newspaper stories on September 2 3 
and 2 4 published enthusiastic worker resolu
tions endorsing execution. 

The GPU acceded to this groundswell o f 
demand. It announced that the 4 8 had been 
condemned to be shot. Furthermore—"the 
sentence has been carried out ." 

V . K. Tols toy fell before a bullet like a 
common criminal. He was guilty of being a 
scientist. N o communists were among the 
4 8 , just some of the most essential technical 
talent in the nation. 

Outside apologists still were unwilling to 
believe. The New York Times published a 
party-line dispatch claiming the 4 8 were 
"members o f a secret counter-revolutionary 
society" comprising mainly "former noble
men, Czarist officers, manufacturers and 
property owners . " 2 It editorialized that "the 
long waiting lines before the food and goods 
stores are due in large measure to counter
revolut ionary m a c h i n a t i o n s " and that 
"today the food supply organization o f the 
country is still at the mercy of irreconcilable 
bourgeois and ex-Czarist exper t s . " 3 

The reporters and editors had not talked 
to Vladimir V . Tchernavin. He also was a 
fisheries exper t and was himself soon 
arrested. He fled from a prison camp to Fin
land with his wife and son in an escape so 
harrowing and incredible that, had it been 
from Nazi Germany, it would long since 
have been a movie . 4 

But the mythology o f Marx i sm persists 
today. The problem, we are supposed to 
believe, was not with M a r x but with Stalin. 
A more benign leader would have avoided 
the butchery. 

However , the problem is M a r x . Central 
economic planning is not really about eco
nomics. Politics trumps economics. The pop
ulace must be politically manipulated to be 
kept in place. T h a t end must be achieved by 
whatever means. 

Egali tar ianism is inherently ol igarchic . 
Hence it is conservative. Socialism, once it 
replaces an ancien regime, immediately 
becomes its own ancien regime. M a r x was 
not a revolutionary but a reactionary trying 
to craft a new model o f royal privilege to be 
enjoyed by a new nobili ty—himself and his 
kind. 

The unremembered burial sites of V . K. 
Tols toy and the other 4 7 are testimony to 
the futility o f a lingering delusion. • 

1. Vladimir V. Tchernavin, J Speak for the Silent (London: 
Hamish Hamilton, 1935) . Unless otherwise noted, all quotes 
are from this book. 

2. "48 Executed in Soviet as Damagers of Food; All Con
victed of Plotting a Counter Revolt," New York Times, Sep
tember 2 6 , 1930 , p. 1. 

3. "Stern Measures in Russia," New York Times, September 
2 6 , 1930 , p. 22 . 

4 . Tchernavin, and Tatiana Tchernavin, Escape From the 
Soviets (New York: E. P. Dutton, 1934) . 
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by Sheldon Richman 

On "Elective Despotism" 
n From Liberty to Democracy: The Trans
formation of American Government, 
Randall Holcombe writes: 

At the end of the twentieth century, 
Americans viewed their government very 
differently from the way it was viewed at 
the beginning o f the nineteenth century. 
When the nation was founded, the federal 
government was viewed as a protector of 
individual rights, but by the end of the 
twentieth century, the federal government 
was viewed as a col lect ive decision
making institution to implement the will 
of the majority and to protect and further 
the economic interests o f its citizens. The 
idea o f limits on the government's power 
has been completely eroded. 

Another way to put this is that Americans 
gave up the modern notion o f liberty and 
reverted to the ancient notion. The two 
not ions o f liberty are the subject o f a 
remarkable essay, written in 1 8 1 6 , by the 
French classical liberal Benjamin Constant 
( 1 7 6 7 - 1 8 3 0 ) . Titled " T h e Liberty of the 
Ancients Compared with that of the M o d 
erns," Constant addressed a point that is 
perhaps more important today than it was in 
his own time. 

He first identified how a nineteenth-
century Englishman, Frenchman, or Ameri
can thought o f liberty: 

For each of them it is the right to be sub
jected only to the laws, and to be neither 
arrested, detained, put to death or mal
treated in any way by the arbitrary will of 
one or more individuals. It is the right o f 
everyone to express their opinion, choose 
a profession and practice it, to dispose of 
property, and even to abuse it; to come 
and go without permission, and without 
having to account for their motives or 
undertakings. It is everyone's right to 
associate with other individuals, either to 
discuss their interests, or to profess the 
religion which they and their associates 
prefer, or even simply to occupy their 
days or hours in a way which is most 
compat ib le with their incl inations or 
whims. Finally it is everyone's right to 
exercise some influence on the adminis
tration o f the government, either by elect
ing all or particular officials, or through 
representations, petit ions, demands to 
which the authorities are more or less 
compelled to pay heed. 

Then he took up the ancient notion of 
liberty: 

[It] consisted in exercising collectively, 
but directly, several parts of the complete 
sovereignty; in deliberating, in the public 
square, over war and peace; in forming 
alliances with foreign governments; in 
voting laws, in pronouncing judgments; 
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in examining the accounts, the acts, the 
stewardship of the magistrates; in calling 
them to appear in front o f the assembled 
people , in accusing, condemning or 
absolving them. 

In other words, " [T]he liberty of the 
ancients . . . consisted in an active and con
stant participation in collective power. Our 
freedom must consist of peaceful enjoyment 
and private independence. " 

"Subjection of the Individual" 
Constant emphasized the narrowness o f 

the ancients' liberty: "[T]hey admitted as 
compatible with this collective freedom the 
complete subjection o f the individual to the 
authority of the community . . . . All private 
actions were submitted to a severe surveil
lance. N o importance was given to individual 
independence, neither in relation to opinions, 
nor to labor, nor, above all, to religion." 

Cons tan t pointed out that in the ancient 
democrat ic city-states " T h e will o f each 
individual had real influence: the exercise o f 
this will was a vivid and repeated pleasure. 
. . . Everybody, feeling with pride all that 
his suffrage was wor th , found in this 
awareness o f his personal importance a 
great compensa t ion ." 

But the modern mind is different, Con
stant said: 

This compensation no longer exists for us 
today. Lost in the multitude, the individ
ual can almost never perceive the influence 
he exercises. . . . The exercise of political 
rights, therefore, offers us but a part o f the 
pleasures that the ancients found in it, 
while at the same time the progress o f civ
ilization, the commercial tendency of the 
age, the communicat ion amongst peoples, 
have infinitely multiplied and varied the 
means o f personal happiness. 

Summing up, Constant wrote, "The aim 
of the ancients was the sharing of social 
power among the citizens of the same father
land: this is what they called liberty. The aim 
of the moderns is the enjoyment o f security 

in private pleasures; and they call liberty the 
guarantees accorded by institutions to these 
pleasures." 

Constant did not pronounce the modern 
notion superior to the ancient. He simply 
reported the difference. But today's advo
cates o f the freedom philosophy have no 
trouble seeing the superiority of the modern 
notion. Can the right to vote really consti
tute the entirety o f liberty when the outcome 
of an election can dictate in what peaceful 
ways you may conduct your life? 

The nation's founders were moderns, sons 
o f the Enlightenment. The Constitution is 
full devices meant to thwart majority rule in 
order to protect the individual and his prop
erty: from the presidential veto and the 
supermajority required for override, to rep
resentation in the Senate (two per state no 
matter its population), to the Bill o f Rights, 
which prohibits Congress from making cer
tain laws. 

Moreover , we have Federalist 1 0 , James 
M a d i s o n ' s barrage against unchecked 
majority rule. Madison asked how private 
rights could be secured against a tyrannical 
major i ty? He replied: " [ T ] t h e major i ty 
. . . must be rendered, by their number and 
local situation, unable to concert and carry 
into effect schemes of oppression." 

That rules out democracy. As Madison 
wrote, "From this view of the subject it may 
be concluded that a pure democracy, by 
which I mean a society consisting of a small 
number of citizens, who assemble and admin
ister the government in person, can admit of 
no cure for the mischiefs of faction. . . . Hence 
it is that such democracies have ever been 
spectacles o f turbulence and contention; have 
ever been found incompatible with personal 
security or the rights o f property." 

Madison thought a large republic, as 
opposed to a small democracy, would offer 
better protection of liberty and property. In 
light o f the change Randall Ho lcombe rec
ognizes, Madison seems to have overesti
mated people's ability to distinguish the 
ancient and modern not ions o f l iberty. 
Alexis de Tocquevi l l e , by his warnings 
against wha t Jefferson cal led "elect ive 
despotism," showed that he knew better. • 
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Federal Surveillance: The 
Threat to Americans' Security 
by James Bovard 

Since the terrorist attacks on 9 /11 the 
Bush administration has launched many 
new surveillance programs in the name 
o f homeland security. W h e n crit ics 

raised questions about the potential abuses 
o f the new powers, some administration sup
porters insisted that Bush's new surveillance 
policies were benign because there was no 
evidence the programs were being abused. 

But the key to understanding new govern
ment intrusions is that horror stories do not 
surface in the first 7 2 hours after a new 
power is granted. The machinery o f govern
ment takes time to deploy and expand. It 
takes time for the impact of precedents to 
expand, for the agents all along the line to 
get the message that they are not entitled to 
go much further than before. W e must look 
to history to see what is likely to happen 
once the government is unleashed. 

In M a y 2 0 0 2 , after revelations that the 
FBI missed many warning signs before 9 / 1 1 , 
Attorney General John Ashcroft announced 
that he was effectively abolishing restrictions 
on FBI surveillance o f Americans ' everyday 
life. Those restrictions were first imposed 
in 1 9 7 6 after pervasive FBI abuses were 
revealed. At that time, Attorney General 
Edward Levi announced guidelines to cur
tail FBI agents ' intrusions into the lives of 

Contributing editor James Bovard is the author of 
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Americans who were not criminal suspects. 
At his M a y 3 0 announcement Ashcroft 

declared that, after 9 / 1 1 , "we in the leader
ship of the FBI and the Department of Jus
tice began a concerted effort to free the field 
agents—the brave men and women on the 
front lines—from the bureaucratic, organi
zational, and operational restrictions and 
structures that hindered them from doing 
their jobs effectively." 1 He complained that 
in the past FBI agents were required "to 
blind themselves to information that every
one else [was] free to see." 

However, as the Center for Democracy 
and Technology, a Washington non-profit 
organization, noted, "The FBI was never 
prohibi ted in the past from going to 
mosques, political rallies and other public 
places, to observe and record what was said, 
but in the past it had to be guided by the 
criminal nexus—in deciding what mosques 
to go to and what political meetings to 
record, it had to have some reason to believe 
that terrorism might be discussed." 2 A New 
York Times editorial warned that the new 
guidelines "could mean that F .B.I , agents 
will show up at the doors o f people who 
order poli t ical ly unpopular books on 
Amazon.com or make phone calls to organi
zations critical of the government ." 3 

Ashcroft 's announcement concluded with 
the mandatory invocation of freedom conse
crating each Bush power grab: "These guide
lines will also be a resource to inform the 
American public and demonstrate that we 
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seek to protect life and liberty from terror
ism and other criminal violence with a 
scrupulous respect for civil rights and per
sonal freedoms. The campaign against ter
rorism is a campaign to affirm the values of 
freedom and human dignity. . . . Called to 
the service of our nation, we are called to the 
defense o f liberty for all men and women." 
When Bush was asked about the new FBI 
guidelines at a photo opportunity that same 
day, he declared, "the initiative that the 
attorney general will be outlining today will 
guarantee our Const i tu t ion ." 4 

Ashcroft talked as if the old guidelines 
on FBI surveillance were simply the result 
of a long-ago outbreak o f temporary insan
ity among liberals. Ashcroft declared: "In 
its 94-year history, the Federal Bureau of 
Investigation has been . . . the tireless pro
tector o f civil rights and civil liberties for all 
Amer icans . " 5 

The 1 9 7 6 guidelines were put in place in 
response to a report by the Senate Select 
Committee to Study Governmental Opera
tions that detailed many FBI abuses over the 
preceding decades. For 15 years, from 1 9 5 6 
to 1 9 7 1 , the FBI ran C O I N T E L P R O (Coun
terintelligence Programs) to actively subvert 
groups and people that the FBI considered 
threats to national security or to the estab
lished political and social order. Over 2 , 3 0 0 
separate operat ions were carried out to 
incite street warfare between violent groups, 
to wreck marriages, to get people fired, to 
smear innocent people by portraying them as 
government informants, to sic the IRS on 
people, and to cripple or destroy left-wing, 
black, communist , or other organizat ions. 6 

The FBI let no corner of American life escape 
its vigilance; it even worked to expose and 
discredit "communis t s who are secretly 
operating in legitimate organizations and 
employments, such as the Young Men ' s 
Christian Association and Boy S c o u t s . " 7 

Burglary Exposes Scandal 
Throughout the C O I N T E L P R O period, 

presidents, congressmen, and other high-
ranking federal officials assured Americans 
that the federal government was obeying the 

law and upholding the Constitution. It took 
a burglary of an FBI office in Media , Penn
sylvania, to break the biggest scandal in the 
history o f federal law enforcement. After 
hundreds o f pages of confidential records 
were commandeered, the "Citizen's Com
mission to Investigate the F B I " began pass
ing out the incriminating documents to the 
media . 8 The shocking material sparked con
gressional and news investigations that even
tually (temporarily) shattered the FBI ' s leg
endary ability to control its own image. 

T h e 1 9 7 6 Senate report noted that 
C O I N T E L P R O ' s origins "are rooted in the 
Bureau's jurisdiction to investigate hostile 
foreign intelligence activities on American 
soi l" and that the FBI used the "techniques 
o f wart ime." Wil l iam Sullivan, former assis
tant to the FBI director, declared, " N o holds 
were barred. . . . W e have used [these tech
niques] against Soviet agents. . . . [The same 
methods were] brought home against any 
organization against which we were tar
geted. W e did not differentiate." 9 

The FBI sought to subvert many black 
civil-rights organiza t ions , including the 
Southern Christian Leadership Conference, 
Student Nonviolent Coordinating Commit
tee, Deacons for Defense and Justice, and 
Congress of Racial Equality. FBI headquar
ters ordered field offices to, as the Senate 
report noted, "exploit conflicts within and 
between groups; to use news media contacts 
to disrupt, ridicule, or discredit groups; to 
preclude 'violence-prone' or ' rabble rouser ' 
leaders o f these groups from spreading their 
philosophy publicly; and to gather informa
t ion on the 'unsavory backg rounds '— 
immorality, subversive activity, and criminal 
activity—of group members ." FBI agents 
were also ordered to develop specific tactics 
to "prevent these groups from recruiting 
young p e o p l e . " 1 0 

Almost any black organization could be 
targeted for wiretaps. One black leader was 
monitored largely because he had "recom
mended the possession o f firearms by mem
bers for their se l f -protect ion." 1 1 At that 
time, some southern police departments and 
sheriffs were notorious for attacking blacks 
who stood up for their civil r igh ts . 1 2 
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The FBI office in San Diego instigated vio
lence between the local Black Panthers and a 
rival black organization, US (United Slaves 
I n c . ) . 1 3 Agents sent forged letters making 
accusations and threats to the groups pur
portedly from their rivals, along with crude 
car toons and drawings meant to enrage the 
recipients. Three Black Panthers and one 
member of the rival group were killed during 
the time the FBI was fanning the flames. A 
few days after shootings in which two Pan
thers were wounded and one was killed, and 
in which the US headquarters was bombed, 
the FBI office reported to headquarters: 
"Efforts are being made to determine how 
this situation can be capitalized upon for the 
benefit o f the Counterintelligence Program." 

The FBI office bragged shortly thereafter: 
"Shootings, beatings, and a high degree o f 
unrest continues to prevail in the ghetto area 
of southeast San Diego. Although no specific 
counterintelligence action can be credited 
with contributing to this overall situation, it 
is felt that a substantial amount of the unrest 
is directly attributable to this p r o g r a m . " 1 4 

The FBI set up a Ghet to Informant Pro
gram that continued after C O I N T E L P R O 
and that had 7 , 4 0 2 informants, including 
proprietors o f candy stores and barbershops, 
as o f September 1 9 7 2 . The informants 
served as "listening pos t s" " to identify 
extremists passing through or locating in the 
ghetto area, to identify purveyors o f extrem
ist l i terature," and to keep an eye on "Afro-
Amer ican type b o o k s t o r e s " (including 
obtaining the names o f the books tores ' 
"c l iente le") . The informants ' reports were 
stockpiled in the FBI ' s Racial Intelligence 
U n i t . 1 5 

King Targeted 
For most o f the last five years of his life 

Mar t in Luther King was "the target of an 
intensive campaign by the Federal Bureau o f 
Investigation to 'neutralize' him as an effec
tive civil rights leader," the Senate report 
noted. King's " I Have a Dream" speech in 
Washington in August 1 9 6 3 was described 
by the FBI ' s Domest ic Intelligence Division 
as evidence that King had become "the most 

dangerous and effective Negro leader in the 
country." King's home and office were wire
tapped and, on 16 occasions, the FBI placed 
wiretaps in King's motel rooms, seeking 
information on the "private activities of 
King and his advisers" to use to "completely 
discredit" them. The FBI sent a copy of one 
tape recording directly to King along with a 
note "which Dr . King and his advisers inter
preted as a threat to release the tape record
ing unless Dr. King committed suicide," the 
Senate report noted. The FBI offered to play 
tapes from the hotel rooms for "friendly" 
reporters. It also sought to block the publi
cation of articles that praised King. An FBI 
agent intervened with Francis Cardinal 
Spellman to seek to block a meeting between 
King and the p o p e . 1 6 

FBI informants also "set up a Klan orga
nization intended to attract membership 
away from the United Klans of America. The 
Bureau paid the informants ' personal 
expenses in setting up the new organization, 
which had, at its height, 2 5 0 members." 
During the six years Gary Rowe spent as an 
FBI informant with the Klan, he, along with 
other Klansmen, had "bea ten people 
severely, had boarded buses and kicked peo
ple off; had went [sic] in restaurants and 
beaten them with blackjacks, chains, pis
tols ." Rowe testified how he and other 
Klansmen used "baseball bats, clubs, chains, 
and pistols" to attack Freedom R i d e r s . 1 7 

The FBI continually expanded its racial-
surveillance investigations, eventually target
ing white people who were "known to spon
sor demonstrations against integration and 
against the busing of Negro students to 
white schools ." The FBI also created a 
national "Rabble Rouser" Index, a "major 
intelligence program . . . to identify 'dema
g o g u e s . ' " 1 8 

From 1 9 6 7 to 1 9 7 2 the FBI paid Howard 
Berry Godfrey to be an informant with a 
right-wing paramilitary group in the San 
Diego area known as the Secret Army. The 
Senate committee discovered that Godfrey 
or the Secret Army was involved in "fire-
bombing, smashing windows . . . propelling 
lug nuts through windows with sling shots, 
and breaking and entering." Godfrey took a 
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Secret Army colleague with him to conduct 
surveillance o f the home of a left-wing San 
Diego State University professor; the col
league fired several shots into the home, 
badly wounding a woman inside. The Senate 
report noted "even this shooting incident did 
not immediately terminate Godfrey as an 
[FBI] informant." Godfrey subsequently sold 
explosive material to a subordinate in the 
Secret Army who bombed the Guild Theater 
in San Diego in 1 9 7 2 . 1 9 

One FBI informant infiltrated an antiwar 
group and helped it break into the Camden, 
New Jersey, Draft Board in 1 9 7 0 . The infor
mant later testified: "Everything they learned 
about breaking into a building or climbing a 
wall or cutting glass or destroying lockers, I 
taught them. I taught them how to cut the 
glass, how to drill holes in the glass so you 
cannot hear it and stuff like that, and the FBI 
supplied me with the equipment needed. The 
stuff I did not have, the [FBI] got off their 
own a g e n t s . " 2 0 Tha t sting led to a press 
conference in which J . Edgar Hoover and 
Attorney General J o h n Mitchel l proudly 
announced the indictment o f 2 0 people on 
an array o f charges. After learning o f the 
FBI ' s role in the crime, a jury refused to con
vict any o f the defendants. 

Some C O I N T E L P R O operations targeted 
the spouses of political activists, sending 
them letters asserting that their mates were 
unfaithful. "Anonymous letters were sent to, 
among others, a Klansman's wife, informing 
her that her husband had ' taken the flesh of 
another unto himself, ' the other person 
being a woman named Ruby, with her 'lust 
filled eyes and smart aleck figure'; and to a 
'Black Nat ional is t ' s ' wife saying that her 
husband 'been maken it here' with other 
women in his organization 'and that he gives 
us this jive bout their better in bed then 
you. ' " 2 * 

One FBI field office bragged that one such 
letter to a black activist's wife produced the 
"tangible result" and "certainly contributed 
very strongly" to the marriage's demise. The 
FBI targeted the women's liberation move
ment, resulting in "intensive reporting on the 
identities and opinions o f women w h o 
attended" women's lib meetings. One FBI 

informant reported to headquarters o f a 
meeting in New York : "Each woman at this 
meeting stated why she had come to the 
meeting and how she felt oppressed, sexually 
or otherwise. . . . They are mostly against 
marr iage , chi ldren, and other states o f 
oppression caused by men." Women ' s lib 
informants were instructed to "go to meet
ings, write up reports . . . to try to identify 
the background o f every person there . . . 
[and] who they were sleeping with." The Sen
ate report noted that "the intensive FBI inves
tigation of the Women ' s Liberation Move
ment was predicated on the theory that the 
activities o f women in that Movement might 
lead to demonstrations and v io lence . " 2 2 

T h e Senate report also described the 
"snitch j acke t " technique—neutralizing a 
target by labeling him a "snitch" or infor
mant so that he would no longer be trusted— 
which was used in all C O I N T E L P R O 
operations. The methods ranged from hav
ing an authentic informant start a rumor 
about the target member, to anonymous let
ters or phone calls, to faked informants ' 
reports. . . . The "snitch j acke t " is a particu
larly nasty technique even when used in 
peaceful groups. It gains an added dimension 
o f danger when it is used—as, indeed, it 
was—in groups known to have murdered 
informers . 2 3 

Shotgun Approach 
The FBI took a shotgun approach toward 

protesters partly because o f its "bel ief that 
dissident speech and association should be 
prevented because they were incipient steps 
toward the possible ultimate commission o f 
an act which might be cr iminal ." Some FBI 
agents may have viewed dissident speech or 
protests as a "gateway drug" to blowing up 
the Washington Monumen t . The Senate 
report noted: 

The clearest examples o f actions directly 
aimed at the exercise o f constitutional 
rights are those targeting speakers , 
teachers, writers or publicat ions, and 
meetings or peaceful demons t ra t ions . 
Approximately 18 percent o f all approved 
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C O I N T E L P R O proposals fell into these 
categories. The cases include attempts 
(sometimes successful) to get university 
and high school teachers fired; to prevent 
targets from speaking on campus; to stop 
chapters o f target groups from being 
formed; to prevent the distribution of 
books , newspapers, or periodicals; to dis
rupt news conferences; to disrupt peaceful 
demonstra t ions , including the S C L C ' s 
Washington Spring Project and Poor Peo
ple's Campaign, and most o f the large 
antiwar marches; and to deny facilities for 
meetings or conferences . 2 4 

An FBI memo warned that "the anarchist 
activities of a few can paralyze institutions 
o f learning, [conscription] induction centers, 
cripple traffic, and tie the arms o f law 
enforcement officials, all to the detriment of 
our society." The FBI declared: "The New 
Left has on many occasions viciously and 
scurrilously attacked the Director [J. Edgar 
Hoover] and the Bureau in an attempt to 
hamper our investigation of it and to drive 
us off the college campuses." 

The FBI ordered field offices in 1 9 6 8 to 
gather information illustrating the "scur
rilous and depraved nature of many of the 
characters, activities, habits, and living con
ditions representative of New Left adher
e n t s . " 2 5 The headquarters directive informed 
FBI agents across the land: "Every avenue o f 
possible embarrassment must be vigorously 
and enthusiastically explored. It cannot be 
expected that information of this type will 
be easily ob ta ined , and an imaginat ive 
approach by your personnel is imperative to 
its success." One FBI internal newsletter 
encouraged FBI agents to conduct more 
interviews with antiwar activists "for plenty 
of reasons, chief of which are it will enhance 
the paranoia endemic in these circles and 
will further serve to get the point across that 
there is an FBI agent behind every mail
b o x . " 2 6 

A ma jo r goal o f the C O I N T E L P R O 
against the New Left operations was to 
"counter the widespread charges of police 
brutali ty that invariably arise following 
student-police encoun te r s . " 2 7 The FBI was 

especially incensed at criticisms that Chicago 
policemen used excessive force when they 
attacked demonstrators during the 1 9 6 8 
Democrat ic National Convention. The FBI 
thus launched an illegal program to smear 
people the FBI believed had made false asser
tions o f police misconduct. 

As C O I N T E L P R O continued, the FBI 
targeted more and more groups and used 
increasingly vicious tac t ics . T h e Senate 
report noted: 

The White Hate C O I N T E L P R O [that 
focused primarily on the Klan] used com
paratively few techniques which carried a 
risk of serious physical, emotional, or 
economic damage to the targets, while the 
Black Nationalist C O I N T E L P R O used 
such techniques extensively. The New 
Left C O I N T E L P R O , on the other hand, 
had the highest proportion o f proposals 
aimed at preventing the exercise of free 
speech. Like the progression in targeting, 
the use of dangerous, degrading, or bla
tantly unconstitutional techniques also 
appears to have become less restrained 
with each subsequent program. 

The FBI continually discovered new ene
mies. N ixon aide T o m Charles Huston testi
fied o f the program's tendency "to move 
from the kid with a bomb to the kid with a 
picket sign, and from the kid with the picket 
sign to the kid with the bumper sticker of the 
opposing candidate. And you just keep going 
down the l i n e . " 2 8 

Other federal agencies also t rampled 
citizens' privacy, rights, and lives during the 
late 1 9 6 0 s and early 1 9 7 0 s . The IRS used 
C O I N T E L P R O leads to launch audits 
against thousands o f suspected political ene
mies of the Nixon administration. The U.S. 
Army set up its own surveillance program, 
creating files on 1 0 0 , 0 0 0 Americans and tar
geting domestic organizations such as the 
Young Americans for Freedom, the John 
Birch Society, and the Ant i -Defamat ion 
League of B 'Nai B ' r i t h . 2 9 

The Senate report on C O I N T E L P R O con
cluded: "The American people need to be 
assured that never again will an agency of 
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the government be permitted to conduct a 
secret war against those citizens it considers 
threats to the established order. Only a com
binat ion o f legislative prohib i t ion and 
Departmental control can guarantee that 
C O I N T E L P R O will not happen again. " 3 0 

The Ford administration derailed legisla
tive reforms in 1 9 7 6 by promising an admin
istrative fix. N o w , 2 6 years later, Attorney 
General Ashcroft has thrown the restraints 
out the window, pretending there was never 
a valid reason to rein in the FBI . 

The more information government gath
ers on people, the more power it will have 
over them. The more power it has to moni
tor their peaceful activities, the more intimi
dated Americans will become. Regardless of 
the Bush administration's intentions in its 
war on terrorism, the new federal powers 
threaten the rights and personal security o f 
American citizens. • 
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Property and Prosperity: 
The Vital Link 
by Tibor R. Machan 

P rofessor R i cha rd Pipes has writ ten 
extensively about the connec t ion 
between property rights and prosperity 
in the history o f Russia. Others have 

noted the connec t ion in various places 
around the globe, including Peter Bauer and 
Amartya Sen. Without the legal infrastruc
ture that recognizes and protects the right to 
private property, as well as some other, 
derivative institutions, such as freedom of 
contract , prosperity is difficult to foster. 

Y e t why is there this close connection 
between the right to private property and 
prosperity? W h y is it so evident in Russia 's 
history and current economic situation? 
W h y does it have such a noticeable impact 
on Africa's economy? And why, also, is it a 
feature o f Europe's and even America 's eco
nomic woes, with interventionist laws and 
regulat ions—bearing on the employment 
and the envi ronment—eat ing away at 
private property rights and thus producing 
unemployment and economic malaise? 

W h a t is it about the world and human 
beings that renders so vital respect and pro
tection for the right to private property? 

The main reason for our having the right 
to private property was clearly indicated by 
Wil l iam o f O c k h a m when he characterized 
natural rights as "the power of right rea
son ." This means that only when a person 

has a defined sphere o f authority will he 
have the capacity to make meaningful, con
crete moral judgments. W e live in a natural 
world in which our actions have moral sig
nificance: are we doing what we ought to 
do or are we neglecting or even subverting 
this? T o know, there must be a sphere o f 
authority for each o f us, including a mater
ial sphere in which we may carry out our 
plans. T h a t is the first reason why private 
property rights are necessary for human 
communi ty life: that sphere can be threat
ened, at tacked, and undermined, and so it 
must be secure. 

O f course, just how actual ownership of 
one thing or another, simple or complex, is 
to be obtained is itself complicated. John 
Locke pinned it on our mixing our labor 
with natural stuff; others have tied it to good 
judgment or prudence.* 

In light of not only the clear moral signif
icance of the right to private property, but 
also the issue of prosperity, it is worth con
sidering why this right is under widespread 
attack in the academy. Why do so many 
prominent people and publishing houses 
offer theories denying that individuals have 
the right to private property? Why, for 
example, would Thomas Nagel and Liam 
Murphy manage to get a slim, shopworn 
attack on private property rights, The Myth 

Contributing Editor Tibor Machan (Machan© —— „. , 
, j \ • J: I I L . r- u i *My essay The Right to Private Property, at www-hoover. 
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of Ownership, so well published (Oxford 
University Press), and why would it get such 
a good reception? 

A promising hypothesis is that the right 
to private property makes possible the indi
vidual's prosperity, and many find that lam
entable. Mater ia l progress is often deemed 
mater ia l i s t ic , selfish, commerc i a l , anti-
spiritual, and thus contrary to our higher 
moral purposes. Indeed, the right to private 
property is a source o f individual liberty, 
something many consider dangerous because 
in their view it fosters self-indulgence, hedo
nism, and degradat ion. Free men and 
women need not conform to edicts issued by 
moralists and other self-appointed leaders. 

It doesn't seem to occur to these critics of 
liberty that without the right to private 
property it is not possible to choose to pur
sue those allegedly higher goals. A slave or 
serf or hostage isn't at liberty to elect to do 
whatever is deemed to be his duty. 

What's an Individual? 
Furthermore, there is the idea, advanced 

by so many who weigh in on this topic, that 
human beings aren't rights-bearers at all 
since they aren ' t really individuals but 
species beings. M a r x told us, in his famous 

essay " O n the Jewish Quest ion," that "The 
human essence is the true collectivity o f 
man." Auguste Comte said something simi
lar in Catechisme positiviste. Contemporary 
communitarians aren't all that far from this 
view when they carry on so negatively about 
individualism. 

Organicism or collectivism renders human 
beings akin to bees in a hive or ants in a 
colony without personal identity and, thus, 
without the sovereignty that is required for 
moral responsibility. 

Unless these views are shown to be erro
neous, the attacks on the right to private 
property will continue and even prevail. It 
simply does not suffice to show that those 
attacks lead to misery and oppression, for 
those issuing the attacks argue that misery 
and oppress ion—ascet ic i sm and obedi
ence—are our proper lot. 

The radicalism of private property is yet 
to be widely grasped—perhaps understand
ably since in the history of the human race 
the idea is very new. That ' s one reason not 
to despair. The bad habit o f relying on the 
collective, on chiefs of tribes and heads o f 
states, is difficult to shed. But such bad 
habits can be overcome, provided there is 
vigilance, the eternal exercise of which is, o f 
course, the price of liberty. • 

In media discussions of budget issues, the arguments of those who 
oppose taxes are ignored or even suppressed. As a result, the public, 
and most politicians, have no understanding of the anti-tax position. 

\JL^/ They think tax opponents are obtuse or simply selfish. Writing in the 
Washington Post (April 5, 2003) the President Pro Tern of the Maryland 

Senate, Ida Ruben, asks, "Why do Republicans and conservative Democrats 
consider 'taxes' a dirty word? In a representative democracy, taxes are what buy 
governmental services for the people who are taxed." 

Ms. Ruben deserves an answer. It is that a system that uses your tax dollars to 
give you something you can buy for yourself is ludicrously wasteful. For the typical 
governmental service—schools, parks, hospitals, museums—economists have 
shown that this waste about triples the cost of the service. Most people haven't 
the patience to read the books and studies that document this point. When it 
comes to government programs, they assume they are getting something for 
nothing. Or, like Ms. Ruben, they think they are getting their money's worth. 

Those of us who oppose tax increases know that this is an illusion, that raising 
taxes will drag us ever deeper into an economically destructive morass. 

— J A M E S L. PAYNE 
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From Pennsylvania to 
Verdun: Friedrich List and 
the Origins of World War I 

W orld W a r I, or the "Great W a r " (as 
most Europeans still call i t) , was 
one o f the biggest disasters in 
human history. It not only killed 

and maimed millions, the cream of a genera
tion, it also destroyed the liberal, cosmopoli
tan system that had been created in the nine
teenth century. It was, moreover, the direct 
cause of both the Bolshevik revolution o f 
1 9 1 7 and the coming to power of Hitler in 
1 9 3 3 , and all of the terrible consequences 
that followed from those events, not least 
another, even more terrible, war. In many 
ways, we have only just begun to recover 
from its effects. 

All this makes the origins o f the war a 
matter of concern for us all. One central part 
o f the explanation bears repeating: the part 
played by bad economic ideas, and in partic
ular the ideas o f one man. This man, a mild, 
bespectacled German professor, can truly be 
seen as the progenitor of the great catastro
phe o f 1 9 1 4 - 1 9 1 8 . His name was Friedrich 
List. 

List ( 1 7 8 9 - 1 8 4 6 ) was a professor of polit
ical economy at Tubingen. A liberal in poli
tics, he was forced to leave Wurtemburg in 
1 8 2 5 and emigrated, like so many of his 
count rymen , to Pennsylvania . The re he 
became a journal is t . He also became 
acquainted with the distinctive American 
tradition o f economic nationalism and its 
leading advocate, Henry Charles Carey. In 
1 8 2 7 List published Outlines of American 
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Political Economy. After his return to Ger
many in 1 8 3 2 he further developed his ideas 
in his main work, The National System of 
Political Economy ( 1 8 4 1 ) . List killed himself 
in 1 8 4 6 while terminally ill, but his ideas 
lived on and had enormous influence. 

By 1 8 5 0 the pressing question for all 
statesmen was that of the best route to eco
nomic modernity. The main model was the 
one put forward by classical economists such 
as Smith, Ricardo, and Say, which was based 
on the historical experience of Great Britain. 
The central prescriptions were for honest 
and effective but limited government, devel
opment driven and funded by private invest
ment decisions, and free trade. This was the 
policy followed by successful economies, 
such as those of Britain, Belgium, France 
(after 1 8 3 0 ) , and much o f Germany. The 
major counterexamples were the United 
States (in trade policy) and despotic 
Paraguay. It was these that List drew on. 

List argued that the free-trade and limited-
government policy o f Adam Smith was 
impractical, Utopian, and dangerous. His 
central idea was that nations, which stand 
between the human species and the individ
ual, are the real actors in history and eco
nomics. Thus their interests are paramount. 
In a world o f competing nations, the prime 
purpose of trade and production is the 
maximum power and prosperity for each 
nation's own citizens. 

List argued that it was better for a nation 
to have a strong manufacturing and capital-
goods sector rather than to rely on agricul
ture, services, or raw materials, even if the 
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return was lower in the short or medium 
term. This meant that industry had to be 
protected from foreign competit ion and that 
capi ta l had to be pol i t ical ly forced or 
induced toward the industrial sector. He was 
not against trade as such, but argued that it 
could only exist between nations equal in 
economic development. Otherwise, nations 
should seek to import raw materials and 
export manufactured goods. 

These ideas became increasingly influen
tial, particularly in his native Germany after 
the rise of Bismarck. By 1 8 7 8 , when free 
trade was finally abandoned, the entire List-
ian program had been adopted. The essential 
elements were protection for industry and 
agriculture; state provision o f infrastructure; 
and state direction and encouragement of 
investment through "soft" loans, guaran
tees, and even direct investment. Heavy 
industry was particularly encouraged. Also 
important were a welfare system and state 
educat ion , bo th intended to p romote 
national consciousness and loyalty. A large 
military establishment was also important. 

At first this policy was apparently success
ful. Germany grew rapidly and by 1 9 0 0 was 
the world 's second largest producer o f steel 
and the largest o f bulk chemicals. However, 
a number o f serious problems had appeared. 
A central part of the policy was to direct 
investment by artificially reducing the cost 
and inflating the returns for certain kinds of 
investment. This led to substantial malin-
vestment and to much fundamentally uneco
nomic capacity; that is, the output could not 
be sold at a price that would yield a return. 
This was made worse because domestic 
demand was depressed by taxes, tariffs, and 
high prices, so that the process depended 
increasingly on expor t s (part icularly to 
Britain, which had remained loyal to free 
trade). But that became difficult as protec
tionism made it hard to give goods in 
exchange. 

Moreover , Germany's "success" had led 
many other nations to follow suit, notably 
Italy and, above all, Russia. The closing of 

those markets to German goods led to 
increasing conflict. The effect of all this was 
that the loans which the state had under
written became less sound and the fiscal 
position of the German government deterio
rated sharply, to the point that by the spring 
of 1 9 1 4 it was facing the prospect o f major 
cuts, not least in the navy. 

Changed Perception 
The most serious result o f List 's ideas, 

however, was a change in people's thinking 
and perception. Instead o f seeing trade as a 
cooperative process of mutual benefit, politi
cians and businessmen came to regard it as a 
struggle with winners and losers. Germany's 
leaders, instead of seeing Russia 's rapid 
growth after 1 8 9 0 as an opportunity and 
blessing, agonized over it as a terrible threat. 
Their response was the idea o f "Mit te lEu-
ropa ," a customs union including Germany, 
Austria-Hungary, and the Balkans, which 
would supply Germany with raw materials 
while providing a captive market. The lead
ers also advocated colonies outside Europe 
and a "blue water" navy. This provoked a 
similar and hostile response from other pow
ers, especially from Russia. The result was a 
clash o f imperialisms in the Balkans, and in 
Ju ly 1 9 1 8 the German elite t o o k the 
(insanely foolish) decision to fight a war 
with Russia and France. Had they seen the 
world differently this would not have hap
pened. 

The ideas of Friedrich List have been 
widely followed to this day, in Japan and the 
Far East for example. The results have been 
the same: rapid growth, followed by over
investment, declining returns, and fiscal 
and/or currency crises. The worldview that 
these ideas lead to is still common in the 
United States, as much comment about 
China's rapid growth indicates. W e must 
devoutly hope that today's leaders do not 
make the same kind o f errors that List 's Ger
man and Russian disciples made in the years 
before 1 9 1 4 . • 

31 



JANUARY/FEBRUARY 2004 

Politics Corrupts Money 
by George C. Leef 

n September the Supreme Court heard 
oral arguments in the heated battle over 
campaign finance reform legislation—the 
so-called Bipartisan Campaign Reform 

Act, or B C R A . Tha t law, passed by Congress 
and signed by President Bush in 2 0 0 2 , has 
been challenged by a wide array of parties, 
including such strange bedfellows as the U.S. 
Chamber of Commerce and the A F L - C I O . 
The plaintiffs contend that the statute vio
lates the First Amendment of the Constitu
tion. 

I won ' t offer any prediction as to how the 
Court will rule. Especially in the wake of last 
summer ' s decision in the Universi ty o f 
Michigan case, where a majority of the 
Court invented out of thin air a "compelling 
state interest" in "diversity" that allows 
schools to ignore the Fourteenth Amend
ment ' s requirement that all cit izens be 
treated equally under the law, it's impossible 
to say how the Court will decide. The lan
guage of the Constitution is so easily evaded. 

But I will offer some thoughts on how the 
Court ought to rule. It ought to declare the 
B C R A unconstitutional and should do so in 
language that doesn't encourage Congress to 
go back to the drawing board. The whole 
enterprise of campaign-finance regulation is 
not only a violation of the Constitution, but 
logically misconceived as well. 

The constitutional issue is simple. "Con-
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gress shall make no law abridging the free
dom of speech or of the press," says the First 
Amendment. In limiting political contribu
tions, which are instrumental in campaign 
communicat ions, and in restricting political 
ads, B C R A abridges both. Backers of the leg
islation say that there are good reasons for 
the restrictions. I disagree, but even if there 
were good reasons, the Constitution doesn't 
say, "Congress shall make no law abridging 
the freedom of speech unless it's really 
needed." The drafters o f the Constitution 
gave us an absolute prohibition against con
gressional tinkering with free speech. 

The B C R A ' s prohibition against "issue 
ads" before elections is undoubtedly an 
attack on free speech, but what about its 
limits on campaign contributions? Are mon
etary contr ibut ions to be equated with 
speech? Yes , they should be. Such contribu
tions are instrumental to campaign commu
nications and cannot logically be separated 
from them. Suppose that Congress passed a 
law saying that no one may spend more than 
a certain number of dollars per year on 
paper and ink. Would anyone take seriously 
the contention that the law did not violate 
the First Amendment because it merely put 
limits on the spending of money, but did not 
directly interfere with a free press? Bradley 
Smith, now a member on the Federal Elec
tions Commission, put the matter clearly in 
his book Unfree Speech: " I f spending money 
were not a form of speech, the First Amend
ment would become hollow for all but news-
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papers and other press outlets, since any 
effort to spread one's message, through 
advertising or pamphleteering, could be 
stripped o f First Amendment protections 
simply by at tacking the expenditure o f 
money." 

But the First Amendment is not the full 
extent of our constitutional inquiry. W e 
should look first to the body o f the Consti
tution itself to see if there is any grant of 
authority to Congress to legislate restrictions 
on campaign contributions and spending at 
all. Article I, section 8, gives the exhaustive 
list of congressional powers. Read it through 
and you will not see any provision that even 
remotely suggests authority to dictate to 
people how much of their money they are 
allowed to contribute to any political candi
date or cause. And no, the General Welfare 
clause won ' t do. It was never meant to be an 
al l -encompassing grant o f power , but 
instead was included as a limitation on the 
expressly granted powers. Therefore, we 
must conclude that the B C R A and all other 
campaign-finance reform statutes are uncon
stitutional. 

The Flawed Premises of 
Campaign-Finance Regulation 

T h e central idea o f campaign-f inance 
reform is just as flawed as it is unconstitu
tional. Money—at least money from the 
wrong sources, or too much o f it—suppos
edly corrupts our otherwise pure democratic 
system. Bad bills get passed just because o f 
donations from well-heeled interest groups 
to politicians whose support is for sale, and 
good bills are blocked for the same reason. 
The rich have undue influence in the political 
arena, while "the little guy" is ignored. So 
what could be fairer than to (sorry, but here 
comes another cliche) "level the playing 
field"? 

Tha t central idea, however, gets it com
pletely backward. Money does not corrupt 
politics. Politics corrupts money—that is to 
say, individuals with money. 

Seventy years ago the sociologist Franz 
Oppenheimer pointed out in his book The 
State that there are fundamentally only two 

ways of getting what you want in life. He 
called them "the economic means" and "the 
pol i t ical m e a n s . " By e c o n o m i c means , 
Oppenheimer meant producing and trading. 
By political means, he meant the use of 
force, particularly force as organized and 
used by government. 

If government sticks to its proper role as a 
neutral enforcer of laws that protect life, lib
erty, and property, people have to use the 
economic means to achieve their goals. They 
have to work to produce goods or services 
that they then sell to get money so they can 
buy other things. T h a t regime channels 
human energy into useful endeavors. 

On the other hand, if government allows 
its powers to be used so that some people 
can dictate to and live at the expense o f oth
ers, society will change dramatically as the 
political means becomes increasingly preva
lent. Human energy, resources, and money 
will go into scheming for the passage of laws 
and regulations that benefit a few at the 
expense of the many. Frederic Bastiat called 
it "legal plunder" and it has become the 
means o f choice for many in our society. 

Therefore, the temptation of politics cor
rupts people into using their money for all 
sorts of nefarious purposes. Companies try 
to buy government subsidies. Unions try to 
buy protection against competit ion. Various 
citizen lobbies try to buy "free" medical care 
or more "protected wilderness" or increased 
student aid or hundreds o f other goodies. 
The urge to attain their goals through the 
use o f government force leads them to adopt 
an array o f tactics, mostly using money 
directly or indirectly, to influence politicians, 
bureaucrats, and judges. 

But at the same time, individuals and 
organizations that don' t want those things 
foisted on them are driven to spend their 
resources on opposi t ion pol i t ics . They 
mount campaigns to persuade officials not to 
enact more legal plunder. Money in politics 
thus is not only spent trying to bring about 
bad laws and policies, but also to stop them. 

T h e proponents o f campaign-f inance 
reform evidently believe that with their 
cleansing reforms in place, there will be 
much less support for the political "bads"— 
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even though there is no agreement as to 
what constitutes a political bad. I submit, 
however, that it is at least as likely, if not 
more so, that campaign-finance regulations 
will be a greater impediment to those who 
oppose the political bads than to those who 
promote them. 

Impeding the Foes of 
Special-Interest Legislation 

The interest groups that push politicians 
to give them goodies will not be deterred 
merely because laws regulate campaign 
spending. They will find ways to influence 
politicians anyway. Regulations are apt to 
have far more impact on "leave us a lone" 
individuals and groups, making it harder for 
them to raise issues with the public. 

Let 's consider a hypothetical situation. A 
coalit ion o f interventionist politicians intro
duces a bill named " T h e Good Health for 
All Americans Act . " It would create a "sin
gle payer" heal th-care system—that is, 
socialized medicine. Doctors would become 
government employees subject to its direc
tion. Private health insurance would be elim
inated because the state would dispense all 
medical care. 

Doctors who don't want to have to choose 
between leaving their profession and becom
ing government employees form a group to 
oppose the bill. So do insurance companies 
that don't want to be driven out of the mar
ket. When they begin lobbying against it, they 
find that the "grassroots" organizations push
ing the bill have already lined up a lot of sup
port using populist appeals and that people 
like the idea getting something for nothing. 

The opponents discover that a few politi
cians respond to their arguments that the 
legislation would be a disaster for health 
care. Wi th many others, however, rational 
arguments are unavailing. So they turn to 
another form o f persuasion, saying, " I f you 
will oppose 'The Good Health for All Amer
icans Act , ' we will give a very large donation 
to your re-election fund. On the other hand, 

if you don't oppose it, we will instead give 
that money to your challenger in the next 
election." 

T o campaign-finance reform zealots, this 
is corruption pure and simple. Inducing a 
politician to abandon his conscience and 
vote in a certain way just because of money. 
H o w shocking and immoral! 

It shouldn't be shocking and certainly isn't 
immoral. T o use some of one's wealth to 
protect the rest of it is not immoral. That ' s 
precisely what the coalition of opponents is 
doing. They ' re using the most effective 
means possible to avoid disastrous legisla
tion. It's too bad that they need to pay what 
amounts to protection money to politicians 
just to be left alone, but that 's where the 
ascendancy of the political means has left us. 
The campaign-finance reformers assume that 
democracy is working correctly and purely 
when the populist advocates of socialized 
medicine promote their nostrums, but has 
been wickedly subverted when others use 
their money to play defense. I say that it's 
the other way around. The attempt to force 
socialized medicine on a gullible people is 
corrupt, and the use of money to stave it off 
is morally praiseworthy. 

Yes , one could construct a scenario in 
which a good legislative initiative (say, elim
ination of the postal monopoly) is derailed 
by big-spending pro-monopoly interests, but 
since the political initiative in America rests 
strongly with the advocates of expanding 
government, that sort of thing occurs much 
less often than the socialized-medicine sce
nario. In any event, the law cannot distin
guish between good and bad uses of money 
in politics and shouldn't try. Money is often 
the most effective weapon against socialist 
depredations; without it, the playing field is 
tilted strongly in favor of the predators. 

The reason why people seek favors from 
the government is that the government is 
empowered to give them. Returning to con
stitutional, very limited government would 
remove the temptation to use the political 
means. • 
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Free Trade: Ke] 
and Prosperity 
by William H. Peterson 

A t a time of international tension and a 
so-so economy, we are fortunate that 
the Federal Reserve Bank o f Dallas 
has issued its essay (online or in hard 

copy) " T h e Fruits of Free Trade . " 
It comes from the Dallas Fed's 2 0 0 2 

annual report, and it carries a simple strat
egy for peace and prosperity in two words: 
free trade. The freer the trade the better. 

The essay should be required reading for 
those Bush Whi te House officials who not 
long ago engineered higher tariffs on foreign 
steel and Canadian lumber—auto and house 
buyers be damned. The essay, complete with 
14 statistical exhibits in color , has a front 
cover unlike any district Federal Reserve 
Bank report I've seen in my professional 
career: There in living color is a photo o f an 
enticing global fruit basket, its contents 
avai lable from your supermarket (as 
explained in the text) : apples from New 
Zealand, apricots from China, bananas from 
Ecuador , blackberries from Canada, blue
berries from Chile, coconuts from the Philip
pines, and so on. (For the online version, see 
h t tp : / /www.dal lasfed .org/ fed/annual /2002/ 
ar02.pdf.) 

Moreover , its two authors, W . Michael 
C o x , senior vice president and chief econo
mist at the Dallas Fed, and Richard Aim of 
the Dallas Morning Neivs, open up their 

Contributing editor William Peterson (whpeterson© 
aol.com) is an adjunct scholar with the Heritage 
Foundation. 

to Peace 

secret to garnering wealth for both the indi
vidual and society. They do it as if they were 
ancient Greek visitors to the Oracle at Del
phi, asking her how to get rich. Study hard? 
W o r k hard? "Probably not ," they respond 
to their own rhetorical questions, adding: 
"Diligence and intelligence are strategies for 
improving one's lot in life, but plenty o f 
smart, hard-working people remain poor ." 

So C o x and Aim put the Oracle 's counsel 
for getting wealth into just two short sen
tences: D o what you do best. Trade for the 
rest. 

In other words, in life they suggest that 
you play a pro-growth win-win positive-sum 
game as you trade your productivity for the 
productivity of others—wherever they may 
be located, here or abroad. So their formula 
works for both the individual and society, 
including nations and the global society. It 
has no truck for the common if simplistic 
bumper sticker (usually shown with an 
image o f the Stars and Stripes): "Buy Amer
ican. The J o b Y o u Save M a y Be Your Own . " 
Such protectionism winds up as an anti-
growth win-lose zero- or even negative-sum 
game. 

Indeed, Exhibi t 1 makes the point that 
over the last three decades, a period of U.S. 
economic growth, rising living standards, 
and creation of 5 0 million new jobs , trade in 
goods and services (exports plus imports) 
increased from 11 percent to roughly 3 0 per
cent o f G D P , while U.S. capital flows more 
than tripled. So the authors reject the idea 
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that exports are good because they support 
U.S. industry while imports are bad because 
they steal business from domestic producers. 
Actually, as C o x and Aim argue (as did 
Adam Smith in The Wealth of Nations), we 
don't produce to produce—but to consume. 

Look , say the authors: Yes , exports are 
resources we don't consume at home, but 
they are how we pay for much o f what we 
purchase overseas. In the end, cheaper and 
better imported goods and services are the 
pay-off to America and Americans. Con
sumers here and abroad are the win-win 
winners, as world competit ion presses pro
ducers everywhere to keep their prices com
petitive and their output at the highest qual
ity feasible. 

T h a t compet i t ive pressure, hold the 
authors, causes Ford to produce cars in 17 
countries, with nearly three-fourths o f its 
production occurring outside the United 
States. This pressure is reflected in the 2 0 0 1 
Honda Civic produced here in the United 
States with a get-it-where-you-can 75 per
cent domestic content, or in the 2 0 0 1 Ford 
Escort produced here with a 6 0 percent 
domestic content. All that pressure is of 
course aimed at winning sales, at wooing the 
sovereign consumer with his make-or-break 
purchases. 

Exhibi t 7 shows how production in open-
market societies far outpaces that in con
trolled or planned societies, pretty much 
proving that economic freedom and rising 
per capita consumption go together like the 
proverbial horse and carriage. The exhibit 
ranks two side-by-side, nat ion-by-nat ion 
rating graphs by the Heritage Foundation 
along with the Wall Street Journal and by 
the Fraser Institute of Vancouver , British 

Columbia, in terms of the degree o f state 
intervention and the height o f related out
put. The point of Exhibi t 7: Country by 
country it follows that the less trade inter
vention, such as tariffs and import quotas, 
the higher the average individual consump
tion and standard of living. 

North versus South Korea 
C o x and Aim tell a tale of two nations. 

One is North Korea , with about the lowest 
economic freedom in the world. Its per 
capita income averages just $ 9 5 0 annually, 
with many North Koreans trying to escape 
across the border into China. South Kore
ans, on the other hand, enjoy the bounty of 
a rather free-enterprise economy, with its per 
capita income of $ 1 1 , 4 2 8 — o r 12 times that 
o f North Korea. 

M y only "but" about this remarkable and 
most welcome essay is its inadvertent lack of 
the peace-inducing implications o f free trade 
and investment. For the nice fact is that no 
seller goes around shooting, bombing, or ter
rorizing his customers. I B M caught this 
implication in its old motto , "World Peace 
Through World Trade ." Or as the Old Tes
tament caught it: "They shall beat their 
swords into plowshares, and their spears 
into pruninghooks." 

Rober t D . McTee r , J r . , president and C E O 
of the Dallas Fed, in a comment on the essay, 
relates the observation "attributed to econo
mist Henry George that protectionists want 
to do to their own country during peacetime 
what the country's enemies would wish to 
do to it during wartime—that is, close its 
borders to imports." 

Hear, hear. • 
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Business and Ethics 
by Edmund A. Opitz 

Mr. X manufactures gizmos in a plant 
which uses the varied skills o f a 
thousand employees. These people 
might cheerfully acknowledge that 

they'd rather be sailing, or fishing, or what
ever; but when it comes to supporting them
selves they have chosen to work with M r . X 
in preference to any known alternative. They 
are free to leave whenever a better opportu
nity offers, and many have indeed "gradu
ated" into other forms o f employment, to be 
replaced by people who have chosen to work 
with M r . X as the best opportunity available 
to them. A lot o f people find gizmos useful, 
and they are offered for sale at a price con
sumers can afford. So people buy, and M r . X 
prospers. 

The relations between M r . X and his 
employees are amicable; they are completely 
non-coercive and all arrangements are vol
untary. Likewise all arrangements with cus
tomers. M r . X is wholly dependent on will
ing cus tomers , over w h o m he has no 
leverage except the appeal of his product, 
plus the persuasiveness o f his advertising. 
M r . X has a profitable business, and his cus
tomers profit too; owning a gizmo makes life 
more pleasant. There is an overall upgrading 
of the level of human satisfactions on the 
part o f everyone involved: M r . X , his 

The Rev. Edmund Opitz is a contributing editor 
and a former member of FEE'S staff and board of 
trustees. This is reprinted from the December 
1983 issue of The Freeman: Ideas on Liberty. 

employees, and the users of his product. By 
any definition o f the term, M r . X is per
forming a public service; everybody profits, 
nobody is coerced. 

M r . Y manufactures thingamajigs. There 
was once a brisk market for this gadget, but 
times have changed and the item is no longer 
fashionable. Sales decline steeply and the 
firm slumps into the red. M r . Y ' s firm is on 
the verge of failure. Now, no one likes to go 
down the drain, although in the profit and 
loss system of the free economy—usually 
called "capi ta l ism"—some firms are bound 
to fail; customers simply stop buying, an act 
of free choice on their part, consumer sover
eignty in action. 

M r . Y , although he has lost most o f his 
former customers, has friends in Washing
ton; so he lobbies for a handout. The politi
cians and bureaucrats respond by bailing 
him out with taxpayers ' money. W h a t does 
this mean to the average citizen? People who 
had refused to voluntarily pay their hard-
earned dollars for one o f M r . Y ' s thingama
jigs now have a portion of their earnings 
confiscated by the taxing authority in order 
to keep M r . Y and his company afloat. Does
n't seem right, does it? 

As long as Messrs . X and Y operated in 
the private, voluntary sector of society they 
had no power to coerce anyone. Neither 
man could force anyone to work for him or 
buy his products. The rules o f the market
place forbid this. Under these rules M r . Y 
faced failure, so he entered into an arrange-
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ment with government, and now the law 
forces every taxpayer to spend a fraction o f 
his time working for Y , and another fraction 
to subsidize the sale of Y ' s product. 

There are many real-life situations that 
parallel the case of M r . Y . M o s t recently in 
the news, and therefore fresh in our memo
ries, is the Chrysler caper. The firm is a large 
one, and its products have merit. But for a 
complex set of reasons the American public 
turned to other makes of automobiles. The 
free market—which is the playing field 
where the rules o f business hold sway— 
began telling Chrysler to go into some other 
line o f business, or fail. 

This adverse business judgment on its 
products turned Chrysler toward politics. 
The several hundred thousands o f people 
w h o make up Chrys le r—management , 
labor, and stockholders—refused to accept 
the verdict o f consumers, who chose to buy 
other makes of cars. Instead, they turned to 
Washington and got help. They got a politi
cal remedy for economic failure, as have 
countless others. 

Unbusinesslike Conduct 
A business or industry endures only so 

long as it pleases customers. When a busi
ness ceases to please customers it ceases to 
exist as a business. At this stage o f the game 
it may succeed in pleasing politicians, who 
have the power to force taxpayers to sup
port the new operation. This is a different 
ball game. A failed business propped up by 
a government handout is no longer a busi
ness; it 's a hybrid which deserves criticism 
as an unethical raid on the public treasury. 
It doesn't matter much what you label this 
politicized industry, so long as you realize 
that it operates in defiance o f the rules 
which define a business or industry in a free 
society. 

A businessman per se operates within the 
framework of rules laid down by "the mar
ket" ; when he operates outside this frame
work, and by a different set of rules, he is 
something other than a businessman. "The 
market" describes the process o f social coop
eration under the division o f labor, where 

free and virtuous people specialize in a com
plex variety of tasks in anticipation o f a con
sumer demand for the goods and services 
they produce. This is stage one o f the mar
ket, and it is followed by stage two—multi
ple voluntary exchanges of these goods and 
services where people give over something 
they value for whatever it is they value more. 
The end they have in view is maximum sat
isfaction o f creaturely needs for food, cloth
ing, shelter, recreation, or whatever. 

M o s t of those involved in business, indus
try, and trade operate within the framework 
laid down by "the market ." They have a 
genuine desire to serve consumers; they take 
a craftsman's pride in the honest workman
ship embodied in quality products which 
make the life o f all o f us safer, healthier, or 
more pleasant. And they feel a moral obliga
tion to give value for value received; they 
have adopted and try to live up to a code of 
"business ethics," a praiseworthy effort, at 
which most businessmen succeed far better 
than many in other walks of life. 

I was discussing this ethical point with a 
friend who had taught economics to a gen
eration of students at a fine midwestern col
lege, where he also served for some years as 
Dean. W e were talking about our two pro
fessions—teaching and preaching—some o f 
whose seamier sides we had experienced 
from the inside. " Y o u know, E d , " he said 
to me, "a thoroughly dishonest man can 
last longer as a professor or a preacher than 
as a used car salesman!" I had to admit that 
there was more than a grain of truth in 
Ben 's cynical observation; and further, that 
these same intellectuals have a tendency to 
look down their noses at business, industry, 
and trade, as if the people involved in com
mercial activity are a lesser breed—a mean 
and mistaken opinion which I reject com
pletely. 

The Customer Is Boss 
In a genuinely free society, a laissez faire 

society in the early sense of this much-
abused phrase, the businessman is a man
datary of consumers; the customer is boss. 
Consumer sovereignty! Is this the way the 
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businessman likes it? O f course not. Our 
businessman would like to think o f himself 
as the man in charge, hands on the reins, 
running a tight ship. But who is he kidding? 
He doesn't have even the power to set wages 
in his own factory, or fix the prices he'll 
charge for his products! His competit ion, his 
employees, and his customers make those 
decisions for him. If he tries to lower wages 
he will lose his best workers to his competi
tion who pay the going rate or more. If he 
tries to raise prices people buy elsewhere. 
He's stymied, and that 's why he's tempted 
on occasion to persuade some politician to 
bend the rules in his favor, just enough to 
give him a little "fair advantage." But when 
a businessman yields to this temptation he 
forfeits his standing as a businessman and 
becomes something else—a branch of the 
government bureaucracy with a status simi
lar to the postal service. 

Weal th has a universal appeal, but wealth 
production is a dull affair. There ' s nothing 
about work to make the adrenalin flow or 
the heart to leap; there's no poetry, dash, or 
glamour about commercia l t ransact ions— 
which is why the literary tribe turns its back 
on the realm o f trade. J o h n Ruskin, for 
example , admired the buccaneer and free
booter type, calling him the Baron o f the 
Crags—the knight with his castle atop a hill. 
The modern man o f wealth Ruskin referred 
to contemptuously as the Baron o f the 
Bags—moneybags , that is. The businessman 
tends to accept this caricature o f himself 
and his function, vainly trying to conceal 
it under a false and somewhat ridiculous 
image. 

If only business radiated some o f the 
magic that invests royalty, or reflected some 
of the panache of the military! So dreams the 
man of business, who then finds wish fulfill
ment, of sorts, in assuming titles such as The 
Spaghetti King, The Chewing Gum Czar, 
The Fast Food Tycoon , and so on. Captains 
of Industry meet with their Lieutenants at 
the Admirals ' Club to work out the strategy 
and tactics o f the next "trade war ." Inside 
the plant or in the boardroom our tiger is 
referred to with affectionate dread as The 
Boss, or The Old M a n . 

The Function of the Businessman Is 
to Serve the Customer 

There is an inversion o f values here, as 
well as a gross misunderstanding of the role 
of the businessman in society, a misunder
standing on the part o f the businessman 
himself, which is shared by friends and ene
mies alike. Kings and dukes in the precapi-
talistic ages did not produce or earn the 
wealth they enjoyed; they seized the wealth 
produced by others. They lived by "The 
good old rule, The simple plan, Tha t they 
should take who have the power, And they 
should keep who can ." 

Royal ty and the nobility exercised vital 
functions at the time, but work was not one 
of them; and the same might be said o f the 
military. As necessary as a military establish
ment is for the defense of the nation, is it not 
obvious that military action results in the 
consumption and destruction of wealth? The 
businessman appeared on the scene as a dif
ferent breed altogether; the businessman 
earns whatever wealth he obtains, and the 
method he employs increases the well-being 
of others. He is on an ethical par, to say the 
very least, with those who rule and those 
who fight! 

" I take what I want ," said Frederick the 
Great . " I can always get some pedant to jus
tify my act ions." The thief also takes what 
he wants, and so does the pirate and the 
racketeer. The king, the crook, the bucca
neer and the gangster pursue their naked 
self-interest directly, operating in terms of a 
ruthless egoist ic hedonism. Bemused by 
these glamorous figures, apologists for capi
talism have explained the motivation o f the 
businessman in terms of the same egoistic 
hedonism. With friends like this the busi
nessman doesn't need enemies! 

It is a truism to say that everyone tries to 
improve his circumstances, to upgrade his 
level of well-being. The question is How? 
Pursuing one's self-interest directly, at the 
expense of other people, is the way of the 
powerful and the crooked. Serving one's self 
indirectly by advancing the well-being of 
other people is the operational principle o f 
the free-market economy. 
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T o illustrate: the successful buggy manu
facturer with a deep personal commitment 
to this means o f transport and pride in his 
product finds business falling off. Consumer 
taste is gravitating toward the new-fangled 
horseless carriage. Our entrepreneur, if he 
wants to stay in business, must swallow his 
pride and put his time, talents, and capital at 
the service o f those who want automobiles. 
The ruler o f this tiny industrial empire, as he 
fancies himself, surrenders, and agrees to put 
himself at the disposal of consumers. Every
one's welfare is upgraded in the only way 
possible for this to occur. 

The Good Society 
The latter part o f the 18th century marks 

a watershed in human history. Walter Lipp-
mann, writing about the capitalistic era 
which opened two hundred years ago, utters 
an incandescent truth about this startlingly 
novel way o f conducting our economic 
affairs: "Fo r the first time in human history 
men had come upon a way of producing 
wealth in which the good fortune of others 
multiplied their own." Read that one again, 
for it is the basic axiom of the free market 
economy, so fundamental that it is over
looked by friend and foe alike. Lippmann 
continues: "Fo r the first time men could con
ceive a social order in which the ancient 
moral aspiration for liberty, equality, and 
fraternity was consistent with the abolition 
of poverty and the increase of wealth" (The 
Good Society, pp. 1 9 3 - 9 4 ) . 

Th i s was the socia l order or iginal ly 
known as Classical Liberalism, built around 
the convict ion that there is an inviolable 
essence in each person, which it is the func
tion o f the Law to protect. When the Law is 

limited to the administration of justice by 
securing the life, liberty and property o f all 
persons alike, then people are free to peace
fully pursue their personal goals , each 
respecting the right o f every other to do the 
same. This is the good society operating 
under the moral law, the only kind o f soci
ety in which a complex division-of-labor 
economy can flourish. 

There is a moral law whose mandates are 
binding on every one of us. The moral law 
within each person—his individual con
science—instructs us to "injure no man." It 
obligates us to work for justice and fair play 
in human affairs; to speak the truth in char
ity, keep our word and fulfill our contracts. 
This ancient code forbids murder, assault, 
theft, and covetousness. These are the most 
important items in any ethical code, so uni
versal as to seem part of human nature itself, 
and so compelling that most of us acknowl
edge them as binding even while we fail to 
obey them. 

There is not a separate ethic or set of 
moral principles trimmed or adapted to this 
group or that in society, even though our 
common speech seems to suggest this. It is 
improper, strictly speaking, to talk about 
"legal ethics," "medical ethics," "business 
ethics," or the like. Lawyers, doctors, busi
nessmen are judged by the same moral law 
that applies to all the rest of us. Free-market 
rules o f business fall well within the moral 
law; and individual businessmen, large as 
well as small—so long as they stick to their 
last—measure up at least as well as members 
of other trades and professions. Only when 
a government grant of privilege is obtained 
is a moral principle violated. But when this 
happens the violator is no longer a business
man. • 
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In Denial: Historians, Communism, 
and Espionage 

by John Earl Haynes and Harvey Klehr 
Encounter Books • 2003 • 316 pages 
• $25.95 

Reviewed by Richard M. Ebeling 

T he truth about the tragedy and brutality 
o f the Soviet regime in Russia was avail
able for all those with eyes to see and 

ears to hear for the entire 75-year history o f 
communism in the U.S .S .R . 

Former Gulag victims, Russian political 
defectors , ex -communis t s from Wes te rn 
countries who had a rude awakening when 
they actually visited the workers ' paradise, 
and men and women who had at one time 
spied for M o s c o w in America—they all told 
their tales o f the reality o f socialism in prac
tice. Nothing was hidden from either schol
ars or ordinary citizens who were willing to 
read and listen. 

Since the fall o f the Soviet Union in 1 9 9 1 , 
however, a number of formerly secret Soviet 
archives have been selectively opened for 
periods o f time, allowing Russian and West
ern scholars to look directly into that coun
try's history o f horror . Among the docu
ments partially made available have been 
some relating to Soviet espionage in Western 
countries, including the United States. T w o 
American historians, Harvey Klehr and John 
Earl Haynes, have devoted their research to 
the activities o f the Communist Party o f the 
United States and its connections to and 
funding by the Soviet authorities in M o s c o w . 
Their two books on this theme are The 
Secret World of American Communism 
( 1 9 9 5 ) and The Soviet World of American 
Communism ( 1 9 9 8 ) . 

Assisting these investigations into Soviet 
spying in America has been the release of the 
Venona papers—the U.S. intelligence code 
name for the intercepted messages and com

munications between M o s c o w and its agents 
in the United States. Haynes and Klehr sum
marized those documents in their book 
Venona: Decoding Soviet Espionage in 
America ( 1 9 9 9 ) . 

W h a t has been a surprising result o f those 
revelations is the resistance by many Ameri
can historians to admit and incorporate 
these new findings into their accounts of 
twentieth-century U.S. history and the place 
of communism in that story. This peculiar 
and pervasive phenomenon is critically eval
uated by Haynes and Klehr in their new 
book, In Denial: Historians, Communism, 
and Espionage. 

The plain fact is that a sizable majori ty o f 
historians are on "the left" and view them
selves that way. T h a t is especially true 
among historians who have written on the 
Soviet Union, the Cold W a r , and the Amer
ican Communis t Party. The i r sympathies 
have been with the ideas o f social reform 
and revolution. They are either strongly 
antagonist ic to capitalism or at least highly 
suspicious o f a market-or iented society. 
Wi th all its imperfections, for them the 
Soviet Union captured the ideal o f a social 
order remade in the direction o f "social jus
t i ce . " T o admit the truths about the Soviet 
experience, as far as many o f these histori
ans are concerned, is to concede the debate 
to the forces o f profit and human exploi ta
t ion. 

Hence, those historians resist admitting 
such things as the fact that Soviet totalitari
anism was worse in its long-term effect than 
Nazi totalitarianism, if for no other reason 
than that it lasted so much longer and 
affected far more lives around the globe. In 
particular, they have been reluctant to admit 
the numbers o f people killed by communism 
during the twentieth century—well over 1 0 0 
million—even in the face o f irrefutable evi
dence, including the type o f documentation 
one finds, for example, in the excellent, 
multi-authored work, The Black Book of 
Communism ( 1 9 9 9 ) . 

In Denial dissects the refusal o f those his
torians to accept that the Communist Party 
of the United States (CPUSA) was heavily 
funded by and rigidly under the control and 
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supervision o f the Communist Party of the 
Soviet Union. They cling to the starry-eyed 
notion that the CPUSA was an independent 
force for social change in America, merely 
responding to and reflecting the vision of a 
better and more just world. 

Likewise, they continue to resist the mutu
ally reinforcing evidence o f the Venona 
papers and the documents now available 
from the Soviet archives that hundreds of 
U.S. citizens knowingly participated in low-
and high-level espionage in the years before, 
during, and after Wor ld W a r II. In particu
lar, they have turned a blind eye to the facts 
about Julius and Ethel Rosenberg, who were 
executed for atomic spying, as well as those 
like Harry Dexter Whi te , Alger Hiss, and 
Lauchlin Currie, high-placed government 
officials in the Roosevelt administration who 
supplied government documents to the Sovi
ets or tried to influence U.S. policy in a pro-
Soviet direction. 

W h y is there such resistance to admitting 
these facts? The authors do not examine that 
question in much detail. But a clue is offered 
in another book, Alan Bullock's Hitler and 
Stalin: Parallel Lives ( 1 9 9 2 ) , and is typical of 
the mentality that Haynes and Klehr discuss. 
Bullock says at one point that "The corrup
tion at the heart of Nazi ideology lay in its 
ends. Dominat ion, enslavement, extermina
tion are evil in themselves and will corrupt 
any movement that pursues it. The corrup
tion at the heart of Communist ideology lay 
in the means. Social justice, greater freedom 
and equality, an end to exploitation and 
alienation are noble, humane ends. Wha t 
compromised them fatally were the inhuman 
methods employed to achieve them." 

The blind spot comes from the inability to 
see that no system can be humane that wants 
to politically redistribute income, impose 
economic equality, and centrally plan what 
gets produced and supplied to whom. The 
pursuit o f such ends must always result in 
coercive means, regardless o f the label under 
which it is undertaken or the people in 
whose name it is done. Thus , Soviet commu
nism was no less evil in its chosen ends than 
those pursued under the Nazi regime. • 

Richard Ebeling is president of FEE. 

Economics for Real People: An 
Introduction to the Austrian School 
by Gene Callahan 
Ludwig von Mises Institute • 2002 • 
299 pages • $11.00 paperback 

Reviewed by E. C. Pasour, Jr. 

Gene Callahan's stated objective is to 
introduce the intelligent layman to the 
main ideas of the Austrian School , and I 

know of no close substitute for the book he 
has written. Logically organized and written 
in a witty and entertaining style, the book 
consists of four parts and two brief appen
dices. 

Part I focuses on human action. Callahan 
uses the Robinson Crusoe model of an iso
lated individual alone on a desert island to 
explain basic economic concepts—including 
value, saving, time preference, capital, and 
uncertainty. 

Part II describes the market process. When 
another person joins the island, the law of 
comparative advantage leads to specializa
tion, the division of labor, and exchange. 
The author then expands the simple island 
economy to show the importance of money 
in exchange and in economic calculation. He 
emphasizes the role of the entrepreneur and 
explains why entrepreneurship plays so 
small a role in mainstream theory. Unlike 
the Austr ians, mains t ream economis ts 
emphasize equilibrium analysis in which all 
decisions are perfectly coordinated and there 
are no profit opportunities. 

The distinction between mainstream and 
Austrian views of inflation and deflation 
comes out in the discussion of pitfalls in 
using price indexes to measure the "price 
level." Callahan explains why inflation is 
best viewed as a rapid increase in the money 
supply rather than an increase in consumer 
price index (or other price index), even 
though a price index is useful as long as it is 
taken as a rough approximation of changes 
in the value of money. 

In Part III, "Interference with the Mar 
ke t , " Cal lahan describes the calculat ion 
problem and explains why socialist planners 
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could not do what they purported to do, 
even if all citizens were properly motivated 
as perfect social is t c i t izens. Th i s is so 
because there cannot be market prices with
out markets , and there would be no resource 
marke ts if the government owned all 
resources. Government regulators in a mar
ket economy confront information problems 
similar to those facing socialist planners. 

Frederic Bastiat contended that in eco
nomic matters we should not judge solely by 
what is seen but also by what is not seen. 
Callahan follows Bastiat 's dictum in explain
ing the effects of price fixing, including min
imum wages and price ceilings, and drops in 
the stock market . He has the clearest expla
nation I have seen for why a fall in the stock 
market, as occurred in 2 0 0 0 - 2 0 0 1 , is best 
viewed as a change in relative prices rather 
than a reduction in wealth. 

The pitfalls of using "efficiency" criteria 
for resolving legal disputes and to justify 
intervent ionism are often ignored in 
economic analysis. Cal lahan shows that 
a t tempts to maximize "soc ia l ut i l i ty" 
through nonmarket approaches, including 
the legal process, fail to recognize the impor
tance o f market prices and secure property 
rights in achieving the most productive pat
tern of resource use. 

Cal lahan uses an ingenious metaphor 
involving a bus driver at the edge of a 
desert—too long to describe here—to explain 
the Austrian business-cycle theory. Credit 
expansion by the central bank and erroneous 
entrepreneurial expectations are the critical 
factors in explaining why modern economies 
tend to swing through boom times and 
recession. 

Moreover, government regulation of market 
"excesses" is no panacea. In the attempts to 
correct alleged market failures—including 
unsafe products, externalities, inadequate 
investment by private firms in sports arenas, 
and path dependence—government "screwups" 
are just as pervasive and more difficult to cor
rect than those of the market because of infor
mation and incentive problems. 

Part IV, focuses on the political economy 
of the Austrian School . The author contrasts 
views of Ludwig Lachmann, F . A. Hayek, 

Ludwig von Mises , and Murray Rothbard to 
show the wide range o f views held by key 
Austrian figures concerning the appropriate 
role of government. This discussion is closely 
related to the first appendix, which provides 
a short description of the history and devel
opment o f the Austrian School . 

The second appendix contrasts praxeolog-
ical economics with mathematical econom
ics. Ca l lahan explains why the latter 
approach, though useful in the study of the 
equilibrium condit ion that markets may 
gravitate toward, is unable to capture the 
essence of human action—the logic of eco
nomic events. 

I recommend this book to anyone inter
ested in a highly readable, nontechnical pre
sentation o f the basic ideas o f Austrian eco
nomics and an explanation o f how it differs 
from "mainst ream" economics . Although 
some o f the topics could have been explained 
more completely in a longer book, the avail
able space is used quite effectively. • 

E.C. Pasour is professor emeritus in the Depart
ment of Agricultural and Resource Economics at 
North Carolina State University. 

State of the Union: A Century of 
American Labor 
by Nelson Lichtenstein 
Princeton University Press • 2002 • 336 pages 
• $45.00 hardcover; $19.95 paperback 

Reviewed by Stanley Greer 

T he premise o f Nelson Lichtenste in 's 
book is that American workers and soci
ety as a whole benefit when employers 

are prohibi ted from making workplace-
governance decisions on their own and must 
instead make such decisions jointly with a 
union selected by a majority of employees. 
It 's the old wine of coercion poured into a 
new bottle. 

For Lichtenstein, a history professor at the 
University of California, Santa Barbara , his 
vision of "industrial democracy" is superior 
to the system in which employers set pay and 
benefits for employees on an individual 
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basis. But he doesn't bother to make a sus
tained argument for his position. 

Instead, he dismisses views that differ 
from his own by employing a few loaded 
terms, and then moves on. For example, 
accord ing to Lichtenste in , anyone who 
believes that state-authorized "industrial 
democracy" violates the freedom o f contract 
of the minority o f employees who do not 
wish to be unionized adheres to "an imagi
nary world o f 'free labor ' in which individ
ual workers freely and equitably negotiate[] 
their pay and perks with those who hired 
them at . . . great corporat ions ." 

If free negotiation is a fantasy, then why, 
according to the U.S. Labor Department, 
was the overall employee turnover rate 
between September 2001 and August 2002 
21.4 percent? This at a time when the 
national economy was struggling. The over
whelming major i ty o f such turnover is 
voluntary on the employee 's part . And 
"employee retention" through financial and 
other inducements is clearly a major concern 
for firms of all sizes with a wide array of 
workforces, as anyone can confirm in a few 
minutes on the Internet. In light of such 
facts, there is a strong case that it is those 
who claim that individual employees have 
no power vis-a-vis employers who are really 
living in an "imaginary world." 

Lichtenstein also would have us believe 
that representative government in America is 
gravely threatened when an insufficient 
number of employees work under terms bar
gained by a union selected by a majority of 
their coworkers and endowed with exclusive 
bargaining power . Paraphrasing a 1915 
speech by U.S. Supreme Court Justice Louis 
Brandeis, Lichtenstein insists that there can 
be "no more 'political ' democracy in con
temporary America . . . without an 'indus
trial democracy ' that [gives] workers an 
actual participation in the governance of the 
firms for which they [work] . " 

The importance of "industrial democ
racy," however, is questionable to people 
who are not dyed-in-the-wool collectivists. 
As Howard Dickman pointed out 16 years 
ago in his meticulously argued Industrial 
Democracy in America, " the wholesale 

restructuring o f private contractual relations 
through a political device like majority rule 
is a drastic and radical repudiation o f 
another American tradition at least as old as 
democracy, namely freedom of contract . 
Legislatures have, to be sure, interfered with 
contractual freedom in America since colo
nial times. But the majority rule principle in 
labor law was unprecedented, in that it 
vested in some men the power to establish 
employment relations for other men, with
out their consent ." Many workers prefer 
contractual freedom to the yoke of union-
dominated "democracy," but the author 
isn't concerned about them. 

Lichtenstein frets over the decline of 
unionization (at least in the private sector), 
but refuses to consider the possibility that 90 
percent of today's American employees have 
opted for workplaces that do not conform to 
his vision of "democracy" because they find 
it irrelevant or even distasteful. Instead, he 
unconvincingly blames employer opposition 
to unions. That overlooks data showing that 
in Canada, where active employer opposi
tion to unionization is severely restricted, 
organized labor 's "market share" of private-
sector employment plummeted by 30 per
cent between 1975 and 1999. Canadian 
private-sector unions are heading in the 
same direction as their U.S. counterparts, 
albeit not as rapidly. 

Actually, not even Lichtenstein himself 
can consistently live with the vision o f 
"industrial democracy" that he endorses. 
Federal labor law currently bars groups of 
workers from democratically making many 
decisions. For example, under the Norris-
LaGuardia Act, no group o f employees can 
vote to authorize the employer to fire any 
dissenting employee who wishes to belong to 
a union or pay dues to a union. Lichtenstein 
hails Norris-LaGuardia as a legislative mile
stone. This means that, in at least some 
cases, even he understands that a workplace 
decision isn't legitimate simply because it's 
made "democratically." 

Collectivist thinking still reigns supreme in 
some provinces and two of its strongest bas
tions are organized labor and the ivory tow
ers o f academe. Nelson Lichtenstein com-
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bines the two. State of the Union is a pre
dictably dreary book by someone who insists 
on believing that there is some great virtue in 
the coercion of our labor laws. But if you 
want to know what that thought-world is 
like, this book will suffice. • 

Stanley Greer is the senior research associate for 
the National Institute for Labor Relations 
Research (www.nilrr.org), a think tank located in 
Springfield, Virginia. 

Living It Up: Our Love Affair 
with Luxury 
by James B. Twitchell 
Columbia University Press • 2002 • 448 pages 
• $30.95 hardcover; $14.00 paperback 

Reviewed by Tom Welch 

For centuries, luxury has connoted items 
available only to the elite few. Through 
scarcity and by statute (sumptuary laws), 

luxury was kept out o f the hands o f the 
masses. Since the Industrial Revolut ion , 
however, luxury has become attainable by 
the average consumer, and the desire for it is 
as prevalent as ever in today's culture. Typi
cally, the pursuit of luxury is looked down 
on by cultural commentators , and even those 
who indulge in such pursuits often tacitly 
accept guilt. However , in Living It Up, 
James B . Twitchel l , University o f Florida 
professor of English and advertising, says o f 
such criticism: not so fast. 

The "democrat izat ion" of luxury since the 
nineteenth century has occurred at such a 
pace that luxury itself is constantly being 
redefined. A century ago indoor plumbing 
was considered a luxury; today lack of it is 
considered a mark of abject poverty. H o w 
do luxuries become necessities? Twitchell 
outlines the key role played by the much-
maligned "early adopters." "They are will
ing and able ," he says, " to pay the high first 
cos t s" and eventually make goods once con
sidered luxurious affordable for the masses. 
Despite the grumblings o f academic scolds, 
there is no doubt that such consumption has 
increased the quality o f life for most every

one. " O n e would almost surely prefer to be 
poor today than upper middle class a cen
tury ago ," notes Twitchell , quoting Paul 
Krugman in the New York Times. Beyond 
food and shelter, says Twitchell , all needs 
are cultural, not natural. While one may dis
pute his classification of psychological needs, 
his argument is illuminating. If people had 
lived by the reasoning of the critics of con
sumpt ion, humans would never have 
advanced beyond subsistence level. 

Such a defense certainly works for what 
Twitchell calls " technoluxe" items, whose 
benefits are tangible. But what of so-called 
"opuluxe" : names such as Armani, Louis 
Vui t ton , Tiffany, or Fendi, a t tached to 
objects whose functionality is comparable to 
their nonluxury counterparts but whose 
price may be several times higher? Twitchell 
readily asserts that those brands are purely 
marketing constructs. Continuing a theme 
from his earlier works , he establishes that 
the purpose o f advertising is to attach mean
ing to objects. Consumers, for their part, 
knowingly buy the resulting image, not the 
product. While critics may point to such 
behavior as proof o f the shallowness o f our 
age, Twitchell scoffs at such ideas. " T h e 
balderdash o f cloistered academics aside," 
he contends, "we did not suddenly become 
materialist ic." Rather , as material comforts 
have increased, consumers have shifted their 
desires toward entire "experiences," rather 
than simply goods. For "opuluxe" items, 
buying itself has become the sought-after 
experience. 

All this leads Twitchell to what he terms a 
"mild" defense o f luxury. In finding meaning 
in luxury, people are granting to consump
tion the status enjoyed by religion in cen
turies past. "Mater ia l ism is not the opposite 
o f spiritualism," he contends. "Mater ia l ism 
is what you spiritualize when you have lots 
o f stuff." M o n e y cannot buy happiness, 
Twi tche l l concedes—but poverty a lmost 
guarantees unhappiness. 

As to the concrete benefits o f this trend, 
those Twitchell cites fall more in the cate
gory of evils avoided. Societies focused on 
consumption, he says, will be too busy shop
ping to wage offensive war. As consumption 
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choices create distinctive " t r ibes" of con
sumers, lines of ancestry and religion will 
slowly disappear. Better, remarks Twitchell 
wryly, to be mugged for your shoes than to 
be ethnically cleansed. 

Unfortunately, the author 's defense o f 
the system that makes luxury consumption 
by the masses possible is lukewarm. Capi
talism will cont inue to thrive, he acknowl
edges—but only until another system can 
"codify and satisfy" human needs and 
yearning. Twitchel l notes that in our cul
ture what you consume is more important 
than what you produce—but in doing so he 
glosses over the fact that production is the 
prerequisite o f consumption. On the role 
tha t f reedom has to play in all this , 
Twitchel l is, alas, silent. 

Twitchell 's treatment o f the subject o f 

luxury is entertaining and, notwithstanding 
a few obscure literary references, gener
ally unencumbered by an overly academic 
style. He meanders through a variety of des
tinations on the way to his conclusions: 
the tony shops and hotels of modern-day 
America; plague-stricken Holland during the 
seventeenth-century tulip-bulb craze; the 
boardrooms of French conglomerates that 
have cornered the "opuluxe" market by 
applying American marketing techniques to 
European luxury. But while providing some 
useful insights, usually o f a sociological 
nature, his narrative lacks an appreciation of 
the economic and political aspects of his 
subject. • 

Tom Welch is a writer who lives in Atlanta, 
Georgia. 
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The Pursuit of Happiness by Russell Roberts 

JANUARY/FEBRUARY 2004 

Why Are Economists 
So Misunderstood? 

Here is a puzzle. 
I'm at a social gathering that includes 

some doctors. One doctor is discussing 
a prescription drug for a particular ail

ment. I interrupt with a lengthy discourse on 
the medication, explaining that the doctor 's 
understanding is faulty. He has misunder
stood the most important applications o f the 
drug. His analysis o f the side effects is 
absurd. I patiently explain to the other 
bystanders that the doctor is simply wrong. 

This scene, o f course, has never occurred. 
And yet in many a social gathering I have 
heard doctors explain to me that the mini
mum wage is good for the poor; it raises 
their wages at no cost in reduced employ
ment. I have had doctors patiently explain to 
me that my understanding of the energy 
market is faulty, that there is no competit ion 
there, simply the greed o f big multinational 
oil companies that jack up the price o f gaso
line from time to time and only lower it to 
mask their sinister ability to exploit us. 

So here's the puzzle. W h y do doctors feel 
competent to contradict economists on eco
nomic mat ters while economis t s would 
never contradict doctors on medical mat
ters? 

There 's a simple explanation. Doctors are 
more confident than economists in their abil
ity to understand the world around us. D o c 
tors feel that they hold the power o f life and 

Russell Roberts (roberts@gmu.edu) is a professor 
of economics at George Mason University and the 
J. Fish and Lillian F. Smith Distinguished Scholar at 
the Mercatus Center. He is the author of The Invis
ible Heart: An Economic Romance. 

death. This induces a certain measure of self-
esteem leading to the occasional intellectual 
overreach. 

There may be something to this theory, 
but I doubt many doctors would contradict 
an engineer about the safety o f a particular 
bridge or correct an astronomer 's assertion 
on the identity o f a particular constellation. 

W e are left with a more depressing con
clusion. Doctors (and plenty of other folks) 
don' t respect economists as credible sources 
o f information on many economic topics. I 
used to think that this was the inevitable 
result of being a social scientist rather than a 
" rea l" scientist. N o doubt the imprecision of 
economics has something to do with our rel
atively low standing in the eyes o f the public 
relative to the practitioners of more reliable 
disciplines, such as physics and chemistry. 

But lately I've started to wonder if there is 
a more fundamental misunderstanding at 
work. Tha t misunderstanding is about the 
very essence o f the field o f economics. I've 
come to realize that most people, even intel
ligent, educated people, have not the faintest 
clue as to what economists do or what the 
discipline of economics has to contribute to 
an understanding of the world around us. 

I got an inkling o f the problem one time 
when on an airplane, the woman next to me 
asked what I did for a living. I mentioned 
that I wrote books on economics. T o o bad 
my husband isn't here, she said. He loves 
books on the stock market. I wanted to reply 
that I was glad her husband had stayed 
home, given that I have no interest in books 
on the stock market. I held my tongue, but I 
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learned a lesson that I have heard confirmed 
in subsequent conversa t ions with even 
highly educated s t rangers—most people 
think economics has something to do with 
personal finance or the stock market. At 
best, non-economists think economics is all 
macro , dealing with GDP, interest rates, and 
the money supply. Mos t non-economists 
find these topics either intimidating or bor
ing. N o wonder that mos t people are 
unaware that economics has something to 
say about what Alfred Marshal l called the 
"ordinary business o f life." Tha t side of eco
nomics, the micro side, the side that focuses 
on human behavior at either the individual 
level or in groups, has been dwarfed by the 
emphasis on financial news, interest rates, 
and the stock market. 

Y o u can see part o f the problem when 
you mention the word "marke ts" to a non-
economist . He immediately thinks of the 
stock market rather than the slightly surreal 
concept of economics where buyers and sell
ers are linked by prices. 

What Is to Be Done? 
So what can we do to give non-economists 

an idea o f what economics is really about? 
The simple answer, of course, is to teach 
more people economics. But it's a Ca tch-22 . 
If people have a preconception that econom
ics is about financial matters and if people 
are either intimidated or bored to tears at the 
prospect of a lecture on finance, then this 
solution is unlikely to help. It 's a little like 

the old "Saturday Night Live" skit about 
Smucker 's jam. H o w do you market a prod
uct with such an unattractive name? With a 
name like economics, you know it must be 
fascinating! 

A more attractive and practical answer is 
to pick a different name for the field, a name 
that gets away from that embedded term 
" e c o n o m i c , " which reasonably enough, 
makes people think of financial matters. 
When strangers ask me what I do for a liv
ing, I've stopped saying that I teach econom
ics. It 's a conversation stopper unless you're 
talking to a fan of the stock market. 

I'd prefer to say that I study human behav
ior. But most people assume that means 
psychology. So I now tell people I teach 
spontaneous order. Instead of ending the 
conversation, I usually get a follow-up ques
tion asking about spontaneous order. That 
gives me a chance to talk about the insights 
of Adam Smith's invisible hand and Hayek's 
discussion of how markets make use of 
information. 

M y idea of talking about spontaneous 
order is just one way to improve the reputa
tion o f what George Stigler called the queen 
of the social sciences. Many of you under
stand that economics is about more than just 
the stock market or interest rates. I'd like to 
hear from you about how you think eco
nomics might improve its image problem. 
E-mail me your suggestions (or send them to 
me c/o F E E ) . If any o f them appeal to me I'll 
use them at cocktail parties and highlight 
them in a future column. • 
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