
Free Markets, the Rule of
Law, and Classical Liberalism
by Richard M. Ebeling

The history of liberty and prosperity is
inseparable from the practice of free
enterprise and respect for the rule of
law. Both are products of the spirit of

classical liberalism. But a correct under-
standing of free enterprise, the rule of law,
and liberalism (rightly understood) is greatly
lacking in the world today. 

Historically, liberalism is the political phi-
losophy of individual liberty. It proclaims
and insists that the individual is to be free to
think, speak, and write as he wishes; to
believe and worship as he wishes; and to
peacefully live his life as he wishes. Another
way of saying this is to quote from Lord
Acton’s definition: “By liberty I mean the
assurance that every man shall be protected
in doing what he believes his duty against
the influence of authority and custom, and
opinion.”1 For this reason, he declared that
the securing of liberty “is the highest politi-
cal end.”2

Lord Acton did not say, you will notice,
that liberty is the highest end, but rather 
the highest political end. In the wider con-
text of a man’s life, political and economic
liberty are means to other ends. What ends?
Those that give meaning and purpose to his
sojourn on earth. Liberalism does not deny
that there may be or is one ultimate Truth,

or one moral “right,” or one correct concep-
tion of “the good” and “the beautiful.”
What liberalism has argued is that even the
wisest and best men are mere mortals. They
lack God’s omniscience, omnipresence, and
omnipotence. Mortal men look at and
understand the world within the confines of
their own imperfect knowledge, from the
perspective of their own narrow corner of
existence, and with extremely limited mental
and physical powers compared to those pos-
sessed by the Almighty. 

As a result, since no man may claim access
to an understanding of man and his world
equal to God’s, no man can claim a right 
to deny any other person the freedom to fol-
low his conscience in finding answers to
these profound and ultimate questions. They
are so crucial to man’s very being as a spiri-
tual and moral person that they must be
removed from the arena of politics and polit-
ical control. They must be left to the private
and personal confines of each man and his
conscience. 

The reason for this should be evident.
Political control is fundamentally the power
of physical force. It is the right to demand
obedience from the citizenry either to do or
not do something under the threat of the use
of coercion. Political power can be used to
command people regarding how they may
live, how they may think, and how they may
act. It is one man bending the will of another
to his wishes under the threat of physical
harm.3
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Some men have faced such threats or uses
of force and not given up their faith or
beliefs or ideas. But liberalism argues that no
man should be confronted with torture or
death because of where his conscience leads
him. Furthermore, once political power is
used to dictate what men may believe and
how they may peacefully act, society is faced
with an endless struggle as those with con-
flicting faiths, beliefs, and ideas battle for
control of the reins of political authority. It
becomes a life-and-death confrontation to
determine whose conception of the good, the
beautiful, the right, and the just shall be
imposed on all. In such a battle over truth
and virtue man’s world becomes an earthly
hell of human and material destruction. 

There thus arose the idea of tolerance,
that each man should respect the right of
every other man to be guided by the dictates
of his conscience.4 But even tolerance was
soon seen to be authoritarian; it implied that
the one tolerating the free thoughts and
actions of another was doing so as if he were
giving a privilege to someone else, a privilege
that if given could at any time be taken
away. Hence, it was insisted that freedom of
conscience was a fundamental right pos-
sessed by all men, and not something per-
mitted or allowed, say, by a majority for the
benefit of a minority.5

But how was the political authority—the
government—to be prevented from overstep-
ping its boundaries and encroaching on such
individual rights as freedom of conscience
and other elements of personal liberty? How
were men with political power to be
restrained from abridging other men’s rights?
All law is man-made, regardless of the source
of the inspiration for the law. It is men who
articulate and agree on the law, who codify
it, and who establish and enforce the proce-
dures and mechanisms for its respect and
enforcement. Man, therefore, can never be
separated from law and the legal process.

Public Accountability
A way to assure that society lives under a

rule of law and not a rule of men is to insist
that even those who implement and enforce

the law be held accountable under certain
clearly defined procedures in their dealings
with the citizenry. Or as the English legal
philosopher Albert Venn Dicey expressed it
in the late nineteenth century: “With us
every official, from the Prime Minister down
to a constable or a collector of taxes, is
under the same responsibility for every act
done without legal justification as any other
citizen.”6

An essential element of the rule of law is
that it specifies what government may not do
to the citizenry. For example, neither the
government nor its various legal agents may
hold an individual without bringing charges
against him before a judge within a specified
period of time. The writ of habeas corpus
assures that no man is physically seized and
held for an indefinite duration without
charges being brought against him in a court
of law. If it is not demonstrated to the court
that a breach of the law has occurred and
that there is sufficient evidence for holding
the accused, he must be let go.7 Or as Dicey
explained it, “Liberty is not secure unless the
law, in addition to punishing every kind of
interference with a man’s lawful freedom,
provides adequate security that everyone
who, without legal justification, is placed in
confinement shall be able to get free.”8

A distinctive quality and merit of the rule
of law is that it attempts to, if not completely
eliminate, then reduce as much as possible
all arbitrary power in the hands of those
who administer the political regime and the
legal order. Friedrich Hayek, for example,
has emphasized that the rule of law refers to
laws of an abstract and general nature
equally applied to all men independently of
any particular circumstance.9

Since this may seem rather nebulous, it
can be better understood through the expres-
sion end-independent rules.10 We can think
of this, for example, in terms of the rules of
road. These rules specify whether cars are to
be driven on the right or left side of the road;
that all cars must stop and wait while the
traffic light is red, and may go when the light
turns green; that posted speed limits must be
followed; and that if a police car or an
ambulance is coming down the road, all
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other drivers are to pull over and stop until
it has passed.

These rules of the road are general and
uniform, in that they apply equally to all dri-
vers and do not privilege or burden anyone.
Furthermore, as long as every driver follows
these rules, he is free to travel on the roads
whenever he desires, for whatever purpose
he may have in mind. Nor can any driver be
pulled over by police patrolling the roads
and highways for a traffic violation unless
there is an infraction of these general and
uniform rules of the road. 

The general and abstract rules are “end-
independent” because they do not imply or
require any particular outcome or result
from the actions and interactions of the citi-
zenry, as long as they follow the rules. Thus,
whether people follow the rules of the road
to get to work, or to visit the family dentist,
or simply to get out of the house for a while
and just drive around is immaterial. The
very nature of a free society under the rule of
law is that the society, itself, has no purpose,
or “manifest destiny” or “historical role”
that it is called upon to play. A free society
has no plans or purposes separate from the
individual plans and purposes of its individ-
ual citizens. 

Selfishness versus Great Causes
That a free society has no plan or purpose

or higher calling independent of those of its
citizens has bothered many who think that
nations should have “callings” to “great-
ness.” They see in the individual plans and
purposes of the citizenry a narrowness and
selfishness not worthy of great causes and
great men. One leading voice in the first half
of the twentieth century who wanted nations
to pursue great causes under great men was
Werner Sombart, a German Marxist who
later in the 1930s became an outspoken
apologist for Hitler’s National Socialism.11

During World War I, Sombart published a
small volume of what he called “patriotic
reflections” titled Traders and Heroes.12 He
contrasted the trader or man of commerce,
who, Sombart insisted, sees no farther than
his own profits to be made through market

transactions, with the spirit of the hero that
brings forth the virtues of courage, obedi-
ence, and self-sacrifice. “The trader,” Som-
bart said, “speaks only of ‘rights,’ the hero
only of his duties.”13

Now, of course, the question that Som-
bart’s depiction of the characteristics of the
“hero” leaves unanswered is: obedience to
whom, and sacrifice for what? In Sombart’s
view it was the state, through its political
leaders, that dictated the goals for which the
citizenry was to make those sacrifices and
that demanded obedience to achieve the
national tasks. The individuals of the society
were to sacrifice their own goals, purposes,
plans, and dreams. These were narrow,
mundane, and petty. The great political lead-
ers make the other members of society con-
form to a higher plan and purpose, one
which they claim to discern through intuitive
insights and understandings that ordinary
men cannot comprehend or grasp. Hence,
they are expected to obey the commands of
those leaders in the service of an imposed
hierarchy of ends to which they must sacri-
fice their individual plans and purposes.

In a society of Sombart’s heroes, the rules
under which the citizenry now act are end-
dependent. That is, the legal rules and regu-
lations under which men are made to live
direct them to act and interact in ways that
are meant to assure particular outcomes.
The citizenry’s actions are made to follow
paths leading to the outcomes that the polit-
ical leaders consider the desirable configura-
tion for the society. How else can it be
assured that the actions of all the people
move in the direction that the nation’s call to
greatness demands? It should be clear that
this requires the abrogation of the individ-
ual’s own freedom of action, choice, and
decision-making. He is made into the tool of
another man’s ends. He serves ends that oth-
ers have assigned to him, and not his own.14

It should also be clear this is why those
who desire to assign higher purposes and
callings for society tend to be suspicious of
and often actively hostile toward free enter-
prise and the market economy. The essence
of every type of collectivism, whether it 
be called socialism, communism, fascism,
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Nazism, or the interventionist-welfare state,
is the desire and intention of imposing on
society a politically engineered design to
which all men are expected and, if required,
forced to conform.

Adam Smith, in his first book, The Theory
of Moral Sentiments, referred to the social
engineer as “the man of system,” who looks
at society as if it were a giant chessboard
upon which he moves the human chess
pieces until the overall pattern created is one
to his own liking. What the man of system
totally disregards is that each of these
human pieces on the chessboard of society
has his own will, wishes, desires, dreams,
goals, values, and beliefs, which motivate his
own movements independent of any attempt
by that social engineer to direct and dictate
his place and position in society.15

Property Provides Autonomy
Classical liberalism has always empha-

sized the inseparable connection between
individual liberty and the right to private
property. Partly it has been based on the idea
of justice: that which a man produces hon-
estly and peacefully through his own efforts,
or which he acquires through voluntary acts
of exchange with others, should be consid-
ered rightfully his. The case for private prop-
erty has also been made on the basis of util-
itarian efficiency: when men know that the
rewards from their work belong to them,
they have the motives and the incentives to
apply their industry in productive and cre-
ative ways.16

But in addition, the classical liberal has
defended the institution of private property
because it provides the individual with a
degree of autonomy from potentially abusive
political power. Private property gives the
individual an arena, or domain, in which he
has the ability to shape and design his own
life, free from the control of political force.
As a private owner of some of the means 
of production—even if it be only his own
labor—he can search out the employment
for himself that he considers most attractive
and profitable, given his own personal pur-
poses and plans. A community of individu-

als, each of whom owns varieties of property
that he is at liberty to apply and utilize in
various ways, provides a network of poten-
tial relationships of production, trade, and
association among men outside and indepen-
dent of the orbit and control of government.
Private property gives reality to the ideal of
individual freedom.17

The networks of voluntary, peaceful, and
private association form the elements of
what has been called “civil society.” They
are the “intermediary institutions” that
stand between the power of the state and the
single, isolated individual; they supply sup-
port and give assistance to the individual in
the economic, social, cultural, and spiritual
needs of life. But they also offer protection
and strength to the lone individual who oth-
erwise would face the power of government
on his own. It is not surprising, therefore,
that historically the more the power and
intrusive reach of the government extends
into the affairs of the citizenry, the more the
state attempts in various ways to undermine
and replace these voluntary associative insti-
tutions of civil society with its own bureau-
cratic structures. The weakening or elimina-
tion of the intermediary institutions of civil
society leaves the individual increasingly
dependent on the political caprice and
largess of those who manage the agencies of
government. He becomes a pawn in the
hands of those men of system whom Adam
Smith warned us against.18

Where the rule of law is practiced and
respected, the creative energies of man are
set free. Each man is at liberty to utilize his
own knowledge for his own purposes, but
the very nature of the free-market economy
is that he must apply that knowledge and his
abilities in ways that serve the ends of others
in society as well. Since no man can attain all
his goals, beyond some of the more primitive
ones, through his own labor and the partic-
ular resources that may be in his ownership
and control, he enters into exchange rela-
tionships with others in society. Men begin
to specialize in producing things for which
they have a comparative advantage over
their neighbors to extend their trading
opportunities with others in the growing
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community of men. The interdependency
that a division of labor creates makes each
member of society increasingly conscious
that he must serve his fellow men in order to
accomplish his own ends.19

The individuals on that great chessboard
of society move themselves about, forming
connections, relationships, and associations
with those around them as they discover
opportunities for mutual improvement. Pat-
terns do take form; configurations of human
interconnection do take shape. But these pat-
terns are not planned or designed; they
emerge from the relationships that men
choose to establish among themselves, with
no conscious intention of generating much
of the institutional order and structure that
result from their market and social interac-
tions.

As Hayek pointed out, drawing on the
insights of some of the political economists
of the eighteenth century, the social order
that develops is to a great extent “the results
of human action, but not of human
design.”20 And, as Hayek emphasized, it is
all to the better that this is the case. Why?
Because the emergent social patterns, order,
and institutional arrangements incorporate
the knowledge, ability, and creativity of the
multitudes of human participants. No single
mind or group of minds—no matter how
wise and well-intentioned—could ever
know, understand, and appreciate all the
fragmented knowledge, insight, and ability
that exist as divided knowledge and creative
potential in the minds of all the members of
humanity as a whole. If all that man knows,
that he can do or might imagine, is to be
taken advantage of and brought into play

for the general good of all mankind, then
every individual must be left free to use what
he knows, and do what he wants to do,
according to his own design.21

What irks the social engineer when he
looks around at the free society is that it
appears to be a world without a “plan,” a
jumble of social chaos. What the classical
liberal sees is a world of multitudes of plans,
each one being the plan given by an individ-
ual to his own life. There is order, pattern,
and structure to this world, but an order,
pattern, and structure generated out of the
interconnections that individuals have
formed among themselves through their vol-
untary market and social relationships. 

The rule of law provides the societal rules
of the road within which those individuals
may freely move about as they see fit. The
rules for the free society are fairly simple and
straightforward: thou shall not kill; thou
shall not steal; thou shall not bear false wit-
ness—no fraud or deception in relationships
with others. Beyond these types of simple
rules, each individual is free to follow his
own conscience and interests in all other
matters.

A Lawless World
The world in which we live today is to a

growing extent a lawless world, if by lawless
we mean circumstances in which the rule of
law is increasingly not respected or even
understood. The law, in practice, is more
and more end-dependent in its purpose and
application. Some in society do not like the
pattern of relative income shares that results
from the interactions between employers
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and employees, so they use the power of the
state to redistribute income and wealth
according to their conception of material
justice and fairness. 

Others do not approve that some in soci-
ety like—indeed enjoy—smoking, especially
while they are having a drink and after a
meal, so they restrict or increasingly ban pri-
vate establishments from setting their own
rules on the basis of what they consider the
preferences and desires of their customers by
totally prohibiting smoking in what they
declare to be “public” places. Still others
believe that the citizenry cannot be trusted to
make sufficiently wise choices concerning
their own retirement planning or their 
medical-insurance coverage, so they enact
laws and regulations that impose rules that
will guarantee the creation of the social engi-
neer’s preferred patterns for such social
behavior on the part of those whose choices
and decisions he considers less enlightened
than his own.

To assure, as the phrase goes, that there
will be “no child left behind,” the social engi-
neers are imposing more national regulations
on standards for education in schools around
the country, to create more of a single pattern
of learning and its measured success to which
all educational institutions and children will
be required to conform. One of the contribu-
tions for which Hayek was awarded the
Nobel Prize in economics was his insightful
reminder that competition can and should be
seen as a discovery process, through which
each of us discovers our potential and ability
in the rivalry of the marketplace. Indeed,
Hayek said, it is in the competitive process
that men are stimulated to see how far they
can push themselves and their abilities, what
new ideas and important innovations they
can come up with, and what their most pro-
ductive and valuable role and place may be in
the social system of the division of labor for
the mutual benefit of all.22 How can this play
out in the crucial arena of devising new and
better ways of educating the young, when the
men of system, the social engineers, in Wash-
ington, D.C., increasingly nationalize the
content and form of learning in all the
schools across the nation?

The latest trend in this direction is the
growing fear that the new global economy
threatens the livelihood and material stan-
dards of living of the American people. A
chorus of special-interest groups and intel-
lectual elites are warning that investment
opportunities and many relatively well-
paying jobs are being lost to other countries
around the world. They conjure up night-
mare visions in which America buys every-
thing from the rest of the world, where labor
is cheaper and production costs are much
lower, and that America is left with nothing
to manufacture at home. International trade
and investment will leave the United States
an economic wasteland of poverty and
dependency on cheap products made in
China and outsourced labor services sup-
plied by India.

What we are hearing is the 21st century’s
version of the early nineteenth-century Lud-
dites, who at that time raised the alarm that
the Industrial Revolution would soon result
in unemployment for the vast majority as the
emerging machine age made human labor
redundant. The industrial machine age did
indeed result in the replacement of a wide
variety of human labor. But this freed tens of
millions of hands to then do new and differ-
ent work with the assistance of more and
better tools, so that the quality, variety, and
quantities of goods and services available 
to all were expanded beyond anything that
could be imagined at the time. Our modern
standard of living began with the Industrial
Revolution and the machine age that it
introduced.

After thousands of years of appalling
poverty, more and more parts of the world
are beginning to join and catch up to the
West in terms of standards and quality of
living. We should be hailing this as one of
man’s greatest hours in his long existence on
this earth. This great transformation will, of
course, bring changes, even dramatic
changes, in the structure and patterns of the
global system of division of labor, as billions
of people on other continents find new and
more productive and profitable niches in the
world’s network of trade, commerce, and
industry.23
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America’s Role in the World
Inevitably, this will change, as well,

America’s role and place in the global com-
munity of nations. Some industries and ser-
vice sectors will diminish or be entirely
replaced by producers and suppliers in other
parts of the world. But trade is a two-way
street. Imports are paid for with exports. In
fact, the only reason a nation exports any-
thing is to use those foreign sales as the
means of paying for goods and services that
can be purchased from abroad less expen-
sively than if they were to be made at home. 

Other industries and service sectors will
emerge or expand in America, instead, as the
citizens of the United States discover in the
arena of international commerce and compe-
tition their better and more efficient niches
to serve their neighbors at home and their
fellow human beings around the world.
When the next generation looks back at our
present time, say, 25 years from now, they
will be able to see the market processes by
which these new patterns and trading rela-
tionships emerged and took shape. And they
will see the improvements and gains that
resulted from these processes in a way that
we cannot yet imagine, any more than those
who feared the machine age in the early
decades of the nineteenth century could
imagine the wondrous improvements in the
human condition that were visible when one
looked back at the beginning of the twenti-
eth century.

We can never possess tomorrow’s knowl-
edge today. We can never know what inno-
vations, creative ideas, and useful improve-
ments will be generated in the minds of free
men in the years to come. That is why we

must leave men and their minds free. The
man of system, the social engineer, who sees
only the apparent problems from these
global changes, wants to plan America’s
place in the new, emerging global economy.
But to do so, he must confine and strait-
jacket all of us to what his mind sees as the
possible, profitable, and desirable from his
own narrow perspective with the knowledge
he possesses in the present. 

Soviet-style central planning may seem to
have been cast into the dustbin of history (to
use a Marxian phrase), but in fact the under-
lying idea is alive and well around the world,
including the United States. Ideological elites
and voting majorities not only do not recog-
nize the individual rights of others to live
their lives in ways of their own choosing, but
they increasingly do not even show tolerance
for any range of difference of opinion and
action. They are determined to plan our lives
and our futures—and indeed even our
thoughts in this increasingly anti-liberal
age.24

Leonard Read, the founder and first presi-
dent of FEE, once penned a book with the
title Anything That’s Peaceful.25 In it he said
that if we are to regain the liberty that we
have lost, and the fully and consistently
applied rule of law that once was the
guardian of our liberty and freedom of enter-
prise, we must reawaken in our fellow citi-
zens an understanding of what liberty, the
rule of law, and individual self-responsibility
mean. But this cannot come about unless
each of us is willing to participate in a
process of self-education in which we
become knowledgeable about liberty and its
opposite. And we must be willing and coura-
geous enough to consistently defend free-

The Freeman: Ideas on Liberty • May 2004

14

Each of us, Leonard Read said, must become candles of liberty in
the darkness of collectivist ideas. The brighter we each shine
through our understanding and ability to articulate the meaning
of freedom, the more we will be beacons that can attract others.



dom, self-responsibility, and all of their
implications. 

Each of us, Leonard Read said, must
become candles of liberty in the darkness of
collectivist ideas. The brighter we each shine
through our understanding and ability to
articulate the meaning of freedom, the more
we will be beacons that can attract others.
Quoting an old English saying, Read
reminded us that it is the light that brings
forth the eye and the ability to see. 

None of us who care about liberty can
avoid in good conscience our responsibility
in this matter. I will close with the words of
the Austrian economist Ludwig von Mises,
who was one of the greatest and brightest
lights for liberty in the twentieth century:
“Everyone carries a part of society on his
shoulders; no one is relieved of his share of
responsibility by others. And no one can 
find a safe way for himself if society is
sweeping towards destruction. . . . What is
needed to stop the trend towards socialism
and despotism is common sense and moral
courage.”26 �
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