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Preface

The academic contributions of Murray N. Rothbard (1926-1995) are
legion, but he also had a passion for public persuasion. A free society can
only be sustained if the general public isaware of the vital importance of
the market and the terrible consequences of statism. That’s why Rothbard
hoped to convince everyone about the virtues of the free economy. For
Rothbard, educating the public was strategically necessary and moraly
obligatory. It was aso lots of fun.

From 1982 to 1995, The Free Market was home to Rothbard’ s monthly
explanation of economic events. He presented theory and policy in clear,
sprightly prose while never sacrificing intellectual rigor. Keeping with
Mencken's rule, Rothbard’'s clear writing was a product of hisclear
thought. Even when discussing subjects like interest rates and excise
taxes—subjects economists typically take pains to make unbearably
boring—Rothbard teaches and entertains at the same time.

The Free Market essays are a crucial part of the legacy he has left us.
As he skewers bothparties in all branches of government, and al their
connected interests, we see a principled Austrian School economist® at
work. No matter how specialized and distant from reality the economic
profession becomes, Rothbard proves it is always possible to communicate
truth more broadly. In this area, as in so much else, Rothbard shows us the
way.
Llewellyn H. Rockwell, Jr.
Auburn, Alabama
October 1995

! The Austrian School, named for the country of its founding, views freely moving

prices, unhampered markets, and private property as the keys to economic prosperity and

social cooperation. (See "Why Austrian Economics Matters," [Auburn, Ala.: Ludwig von

Mises Institute, 1994] and "The Austrian Study Guide" [Auburn, Ala.: Ludwig von Mises
Institute, continually updated)].)
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1
IsIt The*“Economy, Stupid”?

One of the persistent Clintonian themes of the 1992 campaign still
endures: if “it’s the economy, stupid,” then why hasn’'t President Clinton
received the credit among the public for our glorious economic recovery?
Hence the Clintonian conclusion that the resounding Democratic defeat in
November, 1994, was due to their failure to “get the message out” to the
public, the message being the good news of our current economic
prosperity.

Some of the brighter Clintonians realized that the President and his
minions had been repeating this very message endlessly al over America;
so they fell back on the implausible aternative explanation that the minds

of the voting public had been temporarily addled by listening to Rush
Limbaugh and his colleagues.

So what went wrong with this popular line of reasoning? As usudl,
there are many layers of fallacy contained in this political analysis. In the
first place, it’s crude economic determinism, what is often called “vulgar
Marxism.” While the state of the economy is certainly important in
shaping the public’s political attitudes, there are many non-economic
reasons for public protest.

The public is particularly exercised, for example, about crime, gun
control, the flood of immigration, and the continuing wholesale assault by
government and the dominant liberal culture upon religion and upon
“bourgeois’ aswell as traditional ethical principles.

Other non-economic reasons. a growing pervasive skepticism about
politicians keeping their pledges to the voters, a skepticism born of hard-
won experience rather than of some infection by a bacillus of “cynicism.”
A fortiori removed from economics is an intense revulson for the
president, his wife, and their personal traits (“the character question”), a
visceral response that made a powerful impact on the election.
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But even apart from the numerous norreconomic motivations for
political attitudes and actions by the public, the common “it's the
economy” argument even leaves out some of the important features of
economic-based motivation in politics. For the famous Clintonian slogan
does not even begin to focus on al the relevant features of the economy.

Instead, to capture the Clintonian meaning, the sentiment should be
rephrased as “it’ s the business cycle, stupid.” For what the Clintonians and
the media are really advocating is “vulgar business-cycle determinism”: if
the economy is booming, the ins will be reelected: if we're in recession,
the public will oust the ruling party.

The “Business cycle” may at first appear to be equivalent to “the
economy,” but in fact it is not. There are vital aspects of the economy felt
by the voters that are not cyclical, not part of a boombust process, but that
rather reflect “secular” (long-run) trends. What's happening to taxes and
to secular living standards, and among such standards the intangible,
unmeasurable but vital concept of the “quality of life)” is extremely
important, often more so than whether we are technically in the expansion
or contraction phase of the cycle.

Indeed, the magor economic grievance agitating the public has little or
nothing to do with the cycle, with boom or recession: it is secular and
seemingly permanent, specifically a slow, inexorable, debilitating decline
in the standard of living that grinds down the people's spirit as well as
their pocketbooks. Taxes, and the tax bite into their earnings, keep going
up, on the federal, state, county, and local levels of government. Semantic
disguises don’'t work any more: call them “fees,” or “contributions,” or
“insurance premiums,” they are taxes nevertheless, and they are
increasingly draining the people’ s substance.

And while Establishment economists, satisticians, and financial
experts keep proclaiming that “inflation has been licked,” that “structural
economic factors preclude a return to inflation,” and all the rest of the
blather, all consumers know in their hearts and wallets that the prices they
pay a the supermarket, at the store, in tuition, in insurance, in magazine
subscriptions, keep going up and up, and that the dollar's value keeps
going down and down.

The contemptuous charge by economic “scientists’ that al this
experience by consumers is merely “anecdotal,” that hard quantitative data
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and their statistical manipulations demonstrate that economic growth is
lively, that the economy is doing splendidly, that inflation is over, and all
the rest, doesn't cut any ice either. In the end, all this “science” has only
succeeded in convincing the public that economic and statistical experts
rank up there with lawyers and politicians as a bunch o—how shall we
put it?— “disinformation specialists.”

If everything is going so well, the public increasingly wants to know,
how come young married couples today can no longer afford the standard
of living enjoyed by their parents when they were newlyweds? How come
they can't afford to buy a home of their own? One of the glorious staples
of the American experience has always been that each generation expects
its children to be better off than they have been. This expectation was
never the result of mindless “optimism”; it was rooted in the experience of
each preceding generation, which indeed had been more prosperous than
their parents.

But now the redlity is quite the opposite. People know they are worse
off than their parents, and therefore they rationally expect their children to
be in still worse shape. Everywhere you turn you get a similar answer:
“Why couldn't you construct a new building with the same sturdy
qualities as this (50-year old) house? . . . . Oh, we couldn’t afford to build
it that way today.”

Even official statistics bear out this point, if you know where to look.
For example, the median real income in dollars, (that is, corrected for
inflation) of American families is lower than it was in 1973. Then, if we
disaggregate households, we get a far gloomier picture. Family income has
not only been dlightly reduced; it has collapsed in the last twenty years
because of the phenomenal increase of the proportion of married women
in the workforce.

This massive shift from motherhood and the domestic arts to the
tedium of offices and time clocks has been interpreted by our dominant
liberal culture as a glorious triumph of feminism in liberating women from
the drudgery of being housewives so that they can develop their
personalities in a fulfilling career. While this may be true for some
occupations, one still hears on every side, once again, that the “reason |
went to work is because we could no longer afford to live on one salary.”
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Again, since there is no way to quantify subjective motivations, we
can't measure this factor, but | suspect that the great bulk of working
women, i.e. those in nonglamorous careers, are only working to keep the
family income from falling steeply. Given their druthers, | suspect they
would happily return to the much-maligned “Ozzie and Harriet” family of
the Neanderthal era

Of course, there are some sectors of the economy that are indeed
growing rapidly, where prices are falling instead of rising; notably the
computer industry, and whatever emerges from the much-hyped
“information superhighway,” when, at some wonderful point in the near or
mid- future, Americans can drown their increasing miseries in the glories
of 500 interactive, digital, cybernetic channels, each offering another
subvariant of mindless pap.

Thisis afuture that may satisfy techno-futurist gurus like Alvin Toffler
and Newt Gingrich, but the rest of us, | bet, will become increasingly
unhappy and ready to lash out at the political system that—through
massive taxation, cheap money and credit, socia insurance schemes,
mandates, and government regulation—has brought us this secular
deterioration, and has laid waste to the American dream.}

2
Ten Great Economic Myths

Our country is beset by a large number of economic myths that distort
public thinking on important problems and lead us to accept unsound and
dangerous government policies. Here are ten of the most dangerous of
these myths and an analysis of what is wrong with them.

Myth 1:  Deficits are the cause of inflation; deficits have nothing to
do with inflation.

In recent decades we always have had federa deficits. The invariable
response of the party out of power, whichever it may be, is to denounce
those deficits as being the cause of perpetual inflation. And the invariable
response of whatever party isin power has been to claim that deficits have
nothing to do with inflation. Both opposing statements are myths.

Deficits mean that the federal government is spending more than it is
taking in in taxes. Those deficits can be financed in two ways. If they are
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financed by selling Treasury bonds to the public, then the deficits are not
inflationary. No new money is created; people and institutions ssimply
draw down their bank deposits to pay for the bonds, and the Treasury
spends that money. Money has simply been transferred from the public to
the Treasury, and then the money is spent on other members of the public.

On the other hand, the deficit may be financed by selling bonds to the
banking system. If that occurs, the banks create new money by creating
new bank deposits and using them to buy the bonds. The new money, in
the form of bank deposits, is then spent by the Treasury, and thereby
enters permanently into the spending stream of the economy, raising
prices and causing inflation. By a complex process, the Federal Reserve
enables the banks to create the new money by generating bank reserves of
one-tenth that amount. Thus, if banks are to buy $100 billion of new bonds
to finance the deficit, the Fed buys approximately $10 billion of old
Treasury bonds. This purchase increases bank reserves by $10 billion,
allowing the banks to pyramid the creation of new bank deposits or money
by ten times that amount. In short, the government and the banking system
it controls in effect “print” new money to pay for the federa deficit.

Thus, deficits are inflationary to the extent that they are financed by the
banking system; they are not inflationary to the extent they are
underwritten by the public.

Some policymakers point to the 1982-83 period, when deficits were
accelerating and inflation was abating, as a statistical “proof’ that deficits
and inflation have no relation to each other. Thisis no proof at all. General
price changes are determined by two factors. the supply of, and the
demand for, money. During 1982-83 the Fed created new money at a
very high rate, approximately at 15 % per annum. Much of this went to
finance the expanding deficit. But on the other hand, the severe depression
of those two years increased the demand for money (i.e. lowered the desire
to spend money on goods) in response to the severe business losses. This
temporarily compensating increase in the demand for money does not
make deficits any less inflationary. In fact, as recovery proceeds, spending
picked up and the demand for money fell, and the spending of the new
money accelerated inflation.

Myth 2. Deficits do not have a crowding-out effect on private
investment.
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In recent years there has been an understandable worry over the low
rate of saving and investment in the United States. One worry is that the
enormous federal deficits will divert savings to unproductive government
spending and thereby crowd out productive investment, generating ever-
greater long-run problems in advancing or even maintaining the living
standards of the public.

Some policymakers once again attempted to rebut this charge by
statistics. In 1982-83,they declare deficits were high and increasing while
interest rates fell, thereby indicating that deficits have no crowding-out
effect.

This argument once again shows the fallacy of trying to refute logic
with statistics. Interest rates fell because of the drop of business borrowing
in arecession. “Real” interest rates (interest rates minus the inflation rate)
stayed unprecedentedly high, however—partly because most of us expect
renewed inflation, partly because of the crowding-out effect. In any case,
statistics cannot refute logic; and logic tells us that if savings go into
government bonds, there will necessarily be less savings available for
productive investment than there would have been, and interest rates will
be higher than they would have been without the deficits. If deficits are
financed by the public, then this diversion of savings into government
projects is direct and palpable. If the deficits are financed by bank
inflation, then the diversion is indirect, the crowding-out now taking place
by the new money “printed” by the government competing for resources
with old money saved by the public.

Milton Friedman tries to rebut the crowding-out effect of deficits by
claming that all government spending, not just deficits, equally crowds
out private savings and investment. It is true that money siphoned off by
taxes could aso have gone into private savings and investment. But
deficits have afar greater crowding-out effect than overall spending, since
deficits financed by the public obvioudly tap savings and savings alone,
whereas taxes reduce the public’s consumption as well as savings.

Thus, deficits, whichever way you look at them, cause grave economic
problems. If they are financed by the banking system, they are
inflationary. But even if they are financed by the public, they will still
cause severe crowding-out effects, diverting much-needed savings from
productive private investment to wasteful government projects. And,
furthermore, the greater the deficits the greater the permanent income tax



Making Economic Sense 15

burden on the American people to pay for the mounting interest payments,
a problem aggravated by the high interest rates brought about by
inflationary deficits.

Myth 3:  Taxincreasesare a cure for deficits.

Those people who are properly worried about the deficit unfortunately
offer an unacceptable solution: increasing taxes. Curing deficits by raising
taxes is equivalent to curing someone's bronchitis by shooting him. The
“cure” isfar worse than the disease.

One reason, as many critics have pointed out, raising taxes ssmply
gives the government more money, and so the politicians and bureaucrats
are likely to react by raising expenditures still further. Parkinson said it all
in his famous “Law”: “Expenditures rise to meet income.” If the
government is willing to have, say, a 20% deficit, it will handle high
revenues by raising spending still more to maintain the same proportion of
deficit.

But even apart from this shrewd judgment in political psychology, why
should anyone believe that atax is better than a higher price? It is true that
inflation is a form of taxation, in which the government and other early
receivers of new money are able to expropriate the members of the public
whose income rises later in the process of inflation. But, at least with
inflation, people are still reaping some of the benefits of exchange. If
bread rises to $10 a loaf, this is unfortunate, but at least you can still eat
the bread. But if taxes go up, your money is expropriated for the benefit of
politicians and bureaucrats, and you are left with no service or benefit. The
only result is that the producers money is confiscated for the benefit of a
bureaucracy that adds insult to injury by using part of that confiscated
money to push the public around.

No, the only sound cure for deficits is a simple but virtualy
unmentioned one: cut the federal budget. How and where? Anywhere and
everywhere.

Myth 4. Every time the Fed tightens the money supply, interest rates
rise (or fall); every time the Fed expands the money supply, interest rates
rise (or fall).

The financia press now knows enough economics to watch weekly
money supply figures like hawks; but they inevitably interpret these
figures in a chaotic fashion. If the money supply rises, thisis interpreted as
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lowering interest rates and inflationary; it is also interpreted, often in the
very same article, as raising interest rates. And vice versa. If the Fed
tightens the growth of money, it is interpreted as both raising interest rates
and lowering them. Sometimes it seems that al Fed actions, no matter
how contradictory, must result in raising interest rates. Clearly something
is very wrong here.

The problem is that, as in the case of price levels, there are severd
causal factors operating on interest rates and in different directions. If the
Fed expards the money supply, it does so by generating more bank
reserves and thereby expanding the supply of bank credit and bank
deposits. The expansion of credit necessarily means an increased supply in
the credit market and hence a lowering of the price of credit, or the rate of
interest. On the other hand, if the Fed restricts the supply of credit and the
growth of the money supply, this means that the supply in the credit
market declines, and this should mean arise in interest rates.

And thisis precisely what happens in the first decade or two of chronic
inflation. Fed expansion lowers interest rates; Fed tightening raises them.
But after this period, the public and the market begin to catch on to what is
happening. They begin to redlize that inflation is chronic because of the
systemic expansion of the money supply. When they realize this fact of
life, they will also redlize that inflation wipes out the creditor for the
benefit of the debtor. Thus, if someone grants aloan at five percent for one
year, and there is seven percent inflation for that year, the creditor loses,
not gains. He loses two percent, since he gets paid back in dollars that are
now worth seven percent less in purchasing power. Correspondingly, the
debtor gains by inflation. As creditors begin to catch on, they place an
inflation premium on the interest rate, and debtors will be willing to pay it.
Hence, in the long-run anything which fuels the expectations of inflation
will raise inflation premiums on interest rates; and anything which
dampens those expectations will lower those premiums. Therefore, a Fed
tightening will now tend to dampen inflationary expectations and lower
interest rates; a Fed expansion will whip up those expectations again and
raise them. There are two, opposite causal chains at work. And so Fed
expansion or contraction can either raise or lower interest rates, depending
on which causal chain is stronger.

Which will be stronger? There is no way to know for sure. In the early
decades of inflation, there is no inflation premium; in the later decades,
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such as we are now in, there is. The relative strength and reaction times
depend on the subjective expectations of the public, and these cannot be
forecast with certainty. And thisis one reason why economic forecasts can
never be made with certainty.

Myth 5;  Economists, using charts or high speed computer models,
can accurately forecast the future.

The problem of forecasting interest rates illustrates the pitfalls of
forecasting in general. People are contrary cusses whose behavior, thank
goodness, cannot be forecast precisely in advance. Their values, ideas,
expectations, and knowledge change al the time, and change in an
unpredictable manner. What economist, for example, could have forecast
(or did forecast) the Cabbage Patch Kid craze of the Christmas season of
19837 Every economic quantity, every price, purchase, or income figureis
the embodiment of thousands, even millions, of unpredictable choices by
individuals.

Many studies, forma and informal, have been made of the record of
forecasting by economists, and it has been consistently abysmal.
Forecasters often complain that they can do well enough as long as current
trends continue; what they have difficulty in doing is catching changes in
trend. But of course there is no trick in extrapolating current trends into
the near future. You don’'t need sophisticated computer models for that;
you can do it better and far more cheaply by using aruler. Thereal trick is
precisely to forecast when and how trends will change, and forecasters
have been notoriously bad at that. No economist forecast the depth of
thel981-82 depression, and none predicted the strength of the 1983 boom.

The next time you are swayed by the jargon or seeming expertise of the
economic forecaster, ask yourself this question: If he can really predict the
future so well, why is he wasting his time putting out newsletters or doing
consulting when he himself could be making trillions of dollars in the
stock and commodity markets?

Myth 6:  Thereis a tradeoff between unemployment and inflation.

Every time someone calls for the government to abandon its
inflationary policies, establishment economists and politicians warn that
the result can only be severe unemployment. We are trapped, therefore,
into playing off inflation against high unemployment, and become
persuaded that we must therefore accept some of both.
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This doctrine is the falback position for Keynesians. Originally, the
Keynesians promised us that by manipulating and fine-tuning deficits and
government spending, they could and would bring us permanent
prosperity and full employment without inflation. Then, when inflation
became chronic and ever-greater, they changed their tune to warn of the
alleged tradeoff, so as to weaken any possible pressure upon the
government to stop its inflationary creation of new money.

The tradeoff doctrine is based on the aleged “Phillips curve,” a curve
invented many years ago by the British economist A.W. Phillips. Phillips
correlated wage rate increases with unemployment, and daimed that the
two move inversely: the higher the increases in wage rates, the lower the
unemployment. On its face, this is a peculiar doctrine, since it flies in the
face of logical, commonsense theory. Theory tells us that the higher the
wage rates, the greater the unemployment, and vice versa. If everyone
went to their employer tomorrow and insisted on double or triple the wage
rate, many of us would be promptly out of ajob. Yet this bizarre finding
was accepted as gospel by the Keynesian economic establishment.

By now, it should be clear that this statistical finding violates the facts
as well as logical theory. For during the 1950s, inflation was only about
one to two percent per year, and unemployment hovered around three or
four percent, whereas later unemployment ranged between eight and 11%,
and inflation between five and 13 %. In the last two or three decades, in
short, both inflation and unemployment have increased sharply and
severdly. If anything, we have had a reverse Phillips curve. There has been
anything but an inflation-unemployment tradeoff.

But ideologues seldom give way to the facts, even as they continually
clam to “test” their theories by Facts. To save the concept, they have
simply concluded that the Phillips curve still remains as an inflation
unemployment tradeoff, except that the curve has unaccountably “shifted”
to a new set of aleged tradeoffs. On this sort of mind-set, of course, no
one could ever refute any theory.

In fact, current inflation, even if it reduces unemployment in the short-
run by inducing prices to spurt ahead of wage rates (thereby reducing real
wage rates), will only create more unemployment in the long run.
Eventualy, wage rates catch up with inflation, and inflation brings
recession and unemployment inevitably in its wake. After more than two
decades of inflation, we are now living in that “long run.”
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Myth 7. Deflation—falling prices—is unthinkable, and would cause
a catastrophic depression.

The public memory is short. We forget that, from the beginning of the
Industrial Revolution in the mid-18th century until the beginning of World
War Il, prices generally went down, year after year. That's because
continually increasing productivity and output of goods generated by free
markets caused prices to fal. There was no depression, however, because
costs fell along with selling prices. Usually, wage rates remained constant
while the cost of living fell, so that “real” wages, or everyone's standard
of living, rose steadily.

Virtually the only time when prices rose over those two centuries were
periods of war (War of 1812, Civil War, World War 1), when the warring
governments inflated the money supply so heavily to pay for the war as to
more than offset continuing gains in productivity.

We can see how freeemarket capitalism, unburdened by governmental
or central bank inflation, works if we look at what has happened in the last
few years to the prices of computers. Even a simple computer used to be
enormous, costing millions of dollars. Now, in a remarkable surge of
productivity brought about by the microchip revolution, computers are
faling in price even as | write. Computer firms are successful despite the
falling prices because their costs have been faling, and productivity rising.
In fact, these faling costs and prices have enabled them to tap a mass
market characteristic of the dynamic growth of free- market capitalism.
“Deflation” has brought no disaster to this industry.

The same is true of other high-growth industries, such a electronic
caculators, plastics, TV sets, and VCRs. Deflation, far from bringing
catastrophe, is the hallmark of sound and dynamic economic growth.

Myth 8: The best tax is a “flat” income tax, proportionate to
income across the board, with no exemptions or deductions.

It is usually added by flat-tax proponents, that eliminating such
exemptions would enable the federal government to cut the current tax
rate substantially.

But this view assumes, for one thing, that present deductions from the
income tax are immoral subsidies or “loopholes’ that should be closed for
the benefit of all. A deduction or exemption is only a “loophol€e”’ if you
assume that the government owns 100% of everyone's income and that
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allowing some of that income to remain untaxed constitutes an irritating”
loophole.” Allowing someone to keep some of his own income is neither a
loophole nor a subsidy. Lowering the overall tax by abolishing deductions
for medical care, for interest payments, or for uninsured losses, is simply
lowering the taxes of one set of people (those that tave little interest to
pay, or medical expenses, or uninsured losses) at the expense of raising
them for those who have incurred such expenses.

There is furthermore neither any guarantee nor even likelihood that,
once the exemptions and deductions are safely out of the way, the
government would keep its tax rate at the lower level. Looking at the
record of governments, past and present, there is every reason to assume
that more of our money would be taken by the government as it raised the
tax rate backup @t least) to the old level, with a consequently greater
overall drain from the producers to the bureaucracy.

It is supposed that the tax system should be analogous to roughly that
of pricing or incomes on the market. But market pricing is not
proportional to incomes. It would be a peculiar world, for example, if
Rockefeller were forced to pay $1,000 for a loaf of bread—that is, a
payment proportionate to his income relative to the average man. That
would mean a world in which equality of incomes was enforced in a
particularly bizarre and inefficient manner. If a tax were levied like a
market price, it would be equal to every “customer,” not proportionate to
each customer’s income.

Myth 9:  Anincome tax cut helps everyone; not only the taxpayer but
also the government will benefit, since tax revenues will rise when the rate
iscut.

This is the so-called “Laffer curve,” set forth by California economist
Arthur Laffer. It was advanced as a means of alowing politicians to
square the circle; to come out for tax cuts, keeping spending at the current
level, and balance the budget all at the same time. In that way, the public
would enjoy its tax cut, be happy at the balanced budget, and still receive
the same level of subsidies from the government.

It istrue that if tax rates are 99%, and they are cut to 95%, tax revenue
will go up. But there is no reason to assume such simple connections at
any other time. In fact, this relationship works much better for a local
excise tax than for a national income tax. A few years ago, the government
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of the District of Columbia decided to procure some revenue by sharply
raising the District’s gasoline tax. But, then, drivers could simply nip over
the border to Virginia or Maryland and fill up at a much cheaper price.
D.C. gasoline tax revenues fell, and much to the chagrin and confusion of
D.C. bureaucrats, they had to repeal the tax.

But this is not likely to happen with the income tax. People are not
going to stop working or leave the country because of a relatively small
tax hike, or do the reverse because of atax cut.

There are some other problems with the Laffer curve. The amount of
time it is supposed to take for the Laffer effect to work is never specified.
But still more important: Laffer assumes that what al of us want is to
maximize tax revenue to the government. If—abig if—we are really at the
upper half of the Laffer Curve, we should then al want to set tax rates at
that “optimum” point. But why? Why should it be the objective of every
one of us to maximize government revenue? To push to the maximum, in
short, the share of private product that gets siphoned off tothe activities of
government? | should think we would be more interested in
minimizinggovernment revenue by pushing tax rates far, far below
whatever the Laffer Optimum might happen to be.

Myth 10: Imports from countries where labor is cheap cause
unemployment in the United Sates.

One of the many problems with this doctrine is that it ignores the
question: why are wages low in a foreign country and high in the United
States? It starts with these wage rates as ultimate givens, and doesn’t
pursue the question why they are what they are. Basically, they are high in
the United States because labor productivity is high—because workers
here are aided by large amounts of technologically advanced capital
equipment. Wage rates are low in many foreign countries because capital
equipment is small and technologicaly primitive. Unaided by much
capital, worker productivity is far lower than in the United States. Wage
rates in every country are determined by the productivity of the workersin
that country. Hence, high wages in the United States are not a standing
threat to American prosperity; they are the result of that prosperity.

But what of certain industries in the U.S. that complain loudly and
chronically about the “unfair” competition of products from low-wage
countries? Here, we must redlize that wages in each country are
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interconnected from one industry and occupation and region to another.
All workers compete with each other, and if wages in industry A are far
lower than in other industries, workers—spearheaded by young workers
starting their careers—would leave or refuse to enter industry A and move
to other firms or industries where the wage rate is higher.

Wages in the complaining industries, then, are high because they have
been bid high by all industries in the United States. If the steel or textile
industries in the United States find it difficult to compete with their
counterparts abroad, it is not because foreign firms are paying low wages,
but because other American industries have bid up American wage rates to
such a high level that steel and textile cannot afford to pay. In short,
what’s really happening is that steel, textile, and other such firms are using
labor inefficiently as compared to other American industries. Tariffs or
import quotas to keep inefficient firms or industries in operation hurt
everyone, in every country, who is not in that industry. They injure all
American consumers by keeping up prices, keeping down quality and
competition, and distorting production. A tariff or an import quota is
equivaent to chopping up arailroad or destroying an airline for its point is
to make international transportation artificialy expensive.

Tariffs and import quotas also injure other, efficient American
industries by tying up resources that would otherwise move to more
efficient uses. And, in the long run, the tariffs and quotas, like any sort of
monopoly privilege conferred by government, are no bonanza even for the
firms being protected and subsidized. For, as we have seen in the cases of
raillroads and airlines, industries enjoying government monopoly (whether
through tariffs or regulation)eventually become so inefficient that they
lose money anyway, and can only call for more and more bailouts, for a
perpetual expanding privileged shelter from free competition.

3
Discussing The“Issues’

Depending on your temperament, a presidential election year is a time
for either depression or amusement. One befuddling aspect of campaign
time is the way the Respectable Media redefine our language. Orwell
wrote a half-century ago that he who controls the language wields the
power, and the media have certainly shown that they have learned this
lesson. For example, the Respectable Media have presumed to declare
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what “the issues’ are in any campaign. If Candidate X finds his Opponent
Y’s hand in the till, the media rush up to exclaim: “That’s irrelevant. Why
don’'t you talk about The Issues?’

In the Bush-Dukakis race, the media anointed The Economy as the only
worthwhile topic; anything else was only a smokescreen designed to
“detract” from the “real issues.” One would think that such a focus would
gladden the heart of any economist, but if you thought so, you're not
reckoning with the semantics experts in the Establishment media. For the
Economy can only be approached in certain, narrow, allowable grooves.
Any other approach is brusgquely read out of court.

The media focus, quite legitimately, on The Recession, but again, only
in certain narrowly permissible ways. Because of the recession,
Unemployment has soared (a “lack of jobs’); Affordable Housing has
dwindled (the Homeless); Affordable Health Care is diminishing because
of increased health costs, and, in addition to these particular sectors,
deficits have soared to $400 billion a year.

In short: there is alack of jobs, health care, housing and other goodies,
and it follows, either implicitly or explicitly, that the federal government
must expand its spending by an enormous amount, as part of its alleged
Responsibility to supply such goods and services, or to see to it that they
are supplied. Anyone who may presume to rise up and say, “Whoa, it is
not the responsibility of the federal government to supply these goodies,”
is, of course, accused by the ever-vigilant Respectable Media of Evading
and not discussing The Issues.

In media lingo, in short, “discussing” the issues means accepting the
media's statist premises, and solemnly haggling over minute technicalities
within those premises. If, for example, you say that national health
insurance is tantamount to socialized medicine you are accused of using
“scare words’ and of not discussing The Issues. Anyone who thinks that
socialism or collectivism is an important issue is quickly swept aside.

But how then is the federal government to spend hundreds of billions
more and yet Do Something about the deficit? Ahh, the cure-all, of course:
huge increases in taxation. It is only a myth that anyone who proposes tax
cuts is lionized while those who urge tax increases are ostracized. While
the genera public may still feel a vestigial admiration for tax cuts, they are
usually overwhelmed by the intellectual and media elites who trumpet the
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precise opposite message: that proposing big tax increases “faces The
Issues,” is courageous and responsible, and on and on.

Narrow-gauge discussions also have the advantage of bringing in the
ubiquitous Washington “policy wonks,” the supposedly value-free
“experts’” who are ready to trot out computerized analyses of the alleged
quantitative results of every proposed tax increase or of any other
program. And so we have this unedifying spectacle: Candidate A proposes
a tax increase; his opponent B charges that A’s plan will cost middie-
income taxpayers x-hundred billion dollars; A accuses B of “lying,” while
B does the same to A’ s different proposal for tax increases.

Most irritating of all is the media's current penchant for making their
alleged “correction,” in which a paper or network’s own policy wonk
clams that the “facts are” that B’s increase will cost taxpayers Y- hundred
billion instead. The media's “correction” is most annoying because
everyone realizes that each candidate and his supporters will put the best
possible spin on his own programs and the worst on his opponents’; but
the media s own bias masguerades as objective truth and expertise.

For the point is that no one actually knows how much is going to be
paid by which group under any of these programs. The numbers that are
tossed around & gospel truth, as “facts,” in an America that has aways
worshiped numbers, all depend on various fallacious assumptions. They
al assume, for example, that quantitative relations between different
variables in the economy will continue to be what they have been in the
last several years. But the whole point is that these relations change and in
unpredictable ways.

How is it that not a single computerized economist or policy wonk
predicted the current recession? That not a single one predicted its great
length and depth? Precisely because this recession, like all recessions, is
guantitatively unique; if there hadn't been some sudden change in the
various numbers, there wouldn't have been a recession, and we'd still be
enjoying a seemingly untroubled boom. As former German banker Kurt
Richebacher pointed out in hisCurrency and Credit Markets newdletter, in
contrast to the 1920s and 1930s, economists don’ tthink anymore; they just
plug in obsolescent numbers, and then wonder why their forecasts al go

blooey.
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Here is a suggested Discussion of The Issues that will never make the
media hit parade: Yes, the deficit is a grave problem, but the way to cut it
IS never to increase taxes (certainly not during a recession!) but instead to
dash government expenditures. In contrast to the conventional media
wisdom, increasing taxes is not, except strictly arithmetically, equivalent
to cutting expenditures. Increasing taxes or expenditures aggravates the
dangerous parasitic burden of the unproductive public sector and its
clients, upon the increasingly impoverished but productive private sector;
while cutting taxes or expenditures serves to lighten the chains of the
productive private sector.

In the long run, as we have seen under communism, the parasitic sector
destroys the private productive sector and harms even the parasites in the
process. But it is ironic that left-liberals who affect to be so concerned
about the state of “the environment” or of Mother Earth five thousand
years from now, should adopt such a short-sighted perspective on the
economy that only immediate problems count, and who cares about
savers, investors, and entrepreneurs?

Where to cut the government budget? The smplest way is the best: just
pass a law, overriding all existing ones, that no agency of the federal
government is alowed to spend more, next year, that it did in some
previous year the earlier the year the better, but for openers how about the
penultimate Carter year of 1979, when the federal government spent $504
billion? Just decree that no agency can spend more than whatever it spent
in 1979; agencies that didn’t exist in1979 could just subsist from then on,
if they so desire, on zero funding.

But of course, this proposa would be both too ssmple and too radical
for the Establishment policy wonks. By definition, it cannot come under
the official rubric of “discussing The Issues.”
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4
Creative Economic Semantics

If the federal government’ s economists have been good for nothing else
in recent years, they have made great strides in what might be called
“creative economic semantics.” First they’re defined the seemingly simple
term “budget cut.” In the old days, a “budget cut” was a reduction of next
year's budget below this year's. In that old-fashioned sense, Dwight
Eisenhower’s first two years in office actually cut the budget substantially,
though not dramatically, below the previous year. Now we have “budget
cuts’ which are not cuts, but rather substantial increases over the previous
year's expenditures.

“Cut” became subtly but crucially redefined as reducing something
else. What the something else might be didn’t seem to matter, so long as
the focus was taken off actual dollar expenditures. Sometimes it was a cut
“in the rate of increase,” other timesit wasacut in “rea” spending, at still
others it was a percentage of GNP, and at yet other times it was a cut in
the sense of being below past projections for that year.

The result of a series of such “cuts’ has been to raise spending sharply
and dramatically not only in old-fashioned terms, but even in al other
categories. Government spending has gone up considerably any way you
dice it. As aresult, even the idea of a creatively semantic budget cut has
not gone the way of the nickel fare and the Constitution of the United
States.

Another example of creative semantics was the “tax cut” of 1981-1982,
a tax cut so alegedly fearsome that it had to be offset by outright tax
increases late in 1982, in 1983, in 1984,and on and on into the future.
Again in the old days, a cut in income taxes meant that the average person
would find less of a dice taken out of his paycheck. But while the 1981-82
tax changes did that for some people, the average person found that the
piddling cuts were more than offset by the continuing rise in the Social
Security tax, and by “bracket creep”— a colorful term for the process by
which inflation (generated by the federal government’s expansion of the
money supply) wafts everyone into higher money income (even though a
price rise might leave them no better off) and therefore into a higher tax
bracket. So that even though the official schedule of tax rates might
remain the same, the average man is paying a higher chunk of his income.
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The muchvaunted and much-denounced “tax cut” turns out, in old-
fashioned semantics, to be no cut at all but rather a substantial increase. In
return for the dubious pleasure of this non-cut, the American public will
have to suffer by paying through the nose for years to come in the form of
“offsetting,” though unfortunately all-too-genuine, tax increases.

Of course, government economists have been doing their part as well to
try to sugar-coat the pill of tax increases. They never refer to these
changes as “increases.” They have not been increases at dl; they were
“revenue enhancement” and “closing loopholes.” The best comment on
the concept of “loopholes’” was that of Ludwig von Mises. Mises remarked
that the very concept of “loopholes’ implies that the government rightly
owns al of the money you earn, and that it becomes necessary to correct
the dipup of the government’s not having gotten its hands on that money
long since.

Despite promises of a balanced budget by 1984, we found that several
years of semantically massaged “budget cuts’ and “tax cuts’ as well as
“enhancements’ resulted in an enormous, seemingly permanent, and
unprecedented deficit. Once again, creative semantics have come to the
rescue. One route is to use time- honored methods to redefine the deficit
out of existence. The Keynesians used to redefine it by claiming that in
something called a “full employment budget” there was no deficit, that is,
that if one subtracts the spending necessary to achieve full employment,
there would be no deficit, perhaps even a surplus. But while such a
deight-of-hand might work with a deficit of $20 hillion, it is a puny way
to wish away a gap of $200 hillion. Still, the government’ s economists are
trying.

They have aready redefined the “deficits’ as a “real increase” in debt,
that is, a deficit discounted by inflation. The more inflation generated by
the government, then, the more it looks as if the deficit is washed away.
On the very same semantic magic, the apologists for the disastrous
runaway German inflation of 1923 claimed that there was no inflation at
al, since in terms of gold, German prices were actually faling! And
similarly, they claimed, that since in real terms the supply of German
marks was falling, that the rea trouble in Germany was that there was too
little money being printed rather than too much.

There is no genera acceptance for the idea that, based on some
legerdemain, the deficit doesn’t really exist. But there is acceptance of the
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view that a tax increase congtitutes a “down payment” on the deficit.
Again, in the old days, a “down payment” on a debt meant that part of the
debt was being paid off. Washington’s creative economists have managed
to redefine the term to mean a hoped- for reduction of next years' s increase
in the debt—a very different story indeed.

5
Chaos Theory:
Destroying M athematical
Economics From Within?

The hottest new topic in mathematics, physics, and alied sciences is
“chaos theory.” It is radical in its implications, but no one can accuse its
practitioners of being anti- mathematical, since its highly complex math,
including advanced computer graphics, is on the cutting edge of
mathematical theory. In a deep sense, chaos theory is a reaction against the
effort, hype, and funding that have, for many decades, been poured into
such fashionable topics as going ever deeper inside the nucleus of the
atom, or ever further out in astronomical speculation. Chaos theory returns
scientific focus, at long last, to the rea “microscopic” world with which
we are al familiar.

It is fitting that chaos theory got its start in the humble but frustrating
fidd of meteorology. Why does it seem impossible for al our hot-shot
meteorologists, armed as they are with ever more efficient computers and
ever greater masses of data, to predict the weather? Two decades ago,
Edward Lorenz, a meteorologist at MIT stumbled onto chaos theory by
making the discovery that ever so tiny changes in climate could bring
about enormous and volatile changes in weather. Calling it the Butterfly
Effect, he pointed out that if a butterfly flapped its wings in Brazil, it could
well produce a tornado in Texas. Since then, the discovery that small,
unpredictable causes could have dramatic and turbulent effects has been
expanded into other, seemingly unconnected, realms of science.

The conclusion, for the weather and for many other aspects of the
world, is that the weather, in principle, cannot be predicted successfully,
no matter how much data is accumulated for our computers. This is not
really “chaos’ since the Butterfly Effect does have its own causal patterns,
albeit very complex. (Many of these causal patterns follow what is known
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as “Feigenbaum’s Number.”) But even if these patterns become known,
who in the world can predict the arrival of a flapping butterfly?

The upshot of chaos theory is not that the real world is chaotic or in
principle unpredictable or undetermined, but that in practice much of it is
unpredictable. And in particular that mathematical tools such as the
calculus, which assumes smooth surfaces and infinitesimally small steps,
is deeply flawed in dealing with much of the rea world. (Thus, Benoit
Mandelbroit’'s “fractals’ indicate that smooth curves are inappropriate and
misleading for modeling coastlines or geographic surfaces.)

Chaos theory is even more challenging when applied to human events
such as the workings of the stock market. Here the chaos theorists have
directly chalenged orthodox neoclassical theory of the stock market,
which assumes that the expectations of the market are “rationa,” that is,
are omniscient about the future. If al stock or commodity market prices
perfectly discount and incorporate perfect knowledge of the future, then
the patterns of stockmarket prices must be purely accidental, meaningless,
and random (“random walk”), since all the underlying basic knowledge is
aready known and incorporated into the price.

The absurdity of believing that the market is omniscient about the
future, or that it has perfect knowledge of al “probability distributions’ of
the future, is matched by the equal folly of assuming that all happenings
on the real stock market are “random,” that is, that no one stock price is
related to any other price, past or future. And yet a crucial fact of human
history isthat all historical events are interconnected, that cause and effect
patterns permeate human events, that very little is homogeneous, and that
nothing is random.

With their enormous prestige, the chaos theorists have done important
work in denouncing these assumptions, and in rebuking any attempt to
abstract statistically from the actual concrete events of the rea world.
Thus, the chaos theorists are opposed to the common statistical technique
of “smoothing out” the data by taking twelve- month moving averages of
monthly data—whether of prices, production, or employment. In
attempting to eliminate jagged “random elements’ and separate them out
from alleged underlying patterns, orthodox statisticians have been
unwittingly getting rid of the very real-world data that need to be
examined.
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These are but a few of the subversive implications that chaos science
offers for orthodox mathematical economics. For if rational expectations
theory violates the real world, then so too does genera equilibrium, the
use of the calculus in assuming infinitesmally small steps, perfect
knowledge, and al the rest of the elaborate neo-classical apparatus.

The neo-classicals have for along while employed their knowledge of
math and their use of advanced mathematical techniques as a bludgeon to
discredit Austrians; now comes the most advanced mathematical theorists
to replicate, unwittingly, some of the searching Austrian critiques of the
unreality and distortions of orthodox neo-classical economics. In the
current mathematical pecking order, fractals, nonlinear thermodynamics,
the Feigenbaum number, and all the rest rank far higher than the old-
fashioned techniques of the neo-classicals.

This does not mean that al the philosophical claims for chaos theory
must be swallowed whole in particular, the assertions of some of the
theorists that nature is undetermined, or even that atoms or molecules
possess “free will.” But Austrians can hail the chaos theorists in their
invigorating assault on orthodox mathematical economics from within.

6
Statistics: Destroyed From Within?

As improbable as this may seem now, | was at one time in college a
satistics mgor. After taking all the undergraduate courses in statistics, |
enrolled in a graduate course in mathematical statistics at Columbia with
the eminent Harold Hotelling, one of the founders of
modern mathematical economics. After listening to several lectures of
Hotelling, | experienced anepiphany: the sudden realization that the entire
“science” of dtatistical inference rests on one crucial assumption, and that
that assumption is utterly groundless. | walked out of the Hotelling course,
and out of the world of statistics, never to return.

Statistics, of course, is far more than the mere collection of data.
Statigtical inference isthe conclusions one can draw from that data. In
particular, since—apart from the decennial US census of population—we
never know all the data, our conclusions must rest on very small samples
drawn from the population. After taking our sample or samples, we have
to find a way to make statements about the population as a whole. For
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example, suppose we wish to conclude something about the average
height of the American male population. Since there is no way that we can
mobilize every male American and measure everyone's height, we take
samples of a small number, say 500 people, selected in various ways, from
which we presume to say what the average American’s height may be.

In the science of statistics, the way we move from our known samples
to the unknown population is to make one crucia assumption: that the
samples will, in any and all cases, whether we are dealing with height or
unemployment or who is going to vote for this or that candidate,
be distributed around the population figure according to the so-called
“normal curve.”

The norma curve is a symmetrical, bell-shaped curve familiar to all
statistics textbooks. Because all samples are assumed to fall around the
population figure according to this curve, the statistician feels justified in
asserting, from his one or more limited samples, that the height of the
American population, or the unemployment rate, or whatever, is definitely
XY Z within a“confidence level” of 90 or 95 %. In short, if, for example, a
sample height for the average male is 5 feet 9 inches, 90 or 95 out of every
100 such samples will be within a certain definite range of 5 feet 9 inches.
These precise figures are arrived at simply by assuming that all samples
are distributed around the population according to this normal curve.

It is because of the properties of the normal curve, for example, that the
election pollsters could assert, with overwhelming confidence, that Bush
was favored by a certain percentage of voters, and Dukakis by another
percentage, al within “three percentage points’ or “five percentage
points’ of “error.” It is the normal curve that permits statisticians not to
claim absolute knowledge of all population figures precisely but instead to
claim such knowledge within afew percentage points.

Well, what is the evidence for this vital assumption of distribution
around a normal curve? None whatever. It is a purely mystical act of faith.
In my old statistics text, the only "evidence” for the universal truth of the
normal curve was the statement that if good riflemenshoot to hit a
bullseye, the shots will tend to be distributed around the target in
something like anormal curve. On this incredibly flimsy basis rests an
assumption vital to the validity of all statistical inference.
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Unfortunately, the social sciences tend to follow the same law that the
late Dr. Robert Mendelsohn has shown is adopted in medicine: never drop
any procedure, no matter how faulty, until a better one is offered in its
place. And now it seems that the entire falacious structure of inference
built on the normal curve has been rendered obsolete by high-tech.

Ten years ago, Stanford statistician Bradley Efron used high-speed
computers to generate “artificial data sets” based on an original sample,
and to make the millions of numerical calculations necessary to arrive a a
population estimate without using the normal curve, or any other arbitrary,
mathematical assumption of how samples are distributed about the
unknown population figure. After a decade of discussion and tinkering,
statisticians have agreed on methods of practical use of this “bootstrap.”
method, and it is now beginning to take over the profession. Stanford
statistician Jerome H. Friedman, one of the pioneers of the new method,
calls it “the most important new idea in statistics in the last 20 years, and
probably the last 50.”

At this point, statisticians are finally willing to let the cat out of the bag.
Friedman nowconcedes that “data don't always follow bell-shaped
curves, and when they don't, you make a mistake” with the standard
methods. In fact, he added that “the data frequently are distributed quite
differently than in bell- shaped curves.” So that’s it; now we find that the
normal curve Emperor has no clothes after al. The old mystical faith can
now be abandoned; the Normal Curve god is dead at long last.

7
The Consequences Of Human Action:
Intended Or Unintended?

Some economists are given to insisting that Austrian economics studies
only the unintended consequences of human action, or, in the favorite
phrase (from the 18thcentury Scottish sociologist Adam Ferguson as
filtered down to F.A. Hayek), “the consequences of human action, not
human design.”

At first glance, there is some plausibility to this oft-repeated slogan. As
Adam Smithpointed out, it is a good thing that we don’'t rely on the
benevolence of the butcher or baker for our daily bread, but rather on their
self-interested drive for income and profit. They may intend to achieve a
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profit, but the efficient production for consumer wants and the
advancement of the prosperity of all is the unintended consequence of
their actions.

But this dogan can be shown to be faulty on further analysis. For
example, how do we know what the intentions of the butcher, the baker, or
indeed any businessman, are? We cannot look inside their heads and tell
for sure. Suppose, for example, that the butcher and baker, out
to maximize ther profits, read free-market economics and see that
maximizing profit also benefitstheir fellow-man and society as awhole.

As they go about their business, they now intend the consequence of
efficient satisfactionof consumer wants as well as their own moretary
profit. So if, as some indicate, economic theoryonly studies unintended
consequences of human action, does the learning of some economic theory
by businessmen invalidate that theory because now these consequences
are consciously intended by the participants on the market?

Furthermore, the learning of sound economic theory can actually
change the actions of businessmen on the market. Many businessmen,
influenced by anti-capitalist propaganda, have been consumed by guilt,
and may consciously restrict their pursuit of profit in the mistaken
ideathat they are helping their fellow man. Reading and absorbing sound
economic analysis mayrelieve them of guilt and lead them to seek the
maximization of their own profit. In short, nowthat they are fully
cognizant of economics, the intended consequences of their actions will
lead to higher profits for themselves as well as greater prosperity for

society.

So what is so great about unintended consegquences, and why may no
intended consequences be studied as well? And doesn’t the accumulation
of knowledge in society change consequences from unintended to
intended?

Not only that: the Misesian discipline of praxeology explicitly states
that individual menconsciously pursue goals, and choose means to try to
attain them. And if men pursue gods, surely it is only common sense to
conclude that a good deal of the time they will attain them, in others words
they will intend, and attain, the consequences of their actions. Mises's
emphasis onconscious choice treats men and women as rationa,
conscious actors in the market and the world; the other tradition often falls



34 Murray N. Rothbard: Making Economic Sense

into the trap of treating people as if they were robots or amoebae blindly
responding to stimuli.

Arcane matters of methodology often have surprising political
consequences. Perhaps, then, it is not an accident that those who believein
unintended and not intended consequences, will also tend to whitewash
the growth of government in the 20th century. For if actions are largely
always unintended, this means that government just grew like Topsy, and
that no personor group ever willed the pernicious consequences of that
growth. Stressing the Ferguson-Hayek formula cloaks the self-interested
actions of the power dlite in seeking and obtaining special privileges from
government, and thereby impelling its continuing growth.

There are two ways to advance the message of Austrian economics.
One is to fearlessly hold high the banner of Misesian theory to which the
wise and honest can repair—a banner which requires calling a spade a
gpade and pointing out the specia interests all too consciously at work
behind the government’s glittering facade of the “public interest” and the
“genera welfare.”

The other path is to seek acceptance and respectability by watering
down the Misesianmessage beyond repair, and carefully avoiding
anything remotely “controversial” in your offering. Even to the point of
taking the “free” out of “free market.” Such a path only entrenchesbig
government.

8
Thelnterest Rate Question

The Marxists cal it “impressionism”: taking socia or economic trends
of the last few weeks or months and assuming that they will last forever.
The problem is not realizing that there are underlying economic laws at
work. Impressionism has always been rampant; and never more so than in
public discussion of interest rates. For most of 1987, interest rates were
inexorably high; for a short while after Black Monday, interest rates fell,
and financial opinion turned around 180 degrees, and started talking as if
interest rates were on a permanent downward trend.

No group is more prone to this day-to-day blowin’ with the wind than
the financial press. This syndrome comes from lack of understanding of
economics and hence being reduced toreacting blindly to rapidly
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changing events. Sometimes this basic confusion is reflected within the
same article. Thus, in the not-so-long ago days of double-digit inflation,
the same articlewould predict that interest rates would fall because the
Fed was buying securities in the open market, and also say that rates
would be going up because the market would be expecting increased
inflation.

Nowadays, too, we read that fixed exchange rates are bad because
interest rates will have to rise to keep foreign capital in the U.S,, but dso
that falling exchange rates are bad because interest rates will have to rise
for the same reason. If financial writers are mired in hopeless confusion,
how can we expect the public to make any sense of what is going on?

In truth, interest rates, like any important price, are complex
phenomena that are determined by severa factors, each of which can
change in varying, or even contradictory, ways. As in the case of other
prices, interest rates move inversely with the supply, but directly with
the demard, for credit. If the Fed enters the open market to buy securities,
it thereby increases the supply of credit, which will tend to lower interest
rates, and since this same act will increasebank reserves by the same
extent, the banks will now inflate money and credit out of thin air by
a multiple of the initial jolt, nowadays about ten to one. So if the Fed buys
$1 billion of securities, bank reserves will rise by the same amount, and
bank loans and the money supply will thenincrease by $10 billion. The
supply of credit has thereby increased further, and interest rates will fall
some more.

But it would be folly to conclude, impressionistically, that interest rates
are destined to fall indefinitely. In the first place, the supply and demand
for credit are themselves determined by deeper economic forces, in
particular the amount of their income that people in the economy wish to
save and invest, as opposed to the amount they decide to consume. The
more they save, the lower the interest rate; the more they consume, the
higher. Increased bank loans may mimic an increase in genuine savings,
yet they are very far from the same thing.

Inflationary bank credit is artificial, created out of thin air; it does not
reflect the underlying saving or consumption preferences of the public.
Some earlier economists referred to this phenomenon as “forced” savings,
more importantly, they are only temporary. As the increased money
supply works its way through the system, prices and all values in money
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termsrise, and interest rates will then bounce back to something like their
original level. Only a repeated injection of inflationary bank credit by the
Fed will keep interest rates artificially low, and thereby keep the artificial
and unsound economic boom going; and this is precisely the hallmark of
the boom phase of the boom:bust business cycle.

But something else happens, too. As prices rise, and as people begin to
anticipate further price increases, an inflation premium is placed on
interest rates. Creditors tack an inflationpremium onto rates because they
don’'t propose to continue being wiped out by a fal in the valueof the
dollar; and debtors will be willing to pay the premium because they too
realize that they have been enjoying a windfall.

And thisis why, when the public comes to expect further inflation, Fed
increases inreserveswill raise, rather than lower, the rate of interest. And
when the acceleration of inflationary credit finally stops, the higher
interest rate puts a sharp end to the boom in the capital markets (stocks
and bonds), and an inevitable recession liquidates the unsound investments
of the inflationary boom.

An extra twist to the interest rate problem is the international aspect. As
a long-run tendency, capital moves from low-return investments (whether
profit rates or interest rates) toward high-return investments until rates of
return are equal. This is true within every country and also throughout the
world. Internationally, capital will tend to flow from low-interest to high
interest rate countries, raising interest rates in the former and lowering
them in the latter.

In the days of the international gold standard, the process was simple.
Nowadays, under fiat money, the process continues, but results in a series
of alleged crises. When governments try to fix exchange rates (as they did
from the Louvre agreement of February 1987 until Black Monday), then
interest rates cannot fall in the United States without losing capital or
savingsto foreign countries.

In the current era of a huge balarce of trade deficit in the U.S,, the U.S.
cannot maintain afixed dollar if foreign capital flows outward; the
pressure for the dollar to fall would then be enormous. Hence, after Black
Monday, the Fed decided to allow the dollar to resume its market tendency
to fall, so that the Fed could then inflate credit and lower interest rates.



Making Economic Sense 37

But it should be clear that that interest rate fall could only be ephemeral
and strictly temporary, and indeed interest rates resumed their inexorable
upward march. Price inflation is the consequence of the monetary inflation
pumped in by the Federa Reserve for severa years before the spring of
1987, and interest rates were therefore bound to rise as well.

Moreover, the Fed, as in many other matters, is caught in a trap of its
own making; for the long-run trend to equalize interest rates throughout
the world is a drive to equalize not simply money, or nominal, returns, but
real returns corrected for inflation. But if foreign creditors and investors
begin to receive dollars worth less and less in value, they will require
higher money interest rates to compensate—and we will be back again,
very shortly, with a redoubled reason for interest rates to rise.

In trying to explain the complexities of interest rates, inflation, money
and banking, exchange rates and business cycles to my students, | leave
them with this comforting thought: Don’t blame me for al this, blame the
government. Without the interference of government, the entire topic
would be duck soup.

9
Are SavingsToo Low?

One strong recent trend among economists, businessmen, and
politicians, has been to lament the amount of savings and investment in
the United States as being far too low. It is pointed out that the American
percentage of savings to national income is far lower than among the West
Germans, or among our feared competitors, the Japanese. Recently,
Secretary of the Treasury Nicholas Brady sternly warned of the low
savings and investment levels in the United States.

This sort of argument should be considered on many levels. First, and
least important, the statistics are usualy manipulated to exaggerate the
extent of the problem. Thus, the scariest figures (e.g., U.S. savings as only
15 % of nationa income) only mention personal savings, and omit
business savings; also, capital gains are aimost always omitted as a source
of savings and investment.

But these are minor matters. The most vital question is: even conceding
that U.S. savingsare 1.5% of national income and Japanese savings are
15%, what, if anything, is the proper amount or percentage of savings?
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Consumers voluntarily decide to divide their income into spending on
consumer goods, as against saving and investment for future income. If
Mr. Jones invests x percent of hisincome for future use, by what standard,
either moral or economic, does some outside person come alongand
denounce him for being wrong or immoral for not investing X+l percent?
Everyone knowsthat if they consume less now, and save and invest more,
they will be able to earn a higher income at some point in the future. But
which they choose depends on the rate of their time preferences. how
much they prefer consuming now to consuming later. Since everyone
makesthis decision on the basis of his own life, his particular situation,
and his own value-scales, to denounce his decision requires some extra-
individual criterion, some criterion outside the personwith which to
override his preferences.

That criterion cannot be economic, since what is efficient and economic
can only be decided within a frame-work of voluntary decisions made by
individuals. For the criterion to be moral would be extraordinarily shaky,
since moral truths, like economic laws, are not quantitative but qualitative.
Mora laws, such as “thou shalt not kill” or “thou shalt not steal,”
are qualitative; there is no moral law which says that “thou shalt not steal
more than 62% of the time.” So, if people are being exhorted to save more
and consume less as a mora doctrine, the moralist is required to come up
with some quantitative optimum, such as. when specifically, is saving too
low, and when is it too high? Vague exhortations to save more make little
moral or economic sense.

But the lamenters do have an important point. For there are an
enormous number of government measures which cripple and grestly
lower savings, and add to consumption insociety. In many ways,
government steps in, employs many instruments of coercion, and
skews the voluntary choices of society away from saving and investment
and toward corsumption.

Our complainers about saving don't always say what, beyond
exhortation, they think should be done about the situation. Left-liberals
cal for more governmenta “investment” or higher taxes so as to reduce
the government deficit, which they assert is “dissaving.” But one thing
which the government can legitimately do is smply get rid of its own
coercive influence infavor of consumption and against saving and
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investment. In this way, the voluntary time preferences and choices of
individuals would be liberated, instead of overridden, by government.

The Bush administration began eliminating some of the coercive anti-
saving measuresthat had been imposed by the so-called Tax Reform Act
of 1986. One was the abolition of tax-deduction for IRAs, which wiped
out an important category of middle-class saving and investment; another
was the steep increase in the capital gains tax, which is a confiscation
of savings, and to the extent that capital gains are not indexed for
inflation—a direct confiscation of accumulated wealth.

But this is only the tip of the iceberg. To say that only government
deficits are”dis-saving” is to imply that higher taxes increase socia
savings and investment. Actualy, whilethe national income statistics
assume that al government spending except welfare payments
are”investment,” the truth is precisely the opposite.

All business spending is investment because it goes toward increasing
the production of goods that will eventually be sold to consumers. But
government spending is ssimply consumer spending for the benefit of the
income, and for the whims and values, of government’s politicians and
bureaucrats. Taxation and government spending siphon social resources
away fromproductive consumers who earn the money they receive, and
away from their private consumption and saving, and toward consumption
expenditure by unproductive politicians, bureaucrats, and their followers
and subsidies.

Yes, there is certainly too little saving and investment in the United
States, as a result of which the U.S. standard of living per person is
scarcely higher than it was in the early 1970s. But the problem is not that
individuals and families are somehow failing their responsibilities
by consuming too much and saving too little, as most of the complainers
contend. The problem is not in ourselves the American public, but in our
overlords.

All government taxation and spending diminishes saving and
consumption by genuine producers, for the benefit of a parasitic burden of
consumption spending by non-producers. Restoring tax deductions and
repealing—not just lowering—the capital gains tax, would be
most welcome, but they would only scratch the surface.
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What is redlly needed is a drastic reduction of all government taxation
and spending, state, local, and federal, across the board. The lifting of that
enormous parasitic burden would bring about great increases in the
standard of living of al productive Americans, in the short-run as well as
in the future.

10
A Walk On The Supply Side

Establishment historians of economic thought—they of the Smith
Marx-Marshall variety—have a compelling need to end their saga with a
chapter on the latest Great Man, the latest savior and final culmination of
economic science. The last consensus choice was, of course, John
Maynard Keynes, but his General Theory is now a half-century old, and
economists have for some time been looking around for a new candidate
for that final chapter.

For a while, Joseph Schumpeter had a brief run, but his problem was
that his work was largely written before the General Theory. Milton
Friedman and monetarism lasted a bit longer, but suffered from two grave
defects: (1) the lack of anything resembling a great, integrative work; and
(2) the fact that monetarism and Chicago School Ecoromics is realy only
a gloss ontheories that had been hammered out before the Keynesian Era
by Irving Fisher and by Frank Knight and his colleagues at the University
of Chicago.

Was there nothing new to write about since Keynes?

Since the mid 1970s, a school of thought has made its mark that at |east
gives the impression of something brand new. And since economists, like
the Supreme Court, follow the election returns, “supply-side economics’
has become noteworthy.

Supply-side economics has been hampered among students of
contemporary economics in lacking anything like a grand trestise, or even
a single maor leader, and there is scarcely unanimity among its
practitioners. But it has been able to take shrewd advantage of highly
placed converts in the media and easy access to politicians and think
tanks. Already it has begun to make its way into last chapters of works on
economic thought.
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A central theme of the supply-side school is that a sharp cut in marginal
income-tax rateswill increase incentives to work and save, and therefore
investment and production. That way, few people could take exception.
But there are other problems involved. For, at least in the land of the
famous Laffer Curve, income tax cuts were treated as the panacea for
deficits; drastic cuts would so increase stated revenue as allegedly to yield
a balanced budget.

Yet there was no evidence whatever for this clam, and indeed, the
likelihood is quite the other way. It is true that if income-tax rates were
98% and were cut to 90%, there would probably be an increase in revenue;
but at the far lower tax levels we have been at, there is no warrant for this
assumption. In fact, historically, increases in tax rates have been followed
by increases inrevenue and vice versa

But there is a deeper problem with supply-side than the inflated claims
of the Laffer Curve. Common to al supply-siders is nonchalance about
total government spending and therefore deficits. The supply-siders do not
care that tight government spending takes resources that would have gone
into the private sector and diverts them to the public sector.

They care only about taxes. Indeed, their attitude toward deficits
approaches the old Keynesian “we only owe it to ourselves.” Worse than
that: the supply-siders want to maintain the current swollen levels of
federal spending. As professed “populists,” their basic argument is that the
people want the current level of spending and the people should not be
denied.

Even more curious than the supply-sider attitude toward spending is
their viewpoint onmoney. On the one hand, they say they are for hard
money and an end to inflation by going back to the “gold standard.” On
the other hand, they have consistently attacked the Paul Volcker Federal
Reserve, not for being too inflationist, but for imposing “too tight” money
and thereby " crippling economic growth.”

In short, these self-styled “conservative populists’ begin to sound like
old- fashioned populists in their devotion to inflation and cheap money.
But how square that withtheir championing of the gold standard?

In the answer to this question lies the key to the heart of the seeming
contradictions of the new supply-side economics. For the “gold standard’
they want provides only the illusion of agold standard without the
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substance. The banks would not have to redeem in gold coin, and the Fed
would have the right to change the definition of the gold dollar at will, as a
device to fine-tune the economy. In short, what the supply-siders want is
not the old hard-money gold standard, but the phony “gold standard” of
the Bretton Woods era, which collapsed under the bows of inflation and
money management by the Fed.

The heart of supply-side doctrine is revealed in its best-selling
philosophic manifesto, The Way the World Works by Jude Wanniski.
Wanniski’s view is that the people, the masses, are always right, and have
always been right through history.

In economics, he claims, the masses want a massive welfare state,
drastic income-taxcuts, and a balanced budget. How can these
contradictory aims be achieved? By the legerdemain of the Laffer Curve.
And in the monetary sphere, we might add, what the masses seem to want
isinflation and cheap money along with a return to the gold standard.
Hence, fueled by the axiomthat the public is always right, the supply-
siders propose to give the public what they want by giving them an
inflationary, cheap-money Fed plus the illusion of stability through a
phony gold standard.

The supply-side aim is therefore “democratically” to give the public
what they want, and in this case the best definition of “democracy” is that
of H.L. Mencken: “Democracy is the view that the people know what they
want, and deserve to get it good and hard.”

11
Keynesian Myths

The Keynesians have been caught short again. In the early and the late
1970s, the wind was taken out of their sails by the arrival of inflationary
recession, a phenomenon which they not only failed to predict, but whose
very existence violates the fundamental tenets of the Keynesiansystem.
Since then, the Keynesians have lost their old invincible arrogance, though
they still constitute alarge part of the economics profession.

In the last few years, the Keynesians have been assuring us with more
than a touch of their old hauteur, that inflation would not and could not
arrive soon, despite the fact that "tight-money” hero Paul Volcker had
been consistently pouring in money at double-digit rates. Chiding hard-
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money advocates, the Keynesians declared that, despite the monetary
inflation, American industry still suffered from “excess’ or “idle’
capacity, functioning at an overall rate of something like 80%. Thus, they
pointed out, expanded monetary demand could not result in inflation.

As we all know, despite Keynesian assurances that inflation could not
reignite, it did despite the idle capacity, leaving them with something else
to puzzle over. Inflation rose fromapproximately 1% in 1986 to 6%,
interest rates the next year rose again, the falling dollar raised import
prices, and gold prices went up. Once again, the hard-money economists
and investment advisors have proved far sounder than the Establishment-
blessed Keynesians.

Along with that the best way to explain where the Keynesians went
wrong is to turnagainst them their own common reply to their critics: that
anti-Keynesians, who worry about the waste of inflation or government
programs, are “assuming full employment” of resources. Eliminate this
assumption, they say, and Keynesianism becomes correct in the through-
the-looking glass world of unemployment and idle resources. But the
charge should be turned around, and the Keynesians should be asked: why
should there be unemployment (of laboror of machinery) a al?
Unemployment is not a given that descends from heaven. Ofcourse, it
often exists, but what can account for it?

The Keynesians themselves create the problem by leaving out the price
system. The hallmark of crackpot economics is an analysis that somehow
leaves out prices, and talks only about such aggregates as income,
spending, and employment.

We know from “microeconomic” analysis that if thereisa“surplus’ of
something on the market, if something cannot be sold, the only reason is
that its price is somehow being kept too high. The way to cure a surplus or
unemployment of anything, is to lower the asking price, whether it be
wage rates for labor, prices of machinery or plant, or of the inventory of a
retailer.

In short, as Professor William H. Hutt pointed out brilliantly in the
1930s, when his message was lost amid the fervor of the Keynesian
Revolution: idleness or unemployment of aresource can only occur
because the owner of that resource is deliberately withholding it from
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the market and refusing to sell it at the offered price. In a profound sense,
therefore, al unemployment and idleness is voluntary.

Why should a resource owner deliberately withhold it from the market?
Usually, because he is holding out for a higher price, or wage rate. In a
free and unhampered market economy, the owners will find out their error
soon enough, and when they get tired of making no returns fromtheir
labor or machinery or products, they will lower their asking price
sufficiently to sell them.

In the case of machinery and other capital goods, of course, the owners
might have made a severe malinvestment, often due to artificial booms
created by bank credit and central banks. Inthat case, the lower market-
clearing price for the machinery or plant might be so low as to not
be worth the laborer’s giving up his leisure—but then the unemployment
is purely voluntary and the worker holds out permanently for a higher
wage.

A worse problem is that, since the 1930s, government and its privileged
unions have intervened massively in the labor market to keep wage rates
above the market-clearing wage, thereby insuring ever higher
unemployment among workers with the lowest skills and productivity.
Government interference, in the form of minimum wage laws and
compulsory unionism, creates compulsory unemployment, while welfare
payments and unemployment “insurance” subsidize unemployment and
make sure that it will be permanently high. We can have as much
unemployment as we pay for.

It follows from this analysis that monetary inflation and greater
spending will not necessarily reduce unemployment or idle capacity. It
will only do so if workers or machine owners are induced to think that
they are getting a higher return and at least some of their holdout demands
are being met. And this can only be accomplished if the price paid for the
resource (the wage rate or the price of machinery) goes up. In other words,
greater supply or use of capacitywill only be called forth by wage and
price increases, i.e., by price inflation.

As usual, the Keynesians have the entire causal process bollixed up.
And so, as the factsnow poignantly demonstrate, we can and do have
inflation along with idle resources.
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12
Keynesianism Redux

One of the ironic but unfortunately enduring legacies of eight years of
Reaganism hasbeen the resurrection of Keynesianism. From the late
1930s until the early 1970s, Keynesianismrode high in the economics
profession and in the corridors of power in Washington, promising that, so
long as Keynesian economists continued at the helm, the blessings of
modern macroeconomics would surely bring us permanent prosperity
without inflation. Then something happened on the way to Eden: the
mighty inflationary recession of 1973-74.

Keynesian doctrine is, despite its algebraic and geometric jargon,
breathtakingly simple at its core: recessions are caused by underspending
in the economy, inflation is caused byoverspending. Of the two major
categories of spending, consumption is passive and determined, almost
robotically, by income; hopes for the proper amount of spending,
therefore, rest on investment, but private investors, while active and
decidedly nonrobotic, are erratic and volatile, unreliably dependent on
fluctuations in what Keynes called their “animal spirits.”

Fortunately for al of us, there is another group in the economy that is
just as active and decisive as investors, but who are also—if guided by
Keynesian economists—scientific and rational, able to act in the interests
of dal: Big Daddy government. When investors and
consumers underspend, government can and should step in and increase
social spending via deficits, thereby lifting the econ omy out of recession.
When private animal spirits get too wild, government is supposed to step
in and reduce private spending by what the Keynesians revealingly
call "sopping up excess purchasing power” (that’s ours).

In strict theory, by the way, the Keynesians could just as well have
caled for lowering government spending during inflationary booms rather
than sopping up our spending. But the very idea of cutting government
budgets (and | mean actua cut-cuts, not cuts in the rate of increase) is
nowadays just as unthinkable, as, for example, adhering to a Jeffersonian
strict construction of the Constitution of the United States, and for similar
reasons.
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Originally, Keynesians vowed that they, too, were in favor of a
“balanced budget,” just as much as the fuddy-duddy reactionaries who
opposed them. It's just that they were not, like the fuddy-duddies, tied to
the year as an accounting period; they would balance the budget, too,
but over the business g/cle. Thus, if there are four years of recession
followed by four years of boom, the federal deficits during the recession
would be compensated for by the surpluses piled up during the boom; over
the eight years of cycle, it would al balance out.

Evidently, the “cyclicaly balanced budget” was the first Keynesian
concept to be poured down the Orwellian memory hole, as it became clear
that there weren’t going to be any surpluses, just smaller or larger deficits.
A subtle but important corrective came into Keynesianism: larger deficits
during recessions, smaller ones during booms.

But the real dayer of Keynesianism came with the double-digit
inflationary recession of 1973-74, followed soon by the even more intense
inflationary recessions of 1979-80 and 1981-82. For if the government
was supposed to step on the spending accelerator during recessions, and
step on the brakes during booms, what in blazes is it going to do if thereis
a steeprecession (with unemployment and bankruptcies) and a sharp
inflation at the same time? What can Keynesianism say? Step on both
accelerator and brake at the same time? The stark fact of inflationary
recession violates the fundamental assumptions of Keynesian theory and
the crucia program of Keynesian policy. Since 1973-74, Keynesianism
has been intellectually finished, dead from the neck up.

But very often the corpse refuses to lie down, particularly one made up
of an elite whichwould have to give up their power positions in the
academy and in government. One crucial law of politics or sociology is:
no one ever resigns. And so, the Keynesians have clung to ther
power positions as tightly as possible, never resigning, although a bit less
addicted to grandiose promises.

A bit chastened, they now only promise to do the best they can, and to
keep the systemgoing. Essentially, then, shorn of its intellectual
groundwork, Keynesianism has become the pure economics of power,
committed only to keeping the Establishment-system going,
making marginal adjustments, babying things along through yet one more
election, and hoping that by tinkering with the controls, shifting rapidly
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back and forth between accelerator and brake, something will work, at
least to preserve their cushy positions for afew more years.

Amidst the intellectual confusion, however, a few dominant tendencies,
legacies fromtheir glory days, remain among Keynesians. (1) a penchant
for continuing deficits, (2) a devotionto fiat paper money and at least
moderate inflation, (3) adherence to increased government spending, and
(4) an eterna fondness for higher taxes, to lower deficits a wee bit, but
more importantly, to inflict some bracing pain on the greedy, selfish, and
short-sighted American public.

The Reagan Administration managed to institutionalize these goodies,
seemingly permanently on the American scene. Deficits are far greater and
apparently forever; the difference now is that formerly free-market
Reaganomists are out-Keynesianing their liberal forebears in coming up
with ever more ingenious apologetics for huge deficits. The only dispute
now is within the Keynesian camp, with the allegedly “conservative’
supply-siders enthusiastically joining Keynesians in devotion to inflation
and cheap money, and differing only on their call for moderate tax cuts as
against tax increases.

The triumph of Keynesianism within the Reagan Administration stems
from the rapid demise of the monetarists, the main competitors to the
Keynesians within respectable academia. Having made a series of
disastrously bad predictions, they who kept trumpeting that “science
isprediction,” the monetarists have retreated in confusion, trying
desperately to figure out what went wrong and which of the many “M”s
they should fasten on as being the money supply. The collapse of
monetarism was gmbolized by Keynesian James Baker's takeover as
Secretary of the Treasury from monetarist-sympathizer Donald Regan.
With Keynesians dominant during the second Reagan term, the transition
to a Keynesian Bush team—Bush having always had strong Keynesian
leanings—was so smooth as to be ailmost invisible.

Perhaps it is understandable that an Administration and a campaign that
reduced important issues to sound bites and TV images should also be
responsible for the restoration to dominance of an intellectually bankrupt
economic creed, the very same creed that brought us the political
economics of every Administration since the second term of Franklin D.
Roosevelt.
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It is no accident that the same Administration that managed to combine
the rhetoric of "getting government off our back” with the reality of
enormously escalating Big Government, should also have brought back a
faled and satist Keynesianism in the name of prosperity and free
enterprise.
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13
Economic I ncentives And Wedfare

Most people disagree with economists, who point out the important
impact that monetary incentives can have on even seemingly “non
economic” behavior. When, for example, coffee prices rise due to akilling
frost of the coffee crop in Brazil, or when New York subway fares go up,
most people believe that the quantity purchased will not be affected, since
people are”addicted” to coffee, and people “have to get to work” by
subway.

What they don’t realize, and what economists are particularly equipped
to point out, isthat individual consumers vary in their behavior. Some,
indeed, are hard core, and will only cut their purchases a little bit should
the cost of a product or service rise. But others are “margina” buyers, who
will cut their coffee purchases, or shift to tea or cocoa. And subway rides
consigt, not only of “getting to work,” but also short, “margina” rides
which can and will be cut down. Thus, subway fares are now 25 times
what they were in World War 11, and as a result, the number of annual
subway rides have falen by more than half.

People are shocked, too, when economists assert that monetary
incentives can affect even such seemingly totally non-economic activity as
producing babies. Economists are accused ofbeing mechanistic and
soulless, devoid of humanity, for even mentioning such a connection.
And yet, while some people may have babies with little or no regard to
economic incentive, 1 amwilling to bet that if the government, for
example, should offer a bounty of $100,000 for eachnew baby,
considerably more babies would be produced.

Liberals are particularly shocked that economists, or anyone else, could
believe that aclose connection exists between the level of welfare
payments, and the number of welfare mothers with children. Baby-
making, they declare, is soldly the result of “love” (if that's the correct
word), and not of any crass monetary considerations. And yet, if welfare
payments are far higher than any sum that a single teenager can make on
the market, who can deny the powerful extra tug from the prospects of tax-
subsidized moolah without any need to work?

The conservative organization Change-NY has recently issued a study
of the economic incentives for going on, and staying on, welfare in New
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York. The “typical” welfare recipient is asingle mother with two children.
This typical welfare “client” receives, in city, state, and federal benefits,
the whopping annual sum of $32,500, which includes approximately
$3,000 in cash, $14,000 in Medicaid, $10,000 in housing assistance, and
$5,000 in food assistance. Since these benefits are non-taxable, this sum is
equivalent to a $45,000 annual salary before taxes.

Furthermore, this incredibly high figure for welfare aid is “extremely
conservative,” says Change-NY, because it excludes the value of other
benefits, including Head Start (also known as pre-school day care), job
training (often consisting of such hard-nosed subjects as” conversational
skills”), child care, and the Special Supplemental Food program for
Women, Infants, and Children (or WIC). Surely, including all this would
push up the annua benefit closeto $50,000. This also presumes that the
mother is not cheating by getting more welfare than sheis entitled to,
which is often the case.

Not only is this far above any job available to our hypothetical teen
aged single mother, it is even far higher than a typical entry level job in
the New Y ork City government. Thus, The New York Post, (Aug. 2) noted
the following starting salaries at various municipal jobs: $18,000 for an
office aid; $23,000 for a sanitation worker; $27,000 for a teacher; $27,000
for a police officer or firefighter; $18,000 for a word processor—all of
these with far more work skills thanpossessed by your typical welfare
client. And all of these salaries, of course, are fully taxable.

Given this enormous disparity in benefits, is it any wonder that 1.3
million mothers and children in New Y ork are on welfare, and that welfare
dependence is happily passed onfrom one generation of girls to the next?
AsChange-NY putsit, “why accept a job that requires40 hours of work a
week when you can remain at home and make the equivalent” of $45,000
ayear?

Economists, then, are particularly aert to the fact that, the more any
product, service, or condition is subsidized, the more of it we are going to
get. We can have as many people on welfare as we are willing to pay for.
If the state of being a single mother with kids is the fastest route to getting
on welfare, that social condition is going to multiply.

Not, of course, that every woman will fall for the blandishments of
welfare, but the more intense those subsidies and the greater the benefit
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compared to working, the more women and illegitimate children on
welfare we are going to be stuck with.

Moreover, the longer this system remains in place, the worse will be
the erosion insociety of the work ethic and of the reluctance to be on the
dole that used to be dominant in the United States. Once that ethical shift
takes place, the welfare system will only snowball.

Change-NY wryly points out that it would be cheaper for the taxpayer
to send welfare recipients to Harvard than to maintain the current system.
In view of the decline of educational standards generally and Harvard's
Political Correctress in particular, Harvard would probably be happy to
enroll them.

14
Wefare AsWeDon't Know It

The welfare system has become an open scandal, and has given rise to
justified indignation throughout the middle and working classes.
Unfortunately, as too often happens when the public has no articulate
leadership, the focus of its wrath against welfare has become misplaced.

The public’s rage focuses on having to pay taxes to keep welfare
receivers in idleness; but what people should zero in on is their having to
pay these people taxes, period. The concentrationon idleness vs. the
“work ethic,” however, has given the trickster Bill Clinton the loophole
he always covets. seeming to pursue conservative goals while actually
doing just the opposite. Unfortunately, the welfare “reform” scam seems
to be working.

The President’s pledge to end “welfare as we know it,” therefore, turns
out not to be dumping welfare parasites off the backs of the taxpayers. On
the contrary, the plan is to load evenmore taxpayer subsidies and
privileges into their eager pockets. The welfarees will become even more
parasitic and just as unproductive as before, but at least they will not be
“idle” Big dedl.

The outline of the Clintonian plan is as follows. Welfarees will be
given two years to”find a job.” Since nothing prevents them from
“finding a job” now except their own lack of interest, there is no reason
for expecting much from job-finding. At that point, “reform” kicksin. The



The Socialism of Welfare 53

federal government will either pay private employers to hire these people
or, if no employerscan be found, will itself “employ” the welfarees in
various “community service” jobs. The latter, of course, are unproductive
boondoggles, jobs which no one will pay for in the private sector, what
used to be caled “leaf-raking” in the Federal Works Progress
Administration of the 1930s New Deal.

Welfarees will now be paid at minimum wage scae by taxpayers to
shuffle papers fromone desk to another or to engage in some other
unproductive or counter-productive activity. Asfor subsidizing private
jobs, the employers’ businesses will be hampered by unproductive or surly
or incompetent workers. In the private jobs, furthermore, the taxpayers
will wholly subsidize wages not only at minimum wage scale (which we
can expect to keep rising), but also at whatever pay may be set between
employer and government. The taxpayer picks up the full tab.

But this is scarcely all. In addition to the actual job subsidies, Clinton
proposes that the federal government also pay the following to the welfare
parasites: free medical care for al (courtesy the Clinton health “reform”);
plenty of food stamps for free food; free child care for the myriad of
welfare children; free public housing; free transportation to and from their
jobs; free child “nutrition” programs; and lavish “training programs’ to
train these people for productive labor.

If these training programs are anything like current models, they will be
lengthy and worthless, including “training” in “conversational skills.” If a
free and lavishly funded public school system can’t seem to manage
teaching these characters to read, why should anyone think government
qualified to “train” them in any other skills? In addition to the huge cost of
direct payments to the welfarees, an expensive government bureaucracy
will have to be developed to supervise the training, job finding, and job
supervision. In addition, welfare mothers with youngchildren will be
exempt from the workfare requirements altogether.

Even the supporters of the Clinton welfare plan concede that the plan
will greatly increase the welfare cost to the taxpayers. The Clintonians of
course, as usual with government, try to underestimate the cost to get a
foot in the door, but even moderate observers estimate the annual extra
cost to be no less than $20 billion. And that's probably a gross
underestimate. And while the White House claims that only 600,000
people will need the workfare, internal Heath and Human Services
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memoranda estimate the number at no less than 2.3 million, and that’s
from Clintonian sources.

Of coursg, the Clintonian claim is that these huge increases are “only in
the short-run”; inthe long run, the aleged improvement in the mora
climate is supposed to lower costs to the taxpayers. Sure.

Forcing taxpayers to subsidize employers or to provide busy-work for
unproductive "jobs’ is worse than keeping welfare recipientsidle. Thereis
no point to activity or work unless it is productive, and enacting a taxpayer
subsidy is a sure way to keep the welfarees unproductive. Subsidizing the
idleisimmoral and counterproductive; paying people to work and creating
jobs for them is also crazy, as well as being more expensive.

But paying people to work is worse than that. For it removes low
income recipients of subsidy from the status of an exotic, marginal, and
generally despised group, and brings the subsidized into the mainstream of
the workforce. The change from welfare to workfare thereby accelerates
the malignant socialist and egalitarian goa of coerced redistribution
of income. It is, in other words, simply another part of the 20th century’s
Long March toward socialism.

15
The Infant Mortality “Criss’

| first heard of the Infant Mortality Question last summer, when | had
the misfortune to spend an evening with an obnoxious leftist who claimed
that, despite any other considerations, U.S. capitalism had failed and the
Soviet Union had succeeded, because of the high “infant mortality” rate
here. She must have been ahead of the left-wing learning curve, for since
then the press has been filled with articles proclaming the selfsame
doctrine.

First, on the Soviet Union, | learned from Soviet economist Dr. Yuri
Maltsev that the Soviets had achieved low infant mortality rates by a
simple but effective device, one that is considerably easier than medical
advances, nutritional improvement, or behavioral reform for pregnant
women. Namely: by holding up the statistical reporting of a death until the
mortality isbeyond “infant” status. No one, apparently, pays much
attention to the death rate of post-infants.
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But what of the U.S. infant mortality record? Well, in 1915, 100 infants
died for every 1,000 live births in the U.S. Since then, the mortdity rate
has fallen spectacularly: to 47 for every 1,000 in 1940, 20 by 1970, and
down to 10 per 1,000 by 1988. A 90% drop in the infant mortality rate
since 1915 does not seem to be a record calculated to induce an orgy
of breast-beating and collective guilt anong the American people.

So why should Dr. Louis W. Sullivan, our official scourge as Secretary
of Hedth and Human Services, denounce the U.S. record as “shameful
and unconscionable?” And why should a proposal by President Bush for
an additional federa prenatal care program of $171 million be denounced
by some Congressmen as amounting only to a net increase of $121
million, since $50 million would be deducted from existing programs?
Why isit assumed on all sides that more federa spending is necessary?

The problem seems to be that many countries have lowered their infant
mortality rateseven faster, so that the U.S. now ranks 22nd in infant
mortality; rates in Japan and in Scandinavia are less than haf that in the
U.S.

As in economic statistics, it helps our understanding to disaggregate;
and we then find that black infant mortality has long been far higher than
white; specifically, the 1988 U.S. rate was 17.6 for blacks and 8.5 for
whites.

Apparently, the key to infant mortality is low birthweight, and low
birth- weight rates in the U.S. have long been far greater for black than for
white infants. The white rate has remained at about 7% of live births since
1950, while the black rate has hovered around 10 to 14% of births.
Starting at 14% in 1969—the first year black birthrate figures were kept
separately—black low-weight births fell after abortion was legalized, only
to go back up since the mid- 1980sto over 13 %.

So centra is the birthweight problem that Christine Layton of the
Children's Defense Fund, a left-liberal “health advocacy group” (is
anyone opposed to health?) in Washington, welcomed the recent news that
infant mortality rates fell to 9.1 deaths per 1,000 live births in 1990 only
grudgingly. She pointed out that this decline since 1988 is due only to new
medical advances in drugs for treating lungs of premature babies,
apparently this decline doesn't realy count, since it will not “have the
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kind of lasting effect we need to see on the problems of beingborn too
soon or too small.”

But how come the low birthrate problem among blacks has persisted
for decades eventhough, with it usua energy in spending taxpayer money,
the federal government has beentackling the problem since 1972 by its
immensely popular WIC (Special Supplemental Food Program for
Women, Infants, and Children) program? WIC costs the federa
government $2.5 billion a year, in addition to federal subsidies to states
administering the program.

In the left liberal worldview, every socia problem can be cured by
federal spending, and so the government assumed that low hirth-weight
among black babies was due to manutrition, which was in turn due to
poverty. WIC, therefore, has been providing poor American womenwith
vast amounts of milk, cheese, eggs, cereal, and peanut butter. WIC has
been supplying all this food to half of the eight million pregnant women,
infants, mothers, and children eligible-family incomes must be below
185% of the official poverty line and the family must be officially judged
to be at “nutritional risk.”

So why is it that impoverished black mothers, despite the intake of al
this federally sponsored nutrition, have not seen the low birth-weight or
the mortality problem reduced over these two decades? Why has the only
accomplishment of WIC been to provide massive subsidies to dairy and
peanut farmers? (We set aside the rising obesity and cholesterol rates
among poor blacks.)

The answer is that, remarkably enough, nutrition, and therefore low
incomes, is not the problem. It turns out, according to an article by
prominent nutritionist and pediatrician Dr. George Graham of Johns
Hopkins Medical School (Wall Sreet Journal, April 2, 1991), that the key
cause of low birth-weight, and especially of very low birthrweight, in the
U.S. is premature birth, and that malnutrition plays virtually no role in
causing premature birth. In Third World countries, on the contrary, low
birth-weight is caused by malnutrition and poverty, but premature birth in
those countries is not a particular problem.

Unlike Third World countries, low birthweight, and therefore high
mortality rates, in the U.S. are a problem of prematurity and not
malnutrition. In fact, the infant mortality rate on the isand of Jamaica,
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almost al of whose population is poor and black, is substantially lower
than inWashington D.C., whose blacks enjoy a far higher income than in
Jamaica, and two-thirds of whom were beneficiaries of the WIC
program.

The cause of premature births, in fact, is not nutritional but behavioral,
that is the behavior of the pregnant mother. In particular tobacco smoking,
ingestion of cocaine and crack, previous abortions, and infections of the

genital tract and of the membranes surrounding the fetus, which often are
the consequence of sexual promiscuity. And there we have it.

These are not facts that |eft-liberalism likes to hear, and obviously no
federal mulcting of taxpayers is going to improve the situation. Left-
liberals might try to evade the truth by chargingthat this is the old
conservative tack of “blaming the victim.” They’'re wrong. No one is
blaming the babies.

16
The Homeless And The Hungry

Winter is here, and for the last few years this seasona event has meant
the suddendiscovery of a brand-new category of the pitiable: the
“homeless.”

A vast propaganda effort has discovered the homeless and adjured usto
do something about it—inevitably to pour millions of tax-dollars into the
problem. There is now even a unionof homeless lobbying for federal aid.
Not so long ago there was another, apparently entirely different category:
the “hungry,” for whom rock stars were making records and we were
all clasping hands across America. And what has now happened to the
Hungry? Have they all become well fed, and so rest content, while the
Homeless are held up for our titillation? Or have they too organized a
union of the Hungry?

And what of next year? Are we to be confronted with a new category,
the “unclothed,” or perhaps the “ill-shod”? And how about the “thirsty”?
Or the candy-deprived? How many more millions are standing in line,
waiting to be trotted out for consideration?

Do the Establishment liberals engaged in this operation really believe,
by the way, that these are al ironclad separate categories? Do they
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envision, for example, a mass of hungry living in plush houses, or alegion
of the homeless who are living it up every night at Lutece?

Surely not; surely there are not a half-dozen or so different sets of the
ill- served. Doesn’tthe Establishment realize that al these seemingly
unconnected problems: housing, food, clothing, transportation, etc. are all
wrapped up in One Big Problem: lack of money? If this were recognized,
the problem would be simplified, the causal connections would be far
clearer, and the number of afflicted millions greatly reduced: to poverty,
period.

Why aren’t these connections recognized, as even Franklin Roosevelt
did in the famous passage of his second inaugural where he saw “one-third
of a nation ill-housed, ill-clad, and ill-nourished?’ Presumably, FDR saw
considerable overlap between these three deprivations. | think the
Establishment treats these problems separately for severa reasons, none of
themadmirable. For one reason, it magnifies the hardship, making it
appear like many sets of people suffering from grave economic ailments.
Which means that more taxpayer money is sypposed to be funneled into a
far greater number of liberal socia workers.

But there is more. By stressing particular, specific problems, the
inference comes that the taxpayer must quickly provide each of a number
of goodies. food, housing, clothing, counseling, et a. in turn. And this
means far greater subsidies to different sets of bureaucrats and
Special economic interests: e.g. construction companies, building trade
unions, farmers, food distributors, clothing firms, etc. Food stamps,
housing vouchers, public housing follow withseemingly crystal-clear
logic.

It is also far easier to sentimentalize the issues and get the public’'s
juices worked up by sobbing about the homeless, the foodless, etc. and
caling for specific provision of these wantsfar easier than talking about
the “moneyless’ and calling upon the public merely to supply do-re-mi to
the poor. Money does not have nearly the sentimental value of home and
hearth and Christmas dinner.

Not only that: but focusing on money is likely to lead the public to
begin asking embarrassing questions. Such as:. WHY are these people
without money? And isn’t there adanger that taxing A to supply B with
money will greatly reduce the incentive for both A and B to continue
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working hard in order to acquire it? Doesn’t parasitism gravely weaken
the incentives to work among both the producer and the parasite class?

Further, if the poor are without money because they don't feel like
working, won't automatic taxpayer provision of a permanent supply of
funds weaken their willingness to work al the more, and create an ever
greater supply of the idle looking for handouts? Or, if the poor are without
money because they are disabled, won't a permanent dole reduce their
incentiveto invest in their own vocationa rehabilitation and training, so
that they will once again be productive members of society? And, in
general, isn't it far better for all concerned (except, of course, the social
workers) to have limited private funds for charity instead of imposing
an unlimited burden on the hapless taxpayer?

Focusing on money, instead of searching for an ever-greater variety of
people to be pitied and cosseted, would itself tend to clear the air and the
mind and go along way toward a solutionof the problem.

17
Rioting For Rage, Fun, And Profit

The little word “but” is the great weasel word of our time, enabling one
to subscribe to standard pieties while getting one’s real contrary message
across. “Of course, | deplorecommunism, but . . .”; “Of course, | approve
of the fee market, but . . .” have been al too familiar refrains in recent
decades. The standard reaction of our pundits, and across the
entire respectable political spectrum, to the great Los Angeles et a. riots
of April 29-May 2 went: “Ofcourse, | can't condone violence, but . . . .”
In every instance, the first clause is did over rapidly and ritualistically, to
get to the real diametrically opposed message after the “but” is disposed
of.

The point, of course, is precisely to condone violence, by rushing to get
to the alleged "real structural causes’ of riots and the violence. While the
“causes’ of any human action are imprecise and complex, none of that is
attended to, for everyone knows what the “solution” is supposed to be: to
tax the American people, including the victims of the massive
looting, burning, beating, killing rampage, to “assuage the rage of the
inner cities’ by paying off the rampaging “community” so handsomely
that they supposedly won't do it again.
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Before we rush past the riots themselves, the whole point of
government, of an institutionwith a monopoly, or preponderance, of
violence, isto use it to defend persons and property against violent assaullt.
That role is not as obvious as it may seem, since the Los Angeles,
state, and federal forces most conspicuously did not perform that function.
Sending in police and troops late and depriving them of bullets, cannot do
the job.

There is only one way to fulfill the vital police function, the only way
that works: the public announcement—backed by willingness to enforce
it—made by the late Mayor Richard Daey in the Chicago riots of the
1960s—ordering the police to shoot to kill any looters, rioters, arsonists,
or muggers they might find. That very announcement was enough to
induce the riotersto pocket their “rage” and go back to their peaceful
pursuits.

Who knows the hearts of men? Who knows al the causes, the
motivations, of action? But one thing is clear: regardless of the murky
“causes,” would-be looters and muggers would get such a message loud
and clear.

But the federal government, and most state and local governments,
decided to deal withthe great riots of Watts and other inner cities of the
1960s in a very different way: the now accepted practice of a massive
buyout, a vast system of bribes in the form of welfare, set-
asides, affirmative action, etc. The amount spent on such purposes by
federal, state, and local governments since the Great Society of the 1960s
totals the staggering sum of $7 trillion.

And what is the result? The plight of the inner cities is clearly worse
than ever: more welfare, more crime, more dysfunction, more fatherless
families, fewer kids being “educated” inany sense, more despair and
degradation. And now, bigger riots than ever before. It should be clear, in
the starkest terms, that throwing taxpayer money and privileges at the
inner cities isstarkly coun terproductive. And yet: this is the only
“solution” that liberals can ever come up with, and without any
argument—as if this “solution” were sdlf-evident. How long is
this nonsense supposed to go on?

If that is the absurd liberal solution, conservatives are not much better.
Even liberals arepraising—always a bad sign—Jack Kemp for being a
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“good” conservative who cares, and who iscoming up with innovative
solutions trumpeted by Kemp himself and his neoconservative fuglemen.
These are supposed to be “nonwelfare” solutions, but welfare is precisely
what they are. “public housing “owned” by tenants, but only under
massive subsidy and strict regulation—with no diminution of the public
housing stock; “enterprise zones’ which are not free enterprise zones at
al, but smply zones for more welfare subsidy and privileges to the
inner city.

Various left-libertarians focus on removal of minimum wage laws and
licensing requirements as the cure for the disaster of the inner cities. Well,
repeal of minimum wages would certainly be helpful, but they are largely
irrdlevant to the riots. after all, minimum wage laws exist al across the
country, in areas just as poor as the inner cities—such as Appalachia. How
come there are no riots in Appalachia? The abolition of licensing laws
would also be welcome, but just as irrelevant.

Some claim the underlying cause is racial discrimination. And yet, the
problem seems worse, rather than better, after three decades of aggressive
civil rights measures. Moreover, the Koreans are undoubtedly at least
equal victims of racia discrimination—and they also have the problem of
English being their second, and often a distant second, language. So how
is that Koreart Americans never riot, indeed that they were the major
single group of victims of the Los Angelesriot?

The Moynihan thesis of the cause of the problem is closer to the mark:
the famous insight of three decades ago that the black family was
increasingly fatherless, and that therefore such values as respect for person
and property were in danger of disappearing. Three decades later,
the black family isin far worse shape, and the white family isn’t doing too
well, either. But even if the Moynihan thesis is part of the problem, what
can be done about it? Families cannot be forced together.

A greater part of the cause of the rot is the mora and esthetic nihilism
created by many decades of cultura liberalism. But what can be done
about it? Surely, a best it would take many decades to take back the
culture from liberalism and to instill sound doctrine, if it can be done at
al. The rot cannot be stopped, or even slowed down, by such
excruciatingly slow and problematic measures.
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Before we can set about curing a disease we must have some idea of
what that disease is. Are we redly sure that “rage” is the operative
problem? For the most part, the young rioters caught on television mostly
did not look angry at all. One memorable exchange took place as the TV
camera caught a happy, grinning young lad hauling off a TV set from a
looted store and putting it in his car. Asked the dimwit reporter: “Why are
you taking that TV set?” The memorable answer: “Because it' s free!” It is
no accidert, too, that the arsonists took care to loot thoroughly the 10,000
stores before they burned them to the ground.

The crucid point is that whether the motivation or the goa is rage,
kicks, or loot, the rioters, with a devotion to present gratification as against
future concerns, engaged in the joys of beating, robbing, and burning, and
of massive theft, because they saw they could get away withit. Devotion
to the sanctity of person and property is not part of their value-system.
That's why, in the short term, al we can do is shoot the looters and
incarcerate the rioters.

18
The Social Security Swindle

Senator Daniel P. Moynihan (D-NY') has performed a signal service for
all Americans bycalling into question, for the first time since the early
1980s, the soundness of the nation’sbeloved Social Security System. A
decade ago, the public was beginning to learn of the imminent bankruptcy
of Social Security, only to be sent back into their half-century slumber in
1983 by the bipartisan Greenspan commission, which “saved” Social
Security by installing a whopping and ever-rising set of increases in the
Social Security tax. Any government program, of course, can be bailed out
by levying more taxes to pay the tab.

Since the beginning of the Reagan administration, the much heralded
“cuts’ in the officially dubbed “income-tax” segment of our payroll taxes
have been more than offset by therise in the “SocialSecurity” portion.
But since the public has been conditioned into thinking that the Social
Security tax s somehow not a tax, the Reagan-Bush administrations have
been able to get away with their pose as heroic champions of tax cuts and
resisters against the tax raising inclinations of the evil Democrats.
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For the Social Security System is the biggest single racket in the entire
panoply of welfare-state measures that have been fastened upon us by the
New Dedal and its successors. The American public has been conned into
thinking that the Social Security tax is not a tax at all, but a benevolent
national “insurance” scheme into which everyone pays premiums from
the beginning of their working lives, finaly “collecting” benefits when
they get to be 65. The systemis held to be analogous to a private insurance
firm, which collects premiums over the years, invests them in productive
ways that yield interest, and then later pays old-age annuities to the lucky
beneficiaries.

So much for the facade. The reality, however, is the exact opposite. The
federal government taxes the youth and adult working population, takes
the money, and spends it on the boondoggles that make up the annual
federal budget. Then, when the long-taxed person gets to be 65, the
government taxes someone else—that is, the till-working population, to
pay the so-called benefits.

Be assured, the executives of any private insurance company that tried
this stunt would be spending the rest of their lives in much merited
retirement in the local hoosegow. The wholesystem is a vast Ponzi
scheme, with the difference that Ponzi’s notorious swindle at lesst
rested solely on his ability to con his victims, whereas the government
swindlers, of course, rely also onavast apparatus of tax-coercion.

But this covers only one dimension of the Social Security racket. The
“benefits,” of course, are puny compared to a genuine private annuity,
which makes productive investments. The purchasers of a private annuity
receive, at the age, say of 65, a principal sum whichthey can obtain and
which can also earn them further interest. The person on Socia Security
getsonly the annual benefits, void of any capital sum. How could he,
when the Social Security “fund” doesn’t exist?

The notion that a fund really exists rests on a “creative” accounting
fiction; yes, the fund does exist on paper, but the Social Security System
actually grabs the money as it comes in and purchases bonds from the
Treasury, which spends the money on its usual boondoggles.

But that's not all. The Social Security System is a “welfare” program
that levies high and continually increasing taxes (@) only on wages, and on
no other investment or interest income; and (b) is steeply regressive,
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hitting lower wage earners far more heavily than people in the
upper brackets. Thus, income earners up to $51,300 per year are forced to
pay, a this moment, 7.65% of their income to Social Security; but there
the tax stops, so that, for example a person who earns $200,000 a year
pays the same absolute amount ($3,924), which works out as only 2%
of income. That's awelfare state! ?

Over the years, the government has vastly increased the tax bite in two
ways. by increasing the percentage, and by raising the maximum income
level at which the tax ceases. Asa result, since the start of the Reagan
administration, the rate has gone up from 5.80% to 7.65%, and the
maximum tax from $1,502 to $3,924 per year. And that's only the
beginning.

The final aspect of the swindle was contributed by Reagan Greenspan
& Co. in 1983. Observing the high and mounting federal deficits, our
bipartisan rulers decided to raise taxes and pile up a huge “surplus’ in the
non-existent Social Security fund, thereby “lowering” the embarrassing
deficit on paper, while continuing the same stratospheric deficit in reality.
Thus, the projected federal deficit for fiscal 1990 is $206 hillion; but the
estimated $65 billion”surplus’ in the Socia Security account officially
reduces the deficit to $141 billion, therebyappeasing the ghosts of
Gramm:-Rudman. But of course there is no surplus; the $65 billion
are promptly spent on Treasury bonds, and the Treasury adds that to the
stream of general expenditures on $20,000 coffeemakers, bailouts for S& L
crooks, and the rest of its worthy causes.

But Senator Moynihan, one of the authors of the current swindle as part
of the Greenspan Commission, has blown at least part of the lid off the
scam. At which point, the Republicans happily took up the traditional
Democratic count that their opposition has set out, cruelly and heartlessly,
to throw the nation’s much revered elderly into the gutter.

Senator Moynihan's proposal for a small roll-back of the Social
Security tax to 6.5 5% at least opens the entire matter for public debate.
Moynihan’s motives have been called into question, but after we recover
from our shock at a politician possibly acting for political motives, we
must realize that we owe him a considerable debt. The problem is that,
while many writers and journalists understand the truth and tell it in print,
they generally do so in subdued and decorous tones, drenching the reader
in reams of statistics.
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The public will never be roused to rise up and get rid of this monstrous
system until they are told the truth in no uncertain terms: in other words,
until aswindleis called a swindle.

19
Roots Of The lnsurance Crisis

The latest large-scale assault upon property rights and the free market
comes from the insurance industry and its associated incurrers of liability:
particularly groups of manufacturersand the organized medical
professon. They charge that runaway juries have been
awarding skyrocketing increases in liability payments, thereby threatening
to bankrupt the insurance industry as well as impose higher costs upon, or
deprive of liability insurance, those industries and occupations that juries
have adjudged to be guilty.

In response, the insurance and alied industries have demanded legal
caps, or maxima, onjury awards, as well as maximum limits on or even
elimination of, legal fees, especialy contingency fees paid to lawyers by
plaintiffs out of their awarded damages.

Before anayzing these measures, it must be pointed out that there may
well be no crisis. Critics of the insurance industry have pointed out that
insurance companies have refused torevea the figures on verdicts and
settlements from year to year, or to break them down by industry or
occupation. Instead, the insurance industry has relied solely on colorful
anecdotesabout bizarre individual awards—something they would
scarcely do in running their own business.

Also, the critics have demonstrated that average insurance payments
have not advanced, in the last twenty-five years, much beyond the rate of
inflation. So there may well be no insurance crisis at al, and the entire
hysteria may be trumped-up to gain benefits for the insurance industry at
the expense of victims of injury to person or property who are entitled
to just compensation.

But let us assume for the sake of argument that the insurance crisis is
every bit asdramatic as the industry says it is. Why are the rest of us
supposed to bail them out? Insurance companies, like other business firms,
are entrepreneurial. As entrepreneurs, they take risks;, whenthey do well
and forecast correctly, they properly make profits, when they forecast
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badly, they make losses. That is the way it should be. They should be
honored when they make profits, and suffer the consequences when they
make losses. In the case of insurance, companies charge premiums so as to
cover, with a profit, the liabilities they expect to pay. If they suffer
losses because their entrepreneurship is poor, and payments are higher
than premiums, they should expect no sympathy, let alone bailout, from
the long-suffering consuming and taxpaying public.

It is particularly outrageous that the insurance companies are trying to
place maximum limits on jury awards and on legal fees. It is everyone's
right as a free person to hire lawyers for whatever fee they both agree
upon, and it is no one's right to interfere with private property and the
freedom to make such contracts. Lawyers, after al, are our shield and
buckler against unjust laws and torts committed against us, and we must
not be deprived of the right to hire them.

Furthermore, the much abused contingency fee is actually a marvelous
instrument whichenables the poorest among us to hire able lawyers. And
the fact that the attorney depends for his fee on his “investment” in the
case, gives him the incentive to fight all the harder on behalf of his clients.
Outlawing contingency fees would leave attorneys only in service to the
rich, and would deprive the average person of his day in court. Is that what
the insurance industry really wants?

As for jury awards, do the insurance industry and organized medicine
really wish to destroy the Anglo-American jury system, which for al its
faults and inefficiencies, has long beena bulwark of our liberties against
the State? And if they wish to destroy it, what would theyreplace it
with—rule by government? As long as we keep the jury system as the
arbitrator of civil and criminal cases, we must not hobble its dispensing of
justice—especially by senselessquantitative caps that simply proclaim
that justice may only be dispensed in small, but not adequate, amounts.

None of this means that tort law itself is in no need of reform. The
problem is not really quantitative but qualitative: who should be liable for
what damages? In particular, we must put an end to the theory of
“vicarious liability,” i.e., that people or groups are liable, not because
their actions incurred damages, but ssimply because they happened to be
nearby and are conveniently wedthy, i.e, in the apt if inelegant legal
phrase, they happily possess “deep pockets.”
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Thus, if we bought a product from a retailer and the product is
defective, it is the retailer that should be liable and not the manufacturer,
since we did not make a contract with the manufacturer (unless he placed
an explicit warranty upon the product). It is the retailer’s businessto sue
the wholesaler, the latter the manufacturer, etc., provided the latter really
did break his contract by providing a defective product.

Similarly, if a corporate manager committed a wrong and damaged the
person or property of others, there is no reason but “deep pockets’ to make
the stockholders pay, provided that the latter were innocent and did not
order the manager to engage in these tortious actions.

To the extent, then, that cries about an insurance crisis reflect an
increased propensity by juries to sock it to “soul-less corporations,” i.e., to
the stockholders, then the remedy is to take that right away from them by
changing tort law to make liable only those actually committing wrongful
acts.

Let liability, in short, be full and complete; but let it rest only upon
those at fault, i.e., those actually damaging the persons and property of
others.

20
Government Medical “Insurance’

One of Ludwig von Mises's keenest insights was on the cumulative
tendency of government intervention. The government, in its wisdom,
perceives a problem (and Lord knows, there are always problems!). The
government then interveres to “solve’ that problem. But lo and behold!
instead of solving the initial problem, the intervention creates two or three
further problems, which the government feels it must intervene to hedl,
and so on toward socialism.

No industry provides a more dramatic illustration of this malignant
process than medical care. We stand at the seemingly inexorable brink of
fully socialized medicine, or what iseuphemistically called “national
health insurance.” Physician and hospital prices are high and are always
rising rapidly, far beyond genera inflation. As a result, the medically
uninsured canscarcely pay at al, so that those who are not certifiable
claimants for charity or Medicaid are bereft. Hence, the call for national
health insurance.



68 Murray N. Rothbard: Making Economic Sense

But why are rates high and increasing rapidly? The answer is the very
existence of health-care insurance, which was established or subsidized or
promoted by the government to help ease the previous burden of medical
care. Medicare, Blue Cross, etc.,, are also very peculiar forms of
“insurance.”

If your house burns down and you have fire insurance, you receive (if
you can pry the money loose from your friendly insurance company) a
compensating fixed money benefit. For this privilege, you pay in advance
a fixed annua premium. Only in our system of medical insurance, does
the government or Blue Cross pay, not a fixed sum, but whatever the
doctor or hospital chooses to charge.

In economic terms, this means that the demand curve for physicians
and hospitals can rise without limit. In short, in a form grotesquely
different from Say’s Law, the suppliers can literaly create their own
demand through unlimited third-party payments to pick up the tab. If
demand curves rise virtualy without limit, so too do the prices of the
service.

In order to stanch the flow of taxes or subsidies, in recent years the
government and other third party insurers have felt obliged to restrict
somewhat the flow of goodies: by increasingdeductibles, or by putting
caps on Medicare payments. All this has been met by howls of
anguishfrom medical customers who have come to think of unlimited
third-party payments as some sort of divine right, and from physicians and
hospitals who charge the government with “socialistic price controls’—
for trying to stemits own largesse to the heath-care industry!

In addition to artificial raising of the demand curve, there is another
deep flaw in the medical insurance concept. Theft is theft, and fire is fire,
so that fire or theft insurance is fairly clear-cut the only problem being the
“moral hazard” of insurees succumbing to the temptation of burning down
their own unprofitable store or apartment house, or staging a fake theft, in
order to collect the insurance.

“Medica care,” however, is a vague and dlippery concept. There is no
way by which it can be measured or gauged or even defined. A “visit to a
physician” can range al the way from acareful and lengthy investigation
and discussion, and thoughtful advice, to a two- minute run-through with
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the doctor doing rot much else than advising two aspirin and having the
nurse write out the bill.

Moreover, there is no way to prevent a galoping mora hazard, as
customers—their medical bills reduced to near- zero—decide to go to the
doctor every week to have their blood pressure checked or their
temperature taken. Hence, it is impossible, under third-party insurance, to
prevent a gross decline in the quality of medical care, along with a severe
shortage of the supply of such care in relation to the swelling demand.

Everyone old enough to remember the good-old-days of family
physicians making housecalls, spending a great deal of time with and
getting to know the patient, and charging low fees to boot, is deeply and
properly resentful of the current assembly-line care. But all too
few understand the role of the much- beloved medical insurance itself in
bringing about this sorrydecline in quality, as well as the astronomical
risein prices.

But the roots of the current medical crisis go back much further than
the 1950s and medical insurance. Government intervention into medicine
began much earlier, with a watershed in 1910 when the much celebrated
Flexner Report changed the face of American medicine.

Abraham Flexner, an unemployed former owner of a prep school in
Kentucky, and sporting neither a medical degree nor any other advanced
degree, was commissioned by the Carnegie Foundation to write a study of
American medical education. Flexner's only qualification for this job was
to be the brother of the powerful Dr. Simon Flexner, indeed aphysician
and head of the Rockefeller Institute for Medical Research. Flexner's
report was virtually written in advance by high officials of the American
Medical Association, and its advice was quickly taken by every state in
the Union.

The result: every medical school and hospital was subjected to
licensing by the state, which would turn the power to appoint licensing
boards over to the state AMA. The state was supposed to, and did, put out
of business all medical schools that were proprietary and profit-making,
that admitted blacks and women, and that did not specialize in
orthodox, " allopathic” medicine: particularly homeopaths, who were then
a substantial part of the medical profession, and a respectable alternative
to orthodox allopathy.
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Thus through the Flexner Report, the AMA was able to use government
to cartelize the medical profession: to push the supply curve drastically to
the left (literally half the medical schools in the country were put out of
business by post-Flexner state governments), and thereby to raise medical
and hospital prices and doctors incomes.

In al cases of cartels, the producers are able to replace consumers in
their seats of power, and accordingly the medical establishment was now
able to put competing therapies (e.g., homeopathy) out of business, to
remove disiiked competing groups from the supply of physicians (blacks,
women, Jews); and to replace proprietary medical schools financed by
student fees withuniversity-based schools run by the faculty, ard
subsidized by foundations and wealthy donors.

When managers such as trustees take over from owners financed by
customers (studentsof patients), the managers become governed by the
perks they can achieve rather than by serviceof consumers. Hence: a
skewing of the entire medical profession away from patient care to toward
high-tech, high-capital investment in rare and glamorous diseases, which
rebound far more to the prestige of the hospital and its medical staff than it
is actualy useful for the patient-consumers.

And so, our very real medical crisis has been the product of massive
government intervention, state and federal, throughout the century; in
particular, an artificial boosting of demand coupled with an artificial
restriction of supply. The esult has been accelerating high prices and
deterioration of patient care. And next, socialized medicine could easily
bring us to the vaunted medical status of the Soviet Union: everyone has
the right to free medical care, but thereis, in effect, no medicine and no
care.

21
The Neocon Welfare State

Ever since its inception in the 1930s, the welfare state has proceeded in
the following way. First, liberals discover social and economic problems.
Not a difficult task: the human race has aways had such problems and
will continue to, short of the Garden of Eden. Liberals, however, usually
need scores of millions in foundation grants and taxpayer-
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financed commissions to come up with the startling revelations of disease,
poverty, ignorance, homelessness, et al.

Having identified “problems’ to the accompaniment of much
coordinated fanfare, the liberals proceed to invoke “solutions,” to be
supplied, of course, by the federal government, which we all know and
love as the Great Problem Solving Machine.

Whatever the problem or its complexity, we all know that the Solution
is dways the same: a huge amount of taxpayer money to be trundled out
by local, state, and especially the federal government, and spent on
building up an ever-growing giant bureaucracy swarming with bureaucrats
dedicated to spending their lives combating the particular problem in
view. The money is supplied, of course, by the taxpayer, and by a
burgeoning debt to be financed either by inflation or by future taxpayers.

From the beginning, each new creative Leap Forward in the welfare
state is launched by liberals in the Democratic Party. That, since the
1930s, has been the Democrats historical function. The Republicans
function, on the other hand, has been to complain about the welfare state
and then, when in power, to fasten their yoke upon the public by not only
retaining the Democratic “advances’ but also by expanding them.

The best that we have been able to hope for under Republican
administrations is a dight slowing down of the rate of expansion of the
welfare state, and a relative absence of new, "innovative” proposals.

The result of each of the Great Leaps Forward of the welfare state (The
New Deal-Far Dea of the ‘30s and ‘40s, and the Great Society of the
‘60s), has clearly not been to “solve’ the problems the welfare state has
addressed. On the contrary, each of these problems is demonstrably far
worse two or three decades after the innovation and expansion. At the
same time, the government Problem Solving Machine: taxes, deficits,
spending, regulations, and bureaucracy, has gotten far bigger, stronger,
and hungrier for taxpayer loot.

Now, in the Nineties, we are at another crossroads. The results are now
in on the Great Society and its Nixonian codicils. A massive and
expensive attempt to stamp out poverty, inner-city problems, racism, and
disease, has only resulted in al of these problems being far worse, along
with a far-greater machinery for federal control, spending, and
bureaucracy.
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Libera Democrats, who now call themselves “moderates’ because of
the perceived failures of liberaism, have come up with the usua
“solutions’: redoubled and massive federal spending to “help” the inner
cities, “rebuilding” the decaying infrastructure, helping to make declining
industries “ competitive,” et al. But whereas Republican administrations in
the 1950sand 1970s were in the hands of avowed “moderates’ or
“liberals’, the Republican administrationis now run, or at least guided by,
conservatives.

What is the “conservative’ (read: neoconservative) Republican
response to the welfare state and to the Democratic proposals for yet
another great Leap Forward?

The good news is that the neoconservative aternative is not just
another “me-too” proposal for dlightly less of what the Democratic liberals
are proposing. The bad news, however, is that the proposed “conservative
welfare state’—in the words of neocon godfather Irving Kristol—is a lot
worse. For once, under the aegis of the neocons, the Republicans are
coming up with genuinely innovative proposals.

But that’s the trouble: the result is far more power and more resources
to the LeviathanState in Washington, all camouflaged in pseudo-
conservative rhetoric. Since the conservative public always tends to put
more emphasis on rhetoric than on substance, this makes the
looming Alternative Welfare State of the Republicans al the more
dangerous.

The dimensions of the Neocon Welfare State in embryo may be seenin
the Bushrendorsed proposals of Education Secretary Lamar Alexander,
aided and guided by neoconeducationists Chester Finn and Diane
Ravitch. The education disaster in this country has beenlargely created by
the massive federa funds and controls that have aready fastened a
gigantic educational bureaucracy on the American people, and have gone
a long way toward taking control of our children out of the hands of
parents and putting it into the maw of the State.

The Neocon Welfare State would finish the job: expanding budgets,
nationalizing teachers and curricula, and seizing total control of children
on behalf of the State’ s malignant educational bureaucracy.

The housing and urban dimensions of the Alternative Welfare State
have been worked out by the neocon’s favorite politician, HUD secretary
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Jack Kemp. While Kemp’s visionwas kept at arm’s length by the Bush
administration, the L.A. riots have brought it a virtua Republican
endorsement, in the wake of President Bush's deficiency in the “vision
thing,” and of the liberals chorus of adulation for Jack Kemp's “caring
and compassion’ for the inner cities.

As Jeff Tucker has pointed out in The Free Market, Kemp’s proposed
“enterprise zones’ and “empowerment” turn out to be still more of the
welfare state. The “enterprise zone” concept, originally meant to be
idands of genuine free enterprise in a statist morass, have been
cunningly turned into yet more welfare, and affirmative-action-type
subsidies. The Thatcherite idea of selling public housing to tenants has
merely turned into another method of expanding public housing, of
subsidizing inner cities, and of keeping the tenants dependent on the
federal bureaucracy and on Big Massa in the White House.

How would the greater Neocon Welfare State be financed? Neocons
are the most enthusiastic fans of the federal deficit since the Left-
Keynesians of the 1930s. We can expect, then, much bigger deficits,
accompanied by a large and innovative battery of excuses. Statistics will
be dredged up to the effect that the deficit and the debt “really aren't so
bad,” compared, say, with some year during World War Il, or, that on
deep and murky philosophic grounds, they really don’t exist.

On taxes, we can probably trust neocons to keep margina income tax
rates on upper brackets down, as well as to cut capital gains taxes, but the
sky’s the limit on everything else. We can look forward to a lot more of
the “loophole closing” that helped send the real estate market into a long
and continuing tailspin after the Tax Reform Act of 1986. We can also
look forward to increases in excise taxes, and perhaps anational sales or
value-added tax.

Harry Hopkins is supposed to have outlined the basic New Deal
Strategy: “We shall taxand tax, spend and spend, elect and elect.” He
might have added: control and control. Over the decades, the outer forms,
the glittering trappings, have changed in order to entice new generations of
suckers. But the essence of the ever-expanding Leviathan has remained
the same.
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22
By Their Fruits...

One of the most horrifying features of the New Deal was its
agricultural policy: in the name of “curing the depression,” the federal
government organized a giant cartel of America's farmers. In the middle
of the worst depresson in American history, the federa
government forced farmers to plow under every third acre of wheat and to
kill one-third of their little pigs, all to drive up food prices by forcing the
supply of each product downward. Leftists blamed ” American capitalism”
for the government’'s forcing deep cuts in fam supply while
urban Americans were starving; but the problem was not “capitalism,” it
was organized pressure groups—in this case agribusiness—using the
federal government as the organizer and mighty enforcer of farm cartel
policy. And al this in the name of helping the “one-third of a nation”
that Franklin D. Roosevelt saw “ill-nourished” as well as “ill-clad” and
“ill- housed.”

Since 1933, New Ded farm policy has continued and expanded,
pursuing its gridy logic at the expense of the nation’s consumers, year in
and year out, in Democrat or Republicanregimes, in good times and in
bad. But there is something about government brutally destroying food
during recessions that rightfully raises one's hackles—if the media bother
to dea with it atal. The latest outrage is now occurring in the centra
valleys of California, a state in deep recession.

The particular problem is fruit, slightly “undersized” peaches and
nectarines grown in California. Since the 1930s, the Secretary of
Agriculture has been setting minimum size standards for peaches and
nectarines. Any fruit even microscopically below the minimum size and
weight set by the government is illegal and must be destroyed by the
farmer, under pain of severe penalties.

It's not that these slightly smaller peaches and nectarines are unsalable
to the consumer. On the contrary: most people, including trained fruit
pickers, can’'t tell the difference visualy, sothey are forced to use
expensive weighing and sorting machines. It is estimated that, during
the 1992 growing season in California, fruit growers will be forced to
destroy no less than500 million pounds of this undersized fruit.
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Thus, Gerawan Farming, the largest peach, nectarine, and plum grower
in the world, has been accused of violating federal law because, instead of
destroying all of its small fruit, it dared to sell some to awholesaler in Los
Angeles, who in turn resold it to momand-pop grocery stores who catered
to poorer consumers eager to buy the cheaper, if smaller fruit.

The cheapness, of course, is the key. The Secretary of Agriculture does
not dream up these vicious regulations out of his own noodle. By law,
these minimum sizes are determined by farmers’ committees growing the
particular product. The farmers are permitted to use the government to
enforce cartels, in which larger and more expensive fruit is protected from
smaller and cheaper competition. It's as if Cadillacs and Lincoln Town
Cars were able to enforce minimum size car standards that would outlaw
every smaller-size car on the market.

Perhaps the most repellent aspect of this system is the rationale by the
farm committee leaders that they are doing all of this in pursuit of the
welfare of consumers. Thus, Tad Kozuki, member of the eight-man
Nectarines Administrative Committee, opines that “smaller fruit isn’'tas
appealing to the eye, ® the committees tried to please the consumer,
thinking the demand for our fruit would rise.”

To top this whopper about “pleasing the consumer,” John Tos,
chairman of the ten-manPeach Commodity Committee, solemnly states
that “we eliminate those small Szes because of what the focus groups tell
us,” adding that these two committees are now spending $50,000 on
a more detailed study into consumer fruit preferences.

Save your money, fellas. | can predict the result every time: consumers
will always prefer larger peaches to smaller ones, just as given the choice,
they would prefer a Cadillac to a Geo. Given the choice of receiving a gift,
that is, without having to pay for the difference. And price, of course, is
the point of the whole deal. Smaller peaches will be cheaper, just as Geos
will be cheaper, and consumers should be able to choose among these
various grades, sizes, and prices.

Eric Forman, deputy director of the Fruit and Vegetable Division of the
Agricultural Marketing Service of the U.S. Department of Agriculture,
was a little more candid than the cartelist farmers. “Consumers are
prepared to spend more money for larger fruit than smaller fruit,” said
Forman, “so why undermine the higher-profit item for the grower?’ That
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is, why allow growers to “undermineg” the high profit items by what is aso
called “competition,” apparently a Concept that Dare Not Speak Its Name
in agricultural circles.

Sound on the fruit question are consumer groups and the beleaguered
Gerawan Farming. Scott Pattison, executive director of Consumer Alert,
correctly declared that the whole policy is“outrageous.” “Why are
bureaucrats and growers telling us there’'s no market?’ asked Pattison. ”If
consumers really won't buy the small fruit, then the growers will give up
trying to ship them. But | think low-income mothers would welcome a
smaller fruit that they could afford to buy and put in their kids' lunches.”
And Dan Gerawan, head of Gerawan Farming, held up a nectarine, and
declared sardonicaly: “This is evil, illegal fruit.” Gerawan added that the
government “is sanctioning the destruction of fruit meant for the poor.”

Here is the essence of the “welfare state” in action: The government
cartelizing and restricting competition, cutting production, raising prices,
and particularly injuring low-income consumers, al with the aid of
mendacious disinformation provided by technocrats hired by
the government to administer the welfare state, al meanwhile bleating
hypocritically about how the policy is all done for the sske of the
consumers.

23
ThePolitics Of Famine

The media focuses primarily on the horrifying shots of starving
children, and secondarily on the charges and counter-charges about which
governments—the Western, the Ethiopian, or whatever are responsible for
relief not getting to the starving thousands on time. In the midst of the
media blitz, the important and basic questions get lost in the shuffle. For
example, why does Nature seem to frown only on socialist countries? If
the problem is drought, why do the rains only elude countries that are
socialist or heavily statist? Why does the United States never suffer from
poor climates, which threaten famine?

The root of famine lies not in the gods or in the stars but in the actions
of man. Climate is not the reason that Russia before Communism was a
heavy exporter of grain, while now the Soviet Union is a grain importer.
Nature is not responsible for the fact that, of all the countries of East
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Africa, the Marxist-Leninist nations of Ethiopia and Mozambique are now
the major sufferers from mass famine and starvation. Given causes yield
given effects, and it is anineluctable law of nature and of man that if
agriculture is systematically crippled and exploited, food production will
collapse, and famine will be the result.

The root of the problem is the Third World, where (a) agriculture is
overwhelmingly the most important industry, and (b) the people are not
affluent enough, in any crisis, to purchase foods from abroad. Hence, to
Third World people, agriculture is the most precious activity, and
it becomes particularly important that it not be hobbled or discouraged in
any way. Yet, wherever there is production, there are also parasitic classes
living off the producers. The Third World inour century has been the
favorite arena for applied Marxism, for revolutions, coups, or domination
by Marxist intellectuals. Whenever such new ruling classes have taken
over, and have imposed statist or full socidlist rule, the class most looted,
exploited, and oppressed have been the major productive class. the
farmers or peasantry. Literally tens of millions of the most productive
farmers were slaughtered by the Russian and Chinese Communist regimes,
and the remainder were forced off their private lands and onto cooperative
or state farms, where their productivity plummeted, and foods production
gravely declined.

And even in those countries where land was not directly nationalized,
the new burgeoning State apparatus flourished on the backs of the
peasantry, by levying heavy taxes and by forcing peasants to sell grain to
the State at far below market price. The artificially cheap food was then
used to subsidize foods supplies for the urban population which formed
the major base of support for the new bureaucratic class.

The standard paradigm in African and in Asian countries has been as
follows: British, French, Portuguese, or whatever imperialism carved out
artificial boundaries of what theydubbed “colonies” and established
capital cities to administer and rule over the mass of peasartry. Then the
new class of higher and lower bureaucrats lived off the peasants by
taxing them and forcing them to sell their produce artificially cheaply to
the State. When the imperia powers pulled out, they turned over these
new nations to the tender mercies of Marxist intellectuas, generaly
trained in London, Paris, or Lisbon, who imposed socialism or far
greater statism, thereby aggravating the problem enormously.
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Furthermore, a vicious spiral was set up, similar to the one that brought
the Roman Empire to its knees. The oppressed and exploited peasantry,
tired of being looted for the sake of the urban sector, decided to leave the
farm and go sign up in the welfare state provided in the capital city. This
makes the farmer’s lot still worse, and hence more of them leave the
farm, despite brutal measures trying to prevent them from leaving. The
result of this spira isfamine.

Thus, most African governments force farmers to sell al their crops to
the State at only ahalf or even a third of market value. Ethiopia, as a
Marxist-Leninist government, also forced the farmers onto highly
inefficient state farms, and tried to keep them working there by
brutal oppression.

The answer to famine in Ethiopia or elsewhere is not international food
relief. Since reliefis invariably under the control of the recipient
government, the food generally gets diverted fromthe farms to line the
pockets of government officias to subsidize the aready well-fed
urbanpopulation. The answer to famine is to liberate the peasantry of the
Third World from the brutality and exploitation of the State ruling class.
The answers to famine are private property and free markets.

24
Government Vs. Natural Resources

It is a common myth that the near-disappearance of the whale and of
various species of fish was caused by “capitalist greed,” which, in a short-
sighted grab for profits, despoiled the natural resources, the geese that laid
the golden eggs from which those profits used to flow. Hence, the call for
government to step in and either seize the ownership of these resources, or
at least to regulate strictly their use and devel opment.

It is private enterprise, however, not government, that we can rely on to
take the long and not the short view. For example, if a private investor or
business firm owns a natural resource, say a forest, it knows that every
tree cut down and sold for short-run profits will have to be balanced by a
decline in the capital value of the forest remaining. Every firm, then, must
balance short-run returns & against the loss of capital assets. Therefore,
private owners have every economic incentive to be far-sighted, to replant
trees for every tree cut down, to increase the productivity and to maintain
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the resource, etc. It is precisely government—or firms allowed to rent
resources from government but not own them—whose every incentive is
to be short-run. Since government bureaucrats control but do not own the
resource “owned” by government, they have no incentive to maximize or
even consider the long-run value of the resource. Their every incentive is
to loot the resource as quickly as possible.

And, so, it should not be surprising that every instance of “overuse”
and destruction of anatural resource has been caused, not by private
property rights in natural resources, but by government. Destruction of the
grass cover in the West in the late 19th-century was caused by the Federal
government’s failure to recognize homesteading of land in large-enough
technological units to be feasible. The 160-acre legal maximum for private
homesteading imposed during the Civil War made sense for the wet
agriculture of the East; but it made no sense in the dry area of the West,
where no farm of less than one or two thousand acres was feasible.

As a result, grassland and cattle ranches became land owned by the
federal government but used by or leased to private firms. The private
firms had no incentive to develop the land resource, since it could be
invaded by other firms or revert to the government. In fact, their incentive
was to use up the land resource quickly to destroy the grass cover, because
they were prevented from owning it.

Water, rivers, parts of oceans, have been in far worse shape than land,
since private individuals and firms have been ailmost universally preverted
from owning parts of that water, from owning schools of fish, etc. In short,
since homesteading private property rights has generally not been
permitted in parts of the ocean, the oceans and other water resources
have remained in a primitive state, much as land had been in the days
before private property in land was permitted and recognized. Then, land
was only in a hunting-and-gathering stage, where people were permitted to
own or transform the land itself. Only private ownership in the land itself
can permit the emergence of agriculture—the transformation and
cultivation of the land itself—bringing about an enormous growth in
productivity and increase in everyone's standard of living.

The world has accepted private agriculture, and the marvelous fruits of
such ownership and cultivation. It is high time to expand the dominion of
man to one of the last frontiers onearth: aquaculture. Already, private
property rights are being developed in water and oceanresources, and we
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are just beginning to glimpse the wonders in store. More and more, in
oceans and rivers, fish are being “farmed” instead of relying on random
supply by nature. Whereas only three percent of al seafood produced in
the United States in 1975 came from fish-farms, this proportion
quadrupled to twelve percent by 1984.

In Buhl, Idaho, the Clear Spring Trout Company, a fish-farm, has
become the single largest trout producer in the world, expanding its trout
production from 10 million pounds per year in 1981 to 14 million pounds
this year. Furthermore, Clear Springs is not content to follow nature
blindly; as all farmers try to do, it improves on nature by breeding better
and more productive trout. Thus, two years ago Clear Springs trout
converted two pounds of food into one pound of edible flesh; Clear
Springs scientists have developed trout that will convert only 1.3 pounds
of food into one pound of flesh. And Clear Springs researchers are in the
process of developing that long-desired paradise for consumers: a boneless
trout.

At this point, indeed, al rainbow trout sold commercialy in the United
States are produced in farms, as well as forty percent of the nation’s
oysters, and ninety- five percent of commercial catfish.

Aquaculture, the wave of the future, is already here to stay, not only in
fishery but also in such activities as off-shore oil drilling and the mining of
manganese nodules on the ocean floor. What agquaculture needs above all
isthe expansion of private property rights and ownership to al useful parts
of the oceans and other water resources.

Fortunately, the Reagan Administration rejected the Law of the Sea
Treaty, which would have permanently subjected the world's ocean
resources to ownership and control by a world-government body under the
aegis of the United Natiors. With that threat over, it is hightime to seize
the opportunity to alow the expansion of private property in one of its last
frontiers.

25
Environmentalists Clobber Texas
We al know how the environmentalists, seemingly determined at all

costs to save the spotted owl, delivered a crippling blow to the logging
industry in the Northwest. But this slap at the economy may be trivial
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compared to what might happen to the lovely city of San Antonio, Texas,
endangered by the deadly and despotic combination of the
environmentalist movement and the federa judiciary.

The sole source of water for the 900,000-resident city, as well as the
large surrounding areg, is the giant Edwards Aquifer, an underground
river or lake (the question iscontroversial) that spans five counties.
Competing for the water, along with San Antonio and the farms and
ranches of the area, are two springs, the Comal and the Aquarena on the
San Marcos River, which are becoming tourist attractions. In May 1991,
the Sierra Club, along with the Guadalupe-Blanco River Authority which
controls the two springs, filed a suit in federa court, invoking the
Endangered Species Act. It seems that, in case of a drought, any cessation
of water flow to the two springs would endanger four obscure species of
vegetables or animals fed by the springs: the Texas blind salamander;
Texas wild rice; and two tiny brands of fish: the fountain darter, and the
San Marcos gambusia.

On February 1, 1993, federa district judge Lucius Bunton, in Midland,
Texas, handed down his ruling in favor of the Sierra Club; in case of
drought, no matter the shortage of water hitting San Antonio, there will
have to be enough water flowing from the aquifer to the two springs to
preserve these four species. Judge Bunton admitted that, in a drought, San
Antonio, to obey the ruling, might have to have its water pumped from the
aquifer cut by as much as 60%. This would clobber both the citizens of
San Antonio, and the farmers and ranchers of the area; man would have to
suffer, because human beings are aways last in line in the
environmentalist universe, certainly far below wild rice and the fountain
darter.

San Antonio Mayor Nelson Wolff was properly incensed at the judge’s
ruling. “Think about a world where you are only allowed to take a bath
twice a week,” exclaimed the mayor. " Think about a world where you
have to get a judge's permission to irrigate your crops.” John W. Jones,
president of the Texas and Southwestern Cattle Raisers Association,
graphically complained that the judge’s decision “puts the protection of
Texas bugs before Texas babies.”

How did the federal courts horn into the act anyway?
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Apparently, if the Edwards Aquifer were ruled a “river,” then it would
come under the jurisdiction of the Texas Water Commission rather than of
the federal courts. But last year, afedera judge in Austin ruled that the
aquifer isa“lake,” bringing it under federal control.

Environmentalists oppose production and use of natural resources.
Federal judges seek to expand federal power. And there is another outfit
whose interest in the proceedings needsscrutinizing: the governmental
Guadalupe-Blanco River Authority. In addition to the tourist income it
wishes to sustain, there is another, hidden and more abundant source of
revenue that may be animating the Authority.

This point was raised by Cliff Morton, chairman of the San Antonio
Water System. Morton said that he believed that the Authority would,
during a drought, direct the increased spring flow into a reservoir, and then
sell to beleaguered San Antonio at a high price the water the city would
have gotten far more cheaply from the aquifer. Is the Authority capable of
such Machiavellian maneuvering? Mr. Morton thinks so. “ That’s what this
isall about,” he warned bitterly. “It’s not about fountain darters.”

Wolff, Jones, and other protesters are calling upon Congress to relax
the Draconianprovisions of the Endangered Species Act, but there seems
to be little chance of that in a Clinton-Gore Administration.

A longer-run solution, of course, is to privatize the entire system of
water and water rights in this country. All resources, indeed al goods and
services, are scarce, and they are all subject to competition for their use.
That's why there is a system of private property and free
market exchange. If all resources are privatized, they will be allocated to
the most important uses by means of a free- price system, as the bidders
able to satisfy the consumer demands in the most efficient ways are able to
out-compete less able bidders for these resources.

Since rivers, aguifers, and water in general, have been largely
socidized in this country, the result is a tangled and terribly inefficient
web of irrational pricing, massive subsidies, overuse in some areas and
underuse in others and widespread controls and rationing. The entire
water system is a mess, and only privatization and free markets can cure
it.

In the meanwhile, it would be nice to see the Endangered Species Act
modified or even—horrorsl—repealed. If the Sierra Club or other
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environmentalists are anxious to preserve critters of various shapes or
Sizes, vegetable, animal, or mineral, let them use their own funds and
those of their bedazzled donors to buy some land or streams and preserve
them.

New York City has recently decided to abolish the good old word
“zoo” and substitutethe Politically Correct euphemism: Wildlife
Preservation Park. Let the Sierra Club and kindred outfits preserve the
species in these parks, instead of spending their funds to control the lives
of the American people.

26
Government And Hurricane Hugo:
A Deadly Combination

Natural disasters, such as hurricanes, tornadoes, and volcanic eruptions,
occur from timeto time, and many victims of such disasters have an
unfortunate tendency to seek out someone to blame. Or rather, to pay for
their aid and rehabilitation. These days, Papa Government (a stand-in for
the hapless taxpayer) is caled on loudly to shell out. The latest incident
followed the ravages of Hurricane Hugo, when many South Carolinians
turned their wrath from the mischievous hurricane to the federal
government and its FEMA (Federa Emergency Management Agency)
for not sending far more aid more quickly.

But why must taxpayers A and B be forced to pay for natura disasters
that strike C? Why can’'t C and his private insurance carriers foot the bill?
What is the ethical principle that insiststhat South Carolinians, whether
insured or non+ insured, poor or wealthy, must be subsidized atthe
expense of those of us, wealthy or poor, who don't live on the southern
Atlantic Coast, a notorious hurricane spot in the autumn? Indeed, the witty
actor who regularly impersonates President Bush on Saturday Night Live
was perhaps more correct than he realized when he pontificated:
“Hurricane Hugo—not my fault.” But in that case, of course, the
federal government should get out of the disaster aid business, and FEMA
should be abolished forthwith.

If the federal government is not the culprit as portrayed, however, other
government forces have actually weighed in on Hugo's side, and have
escalated the devastation that Hugo has wreaked. Consider the approach
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taken by local government. When Hurricane Hugo arrived, government
imposed compulsory evacuation upon many of the coastal areas of South
Carolina. Then, for nearly a week after Hugo struck the coast, the mayor
of one of the hardest- hit towns in South Carolina, the Isle of Palms near
Charleston, used force to prevent residents from returning to their homes
to assess and try to repair the damage.

How dare the mayor prevent people from returning to their own
homes? When she finally relented, six days after Hugo, she continued to
impose a 7:00 pm curfew in the town. The theory behind this outrage is
that the local officias were “fearful for the homeowners safety
and worried that there would be looting.” But the oppressed residents of
the Isle of Palms had adifferent reaction. Most of them were angered;
typica was Mrs. Pauline Bennett, who lamented that “if we could have
gotten here sooner, we could have saved more.”

But this was scarcely the only case of a “welfare state” intervening and
making matters worse for the victims of Hugo. As a result of the
devastation, the city of Charleston was of course short of many
commodities. Responding to this sudden scarcity, the market acted quickly
to clear supply and demand by raising prices accordingly: providing
smooth, voluntary, and effective rationing of the suddenly scarce goods.
The Charleston government, however, swiftly leaped into prevent
“gouging’—agrotesquely passing emergency legidation making the
charging of higher prices post-Hugo than pre-Hugo a crime, punishable by
amaximum fine of $200 and 30 daysinjail.

Unerringly, the Charleston welfare state converted higher prices into a
crippling shortage of scarce goods. Resources were distorted and
misallocated, long lines developed as in EasternEurope, al so that the
people of Charleston could have the warm glow of knowing that if
they could ever find the goods in short supply, they could pay for them at
pre-Hugo bargain rates.

Thus, the local authorities did the work of Hurricane Hugo intensifying
its destruction by preventing people from staying at or returning to their
homes, and aggravating the shortages by rushing to impose maximum
price controls. But that was not all. Perhaps the worst blow to the coastal
residents was the intervention of those professiona foes of humanity—
the environmentalists.
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Last year, reacting to environmentalist complaints about development
of beach propertyand worry about “beach erosion” (do beaches have
“rights’, too?), South Carolina passed a law severely restricting any new
construction on the beachfront, or any replacement of damaged buildings.
Enter Hurricane Hugo, which apparently provided a heavensent
opportunity for the South Carolina Coastal Council to sweep the
beachfronts clear of any human beings. Geology professor Michael
Katuna, a Coastal Council consultant, saw only poetic justice,
smugly declaring that “Homes just shouldn’t be right on the beach where
Mother Nature wants to bring astorm ashore” And if Mother Nature
wanted us to fly, She would have supplied us with wings?

Other environmentalists went so far as to praise Hurricane Hugo.
Professor Orrin H. Pilkey, geologist at Duke who is one of the main
theoreticians of the beachsuppressionmovement, had attacked
development on Pawleys Idand, northeast of Charleston, and
itsrebuilding after destruction by Hurricane Hazel in 1954. “The areais an
example of a high-risk zone that should never have been developed, and
certainly not redeveloped after the storm.” Pilkey now calls Hugo “a very
timely hurricane,” demonstrating that beachfronts must return to Nature.

Gered Lennon, geologist with the Coastal Council, put it succinctly:
“However disastrous the hurricane was, it may have had one hedthy
result. It hopefully will rein in some of the unwise development we have
had along the coast.”

The Olympian attitude of the environmentalist rulers contrasted sharply
with the views ofthe blown-out residerts themselves. Mrs. Bennett
expressed the views of the residents of the Iseof Palms. Determined to
rebuild on the spot, she pointed out: “We have no choice. This is all
we have. We have to stay here. Who is going to buy it?’ Certainly not the
South Carolinaenvironmental elite. Tom Browne, of Folly Beach, S.C,,
found his house destroyed by Hurricane Hugo. “I don’t know whether 1’ll
be able to rebuild it or if the state would even let me,” complained
Browne. The law, he pointed out, is taking a property without
compensation. “It’s got to be unconstitutional.”

Precisely. Just before Hugo hit, David Lucas, a property owner on the
Isle of Palms, was awarded $1.2 million in a South Carolina court after he
sued the state over the law. The court ruled that the state could not deprive
him of his right to build on the land he owned without due compensation.
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And the South Carolina environmentalists are not going to be able to force
the state’s taxpayers to pay the enormous compensation for not being
allowed to rebuild dl of the destruction wrought by Hurricane Hugo.

Skip Johnson, an environmental consultant in South Carolina, worries
that “it’s just goingto be a real nightmare. People are going to want to
rebuild and get on with their lives” The Coastal Council and its staff,
Johnson lamented, “are going to have their hands full.” Let’s hope so.

27
TheWater I's Not Running

Most people agree that government is generally less efficient than
private enterprise, but it is little realized that the difference goes far
beyond efficiency. For one thing, there is a crucial difference in attitude
toward the consumer. Private business firms are constantly courting
the consumer, always eager to increase the sales of their products. So
insistent is that courtship that business advertising is often criticized by
liberal aesthetes and intellectuals as strident and unmannerly.

But government, unlike private enterprise, is not in the business of
seeking profits ortrying to avoid losses. Far from eager to court the
consumer, government officials invariably regard consumers as an
annoying intrusion and as “wasteful” users of “their” (government’s)
scarce resources. Governments are invariably at war with their consumers.

This contempt and hostility toward consumers reaches its apogee in
socialist states, where government’s power is at its maximum. But a
similar attitude appears in areas of government activity in all countries.
Until a few decades ago, for example, water supplies to consumers in
the United States were furnished by private companies. These were almost
all socialized over time, so that government has come to monopolize water
services.

In New York City, which shifted to a monopoly of government water
several decades ago, there was never, in previous decades, any wailing
about a “water shortage.” But, recently, ina climate that is not
conspicuoudly dry, a water shortage has reappeared every few years. In
July 1985 water levels in the reservoirs supplying New York City were
down to an unprecedented 55% of capacity, in contrast to the normal 94%.
But surely, nature is not solely to blame, since neighboring New Jersey’s
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water levels are ill at a respectable 80%. It seems that the New
York water bureaucrats must have carefully sought our nearby spots that
particularly suffer fromchronic drought. It also turns out that the New
York pipelines were constructed too narrowly to increase water flow from
wetter regions.

More important is New York’s typical bureaucratic response to this, as
well as to other periodic water crises. Water, as usua with government, is
priced in an economically irrational manner. Apartment buildings, for
example, pay a fixed water fee per apartment to the government. Since
tenants pay nothing for water, they have no incentive to use it
economically; and since landlords pay a fixed fee, regardless of use, they
too couldn’t care less.

Whereas private firms try to price their goods or services to achieve the
highest profit—i.e, to supply consumer needs most fully and at least
cost—government has no incentiveto price for highest profit or to keep
down costs. Quite the contrary. Government’s incentive is to subsidize
favored pressure groups or voting blocs; for government is pressured by
its basic situation to price politically rather than economically.

Since government services are aimost never priced so as to clear the
market, i.e. equate supply and demand, it tends to price far below the
market, and therefore bring about an artificial “shortage.” Since the
shortage is manifest in people not being able to find the
product, government’s natural despotic bent leads it invariably to treat the
shortage by turning to coercive restraints and rationing.

Morally, government can then have its cake and eat it too: have the fun
of pushing people around, while wrapping itself in the cloak of solidarity
and universal “sacrifice” in the face of the great new emergency. In short,
when the supply of water drops, governments almost never respond the
way a business firm would: raise the price in order to clear the market.
Instead, the price stays low, and restraints are then placed on watering
one's lawn, washing on€'s car, and even taking showers. In this way,
everyone is exhorted to sacrifice, except that priorities of sacrifice are
worked out and imposed by the government, which happily decides how
much lawnwatering, or showering, may be permitted on what days in the
face of the great crisis.
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Several years ago, California water officials were loudly complaining
about a water shortage and imposing local rationing, when suddenly an
embarrassing event occurred: torrential rains all over the drought areas of
the state. After lamely insisting that no one should be midedby the
seeming end of the drought, the authorities finally had to end that line of
attack, and then the title of the Emergency Office of Water Shortage was
hastily changed to the Office of Flood Control.

In New York, this summer, Mayor Edward Koch has already levied
strict controls onwater use, including a ban on washing cars, and
imposition of a minimum of 78 degrees for air conditioners in commercial
buildings, plus the turning off of the conditioners for two hours during
each working day (virtually al of these air conditioners are water-cooled).
This 78-degree rule is, of course, tantamount to no air-conditioning at all,
and will wreak great hardship on office workers, as well as patrons of
movies and restaurants.

Air-conditioning has always been a favorite target for puritanical
government officials; during the trumped-up “energy shortage” of the late
1970s, President Carter’s executive order putting a floor of 78 degrees on
every commercial air conditioner was enthusiastically enforced, even
though the “energy saving” was negligible. As long as misery can be
imposed on the consumer, why worry about the rationale? (What is now a
time-honored custom in New York of reluctance to serve water to
restaurant patrons originated in a long-forgotten water ”shortage” of
decades ago.)

There is no need for any of these totalitarian controls. If the
government wants to conserve water and lessen its use, al it need do is
raise the price. It doesn’'t have to order an end to this or that use, set
priorities, or decide who should be allowed to drink more than three
glassesa day. All it has to do is clear the market, and let people conserve
each in his own way and at his own pace.

In the longer run, what the government should do is privatize the water
supply, and let water be supplied, like oil or Pepsi-Cola, by private firms
trying to make a profit and to satisfy and court consumers, and not to gain
power by making them suffer.
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28
Rethinking The *80s

Since the first presidential election of the new decade coincided with
the longest recession since World War 11, both parties wrestled with the
problem of interpreting the 1980s. For the Democrats the issue was clear:
the recession was reaped the wages of sin sowed by the ”decade of greed,”
greed stimulated by Reaganomic deregulation, tax cuts, and massive
deficits, culminating in the unconscionable amounts of money made by
archrvillain Michael Milken.

For Bush Republicans, the President was only unlucky: the current
recession is worldwide (the same line unconvincingly offered by Herbert
Hoover during histerm in office), and has no causal relation to the Reagan
boom. For the growing number of anti-Bush Republicans, the Reagan
boom was wonderful and was only turned around by the Bush
tax increases and massive new regulation upon American business.

Unpacking al the fallacies and half-truths in these positions is a
daunting task. In the first place, Americans were no more nor less
“greedy” in the 1980s than they were before or since. Secondly, Michagel
Milken was no villain; his large monetary earnings reflected, as free-
market analysis shows, his tremendous productivity in helping
stockholders get out from under the Williams Act of 1967, which crippled
takeover bids and thereby fastened the rule of inefficient, old-line
corporate managers and financia interests upon the backs of the
stockholders.

To stop effective competition from brash newcomers from Texas and
Cdlifornia, the Bush Administration carried out the bidding of the
Rockefeller-allied Old Guard from the Rust Belt to destroy Milken and
stop this competitive threat to their control.

Third, Ronald Reagan did not, despite the propaganda, “cut taxes’;
instead, the 1981 cuts in upper-income taxes were more than offset, for the
average American, by rises in the Social Security tax. The “boll weevil”
conservative Democrats had insisted on indexing tax rates for inflation,
but unfortunately, personal exemption totals were never indexed, and
continue to wither away in real terms. Every year after 1981, the Reagan
administration agreed to continuing tax increases, apparently to punish us
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al for the nonexistent tax cut. The topper was the bipartisan Jacobinical
Tax Reform Act of 1986, which lowered upper income rates some
more, but again clobbered the middle class by wiping out a large number
of tax deductions, in the name of “closing the loopholes.”

One of those “loopholes’ was the real estate market, which lost most of
its tax deductions for mortgages and tax shelters, and which helped put
real estate a few years later into perhaps its deepest depression since the
1930s.

Indeed, from 1980, before Reagan's advent, until 1991, federa
government revenues increased by 103.1%. Whatever that is, that is not a
“tax cut.” It is a massive tax increase. But why then did deficits become
far more massive? Because federal expenditures went up evenfaster,
during this period, by 117.1%. In short, the problem is that both taxes and
expenditures have been increasing at a frenetic pace, with expenditures
going up faster: hence the deficit problem.

And while it is certainly true that George Bush greatly aggravated the
recession bydramatically increasing taxes, deficits, and regulations on
business, the Reagan administrationcannot be let off the hook. In fact, the
greatest if not the only strength of the Democrat analyss is that they, at
least, recognize that the boom of the 1980s did lead ineluctably to the deep
and long recession of the early 1990s. The weakest point of the anti-Bush
Republicans is the view that the 1980s were a wonderful, unalloyed boom
that stored up no economic ills for the future.

But those ills were not due to greed, tax cuts, or any of the rest. The
problem of the ‘80s was the monetary and banking system and the blame
comes down sguarely on the Federal Reserve masters of that system. In
fact, as the German economist and former banker Kurt Richebacher has
pointed out, the U.S. boom of the 1980s was uncannily similar to the
boom of the 1920s. In both decades, inflationary bank credit generated by
the Federal Reserve went mainly into real estate and, a bit later in the *80s
into the stock market—in short, the boom came in titles to capital and in
speculation, while price inflation was much lower in the “real economy,”
in particular in consumer goods.

Indeed, wholesale and consumer price levels remained flat in the
1920s, mideading pre-monetarist economists such as Irving Fisher into
proclaiming that inflation did not exist and that there was nothing to worry
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about. And while price inflation was not exactly flat during the 1980s, it
was low enough for the Establishment to proclam that the inflation
problem (and the business cycle) had been licked forevermore. In the
1980s, price inflation was moderated by various external factors—such as
hyperinflating Third World countries using cash dollars as their informal
money, and foreigners financing American deficits and permitting the U.S.
to buy cheap goods from abroad.

The real estate hysteria during the 1980s fully matched that of the
1920s, and everyone adopted the unquestioned credo that housing prices
are destined to rise forever. While rea estate has finadly gotten its
comeuppance, and a more realigtic attitude prevails at last, the stock
market continues to levitate in a dream world, again confusing observers,
and alowing them to ignorethe grim redlity in the “real world” down
below.

The culprit then, is and was, not taxes or greed, but above al
inflationary credit expansion generated by the Fed. And now that
Greenspan is frantically trying to inflate to save Bush’s bacon, we are
goring up the seeds of another recession in a few years time. The
bank collapse, the S& L scandal, the real estate debacle, all can be laid at
the door of the chairman of the Federal Reserve, who is invariably treated
in the media as an al-wise monarch when he should really be sent to the
showers and his throne sold for scrap. The arch-villains of the 1980s (and
the’'90s) are Paul Volcker and Alan Greenspan, but they will never be
treated as such so long as they remain two of the most beloved figures in
American public life.

29
Bush And Dukakis:
| deologically Inseparable

George Wallace's famous adage that “there ain’t a dime's worth of
difference betweenthe two parties’ was never more true than in election
year 1988.

This maxim is particularly true if we concentrate, as we should, on the
actual and proposed policies of the candidates rather than the rhetoric or
their media imagery. Both Bushand Dukakis are centrists
(“mainstreamers’) devoted to the preservation and furtherance of
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the establishment status quo. Set aside the cut-and-thrust of negative
campaigning, and both menmeet on that broad, fuzzy, and cozy ground
where “moderate conservative” meets “moderate liberal.”

Lew Rockwell has demonstrated in The Free Market that Bush’'s and
Dukakis's leading economic advisors are old buddies, and students of one
another, who agree on virtualy everything. (How different, indeed, can a
“moderate conservative Keynesian” be from a”moderate libera
Keynesan’?) Neither candidate will do a single thing to cut
government spending; neither one will cut the enormous deficit that both
parties and al centrists have now come to accept as a fundamental part of
the American way of life.

Both candidates will, if elected, sharply increase our taxes. Both will
search for creative semantics in deciding how to label a tax hike. Dukakis
has promised a drastic escalation of enforcement as the first step in a tax
program, and Bush will not be far behind (What is this but atax
increase?), adthough Bush, following the lead of the Reagan
Administration, may be expected to be more innovative in fancy linguistic
substitutes. (The last eight years have aready brought us. “increasing
fees’, “revenue enhancement”, “plugging the loopholes,” and *“tax
reform” in the name of “fairness.”)

Both Bush and Dukakis, as dedicated Keynesians, propose to solve the
deficit problem by the fatuous suggestion that the economy will “grow out
of it” “Growth,” indeed, will be akeyword for both prospective
presidents, and “growth,” it should never be forgotten is simply a code
term for “inflation.”

As Keynesians, both candidates may be expected to expand the money
supply mightily, and then strive, by fine-tuning and coercive policies, to
try to control the resulting price inflationthrough manipulations by the
Federal Reserve. Indeed, the Greenspan Fed has emulated its predecessors
in  monetary expansion; this year, the money supply (eg.
governmental counterfeiting) has been increasing at a rapid rate of 7 % per
year. Greenspan’s inflationism, coupled with cautious dampening when
things threaten to get out of hand, has delighted the Democrats in
Congress, who report that they, and a Democratic president, would be
delighted to work with a Greenspan Fed. (And, | am sure, vice versa.)
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Either Bush or Dukakis canbe relied upon to continue the expansion of
government power and domination over the individual and the private
sector. Thus, when “wild spender” Jimmy Carter became president, he
found a federal government that was spending 28% of the private national
product. After four years of Carter’s wild spending, federal government
spending was about the same: 28.3% of private product. Eight years of
Ronald Reagan’s “anti-government” and “get government off our back”
policy has resulted in the federal government spending 29.9% of private
product. We can certainly expect Bush and Dukakis to do no less.

Neither is “deregulation” an issue when we regdlize that the major
deregulatory reforms of the last ten years (CAB, ICC) were instaled by
the Carter administration, and when we understand that the Reagan
administration has greatly added to the weight of regulation—particularly
when we focus on the savage attack that it has conducted on the nontcrime
of “insider trading.”

Neither can we conjure up “protectionist” Democrats versus “free-
trade” Republicans; the Reagan Administration has been the most
protectionist in American history, imposing “voluntary” aswell as outright
compulsory import quotas, and organizing a giant government-business
computer chip cartel to battle the efficient Japanese.

The farm program has become truly monstrous, as government
intervention doubles and redoubles upon itself; whatever happens,
whatever the climatic conditions—whether the cropsare good and
therefore there is a “glut” or whether there is a drought—ever more
billions of taxpayer money are ladled out to the farmers so that they may
produce less for the consumer.

Bush will certainly do no less; and, furthermore, he promises to
intensify federal government spending on “education” (i.e. the swollen
and inefficient Department of Educationthat he and Reagan promised to
abolish), and on “cleaning up the environment,” which means further cost-
raising regulations on American business.

In short, we are seeing, more than ever before, a bipartisan Keynesian
consensus, aneconomic policy to match bipartisan policies in al other
spheres of palitics. But the single most dangerous aspect of the economics
of the next four years has gone unnoticed.
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Since he replaced Donald Regan as Secretary of the Treasury, James R.
Baker (a close friend of Bush and slated to be Secretary of State in a
Republican administration) has been unfortunately effective in pushing the
Keynesian agenda on the international economic front: that is, worldwide
fiat money inflation coordinated by the world’'s central banks, ending in
the old Keynesian goal; a world paper currency unit (whether named the
“bancor” [Keynes], the “unita’ [Harry Dexter White], or the “phoenix”
[the Economist]) printed by a World Central Bank.

The World Central Bank would then be able to inflate the phoenix, and
pump in reservesto al countries, so that the national central banks could
pyramid their liabilities on top of the World Bank. In that way, the entire
world could experience an inflation controlled and coordinated by the
World Central Bank, so that no one country would suffer from its
inflationary policies by losing gold (as under a gold standard), losing
dollars (as under Bretton Woods), or suffering from a drop in its exchange
rate (as under Friedmanite monetarism). There would be no remaining
checks on any country’s inflation except the wisdom and the will of the
World Central Bank.

What this amounts to, of course, is economic world government,
which, because of the necessity of coordination, would bring a virtual
political world government in its wake. Becauseof his powerful
international financial connections, Baker has been able to move rapidly
toward this coordination, to bring European and even Japanese centra
bankers into line, and to help bring, a new European currency unit and
central bank, which would be an important prelude to aworld paper
currency.

Whoever Dukakis would appoint to his Cabinet would not have the
powerful financial connections, or the track record of the last four years,
and so the only real difference | can see ina Dukakis victory is that it
would significantly slow down, and perhaps totally derail, the menacing
drive toward Keynesian economic world government.
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30
Perot, The Constitution,
And Direct Democracy

Ross Perot’s proposal for direct democracy through “electronic town
meetings’ is the most fascinating and innovative proposal for fundamental
political change in many decades. It has been greeted with shock and
horror by the entire intellectual-technocratic- media establishment.
Arrogant pollsters, who have made a handsome living via “scientific”
sampling, faulty probability theory, and often loaded questions, bluster
that direct mass voting by telephone or television would not really be as
“representative’ as their own little samples.

Of course they would say that; theirs is the first profession to be
rendered as obsolete in the Perotvian world of the future as the horse and
buggy today. The pollsters will not get awaywith that argument; for f
they were right, the public has enough horse sense to realize that it would
then be more “representative” and “democratic” to dispense with voting
altogether. And let the pollsters choose.

When we cut through the all-too-predictable shrieks of “demagogy”
and “fascism,” it would be nice if the opponents would favor us with some
arguments against the proposal. What exactly is the argument against
electronic direct democracy?

The standard argument against direct democracy goes as follows: direct
democracy was fine, and wonderful in colonia town meetings, where
every person could familiarize himself with the issues, go to the loca
town hall, and vote directly on those issues. But aas, and alack!, the
country got larger and much too populous for direct voting; for
technol ogical reasons, therefore, the voter has had to forego himself going
to a meeting and voting on the issues of the day; he necessarily had to
entrust his vote to his “representative.”

WEéll, technology rolls on, and direct voting has, for along while, since
the age of telephone and television, much less of the computer and
emerging “interactive” television, beentechnologically feasible. Why,
then, before Ross Perot, has no one pointed this out and advocated high
tech, electronic democracy? And why, when Perot has pointed this out, do
all the elites react in dread and consternation, as if to the face of Medusa,
or as vampires react to the cross?
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Could it be that—for al their prattle about “democracy,” for al their
ritualistic denunciation of voter “apathy” and call for voter participation—
that more participation is precisely what the elites don’t want?

Could it be that what the political class: politicians, bureaucrats, and
intellectual and media apologists for the system, really want is more sheep
voting merely to ratify the continuance and expansion of the current
system, of the Demopublican and Republicrat parties, of phony choices
between Tweedledum and Tweedledumber?

For those critics who worry that somehow the American Constitution,
that Constitutionwhich has been a hollow shell and mockery for many
decades, will suffer; the correct reply is the Perotvian: the vaunted “two-
party” system, much less the Democratic and Republican parties, is not
even mentioned, much less enshrined, in the Congtitution.

The only possible argument against direct democracy, now that the
technological argument is obsolete, is that the public’s choices would be
wrong. But in that case: it would follow directly that the public shouldn’t
vote at all, since if the public is not to be allowed to voteon issues that
affect their lives, why should they be allowed to vote for the people who
will makethose very decisions: for the beloved President, the Congress,
etc.? Perhaps this logic is the reason that the hysterical opponents of the
electronic town hall confine themselves to smear terms; since to make this
argument at al would condemn them to scorn and irrelevance.

In other words: if the logic be unwrapped, it is the opponents of the
Perot plan who are much more liable to the charge of “fascism” than are
the Perot supporters.

Furthermore, making such an argument ignores the vital point: that the
decisions of the parasitic bipartisan political class that has run this country
for decades have been so abysmal, and recognized to be so abysmal by the
public, that amost any change from this miasma and gridlock would be an
improvement. Hence—to cite a poll myself the recent sentiment of 80% of
the American public that radical change in the system is necessary, and
hence the willingness to embrace Ross Perot as agent of such a change.

And speaking of the Constitution, Perot has called for a Constitutional
amendment that would prohibit Congress from raising taxes unless such a
proposal were ratified by eectronic direct voting. There are two points to
be noted: first, for those of us strongly opposed to tax increases, we would
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be no worse off, and unquestionably better off, than we are now.
And second, note the superiority of this tough proposal to the latest
warmed-over Republicrat proposal of a “balanced budget” amendment to
the Constitution: a proposal even phonier that Gramm-Rudman, a proposal
doomed from the beginning to be nothing but an Establishment attempt to
fool the public into thinking that something constructive is being done
about the deficit.

For the Establishment amendment would only mandate a budget
balanced in prospect, not in fact; would alow Congress to set aside the
balanced budget as it deems necessary; and would aso permit the
governmert to make expenditures “off budget” that would not count in
the amendment.

The absurdity of a budget balance in-prospect may be seen in this
example: suppose that you are a spendoholic, and that your wife and your
creditors set up a watchdog committee to seethat you balance your
budget, but not in fact, only in advance estimates that you yourself
make. Clearly, anyone can balance on€'s budget under those restrictions.
And if we bear in mind that government always underestimates its future
costs and experses, the absurdity should become evident. With schemes
like these, it is no wonder that the public is turning for candor, and
for genuine choice, to the billionaire from East Texas.

31
TheFlag Flap

There are many curious aspects to the latest flag fracas. There is the
absurdity of the proposed change in our basic constitutional framework by
treating such minor specifics as aflaglaw. There is the proposal to outlaw
“desecration” of the American flag. “Desecration” means “to divest of a
sacred character or office.” Is the American flag, battle emblem of the
U.S. government, supposed to be “sacred”? Are we to make a religion of
statolatry? What sort of grotesque religion is that?

And what is “desecrate” supposed to mean? What specific acts are to
be outlawed? Burning seems to be the big problem, although the quantity
of flag burning in the United States seems to be somewhere close to zero.
In fact, most flag burning occurs when patriotic groups such as the
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American Legion and the Veterans of Foreign Wars solemnly burn their
wornout American flags in the prescribed manner.

But if burning the flag is to be banned, are we to clap numerous
American Legion or VFW people in the hoosegow? Oh, you say that
intent is the crucial point, and that you want to outlaw hippie types who
burn U.S. flags with a sneer and a curse. But how are the police supposed
to figure out intent, and make sure that the majesty of the law fals only
upon hippie-sneerers, and spares reverent, saluting Legionnaires?

But if the supporters of the proposed flag amendment are mired in
absurdity, the arguments of the opponents are in almost as bad a shape.
Civil libertarians have long placed their greatest stress on a sharp
difference between “speech” and “action,” and the clam that the
Firss Amendment covers only speech and not actions (except, of course,
for the definite action of printing and distribution of a pamphlet or book,
which would come under the free press clause of the First Amendment.)

But, as the flag amendment advocates point out, what kind of “speech”
is burning a flag? Isn’t that most emphatically an action—and one that
cannot come under the free press rubric? The fallback position of the civil
libertarians, as per the mgjority decisions in the flagcases by Mr. Justice
Brennan, is that flag burning is “symbolic” speech, and therefore,
although an action, comes under the free speech protection.

But “symbolic speech” is just about as inane as the “desecration”
doctrine of the flaglaw advocates. The speech/action distinction now
disappears altogether, and every action can beexcused and protected on
the ground that it constitutes “ symbolic speech.”

Suppose, for example, that | were a white racist, and decided to get me
a gun and shoot afew blacks. But then | could say, that's OK because
that's only “symbolic speech,” and political symbolic speech at that,
because I'm trying to make a political argument against our current pro-
black legidation.

Anyone who considers such an argument far-fetched should ponder a
recent decision by adotty leftist New York judge to the effect that it is
“uncongtitutional” for the New York subway authorities to toss beggars
out of the subway stations. The jurist’s argument held that begging
is”symbolic speech,” and expressive argument for nore help to the poor.
Fortunately, this argument was overturned on appeal, but still “symbolic
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arguers’ are everywhere in New York, clogging streets airports, and bus
terminals.

There is no way, then, that flag laws can be declared unconstitutiona as
violations of the First Amendment. The problem with flag laws has
nothing to do with free speech, and civil libertarians have gotten caught in
their own trap because they do in fact try to separate speechand action, a
separation that is artificial and cannot long be maintained.

As in the case of al dilemmas caused by the free speech doctrine, the
entire problem canbe resolved by focusing, not on a high-sounding but
untenable right to freedom of speech, but onthe natural and integral right
to private propety and its freedom of use. As even famed
First Amendment absolutist Justice Hugo Black pointed out, no one has
the free-speech right to burst into your home and harangue you about
politics.

“The right to freedom of speech” really means the right to hire a hall
and expound your views; the “right to freedom of press’ (where, as we
have seen, speech and action clearly cannot be separated) means the right
to print a pamphlet and sdll it. In short, free speech or free press rights are
a subset, albeit an important one, of the rights of private property: the right
to hire, to own, to sell.

Keeping our eye on property rights, the entire flag question is resolved
easly and instantly. Everyone has the right to buy or weave and therefore
own a piece of cloth in the shape and design of an American flag (or in
any other design) and to do with it what he will: fly it, burnit, defile it,
bury it, put it in the closet, wear it, etc. Flag laws are unjustifiable laws in
violation ofthe rights of private property. (Constitutionally, there are
many clauses in the Constitution from which private property rights can be
derived.)

On the other hand, no one has the right to come up and burn your flag,
or someone else’s. That should be illegal, not because a flag is being
burned, but because the arsonist is burning your property without your
permission. He is violating your property rights.

Note the way in which the focus on property rights solves all recondite
issues. Perhaps conservatives, who proclam themselves defenders of
property rights, will be moved to reconsider their support of its invasion.
On the other hand, perhaps liberals, scorners of property rights, might be
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moved to consider that cleaving to them may be the only way, in the long
run, to insure freedom of speech and press.

32
Clintonomics:
The Prospect

Not the least irritating aspect of the ascension of Bill Clinton to the
presidency is that his name ends in “n.” As aresult, “omics’ fits neatly to
the end of his name, and we are bound to bestuck with the appellation
“Clintonomics” from now until the end of his term. In
contrast, ”Bushonomics’ or “Perotnomics’ wouldn’t quite make it.

The late nihilist economist Ludwig M. Lachmann liked to keep
repeating that “the future is unknowable” as the key to his world-outlook.
Not true. For we know with certainty that President Clinton will not, in his
first set of proposals to Congress, introduce legisation to repeal the
income tax or abolish the Federal Reserve. Other aspects of the Clinton
presidency we do not know with quite the same degree of certainty; but
we can offer credible insights into the outlinesof Clintonian Democracy,
based on his proposals, his advisers, and the concerns and intereststhey
carry into office.

We know for example that a new set of hungry young Democratic
sharks has descended upon Washington, scrambling and knifing each
other for position, perks and influence, displacing the set of once-hungry,
once-young Republican sharks that have been fattening upon the taxpayers
since 1980. Those who can count themselves FOB (Friends of Bill) or,
better yet, EFOB (Early Friends of Bill) can be expected to do well. Those
who were friends, classmates, and fellow Rhodes Scholars at Oxford, such
as left-liberal Harvard economist Robert Reich, will do very well. On the
other hand, those of us who were EOB (Enemies of Bill) will not be
living high off the hog in Washington.

In general, we must batten down the hatches for another one of those
periodic Great Leaps Forward into statism that have afflicted us since the
New Ded (actually, since the Progressive Era). The cycle works as
follows. Democrats engineer a leap forward of activist government,
accompanied by “progressive,” “moving America forward again” rhetoric.
Then, after a decade or so, the Republicans come in armed with
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conservative, free-market rhetoric, but in reality only slow down the rate
of statist advance. After another decade or so, people becometired of the
rhetoric (though not the reality) of the free market, and the time has come
for another Leap Forward. The names of the players change, but the reality
and the phoniness of the gameremains the same, and no one seems to
wake up to the shell game that is going on.

The Reagan and Bush administrations, like the Eisenhower, Nixon, and
Ford administrations before them, were run by right-wing Keynesians,
which is why the same people seem to pop up in al of them (Burns,
Volcker, Greenspan). Right-wing Keynesians advocate high deficits, high
taxes, and manipulation of the budget and of monetary policy to try
to achieve full employment without inflation. The result has been
permanent inflation plus periodically steep recessions.

Left-wing Keynesians, the hallmark of Democrat administrations, hold
a smilar macro view, except that they favor bigger inflations and higher
taxes than their more conservative counterparts. The major difference
comes in “micro-economic policy,” where conservative Keynesians tend
to favor the free market, at least in rhetoric, whereas left-Keynesians are
more frarkly in favor of “industrial policy”, “economic strategy,” and an
activist “ partnership of government and business.”

The Clinton Administration will bring the younger “activist” left-
Keynesians to the fore, including the aforesaid Reich, Robert Shapiro of
Washington's Progressive Policy Institute, and what might be called the
“Wall Street Left,” including the venerable Felix Rohatyn of
Lazard Freres, Robert Rubin of Goldman, Sachs, and Roger Altman of the
Blackstone Group.

We can therefore expect araft of government measures that will further
cripple and distort the market economy. From left-wing groups will come
“social” affirmative actiontypeand environmental regulations that will
impose further costs and wreck productivity, particularly of smaller
business. Reich and the Wall Street Left will micro-manage the economy
into further ailments and disease, while, in the macro-sphere, we can
expect higher taxes on the rich in order to “reduce the deficit” while, at the
same time, higher government spending will raise the deficit further.

We will receive endless assurances that the increased deficits will “only
be temporary,” tobe eventualy offset by increased production and a
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growing economy. There will be endless malarkey about monetary and
fisca stimulus by Clinton helping us to “grow out of our deficit.” (Wanna
bet?) There will be further attempts to redefine our deficit out of existence,
calling government spending “investment,” and insisting that we allocate
most government expensesinto a “capital budget” that will increase
growth and productivity in the long run. All of thiscraftily overlooks the
fact that while business investment must make a future profit,
government "investment” need only receive hosannas from its paid and
unpaid apologists in order to be pronounced “successful.”

There will aso be a further malodorous attempt to excuse increased
bureaucratic jobs and salaries, as well as more billions poured into
“education,” on the grounds of productive investment in “human capital”
(the unfortunate concept of Nobel Laureate Gary Becker). Once again, the
strictures against calling government spending “investment” apply, plus
the fact that outside of the economy of davery, it isimpossible to sell your
“human capital,” so that it cannot be used as an economic concept with a
monetary value.

Finaly, we will probably see another leap forward into fully socialized
medicine; aready a host of people, including someone who was the head
of “Republicans for Clinton,” are insisting that “ universal medical careisa
right, not a privilege.” These are ominous words indeed, because the last
place that insisted on the “right” of free universal medical care was the
Soviet Union, which wound up with medical care establishments without
medicine and without care.

The United States, heedless of the lesson of the collapse of
Communism, is falling headlong into its own pit of socialism, except we
won't be calling it “socialism”, but rather a” caring, compassi onate society
enjoying the partnership of governmert and business.”

33
Clintonomics Revealed

After a campaign that stressed “the economy, stupid,” a middle-class
tax cut, and assurances by neoconservative pundits that Bill Clinton was a
“moderate” and a“New Democrat,” Clintonomicsis at last being unveiled
in the budget message of February 17 and inother intimations, such as
“health care,” of actions to come. And the news is that Bill &
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Hillary Clinton are only “moderates’ in the sense that Brezhnev was more
“moderate” thanStalin, or Goering than Himmler. Hold on to your seats,
Mr. and Mrs. America: we're in for a very bumpy ride.

Each recent administration has had a far worse “nomics’ than its
predecessor. Reaganomics was no bargain; it was a melange of four
clashing schools of economic thought, each professing outward loyalty to
the Reagan result while trying hard to best their competitors. The four
groups were the classical libera or semi-Austrian wing, the smallest and
least influential group that lasted less than a year of the first Reagan term;
the Friedmanite monetarists; the supply-siders, and the conservative
Keynesians. Bushonomics was solely dominated by the worst group of the
four: the conservative Keynesians.

(Briefly: the classical liberals wanted drastic expenditure and tax cuts;
the supply-siders wanted only tax cuts; the monetarists confined their
desires to a steady rate of money growth; andthe conservative
Keynesians, as is their wont, pursued both expenditure and tax
increases.)

But even conservative Keynesianism, though profoundly wrong, is at
least a coherent and respectable school of economic thought, a foe worthy
of intellectual combat. Such an accoladecannot be accorded to
Clintonomics, which does not deserve the quas-honorable |abel
of "economics’ at al. For Clintonomics is, Alice-innWonderland
economics, schizoid economics, loony-tunes economics.

Why schizoid? Consider: Much propaganda is made about the horrors
of the deficit, ofthe necessity of “sacrificing” for the future, for our
children, in order to help close he deficit. That is the excuse for the
vanishing of the middle-class tax cut, to be replaced by a whopping
tax increase on the middle class. And yet, at the very same time, there is
supposed to be a massive spending increase. Why? For two reasons’ to
“jump start the economy,” which is barely out of a recession, if not fill
mired in one; and second, to provide “investment” for an economy that
has been stagnating for 20 years, and needs more saving and investment.

The proposal is schizoid because it implicitly assumes that the
economy, or the political economy, is separated into two hermetically
sealed compartments, with neither influencing the other. On the one hand,
tax increases help with the deficit, but have no unfortunate effects on the
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fragile, recession-bound economy; while on the other, the stimulating
spending increases apparently have no effect in worsening the deficit!

Once we realize, however, that the economy is interconnected, and that
one part influences the other, then the absurdity of Clintonomics becomes
evident. For the huge increase in taxes will deliver akick in the head to the
economy: first, by crippling saving and investment by levying higher taxes
on corporations and on upper income groups, and second, by
imposing higher costs on business through the energy tax and other
assorted “fees’ that are really taxes in another guise. The higher costs on
business will raise prices to consumers far beyond the moderate increases
forecast in consumer utility bills. For higher energy costs will enter into
every good produced by energy, and will particularly hit hard at
manufacturing, such as the aluminum and chemical industries, and at
trangportation such as airlines. These are some of the very industries hit
hardest by the recession.

Note that the effect of increasing energy taxes is not only to raise
consumer prices. For cost increases, despite popular myth, are not smply
“passed on” easily to consumers in the formof higher prices. They will
make American firms less competitive abroad, and they will lead to lower
profits, reduced production, and increased unemployment, as well as
higher prices.

Furthermore, the huge increases in government spending proposed by
Clinton will, of course, make the deficit worse. Apart from this, no tax
increase in modern times has ever helped close the deficit. The Reagan tax
increases of 1982 and after, and the infamous Bush tax increase of 1990,
did not lower the deficit. The only practical way to lower the deficit is to
cut government spending.

Neither will the government spending “stimulus’ aid the economy, nor
the government “investment” alleviate the long-term stagnation caused by
puny saving and investment. The American economy has a twofold
problem: short-run, where we are either still in a recession o in a very
fragile and timid recovery; and long-run, where we are suffering
stagnation caused by low saving and investment. The cure for the latter is
more saving and investment; but, contrary to Keynesian nostrums, the cure
for the former is precisely the same.
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The recession of 1990 was the inevitable result of the bank credit
expansion (not the "Greed”) of the 1980s, and the adjustment process of
that recession can only be speeded up by two kinds of government policy:
@ not interfering in  the hedthy process of liquidating
unsound investments by bailouts or by Keynesian “stimuli’; and (b)
drastically cutting the government’ s own budget as well as its taxation.

The supply-siders are right that tax cuts rather than tax increases are
best for both for getting out of recessions and for long-run growth; but
they overlook the important point that government spending also cripples
the economy, both in the short and long-run, for government spending is
wasteful and parasitic upon productive private enterprise. The greater the
burden onthe private economy, the lower the genuine saving and
investment for recovery and long-term growth.

The Clinton regime tries to get around this problem by semantic
trickery: by renaming government spending as “investment,” just as it
dares to relabel taxation as “contributions.” Butregardiess of such
deception, government spending is wasteful spending for the benefit of
the unproductive “consumers’ in politics and the bureaucracy.

But what of the deficit? The Clintonians claim that the deficit is the
biggest problembecause government borrowing channels private savings
out of productive investments. And yet the same Clintonians wish to lower
interest payments by shifting from long-term to short-termdebt, which
will crowd out private investment far more frequently from the capital
markets. Infact, the unproductive crowding out of saving comes not just
from deficits but from all government spending; after all, taxes crowd out
and even destroy private savings far more ruthlessly than mere borrowing.
The problem is government taxation-and-spending.

Thus, Clintonomics is realy Orwellian economics. It is self-contra
dictory Orwellian*doublethink”; to the classic Orwellian “Freedom is
Slavery” and “War is Peace,” Clintonomics adds “government spending is
investment” and “taxes are contributions” No school of
economic thought, not even the Keynesian, advocates a big tax increase
while the economy has not yetrecovered from a recession; and yet
Clintonomics does.

But though Clintonomics be madness, “yet there is method in it.” For
shining through all the lies and contradictions and evasions, there is one
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red thread: government power increases at the expenses of the private
marketplace. In short, Clintonomics is, in essence, a Great Leap Forward,
American style, not toward Maoist communism but toward Democratic
Sociaism, toward Marxism without the Leninism.

So far, the American public, snowed by the propaganda of Clinton’s
Permanent Campaign, seems to be willing to accept the “sacrifices’
involved, cozy in the assurance that the rich guy down the block will be
forced to sacrifice even more. In the long run, however, Americans will
find soaking-the-rich to be cool comfort, indeed.

34
Price Controls
Are Back!

Bad and discredited ideas, it seems, never die. Neither do they fade

away. Instead, they keep turning up, like bad pennies or Godzilla in the
old Japanese movies.

Price contrals, that is, the fixing of prices below the market level, have
been tried since ancient Rome; in the French Revolution, in its notorious
“Law of the Maximum” that was responsible for most of the victims of the
guillotine; in the Soviet Union, ruthlessly trying to suppress black markets.
In every age, in every culture, price controls have never worked.
They have aways been a disaster.

Why did Chiang-kai-Shek “lose” China? The main reason is never
mentioned. Because he engaged in runaway inflation, and then tried to
suppress the results through price controls. To enforce them, he wound up
shooting merchants in the public squares of Shanghai to make an example
of them. He thereby lost his last shreds of support to the insurgent
Communist forces. A similar fate awaited the South Vietnamese regime,
which began shooting merchants inthe public sguares of Saigon to
enforce its price decrees.

Price controls didn't work in World War |, when they began as
“selective”; they didn'twork in World War 1l, when they were
comprehensive and the Office of Price Administrationtried to enforce
them with hundreds of thousands of enforcers. They didn't work when
President Nixon imposed a wage-price freeze and variants of such afreeze



108 Murray N. Rothbard: Making Economic Sense

from the summer of 1971 until the spring of 1973 or when President
Carter tried to enforce a more selective version.

The first thing | ever wrote was an unpublished memo for the New
York Republican Club denouncing President Truman’s price controls on
meat. | was a young graduate student ineconomics at Columbia
University, fresh from my M.A., and | wrote the piece for the
Republicancampaign of 1946. Price controls, |, and countless economists
before and since, pointed out, never work; they don’t check inflation, they
only create shortages, rationing, declines in quality, black markets, and
terrible economic distortions. Furthermore, they get worse as time goes
on, as the economy adjusts out from under these pernicious controls.

In 1946, all federal price controls had been lifted except on meat, and
as a result, meat was in increasingly short supply. It got so bad that no
meat could be found, and diabetics could not even find insulin, a meat-
derived product. Radio disk jockeys implored their listeners to writeto
their Congressmen urging them to keep price controls on meat, for if not
the price would triple, quadruple, who knows, rise to infinity. (Ignored
was the question: what’s so great for the consumers about cheap meat that
no one can find?)

Finally, in summer, President Truman went on the air in a nationwide
radio address. Summing up the dire meat crisis, he said, in effect, that he
had seriously considered nationalizing the Chicago meatpackers in order
to commandeer hoarded meat. But then he realized that the mest-packers
had no meat either. Then, in a remarkable revelation that few commented
on, he disclosed that he had given serious consideration to mobilizing the
National Guard and the Army, and sending troops into Midwestern farms
to seize all their chickens and livestock. But then, he reluctantly added, he
had decided that such a course was “impractical.”

Impractical? A nice euphemism. Sending troops into the farms, Truman
would have had arevolution on his hands. Every farmer would have been
out there with a gun, defending his precious land and property from a
despotic invader. Besides, it was a Congressional electionyear, and the
Democrats were already in deep trouble in the farm states. As it was, the
Old Right Republicans swept both houses of Congress that year in a
landslide, and on the slogan: “controls, corruption, and Communism.” It
was the last principled stand of right-wing Republicanism, and, not
coincidentaly, its last political victory.
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Truman reluctantly concluded that there seemed to be only one course
left to him: to abolish the price controls on meat, which he proceeded to
do. In a couple of days there wasplenty of meat for consumers and the
diabetic alike. The meat crisis was over. Prices? They did not, of course,
go up to infinity. They rose by something like 20% from the unrealistic
control level.

The most remarkable part of this affair went unremarked: thet President
Truman, apparently without knowing it, had conceded the crucia point:
that the “shortage” was, pure and simple, an artificial creation of his own
price controls. How else interpret the fact that even he admitted that the
last, unfortunate resort to end the crisis was to abolish the controls? And
yet, noone drew this lesson and so no one initiated impeachment
proceedings.

Twenty-five years later, President Nixon imposed a price-wage freeze
because inflation had reached what was then an “unacceptable’ level of
4.5 % ayear. | went ballistic, denouncing the controls everywhere | could.
That winter, | debated Presidential economic adviser Herbert Stein before
the Metropolitan Republican Club of Washington, D.C. After | denounced
price controls, Stein re marked that, in essence, the price controls were my
fault, not his and President Nixon’s.

Stein knew as well as | did that price controls were disastrous and
counterproductive, but | and others like me had not done a good enough
job of educating the American public, and so the Nixon Administration
had been “forced” by public pressure to impose the controls anyway.
Needless to say, | was not convinced about my guilt. Years later, in his
memoirs, Stein wrote of the heady rush of power he felt at Camp David
when planning to impose price controls on everyone. Poor Stein: another
“victim” amidst the victimology of American culture!

And now, Bill Clinton is in the White House, and price controls are
back in a big way. The FCC has ordered a 15% rollback on two-thirds of
the TV cable rates in this country, thereby re-regulating communications
with a bang. The reasoning? Since being deregulated in 1987, cable rates
have risen twice as fast as generd inflation. Well: averages usualy have
roughly half of the data rising higher and roughly half lower; that’s the
nature of an average. Are we proposing to combat inflation by going after
every price that rises higher than the average?
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That, indeed, is the magjor reasoning behind the looming Clintonian
program for price controls on health care. Health care prices have risen
faster than inflation. The threat of controls over health care has brought
forth a chorus of protests from economists, and from former
price controllers, who learned about price controls the hard way. Thus, C.
Jackson Grayson, who headed Nixon's price-wage control experiment
from 1971 to 1973, warns. “price” controls will make things worse.
Believe me, I've been there . . . . Controls have not worked in 40
centuries. They will not work now.”

Grayson warns that, aready 24% of U.S. hedth care is spent on
administrative costs, largely imposed by government. Clintonian price
control will cause regulations and bureaucrats to proliferate; it will raise
medical costs, not lower them. Barry Bosworth, who headed price control
efforts under Jimmy Carter, reacted similarly: “I can’t believe they [the
Clinton Administration] are going to do it. | can't believe they are that
stupid.” He pointed out that healthcare, a field where there is rapid
innovation in goods and services, is a particularly disastrous areato try to
impose price controls.

But none of these objections is going to work. The brash young
Clintonians don’t mind if price controls cause shortages of health care. In
fact, they welcome the prospect, because thenthey can impose rationing;
they can impose priorities, and tell everyone how much of what kind of
medical care they can have. And besides, as Herb Stein found out, there's
that deeply satisfying rush of power. We should know by now that
reasoned arguments by economists or disillusioned ex-controllers are not
going to stop them: only determined and militant oppositionand resistance
by the long-suffering public.

35
The Health Plan’s
Devilish Principles

The standard media cliche about the Clinton health plan is that God, or
the Devil, depending on your point of view, “is in the details.” There is
surprising agreement among both the supporters and all too many of the
critics of the Clinton health “reform.” The supporters say that the general
principles of the plan are wonderful, but that there are a few problems in
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the details: e.g., how much will it cost, how exactly will it be financed,
will small business get asufficient subsidy to offset its higher costs, and
on into the night.

The alleged critics of the Clinton Plan also hasten to assure us that they
too accept the general principles, but that there are lots of problems in the
details. Often the critics will present their own alternative plans, only
dightly less complex than the Clinton scheme, accompanied by assertions
that their plans are less coercive, less costly, and less sociaistic than the
Clinton effort. And since health care constitutes about one-seventh of the
American output, there are enough details and variants to keep a host of
policy wonks going for the rest of the their lives.

But the details of the Clintonian plan, however diabolic, are merely
petty demons compared to the genera principles, where Lucifer realy
lurks. By accepting the principles, and fighting over the details, the Loyal
Opposition only succeeds in giving away the store, and doing so before
the debate over the details can even get under way. Lost in an eye-glazing
thicket of minutiae, the conservative critics of Clintonian reform, by being
“responsible’” and working within the paradigm set by The Enemy, are
performing a vital service for the Clintonians in snuffing out any clear-cut
opposition to Clinton’s Great Leap Forward into health collectivism.

Let us examine some of the Mephistophelean general principles in the
Clintonian reform, seconded by the conservative critics.

1. GUARANTEED UNIVERSAL ACCESS. There has been a lot of
talk recently about " universal access’ to this or that good or service. Many
“libertarian” or “free-market” proponentsof education “reform,” for
example, advocate tax-supported voucher schemes to provide “access’ to
private schooling. But there is one ssimple entity, in any sort of free
society, that provides”universal access’ to every conceivable good or
service, and not just to health or education or food. That entity is not a
voucher or a Clintonian ID card; it's caled a “dollar.” Dollars not
only provide universal access to all goods and services, they provide it to
each dollar-holder for eachproduct only to the etent that the dollar-
holder desires. Every other artificial accessor, be it voucher or health card
or food stamp, is despotic and coercive, mulcts the taxpayer, is
inefficient and egalitarian.
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2. COERCIVE. “Guaranteed universal access’ can only be provided by
the robbery of taxation, and the essence of this extortion is not changed by
calling these taxes “fees, . . . . premiums,” or “contributions.” A tax by any
other named smells as rotten, and has similar consequences, even if only
“employers’ are forced to pay the higher “premiums.”

Furthermore, for anyone to be “guaranteed” access to anything, he has
to be forced to participate, both in receiving its “benefits’ and in paying
for them. Hence, “guaranteed universal access’ means coercing not only
taxpayers, but everyone as participants and contributors. All the weeping
and wailing about the 37 million “uninsured” glosses over the fact that
most of these uninsured have a made a rational decision that they don’t
want to be “insured,” that they are willing to take the chance of paying
market prices should heath care become necessary. But they will not be
permitted to remain free of the “benefits’ of insurance; their participation
will become compulsory. We will al become health draftees.

3. EGALITARIAN. Universa means egalitarian. For the dread
egalitarian theme of "fairness’ enters immediately into the equation. Once
government becomes the boss of all health, under the Clinton plan or the
Loyal Opposition, then it seems “unfair” for a rich man to enjoy better
medical care than the lowest bum. This “fairness’ ploy is considered self-
evident and never subject to criticism. Why is “the two-tier” health system
(actudly it has been multi-tier) any more “unfair” than the multi-tier
system for clothing or food or transportation? So far at least, most people
don't consider it unfair that some people can afford to dine a The
Four Seasons and vacation a Martha's Vineyard, whereas others have to
rest content withMcDonald's and staying home. Why is medical care any
different?

And yet, one of the mgjor thrusts of the Clinton Plan is to reduce us all
to “one-tier,” egalitarian health care status.

4. COLLECTIVIST. To insure equality for one and all, medica care
will be collectivist, under close supervision of the federal Health Care
Board, with health provision and insurance dragooned by government into
regional collectives and alliances. The private practice of medicine will be
essentially driven out, so that these collectives and HMOs will be the
only option for the consumer. Even though the Clintonians try to assure
Americans that they can still "choose their own doctor,” in practice this
will be increasingly impossible.
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5. PRICE CONTROLS. Sinceit is fairly well known that price controls
have never worked, that they have always been a disaster, the Clinton
Administration always keen onsemantic trickery, have stoutly denied that
any price controls are contemplated. But the network of severe price
controls will be all too evident and painful, even if they wear the mask
of "premium caps, . . . . cost caps,” or “spending control.” They will have
to be there, for it is the promise of “cost control” that permits the
Clintonians to make the outrageous claim that taxeswill hardly go up at
all. (Except, of course, on employers) Tight spending control will
be enforced by the government, not merely on its own, but particularly on
private spending.

One of the most chilling aspects of the Clinton plan is that any attempt
by us consumersto get around these price controls, e.g., to pay higher than
controlled prices to doctors in private practice, will be criminalized. Thus,
the Clinton Plan states that “ A provider may not charge or collect from the
patient a fee in excess of the fee schedule adopted by an aliance”
and criminal penalties will be imposed for “payment of bribes or

gratuities’ (i.e. “black market prices’) to “influence the delivery of health
service.”

In arguing for their plan, by the way, the Clintonians have added insult
to injury by employing absurd nonsense in the form of argument. Their
main argument for the plan is that health care is “too costly,” and that
thesis rests on the fact that health care spending, over recent years, has
risen considerably as a percentage of the GDP But a spending rise is
scarcely the same as a cost increase; if it were, then | could easily argue
that, since the percentage of GDP spent oncomputers has risen wildly in
the past ten years, that “computer costs’ are therefore excessive, and
severe price controls, caps, and spending controls must be imposed
promptly on consumer and business purchases of computers.

6. MEDICAL RATIONING. Severe price and spending controls
means, of course, that medical care will have to be strictly rationed,
especidly since these controls and caps come at the same time that
universal and equal care is being “guaranteed.” Socialists, indeed, aways
loverationing, since it gives the bureaucrats power over the people and
makes for coercive egalitarianism.
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And so this means that the government, and its medical bureaucrats and
underlings, will decide who gets what service. Medical totditarians, if not
the rest of us, will be alive and well in America.

7. THE ANNOYING CONSUMER. We have to remember a crucial
point about government as against business operations on the market.
Businesses are always eager for consumers to buy their product or service.
On the free market, the consumer is king or queen and the “providers’ are
aways trying to make profits and gain customers by serving them well.
But when government operates a service, the consumer is transmuted into
a pan-inthe-neck, a”wasteful” user-up of scarce social resources.
Whereas the free market is a peaceful cooperative place where everyone
benefits and no one loses; when government supplies the product
or service, every consumer is treated as using a resource only at the
expense of his fellow-men. The “public service” arena, and not the free
market, is the dog-eat-dog jungle.

So there we have the Clintonian hedth future government as
totalitarian rationer of health care, grudgingly doling out care on the
lowest possible level equally to all, and treating each “client” as a wasteful
pest. And if, God forbid, you have a serious health problem, or are elderly,
or your treatment requires more scarce resources than the Health Care
Board deems proper, well then Big Brother or Big Sister Rationer in
Washington will decided, in the best interests of “society,” of course, to
give you the Kevorkian treatment.

8. THE GREAT LEAP FORWARD. There are many other ludicrous
though almost universally accepted aspects of the Clinton Plan, from the
gross perversion of the concept of "insurance” to the imbecilic view that
an enormous expansion of government control will somehow eliminate the
need for filling out health forms. But suffice it to stress the most
vital point: the plan consists of one more Great Leap Forward into
collectivism.

The point was put very well, albeit admiringly, by David Lauter in the
Los Angeles Times (September 23, 1993). Every once in a while, said
Lauter, “the government collectively braces itself, takes a deep breath and
leaps into a largely unknown future.” The first American leap wasthe
New Ded in the 1930s, leaping into Social Security and extensive federal
regulation of the economy. The second leap was the civil rights revolution
of the 1960s. And now, writes Lauter, “another new President has
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proposed a sweeping plan” and we have been hearing again “the noises of
apolitical system warming up once again for the big jump.”

The only important point Mr. Lauter omits is leaping into what?
Wittingly or unwittingly, his “leap” metaphor rings true, for it recalls the
Great Leap Forward of Mao’s worst surge into extreme Communism.

The Clinton health plan is not “reform” and it doesn’t meet a “crisis.”
Cut through the fake semantics, and what we have is another Great Leap
Forward into sociaism. While Russiaand the former Communist states
are struggling to get out of socialism and the disaster of their " guaranteed
universal health care” (check their vital statistics), Clinton and his bizarre
Brain Trust of aging leftist grad students are proposing to wreck our
economy, our freedom, and what has been, for dl of the ills imposed by
previous government intervention, the best medical system on earth.

That is why the Clinton health plan must be fought against root and
branch, why Satan isin the general principles, and why the Ludwig von
Mises Institute, instead of offering its own 500-page health plan, sticks to
its principled “four-step” plan laid out by Hans-Hermann Hoppe (TFM
April 1993) of dismantling existing government intervention into health.

Can we suggest nothing more “positive?’ Sure: how about installing
Doc Kevorkian asthe Clinton family physician?

36
Outlawing Jobs:
The Minimum Wage, OnceMore

There is no clearer demonstration of the essential identity of the two
political parties thantheir position on the minimum wage. The Democrats
proposed to raise the legal minimum wage from $3.35 an hour, to which it
had been raised by the Reagan administration during its allegedly free-
market salad days in 1981. The Republican counter was to alow a
“subminimum” wage for teenagers, who, as marginal workers, are the
ones who are indeed hardest hit by any legal minimum.

This stand was quickly modified by the Republicans in Congress, who
proceeded to argue for a teenage subminimum that would last only a
piddling 90 days, after which the rate would rise to the higher Democratic
minimum (of $4.55 an hour.) It was left, ironically enough, for Senator
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Edward Kennedy to point out the ludicrous economic effect of this
proposal: to induce employers to hire teenagers and then fire them after 89
days, to rehire others the day after.

Finally, and characteristically, George Bush got the Republicans out of
this hole bythrowing in the towel atogether, and plumping for a
Democratic plan, period. We were left with the Democrats forthrightly
proposing a big increase in the minimum wage, and the Republicans, after
a series of illogical waffles, finally going along with the program.

In truth, there is only one way to regard a minimum wage law: it is
compulsory unemployment, period. The law says it is illega, and
therefore criminal, for anyone to hireanyone else below the level of X
dollars an hour. This means, plainly and simply, that a large number of
free and voluntary wage contracts are now outlawed and hence that there
will be alarge amount of unemployment. Remember that the minimum
wage law provides no jobs; it only outlaws them; and outlawed jobs are
the inevitable result.

All demand curves are faling, and the demand for hiring labor is no
exception. Hence, laws that prohibit employment at any wage that is
relevant to the market (a minimum wage of 10 cents an hour would have
litle or no impact) must result in outlawing employment and
hence causing unemployment.

If the minimum wage is, in short, raised from $3.35 to $4.55 an hour,
the consequence is to disemploy, permanently, those who would have
been hired at rates in between these two rates. Since the demand curve for
any sort of labor (as for any factor of production) is set by the perceived
margina productivity of that labor, this means that the people who will
be disemployed and devastated by this prohibition will be precisely the
“margina” (lowest wage) workers, e.g. blacks and teenagers, the very
workers whom the advocates of the minimum wage are claiming to foster
and protect.

The advocates of the minimum wage and its periodic boosting reply
that all this is scare talk and that minimum wage rates do not and never
have caused any unemployment. The proper riposte is to raise them one
better; all right, if the minimum wage is such a wonderful anti-poverty
measure, and can have no unemployment-raising effects, why are you
such pikers? Why you are helping the working poor by such piddling
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amounts? Why stop at $4.55 an hour? Why not $10 an hour? $1007
$1,0007

It is obvious that the minimum wage advocates do not pursue their own
logic, because if they push it to such heights, virtualy the entire labor
force will be disemployed. In short, you can have as much unemployment
as you want, simply by pushing the legally minimum wage high enough.

It is conventional among economists to be polite, to assume that
economic falacy issolely the result of intellectual error. But there are
times when decorousness is seriously misleading, or, as Oscar Wilde once
wrote, “when speaking one's mind becomes more than aduty; it becomes
a positive pleasure.” For if proponents of the higher minimum wage
were simply wrongheaded people of good will, they would not stop at $3
or $4 an hour, but indeed would pursue their dimwit logic into the
stratosphere.

The fact is that they have aways been shrewd enough to stop their
minimum wage demands at the point where only marginal workers are
affected, and where there is no danger of disemploying, for example,
white adult male workers with union seniority. When we see that the most
ardent advocates of the minimum wage law have been the AFL-CIO, and
that the concrete effect of the minimum wage laws has been to cripple the
low-wage competition of the margina workers as against higher-wage
workers with union seniority, the true motivation of the agitationfor the
minimum wage becomes apparent.

Thisis only one of alarge number of cases where a seemingly purblind
persistence ineconomic fallacy only serves as a mask for special privilege
at the expense of those who are supposedly to be “helped.”

In the current agitation, inflation—supposedly brought to a halt by the
Reagan administration—has eroded the impact of the last minimum wage
hike in 1981, reducing the real impact of the minimum wage by 23%.
Partially as a result, the unemployment rate has fallenfrom 11% in 1982
to under six percent in 1988. Possibly chagrined by this drop, the AFL-
ClO and its allies are pushing to rectify this condition, and to boost the
minimum wage rate by 34%.

Once in a while, AFL-CIO economists and other knowledgeable
liberals will drop their mask of economic fallacy and candidly admit that
their actions will cause unemployment; theythen proceed to justify
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themselves by claiming that it is more “dignified” for a worker to be
on welfare than to work at a low wage. This of course, is the doctrine of
many people on welfarethemselves. It is truly a strange concept of
“dignity” that has been fostered by the interlocking minimum wage-
welfare system.

Unfortunately, this system does not give those numerous workers who
still prefer to be producers rather than parasites the privilege of making
their own free choice.

37
The Union Problem

Labor unions are flexing their muscles again. Last year, a strike against
the New York Daily News succeeded in inflicting such losses upon the
company that it was forced to sell cheapto British tycoon Robert
Maxwell, who was willing to accept union terms. Earlier, the bus drivers
union struck Greyhound and managed to win a long and bloody strike.
How were the unions able to win these strikes, even though unions have
been declining in numbers and popularity since the end of World War 11?
The answer is simple: in both cases, management hired replacement
workers and tried to keep producing. In both cases, systematic violence
was employed against the product and against the replacement workers,

In the Daily News strike, the Chicago Tribune Company, which owned
the News, apparently did not realize that the New York drivers union had
traditionally been in the hands ofthugs and goons, what the union
apparently did was commit continuing violence against the newsstands—
injuring the newsdealers and destroying their stands, until none would
carry the News. The police, as is typical almost everywhere outside the
South, were instructed to remain "neutral” in labor disputes, that is, look
the other way when unions employ gangster tactics against employers and
nonstriking workers. In fact, the only copies of the News visible
during the long strike where those sold directly to the homeless, who
peddled them in subways. Apparently, the union felt that beating up or
killing the homeless would not do much for its public relations image. In
the Greyhound strike, snipers repeatedly shot at the buses, injuring drivers
and passengers. In short, the use of violence is the key to the winning of
strikes.
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Union history in America is filled with romanticized and overblown
stories about violent strikes: the Pullman strike, the Homestead strike, and
so on. Since labor historians have amostall been biased in favor of
unions, they strongly imply that almost al the violence was committed by
the employer’s guards, wantonly beating up strikers or union organizers.
The facts are quite the opposite. AlImost all the violence was committed by
union goon squads against the property of the employer, and in particular,
against the replacement workers, invariably smeared and dehumanized
with the ugly word “scabs.” (Talk about demeaning language!)

The reason unions are to blame is inherent in the situation. Employers
don’'t want violence; al they want is peace and quiet, the unhampered and
peaceful production and shipment of goods. Violence is disruptive, and is
bound to injure the profits of the company. But the victory of unions
depends on making it impossible for the company to continue in
production, and therefore they must zero in on their direct competitors, the
workers who are replacing them.

Pro-union apologists often insist that workers have a “right to strike.”
No one denies that. Few people—except for panicky instances where, for
example, President Truman threatened to draft striking steel workers into
the army and force them back into the factories—advocate forced labor.
Everyone surely has the right to quit. But that’s not the issue. The issue is
whether the employer has the right to hire replacement workers and
continue in production.

Unions are now flexing their muscle politicaly as well, to pass
legidation in Congress to prohibit employers from hiring permanent
replacement workers, that is, from telling the strikers, in effect: “OK, you
quit, so long!” Right now, employers are aready severely restricted in
thisright: they cannot hire permanent replacement workers, that is, fire the
strikers, in any strikesover “unfair labor” practices. What Congress should
do is extend the right to fire to these “unfair labor” cases aswell.

In addition to their habitual use of violence, the entire theory of labor
unions is deeply flawed. Their view is that the worker somehow “owns’
his job, and that therefore it should beillega for an employer to bid
permanent farewell to striking workers. The “ownership of jobs’ is of
course a clear violation of the property right of the employer to fire or not
hire anyone he wants. No one has a “right to ajob” in the future; one only
has the right to be paid for work contracted and already performed. No one
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should have the “right” to have his hand in the pocket of his employer
forever; that is not a “right” but a systematic theft of other people’'s
property.

Even when the union does not commit violence directly, it should be
clear that the muchrevered picket line, sanctified in song and story, is
nothing but a thuggish attempt to intimidate workers or customers from
crossing the line. The idea that picketing is simply a method of
“free expression” is ludicrous: if you want to inform a town that there’s a
strike, you can have just one picket, or still less invasively, take out ads in
the local media. But even if there is only one picket, the question then
arises. on whose property does one have the right to picket, or to
convey information? Right now, the courts are confused or inconsistent on
the question: do strikers have the right to picket on the property of the
targeted employer? This is clearly an invasion of the property right of the
employer, who is forced to accept a trespasser whose express purpose is
to denounce him and injure his business.

What of the question: does the union have the right to picket on the
sidewalk in front of aplant or of a struck firm? So far, that right has been
accepted readily by the courts. But thesdewak is usualy the
responsibility of the owner of the building abutting it, who must
maintain it, keep it unclogged, etc. In a sense, then, the building owner
also “owns’ the sidewalk, and therefore the general ban on picketing on
private property should also apply here,

The union problem in the United States boils down to two conditionsin
crying need of reform. One is the systematic violence used by striking
unions. That can be remedied, on the local level, by instructing the cops to
defend private property, including that of employers; and, on the federal
level by repealing the infamous Norris-LaGuardia Act of 1932, which
prohibits the federa courts from issuing injunctions against the use of
violence in labor disputes.

Before 1932, these injunctions were highly effective in blocking union
violence. The act was passed on the basis of much-esteemed but phony
research by Felix Frankfurter, who falsely claimed that the injunctions had
been issued not against violence but against strikes per se. (For a masterful
and definitive refutation of Frankfurter, which unfortunately came a half-
century too late, see Sylvester Petro, “Unions and the Southern Courts—
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The Conspiracy and Tort Foundations of Labor Injunction,” The North
Carolina Law Review, [March 1982], pp. 544-629.)

The second vital step is to repea the sainted “Wagner Act” (National
Labor Relations Act) of 1935, which still remains, despite modifications,
the fundamental law of labor unions inthe United States, and in those
states that have patterned themselves after federal law. The Wagner Act is
misleadingly referred to in economics texts as the bill that “guarantees
labor the right to bargain collectively.” Bunk. Labor unions have aways
had that right. What the Wagner Act did was to force employers to bargain
collectively “in good faith” with any union which the federal National
Labor Relations Board decides has been chosen in an NLRB €election by
amaority of the “bargaining unit”—a unit which is defined arbitrarily by
the NLRB.

Workers in the unit who voted for another union, or for no union at all,
are forced by the law to be “represented” by that union. To establish this
compulsory collective bargaining, employers are prevented from firing
union organizers, are forced to supply unions withorganizing space, and
are forbidden to “discriminate”’ against union organizers.

In other words, we have been suffering from compulsory collective
bargaining since 1935. Unions will never meet on a “fair playing field”
and we will never have a free economy until the Wagner and Norris-
LaGuardia Acts are scrapped as a crucial part of the statism that began to
grip this country in the New Deal, and has never been removed.

38
The L egacy of
Cesar Chavez

We live, increasingly, in a Jacobin Age. Memory, embodied in
birthdays, anniversaries, and other commemorations, is vitally important
to an individual, a family, or a nation. These ceremonies are critical for the
self-identity and the renewed dedication to that identity, of aperson or of a
people. It was insight into this truth that led the Jacobins, during the
French Revolution, to sweep away all the old religious festivals, birthdays,
and even cdendar of the French people, and to substitute new and
artificial names, days, and months for commemoration.
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This Jacobinical process has been going on in the United States, albeit
more gradualy, inrecent years. Festivals important for American self-
identity and dedication have been purged or denigrated: e.g. Washington's
Birthday has been denatured into an amorphous “President’s
Day” designed merely to insure one more holiday weekend. And in stark
contrast to the great World Columbian Exposition in Chicago for the
guadricentennial of the discovery of America, at its quincentenary in the
fall of 1992, the discovery was universally reviled as a vicious genocidal
act by a “dead white European male.” Every week, it seems, the media
come up with little-knownsubstitute people or events whose
anniversaries, or whose deaths, we are required to honor.

The latest ersatz hero is Cesar Estrada Chavez, who died last April at
the age of 66. For days, TV and the press were filled with the lionization
of Chavez and his supposed achievements. President Clinton asserted that
“the labor movement and all Americans have lost agreat leader,” ard he
called Chavez “an authentic hero to millions of people throughout
theworld.” And we were reminded of Bobby Kennedy’s claim, in 1968,
that Chavez “is one of the heroic figures of our time.”

What had Chavez done to earn all these extravagant kudos? He had, for
the first time, supposedly successfully organized low-paid and therefore
“exploited” migrant farm workers, in California and other southwestern
states, and thereby improved their lot. By living anaustere lifestyle, and
accepting only a smal salary as founder and head of the United
FarmWorkers, he struck many gullible young left-liberals as a “saint.”
Hisadmirersdidn’t realize that love of money is not the only emotion that
motivates people; there is aso the love of power.

Indeed, the Chavez movement was an “in” cause for New Left idealists
in the late 1960s and early 1970s. Trained by the self-styled “ professional
radical” Saul Alinsky, Chavezsuccessfully cultivated a quasi-political,
quasi-religious aura for his union movement: including hymns, marches,
fasts, and flags. He popularized such Spanish words as “ La Causa” for
his cause and “ Huelga!” for “strike,” and made it veritable radica chic to
boycott grapes in supportof his five-year strike against the California
grape growers. The Chavez farm worker encampments attracted almost as
many short-term priests, nuns, and young libera idedists as the sugar
cane-cutting Venceremos Brigade in Cuba.
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In 1970, the boycott finally forced the grape growers to sign with
UFW: five years later, Chavez reached his peak of seeming success when
his newly-elected aly, Governor Jerry Brown, pushed through the
Agricultural Labor Relations Act, for the first time, compelling
collective bargaining in agriculture.

Indeed, the new California act came perilously close to imposing a
closed shop: its “good standing clause” permitted union leaders to deny
work to any worker who challenged decisions of union leaders.

Yet, despite the hosannahs of the nation’s liberals, and the coercion
supplied by the state of California, Cesar Chavez' s entire life turned out to
be a floperoo. Whereas he dreamed of hisUFW organizing all of the
nation's migrant farm workers, his union fel like a stone from
amembership of 70,000 in the mid- 1970s to only 5,000 today. In the
UFW heartland, the SalinasValey of California, the number of union
contracts among vegetable growers has plummeted from 35 to only one at
the present time. Only haf of the meager union revenues now come
fromdues, the other half being supplied by nostalgic liberals. The UFW
has had it.

What went wrong? Some of Chavez's critics point to his love of
personal power, whichled to his purging a succession of organizers, and
to kicking all savvy non-Hispanic officials out of his union.

But the real problem is “the economy, stupid.” In the long run,
economics triumphs over symbolism, hoopla, and radical chic. Unions are
only successful in a market economy where the union can control the
supply of labor: that is, when workers are few in number, and
highly skilled, so that they are not easily replaceable. Migrant farm
workers, on the contrary, and almost by definition, are in abundant, ever-
increasing, ever-moving, and therefore “uncontrollable” supply. And with
their low skills and abundant numbers, they can be easily replaced.

The low wage of migrant farm workers is not a sign that they are
“exploited” (whatever that term may mean), but precisely that they are
low-skilled and easily replaceable. And anyone who is inclined to weep
about their “exploitation” should ask himself why in the world
these workers emigrate seasonally from Mexico to the United States to
take these jobs. The answer isthat it's al relative: what are “low wages’
and miserable living conditions for Americans, are high wages and palatial
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conditions for Mexicans—or, rather, for those unskilled Mexicans
who choose to make the trek each season.

In fact, it's a darned good thing for these migrant workers that their
beloved union turned out to be a failure. For “success’ of the union,
imposed by the boycott and the coercion of the California legislature,
would only have raised wage rates or improved conditions at the
expense of massive unemployment of these workers, and forcing them to
remain, in far more miserable conditions, in Mexico. Fortunately, not even
that coercion could violate economic realities.

As the pseudonymous free-market economist “Angus Black”
admonished liberals at the time of the grape boycott: if you really want to
improve the lot of grape workers, don’'t boycott grapes; on the contrary,
eat as many grapes as you can stand, and tell your friends to do the
same. This will raise the consumer demand for grapes, and increase both
the employment and the wages of grape workers.

But this lesson, of course, never sunk in. It was and still is easier for
liberals to enjoy apseudo-religious “sense of belonging” to a movement,
and to “feed good about themselves’ by getting a vicarious thrill of
sanctification by not eating grapes, than actually to learn about economic
realities and what will really help the supposed objects of their concern.

The real legacy of Cesar Chavez is negative: forget the charisma and
the hype and |earn some economics.

39
Privatization

Privatization” is the interm, on local, state, and federa levels of
government. Evenfunctions that our civic textbooks tell us can only be
performed by government, such as prisons, are being accomplished
successfully, and far more efficiently, by private enterprise. For once,
afashionable concept contains a great deal of sense.

Privatization is a great and important good in itself. Another name for it
is”desocialization.” Privatization is the reversal of the deadly socialist
process that had beenproceeding unchecked for amost a century. It has
the great virtue of taking resources from the coercive sector, the sector of
politicians and bureaucrats—in short, the non-producers—and turning
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them over to the voluntary sector of creators and producers. The more
resources remain in the private, productive sector, the less a deadweight of
parasitism will burden the producers and cripple the standard of living of
consumers.

In a narrower sense, the private sector will always be more efficient
than the governmental because income in the private sector is only a
function of efficient service to the consumers. The more efficient that
service, the higher the income and profits. In the government sector, in
contrast, income is unrelated to efficiency or service to the consumer.
Income is extracted coercively from the taxpayers (or, by inflation, from
the pockets of consumers). In the government sector, the consumer is not
someone to be served and courted; he or she is an unwelcome “waster” of
scarce resources owned or controlled by the bureaucracy.

Anything and everything is fair game for privatization. Socialists used
to argue that all they wish to do is to convert the entire economy to
function like one huge Post Office. No socialist would dare argue that
today, so much of a disgrace is the monopolized governmental Postal
Service. One standard argument is that the government “should only do
what private firmsor citizens cannot do.” But what can’'t they do? Every
good or service now supplied by government has, at one time or another,
been successfully supplied by private enterprise. Another argument is that
some activities are “too large’ to be performed well by private enterprise.
But the capital market is enormous, and has successfully financed far more
expensive undertakings than most governmental activities. Besides the
governmert has no capital of its own; everything it has, it has taxed away
from private producers.

Privatization is becoming politically popular now as a means of
financing the huge federa deficit. It is certainly true that a deficit may be
reduced not only by autting expenditures and raising taxes, but also by
selling assets to the private sector. Those economists who have tried to
justify deficits by pointing to the growth of government assets backing
those deficits can now be requested to put up or shut up: in other words, to
start selling those assets as a way of bringing the deficits down.

Fine. There is a huge amount of assets that have been hoarded, for
decades, by the federal government. Most of the land of the Western states
has been locked up by the federal government and held permanently out of
use. In effect, the federal government has acted like agiant monopolist:
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permanently keeping out of use an enormous amount of vauable
and productive assets. land, water, minerals, and forests. By locking up
assets, the federal government has been reducing the productivity and the
standard of living of every one of us. It has also been acting as a giant land
and natural resource cartelis—artificialy keeping up the prices of those
resources by withholding their supply. Productivity would rise, and prices
would fall, and the real income of al of us would greatly increase, if
government assets were privatized and thereby alowed to enter the
productive system.

Reduce the deficit by selling assets? Sure, let’s @ full steam. But let’'s
not insist on too high a price for these assets. Sdll, sdll, at whatever prices
the assets will bring. If the revenue is not enough to end the deficit, sell
yet again.

A few years ago, a an international gathering of free-market
economists, Sir Keith Joseph, Minister of Industry and alleged free- market
advocate in the Thatcher government, wasasked why the government,
despite lip-service to privatization, had taken no steps to privatize the steel
industry, which had been nationalized by the Labor government. Sir Keith
explained that the steel industry was losing money in government hands,
and “therefore” could not command aprice if put up for sale. At which
point, one prominent free-market American economist leaped to his fest,
and shouted, waving a dollar bill in the air, “I hereby bid one dollar for the
British steel industry!”

Indeed. There is no such thing as no price. Even a bankrupt industry
would sdll, readily, for its plant and equipment to be used by productive
private firms.

And so even a low price should not stop the federal government in its
guest to balance the budget by privatization. Those dollars will mount up.
Just give freedom and private enterprise a chance.

40
What To Do
Until Privatization Comes

Free-market advocates are clear about what should be done about
government servicesand operations: they should be privatized. While
there is considerable confusion about how the process should be
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accomplished, the goal is crysta-clear. But apart from trying to geed
up privatization, and also forcing that process indirectly by slashing the
budgets of government agencies, what is supposed to be done in the
meantime? Here, free-marketeers have scarcely begun to think about the
problem, and much of that thinking is impossibly muddled.

In the first place, it is important to divide government operations into
two parts: (a) where government is trying, albeit in a highly inefficient and
botched manner, to provide private consumers and producers with goods
and services; and (b) where government is being directly coercive against
private citizens, and therefore being counter-productive. Both sets of
operations are financed by the coercive taxing power, but at least Group A
is providing desired services, whereas Group B is directly pernicious.

On the activities in Group B, what we want is not privatization but
abolition. Do wereally want regulatory commissions and the enforcement
of blue laws privatized? Do we want the activities of the taxmen
conducted by areally efficient private corporation? Certainly not. Short of
aboalition, and working always toward reducing their budgets as much as
we can, we want these outfits to be as inefficient as possible. It would be
best for the public weal if al that the bureaucrats infesting the Federal
Reserve, the SEC, etc. ever did in their working lives was to play
tiddlywinks and watch color TV.

But what of the activities in Group A: carrying the mail, building and
maintaining roads, running public libraries, operating police and fire
departments, and managing public schools, etc.? What is to be done with
them? In the 1950s, John Kenneth Galbraith, in his first widely-known
work, The Affluent Society, noted private affluence living cheek-by-jowl
withpublic squalor in the United States. He concluded that there was
something very wrong withprivate capitalism, and that the public sector
should be drastically expanded at the expense of the private sector. After
four decades of such expansion, public squalor is infinitely worse, as all
of us know, while private affluence is crumbling around the edges.
Clearly, Gabraith’s diagnosis and solution were 180-degrees wrong: the
problem is the public sector itself, and the solution isto privatize it
(abolishing the counterproductive parts).

But what should be done in the meantime?
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There are two possible theories. One, which is now predominant in our
courts and among left-liberalism, and has been adopted by some
libertarians, is that so long as any activity is public, the squalor must be
maximized. For some murky reason, a public operation must be runas a
slum and not in any way like a business, minimizing service to consumers
on behdf of the unsupported “right” of “equal access’ of everyone to
those facilities. Among liberals and socialists laissezfaire capitalism is
routinely denounced as the “law of the jungle.” But this”equal-access’
view deliberately brings the rule of the jungle into every area of
government activity, thereby destroying the very purpose of the activity
itsalf.

For example: the government, owner of the public schools, does not
have the regular right of any private school owner to kick out incorrigible
students, to keep order in the class, or to teach what parents want to be
taught. The government, in contrast to any private street or neighborhood
owner, has no right to prevent bums from living on and soiling the street
and harassing and threatening innocent citizens; instead, the bums have
the right to free “speech” and a much broader term, free “expression,”
which they of course would not have in a truly privatestreet, mall, or
shopping center.

Similarly, in a recent case in New Jersey, the court ruled that public
libraries did not have the right to expel bums who were living in the
library, were clearly not using the library for scholarly purposes, and were
driving innocent citizens away by their stench and their lewd behavior.

And findly, the City University of New York, once a fine ingtitution
with high academic standards, has been reduced to a hollow shell by the
policy of “open admissions,” by which, ineffect, every moron living in
New York City is entitled to a college education.

That the ACLU and left-liberalism eagerly promote this policy is
understandable: their objective is to make the entire society the sort of
sgqualid jungle they have aready insured in the public sector, as well asin
any area of the private sector they can find to be touched with a
public purpose. But why do some libertarians support these “rights” with
equal fervor?

There seem to be only two ways to explain the embrace of this
ideology by libertarians. Either they embrace the jungle with the same
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fervor as left-liberas, which makes them simply another variant of leftist;
or they believe in the old maxim of the worse the better, to try
to deliberately make government activities as horrible as possible so as to
shock people into rapid privatization. If the latter is the reason, | can only
say that the strategy is both deeply immoral and not likely to achieve
success.

It is deeply immoral for obvious reasons, and no arcane ethical theory
is required to see it; the American public has been suffering from statism
long enough, without libertarians heaping more logs onto the flames. And
it is probably destined to fail, because such corsequences are too vague
and remote to count upon, and further because the public, as they catch on,
will realize that the libertarians al along and in practice have been part of
the problem and not part of the solution.

Hence, libertarians who might be sound in the remote reaches of high
theory, are so devoid of common sense and out of touch with the concerns
of real people (who, for example, walk the streets, use the public libraries,
and send their kids to public schools) that they unfortunately wind up
discrediting both themselves (which is no great loss) and libertarian
theory itself.

What then is the second, and far preferable, theory of how to run
government operations, within the goas for cutting the budget and
ultimate privatization? Simply, to run it for the designed purpose (as a
school, a thoroughfare, a library, etc.) as efficiently and in as business-
like a manner as possible. These operations will never do as well as when
they are finally privatized; but in the meantime, that vast mgority of us
who live in the real world will have our lives made more tolerable and
satisfying.

41
Population “ Control”

Most people exhibit a healthy lack of interest in the United Nations and
itsendless round of activities and conferences, considering them as boring
busywork to sustain increasing hordesof tax-exempt bureaucrats,
consultants, and pundits.

All that is true. But there is danger in underestimating the malice of UN
activities. For underlying all the tedious nonsense is a continuing and
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permanent drive for international government despotism to be exercised
by faceless and arrogant bureaucrats accountable to no one. The Fabian
collectivist drive for power by these people remains unrelenting.

The latest exhibit, of course, is the recent Confererce on Population, to
be followed next year by an equally ominously entitled “Conference on
Women.” The television propaganda by the UN for this year’s conference
anticipates next year's as well, best encapsulated in one of the most
idioticaly true statements made by anyone in decades. “Raising the
standard of living forwomen will raise the standard of living for
everyone.” Substitute “men” for “women” in this sentence, and the absurd
banality of this statement becomes evident.

The underlying maor problem and falacy with the Population
Conference has been lost in the fury over the abortion question. In the
process, few people question the underlying premise of the conference: the
widely held proposition that the magor cause of poverty throughout
theworld, and at the very least in the undeveloped countries, is an excess
of population.

The solution, then, is the euphemistically named “population control,”
which in essence is the use of government power to encourage, or compel,
restrictions on the growth or on the numbers, of people in existence.
Logically, of course, the anti-human-being fanatics (for what is”the
population” but an array of humans?) should advocate the murder by
government planners of large numbers of existing people, especially in the
allegedly overpopulated developing world (or, to use older term, Third
World) countries. But something seems to hold them back; perhapsthe
charge of “racism” that might ensue. Their concentration, then, is on
restricting the number of future births.

In the palmy days of anti-population sentiment, cresting in the ZPG
(Zero Population Growth) movement, the call was for an end to all
population growth everywhere, including the U. S. Models based on
simple extrapolation warned that by some fairly close date in the
future, population growth would be such that there would be no room to
stand upon the earth.

Indeed, the peak of ZPG hysteria in the U.S. came in the early 1970s,
only to be put torout when the census of 1970 was published,
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demonstrating that the ZPGers had actually achieved their goal and that
the rate of population growth was already turning downward.

Interestingly enough, it took only a moment for the same people to
complain that lower rates of population growth mean an aging population,
and who or what is going to support the increasing number of the aged? It
was at that point that the joys of early and “dignified” death for the elderly
began to make its appearance in the doctrines of |eft-liberalism.

The standard call of the ZPGers was for a compulsory limit of two
babies per woman, after which there would be government-forced
sterilization or abortion for the offending femae. (The Chinese
communists, as is their wont, went the ZPGers one better by putting into
force inthe 1970s a compulsory limit of one baby per woman per
lifetime.)

A grotesque example of a “free-market . . . expert” on efficiency
dightly moderating totalitarianism was the proposal of the anti-population
fanatic and distinguished economist, the late Kenneth E. Boulding.
Boulding proposed the typical “reform” of an economist. Instead
of forcing every woman to be sterilized after having two babies, the
government would issue to each woman (at birth? at puberty?) two baby-
rights. She could have two babies, relinquishing aticket after each birth,
or, if she wanted to have three or more kids, she could buy the baby-
rightson a “free” market from a woman who only wanted to have one, or
none. Pretty neat, eh? Well, if we start from the original ZPG plan, and we
introduced the Boulding plan, wouldn't everyone be better off, and the
requirements of “Pareto superiority” therefore obtain?

While the population controllers seem to have given up for advanced
countries, they are still big on population control for the Third World. It's
true that if you look at these countries, you see alot of people starving and
in bad economic shape. But it is an elementary fallacy to attribute this
correlation to numbers of the population as cause.

In fact, population generally follows movement in standards of living; it
doesn’'t causethem. Population rises when the demand for labor, and
living standards rise, and vice versa. A rising population is generaly a
sign of, and goes along with, prosperity and economic development. Hong
Kong, for example, has one of the densest populations in the world, and
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yet its standard of living is far higher than the rest of Asia, including, for
example, the thinly populated Sinkiang province of China.

England, Holland, and Western Europe generally have a very dense
population, and yet enjoy a high living standard. Africa, on the other hand,
most people fail to redlize, is very thinly populated. And no wonder, since
its level of capital investment is so low it will not support the existence of
many people. Critics point to Rwanda and Burundi as being densely
populated, but the point is they are the exceptions in Africa. The city of
Rome at the height of its empire, had avery large population; but during
its collapse, its population greatly declined. The population decline was
not a good thing for Rome. On the contrary, it was a sign of Rome's
decay.

The world, even the Third World, does not suffer from too many
people, or from excessive population growth. (Indeed, the rate of world
population growth, athough not yet itsabsolute numbers, is already
declining.) The Third World suffers from alack of economic development
due to its lack of rights of private property, its government-imposed
productioncontrols, and its acceptance of government foreign aid that
queezes out private investment. The result is too little productive savings,
investment, entrepreneurship, and market opportunity. What they
desperately need is not more UN controls, whether of population or of
anything else, but for international and domestic government to let them
alone. Population will adjust on itsown. But, of course, economic freedom
is the one thing that neither the UN nor any other bureaucratic outfit will
bring them.

42
The Economics
Of Gun Control

There is a continuing dispute about whether President Clinton is an Old
“tax-and-spend” (read: socidlistic) Democrat, or a New “centrist”
Democrat. What a centrist New Democrat is supposed to be is vague, but
the two examples of the New Democrat noted so far
seem indistinguishable from the Old.

The first proposal was Clinton's collectivist “national service”
program, in which the taxpayers provide college educations for selected
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youth. In return, the youth volunteer for governmental or community
boondoggle-jobs, which are somehow held up as morally superior
to productive paying jobs in the private sector which actually benefit
consumers.

The latest, and supposedly major piece of evidence for Mr. Clinton’s
“newness’ is hisemphasis on battling crime. But his crime control seems
to consist in warring against every other entity except the real problem:
criminals. Instead, there are drives to outlaw or severely restrict symbolic
violence (toy guns, “violent” computer games, television cartoons, and
other programs), and weapons which can be wsed either by criminals or
innocent people in self-defense.

So far, guns are the favorite target of the new prohibitionist tendency.
May we next expect an assault on knives, rocks, clubs, and sticks?

The latest gun control proposals from the Clinton administration
provide an instructive, if unwitting, lesson in the economics of
government intervention. Until this year, if you wanted tobecome a
federally licensed gun dealer, you only needed to pay $10 a year. But the
“Brady Bill” raised the federal license fee to $66 a year a more than 500%
increase at one blow. Even thisis not enough for Secretary of the Treasury
Lloyd Bentsen, who proposes to raise fees by no less than another tenfold,
to $600 a year.

One fascinating aspect of this drastic rise in license fees is that Bentsen
actually proclaimsand welcomes its effect as a device to cartelize the
retaill gun industry. Thus, Bentsen, in the nonsequitur of the year,
complains that there are 284,000 gun dealers in the country, “31 times
more gun dealers than there are McDonald’ s restaurants.”

So what? What is the basis for this asinine comparison? Why not a
comparison with the total number of all restaurants? Or all retail stores?
More to the point, who is to decide what the optimum number of gun
deders, McDonald's, shoe stores, all other retail outlets, etc. is supposed
to be? In a free- market economy, the consumers make such decisions.
Who is Bentsenor any other government planner to tell us how many of
any kind of businessestablishments there should be? And on what
possible basis are they making these selections?

Bentsen goes on to proclaim that the reason for so many gun deders is
that the license ischeap. No doubt. If we charged a $10 million a year
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license fee for each and every retail establishment, we might be able to
deprive American consumers of all retail outlets of any kind.

Bentsen's proposal cheerily estimates that the enormous rise to $600 a
year would eliminate 70-80% of existing gun deaers, who would be
discouraged from renewing their licenses. The National Association of
Federa Licensed Firearms Dealers reports that gun dealers are split on the
increased license fee: large dealers, who could live with the increase, favor
it precisely because their smaller competitors would be driven out of
existence. Small dealers, who would be the ones driven out, are of course
opposed to the scheme.

Indeed, the Bentsen plan explicitly terms the larger dealers, who sell
from retail shops, "true” or “legitimate’ gun dealers; whereas the smaller
dealers, who sell from their homes or cars, are somehow illegitimate and
are supposed to be driven out of business.

In addition to the fee increase, the Treasury wants to expand its pilot
program in New York City, which it deems more successful. Here, City
police and thuggish officers from the Treasury Department’s notorious
Bureau of Alcohol, Tobacco, and Firearms “pay a visit” toanyone
applying for federal gun permits, explain the laws, and ask in detail what
kind of salesoperations they have in mind. These intimidating “visits’
resulted in the withdrawal or denial of 90% of the applications, in contrast
to the usual 90% approval rate.

There are severd instructive lessons from this scheme and from the
arguments in its favor.

First, alicense “fee”’ is a euphemism for atax, pure and simple.

Second, increased taxes discourage supply and drive firms out of
business. The unspokencorollary, of course, is that the lower supply will
raise prices and discourage consumer purchases.

Third, increased business taxes are not necessarily opposed by the
taxed businesses, as is generally assumed. On the contrary, larger firms,
especialy those outcompeted by smaller competitors with lower overhead
costs, will benefit from higher fixed costs imposed onthe entire industry,
since the smaller firms will not be able to pay these costs and will be
drivenout of business.
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Fourth, here we have an example of a major force behind increases in
taxation and government regulation: the use of such intervention,
especially by larger firms, to cartelize the industry. They want to cut
supply, and the number of suppliers, and thereby raise prices and profits.

In the gun control struggle, this measure is backed by a codlition of
liberal anti-gun ideologues and big gun deadlers—a perfect example of the
major reason for continuing expansionof the welfare state: alliance
between liberal ideologues and sectors of big business.

The most preposterous argument for the fee increase was offered by
Bentsen and particularly by Senator Bill Bradley (D-N.J.), who has been
unaccountably hailed by some Beltway thinktanks as a champion of the
free market. They said the raise is needed to cover the expenses of
government licensing, which cost $28 million last year, while taking in
only $3.5 million in fees. There is, of course, a far better way to save
money for the taxpayers, the suddensubjects of BentsenBradley
solicitude: abolish gun-dealer licensing atogether.

43
Vouchers:
What Went Wrong?

Cdlifornia’s Prop. 174 was the most ambitious school voucher plan to
date. It was carefully planned well in advance, led by a veteran campaign
manager, boosted by a nationwide propaganda effort of conservatives and
libertarians, and tried out in a state where it is widely recognized that the
public school system has failed abysmally. And yet, on the November
2 ballot, Prop. 174 was clobbered by the voters, losing in every county,
and going down to defeat by 70-30 percent.

What went wrong? Proponents blame an overwhelming money
advantage for the opposition, fueled by the teachers’ unions. But public
school teacher opposition was inevitable and discounted in advance.
Besides, the property-tax-cutting Prop. 13 of 1978 in Cadlifornia
wasoutspent by far more than the voucher scheme by the entire
Establishment: big business as well as unions, and yet it swept the boards
by more than 2-to-1. On the contrary, the lack of money inthis case only
reflected the lack of support at the polls.
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The school voucher advocates, like the feminist forces who tried to
push through the ERA, met their defeat with bluster, and vowed to keep
trying forever. But the feminists, despite their protestations, dropped their
proposal like a hot potato once they realized that it was a loser. Perhaps
the school voucher forces will likewise face reality and rethink their entire
plan—and one hopes they will not bypass the voters and try to impose
their scheme through executive or judicial fiat. For the big problem was
the voucher scheme itself.

The voucher forces began with the recognition that something was very
wrong with the public school system. One problem with public schools
inheres in every government operation: that being fueled by coercion
rather than by the free market, the system will be grossly inefficient. But
while inefficiency on a free market will fail the profit-and-loss test and
force cutbacks, governmental inefficiency will only lead to accelerated
waste. The tax system and lobbying by vested interests causes the system
to grow like Topsy, or rather like a cancer onthe civil society.

Another grave problem with public schools, in contrast to other
government functions, such as water or trangportation, is that schools
perform the vital function of educating the young. Governmental
schooling is bound to be biased in favor of statism and of inculcating
obedience to the state apparatus and trendy political causes.

The conservatives and libertarians who conceived the voucher scheme
began by noting these grave flaws of the public school system. But in their
eagerness for a quick fix, theyoverlooked several equally important
problems.

For there are two other deep flaws with the public school system: one,
it congtitutes a welfare scheme, by which taxpayers are forced to subsidize
and educate other peopl€’s children, particularly the children of the poor.
Second, an inherent ideal of the system is coerciveegalitarian
“democracy,” whereby middle-class kids are forced to rub shoulders with
children of the poor, many of whom are ineducable and some even
criminal.

Third, & a corollary, while all public schools are unneccessary and
replaceable, some arein significantly worse shape than others. In
particular, many public schools in the suburbs are homogeneous enough
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and able enough in their student body, and sufficiently under loca
parental control, to function well enough to satisfy parentsin the district.

As John J. Miller, a voucher advocate, wrote in the Wall Street
Journal: “Most suburbanites—the folks who make up the GOP's rank-
and-file—are happy with ther kids schools systems. Their children
already earn good grades, . . . and gain admission into reputable colleges
and universities. Moreover, suburban affluence grants a measure of
freedom in choosing where to live and thus provides at least some control
over school selection . . . . The last thing these satisfied parents want is an
education revolution.”

It behooves any revolutionaries, educational or other, to consider al
problems and consequences before they start tearing up the socia pea
patch. The voucher revolutionaries, instead of curing problems caused by
public schooling, would make matters immeasurably worse.

Vouchers would greatly extend the welfare system so that middie-class
taxpayers would pay for private as well as public schooling for the poor.
People without children, or parents who homeschool, would have to pay
taxes for both public and private school. On the crucia principle that
control aways follows subsidy, the voucher scheme would extend
government domination from the public schools to the as-yet more or less
independent private schools.

Especialy in regard to the suburbs, the voucher scheme would wreck
the fairly worthwhile existing suburban schools in order to subject them to
anew form of egalitarian forced busing, in which inner-city kids would be
foisted upon the suburban schools. A most unwelcome *“education
revolution.”

Moreover, by fatuously focussing on parental “choice,” the voucher
revolutionaries forget that expanding the “choices’ of poor parents by
giving them more taxpayer money alsorestricts the “choices’ of the
suburban parents and private-school parents from having the sort
of education that they want for their kids. The focus should not be on
abstract “choice,” but onmoney earned. The more money you or your
family earns, the more “choices’ you necessarily have on how to spend
that money.

Furthermore, there is no need for “vouchers’ for particular goods or
services. for education vouchers, food stamps, housing vouchers,
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television vouchers, or what have you. By far the best “voucher,” and the
only voucher needed, is the dollar bill that you earn honestly, and don’t
grab from others, even if they are merely taxpayers.

How in the world did conservatives and libertarians allow themselves
to fall into this trap, where in the name of “political realism” they not only
abandoned their principles of liberty and private property, but also found
themselves expending effort and resources on a hopelessly losing cause?
By taking their eye off the ball, off the central necessity for the rights of
private property. Instead they ran after such seemingly “realistic” goals as
helping the poor and pushing egalitarianism. Vouchers lost big because
people wanted to protect their communities against state depredations. The
voucher advocates got precisely what they deserved.

If the voucher fans are not irredeemably wedded to the welfare state
and egalitarianism, how can they pursue a course that would be “ positive’
and redlistic, and yet aso cleave to their own professed principles of
liberty and property rights? They could: (1) repea regulations onprivate
schools; (2) cut swollen public school budgets; (3) insure strictly local
control of public schools by the parents and taxpayers of the respective
neighborhoods; and (4) cut taxes so people can opt out of public schools.

Let each locality make its own decisions on its schools and let the state
and federal government get out completely. But this also means that the
voucher policy wonks—most of whom reside in D.C., New Y ork, and Los
Angeles—should get out as well, and devote their considerable energies to
fixing up the admittedly horrible public schools in their own
urban backyards.

44
TheWhiskey Rebellion:
A Modd For Our Time?

In recent years, Americans have been subjected to a concerted assault
upon their national symbols, holidays, and anniversaries. Washington’'s
Birthday has been forgotten, and Christopher Columbus has been
denigrated as an evil Euro-White mae, while new and obscure
anniversary celebrations have been foisted upon us. New heroes have been
manufactured to represent “oppressed groups’ and paraded before us for
our titillation.
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There is nothing wrong, however, with the process of uncovering
important and buried facts about our past. In particular, there is one
widespread group of the oppressed that are dill and increasingly
denigrated and scorned: the hapless American taxpayer.

This year is the bicentenary of an important American event: the rising
up of Americantaxpayers to refuse payment of a hated tax: in this case, an
excise tax on whiskey. The Whiskey Rebellion has long been known to
historians, but recent studies have shown that its true nature and
importance have been distorted by friend and foe dike.

The Official View of the Whiskey Rebellion is that four counties of
western Pennsylvaniarefused to pay an excise tax on whiskey that had
been levied by proposal of the Secretary of Treasury Alexander Hamilton
in the Spring of 1791, as pat of his excise tax proposa for
federal assumption of the public debts of the several states.

Western Pennsylvanians failed to pay the tax, this view says, until
protests, demonstrations, and some roughing up of tax collectors in
western Pennsylvania caused President Washington to call up a 13,000-
man army in the summer and fall of 1794 to suppress the insurrection. A
localized but dramatic challenge to federal tax-levying authority had been
met and defeated. The forces of federal law and order were safe.

This Official View turns out to be dead wrong. In the first place, we
must redlize the depth of hatred of Americans for what was called
“internal taxation” (in contrast to an “external tax” such as a tariff).
Internal taxes meant that the hated tax man would be in your face and on
your property, searching, examining your records and your life, and
looting and destroying.

The most hated tax imposed by the British had been the Stamp Tax of
1765, on al internal documents and transactions; if the British had kept
this detested tax, the American Revolution would have occured a decade
earlier, and enjoyed far greater support than it eventually received.

Americans, furthermore, had inherited hatred of the excise tax from the
Britishopposition; for two centuries, excise taxes in Britain, in particular
the hated tax on cider, had provoked riots and demonstrations upholding
the dogan, “liberty, property, and no excise!” To the average American,
the federal government’s assumption of the power to impose excise
taxes did not look very different from the levies of the British crown.
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The main distortion of the Official View of the Whiskey Rebellion was
its aleged confinement to four counties of western Pennsylvania. From
recent research, we now know that no one paid the tax on whiskey
throughout the American “back-country”: that is, the frontier areas of
Maryland, Virginia, North and South Carolina, Georgia, and the entire
state of Kentucky.

President Washington and Secretary Hamilton chose to make a fuss
about WesternPennsylvania precisely because in that region there was
cadre of wesalthy officials who were willing to collect taxes. Such a cadre
did not even exist in the other areas of the American frontier; there was no
fuss or violence against tax collectors in Kentucky and the rest of
the back-country because there was o one willing to be atax collector.

The whiskey tax was particularly hated in the back-country because
whisky productionand distilling were widespread; whiskey was not only a
home product for most farmers, it was often used as a money, as a medium
of exchange for transactions. Furthermore, in keeping with Hamilton's
program, the tax bore more heavily on the smaller distilleries. As a result,
many large distilleries supported the tax as a means of crippling their
smaller and more numerous competitors.

Western Pennsylvania, then, was only the tip of the iceberg. The point
isthat, in al the other back-country areas, the whiskey tax was never paid.
Opposition to the federal excise tax program was one of the causes of the
emerging Democrat-Republican  Party, and of the Jeffersonian
“Revolution” of 1800. Indeed, one of the accomplishments of the first
Jeffersonterm as president was to repeal the entire Federalist excise tax
program. In Kentucky, whiskeytax delinquents only paid up when it was
clear that the tax itself was going to be repealed.

Rather than the whiskey tax rebellion being localized and swiftly put
down, the true storyturns out to be very different. The entire American
back-country was gripped by a nonviolent, civil disobedient refusal to
pay the hated tax on whiskey. No local juries could be found to convict tax
delinquents. The Whiskey Rebellion was actualy widespread and
successful, for it eventually forced the federa government to repeal the
excise tax.

Except during the War of 1812, the federal government never again
dared to impose aninternal excise tax, until the North transformed the
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American Congtitution by centralizing the nation during the War Between
the States. One of the evil fruits of this war was the permanent federa
“sin” tax on liquor and tobacco, to say nothing of the federal income tax,
an abominationand a tyranny even more oppressive than an excise.

Why didn’t previous historians know about this widespread non violent
rebellion? Because both sides engaged in an “open conspiracy” to cover
up the facts. Obvioudly, the rebelsdidn’t want to call alot of attention to
their being in a state of illegality.

Washington, Hamilton, and the Cabinet covered up the extent of the
revolution because they didn’'t want to advertise the extent of their failure.
They knew very well that if they tried to enforce, or send an army into, the
rest of the back-country, they would have failed. Kentucky and perhaps
the other areas would have seceded from the Union then and there. Both
contemporary sides were happy to cover up the truth, and historians fell
for the deception.

The Whiskey Rebellion, then, considered properly, was a victory for
liberty and property rather than for federal taxation. Perhaps this lesson
will inspire a later generation of American taxpayers who are so harried
and downtrodden as to make the whiskey or stamp taxes of old seem like
Paradise.

Note: Those interested in the Whiskey Rebellion should consult
Thomas P. Saughter, The Whiskey Rebellion (New York: Oxford
University Press, 1986); and Steven R. Boyd, ed., The Whiskey Rebellion
(Westport, CT: Greenwood Press, 1985). Professor Slaughter notes
that some of the opponents of the Hamilton excise in Congress charged
that the tax would “let loose aswarm of harpies who, under the
denominations of revenue offices, will range through the country, prying
into every man's house and affairs, and like Macedonia phalanx bear
down all before them.” Soon, the opposition predicted, “the time will
come when a shirt will not be washed without an excise.”

45
Eisnerizing Manassas
Many conservatives and free-marketeers believe that an inherent

conflict exists betweenprofits, free-markets, and “soulless capitalism,”
and money- making on the one hand, as against traditional values, devotion
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to older culture, and historical landmarks on the other. On the one hand,
we have bumptious bourgeoisie devoted only to money; on the other, we
have people who want to conserve a sense of the past.

The latest ideological and political clash between capitalist growth and
development, and old-fogy preservation, is the bitter conflict over the
Manassas battlefield, sacred ground to all who hold in memory the terrible
War Between the States. The Disney Corporation wants to build a 3,000
acre theme park just five miles from the Manassas battlefield.

Disney, backed by the Virginia authorities and *“conservative’
Republican Governor George Allen, hails the new theme park as helping
develop Virginia and “creating jobs,” and also bringing the lessons of
History to the millions of tourists. Virginia aristocrats, historians
gathered together to preserve the American heritage, environmentalists,
and paleoconservatives like Patrick Buchanan are ranged against the
Disney theme park.

Doesn't this show that right-wing social democrats and |eft-libertarians
are right, and that paleoconservatives like Buchanan are only sand in the
wheels of Economic Progress, thatconservatism and free-market
economics are incompatible?

The answer is No. There are soulless free- market economists who only
consider monetary profit, but Austrian School free-marketeers are
definitely not among them. Economic “efficiency” and “economic
growth” are not goods in themselves, nor do they exist for their own sake.
The relevant questions dways are: “efficiency” in pursuit of what, or
whose values? “Growth” for what?

There are two important points to be made about the Disney plan for
Manassas. In the first place, whatever it is, it is in no sense free-market
capitalism or free-market ecoromic devel opment.

Disney is scarcely content to purchase the land and invest in the theme
park. On the contrary, Disney is calling for the state of Virginia to fork
over $163 million in taxpayer money for roads and other “infrastructure”
for the Disney park. Hence, this proposal constitutes not free- market
growth, but state-subsidized growth.

The question then is. why should the taxpayers of Virginia subsidize
the Disney Corporation to the tune of over $160 million? What we are
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seeing here is not free-market growthbut subsidized, state-directed
growth: the opposite of free markets.

The second problem is the content of the park that Virginia taxpayers
are expected to subsidize. When Walt Disney was alive, the Disney output
was overwhelmingly and deliberately charming and wholesome, if
oriented almost exclusively toward kiddies. Since the death of Disney,
however, and its acquisition by the buccaneer Michael Eisner, Disney
content has beenvulgarized, shlockized, and gotten less and less
wholesome.

Moreover, since Manassas is an historical site and the Disney park will
teach history, it isimportant to ask what the taxpayers of Virginia will be
letting themselves in for. The type of history they will subsidize, aas, is
caculated to send a shudder down the spine of al patriotic Virginians.
This history will no longer be in the old Disney tradition; bland, but pro-
American in the best sense. It is going to be debased history, multicultural
history, Politically Correct history.

This sad truth is evident from the identity of the historian who has been
chosen by Disney Corp. to be its mgor consultant on the history to be
taught at the Manassas theme park. He is none other than the notorious
Eric Foner, distinguished Marxist-Leninist historian at
Columbia University, and the country’s most famous Marxist historian of
the Civil War and Reconstruction.

Foner, as might be gathered, is fanatically anti-South and a vicious
smearer of the Southern cause. It was Foner who committed the
unforgivable deed of writing the smear of the late great Mel Bradford as a
“racist” and fascist for daring to be critical of the centralizing despotism of
Abraham Lincoln.

Eric Foner is a member of the notorious Foner family of Marxist
scholars and activists in New York City; one Foner was the head of the
Communist- dominated Fur Workers Union; another the head of the
Communist-dominated Drug and Hospitak Workers Union; and two
were Marxist-Leninist historians, one, Philip S. Foner, the author of
volume of a party-line history of American labor.

Eisnerizing and Fonerizing Manassas has nothing to do, on any level,
with free-market ideology or free-market economic development. This
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impudent statist-project designed to denigrate the South should be
stopped: in the name of conservatism and of genuine free- markets.

Once again, as in the case of the phony “free traders’ pushing for Nafta
and Gatt, it isimportant to look closely at what lies underneath the fair

label of “free markets.” Often, it's something else entirely.
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46
Stocks, Bonds,
And Rule By Fools

The economic acumen of establishment politicians, economists, and the
financial press, never very high at best, has plunged to new lows in recent
years. The state of confusion, self-contradiction, and genera feather-
brainedness has never been so rampant. Almost any event can now be
ascribed to any cause, or to the contradiction of the very cause assigned
the previous week.

If the Fed raises short-term interest rates, the same analyst can say at
one point that this is sure to raise long-term rates very soon, while stating
at another point that it is bound to lower long-term rates. each
contradictory pronouncement being made with the same air of certitude
and absolute authority. It is a wonder that the public doesn’'t dismiss the
entire guild of economists and financial experts (let alone the politicians)
as abunch of fools and charlatans.

In the past year and a half, the usua geyser of pseudo-economic
humbug has accelerated into virtual gibberish by the fervent desire of the
largely Clintonian establishment to put a happy face on every possible
morsel of economic news. Is unemployment up? But that’s good, you
see, because it means that inflation will be less of a menace, which means
that interest rates will fall, which means that unemployment will soon be
faling. And besides, we don't call layoffs “unemployment” any more, we
cal it “downsizing” and that means the economy will get
more productive, soon decreasing unemployment.

In pre-Clinton economics, moreover, it was always considered—nby all
schools of economic thought BAD to increase taxes during a recession.
But Clinton’s huge tax increaseduring a recession was an economic
masterstroke, you see, because this will lower deficits, which in turn will
lower interest rates, which in turn will bring us out of the recession.

What, you say that interest rates have gone up, despite the Clintonian
budget staking much of its forecasts on the assurance that interest rates
will go down? But that’s okay; because, you see, higher interest rates will
check inflation, bringing interest rates down, so we were right all along!
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And so down means up, up means down, and round and round she goes,
and where she stops nobody knows.

Any sane assessment of the current economic situation is made still
more problematic bythe National Bureau of Economic Research’'s self-
proclaimed “scientific’ methodology of dating business cycles, which has
been treated as Holy Writ by the economics profession for the past half-
century. In this schema, there is exclusive concentration on finding the
allegedly precise monthly date of the peak or trough of the business cycle,
to the neglect of what is actually happening between these dates. Once a
“trough” was officially proclaimed for some month in 1992, for example,
every period since has to be an era of “recovery” by definition, even
though the supposed recovery may be only one centimeter less feeble than
the previous “recession.” Inany common sense view, however, the fact
that we might be dightly better off now than at the depth of the recession
scarcely makes the current period a“recovery”.

Let us now try to dispel two of the most common—and most
egregious—economic fallacies of our current epoch. First is the Low
Interest Rate Fetish. It al reminds me of the Cargo Cult that took root in
areas of the South Pacific during World War 1l. The primitive natives
there saw big iron birds come down from the sky and emit U.S. soldiers
replete with food, clothing, radios, and other goodies.

After the war, the U.S. Army left the area, and the old flow of abundant
goodies disappeared. Whereupon the natives, using high-tech methods of
empirical correlation, concluded that if these giant birds could be induced
to return, the eagerly-sought goodies would come back with them. The
natives then constructed papier-mache replicas of birds that would flap
their wings and try to “attract” the large iron birds back to their villages.

In the same way, the British, the French and other countries saw, in the
17th century, that the Dutch were by far the most prosperous country in
Europe. In casting around for the alleged cause of Dutch prosperity, the
English concluded that the reason must be the lower interest ratesthat the
Dutch enjoyed. Yet, many more plausible causal theories for Dutch
prosperity could have been offered: fewer controls, freer markets, and
lower taxes.

Low interest rates were merely a symptom of that prosperity, not the
cause. But many English theorists, enchanted to have found the alleged
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causal chain called for creating prosperity by forcing down the rate of
interest by government action: either by pushing down the interest rate
below the “natural” or free market rate, determined by the rate of time
preference. But bringing down the interest rate by government coercion
lowers it below the true, “time preference” rate, thereby causing vast
dislocations and distortions on the market.

The other point that should be made is the total amnesia of the financial
press. In the old days, before World War 11, one halmark of a “recession’
was the fact that prices were faling, aswell as production and
employment. And yet, in every recesson since World War I,
prices, especially consumer goods prices, have been rising.

In short, in the permanent post-World War 1 inflation attendant on the
shift from a gold standard to fiat paper money, we have suffered through
several “inflationary recessions,” wherewe get hit by both inflation and
recession at the same time, suffering the worst of both worlds. And yet,
while consumer prices, or the “cost of living,” has not fallen for a half-
century, the overriding fact of inflationary recession has been poured
down the Orwellian “memory hole,” and everyone duly heaves a sigh of
relief when inflation accelerates because “at least we won't have a
recession,” or when unemployment increases that “at least there is no
threat of inflation.” And in the meanwhile inflation has become
permanent.

And yet everyone still acts asif the Keynesian hokum of the “inflation
unemployment tradeoff” (the so-called “Phillips curve’) is a valid and
self-evident insight. When will people realize that this “tradeoff” is about
as correct as the forecast that the Soviet Union and the United States
would have the same gross national product and standard of living by
1984. If we look, for example, at the benighted countries that suffer from
the ravages of hyper-inflation (Russia, Brazil, Poland) they, at the same,
time suffer from loss of production and unemployment; while, on the other
hand, countries with almost zero inflation, such as Switzerland, also enjoy
close to zero unemployment.

Finaly, to sum up our current macroeconomic situation: During the
1980s, the Federal Reserve embarked on a decade of inflationary bank
credit expansion, an expansion fueled by credit inflation of the Savings &
Loans. The fact that prices only rose moderately was just as irrelevant as a
similar situation during the inflationary boom of the 1920s. At the end of
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the 1980s, as at the end of the 1920s, the American—and the world—
economy paid a heavy price ina lengthy recession that burst the “bubble’
of the inflationary boom, that liquidated unsound investments, lowered
industrial  commodity prices, and, in particular, ravaged the redl
estate market that had been the mgor focus of the boom in the United
States.

To try to get out of this recession, the Fed inflated bank reserves and
pushed down short-term interest rates still further: with resulting bank
credit expanding not so much the real industrial economy, which stayed
pretty much depressed, but generating instead an artificia boom in the
stock and bond markets. The stock and bond price boom of the last year or
two hasclearly been so out-of-line with current earnings that one of two
things had to happen: either aspectacular recovery in the real world of
industry to warrant the higher stock prices; or a collapse of the swollen
financial markets.

For those of us skeptical about any magical economic recovery in the
near future, and critical, too, of the feasibility of any permanent lowering
by government manipulation of the rateof interest below the time-
preference rate, a sharp stock and bond price decline was, and continues to
be, in the cards.

a7

The Salomon Brothers
Scandal

Financial scandals are juicy, dramatic, and fun, especially when they
bring down sucharrogant and aggressive social lions as Salomon Brothers
head, John Gutfreund and his crew. And even more so when they elevate,
as the rugged Nebraskan in the white hat riding in to Wall Street to try to
save the day, Mr. Integrity, billionaire Warren Buffett (coincidentaly,
theson of my old friend, the staunch libertarian and pro-gold
Congressman, the late Howard Buffett). But when we have stopped
exhilarating in Mr. Gutfreund's grievous fall, we might ponder the matter
abit more deeply.

In the first place, what did Salomon Brothers do that merits al the
firings and the stripping of epaulets from the shoulders of the top Salomon
executives? That they finagled a bit to get around rules on maximum share
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of government bond issues, doesn’'t seem to merit all this hysteria. Why
should Salomon have cleaved solemnly to rules that make no sense
whatever? But Salomon might have cornered the market temporarily on
some new Tressury issues? So what? Why shouldn’t they make some
money at the expense of competitors?

The only thing clearly beyond the pale done by Salomon Brothers was
to sign itscustomers names to bond orders without their knowledge or
consent. That, surely, was fraud and merits censure; but, again, it needs to
be pointed out that such chicanery would not even have been considered
were it not to evade the silly maximum purchase regulations imposed by
the Treasury.

If much too much is being made of Salomon’s bit of hanky-panky, does
this mean that nothing is wrong on the government bond market? Quite
the contrary. This fuss was made possible by a much more deeply-rooted
scandal which no one has denounced: the fact that the U.S. Treasury has,
for decades, conferred special privilege upon a handful of government
bond dealers, whom it has picked out of the pack and designated as
“primary dealers.” Then, instead of selling its new bond issues at auction
in the open market, the Treasury sells the great bulk ofthem to tese
primary dealers, who in turn resell them to the rest of the market.

In the meanwhile, there is cozy and continuing conferring by the
Treasury with these privileged big bond-dealers, who are grouped together
in an influential lobbying cartel called the Public Securities Association
(once named the Primary Dealers Association).

The Treasury, of course, claims that it is more efficient to deal with
these designated primary dealers, and it can thus finance its bond issues
more cheaply. But surely the cozy closed partnership and the conflicts of
interest it conjures up, more than makes up for the alleged benefit by
bathing the entire proceedings in what looks very much like cartel
privilege. The small group of large dealers benefits at the expense of their
smaller competitors.

Moreover, the problem in the government bond market is even deeper.
Once a small and relatively insignificant part of the capita market, the
Treasury bond market now looms massively, casting its blight on all credit
and capital. The total U.S. public debt now amounts to $3.61 trillion, of
which no less than $117 billion of securities changes hands every day. But
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aflourishing government bond market means a market starved for private
capital and credit; it means that increasingly, private savings are being
siphoned away from productive investmentsand into the rathole of
wasteful and counter-productive government expenditures.

It is doubtful, therefore, whether we really want a smoothly running
and efficient government bond market. On the contrary, a government
bond market in difficulty is a market where less of our savings is poured
down arathole, and more is channeled into productive investment that will
raise our living standards.

We need, in fact, to do some long, hard thinking about the blight of
government debt onour capital markets. Wouldn't it be better if such debt
were to disappear altogether? One beneficia reform would be to return to
the route of Britain in the 19th century, where much government debt was
due not in six months, or five years, or twenty-years, but was
permanent debt, or “consols,” that never came due at all.

The permanent consol paid perpetual interest, and was never contracted
to pay itsprincipa. If the British government wanted to reduce the public
debt, it could use its fiscal surplus to buy back and cancel some of the
consols. Replacing our current debt with consolswould mean that the
government would not have to keep coming back to the bond
market, redeem principal, and refloat the debt; the crowding out of private
credit and investment would be far smaller. Of course, the government
would then have to pay higher interest since the principal would never be
redeemed; but that would be a small price to pay for lifting so much of the
debt burden from the capital markets.

Alternatively, and more radically, we could even ponder the old drastic
Jeffersoniansolution: simply repudiating the debt, and writing it off the
books. Undoubtedly, repudiation would be a severe blow to American
bondholders; on the other hand, think of the burden that would be lifted
from U.S. taxpayersl Think of the spur to savings and
productive investment! It might be replied, however, that, upon such a
stark declaration of bad faith and bankruptcy, no one would lend money to
the Treasury for a long time thereafter. But wouldn't this be a blessing?
Surely a world where people refuse, for one reason or another, to trust
or invest in the operations of government, would be a world happily
inocul ated against the temptations of statism.
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Congress, in its wisdom, is trying to decide whether the Salomon
Brothers scandal merits more severe regulation of the bond market. It
should look first, however, to removing government privilege, from that
market, such as the primary deders cartel and the vast scope of the
government bond market. As in other parts of the economy, and as in the
Communist countries seeking freedom, the best course for government, far
from coining new plans and regulations, would be to get itself out of the
way, as quickly as possible. Once again, the best way for government to
benefit the economy is to disappear.

48
Nine Myths
About The Crash

Ever since Black, or Meltdown, Monday October 19, 1987, the public
has been deluged with irrelevant and contradictory explanations and
advice from politicians, economists, financiers, and assorted pundits. Let’s
try to sort out and rebut some of the nonsense about the nature, causes, and
remedies for the crash.

Myth 1. It wasnot a crash, but a*“ correction.”

Rubbish. The market was in a virtual crash state since it started turning
down sharply from its al-time peak at the end of August. Meltdown
Monday simply put the seal on acontraction process that had gone on
since early September.

Myth 2:  The crash occurred because stock prices had been
“overvalued,” and now the overvaluation has been cured.

This adds a philosophical fallacy to Myth 1. To say that stock prices
fell because they had been overvalued is equivalent to the age-old fallacy
of “explaining” why opium puts people to sleep by saying that it “has
dormitive power.” A definition has been magically transmuted into
a”cause.” By definition, if stock prices fal, this means that they had been
previousy overvalued. So what? This “explanation” tells you nothing
about why they were overvalued or whether or notthey are “over” or
“under” valued now, or what in the world is going to happen next.

Myth 3:  The crash came about because of computer trading, which
inassociation with stock index futures, has made the stock market more
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volatile. Therefore either computer trading or stock index futures or both,
should be restricted/outlawed.

This is a variant of the scapegoat term “computer error” employed to
get “people errors’ off the hook. It is also a variant of the old Luddite
fallacy of blaming modern technology for human error and taking a
crowbar to wreck the new machines. People trade, and people
program computers. Empirically, moreover, the “tape” was hours behind
the action on Black Monday, and so computers played a minimal role.
Stock index futures are an excellent new way for investorsto hedge
against stock price changes, and should be welcomed instead of fastened
on—hy its competitors in the old-line exchanges—to be tagged as the fall
guy for the crash. Blaming futures or computer trading is like shooting the
messenger—the markets that brings bad financia news. The acme of this
reaction was the threat—and sometimes the reality—of forcibly shutting
downthe exchanges in a pitiful and futile attempt to hold back the news
by destroying it. The Hong Kong exchange closed down for a week to try
to stem the crash and, when it reopened, found that the ensuing crash was
far worse as a result.

Myth 4: A major cause of the crash was the big trade deficit in the
u.s

Nonsense. There is nothing wrong with a trade deficit. In fact, there is
no payment deficitat al. If U.S. imports are greater than exports, they
must be paid for somehow, and the way theyare paid is that foreigners
invest in dollars, so that there is a capita inflow into the U.S. In that way,
a big trade deficit results in a zero payment deficit.

Foreigners had been investing heavily in dollars—in Treasury deficits,
in rea estate, factories, etc. for severa years, and that’s a good thing, since
it erables Americans to enjoy ahigher-valued dollar (and consequently
cheaper imports) than would otherwise be the case.

But, say the advocates of Myth 4, the terrible thing is that the U.S. has,
in recent years, become a debtor instead of a creditor nation. So what’s
wrong with that? The United States was in the same way a debtor nation
from the beginning of the republic until World War 1, and this was
accompanied by the largest rate of economic and industrial growth and of
rising living standards, in the history of mankind.
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Myth 5.  The budget deficit is a major cause of the crash, and we
must work hard to reduce that deficit, either by cutting government
spending or by raising taxes or both.

The budget deficit is most unfortunate, and causes economic problems,
but the stock market crash was not one of them. Just because something is
bad policy doesn’'t mean that all economic ills are caused by it. Basically,
the budget deficit is as irrelevant to the crash, as the even larger deficit
was irredlevant to the pre-September 1987 stock market boom. Raising
taxes is now the favorite crash remedy of both libera and conservative
Keynesians. Here, one of the few good points in the original, or
“classical,” Keynesian view has been curioudy forgotten. How inthe
world can one cure a crash (or the coming recession), by raising taxes?

Raising taxes will clearly level a damaging blow to an economy
already reeling from the crash. Increasing taxes to cure a crash was one of
the major policies of the unlamented programof Herbert Hoover. Are we
longing for a replay? The idea that a tax increase would “reassure’ the
market is straight out of Cloud Cuckoo-land.

Myth 6;  The budget should be cut, but not by much, because much
lower government spending would precipitate a recession.

Unfortunately, the way things are, we don’t have to worry about a big
cut in government spending. Such a cut would be marvelous, not only for
its own sake, but because a dlash in thebudget would reduce the
unproductive boondoggles of government spending, and therefore tip the
socia proportion of saving to consumption toward more saving and
investment.

More saving and investment in relation to consumption is an Austrian
remedy for easinga recession, and reducing the amount of corrective
liquidation that the recession has to perform, in order to correct the
malinvestments of the boom caused by the inflationary expansion of
bank credit.

Myth 7. What we need to offset the crash and stave off a recession
is lots of monetary inflation (called by the euphemistic term “ liquidity” )
and lower interest rates. Fed chairman Alan Greenspan did exactly
theright thing by pumping in reserves right after the crash,
and announcing that the Fed would assure plenty of liquidity for
banksand for the entire marke and the whole economy. (A position
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taken by every single variant of the conventional economic wisdom,
from Keynesians to ‘ free marketeers.’)

In this way, Greenspan and the federal government have proposed to
cure the disease—the crash and future recession—by pouring into the
economy more of the very virus (inflationary credit expansion) that caused
the disease in the first place. Only in Cloud Cuckoo-land, to repest, is the
cure for inflation, more inflation. To put it smply: the reason for the crash
was the credit boom generated by the double-digit monetary expansion
engineered by the Fed in the last severa years. For a few years, as aways
happens in Phase | of aninflation, prices went up less than the monetary
inflation. This, the typical euphoric phase of inflation, was the “Reagan
miracle” of cheap and abundant money, accompanied by moderate price
increases.

By 1986, the main factors that had offset the monetary inflation and
kept prices relatively low (the unusually high dollar and the OPEC
collapse) had worked their way through the price system and disappeared.
The next inevitable step was the return and acceleration of price inflation;
inflation rose from about 1% in 1986 to about 5 % in 1987.

As a result, with the market sensitive to and expecting eventua
reacceleration of inflation, interest rates began to rise sharply in 1987.
Once interest rates rose (which had little or nothing to do with the budget
deficit), a stock market crash was inevitable. The previous stock market
boom had been built on the shaky foundation of the low interest rates from
1982 on.

Myth 8.  The crash was precipitated by the Fed's unwise tight
money policy from April 1987 onward, after which the money supply was
flat until the crash.

There is a point here, but a totally distorted one. A flat money supply
for six months probably made a coming recession inevitable, and added to
the stock market crash. But that tight money was a good thing
nevertheless. No other school of economic thought but the
Austrian understands that once an inflationary bank credit boom has been
launched, a corrective recessionis inevitable, and that the sooner it comes,
the better.

The sooner a recession comes, the fewer the unsound investments that
the recession hasto liquidate, and the sooner the recession will be over.
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The important point about a recession is for the government not to
interfere, not to inflate, not to regulate, and to allow the recession to work
its curative way as quickly as possible. Interfering with the recession,
ether by inflating or regulating, can only prolong the recession and make
it worse, as in the 1930s. And yet the pundits, the economists of all
schoals, the politicians of both parties, rush heedless into the agreed-upon
policies of: Inflate and Regulate.

Myth 9.  Before the crash, the main danger was inflation, and the
Fed wasright to tighten credit. But since the crash, we have to shift
gears, because recession is the major enemy, and therefore the Fed has
toinflate, at least until price inflation accelerates rapidly.

This entire analysis, permeating the media and the Establishment,
assumes that the great fact and the great lesson of the 1970s, and of the
last two big recessions, never happened: i.e., inflationary recession. The
1970s have gone down the Orwellian memory hole, and the Establishment
is back, once again, spouting the Keynesian Phillips Curve, perhaps the
greatest single and most absurd error in modern economics.

The Phillips Curve assumes that the choice is aways either more
recesson and unemployment, or more inflation. In redlity, the Phillips
Curve, if one wishes to speak in thoseterms, is in reverse: the choice is
either more inflation and bigger recession, or none of either. The looming
danger is another inflationary recession, and the Greenspan reaction
indicates that it will be a whopper.

49
Michad R. Milken
Vs. The Power Elite

Quick: what do the following world-famous men have in common:
John Kenneth Galbraith, Donald J. Trump, and David Rockefeller? What
values could possibly be shared by the socialist economist who got rich by
writing best- selling volumes denouncing affluence; the billionaire
wheeler-dealer; and the fabulous head of the financially and politically
powerful Rockefeller World Empire?

Would you believe: hatred of making money and of “capitalist greed?’
Yes, a least whenit comes to making money by one particular man, the
Wall Street bond specialist Michael R. Milken. In an article in which the
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August New York Times was moved to drop itscherished veil of
objectivity and shout in its headline, “Wages Even Wal St. Can't
Stomach” (April 3, 1989), these three gentlemen each weighed in against
the $550 million earned by Mr. Milken in 1987. Gailbraith, of course, was
Galbraith, denouncing the “process of financial aberration” under modern
American capitalism.

More interesting were billionaires Trump and Rockefeller. Speaking
from his own lofty financial perch, Donald Trump unctuously declared of
Milken's salary, “you can be happy on alot less money,” going on to
express his “amazement” that his former employers, the Wall Street firm
of Drexel Burnham Lambert “would allow someone to benefit that
greatly.” Wéll, it should be easy enough to clear up Mr. Trump’s alleged
befuddlement. We would use economic jargonand say that the payment
was justified by Mr. Milken's “margina value product” to the firm,
or simply say that Milken was clearly worth it, otherwise Drexel Burnham
would not have happily continued the arrangement from 1975 until this
year.

In fact, Mr. Milken was worth it because he has been an extraordinarily
creative financial innovator. During the 1960s, the existing corporate
power €lite, often running their corporations inefficiently—an elite
virtualy headed by David Rockefeller—saw their positions threatened
by takeover bids, in which outside financial interests bid for stockholder
support against their own inept managerial elites.

The exiting corporate dlites turned—as usua—for aid and bailout to
the federal government, which obligingly passed the Williams Act (named
for the New Jersey Senator who was later sent to jail in the Abscam affair)
in 1967. Before the Williams Act, takeover bids could occur quickly and
slently, with little hassle. The 1967 Act, however, gravely crippled
takeover bids by decreeing that if a financial group amassed more than 5
% of the stock of a corporation, it would have to stop, publicly announce
its intent to arrange a takeover bid, and then wait for acertain time period
before it could proceed on its plans. What Milken did was to resurrect
and make flourish the takeover bid concept through the issue of highyield
bonds (the “leveraged buy-out”).

The new takeover process enraged the Rockefeller-type corporate €elite,
and enriched bothMr. Milken and his employers, who had the sound
business sense to hire Milken on commission, and to keep the commission
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going despite the wrath of the establishment. In the process
Drexel Burnham grew from a small, third-tier investment firm to one of
the giants of Wall Street.

The establishment was bitter for many reasons. The big banks who
were tied in with the existing, inefficient corporate elites, found that the
upstart takeover groups could make an end run around the banks by
floating highyield bonds on the open market. The competition
also proved inconvenient for firms who issue and trade in blue-chip, but
low-yield, bonds; these firms soon persuaded their alies in the
establishment media to sneeringly refer to their high-yield competition as
“junk” bonds.

People like Michael Milken perform a vitally important economic
function for the economy and for consumers, in addition to profiting
themselves. One would think that economists and writers allegedly in
favor of the free market would readily grasp this fact. In this case, such
entrepreneurs aid the process of shifting the ownership and control of
capital from inefficient to more efficient and productive hands—a process
which is great for everyone, except, of course, for the inefficient Old
Guard elites whose proclaimed devotion to the free markets does not stop
them from using the coercion of the federal government to try to resist or
crushtheir efficient competitors.

We should also examine the evident hypocrisy of left-liberals like
Galbraith, who, ever since the 1932 book by Adolf Berle and Gardiner
Means, The Modern Corporation and PrivateProperty, have been
weeping crocodile tears over the plight of the poor stockholders, who
have been deprived of control of their corporation by a powerful
managerial elite, responsible neither to consumers nor stockholders. These
liberds have long maintained that if only this stockholder- controlled
capitalism could be restored, they would no longer favor socialism or
stringent government control of business and the economy.

The Berle-Means thesis was always absurdly overwrought, but to the
extent it wascorrect, one would think that left-liberals would have
welcomed takeover bids, leveraged buyouts, and Michael Milken with
cheers and huzzahs. For here, at last, was an easy way for stockholders to
take the control of their corporations into their own hands, and kick
out inefficient or corrupt management that reduced their profits. Did
liberals in fact welcome the new financial system ushered in by Milken
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and others? As we all know, quite the contrary; they furiously denounced
these upstarts as exemplars of terrible “ capitalist greed.”

David Rockefeller's quotation about Milken is remarkably revealing:
“Such anextraordinary income inevitably raises questions as to whether
there isn't something unbalanced in the way our financial system is
working.” How does Rockefeller have the brass to denounce high
incomes? Ludwig von Mises solved the question years ago by pointing out
that men of great inherited wealth, men who get their income from capital
or capital gains, have favored the progressive income tax, because they
don’'t want new competitors rising up who make their money on personal
wage or saary incomes. People like Rockefeller or Trump are not
appalled, quite obvioudly, at high incomes per se; what appalls them is
making money the old-fashioned way, i.e., by high persona wages or
salaries. In other words, through labor income.

And yes, Mr. Rockefdler, this whole Milken affair, in fact, the entire
reign of terror thatthe Department of Justice and the Securities and
Exchange Commission have been conducting for the last several years in
Wall Street, raises a lot of questions about the workings of our political as
well as our financia system. It raises grave questions about the imbalance
of political power enjoyed by our existing financial and corporate elites,
power that can persuade the coercive arm of the federal government to
repress, cripple, and even jail people whose only "crime’ is to make
money by facilitating the transfer of capital from less to more efficient
hands. When creative and productive businessmen are harassed and jailed
while rapists, muggers, and murderers go free, there is something very
wrong indeed.

50
Panic On Wall Street

There is a veritable Reign of Terror rampant in the United States—and
everyone' s cheering. “They should lock those guys up and throw away the
key. Nothing is bad enough forthem,” says the marin-the-street.
Distinguished men are literaly being dragged from their plushoffices in
manacles. Indictmerts are being handed down en masse, and punishments,
including jail terms, are severe. The most notorious of these men (a) was
forced to wire up and inform onhis colleagues; (b) was fined $100
million; (c) was barred from his occupation for life; and (d) faces a
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possibility of five yearsin prison. The press, amost to a man, deplored the
excessive lightness of this treatment.

Who are these vicious criminals? Mass murderers? Rapists? Soviet
spies? Terrorists bombing restaurants or kidnaping innocent people? No,
far worse than these, apparently. These dangerous, sinister men have
committed the high crime of “insider trading.” As one knowledgeable
lawyer explained to the New York Times: “Put yourself in the role of a
young investment banker who sees one of your mentors led away by
Federal marshals. It will have avery powerful effect on you and perhaps
make you realize that insider trading is just as serious as armed robbery as
far as the government is concerned.”

This attorney’s statement is grotesque enough, but it actualy
understates the case. Armed robbers are usually coddled by our judicial
system. Columnists and social workers worry about their deprived
backgrounds as youths, the friction between their parents, their lack of
supervised playgrounds as children, and al the rest. And they are let off
with a few months probation to rob or mug again. But no one worries
about the broken homes that may have spawned investment bankers and
inside traders, and no social workers are there to hold their hands. They
receive the full might of the law, and are sent straight to jail without
stopping at “Go.”

A mgjor difference between the “crime” of insider trading and the other
crimes is that insider trading is a “crime” with no victims. What is this
dread inside trading? Very smply, it is using superior knowledge to make
profits on stock (or other) markets. A terrible thing? But this, after dl, is
what entrepreneurship and the free-enterprise system is al aboui.

We live in aworld of risk and uncertainty, and in that world, the more
able and knowledgeable entrepreneurs make profits, while ignorant
entrepreneurs suffer losses and eventually get out of business altogether.
This is what happens, not only in the financial markets, but in business in
genera. The assumption of risk by businessmen, seeking profits and
hoping toavoid losses, is a voluntary assumption by businessmen
themselves. Not only is this process the essence of the free market, but the
market, by rewarding able and farsighted men and “punishing” the
ignorant and short-sighted, places capital resources into the hands of the
most knowledgeable and efficient, and thereby improves the workings of
the entire economic system.
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And yet there are no victims of inside trading as there are in robbery or
murder. Suppose that A holds 1,000 shares of XYZ Co. stock, and wants
to sall those shares. B has “inside knowledge” that XY Z will soon merge
with Arbus Corp., with expected increase in value per share. B steps in
and buys the 1,000 shares for $50 apiece; B, let us say, is right, the merger
issoon announced, and the XYZ shares rise to $75 apiece. B sdlls and
makes $25 per share, or $25,000 profit. B has profited from his inside
knowledge. But has A been victimized? Certainly not, because if there had
been no inside knowledge at al, A would till have sold his shares
for $50.

The only difference is that someone else, say C, would have bought the
shares, and made the $25,000 profit. The difference, of course, is that B
would have made the profits as aknowledgeable investor, whereas C
would have been smply lucky. But isn't it better for the economy to have
capital resources owned by the knowledgeable and far-sighted rather
than merely by the lucky? And, further, the point is that A hasn't been
deprived of a dime by B’sinside knowledge.

There is, in short, nothing wrong and everything right with inside
trading. If anything, inside traders should be hailed as heroes of the free
market instead of being apprehended in chains.

But, you say, it is “unfair” for some men to know more than others, and
actually to profit by that knowledge. But what kind of a world-view dubs
it “unfair” for some men to know more than others? It is the world- view of
the egalitarian, who believes that any kind of superiority of one person
over another—in ability, or knowledge, or income, or weath—
issomehow “unfair.” But men are not ants or bees or robots; each
individual is unique and different from others, and ability, talent, and
wealth will therefore differ. That is the glory of the humanrace, to be
admired and protected rather than destroyed, for in such destruction will
perish human freedom and civilization itself.

There is another critical aspect to the current Reign of Terror over Wall
Street. Freedomof speech, and the right of privacy, particularly cherished
possessions of man, have disappeared. Wall Streeters are literally afraid to
talk to one another, because muttering over a martini that "Hey, Jm, it
looks like XYZ will merge,” or even, “Arbus is coming out soon with a
hot new product,” might well mean indictment, heavy fines, and jail terms.
And where are the intrepid guardians of the First Amendment in al this?
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But of course, it is literally impossible to stamp out insider trading, or
Wall Streeters talking to another, just as even the Soviet Union, with al its
awesome powers of enforcement, has been unable to stamp out dissent or
“black (free) market” currency trading. But what the outlawry of insider
trading (or of “currency smuggling,” the latest investment barker offense
to be indicted) does is to give the federal government a hunting license to
go after any person or firm who may be out of power in the financia-
political struggles among our power elites. (Just asoutlawing food would
give a hunting license to get after people out of power who are
caught eating.) It is surely no accident that the indictments have been
centered in groups of investment bankers who are now out of power.

Specifically, the redlities are that, since last November, firms such as
Drexel Burnham Lambert; Kidder Peabody; and Goldman Sachs; have
been under savage assault by the federal government. It is no accident that
these are precisely the firms who have been financing takeover bids,
which have benefited stockholders at the expense of inefficient, old-line
corporate managerial elites. The federal crackdown on these and allied
firms is the old-line corporate way of striking back. And looking on, the
American public, blinded by envy of the intelligent and the wealthy, and
by destructive egalitarian notions of “fairness,” cheer to the rafters.

51
Government—Business
“Partnerships’

The “partnership of government and business’ is a new term for an old,
old condition. We often fail to realize that the point of much of Big
Government is precisely to set up such”partnerships,” for the benefit of
both government and business, or rather, of certain business firms and
groups that happen to be in political favor.

We all know, for example, that “mercantilism,” the economic system of
Western Europe from the sixteenth through the eighteenth centuries, was a
system of Big Government, of hightaxes, large bureaucracy, and massive
controls of trade and industry. But what we tend to ignoreis that the point
of many of these controls was to tax and restrict consumers and most
merchants and manufacturers in order to grant monopolies, cartels, and
subsides to favored groups.
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The king of England, for example, might confer upon John Jones a
monopoly of the production of sale of al playing cards, or of slt, in the
kingdom. This would mean that anyone else trying to produce cards or salt
in competition with Jones would be an outlaw, that is, in effect, would be
shot in order to preserve Jones' s monopoly.

Jones either received this grant of monopoly because he was a
particular favorite or, say, a cousin, of the king, or because he paid for a
certain number of years for the monopoly grant by giving the king what
was in effect the discounted sum of expected future returns from
that privilege. Kings in that early modern period, as in the case of al
governments in any and al times, were chronically short of money, and
the sale of monopoly privilege was a favorite form of raising funds.

A common form of sale of privilege, especialy hated by the public,
was “tax farming.” Here, the king would, in effect, “privatize’ the
collection of taxes by selling, “farming out,” the right to collect taxes in
the kingdom for a given number of years. Think about it: how would
we like it if, for example, the federal government abandoned the IRS, and
sold, or farmed out, the right to collect income taxes for a certain number
of years to, say, IBM or General Dynamics? Do we want taxes to be
collected with the efficiency of private enterprise?

Considering that IBM or Genera Dynamics would have paid
handsomely in advance for the privilege, these firms would have the
economic incentive to be ruthless in collecting taxes. Can you imagine
how much we would hate these corporations? We then have an idea of
how much the general public hated the tax farmers, who did not even
enjoy the mystique of sovereignty or kingship in the minds of the masses.

In our enthusiasms for privatization, by the way, we should stop and
think whether wewould want certain government functions to be
privatized, and conducted efficiently. Would it really have been better, for
example, if the Nazis had farmed out Auschwitz or Belsen to Krupp or
|.G. Farben?

The United States began as a far freer country than any in Europe; for
we began in rebellion against the controls, monopoly privileges, and taxes
of mercantilist Britain. Unfortunately, we started catching up to Europe
during the Civil War. During that terrible fratricidal conflict, the Lincoln
administration, seeing that the Democratic party in Congress
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wasdecimated by the secession of the Southern states, seized the
opportunity to push the program of statism and Big Government that the
Republican Party, and its predecessor, the Whigs, had long cherished.

For we must redlize that the Democratic party, throughout the
nineteenth century, was the party of laissezfaire, the party of separation of
the government, and especially the federal government, from the economy
and from virtually everything else. The Whig-Republican party was the
party of the “American System,” of the partnership of government and
business.

Under cover of the Civil War, then, the Lincoln Administration pushed
through the following radical economic changes. a high protective tariff
on imports; high federal excise taxeson liquor and tobacco (which they
regarded as “Sin taxes’); massive subsidies to newly established
transcontinental railroads, in money per mile of construction and in
enormous grantsof land all this fueled by a system of naked corruption;
federal income tax; the abolition of the gold standard an the issue of
irredeemable fiat money (“greenbacks’) to pay for the war effort; and a
guasi- nationalization of the previous relatively free banking system, in the
form of the Nationa Banking System established in acts of 1863 and
1864.

In this way, the system of minimal government, free trade, no excise
taxes, a gold standard, and more or less free banking of the 1840s and
1850s was replaced by its opposite. And these changes were largely
permanent. The tariffs and excise taxes remained; the orgy of subsidies to
uneconomic and overbuilt transcontinental railroads was ended only with
their collapse in the Panic of 1873, but the effects lingered on in the
secular decline of the railroads during the 20th century. It took a Supreme
Court decision to declare the income tax unconstitutional (later reversed
by the 16th Amendment); it took fourteen years after the end of the war to
return to the gold standard.

And we were never able to shed the Nationa Banking System, in
which a few “national banks’ chartered by the federal government were
the only banks permitted to issue notes. All the private, state-charted
banks, had to keep deposited with the national banks permitting them
to pyramid inflationary credit on top of those national banks. The national
banks kept their reservesin government bonds, which they inflated on top
of.
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The chief architect of this system was Jay Cooke, long-time financial
patron of the corrupt career of Republican Ohio politician Salmon P.
Chase. When Chase became Secretary of the Treasury under Lincoln, he
promptly appointed his patron Cooke monopoly underwriter of
al government bonds issued during the war. Cook, who became a multi-
millionaire investment banker from this monopoly grant and became
dubbed “the Tycoon,” added greatly to his boodle by lobbying for the
National Banking Act, which provided a built-in market for his bonds,
since the national banks could inflate credit by multiple amounts on top of
the bonds.

The National Banking Act, by design, was a halfway house to centra
banking, and by the time of the Progressive Era after the turn of the
twentieth century, the failings of the system enabled the establishment to
push through the Federal Reserve System as part of the general system of
neo- mercantilism, cartelization, and partnership of government and
industry, imposed in that period. The Progressive Era, from 1900 through
World War 1, reimposed the income tax, federal, state, and local
government regulations and cartels, central banking, and findly a
totally collectivist “partnership” economy during the war. The stage was
set for the statist system weknow all too well.

The Bush administration carried on the old Republican tradition: still
raising taxes, inflating, pushing a system of fiat paper money, expanding
controls over and through the Federa Reserve System, and maneuvering
to extend inflationary and regulatory controls still  further
over international currencies and goods.

The northeastern Republican establishment is still  cartelizing,
controlling, regulating, handing out contracts to business favorites, and
bailing out beloved crooks and losers. It is till playing the old
“partnership” game—and still, of course, at our expense.

52
Airport Congestion:
A Case Of Market Failure?
The press touted it as yet another chapter in the unending success story

of "government-business cooperation.” The traditiona tale isthat a glaring
problem arises, caused by the unchecked and selfish actions of capitalist
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greed. And that then a wise and far-sighted government agency, seeing
deeply and having only the public interest at heart, steps in and corrects
the failure, its sage regulations gently but firmly bending private actions to
the common good.

The latest chapter began in the summer of 1984, when it came to light
that the public wassuffering under a 73 % increase in the number of
delayed flights compared to the previous year. To the Federal Aviation
Agency (FAA) and other agencies of government, the villain of the
piecewas clear. Its own imposed quotas on the number of flights at the
nation's airports had been lifted at the beginning of the year, and, in
response to this deregulation, the short-sighted airlines, eachpursuing its
own profits, over-scheduled their flights in the highly remunerative peak
hours of the day. The congestion and delays occurred at these hours,
largely at the biggest and most used airports. The FAA soon made it clear
that it was prepared to impose detailed, minute-by- minute maximum limits
on takeoffs and landings at exch airport, and threatened to do so if the
airlines themselves did not come up with an acceptable plan. Under this
bludgeoning, the airlines came up with a “voluntary” plan that was duly
approved at the end of October, a plan that imposed maximum quotas of
flights a the peak hours. Government-business cooperation had
supposedly triumphed once more.

The read saga, however, is considerably less cheering. From the
beginning of the airline industry until 1978, the Civil Aeronautics Board
(CAB) imposed a coerced cartelization on the industry, parcelling out
routes to favored airlines, and severely limiting competition, and
keeping fares far above the free-market price. Largely due to the efforts of
CAB chairman and economist Alfred E. Kahn, the Airline Deregulation
Act was passed in 1978, deregulating routes, flights, and prices, and
abolishing the CAB at the end of 1984.

What has really happened is that the FAA, previoudy limited to safety
regulation and the nationalization of air traffic control services, has since
then moved in to take up the torch of cartelization lost by the CAB. When
President Reagan fired the air-traffic controllers during the PATCO strike
in 1981, a little-heralded consequence was that the FAA stepped in to
impose coerced maximum flights at the various airports, all in the name of
rationing scarce air-traffic control services. An end of the PATCO crisis
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led the FAA to remove the controls in early 1984, but now here they are
more than back again as aresult of the congestion.

Furthermore, the quotas are now in force at the six top airports,
Leading the parade incalling for the controls was Eastern Airlines, whose
services using Kennedy and LaGuardia airports have, in recent years, been
outcompeted by scrappy new People’'s Express, whose operations have
vaulted Newark Airport from a virtual ghost airport to one of the top six
(dongwith LaGuardia, Kennedy, Denver, Atlantay, and O'Hare at
Chicago). In imposing the ”voluntary” quotas, it does not seem accidental
that the peak hour flights at Newark Airport weredrasticaly reduced
(from 100 to 68), while the LaGuardia and Kennedy peak hour flights
were actually increased.

But, in any case, was the peak hour congestion a case of market failure?
Whenever economists see a shortage, they are trained to look immediately
for the maximum price control below the free-market price. And sure
enough, this is what has happened. We must realize that all commercial
airports in this country are government-owned and operated—all by
local governments except Dulles and National which are owned by the
federal government. And governments are not interested, as is private
enterprise, in rational pricing, that is, in a pricing that achieves the greatest
profits. Other political considerations invariably take over. And so every
airport charges fees for its “dots’ (landing and takeoff spots on its
runways) far below the market-clearing price that would be achieved
under private ownership. Hence congestion occurs at valuable peak hours,
with private corporate jets taking up space from which they
would obviously be out-competed by the large commercia airliners.

The only genuine solution to airport congestion is to allow market-
clearing pricing, withfar higher slot fees at peak than at nonpeak hours.
And this would accomplish the task whileencouraging rather than
crippling competition by the compulsory rationing of underpriced
dots imposed by the FAA. But such rational pricing will only be achieved
when airports are privatized—taken out of the inefficient and political
control of government.

There is also another important area to be privatized. Air-traffic control
services are acompulsory monopoly of the federal government, under the
aegis of the FAA. Even though the FAA promised to be back to pre-strike
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ar-traffic control capacity by 1983, it still employs 19% fewer air-traffic
controllers than before the strike, al trying to handle 6% greater traffic.

Once again, the genuine solution is to privatize air-traffic control.
There is no rea reasonwhy pilots, aircraft companies, and all other
aspects of the airline industry can be private, but that somehow air control
must always remain a nationalized service. Upon the privatization of
ar control, it will be possible to send the FAA to join the CAB in the
forgotten scrap heap of history.

53
The Specter Of Airline
Re-regulation

Empiricism without theory is a shaky reed on which to build a case for
freedom. If aregulated airline system did not “work,” and a deregulated
system seemed for a time to work well, what happens when the winds of
data happen to blow the other way? In recent months, crowding, delays, a
few dramatic accidents, and a spate of bankruptcies and mergers among
the airlines have given heart to the statists and vested interests who were
never reconciled to deregulation. And so the hue and cry for re-regulation
of airlines has spread like wildfire.

Airline deregulation began during the Carter regime and was completed
under Reagan, so much so that the governing Civil Aeronautics Board
(CAB) was not simply cut back, orrestricted, but actually and flatly
abolished. The CAB, from its inception, had cartelized the airline industry
by fixing rates far above the free-market level and rationed supply by
gravely restricting entry into the field and by allocating choice routes to
one or two favored companies. A few airlines were privileged by
government, fares were raised artificially, and competitors either were
prevented from entering the industry or literally put out of business by the
CAB’srefusal to allow them to continue in operation.

One fascinating aspect of deregulation was the failure of experts to
predict the actual operations of the free market. No transportation
economist predicted the swift rise of the hub-and-spoke system. But the
general workings of the market conformed to the insights of free- market
economics. competition intensified, fares declined, the number of
customers increased, and a variety of almost bewildering discounts and
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deals pervaded the airline market. Almost weekly, new airlines entered the
field, old and inefficient lines went bankrupt, and mergers occurred as the
airline market moved swiftly toward efficient service of consumer
needs after decades of stultifying government cartelization.

So why, then, the wave of agitation for re-regulation? (Setting aside the
desire of former or would-be cartelists to regjoin the world of specia
privilege)) In the first place, many people forgot that while competition is
marvelous for consumers and for efficiency, it provides no rose garden for
the bureaucratic and the inefficient. After decades of cartelization, it was
inevitable that inefficient airlines, or those who could not adapt
successfully to the winds of competition, would have to go under, and a
good thing, too.

The shakeout and the mergers have also revived an ancient fallacy
carefully cultivated bywould-be cartelists. There is already a mounting
hysteria that the number of arlines is now declining, and that we are
therefore “returning” to the “monopoly” or quas-monopoly days of
the CAB. Is not a new CAB needed to “enforce competition”? But this
ignores the crucia differencebetween monopoly or large-scale firms
created and bolstered by government privilege, as against such firms that
have earned their position and are able to maintain it under free
competition. The government- maintained firms are necessarily inefficient
and a burden on progress; freely-competitive “monopoly” firms exist by
virtue of being more efficient, providing better service at lower rates, than
their existing or potential competitors. Even if the absurd
fantasy transpired that only one U.S., presumably not world-wide airline,
emerged from free competition, it would still be vita to avoid any
governmental interference with such a free- market firm.

Note, in short, what the pro-cartelists are saying: they are saying that it
is vital for the government to impose a coercive, inefficient monopoly now
to avoid the shadowy possibility ofan efficient, freely-competitive
monopoly at some future date. Looked at this way, we can see that the call
for re-regulation and cartelization makes no sense whatever except from
the viewpoint of the cartelists.

Quite the contrary; it is now important to extend deregulation to the
European sphere and end the international cartel of IATA, which has
crippled intra- European travel and kept airline fares outrageously high.
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What of the other unwelcome consequences of deregulation: crowded
planes, delays, accidents? In the first place, as is typical, competition has
led to lower fares and therefore brought airline travel into the mass market
far more than before. So this means that those of us who used to fly on
planes half or quarter-filled with business travelers now have to face
flightson totally filled planes stocked with students, ethnics carrying all
their possessions in paper bags, and squalling babies. But if deregulation
has ended the gracious days of yore by making air travel more affordable,
those of us who wish to restore that epoch will simply have to pay for
the gracious amenities by traveling first class or chartering our own
planes.

Delays, accidents, and near-accidents are another story completely.
They are only "caused” by deregulation in the sense that air travel has
been stimulated by free competition. The increased activity has run up
against bottlenecks caused not by freedom but by government, and these
unfortunate remnants of government have been causing and intensifying
the problems.

There are two major difficulties. One is the fact that there are no
privately-owned and operated commercial airportsin this country; all such
airports are owned by municipal governments (except the worst run,
Dulles and National, owned and run by the federal government).
Government runs airports in the same way it runs everything else—
badly. Specifically, there is no incentive for government to price its
services rationally. In consequence, government airports price their major
service, landing on and taking off of runways, way below the market
price.

The result is overcrowding, shortages of runway space at prime time,
and a rationing policy by the airports to provide a first-come first-served
policy which virtually insures circling and aggravating delays. A privately
owned airport would price runways rationally inorder to maximize its
income by raising prices, especialy at peak hours, and allowing airlines
to purchase guaranteed time dots and push the far less revenue-
productive private planes out of therunways in prime time. But
government airports have failed to do so, and continue subsidizing runway
prices, in deference to the politically powerful lobby of private plane
owners.
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The second big obstacle to the smooth use of the airways is the fact that
the important service of air-traffic control has been natiorelized by the
federal government in its FAA (Federa Aviation Administration). As
usual, government provision of a labor service is far less efficient and
sensitive to consumer needs than private firms would be. President
Reagan’'s feat in de-unionizing the ar-traffic controllers early in his
administration has made people overlook the far more important fact that
this vital service has remained in government hands, and poses, therefore,
agrowing threat to the safety of every air traveller.

Asin every other case of government control and regulation, therefore,
the cure for freedom is ill more freedom. Hafway measures of
deregulation are never enough. We must have the insight and the courage
to go the whole way: in the airline case, to privatize commercial airports
and the occupation of air traffic control.

54
Competition At Work:
Xerox At 25

Little over 25 years ago a revolutionary event occurred in the world of
business and inAmerican society generally. It was a revolution
accomplished without bloodshed and without anyone being executed. The
Xerox 914, the world's first fully-automated plain-paper copier,
was exhibited to the pressin New Y ork City.

Before then copiers existed, but they were clumsy and complex, they
took a long time, and the final product was a fuzzy mess imprinted on
specia, unattractive pink paper. The advent of Xerox ushered in the
photocopying age, and was successful to such an extent that within a
decade the word “xerox” was in danger of slipping out of trademark and
becoming a generic term in the public domain.

Many people, and even some economists, believe that large, highly
capitalized firms can always outcompete small ones. Nothing could be
further from the truth. In the pre-Xerox age, the photography industry was
dominated, at least in the United States, by one giant, Eastman
Kodak. And yet it was not Kodak or any other giant business or massive
research facility that invented or even developed the Xerox process. It was
invented, instead, by one man, Chester Carlson, a New York City patent
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attorney, who did the initial experiments in the kitchen of his apartment
home in 1938. Carlson then looked around for a firm that would develop a
commercial product from his invention. He first thought of Eastman
Kodak, but Kodak told him it would never work, that it was too complex,
would be too costly to develop, and, most remarkably of al, would have
only a small potential market! The same answer was given to Carlson by
21 other large firms such asIBM. They were the “experts’; how could
they all be wrong?

Finaly, one smal firm in Rochester took a gamble on the Xerox
project. Haloid Co., aphotographic paper manufacturer with annual sales
of less than $7 million, bought the rights to the process from Carlson in
1947, and spent $20 million and 12 years before the mighty Xerox914
came on the market in the fateful fall of 1959. Horace Becket, who was
chief engineer on the Xerox 914, explains that “technically, it did not ook
like a winner . . . . That which we did, a bigcompany culd not have
afforded to do. We really shot the dice, because it didn't make
any difference.” Small business can outcompete, and outinnovate, the
giants.

Haloid Co., then Haloid Xerox Co., and finally Xerox, became one of
the great business and stock- market success stories of the 1960s. By the
early 1970s, it had captured amost al ofthe new, huge photocopier
market, and its 1983 revenues totaled $8.5 billion. But by the mid 1970s,
Xerox, too, was getting big, bureaucratic, and sluggish, and Japan invaded
the photocopy market with the successful Savin copier. As competition by
new originally small firms accelerated, Xerox’s share of the market fell to
75% in 1975, 47% in 1980, and less than 40 percent in 1982. As one
investment analyst commented, “They had an aging product line.
They were caught off guard.”

In the world of business, no firm, even the giants, can stand still for
long. In trouble, Xerox fought back with its new and improved 10 Series
of “Marathon” copiers, and in 1983 the company increased its share of the
photocopy market for the first time since 1970; and its record considerably
improved in 1984.

So, Happy Birthday Xerox! The Xerox success story is a monument to
what a brilliant and determined lone inventor can accomplish. It is aliving
testimony of how a small firm caninnovate and outcompete giant firms,
and of how a small firm, become a giant, can rethink and retool in order to
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keep up with a host of new competitors. But above al, the Xerox story is
atribute to what free competition and free enterprise can accomplish, in
short, what people can do if they are allowed to think and work and invest
and employ their energies in freedom. Humanprogress and human
freedom go hand in hand.

55
TheWar
On The Car

One of the fascinating features of the current political scene isits bitter,
and nearly unprecedented, polarization. One the one hand, there has been
welling up in recent months apapable, intense, and very extensive
popular grass-roots movement of deep-seated loathing for President
Clinton the man, for his ideology and for his palitics, for al those
associated withClinton, and for the Leviathan government in
Washington.

This movement is remarkably broad-based, stretching from rural
citizens to customarily moderate intellectuals and professors. The
movement is reflected in al indicators, frompersona conversations to
grass-roots activity, to public opinion polls.

The bizarre new element is that usually, in response to such an intense
popular movement, the other side, in this case, the Clinton administration,
would pull in its horns and tack to the wind. Instead, they are barreling
ahead, heedlesdly, and thereby helping to create, more and more, a virtual
socia crisis and what the Marxists would call a“revolutionary situation.”

Response of the Clinton administration has been to try to suppress,
literally, the freedomof speech of its opponents. Two prominent recent
examples: the Clinton bill to expand the definition of lobbying (which
would mean coerced registration and other onerous regulations) to include
virtualy al grass-roots political activity. Fortunately, this “lobbying
reform” bill waskilled by “obstructionists’ in the Senate after passing the
House.

Second, was the federal Housing and Urban Development’s systematic
legal action tocrack down on the freedom of politica speech and
assembly of those opposing public housing developments for the
“homeless’ in their neighborhoods. It turns out that this elemental
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political activity of free men and women was “discriminatory,” and
therefore “illegal,” and HUD legal harassment of these citizens was only
pulled back under the glare of severe public criticism. And even then,
HUD never admitted that it was wrong.

The latest Clintonian march toward totalitarianism has not yet been
unleashed. It seemsthat the White House has established an advisory
panel known as the “White House Car Talks’ committee, slated to submit
its recommendations for action in September. The need for “cartaks’ is
supposed to be the menace of the automobile as polluter.

The fact that the demonized chemica element, lead, has already been
eliminated from gasoline, or that federa mandates have repeatedly made
auto engines more “fue efficient” at the expense of car safety, cuts no ice
with these people. It is impossible to appease an aggressive movement
bent on full-scale collectivism: gains or concessions simply encourage
them and whet their appetite for escalating their demands. And so to the
car talkers, automobile pollutionremains as severe a menace as ever.

The Car Talks panel consists of the usua suspects: Clintonian
officias, environmentalists, sympathetic economists, and a few stooges
from the automobile industry. Some of the innovative ideas under
discussion, in addition to higher taxes on “gas-guzzling” carsand trucks
(query: does any car ever sip daintily instead of “guzzle?’):

establishing a higher minimum age for drivers’ licenses;
forcing drivers over a maximum age to give up their licenses,

placing maximum limits on how many cars any family will be allowed
to own;

enforcing aternative driving days for car commuters.

In short, the coercive rationing of automobiles, by forcing some groups
to stop driving altogether, and by forcing others to stop using the cars they
are still graciously allowed to possess.

If that isn't totalitarianism, what exactly would qualify? If the
American public is enraged about “gun-grabbers,” and they indeed are,
wait until they realize that Leviathan is coming to grab their cars!
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Now, of course, the White House aide who discussed these ideas with
the press admitted that some of the “wilder ideas’ will get killed in
committee. Isthat al we can rely on to preserve our liberty?

Meanwhile, as usual, the only public criticism of these ruminations has
come from the Left, griping that the Car Takers are not acting fast
enough. Dan Becker, of the Sierra Club, complains that “each second this
yammering goes on in the White house,” hundreds of gallons of pollution
are being sent into the air. Who knows? Maybe Dr. David Kesder,
apparently the permanent head of the Food and Drug Administration, can
issue a finding that the fuel emissions are “toxic,” and the administration
can then ban all cars overnight.

We should readlize that the war against the car did not begin with the
discovery of pollution. Hatred of the private automobile has been endemic
among left- liberals for decades. It first surfaced in the disproportionate
hysteria over what seemed to be a minor esthetic complaint: tail-fins on
Cadillacs in the 1950s. The amount of ink and energy expended on
attacking the horrors of tailfins was prodigious.

But it soon emerged that the left-liberal complaint against automobiles
had little to do either with tailfins or pollution. What they hate, with a
purple passion, is the private car as adeeply individualistic, comfortable,
and even luxurious mode of transportation.

In contrast to the railroad, the automobile liberated Americans from the
collectivist tyranny’ of mass transit: of being forced to rub elbows with a
“cross- section of democracy” onbus or train, of being dominated by fixed
timetables and fixed terminals. Instead, the private automobile made each
individual “King of the Road”; he could ride wherever and whenever
he wanted, with no compulsion to clear it with his neighbors or his
“community.”

And furthermore, the driver and car-owner could perform al these
miracles in comfort and luxury, in an ambiance far more pleasurable than
in jostling his fellow “democrats’ for hours at atime.

And so the systemic war on private automobiles began and moved into
high gear. If they couldn’'t get our cars straight away, they could, in the
name of “fuel efficiency, . . . . pollution,” the joys of physical exercise, or
even esthetics, persuade ad coerce us into using cars that were costlier,
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smaller, lighter, and therefore less safe, and less luxurious and even less
comfortable.

If they grudgingly and temporarily allowed us to keep our cars, they
could punish us bymaking the ride more difficult. But now, the
Clintonians, in a multi-faceted drive toward collectivism from health to
gun-grabbing to assaults on free speech, and on the rights of smokers have
demonstrated that they never give up.

Unlike previous administrations, they are tireless, implacable, and
overlook nothing. Yesterday, the sogan: “If you let them come for our
cigarettes or for our guns, next they will come for our cars,” would have
seemed like absurd hyperbole. Now, that prospect is becomingall too
much a sober portrayal of political reality.
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Are We Undertaxed?

Every day that passes brings further evidence, in the marvelous phrase
of Bill Kauffmanin Chronicles, of “the enormous gulf between those who
live in America and those who run it.” We who live in America are firmly
convinced that we are taxed far too much, that government spending and
taxation are eating out our substance to support a growing parasitic army
of crooks and moochers, and that the accelerating burden of government
has caused our economy to stagnate over the last two decades.

The ruling elites who run America, including the sophisticated
technocratic economists who lend a patina of “science” to their rule, see
the American problem, of coursg, in a very different way. This economist
elite, whose task it is to apologize for Leviathan rule, and to take highly-
placed jobs directing that elite rule is, if nothing else, cool and calm about
their own counter-theme: “the trouble with America is that it is
undertaxed.”

To the cries of understandable outrage that greet this claim, the elite is
sophisticated and ”scientific.” It is typica of us cloddish types to be
narrow and “selfish,” greedily trying to keep some of our own money
from the depredations of the taxman. For they, the €elite, are wise and all-
seeing; in contrast to us narrow and selfish resisters, they have only the
common good, the general welfare, and the public weal at heart. To point
out that their version of the common good coincides suspiciously with the
narrow and selfish interests of the selfsame technocratic economic €lite, is
to lay ourselves open to one of the worst cuss phrases in our
contemporary lexicon: “conspiracy theorist of history.”

Leading the most recent parade of “many” (f not all) economists
caling for long-range tax increases are Nobel Laureate Robert M. Solow
of MIT, Benjamin Friedman of Harvard, and Charles L. Schultze,
charman of the Council of Economic Advisers under Carter.
(“Economists See Long-Run Need to Raise Taxes,” New York Times, Jan.
27, 1992.) One familiar ploy used bythe nation’s serried ranks of
economists is to point to other countries in Europe and elsewhere, whose
percentage of national product absorbed in taxes is greater than in the U.S.
Weéll, bully. On that reasoning, why not point to the glorious economic
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successes of the Soviet Union, whose government output absorbed and
constituted all of the nation’s resources?

On acloser look, the Solow, et al. claim is areplay of the old Galbraith
thess, publicized in his best-selling, The Affluent Society (1958), which
looked around at America and saw the private sector prosperous and
thriving, while the public sector, or the “socialized” sector, lay insqualor
and disarray. Assuming that the prosperity and efficiency of a sector
depends only uponthe resources spent, Galbraith concluded that “too
much” was being spent on the private sector, and “too little” on public.
Hence, Galbraith called for a massive transfer of resources from
the private to the public sector.

And after twenty-four years of following such a transfer program, of
taxing the private sector ever more to feed the swollen public sector, what
has been the result? What has been the consequence of following
Galbraithian doctrine? Patently: aggravated squalor of the public sector,
accompanied by a noticeable fraying of the edges in the private sector.
The answer of Solow, Galbraith and others is that we still haven't done
enough: that the government must taxand spend ever more. If we keep
doing so, we can look forward to the economic situation of the Soviet
Union in 1991 as the end resullt.

The crucia falacy a the root of this nonsense is the idea that
government spending redly is saving and investing, indeed a superior
form of saving and investing to the private sector. Solow and company
agree with free-market economists that a rise in the standard of living
can only come about via increased saving and investment, but their idea of
such saving is collectivist and can only be effected through government
spending.

Thus, in the New York Times paraphrase, Professor Solow has the nerve
to conclude that ”if Americans are seeking to insure that their children live
better than they do, they must learn to consume less, meaning live less
well, and to save and invest more.” Unfortunately, due to higher taxes,
they are already living less well, but this sacrifice will scarcely help their
future state or their children’s. Solow’s conception is very much like
Stalin’s, in which the State sweats the consumers, taxes them and keeps
down their living standards, al for the sake of a future pie-in-the-sky that
never comes true.
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In contrast, in a free-market economy of private savings and
investment, no one is forced to sacrifice, for those who are able and eager
to save and invest do so, and the others canconsume to their hearts
content.

The crucial fallacy, then, of this economic elite, isto designate virtually
every bit of government spending with the honorific label “investment.”
But on the contrary, government spending is not “investment” at all; it is
simply money spent for the edification or the power of the unproductive
ruling elite in the government. All government spending, far from
deserving the term “investment,” is in reality consumption @ending by
politicians and bureaucrats. Any increase in the government budget is
therefore a push toward more consumption and less savingand
investment; and the reverse is true for any cut in the budget.

There is nothing noble, or public-interest-oriented, or “unselfish” about
the call of Solowand other Establishment economists for more
government and higher taxes. Quite the contrary.

And what of the original Galbraithian claim about private prosperity
and public squalor, agap that is even more glaring now than it was in the
1950s? The observation is true enough, but the conclusion is wrong-
headed. If the public sector is the big problem, may not the answer lie
in the contrasting nature of the two sectors? May not the answer be to get
rid of, or at the very least to shrink drastically, the failed public sector?

In short, privatize the public sector, and the noteworthy squalor would
rapidly disappear. And if anyone should prove skeptical, let’s try it for a
while. Let’'s privatize the government for, say, ten years, and see what
happens; we can even cal it a “Great Socia Experiment,” performed in
the best interests of “value-free science.” Any takers?

57
TheReturn
Of The Tax Credit

Modern liberalism works in a smple but effective manner: liberals
Find Problems. Thisis not a difficult task, considering that the world
abounds with problems waiting to be discovered. At the heart of these
problems is the fact that we do not live in the Garden of Eden: that there is
a scarcity of resources available for us to achieve all of our desired goals.
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Thus: there is the Problem of X number (to be discovered by sociological
research) of people over 65 with hangnails; and the Problem that there are
over 200 million Americans who cannot afford the BMW of their dreams.
Having Found the Problem, the liberal researcher examines it and
worries about it until it becomes a full-fledged Crisis.

A typical procedure: the liberal finds two or three cases of people with
beri-beri. Ontelevision, we are treated to graphic portrayals of suffering
beri-beri victims, and we are flooded with direct-mail appeals to help
conquer the dread beri-beri outbreak. After ten years, and billions of
federal tax dollars poured into beri-beri research, beri-beri treatment
centers, beri-beri maintenance doses, and whatever, a survey of the results
of the great struggle demonstrates the potentially disquieting fact that there
is more beri-beri around than ever before. The idea that federal funding for
beriberi has been a waste of time and money and perhaps evencounter-
productive is quickly dismissed. Instead, the liberal draws the lesson that
beri-beri is even more of a menace than he had thought, and that there
must be a prompt across-the-board tripling of federal funding. And,
moreover, he points out that we now enjoy the advantage in the struggle of
having in place 200,000 highly trained beri-beri professionals, ready to
devote the rest of their lives, on suitably lavish federa grants, to the great
Cause.

Since voicing the idea that perhaps it is not the government’s place to
go around Solving Social Problems had subjected them to the withering
charge of “insensitivity” and “lack of compassion,” some conservatives
latched onto a shrewd end-run strategy. “Yes, yes,” they agreed, “we too
are convinced of the urgency of your Social Crisis, and we thank you
for calling it to our attention. But we believe that the way to solve the
problem is not through increased government spending and higher taxes,
but by allowing private persons and groups to spend money solving the
problem, to be financed by tax credits.”

In short, the socia crisis would be solved by allowing people to keep
more of their own money, provided they spend it on: aiding hangnail
research, BMWSs, or combating beri-beri. While the fundamental
philosophical problem was sidestepped, at least people were alowed
to spend their money themselves, and taxes would fall instead of increase.
It is true that people werestill not being allowed to keep their money,
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period, but at least the tax credit was a welcome step away from
government and toward private action and operation.

In 1986, however, everything changed. Conservatives joined liberals in
scorning the tax credit as a “subsidy” (as if alowing people to spend their
own money is the same thing as givingthem some of other people’s
money!) and in rejecting the tax credit approach as a “loophole,” abreach
in the noble ideal of a monoalithic uniformity of taxation. Instead of trying
to get people' s taxes as low as possible, reducing taxes where they could,
conservatives now adopted the ideal of a monalithic, “fair,” imposition of
an equal pain on everyone in society.

The Tax Reform Act of 1986 was supposed to bring sweet simplicity to
our tax forms, and to bring about fairness without changing total revenue.
But when Americans finally gotthrough wending their way through the
thickets of their tax forms, they found everything so complex that even the
IRS couldn’'t understand what was going on and most of them found
that their tax payments had gone up. And there were no tax credits to bring
them solace.

But there is hope. The liberal Crisis of 1988, displacing the Homeless
of the previous year and the Hungry of the year before, is the fact that
upper-middle class, two-wage-earner families, the very backbone of the
libera congtituency, can't afford the child-care services to which
theywould like to become accustomed. Hence, the call, heeded on all
sides, for many billions of federal taxpayer dollars, by which relatively
low-income, single-wage-earner familieswould be forced to subsidize
wedthier families with working mothers. Truly the Welfare State
in action!

In despair, and not prepared to say either (a) that this problem is none
of the government’ s business, or (b) that child care would be both cheaper
and more abundant if government regulations requiring minimum cubic
feet of space, licensed RNs on the premises, etc. were abolished, the
conservatives, in their desperation, came up with our old,
forgottentaxpayers friend: the tax credit. That credit would apply, not
only toward professional child care, but also for mothers choosing to tend
their children at home.

Let us hope that the tax credit will return in full force. And then we can
revive the lost tactic, not of “closing the loopholes,” but of ever-widening
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them, opening them so widely for al indeed, that everyone will be able to
drive a Mack truck through them, until that wondrous day when the entire
federal revenue system will be one gigantic loophole.

58
Deductibility And Subsidy

One of the most controversia aspects (because it involves scores of
billions of dollars) of the Reagan administration’s tax “reform” plan is its
proposal to eliminate the deductibility of state and local taxes from the
federa income tax. The argument rests on the view that,
under deductibility, the citizens of the low-tax states are “subsidizing” the
high-tax states. Since subsidies are presumed to be unfortunate and non
neutral to the market, deductibility is supposed to be eiminated in a quest
for neutrality and an approximation to the workings of the free market.
The opponents make the obvious reply that since taxation is supposed to
be on net income, eliminating deductibility would mean that people are
being taxed twice on the same income; orce by the federal, and again by
the state or local authorities.

But, in the meanwhile, the subsidy argument has not faced enough
discussion. For the proponents of the reform have engaged in tricky
semantics on the word “subsidy.” Subsidy has always meant that one set
of people has been taxed and the funds transferred to another group: that
Peter has been taxed to pay Paul. But if the tax-oppressed citizens of New
York are taxed less because of deductibility, in what way are they
“subsidized’? All that has happened is that New Y orkers are suffering less
expropriation of their hard- earned property than they would otherwise.
But they are only being “subsidized” in precisely the same sense as when
arobber, assaulting someone on the highway, graciously allows his victim
to keep bus fare home. How canallowing you to keep more of your own
money be called a“subsidy?’

Only on one assumption. For the hidden assumption of those who want
to eliminate deductibility (not only of state and local taxes but of many
other expenditures and “loopholes’), is that the government is really the
just owner of al of our income and property, and that allowing us to keep
any of it, or any more of it than before, congtitutes an illegitimate
“subsidy.” Or, more specifically, that the federal government must collect
a certain amount of taxes from its subjects, that this amount is somehow
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written in stone, and that any person or group paying lessthan some
arbitrarily allotted figure means that someone else will have to pick up his
tab. Only then does the idea that a tax cut is equivalent to a subsidy make
any sense at al. But thisis a curious argument indeed. There is no warrant
for the notion that payment of some grand allotted total is so vita that it
must override any devotion © the rights of person and property, to the
ideathat people are entitled to keep the property they have earned.

The recent emphasis on tax alocation, on concentrating on “fair
shares” or alleged "subsidies,” has been a clever and largely successful
device to divert people's attention from the real problem: that taxes are
burdensome and oppressive for everyone. The agitation for tax "reform”
has managed to deflect people's attention from the need to lower
everyone's taxes to agreat crusade to try to make sure that the other guy
pays his “fair share’” and is not being”subsidized.” In that way, the long
suffering citizens are encouraged to fight among themselves, to try to get
someone else's taxes increased, instead of maintaining taxpayer
solidarity and keeping their eyes on lowering taxes, period, wherever and
however they can. Such a grand taxpayers coadlition can only be
maintained if there is a tacit agreement that, regardless of whose taxes are
cut and by how much, no person or group will have to suffer an increase
of taxes, and this means all coerced payments to government, whether
they be called taxes, fees, revenues, contributions, or “closing of
loopholes.”

59
That Gasoline Tax

The big bad gasoline tax, one of the favorite programs of left-
liberalism, is back in the limelight. After having denounced the scheme
during the campaign as a tax on the middle class, then President-elect
Clinton professed surprise that so many luminaries at the
interregnum “economic summit” championed the idea.

Of couse, he should not have been surprised at all, since Clinton’s
much-vaunted love of “diversity” clearly does not extend to the
intellectual realm. At the Little Rock economic summit, the economists
and businessmen ran the full gamut from left-liberd to left-libera
(my own invitation, as they say, got lost in the mail). The only questions
seem to be: how high should the gas tax increase go—the “moderate” 50
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cents a galon suggested by Tsongas (the mainstream) or the more
rigorous $1 or more a galon suggeded by Rivlin (the administration)—
and how many months or years are we to be alowed for the tax to be
phased in?

The officia arguments for the gas tax are genera (helping to cut the
deficit) as well as specific to this particular tax. On the glories of the gas
tax per se, one common argument is that the tax would force the consumer
to “conserve’ more gasoline by purchasing less. That it will, but why is it
such a good idea to force people to buy less gas?

If the federal government slapped a $500 tax on the sale of chess sets, it
would surely " conserve” them by forcing people to purchase a lot less. But
why is this dictatorial coercion, this forcing a lower standard of living
upon American consumers, supposed to be a good thing in a free society?

One favorite answer of the pro-gas-taxers is that consumers will be led,
by the tax, to conserve scarce fuel. But conservation of resources in one of
the major function of the free price system. The market economy is
continually being forced to choose: how much of product X or product Y,
of resource X or Y, should be produced now, and how much should be
“conserved” to be produced in the future? Not just of oil and gas, but of
everything else: copper, iron, timber, etc.

In every area, this “conservation,” tis decision on how to alocate
production over time, takes place smoothly and harmoniously on the free
market. The price of every resource and product is set on the market by
the interaction of demand (ultimately consumer demand, and the relative
scarcities of supply). If the supply of X, now and in the expected near
future, falls, thenthe current price of X will rise. In this way, an expected
future decline in supply is met right now with a rise in price, which will
induce buyers to purchase less, and producers to mine or manufacture
more of the product in response to the higher price. You don’t need a tax
to accomplish the task of allocation and conversation.

In fact, atax is a most clumsy way of meeting the problem. In the first
place, since government knows very little and the market knows a lot, the
government will not hit the proper target; indeed, since government’s
coercion comes on top of market action, atax is bound to ” overconserve,”
to reduce the production of a good below the optimum. And €cond,
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unlike aprice rise accruing to producers, a tax provides no incentive for
supply to increase or productivity to improve.

And why is gasoline supposed to need nonmarket conservation
measures? On the contrary, over the past decade, the real price of gasoline
(corrected for inflation) has falen by40%; in short an increasing
abundance of oil and gas relative to demand has demonstrated that there is
no need to worry about conservation of oil

Another argument for a gas tax is that it will force consumers to use gas
in a more”fuel-efficient” way. But the entire worry about “fuel
efficiency” is absurd and ill-conceived. Why should automobiles only be
efficient in using fuel? There are many aspects of " efficiency,” including
efficiency per man hour, efficiency in use of tires, and efficiency in the car
taking you where you want to go. The market coordinates all these
efficiencies in the most optimal way for the consumer.

Why the fuel fetish? Moreover, federa rules mandating ever-greater
miles per-gallonhave aready greatly increased the cost of cars and
crippled auto safety by forcing upon us ever-lighter-weight automobiles.

Another argument clams that a higher gas tax would “reduce our
dependence on foreignoil.” But in the first place, the tax would
discourage the use and production of domestic oil aswell as foreign; and
second, haven’'t we demonstrated, with the Gulf War, the willingness to
use the direst coercion against even the sniff of a possible threat to our
foreign oil supplies? And besides, what’'s wrong with free trade and the
international division of labor?

Probably the dopiest, though one of the common, arguments is that
other countries have amuch higher gas tax: the United States now has a
gas tax that is “only” 37% of the retail price, whereas in Western Europe
the gas tax averages over 70%.

Maybe we can find lots of countries with a higher TB rate. Are we
supposed to rush to emulate them too? This is an absurd twist on a typical
kid's argument to his parents. “Jimmy’s parents let him stay up till 11" or,
afew years later, “Jmmy’s parents bought him a bigger car.” | understand
what the kids are getting out of these other-directed arguments. But what
do we get out of pointing to other countries that are even more socialistic
than our own?
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Even the media recognize a couple of problems with the gas tax. First,
that it penalizes rural people and Westerners, where distances are great
and cars are driven far more than in Eastern or urban areas. A feeble
response is that the proceeds of the tax will be used to “invest” in
Americas highways, thereby aiding the drivers. But if it goes into
highways, how will it help reduce the deficit?

The second recognized difficulty is that the gas tax which injures the
broad middle class, is “regressive’ and is therefore “unfair.” This was
Clinton’s reason for rejecting a higher gas tax in the first place. But
presumably, this argument can be countered by giving some other tax or
spending goody to the middle class (a process which again defies the
deficit argument).

The general argument for the gas tax is, of course, that it will cut the
deficit; official estimates claim that a 50 cent a gallon tax rise will cut the
deficit by $50 billion. It is strange that liberals only worry about the deficit
when they can use it as an excuse to raise taxes.

How come there is no similar enthusiasm for the only deficit reduction
scheme that works. cutting government expenditures? When have tax
increases ever worked to cut deficits? The huge tax increases under
Reagan? Under Bush? This is apart from the problem that these estimates
are only shots in the dark, since no one knows by how much people will
reduce their purchases from any given increase.

Cutting through the raft of specious arguments, we must ask: why the
persisting yen for agas increase among left-liberals? In the first place, of
coursg, it is the essence of the liberal creed that they have never met a tax,
or for that matter a government expenditure, they haven't liked. Both taxes
and expenditures take away from producers money they have earned, and
shift resources from private citizens to the maw of government.

In short, taxes and expenditures both fulfill the Fabian liberal objective
of moving the country ever closer to full-scale socialism. This accounts for
the general itch for taxation, but why the long-time specia fondness for
the gas tax?

Because, of al the features of modern American life, liberals have
gpecid hatred for the automobile. For the first time in history, the
automobile permits each individua to travel about cheaply and
comfortably on his own. In contrast to mass transport, which liberals
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find satisfyingly collective, egditarian, and rigidly fixed to time and place
schedules, the automobile is gloriously individualistic.

Above all, liberals detest cars which are plush, luxuriant “ gasguzzlers,”
cars that embody and glorify the values and the lifestyle of the
bourgeoisie, the productive middle-class whom libera intellectuals, in
their deep resentment of nonrintellectuas so yearn to cripple and
bring down.

60
Babbitry And Taxes:
A Profile In Courage?

There is no question that the media darling of the early 1988
presidential election seasonwas former governor Bruce Babbitt of
Arizona. As time neared for the lowa caucuses, pundits for virtually every
organ of the Establishment media weighed in with serioso think-pieces
about the glory and the wonder, the intelligence and especialy the high
courage of a great man who suffered the misfortune of looking like
Ichabod Crane ontelevision.

Gloomily, the pundits figured that the lowa masses would lack the
perception and the wisdom of being able to look beyond the TV surface
and see the statesman lurking underneath. Fortunately perhaps for
America, the pundits proved correct, ard the number of voters for
Bruce Babbitt barely exceeded the number of his ardent fans in the
national media.

Of what does the great courage of Bruce Babbitt, as trumpeted by the
media, consist? The answer is his intrepid valor in coming out, frankly and
sguarely, for higher taxes to dash the federal deficit. The similar gallantry
of Mondale in 1984 is then recalled. Set aside the palpable fact that
Mondale had a lot more to lose, in contrast to Bruce Babbitt, who began
close to zero percent popularity in any case. The interesting question to
ask is: what kind of “courage’ isthis?

It used to be thought that heroism and “ courage” meant being willing to
go out into thelists, candidly and unafraid, to battle the mighty and
despotic powers-that-be. Can we redlly call it “courage” when a Mondale
or a Babbitt frankly calls upon the eager state apparatus to increase still
further its aready outrageous and parasitic plunder of the hard-earned
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money of honest and productive American citizens? Whooping it up for
higher taxes is the moral equivalent of some Ugandan theoretician of a
few years ago publicly urging Idi Amin to pile on his looting and
his despotism still further, or of a Mafia consiligieri advising the capo to
add an extra tenpercent to the “protection fee” imposed on neighborhood
stores. We can think of many names for this sort of activity, but “courage”
is surely not one of them.

It might be objected that, after al, a politician who urges higher taxesis
not only imposing suffering on other people; he himself as a taxpayer will
also have to bear the same deprivations as other citizens. Isn’t there, then,
a kind of nobility, even if misguided, in his pleafor “belt-tightening”
common sacrifice?

To meet this question, we must redlize a vita truth that has long
remained discreetly veiled to the tax-burdened citizenry. And that is:
contrary to carefully instilled myth, politicians and bureaucrats pay no
taxes. Take, for example, a politician who receives a sdary of,
sy, $80,000; assume he duly files his income tax return, and pays
$20,000. We must redlize that he does not in reality pay $20,000 in taxes;
instead, he is simply anet tax-receiver of $60,000. The notion that he pays
taxes is smply an accounting fiction, designed to bamboozle the
ctizenry into believing that he and the rest of us are on the same moral
and financial footing before the law. He pays nothing; he simply is
extracting $60,000 per annum from our pockets. The only virtue of United
Nations employees is that they are frankly and openly exempt from all
taxes levied by any nationstate—which ssmply makes their position the
same as other nationa bureaucrats, except uncamouflaged and
unadorned.

The same principle, too, applies to sales or property or any other tax.
Bureaucrats and politicians do not pay them; they are simply subtracted
from the net transfer to themselves from the body of taxpayers.

Unfortunately in current American politics, we are trapped between
purveyors of false choices: the “courageous’ who call for higher taxes,
and the supply-siders who say that there’'s nothing really wrong with
deficits, and that we should learn to relax and enjoy them. It seems to be
forgotten that there is another tried and true, and perhaps far more
“courageous,” way of slashing the deficits: cutting government spending.
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It would seem embarrassingly trivial to mention it, except somehow
this alternative has gotten lost down the Orwellian memory hole. “But
where would you cut?’ asks the cunning critic, hoping to get us all bogged
down in the numbing minutiae of whether $50,000 should be cut from a
grant to some New Jersey avant-garde theater group.

The proper answer is. anywhere and everywhere; only wholesale
flailing away with ameat axe could possibly do justice to the task. An
immediate 50% across-the-board dash in literally everything; abolishing
every other government agency at random; a line-by-line reduction of the
budget to some previous president’ s—the further back in time the better;
all these will do nicely for openers. The important thing is to adopt the
gpirit, the mind-set; and abalanced budget will be the least of the
wondrous results to follow.

61
Flat Tax
Or Flat Taxpayer?

Hosannas poured in from al parts of the academic spectrum—Ieft,
right, and center—hailing the Treasury’s 1986 draft plan as an approach to
the ideal of the “flat tax.” (Sincethe plan calls for three classes of income
tax rates, it has been called a“flat tax with bumps.”)

This near- unanimity should not be surprising, because a flat tax appeals
to the sort of academic who, regardiess of ideology, likes to push people
around like pawns on a chessboard. The great 19th-century Swiss historian
Jacob Burckhardt called such intellectual sociad engineers“terrible
smplifiers” The label applies beautifully to the legion of flat-taxers
because one of their prime arguments is that they would replace our
bewildering mosaic of tax laws by one of limpid simplicity, one that “you
could make out on a postcard.”

Unfortunately, this proposed ssmplicity is more child-like and naive
than a great burst of clarifying intelligence. For our Terrible Simplifiers
fall to stop and ask themselves why the tax laws are so complicated. No
one likes complexity for its own sake. There is a good reason for the
current complexity: it is the result of a myriad of individuals, groups,
and businesses trying their darndest to get out from under the crippling
income tax.
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And, in contrast to the flat-tax academic who sneers at al other groups
than his own as slaves of sinister speciad interests, there is nothing wrong
with this often messy process. For these are people who, quite simply and
even admirably, are trying to keep some of their hard-earned money from
being snatched up in the maw of the tax-collector.

And these people have already found out what our flat-tax academics
seem not to have cottoned to: there are things in this life worse than
complexity, and one of them is paying more taxes. Complexity is good if
it allows you to keep more of your own money.

In the name of sacred simplicity, in fact, our flat-taxers are cheerfully
willing to impose enormous losses on a very large number of individuals
and businesses, in the following ways:

RAISE the tax on capital gainsto treat it like income, thereby crippling
saving and investment, particularly in new and growing firms. One of the
things that has kept the Englisheconomy from going totally down the
tubes is that England, despite its cripplingly high income taxation, has no
tax at all on capital gains.

ELIMINATE accelerated depreciation, thereby destroying an excellent
1981 tax reformthat allowed businesses to depreciate rapidly and re-
invest. This change will particularly hurt heavily capitalized “smokestack”
industries, already in economic trouble.

ELIMINATE OR RESTRICT income-tax deductions for mortgage
payments, plus treat homeowners as having a taxable income from
“imputed” rent, i.e. from the rent they would otherwise have paid if they
had been tenants instead of homeowners. This double blow
to homeowners is ® politically explosive that it will probably not go
through—but such is the full intention of the flat-taxers. Unfortunately,
those who are taxed on “imputed” income will not be able to pay their
taxes in “imputed” form. They will have to pay Uncle Sam in money.

ELIMINATE oil depletion allowances, a neat way to send the oil
industry into adepression. Flat-tax academics persist in regarding
depreciation payments and depletionallowances as “subsidies’ to
capitalists and oil or mining companies. They are not subsidies, however,
they are ways of permitting these firms to keep more of their own
money, something which at least pro-free enterprise academics are
supposed to believe in. Furthermore, only income is supposed to be taxed,
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and not accumulated wealth taxing “income” which is merely the loss of
capital value (either by depreciation or depletion) is really a tax on capital
or wedlth.

ELIMINATE tax deductions for uninsured medical payments or losses
due to accident or fire. Does one get a glimmer of why economists are
sometimes called “heartless’?

Note that, unlike some welfare economists, | am in no sense a dave to
the ideal of ”Pareto-optimality” (the notion that no government action
must impose a loss on anyone). | amwilling to advocate radical measures
that impose losses on some people, but only to achieve asubstantial
increase in freedom. But severe losses merely for the sake of symmetry?!

We are left with the final Argument From Simplicity: that the flat tax
will enable al of usto dispense with tax lawyers and accountants. A
powerful lure, perhaps, but falacious and untrue on many levels. In the
first place, those taxpayers who want smplicity can achieve it now:
theycan fill out the simplified tax forms. Two-thirds of American
taxpayers do so now.

The rest of us who struggle with complex forms are doing so for a good
reason: to payless taxes. Second, those of us who have our own
businesses, including the business of writingand lecturing, will enjoy no
reduction in the complexity of our tasks; we will still be struggling at great
length to see what our net business gain (or loss) might be. None of this
will change under the reign of the Simplifiers.

And finally, there is, once again, a good reason for our paying money
to tax lawyers and accountants. Spending money on them is no more a
social waste that our purchase of locks, safes, or fences. If there were no
crime, expenditure on such safety measures would be a waste, but there is
crime. Similarly, we pay money to the lawyers and accountants because,
like fences or locks, they are our defense, our shield and buckler, against
the tax man.

Many years ago, my friend and mentor Frank Chodorov, during the
midst of the McCarthy era, wrote that “the way to get rid of Communists
in government jobs is to get rid of the jobs.” Similarly, the way to get rid
of tax lawyers and accountants is to abolish the income tax. That would be
Sweet Simplicity indeed!
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62
Mrs. Thatcher’s Poll Tax

Riots in the streets; protest against a hated government; cops arresting
protesters. A familiar story these days. But suddenly we find that the
protests are directed, not against a hated Communist tyranny in Eastern
Europe, but against Mrs. Thatcher’s regime in Britain, a supposed paragon
of liberty and the free market. What's going on here? Are anti-
government demonstrators heroic freedom fighters in Eastern Europe, but
only crazed anarchists and aienated punks in the West?

The anti-government riots in London at the end of March were, it must
be noted, anti-tax riots, and surely a movement in opposition to taxation
can't be al bad. But wasn't the protest movement at bottom an envy-
ridden call for soaking the rich, and hostility to the new Thatcher tax a
protest against its abstention from egalitarian leveling?

Not realy. There is no question that the new Thatcher “community
charge” was a bold and fascinating experiment. Local government
councils, in many cases havens of the left-wing Labour Party, have been
engaging in runaway spending in recent years. Asin the case of American
local governments, basic loca revenue in great Britain has been derived
from the property tax (“rates’ in Britain) which are levied proportionately
on the value of property.

Whereas in the United States, conservative economists tend to hail
proportionate taxation (especially on incomes) as ideal and “neutral” to the
market, the Thatcherites have apparently understood the falacy of this
position. On the market, people do not pay for goods and servicesin
proportion to their incomes. David Rockefeller does not have to pay $1000
for aloaf of bread for which the rest of us pay $1.50. On the contrary, on
the market there is a strong tendency for a good to be priced the same
throughout the market; one good, one price. It would be far more neutral
to the market, indeed, for everyone to pay, not the same tax in proportion
to his income, but the same tax as everyone else, period. Everyone's tax
should therefore be equal. Furthermore, since democracy is based on the
concept of one man or woman one vote, it would seem no more than
fitting to have a principle of one man, one tax. Equa voting, equal
taxation.



194 Murray N. Rothbard: Making Economic Sense

The concept of an equal tax per head is caled the “poll tax,” and Mrs.
Thatcher decided to bring the local councils to heel by legidating the
abolition of the local rates, and their replacement by an equal poll tax per
adult, calling it by the euphemism, “community charge.” At least on the
local level, then, soaking the rich has been replaced by an equal tax.

But there are several deep flaws in the new tax. In the first place, it is
still not neutral to the market, since—a crucial difference—market prices
are paid voluntarily by the consumer purchasing the good or service,
whereas the tax (or “charge”’) is levied coercively on each person, even if
the value of the “service” of government to that person is far less than the
charge, or is even negative.

Not only that: but a poll tax is a charge levied on a person’s very
existence, and the person must often be hunted down at great expense to
be forced to pay the tax. Charging a manfor his very existence seems to
imply that the government owns all of its subjects, body and soul.

The second deep flaw is bound up with the problem of coercion. It is
certainly heroic of Mrs. Thatcher to want to scrap the property tax in
behalf of an equal tax. But she seems to have missed the mgjor point of the
equal tax, one that gives it its unique charm. For the truly great thing about
an equal tax is that in order to make it payable, it has to be drastically
reduced fromthe levels before the equality is imposed.

Assume, for example, that our present federal tax was suddenly shifted
to become anequal tax for each person. This would mean that the average
person, and particularly the low-income person, would suddenly find
himself paying enormoudly more per year intaxes—about $5,000. So that
the great charm of equa taxation is that it would necessarily force the
government to lower drastically its levels of taxing and spending. Thus,
if the U.S. government instituted, say, a universal and equal tax of $10 per
year, confining it to the magnificent sum of $2 billion annualy, we would
al live quite well with the new tax, and no egalitarian would bother about
protesting its failure to soak the rich.

But instead of drastically lowering the amount of local taxation, Mrs.
Thatcher imposed no such limits, and left the total expenditure and tax
levels, as before, to the local councils. These local councils, Conservative
as well as Labour, proceeded to raise their tax levels substantially, so that
the average British citizen is being forced to pay approximately one-third
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more in local taxes. No wonder there are riots in the streets! The only
puzzle is that the riots aren’t more severe.

In short, the great thing eout equal taxation is using it as a club to
force an enormous lowering of taxes. To increase tax levels after they
become equal is absurd: an open invitation for tax evasion and revolution.
In Scotland, where the equal tax had already gone into effect, there are no
penalties for nonpayment and an estimated one-third of citizens have
refused to pay. InEngland, where payment is enforced, the situation is
rougher. In either case, it is no wonder that popularity of the Thatcher
regime has fallen to an al-time low. The Thatcher people are nowtalking
about placing caps on local tax rates, but capping is scarcely enough:
drastic reductions are a political and economic necessity, if the poll tax is
to be retained.

Unfortunately, the local tax case is characteristic of the Thatcher
regime. Thatcherism isall too similar to Reaganism: free- market rhetoric
masking statist content. While Thatcher hasengaged in  some
privatization, the percentage of government spending and taxation to GNP
has increased over the couse of her regime, and monetary inflation has
now led to price inflation. Basic discontent, then, has risen, and the
increase in local tax levels has come as the vital last straw. It seems to me
that a minimum criterion for a regime receiving the accolade of “pro-free-
market” would require it to cut total spending, cut overall tax rates, and
revenues, and put a stop to its own inflationary creation of money. Even
by this surely modest yardstick, no British or American administration in
decades has come close to qualifying.

63
Exit
Thelron Lady

Mrs. Thatcher’'s departure from British rule befitted her entire reign:
blustering in rhetoric (“the Iron Lady will never quit”) accompanied by
very little concrete action (as the Iron Lady quickly departed).

Her rhetoric did bring free-market ideas back to respectability in
Britain for the first time in a half-century, and it is certainly gratifying to
see the estimable people at the Institute of Economic Affairs in London
become Britain’s most reputable think-tank. It is also largely to the credit



196 Murray N. Rothbard: Making Economic Sense

of the Thatcher Era that the Labour Party has moved rightward, and
largely abandoned itsloony left-wing views, and that the British have
decisively  abandoned  their  post-Depressionpsychosis  about
unemployment rates ever being higher than 1%.

The Thatcher accomplishments, however, are a very different story,
and very much of amixed-bag. On the positive side, there was a
considerable amount of denationalization and privatization, including the
sde of public housng units to the tenants, thereby converting
former Labour voters to staunchly Conservative property owners. Another
of her successes was breaking the massive power of the British trade
unions.

Unfortunately, the pluses of the Thatcher economic record are more
than offset by the stark fact that the State ends the Thatcher era more of a
parasitic burden on the British economy and society than it was when she
took office. For example, she never dared touch the sacred cow of
socialized medicine, the National Health Service. For that and many other
reasons, British government spending and revenues are more generous
than ever.

Furthermore, despite Mrs. Thatcher's lip-service to monetarism, her
early successesagainst inflation have been reversed, and monetary
expansion, inflation, government  deficits,  and accompanying
unemployment are higher than ever. Mrs. Thatcher left office, after eleven
years, in the midst of a disgraceful inflationary recession: with inflation at
11%, and unemployment at 9%. In short, Mrs. Thatcher’s macroeconomic
record was abysmal.

To top it off, her decisive blunder was the replacement of local property
taxes by an equal tax per person (a “poll tax”). In England, in contrast to
the United States, the central government has control over the local
governments, many of which are ruled by wild-spending left Labourites.
The equal tax was designed to curb the free-spending local governments.

Instead, what should have been predictable happened. The local
governments generally increased their spending and taxes, the higher
equa tax bhiting fiercely upon the poor and middle-class, and then
effectively placed the blame for the higher taxes upon the
Thatcher regime. Moreover, in al this maneuvering, the Thatcherites
forgot that the great point about anequal tax is precisely that taxes have to
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be dratically lowered so that the poorest can pay them; to raise equal tax
rates above the old property tax, or to allow them to be raised, is a species
of economic and political insanity, and Mrs. Thatcher reaped the proper
punishment for egregious error.

Why then didn’t the Thatcher government, upon installing the equal tax
for local governments, directly decree drastically lower tax rates for each
locae? Then the British masseswould have welcomed instead of
combatted the poll tax. The Thatcherite answer is that the central
government would have had to assume funding of such local government
activities as education, which would have raised either central taxes or the
central government deficit.

But that only pushed the analysis one step further: why wasn't the
Thatcher government prepared to slash such spending, which is almost as
bloated as in the U.S.? Clearly the answer iseither that the Thatcherites
did not truly believe their own rhetoric or that they didn’'t have the guts to
raise theissue. In either case, Mrs. Thatcher deserved her eventual fate.

In one area of the macro-economy we must regret the exit of Mrs.
Thatcher: hers was the only voice raising a cry against the creation of the
European Central Bank, issuing a new European currency unit.
Unfortunately, and especidly since the firing of her monetarist
economic adviser, Sir Alan Walters, Mrs. Thatcher failed to make a
convincing case for her opposition to this coming new order, putting it
solely in cranky, hectoring terms of Britishnational glory as against
subordination to “Europe.” She therefore came off as a narrowanti-
European obstructionist as against a seemingly enlightened and beneficent
“united Europe.”

The problem in amost all analyses of the new European Community is
the usual conflation of State and society. Socially and economically, to the
extent that the new Europe will be a vast free-trade and free-capital-
investment area, this new order will be all to the good: expanding the
divison of labor, the productivity, and the living standards of all the
participating nations. Unfortunately, the essence of the new Europe will
not be its free-trade area, but a giant new State bureaucracy, headquartered
in Strasbourg and Brussels, controlling, regulating, and "equalizing” tax
rates everywhere by coercing the raising of taxes in low-tax countries.
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And the worst aspect of this united Europe is precisely the area that
Mrs. Thatcher zeroed in on: money and banking. While the monetarists
are dead wrong in preferring a Europe (or aworld) of nationally
fragmented fiat monies to an international gold money, they are right
inwarning of the dangers of the new scheme. For the problem is that the
new currency will of course not be gold, a market-produced money, but a
fiat paper issued in new currency units. Sothat the result of this neo-
Keynesian scheme will be inflationary fiat money, the issue of which
iscontrolled by the regiona Central Bank, i.e, by the new regiona
government.

This collaboration will then make it much easier for the Central Banks
of the U.S, Britain, and Japan, to collaborate with the new European
Central Bank, and thereby to moverapidly toward the old Keynesian
dream: a World Central Bank issuing a new world paper currency unit.
And then, we would be truly off to the races, with the world’'s Money
and macro-economy totally at the mercy of a world-wide inflation,
centraly controlled by self-proclaimed all-wise Keynesian masters. It is
unfortunate that Mrs. Thatcher would not articulate her opposition to the
new monetary Europe in such terms.

64
TheBudget Crisis

In politics fall, not spring, is the silly season. How many times have we
seen the farce the crises deadline in October, the budget “summit”
between the Executive and Congress, and the piteous wails of liberals and
centrists that those wonderful, hard-working, dedicated “federal workers’
may be “furloughed,” which unfortunately does not mean that they are
thrown on the beach to find their way in the productive private sector.

The dread furlough means that for a few days or so, the oppressed
taxpaying public getsto keep a bit more of its own money, while the
federal workers get a rare chance to apply their dedication without
mulcting the taxpayers. an opportunity that these bureaucrats invariably
seemto pass up.

Has it occurred to many citizens that, for the few blessed days of
federal shutdown, the world does not come to an end? That the stars
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remain in their courses, and everyone goes about their daly life as
before?

| would like to offer a modest proposal, giving us a chance to see
precisely how vital to our survival and prosperity is the Leviathan federal
government, and how much we are truly willing to pay for its care and
feeding. Let ustry agreat social experiment: for one year, one exhilarating
jubilee year, we furlough, without pay, the Internal Revenue Service and
the rest ofthe revenue-gathering functions of the Department of
Treasury.

That is, for one year, suspend all federal taxes and float no public debt,
either newly incurred or even for payment of existing interest or principal.
And then let us see how much the American public is willing to kick into,
purely voluntarily, the public till.

We make these voluntary contributions strictly anonymous, so that
there will be no incentive for individuals and ingtitutions to collect
brownie-points from the feds for current voluntary giving. We alow no
carryover of funds or surplus, so that any federal spending for the year—
including the piteous importuning of Americans for funds takes place
strictly out of next year’'s revenue.

It will then be fascinating to see how much the American public is truly
willing to pay, how much it thinks the federal government is really worth,
how much it is really @nvinced by all the slick cons: by the spectre of
roads falling apart, cancer cures aborted, by invocations of the ”common
good,” the “public interest,” the “national security,” to say nothing of the
favorite economists' ploys of “public goods’ and “exterralities.”

It would be even more instructive to alow the various anonymous
contributors to check off what specific services or agencies they wish to
earmark for expenditure of their funds. It would be still more fun to see
vicious and truthful competitive advertising between bureaus. “No, no,
don’'t contribute to those lazy louts in the Department of Transportation
(or whatever), give to us.” For once, government propaganda might even
prove to be instructive and enjoyable.

The precedent has already been set: if it is proper and legitimate for
President Bush and his administration to beg Japan, Germany, and other
nations for funds for our military adventuresin the Persian Gulf, why
shouldn’t they be forced, at least for one glorious year, to beg for
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fundsfrom the American people, instead of wielding their usua
bludgeon?

The 1990 furlough crisis highlights some suggestive but neglected
aspects of commonthinking about the budget. In the first place, all parties
are talking about “fair sharing of the pain,” of the “necessity to inflict
pain,” etc. How come that government, and only government, is regularly
associated with a systematic infliction of pain?

In contemplating the activities of Sony or Proctor and Gamble or
countless other private firms, do we ask ourselves how much pain they
propose to inflict upon us in the coming year? Why is it that government,
and only government, is regularly coupled with pain: like hamand-eggs,
or . . . death-and-taxes? Perhaps we should begin to ask ourselves
why government and pain are Gemini twins, and whether we really need
an ingtitution that consists of a massive engine for the imposition and
administration of pain and suffering. Is there no better way to run our
affairs?

Another curious note: it is now the accepted orthodoxy of our liberal
and centrist establishment that taxes must be raised, regardiess of where
we are in the business cycle. So strong is this article of faith that the fact
that we are already in arecession (and intelligent observers do not have to
wait for the Nationa Bureau of Economic Research to tell us
that retroactively) seems to make no dent whatever in the thirst for higher
taxes.

And yet there is no school of economic thought—be it New Classical,
Keynesian, monetarist, or Austrian that advocates raising taxes in a
recession. Indeed, both Keynesians and Austrians would advocate cutting
taxes in arecession, abeit for different reasons.

So whence this fanatical devotion to higher taxes? The liberal-centrists
profess its source to be deep worry about the federal deficit. But since
these very same people, not too long ago, scoffed at worry about the
deficit as impossibly Neandertha and reactionary, and since right
now these same people brusquely dismiss any call for lower government
spending as ipso facto absurd, one suspects a not very cleverly hidden
agenda at work.
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Namely: a love for higher taxes and for higher government spending
for their own sake, or, rather, for the sake of expanding statism and
collectivism as contrasted with the private sector.

There is one way we can put our hypothesis to the test: shouldn’t these
newfound worriers about the deficit delight in our modest proposal one
year with no deficit at al, one year with no infliction of pain whatever?
Wanna bet?

65
The Balanced-Budget
Amendment Hoax

It is a hallmark of the triumph of image over substance in modern
society that anadministration which has submitted to Congress budgets
with the biggest deficits in American history should propose as a cure-all a
constitutional amendment mandating a balanced budget. Apart from the
high irony of such a proposal from such a source, the amendment- mongers
don’t seem to realize that the same pressures of the democratic process
that have led to permanent and growing deficits will also be at work on the
courts that have acquired the exclusive power to interpret the Constitution.
The federa courts are appointed by the executive and confirmed by the
legidature, and are therefore part and parcel of the government structure.

Apart from these general strictures on rewriting the Constitution as a
panacea for our ills, the various proposed balanced-budget amendments
suffer from many deep flaws in themselves. The major defect is that they
only require a balance of the future estimated budget, and not of the actual
budget at the end of a given fiscal year. As we al should know by this
time, economists and politicians are expert at submitting glittering
projected future budgets that have only the foggiest relation to the actual
reality of the future year. It will be duck soup for Congress to estimate a
future balance; not so easy, however, to actually balance it. At the very
least, any amendment should require the actual balancing of the budget at
the end of each particular year.

Second, balancing the budget by increasing taxes is like curing
influenza by shooting the patient; the cure is worse than the disease.
Dimly recognizing this fact, most of the amendment proposals include a
clause to limit federal taxation. But unfortunately, they do so by imposing
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alimit on revenues as a percentage of the national income or gross
national product. It is absurd toinclude such a concept as “national
income” in the fundamental law of the land; there is no suchreal entity,
but only a statistical artifact, and an artifact that can and does wobble
according to the political breeze. It is al too easy to include or exclude an
enormous amount from this concept.

A third flaw highlights again the problem of treating “the budget” as a
constitutional entity. As a means of making the deficit look less bleak,
there has been an increasing tendency for the government to spend money
on “off- budget” items that smply don’t get included in official expenses,
and therefore don't get added to the deficit. Any balanced-budget
amendment would provide afield day for this kind of mass trickery on the
American public.

We must here note a disturbing current tendency for “born again” pro-
deficit economistsin conservative ranks to propose that “capital” items be
excluded from the federal budget altogether. This theory is based on an
analogy with private firms and their “capital” versus ”operating” budgets.
One would think that allegedly free-market economists would not have
the effrontery to apply this to government. Get this adopted, and the
government could happily throw away money on any boondoggle, no
matter how absurd, so long as they could call it an”investment in the
future” Here is a loophole in the balanced-budget amendment that
would make any politician’s day!

A fourth problem is that the various proposals make it al too easy for
Congress to override the amendment. Suppose Congress or the president
violate the amendment. What then? Would the Supreme Court have the
power to call the federal marshals and lock up the whole crew? To ask that
guestion is to answer it. (Of course, by making the budget balance
prospectiveinstead of real, this problem would not even arise, since it
would be amost impossible to violate the amendment at all.)

But isn't half aloaf better than none? Isn't it better to have an imperfect
amendment thannone at all? Half a loaf is indeed better than none, but
even worse than no loaf is an elaborate camouflage system that fools the
public into thinking that a loaf exists where there is redly none at all. Or,
to mix our metaphors, that the naked Emperor is really wearing clothes.
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We now see the role of the balanced budget amendment in the minds of
many if not most of its supporters. The purpose is not actually to balance
the budget, for that would involve massive spending cuts that the
Establishment, “conservative’ or libera, is not willing to contemplate.

The purpose is to continue deficits while deluding the public into
thinking that the budgetis, or will soon be, balanced. In that way, the
public’'s dipping confidence in the dollar will be shored up. Thus, the
balanced-budget amendment turns out to be the fiscal counterpart of
the supply-siders’ notorious proposal for a phony gold standard. In that
scheme, the public would not be able to redeem its dollars in gold coin, the
Fed would continue to manipulate and inflate, but al the while this
inflationist policy would now be cloaked in the confidence-
building mantle of gold.

In both plans, we would be dazzled by the shadow, the rhetoric of
sound policy, while the same old program of cheap money and huge
deficits would proceed unchecked. In both cases, the dominant ideology
seems to be that of P.T. Barnum: “There' s a sucker born every minute.”
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66
TheNational Bureau
And Business Cycles

Not only is there confusion about whether or not a recession is
imminent, but some economists think that we're aready in one (1988).
Thus, Richard W. Rahn, chief economist for the U.S. Chamber of
Commerce, recently declared: “The economic slowdown is not coming:
it's here, and soon it will be gone.” Not knowing whether or not we'rein a
recession is not as silly as it sounds. It takes a while for data to come in,
and then to figure out if a decline is a mere glitchor if it constitutes a new
trend. But the natural confusion is compounded by the thrall in
whichvirtualy al economists, statisticians, and financial writers have
been held by the National Bureauof Economic Research.

Everyone waits for the Nationa Bureau to speak; when the oracle
finally makes itspronouncement, it is accepted without question. Thus, in
1966, the economy slowed down and receded to such an extent that I, for
one, concluded that we were in a recession. But o, GNP had not declined
quite long enough to meet the Bureau's definition of a recession, and
that, unfortunately, was that. And since we were not in what the Bureau
called a “recession,” we by definition continued to be in a “boom.” The
reason is that, by the Bureau's peculiar and arbitrary standards and
methods, the economy cannot be just sort of lolling along, in neither a
boom nor arecession. It hasto bein one or the other.

To say that the Bureau is fallible should go without saying; but instead,
its pronouncements are taken as divine writ. Why is that? Precisely
because the Bureau was cleverly designed, and so proclaimed, to be an
allegedly vaue-free, purely “scientific” ingtitution.

The Bureau is a private ingtitution, supported by a large groy of
associations and institutions, business and union groups, banks,
foundations, and scholarly associations, whichconfer upon it an almost
painful respectability. Its numerous books and monographs are very long
on statistics, short on text or interpretation. Its proclaimed methodology is
Baconian: that is, it trumpets the claim that it has no theories, that it
collects myriads of facts and statistics, and that its cautiously worded
conclusions arise solely, Phoenix-like, out of the data themselves.
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Hence, its conclusions are accepted as unquestioned holy “scientific”
writ.

And yet, despite its proclamations, the National Bureau's procedures
themselves necessarily manipulate the data to arrive at conclusions. And
these procedures are not free of theory, indeed they rest on faulty and
guestionable theoretical assumptions. Hence, theconclusions, far from
being strictly “scientific,” are skewed and misshaped to the extent that
they are determined by the procedures themselves.

Specifically, the Bureau selects “reference cycles,” of the generad
economy, and thenexamines “specific cycles’ of particular prices,
production, etc. and compares these with thereference cycles.
Unfortunately, all depends on the Bureau’ s dating theory, that is, it picks
out only the trough and peak months, first for the general cycles, and then
for each specific cycle. But suppose, as in many cases, the curve isflat, or
there are several peaks or troughs close to eachother.

In these cases, the Bureau arbitrarily, takes the last month of the
plateau, or the multi-peak or trough period, and cals that the peak or
trough month. There is no earthly economic reason for this; why not take
the whole period as a peak or trough period, or average the data, or
whatever? Instead, the Bureautakes only the last month and calls that the
peak or trough, and then compounds that error by arbitrarily squeezing the
distance between the designated “peak month” and “trough month” into
three equal parts, and assuming that everything in between peak ard
trough is a straight line of expansion or contraction, boom or bust.

In other words, in the rea world, any given time series, say copper
prices, or housing starts in California, might have dawdled near the trough,
gone quickly upward, and stayed at aplateau or multi-peak for many
months. But on the Procrustean rack of National Bureaudoctrine, the
activity is squeezed into a single, one-month trough; a straight line
expansion, divided into three parts by time; reaching a single-month peak;
and then going down in a similar linear, jagged-line contraction. In short,
National Bureau methods inevitably force the economy to look falsely like
a series of jagged, sawtoothed, straight lines upward and downward.
The triumphant conclusion that “life is a series of sawtooth lines’ is
imposed by the way the Bureau massages the data in the first place.
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That massaging is bad enough. But then the Bureau compounds the
error by averaging all the specific cycles, its leads and lags, etc. as far as
the data will go back, say from the 1860s tothe 1980s. It is from that
averaging that the Bureau has developed its indices of “leading, . . .
. coincident,” and “lagging” indicators, the first of which are supposed to
(but not very successfully) forecast the future.

The problem with this averaging of cycle data over the decadesis that it
assumes a’homogeneous population,” that is, it assumes that all these
cycles, say for copper prices or housing starts in California, are the same
thing, and operate in the same context over al these decades. But that is a
whopping assumption; history means change, and it is absurd to
assume that the underlying population of all this data remains constant and
unchanging, and therefore canbe averaged meaningfully.

When the National Bureau set forth this methodology in Arthur F.
Burns and Wedsley C. Mitchell, Measuring Business Cycles (National
Bureau of Economic Research, 1946), it wascorrectly criticized by a
distinguished econometrician for being “Measurement without Theory” in
the Journal of Political Economy, but still it quickly swept the board to
achieve oracular status.

Particularly irritating were the claims of the Bureau that those of us
who held definitebusiness cycle theories were partial and arbitrary,
whereas the Bureau spoke only from the factsof hard, empirical redlity.
Yet the Bureau has had far less respect for empirical reality than
have allegedly “anti-empirical” Austrians. Austrians realize that empirical
reality is unique, particularly raw statistical data. Let that data be
massaged, averaged, seasonals takenout, etc. and then the data necessarily
falsify reality. Their Baconian methodology has not saved the Bureau
from this trap; it has only succeeded in blinding them to the ways that they
have been manipulating data arbitrarily.

67
I nflationary Recession,
OnceMore

| am by no means a complete “contrarian,” but | have one contrarian
index to offer as asound “leading indicator” of recession: every time
establishment economists and financial writers trumpet the existence of a
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brave new world of permanent boom with no more recessions, | know that
abig recession isjust around the corner.

It never fails. During the late 1920s the establishment, led by proto-
Friedmanite economist Irving Fisher, proclaimed a “New Era,” an era of
permanent boom with no more depressions—all because of the wise fine-
tuning of that wonderful new institution, the Federal Reserve System. And
then came 1929.

During the 1960s we were assured by the Keynesian establishment that
business cycles were a relic of the bygone Bad Old Days of laissezfaire:
that wise fine-tuning by Keynesianofficials would insure a world of
continuous full employment without inflation. So sure of themselves were
establishment economists that “Business Cycle’” courses in graduate
school were abolished.

Why linger in the antiquities of a pre-modern world? Instead, they were
replaced by courses in “Macroeconomics’ and “Economic Growth.” And
then bingo! came not only the deeprecessions, but the seemingly
impossible phenomenon of inflationary recessions. recessions and price
inflation at the same time, first in 1973-75, and then the two-humped
recession of 1980-82, the biggest and steepest recession since the Great
Depression. (In the old days, such maor recessions would have routinely
been called “depressions,” but therapy-by-semantics has taken over, and
the word “depression” has been effectively outlawed as too . . .
depressing.)

And now, in the middle and late 1980s, the Reaganite establishment
began to assure usthat, once again, a new economic era had arrived, that
the miracle of the Reagan tax cuts (actually nonrexistent) had, along with
a more globa and technologically sophisticated technology, assured us
that there would never be any more recessions, except perhaps
some painless rolling readjustments in specific industries or regions.

It was time for another Big One, and sure enough, here we are. Not
only has the establishment forgotten about recessions, but in particular
they totally forgot that postwar recessons have been inflationary.
Combining the worst of both worlds, unemployment, bankruptcies, and
declines of activity have been accompanied by steep increases in the cost
of living. A haf-century of Keynesian fine-tuning (from which we still
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suffer, despite the Reaganaut label) has not cured inflation or recessions; it
has only accomplished the feat of bringing us both at the same time.

Everyone is afraid to use his judgment on whether we are in a
recession; it has become the custom of everyone to await breathlessly the
pronouncement of the National Bureau of Economic Research (NBER), a
much revered private ingtitution which has established a
Dating Committee of a handful of experts, who sift the data to figure out
when, if ever, a recession has begun. The problem is that it takes many
months into a recession for the NBER to make up itsmind: by the time it
pronounces that we're in a recession, it is amost over. Thus, the
steep recession that started in November 1973 was only pronounced a
recession a year later; but six months after that, by March 1975, we were
on the way to recovery. Most recessions are over in ayear or year and a
hale Of course, maybe that’s the point: for the establishment to Iull us al
to deep until the recession is over.

The reason why it takes the NBER such a long time to make up its
mind, is because it feels that it has to get the precise month of the onset of
the recession absolutely right; and the reason it suffers from this precise-
month fetish (which, in al reason and common sense, doesn’t make a heck
of a lot of difference) is because the entire deeply flawed NBER
approachto business cycles depends on getting the “reference month”
down precisely, and then basing all of its averages, and leads and lags, on
that particular month. To date the recession one or two months either way
would mess up all the calculations based on the NBER paradigm. And
that, of course, comes first, way before trying to figure out what is going
on and getting the knowledge to the public as quickly as possible.

Looking at the housing market, unemployment, debt liquidation, and
many other factorsin 1988, | am willing to state flatly that we are in
another inflationary recession. What does this mean? It is heartwarming to
see some economists welcoming the recession as having animportant
cleansing effect on malinvestment and unsound debt, paving the way for
more rapid and more sustainable economic growth. Thus, Victor
Zarnowitz of the University of Chicago states that “it may be healthier for
the economy to endure an occasional recession . . . than to grow sluggishly
for a prolonged period,” and David A. Poole, economist of Van
Eck Management Corp., warns that there shouldn’t be a recovery too soon,
presumably stimulated by government, for then “the recessionary
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cleansing process will not have had time to work.” Welcome to Austrian
Economics!

But how is the current establishment (the Bush administration center
plus Democratic left-liberalism) proposing to deal with this recession?
Remarkably, by violating every tenet of every school of thought known to
economics. by steeply raising taxes! Every school: Austrian, Keynesian,
monetarist, or classical, would react in horror to such a plan, which
obviously worsens a recession by lowering saving and investment, and
productive (as opposed to parasiticand wasteful —government)
consumption. Raising taxes does nothing to help the inflation, and does a
lot to make the recession more severe; and it aggravates the deadweight
burden of government on the economy.

But wouldn’t raising taxes cure the budget deficit? No, it would only
give government an excuse (as if they needed one!) to increase the burden
of government spending still further. The one thing worse than a deficit,
furthermore, is higher taxes; increasing taxes will only bring us more of
both.

Can't the government do anything to alleviate our current inflationary
recession? Yes, it can, and quickly. (Never say that Austrians can’t come
up with positive, even short-run, suggestions for government policy.)

First, to stop the inflationary part of current crisis, the Federal Reserve
can stop, permanently, al further purchase of any assets, or lowering of
reserve ratios. This will stop al future inflationary credit expansion.
Second, it can cut dl taxes drastically: sales, excise, capita gains,
medicare, social security, and income (for upper, middle, and lower
incomes). Third, it cancut government spending, everywhere, even more
drastically: thus cutting the deficit as well as al its other benefits. And
that’s for openers. Y ou think Newt Gingrich is tough?

68
Deflation,
Free Or Compulsory
New occurrences have been more dreaded and reviled in the history of

economic thought than deflation. Even as perceptive a hard-money
theorist as Ricardo was unduly leery of deflation, and a positive phobia
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about falling prices has been central to both Keynesian and monetarist
thought.

Both the inflationary spending and credit prescriptions of Irving Fisher
and the early Chicago School, and the famed Friedmanite “rule”’ of fixed
rates of money growth, stemmed from a fervid desire to keep prices from
faling, at least in the long run.

It is precisely because free markets and the pure gold standard lead
inevitably to faling prices that monetarists and Keynesians alike call for
fiat money. Yet, curiously, while free or voluntary deflation has been
invariably treated with horror, there is genera acclaim for the draconian,
or compulsory, deflationary measures adopted recently—especially in
Brazil and the Soviet Union—in attempts to reverse severe inflation.

But first, some clarity is needed in our age of semantic obfuscation in
monetary matters. "Deflation” is usually defined as generaly faling
prices, yet it can aso be defined as a decline inthe money supply which,
of course, will also tend to lower prices. It is particulary important
to distinguish between changes in prices or the money supply that arise
from voluntary changes inpeople’'s values or actions on the free market;
as against deliberate changes in the money supply imposed by
governmental coercion.

Price deflation on the free market has been a particular victim of
deflation-phobia, blamed for depression, contraction in business activity,
and unemployment. There are three possible causes for such deflation. In
the first place, increased productivity and supply of goodswill tend to
lower prices on the free market. And this indeed is the genera record of
the Industrial Revolution in the West since the mid-eighteenth century.

But rather than a problem to be dreaded and combatted, falling prices
through increased production is a wonderful long-run tendency of
untrammelled capitalism. The trend of the Industrial Revolution in the
West was falling prices, which spread an increased standard of living to
every person; falling costs, which maintained general profitability of
business, and stable monetary wage rates—which reflected steadily
increasing real wages in terms of purchasing power.

This is a process to be hailed and welcomed rather than to be stamped
out. Unfortunately, the inflationary fiat money world since World War ||
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has made us forget this home truth, and inured us to a dangerously
inflationary economic horizon.

A second cause of price deflation in a free economy is in response to a
genera desire to "hoard” money which causes people's stock of cash
balances have higher real value in terms of purchasing power. Even
economists who accept the legitimacy of the first type of deflation
react with horror to the second, and call for government to print money
rapidly to prevent it.

But what's wrong with people desiring higher real cash balances, and
why should this desire of consumers on the free market be thwarted while
others are satisfied? The market, with its perceptive entrepreneurs and free
price system, is precisely geared to allow rapid adjustments to any changes
in consumer valuations.

Any “unemployment” of resources results from a failure of people to
adjust to the new conditions, by insisting on excessively high real prices or
wage rates. Such failures will be quickly corrected if the market is allowed
freedom to adapt—that is, if government and unionsdo not intervene to
delay and cripple the adjustment process.

A third form of market-driven price deflation stems from a contraction
of bank credit during recessions or bank runs. Even economists who
accept the first and second types of deflation balk at this one, indicting the
process as being monetary and external to the market.

But they overlook a key point: that contraction of bank credit is always
a healthy reactionto previous inflationary bank credit intervention in the
market. Contractionary calls upon the banks to redeem their swollen
liabilities in cash is precisely the way in which the market and consumers
can reassert control over the banking system and force it to become sound
and noninflationary. A market-driven credit contraction speeds up the
recovery process and helps towash out unsound loans and unsound
banks.

[ronically enough, the only deflation that is unhelpful and destructive
generally receives favorable press. compulsory monetary contraction by
the government. Thus, when “free market” advocate Collor de Mello
became president of Brazil in March 1990, he immediately and
without warning blocked access to most bank accounts, preventing their
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owners from redeeming or using them, thereby suddenly deflating the
money supply by 80 percent.

This act was generaly praised as a heroic measure reflecting “ strong”
leadership, but what it did was to deliver the Brazilian ecoromy the
second blow of a horrible one-two punch. After governmental expansion
of money and credit had driven prices into severe hyperinflation, the
government now imposed further ruin by preventing people from using
their own money. Thus, the Brazilian government imposed a double
destruction of property rights, the second one in the name of the free
market and “of combating inflation.”

In truth, price inflation is not a disease to be combatted by government;
it is only necessary for the government to cease inflating the money
supply. That, of course, all governments are reluctant to do, including
Collor de Mello’s. Not only did his sudden blow bring about a deep
recession, but the price inflation rate, which had fallen sharply to 8 percent
per month by May 1990, started creeping up again.

Finally, in the month of December, the Brazilian government quickly
expanded the money supply by 58 percent, driving price inflation up to 20
percent per month. By the end of January, the only response the “free
market” government could think of was to impose a futile and disastrous
price and wage freeze.

In the Soviet Union, President Gorbachev, perhaps imitating the
Brazilian failure, smilarly decided to combat the “ruble overhang” by
suddenly withdrawing large-ruble notes from circulation and rendering
most of them worthless. This severe and sudden 33 percent monetary
deflation was accompanied by a promise to stamp out the “black market,”
i.e. the market, which had until then been the only Soviet institution
working and keeping the Soviet people from mass starvation.

But the black marketeers had long since gotten out of rubles and into
dollars and gold, sothat Gorby’'s meat axe fell largely on the average
Soviet citizen, who had managed to work hard and save from his meager
earnings. The only dightly redeeming feature of this act is that at least it
was not done in the name of privatization and the free market; instead, it
was part and parcel of Gorbachev’s recent shift back to statism and central
control.
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What Gorbachev should have done was not worry about the rubles in
the hands of the public, but pay attention to the swarm of new rubles he
keeps adding to the Soviet economy. The prognosis is even gloomier for
the Soviet future if we consider the response of a leading allegedly free-
market reformer, Nicholas Petrakov, until recently Gorbachev’s personal
economic adviser. Asserting that Gorbachev’s bruta action was
“sensible,” Petrakov plaintively added that ”if, in the future, we go on just
printing more money everything will just go back to square one.” And
why should anyone think this will not happen?

69
Bush
And The Recession

Unfortunately, John Maynard Keynes, the disastrous and discredited
spokesman and inspiration for the macroeconomics of virtually the ertire
world since the 1930s (and that includes the Western World, the Third
World, the Gorbachev era, as well as the Nazi economic system), still
lives. President Bush’'s reaction to this grim recession has been Keynesian
throughand through not surprising, since his economic advisers are
Keynesian to the core.

Since Keynesians are perpetual trumpeters for inflationary credit
expansion, they of course do not talk about the basic cause of every
recession; previous excesses of inflationarybank credit, stimulated and
controlled by the central bank—in the U.S,, the Federal Reserve system.
To Keynesians, recessons come about via a sudden collapse in
spending—by consumersand by investors. This collapse, according to
Keynesians, comes about because of a decline inwhat Keynes called
“animal spirits’: people become worried, depressed, apprehensive about
the future, so they invest, borrow, and spend less.

The Keynesian remedy to this “market failure” brought about by
private citizens being irrational worry-warts, is provided by good old
government, the benevolent Mr. Fixit. Whenguided by wise and cool-
headed Keynesian economists, government is able, as a judicious sea
captain at the helm, to compensate for the foolish whims of the public and
to steer the economy on a proper and rational course.
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There are, then, two anti-recession weapons available to government in
the Keynesianschema. One is to spend a lot more money, particularly by
incurring large-scale deficits. The problem with this weapon, as we all
know far too well, is that government deficits are now permanently and
increasingly stratospheric, in good times as well as bad. Current estimates
forthe federal deficit, which amost always prove too low, are
approaching the annual rate of $500 billion (especidly if we eliminate the
phony accounting “surplus’ of $50 hillion in the Social Security account).

If increasing the deficit further is no longer a convincing tool of
government, the only thing left is to try to stimulate private spending. And
the principal way to do that is for the government to soft-soap the public,
to treat the public as if it were a whiny kid, that is: to stimulate its
confidence that things are really fine and getting better so that the public
will openits purses and wallets and borrow and spend more.

In other words, to lie to the public “for its own good.” Except that
many of us areconvinced that it's really lying for the good of the
politicians so that the deluded public will continue to have confidence in
them. Hence all the disgraceful gyrations of the Bush Administration: the
year-long clam that we weren't in a recession, then the idea that we
had been in it but were now out, then the soft-soap about a “weak
recovery,” then the nonsense about "double-dip” recession, and all the
rest. Only when an aroused public hit him in the face did the President
acknowledge that there’' s areal problem, and that maybe something should
be done about it.

But what to do, within the Keynesian framework? First, the Fed drove
down interest rates, expecting that now people would borrow and spend.
But no one feels like lending and borrowing in recessions, and so nothing
much happened, except that short-term Treasury securities got cheaper to
buy—not very useful for the private economy. But, darn it, credit
card rates stayed high, so Bush got the idea of talking down credit card
rates, stimulating more consumers to borrow.

The resulting fiasco is well-known. Senator Al D’ Amato (R-N.Y), ever
the eager beaver, figured that forcing rates down is more effective than
talking them down, and so Congress only just missed passing this disaster
by a vigorous protest of the banks and a mini-crash in the stock market
bringing it to its senses. Outgoing chief-of-staff John Sununu, as ever
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atentive to the actions of “this President,” tried to justify Bush's
jawboning as correct, asserting that Congress's error was to try coercion.

But Bush's idea of talking credit card rates down was only dlightly less
idiotic thanforcing them down. The point is that prices an the market,
including interest rates, are not set arbitrarily, or according to the good or
bad will of the sellers or lenders. Prices are set according to the market
forces of supply and demand.

Credit card rates did not stay high because bankers decided to put the
screws to this particular group of borrowers. The basic reason for credit
card rates staying high is because the public—in its capacity as borrowers,
not in its capacity as economic pundits doesn’t care that much about these
rates. Consumers are not credit-card rate sensitive.

Why? Because basically there are two kinds of credit-card users. One is
the sober, responsible types who pay off their credit cards each month, and
for whom interest charges are Ssimply not important. The other group isthe
more live-it-up types such as myself, who tend to borrow up to the limit
on their cards. But for them, interest rates are not that important
either: because in order to take advantage of lowrate cards (and there are
such around the country), they would have to pay off existing cards first—
aslow process at best.

There was another gaping fallacy in the Bush-D’ Amato attitude, which
the bankers quickly set them straight about. Interest rates are not the only
part of the credit-card package. There is also the quality of the credit: the
ease of getting the card, the requirements for getting it and keeping it, as
well as the annual fee, etc. As the banks pointed out, at a 14 instead of a
19 percent rate, far fewer people are going to be granted credit cards.

Pathetically, the only positive thing that President Bush can think of to
speed the recovery is to spend money faster, that is. to step up government
spending, and hence the deficit, early in the year, presumably to be offset
later by afdl in its rate of spending.

What about tax cuts? Here the Bush administration is trapped in the
current Keynesian view that, the deficits aready being too high, every tax
cut must be balanced by a tax increase somewhere else: i.e., be “revenue-
neutral.” Hence, the administration feels limited to the correct but
picayune call for a cut in the capital gains tax, since this presumably will
be made up by a supply-side increase to keep total revenue constant.
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What is needed is the courage to bust out of this entire falacious and
debilitating Keynesian paradigm. Massive tax cuts, especialy in the
income tax are needed (&) to reduce the parasitic and antiproductive
burden of government on the taxpayer, and (b) to encourage the public to
spend and especially to save more, because only through increased private
savings will there come greater productive investment.

Moreover, the increased saving will speed recovery by validating some
of the shaky and savings-starved investments of the previous boom. First
of all, massive bx cuts may force the government to reduce its own
swollen spending, and thereby reduce the burden of government onthe
system. And second, if this means that total government revenue is lower,
so much the better. The burden of tax-rates is twofold: rates that are high
and cripple savings and investment activity; and revenues that are high
and siphon off money from the productive private sector into wasteful
government boondoggles. The trouble with the supply-siders is that they
ignore the second burden, ard hence fall into the KeynesianBush
“revenue-neutral” trap.

And finadly, if the Bush Administration is so worried about the deficit,
it should do its part by proposing drastic cuts in government spending, and
justify it to the public by showingthat government spending is not helpful
to a prosperous economy but precisely the opposite. Then, if Congress
rgects this proposition, and keeps increasing spending, the
Administrationcould put the onus for prolonging the recession sguarely
upon Congress. But of course it can’'t do so, because that would mean a
fundamental break with the Keynesian doctrine that has formed the
paradigm for the world’s macroeconomics for the past half-century.

We will never break out of our economic stagnation or our boom bust
cycles and achieve permanent prosperity until we have repudiated Keynes
as thoroughly and as intensely as the peoples of Eastern Europe and the
Soviet Union have repudiated Marx and Lenin. The real wayto achieve
freedom and prosperity is to hurl al three of these icons of the twentieth
century into the dustbin of history.
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70
L essons Of The Recession

It's official! Long after everyone in America knew that we were in a
severe recession, the private but semi-official and incredibly venerated
National Bureau of Economic Research hasfinally made its long-awaited
pronouncement: we've been in a recession ever since last summer. Well!
Here is an instructive example of the reason why the economics
profession, oncerevered as a seer and scientific guide to wealth
prosperity, has been sinking rapidly in the esteemof the American public.
It couldn’'t have happened to a more deserving group. The
current recession, indeed, has aready brought us several vauable
lessons:

Lesson # 1. You don’t need an economist . . . . One of the favorite
slogans of the 1960sNew Left was. “You don’'t need a weatherman to tell
you how the wind is blowing.” Similarly, it is al too clear that you don’t
need an economist to tell you whether you' ve been in a recession. So how
is it that the macro-mavens not only can’t forecast what will happen next,
they can't eventell us where we are, and can barely tell us where we've
been? To give them their due, | ampretty sure that Professors Hall,
Zarnowitz, and the other distinguished solons of the famed Dating
Committee of the National Bureau have known we' ve been in a recession
for quite awhile, maybe even since the knowledge percolated to the
general public.

The problem is that the Bureau is trapped in its own methodology, the
very methodology of Baconian empiricism, meticulous data-gathering and
pseudo- science that has brought it inordinate prestige from the economics
profession.

For the Bureau’'s entire approach to business cycles for the past five
decades has depended on dating the precise month of each cyclical turning
point, peak and trough. It was therefore not enough to say, last fall, that
“we entered a recession this summer.” That would have been enough for
common-sense, or for Austrians, but even one month off the precise date
would have done irreparable damage to the plethora of statistical
manipulations—the averages, reference points, leads, lags, and
indicators—that constitute the analytic machinery, and hencethe
“science,” of the National Bureau. If you want to know whether we'rein a
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recession, the last people to approach is the organized economics
profession.

Of course, the general public might be good at spotting where we are
at, but they are considerably poorer at causal analysis, or at figuring out
how to get out of economic trouble. Butthen again, the economics
profession is not so greet at that either.

Lesson #2: There ain’t no such thing asa*“new era.” Every timethereis
a long boom, bythe final years of that boom, the press, the economics
profession, and financial writers are rifewith the pronouncement that
recessions are a thing of the past, and that deep structural changes inthe
economy, or in knowledge among economists, have brought about a “new
era” The bad old days of recessions are over. We heard that first in the
1920s, and the culmination of that first new era was 1929; we heard it
again in the 1960s, which led to the first magjor inflationary recessionof
the early 1970s; and we heard it most recently in the later 1980s. In fact,
the best leading indicator of imminent deep recession is not the indices of
the National Bureau; it is the burgeoning of the idea that recessions are a
thing of the past.

More precisaly, recessions will be around to plague us so long as there
are bouts of inflationary credit expansion which bring them into being.

Lesson #3: You don’'t need an inventory boom to have a recession. For
months into the current recession, numerous pundits proclaimed that we
couldn’t be in a recession because business had not piled up excessive
inventories. Sorry. It made no difference, since malinvestments brought
about by inflationary bank credit don't necessarily have to take place
ininventory form. As often happens in economic theory, a contingent
symptom was mislabeled as an essential cause.

Unlike the above, other lessons of the current recession are not nearly
asobvious. Oneis:

Lesson #4. Debt is not the crucia problem. Heavy private debt was a
conspicuous featureof the boom of the 1980s, with much of the publicity
focused on the floating of high-yield (“junk”) bonds for buyouts and
takeovers. Debt per se, however, is not a grave economic problem.

When | purchase a corporate bond | am channeling savings into
investment much the same way as when | purchase stock equity. Neither
way is particularly unsound. If a firm or corporation floats too much debt
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as compared to equity, that is a miscalculation of its existing owners or
managers, and not a problem for the economy at large. The worst that can
happen isthat, if indebtedness is too great, the creditors will take over
from existing management and install a more efficient set of managers.
Creditors, as well as stockholders, in short, are entrepreneurs.

The problem, therefore, is not debt but credit, and not all credit but
bank credit financed by inflationary expansion of bank money rather than
by the genuine savings of either share holders or creditors. The problem in
other words, is not debt but loans generated by fractiona-reserve
banking.

Lesson #5: Don't worry about the Fed “pushing on a string.” Hard-
money adherents are atiny fraction in the economics profession; but there
are a large number of them in the investment newsletter business. For
decades, these writers have been split into two warring camps:
the”inflationists’ versus the “deflationists.” These terms are used not in
the sense of advocating policy, but in predicting future events.

“Inflationists,” of whom the present writer is one, have been
maintaining that the Fed, having been freed of al restraints of the gold
standard and committed to not allowing the supposed horrors of deflation,
will pump enough money into the banking system to prevent money and
price deflation from ever taking place.

“Deflationists,” on the other hand, claim that because of excessive
credit and debt, the Fed has reached the point where it cannot control the
money supply, where Fed additions to bank reserves cannot lead to banks
expanding credit and the money supply. In common financial parlance, the
Fed would be “pushing on a string.” Therefore, say the deflationists, we
are in for an imminent, massive, and inevitable deflation of debt, money,
and prices.

One would think that three decades of making such predictions that
have never come true would faze the deflationists somewhat, but no, at the
first sign of trouble, especially of arecession, the deflationists are
invariably back, predicting imminent deflationary doom. For the last part
of 1990, the money supply was flat, and the deflationists were sure that
their day had come at last. Credit had been so excessive, they claimed, that
businesses could no longer be induced to borrow, no matter how low the
interest rate is pushed.
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What deflationists always overlook is that, even in the unlikely event
that banks could not stimulate further loans, they can aways use their
reserves to purchase securities, and thereby push money out into the
economy. The key is whether or not the banks pile up excessreserves,
failling to expand credit up to the limit allowed by legal reserves. The
crucia point isthat never have the banks done so, in 1990 or at any other
time, apart from the single exceptionof the 1930s. (The difference was
that not only were we in a severe depression in the 1930s, but that interest
rates had been driven down to near zero, so that the banks were virtually
losing nothing by not expanding credit up to their maximum limit.) The
conclusion must be that the Fed pushes with a stick, not a string.

Early this year, moreover, the money supply began to spurt upward
once again, putting anend, at least for the time being, to deflationist
warnings and specul ations.

Lesson #6: The banks might collapse. Oddly enough there is a possible
deflation scenario, but not one in which the deflationists have ever
expressed interest. There has been, in he last few years, a vital, and
necessarily permanent, sea-change in American opinion. It is
permanent because it entails a loss of American innocence. The American
public, ever since 1933, had bought, hook, line and sinker, the propaganda
of all establishment economists, from Keynesians to Friedmanites, that the
banking system is safe, SAFE, because of federal deposit insurance.

The collapse and destruction of the savings and loan banks, despite
their “deposit insurance” by the federal government, has erded the
insurance myth forevermore, and called into question the soundness of the
last refuge of deposit insurance, the FDIC. It is now widely known that the
FDIC smply doesn't have the money to insure all those deposits, and that
in fact it is heading rapidly toward bankruptcy.

Conventional wisdom now holds that the FDIC will be shored up by
taxpayer bailout, and that it will be saved. But no matter: the knowledge
that the commercial banks might fail has beentucked away by every
American for future reference. Even if the public can be babied aong,
and the FDIC patched up for this recession, they can always remember
this fact at some future crisis, and then the whole fractiona-reserve house
of cards will come tumbling down in a giant, cleansing bank run. To offset
such arun, no taxpayer bailout would suffice.
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But wouldn’t that be deflationary? Almost, but not quite. Because the
banks could still besaved by a massive, hyper-infla-tionary printing of
money by the Fed, and who would bet against such emergency rescue?

Lesson #7: There is no “Kondratieff cycle,” no way, no how. There is
among many people, even including some of the better hard-money
investment newsletter writers, aninexplicable devotion to the idea of an
inevitable 54-year “Kondratieff cycle” of expansion and contraction. It is
universally agreed that the last Kondratieff trough was in 1940. Since 51
years have elapsed since that trough, and we are still waiting for the peak,
it should be starkly clear that such a cycle does not exist.

Most Kondratieffists confidently predicted that the peak would occur in
1974, precisely 54 years after the previous peak, generally accepted as
being in 1920. Their joy at the 1974 recession, however, turned sour at the
quick recovery. Then they tried to salvage the theory by analogy to the
aleged “plateau” of the 1920s, so that the visible peak, or contraction,
would occur nine or ten years after the peak, as 1929 succeeded 1920.

The Kondratieffists there fell back on 1984 as the preferred date of the
beginning of the deep contraction. Nothing happened, of course; and, now,
seven years later, we are in the last gasp of the Kondratieff doctrine. If the
current recession does not, as we have maintained, turninto a deep
deflationary spiral, and the recession ends, there will simply be no time
left for any plausible cycle of anything approaching 54 years. The
Kondratieffist practitioners will, of course, never give up, any more than
other seers and crystal-ball gazers;, but presumably, their marketwill at
last be over.
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TheWorld Currency Crigis

The world is in permanent monetary crisis, but once in a while, the
criss flares up acutely, and we noisily shift gears from one flawed
monetary system to another. We go back and forth from fried paper rates
to fluctuating rates, to some inchoate and aborted blend of the two. Each
new system, each basic change, is hailed extravagantly by economists,
bankers, the financial press, politicians, and central banks, as the final and
permanent solution to our persistent monetary woes.

Then, after some years, the inevitable breakdown occurs, and the
Establishment trots out another bauble, another wondrous monetary
nostrum for us to admire. Right now, we are on the edge of another shift.

To stop this shell game, we must first understand it. First, we must
realize that there arethree coherent systems of international money, of
which only one is sound and noninflationary. The sound money is the
genuine gold stardard; “genuine” in the sense that each currency
isdefined as a certain unit of weight of gold, and is redeemable at that
weight.

Exchange rates between currencies were “fixed” in the sense that each
was defined as a given weight of gold; for example, since the dollar was
defined as one-twentieth of a gold ounce and the pound sterling as .24 of a
gold ounce, the exchange rate between the two was naturally fixed at their
proportionate gold weight, i.e., £ 1 = $4.87.

The other two systems are the Keynesian ideal, where all currencies are
fried in terms of an international paper unit, and fluctuating independent
fiat-paper moneys. Keynes wanted to call his new world paper unit the
bancor while U.S. Treasury official (and secret Communist) Harry Dexter
White wanted to name it the unita. Bancor or unita, these new
paper tickets would ideally be issued by a World Reserve Bank and would
form the reserves of the various central banks. Then, the World Reserve
Bank could inflate the bancor at will, and the bancor would provide
reserves upon which the Fed, the Bank of England, etc. could pyramid
a multiple expansion of their respective national fiat currencies.

The whole world would then be able to inflate together, and therefore
not suffer the inconvenience of inflationary countries losing either gold or
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income to sound-money countries. All the countries could inflate in a
centrally-coordinated fashion, and we could suffer manipulation and
inflation by a world government-banking elite without check or hindrance.
At the end of the road would be a horrendous world-wide hyper-inflation,
with no way of escaping into sounder or less inflated currencies.

Fortunately, national rivalries have prevented the Keynesians from
achieving their goal, and so they had to settle for “second best,” the
Bretton Woods system that the U.S. and Britain foisted on the world in
1944, and which lasted until its collapse in 1971. Instead of the
bancor, the dollar served as the international reserve upon which other
currencies could pyramid their money and credit. The dollar, in turn, was
tied to gold in a mockery of a genuine gold standard, at the pre-war par of
$35 per ounce. In the first place, dollars were not redeemable in gold
coins, asthey had been before, but only in large and heavy gold bars,
which were worth many thousandsof dollars. And second, only foreign
governments and central banks could redeem their dollars in gold even on
this limited basis.

For two decades, the system seemed to work well, as the U.S. issued
more and more dollars, and they were then used by foreign central banks
as a base for their own inflation. Inshort, for years the U.S. was able to
“export inflation” to foreign countries without suffering the ravages itself.
Eventually, however, the ever-more inflated dollar became depreciated on
the gold market, and the lure of high priced gold they could obtain from
the U.S. at the bargain $35 per ounce led European central banks to cash
in dollars for gold. The house of cards collapsed whenPresident Nixon, in
an ignominious declaration of bankruptcy, slammed shut the gold window
and went off the last remnants of the gold standard in August 1971.

With Bretton Woods gone, the Western powers now tried a system that
was not only unstable but aso incoherent: fixing exchange rates without
gold or even any international paper money with which to make payments.
The Western powers signed the ill-fated Smithsonian Agreement on
December 18, 1971, which was hailed by President Nixon as “the
greatest monetary agreement in the history of the world.” But if currencies
are purey fiat, with no international money, they become goods in
themselves, and fixed exchange rates are then bound to violate the market
rates set by supply and demand.
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At that time the inflated dollar was heavily overvalued in regard to
Western European and Japanese currencies. At the overvalued dollar rate,
there were repeated scrambles to buy European and Japanese moneys at
bargain rates, and to get rid of dollars. Repeated “ shortages’ of the harder
moneys resulted from this maximum price control of their exchange rates.
Finally, panic selling of the dollar broke the Smithsonian system apart in
March 1973. With the collapse of Bretton Woods and the far more rapid
disintegration of the “greatest monetary agreement” in world history, both
the phony gold standard and the fixed paper exchange rate systems
were widely and correctly seen to be inherent failures. The world now
embarked, almost by accident on a new era: a world of fluctuating fiat
paper moneys. Friedmanite monetarism was to have its day in the sun.

The Friedmanite monetarists had come into their own, replacing the
Keynesians as the favorites of the financial press and of the international
monetary establishment. Governments and central banks began to hail the
soundness and permanence of fluctuating exchange rates as fervently as
they had once trumpeted the eternal virtues of Bretton Woods. The
monetarists proclaimed the ideal international monetary system to be
freely fluctuating exchange rates between different moneys, with no
government intervention to try to stabilize or even moderate the
fluctuations. In that way, exchange rates would reflect, from day to day,
the fluctuations of supply and demand, just as prices do on the free
market.

Of course, the world had suffered mightily from fluctuating fiat money
in the not too distant past: the 1930s, when every country had gone off
gold (a phony gold standard preserved for foreign central banks by the
United States). The problem is that each nationstate kept fixing its
exchange rates, and the result was currency blocs, aggressive devaluations
attempting to expand ex ports and restrict imports, and economic warfare
culminating in World War 1l. So the monetarists were insistent that the
fluctuations must be absolutely free of al government intervention.

But, in the fist place, the Friedmanite plan is politically so naive as to
be almost impossible to put into practice. For what the monetarists do, in
effect, is to make each currencyfiat paper issued by the nationa
government. They give total power over money to that government and its
central bank, and then they issue stern admonitions to the wielders
of absolute power: “Remember, use your power wisely, don’t under any
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circumstances interfere with exchange rates.” But inevitably, governments
will find many reasons to interfere: to force exchange rates up or down, or
stabilize them, and there is nothing to stop them from exercising their
natural instincts to control and intervene.

And so what we have had since 1973 is an incoherent blend of “fixed”
and fluctuating, unhampered and hampered, foreign currency markets.
Even Beyl W. Sprinkel, a dedicated monetarist who served as
Undersecretary of Treasury for Monetary Policy in the first
Reagan Administration, was forced to backtrack on his early achievement
of persuading the Administration to decontrol exchange rates. Even he
was compelled to intervene in “emergency” situations, and now the
second Reagan Administration moved insistently in the direction
of refixing exchange rates.

The problem with freely fluctuating rates is not only political. One
virtue of fixed rates, especialy under gold, but even to some extent under
paper, is that they keep a check on national inflation by central banks. The
virtue of fluctuating rates—that they prevent sudden monetary crises due
to arbitrarily valued currencies—is a mixed blessing, because at least
those crisesprovided a much-needed restraint on domestic inflation.
Freely fluctuating rates mean that the only damper on domestic inflation is
that the currency might depreciate. Y et countries often want their money
to depreciate, as we have seen in the recent agitation to soften the dollar
and thereby subsidize exports and restrict imports—a back-door
protectionism. The current refixers have one sound point: that worldwide
inflation only became rampant in the mid and late 1970s, after the last
fixed-rate discipline was re moved.

The refixers are on the march. During November 1985, a mgjor, well-
publicized international monetary conference took place in Washington,
organized by U. S. Representative Jack Kemp and Senator Bill Bradley,
and including representatives from the Fed, foreign central banks, and
Wall Street banks. This liberal-conservative spectrum agreed on the basic
objective: refixing exchange rates. But refixing is no solution; it will only
bring bank the arbitrary valuations, and the breakdowns of Bretton Woods
and the Smithsonian. Probably what we will get eventually is a worldwide
application of the current “snake,” in which Western European currencies
are tied together so that they can fluctuate but only within a fixed zone.
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This pointless and inchoate blend of fixed and fluctuating currencies can
only bring us the problems of both systems.

When will we realize that only a genuine gold standard can bring us the
virtues of bothsystems and a great deal more: free markets, absence of
inflation, and exchange rates that are fixed not arbitrarily by government
but as units of weights of a precious market commodity, gold?

72
New I nternational
Monetary Scheme

Ever since the Western world abandoned the gold coin standard in
1914, the international monetary system has been rocketing from one bad
system to another, from the frying pan to the fire and back again, fleeing
the problems of one aternative only to find itself deeply unhappy inthe
other. Basically, only two alternative systems have been considered: (1)
fiat money standards, each national fiat currency being governed by its
own central bank, with relative values fluctuating in accordance with
supply and demand; and, (2) some sort of fixed exchangerate system,
governed by international coordination of economic policies.

Our current System 1 came about willy-nilly in 1973, out of the
collapse of BrettonWoods System 2 that had been imposed on the world
by the United States and Britain in 1944. System 1, the monetarist or
Friedmanite ideal, at best breaks up the world monetary system
into national fiat enclaves, adds great uncertainties and distortions t