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INTRODUCTION

common response to a good article is to say to the
author: you should write a book! I've heard this for
years, but from what I've seen of such efforts, most
articles should remain articles. Looking at the corpus of writ-
ings in the Austrian tradition, from more than a century ago
through the latest books brought out by the Mises Institute,
there are more than enough books available, containing sys-
tematic expositions of theory and history, that need to be read
and studied. There is nothing I could say systematically in a
book-length treatment that would add to the articles I write
weekly. Articles and books constitute separate literary genres,
taking a different pace and designed for different purposes.
The same is true of nonacademic public speeches. They
are not designed to give a systematic exposition of ideas but
rather to introduce ideas and apply them to the current
moment in a way that holds people’s attention. The prose
takes a different form from the article or the book. It is more
immediate and more rhetorical in the classical sense of that
term. I have had the pleasure of delivering many of these over
the years, to students, supporters of the Mises Institute, finan-
cial professionals, and others. Now I've collected them, with
little change, into a single volume.
I’'ve made no attempt to disguise the dated material, and
thus some do refer to events of the Clinton years without ref-
erence to later events. The material on the current state of the
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economy is subject to withering with time. Some of the mate-
rial on war predates the change in public sentiment after
September 11, 2001—a date which has become something of
a hinge of history in American foreign policy.

But there are two senses in which the material itself will
always remain relevant. First, the principles are always the
same. Second, events tend to repeat themselves. For example,
I recently watched a video about the Federal Reserve that the
Mises Institute made in the early nineties. It described the
recessionary environment of the time. Watching it again in
2003, it seems up to the minute!

I've organized the speeches by topic, though there is
plenty of overlap between sections. Economics 1s tied to poli-
tics which leads to issues of war and peace, and back again.
I've added neither footnotes nor bibliographies, knowing that
Mises.org and Google searches can instantly yield more refer-
ences for further study than I could possibly add.

Reading through all these, I find common themes: the
corruptions of politics, the universality and immutability of
the ideas of freedom, the centrality of sound money and free
enterprise, the moral imperative of peace and trade, the
importance of hope and tenacity in the struggle for liberty,
and the need for everyone to join the intellectual fight. These
are the themes I hoped to convey in my speeches over the
years.

Reading them is no substitute for keeping up with the
news through short commentaries, and they are certainly no
substitute for extensive reading in the scholarly literature. If
someone asked me whether he should read this book or some-
thing by Ludwig von Mises or Murray Rothbard, I wouldn’t
have to consider the question long. It is always better to do
deep study.

And yet, I do find value in this genre. I hope you do too.
Mostly, I hope you consider supporting the ideas that led me
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to write them and deliver them. Also, I've included two longer
interviews that are a bit more personal.

Many thanks to all those who contributed editorial
advice, criticism, and guidance, not all of whom could possi-
bly be named here because so many people have corre-
sponded with me concerning points in this book. But let me
mention in particular: Patricia Barnett, Burton S. Blumert,
Karen De Coster, Gary North, Chad Parish, David Schatz,
James Sheehan, Joseph Stromberg, Judy Thommesen, Jeffrey
Tucker, and Kathy White.

A special thank you to all those who have listened over
the years, and, in particular, to the patrons of this book and all
supporters of the Mises Institute.

Llewellyn H. Rockwell, Jr.
Auburn, Alabama






1. Economics

THE MARVEL THAT Is CAPITALISM

[This speech was given before the Adam Smith Club, Campbell
University, Buies Creek, North Carolina, April 4, 2002.]

ree-market economics, of which the Austrian School is

the preeminent exponent, asserts that every govern-

ment intervention in the market generates conse-
quences that are deleterious for prosperity and human liberty.
However much such interventions may assist one group in
the short run, everyone is made worse off in the long run.
Government intervention destabilizes economic life in artifi-
cial ways, and ultimately does not work to bring about the
results that its proponents claim to desire.

Carl Menger, the founder of the Austrian School of eco-
nomics, was a firm believer in the law of cause and effect. He
believed that economic affairs could be analyzed in these
terms as well.

Menger’s followers in this tradition of thought, including
Ludwig von Mises and Murray N. Rothbard, spelled out the
implications of this idea for a huge range of issues that con-
front us on a daily basis in the world of economics and poli-
tics. They focused on universal principles that can be derived
from the teachings of economics. The law of supply and

13



14 Speaking of Liberty

demand, for example, cannot be repealed by any legislature or
court. Government regulators can impose price ceilings, price
floors, or limits to the size of firms like Microsoft, but eco-
nomic law bites back by yielding shortages, surpluses, and
reduced profitability.

It is important that we think of economic life as an intri-
cate global system of exchange, one that works without any
central direction, and which generates prosperity and its own
form of order within the framework of liberty. This is what is
sometimes termed the magic of the marketplace, and we
should never underestimate its power. By looking south to
Argentina, we can see how a failing economy, one thrown
into shock by bad legislation and monetary policy, has
destroyed the livelihoods of the entire population.

We are not just talking about the earnings in people’s
stock portfolio. We are talking about whether mothers can
afford to buy milk for their children, and whether the busi-
nesses that deliver milk have the freedom to be entrepreneurial
and find the least costly methods to make such deliveries possi-
ble. When we speak of economics, we are talking about the
health of society, and whether medical equipment is working
and affordable, and whether the labor market is sufficiently free
to permit everyone a place within the division of labor.

People who dismiss the teachings of economics forget
that many of the world’s wars and ethnic slaughters began
with economic intervention. Before ethnic warfare broke out
in Yugoslavia in the 1990s, the country was afflicted by one of
the most extreme hyperinflations in the history of the world.
This literally destroyed the standard of living and helped turn
a previously settled society into a killing field.

If we look back at history, we can see that many wars
began in trade disputes, when governments attempted to
reward some producers at the expense of others. This was the
origin of the Civil War, for example. Even in our own times, the
perception in the Muslim world that US/UN sanctions against
Iraq have slaughtered hundreds of thousands of children has
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fueled hatred that has culminated in terrorism. The general
lesson we can draw is that economics is really just a fancy
word for the quality of our lives, and that the quality of our
lives has no greater enemy than the governments that attempt
to restrict economic liberty.

Looking at people’s life spans, we see the hidden history
of the rise of economic development. Throughout the first
huge period of human history from the beginning until the
birth of your father’s great-grandfather, the average life span
was 20 to 35 years, and a third to half of all children died
before reaching the age of five. Economic conditions before
very recently in the history of man could not sustain a world
population that rose above a few million. Even by the year
1800, the average life span was only 40.

The standard of living for the average person throughout
all but the smallest slice of human history can be aptly
summed up in the words of Thomas Malthus: “At nature’s
mighty feast there is no vacant cover for him. She tells him to
be gone, and will quickly execute her own orders.” That was
life as everyone but kings knew it after the Fall and before the
Industrial Revolution.

But in the last tiny fragment of the history of the world,
life spans have more than doubled and the world population
has increased one thousand times. By far the largest improve-
ments in these vital statistics have occurred since 1800, at a
time when the division of labor expanded dramatically
around the world; when property rights were secure; when
capital could be accumulated, invested, and a return paid and
reinvested; when technological improvements permitted new
forms of productivity. What made this possible was the free
market.

We take for granted such luxuries as refrigeration, the air
conditioner, the internal combustion engine, and electricity, to
say nothing of email, the Web, and fiber-optics. But we rarely
reflect on the fact that all of these technologies, so integral to
our lives, were absent when our great-great-grandfathers were
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alive, along with every previous generation in the history of
the world. What set this revolution in motion was the world
of ideas, when great thinkers began to understand the inter-
nal logic of the market economy and its potential for liberat-
ing mankind from poverty, dependency, and despotic rule.

Given this history, one might think that everyone would
sit and marvel at the products of capitalism. We might think
that intellectuals would dedicate their lives to defending this
system and explaining its merits. We might imagine that
statesmen would dedicate themselves to protecting this sys-
tem of economic progress from every attempt to curb it or
abolish it.

Alas, that is not true. Quite the opposite. The intellectual
world often appears to be a conspiracy against market eco-
nomics, and the media routinely ridicule capitalism. States-
men spend every waking minute trying to curb, regulate,
hamper, or otherwise loot the capitalist system.

Those who attacked the World Trade Center were driven
by revenge, but also by a belief that the towering products of
the commercial society somehow represent an evil that must
be destroyed rather than a virtue that should be emulated.
They were merely absorbing a view that is pervasive in our
culture today, where the anticapitalistic mentality runs ram-
pant.

In our own times, we have seen the evil produced by this
mentality, in the former Soviet Union and in many Third
World countries, where politicians do everything possible to
keep the entreprencurial spirit penned up, where property
rights are not secure, and where investment for the long term
is not permitted. The result is always the same: poverty, des-
potism, death.

As the founder and president of the Mises Institute, I
have a special attachment to the ideas of Mises and to the
courageous life he lived in defense of the idea of freedom. He
began his career in Vienna, writing about the problem of the
business cycle and the role of money and credit in fostering it.
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The core point he made in his great 1912 book, the The-
ory of Money and Credit, was that artificial increases in the
money supply are not a substitute for real economic produc-
tion; indeed such increases cause economic damage that can
only be rectified through painful economic contractions. His
point has continuing relevance.

His next book, from 1919, sought to defend the idea that
governments ought to be small and geographically limited,
for the sake of social peace. Next, in 1920 and 1922, he proved
that socialism could not work as an economic system because
it abolished property rights in capital and thus destroyed the
system of profit and loss that allows for economic calculation.
His methodological and business cycle writings from the
1930s are some of the most profound in the history of the
social sciences. Finally in 1940 and 1949, he produced what is
quite possibly the finest product of any economist in history:
his monumental treatise called Human Action.

Incidentally, he wrote most of his treatise while in Geneva,
in exile from his native Austria. The invading German armies
deemed his work dangerous. They entered Mises’s apartment
and looted his files and papers. Mises, you see, was against
socialism, whether Bolshevik or Nazi. Reflect on that and
begin to understand the absurdity of calling communism left-
ist and Nazism rightist, as if they were polar opposites. They
are both varieties of the very opposite of freedom itself.

If I were able to give all college students a reading assign-
ment today, I would recommend Human Action above all else.
Yes, at nearly 1,000 pages, it can be intimidating, and you will
probably need to read it with a dictionary nearby. But it will
open up new vistas of thought for you, and help you to rise
above conventional wisdom. I continue to believe that this book
points the way for us to bring about rising and sustainable pros-
perity, and also to guard civilization against its enemies.

The headlines of the business pages have been trumpeting
the arrival of recovery from March 2001 until the present—so
far, the entire length of the downturn. How do the experts
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decide when recession has turned to recovery? By looking at
the data, which come in packages labeled in various ways: the
GDP, the leading indicators, the unemployment rate, indus-
trial production, housing starts, commercial borrowings,
office vacancy rates, and a host of other considerations. If
these tend in the negative direction, we are said to be entering
a downturn. If they move in a positive direction, it is said that
we are recovering.

Let’s grant, first, that the larger the data set, the more sub-
ject to manipulation it is. We can count housing starts, but
measuring something like national productivity is very tricky
business. The great scandal of the way that Gross Domestic
Product 1s collected is that it does not measure wealth
destruction, as caused by something like the attacks on Sep-
tember 11 or the 40 percent of private wealth consumed by
government at all levels every year. Neither does it make a dis-
tinction between private production and outright government
spending. Because of this, looking at the data alone, without
a proper theory of economics, can produce a highly mislead-
ing picture.

For many months, the government has been engaged in a
serious effort to bring us out of recession through a variety of
fiscal and monetary policies. If recovery is really here, can we
say that these policies have worked? Not necessarily, because
we must establish a firm relationship between cause and effect
to draw such a conclusion. The economy might have recovered
without such stimulus efforts. In fact, such stimulus efforts
might make the recovery weaker than it otherwise might be.

A more serious possibility is that the stimulus efforts have
actually created an illusion. While everyone is celebrating the
unexpected economic recovery, which is also unexpectedly
robust, it serves us to look beneath the surface. There are
aspects of this recovery that are highly unstable because they
were brought about through artificial means. There are also
certain policy trends which suggest that it might not last or
that it will not be as robust as it might otherwise be.
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The Congressional Budget Office points out that new
government spending has surpassed the amounts envisioned
in the stimulus measures proposed in 2001 and 2002, exceed-
ing what even the most spendthrift lawmakers dared demand.
The spending surge along with consumer debt helps to
explain why the recession seemed mild and why everyone is
talking about recovery.

A major increase in government spending, which has
very quickly redirected $100 billion into the economy, began
in October 2001. Outlays went up over 2001’s increases by
13.1 percent. In terms of GDP, it accounts for fully 1 percent.
As for consumer spending, it is financed almost entirely by
new borrowing fueled by artificially lower interest rates.

Looking even deeper, we can see that Federal Reserve
policy has been astonishingly loose since the beginning of
2001, reaching as high as 20 percent per annum by some
measures. Let’s say I set out to stimulate economic production
in a college classroom. We could all gather together to write
some software that is valued by the market, or we could teach
each other new skills that increase our labor productivity.

But what if I stood there with a photocopying machine
and made a thousand copies of a $20 bill, passed them
around, and then announced that we are all $20,000 richer
than before? Everyone would be rightly skeptical of this
claim. When the Federal Reserve does this same thing with its
money-creation machine, we should be skeptical also.

While recognizing that some of the rebound may consist
of sustainable investment begun after the great shakeout of
2000, these factors just cited strongly suggest that the current
economic recovery consists of more myth than reality. We
need to ask ourselves whether and by what means it can be
sustained. . . . The only means for doing so is for it to be sup-
ported through strong economic development and sound
investment—investment that is borne out in consumer pur-
chases and long-term profits.
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It turns out, however, that the federal government has
done everything possible to undermine the likelihood of a
sustainable recovery. In 2002, the US imposed a 30-percent
tarift on steel. The idea here was to help one inefficient,
bloated, and pampered industry at the expense of all US con-
sumers of steel, including US businesses, and all producers in
Europe, Asia, Brazil, and Australia. This is brazen protec-
tionism, deeply harmful all around, not to mention morally
repugnant.

Did it help the steel industry? In the short run, yes. But
we have to ask ourselves whether this kind of help is a good
thing in the long run. The tarifts permit an inefficient indus-
try to continue to produce inefficiently, and forestall improve-
ments in technology and cutbacks in wages that are necessary
if the industry is to adjust to 21st-century realities. There is no
virtue to keeping dying and inefficient technology humming
along so that workers who would be better employed else-
where can continue to enjoy fat checks doing outmoded work.

How long must such tariffs remain in place? The steel
industry says they are only necessary in order to get it back on
its feet. But that belies that question of what, precisely, is
going to inspire this sector to clean up its act? Protecting an
industry from competition is a method that permits every-
thing wrong with the industry to persist and not change.
Either this tariff will have to be in place permanently, or the
industry will have to be shaken up.

If you think about it, Soviet socialism survived for 74
years on precisely such policies. The Soviet State protected all
its industries from market competition under the alleged need
to build socialism. Factories were never closed, and workers
were never let go except for political reasons, when their serv-
ices were employed in the Gulag. The system worked only if
the standard was not efficiency but merely the guarding of the
status quo. Eventually this system collapsed, as statist systems
must, and the Soviets woke up to a world that was backward
and decayed.
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The steel tarift imposed by the Bush administration is
different from Soviet socialism only in degree, not in kind. It
is an attempt to circumvent the market process through a
centrally administered system of rewards and subsidies for
industry to abide by political priorities rather than market dic-
tates. In the meantime, all purchasers of steel, whether con-
sumers or other businesses, are harmed by being forced to pay
a higher price for an inferior product.

Also in 2002, the US imposed massive punitive duties on
softwood imports from Canada. Why? Because Canada
refused to obey a US demand that it place a new tax on its
softwood. The new duties raise the price of softwood, used
for building nearly every home in America, by 27 percent.
This is going to distort the housing market, among many
other sectors that use wood. Higher prices for steel and wood
put additional pressure on other businesses that use these
products in production.

In economic terms, tariffs are indistinguishable from
sales taxes. They take people’s property by force by requiring
businesses and consumers to pay higher prices for goods than
they would otherwise pay in a free market. To that extent,
they harm the prospects for economic growth. If anyone says
otherwise, he is ignoring hundreds of years of scholarship and
the entire sorry history of government interference with inter-
national trade.

The repercussions of these two actions are already being
felt via damaged relations in Latin America and Europe. The
World Trade Organization will likely give the green light for
retaliation. Protectionist lobbies all over the world are rushing
to take advantage of the opportunity. The EU has imposed
tarifts on US steel, and Canada is considering retaliatory
measures. This way lies trade war, which is the worst thing
that can happen to an economy, other than hot war.

Another policy that endangers recovery is the war on ter-
rorism. I’'m not taking issue with the need for justice after
September 11, but it seems clear that the government used
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this tragedy as an excuse to vastly increase spending and reg-
ulation over the American and world economy. President
Bush, who campaigned on a platform of cutting government,
has asked for another $28 billion to pour into the military,
even as he is pushing for more regulations on banks and
financial privacy in the name of rooting out terrorism. The
total increases for 2002 and 2003 could be as high as $300 bil-
lion, depending on whom the US plans to conquer next.

Here again, this spending can create the illusion of pros-
perity, but we must also remember that first lesson of eco-
nomic science: the world is a finite place where the use of any
and all resources are constrained by scarcity. This is just
another way of saying that you can’t always get what you
want, and when you do, it must come from somewhere.
When the government spends resources, it must drain them
from the private economy through taxation, borrowing, or
inflating the money supply to pay for the new spending.

Economics doesn’t deny that redirecting resources from
one sector where they are valued by consumers, to another
sector where they are valued by government, can create pock-
ets of expansion. What economics suggests is that this is not
an efficient or sustainable use of such resources. Only the
unhampered competitive market economy, with its system of
market prices, profits, and losses, can reveal to us with any
certainty the most desirable destination of economic goods.

But in the examples I have just given, you can see how
government intervention is redirecting resources from con-
sumers’ most desired uses to purposes deemed desirable by
political planners. The politicians believe that the military
needs resources more than you and I, so they take them. They
believe that the profits of the steel industry are more impor-
tant than the international division of labor, so they protect
that industry. They believe that the softwood industry
deserves to obtain the highest possible prices for its products,
so they intervene to hamper imports.
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As for the explosion of consumer spending that has taken
place over the course of the downturn, this does indeed
encourage businesses to expand. If low interest rates are
encouraging consumers to dig deep to borrow for and buy
new homes, this will encourage more investment in housing
on the production side as well, and this too will be encouraged
by the interest rates being depressed by the Federal Reserve.
Artificially low interest rates also tend to discourage savings,
and encourage people to put money back into the stock mar-
ket where, they hope, it can earn a higher rate of return.

If credit expansion, protectionism, and government
spending were a path to prosperity, mankind would have long
ago created heaven on earth. But the politicians engaged in
these activities have to contend with reality, and the reality is
that economic forces in society must be mutually sustaining.
To have production and borrowing, there must be savings,
which only occur when people forgo consumption today to
prepare for tomorrow, and when investment pans out in the
form of consumption. Absent such conditions, economic
growth lacks a foundation in reality and turns to dust when
economic conditions change.

We have seen many examples of this in recent years. The
Internet bubble was one such case. There was nothing unreal
about technology or its potential to provide massive gains in
efficiency, as well as a vibrant new commercial marketplace
and information delivery service. Nor was there anything
ignoble about investors who pumped money into dot-coms
on the promises of future profits. What distorted the picture
was too much credit, courtesy of the Federal Reserve, chasing
too few capitalized companies.

When the Fed began to reduce the pace of monetary
pumping, lenders pulled back, investors pulled out, and dot-
coms and their support infrastructure found themselves
overextended, well beyond what the market would have borne
if it had not been subsidized by a reckless Fed policy.
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The collapse of the Nasdaq was nothing more than real-
ity reasserting itself. Some malinvestments were cleaned out
and the ground was prepared for new investment.

Dot-coms weren’t the only ones affected by the bubble.
Enron is another famed case in point. This company profited
and dramatically expanded at a time when investors were
encouraged to recklessly purchase stocks without regard to
balance sheets. The auditors are catching the blame, but the
truth is that Enron profited in a time when portfolio man-
agers weren’t paying very close attention either. The only way
such a “cluster of errors” comes to predominate in a market
economy is when the central bank unleashes new money and
credit beyond anything that the market can sustain for long.

Prior to our own bubble, we saw a similar situation in
Asia, and, before that, in Mexico. In each of these cases, what
we find is not market failure but a failure of the system of
money and credit to provide reliable signals for investors and
lenders. It is helpful to think of the interest rate as a price sig-
nal, so that Fed attempts to drive down rates simply misprice
credit. In the same way that a government price ceiling would
cause overconsumption of any good—whether eggs, gas, or
electricity—distortions of the interest rate encourage overcon-
sumption of credit.

It is not surprising, then, that we are seeing a spending
boom take place today among consumers even as producers
are pulling back in many areas. Certain sectors have pros-
pered since the reflation began after mid-2001. Housing, in
particular, has boomed all out of proportion to what it would
otherwise do in a free market. If any sector is being set up for
a fall todayj it is this one.

Regardless of the fallout from day-to-day economic
affairs, Mises believed that no power on earth is as strong as
ideas. You live in the world of ideas, so take your responsibil-
ities very seriously. The achievements of freedom should
speak for themselves, but sadly they do not. Freedom needs
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courageous individuals who are willing to stand apart from
the mob and state an unconventional truth.

A SECRET HISTORY OF THE
BooMm AND BusT

[This text is drawn from the keynote address at the Sage Capital
Management Conference in Houston, Texas, March 12, 2003.]

he Austrian economists tell us that a price is more

than a price. It is an objective expression of subjective

judgments concerning human wants, now and in the
future. It conveys information to us about how we ought to
conduct ourselves: where capital should be directed, how
much of what should be consumed now or later, which jobs
to take and which to pass over. In short, prices provide the
roadmap to the successful navigation of the material world.

How striking it is to see stock prices respond so actively to
the war on Iraq, the dominant event of the day. Since the war
began, prices rose in response to the prospect that war would
end soon and sank on the prospect that the war will go on and
on. What does this price information convey? Most likely, it
reflects an inchoate sense that this war would do nothing to
bring us out of economic contraction and into recovery.

That is precisely true. Wars often result in severe setbacks,
not only prolonging the contraction, but deepening it as well.
To hear ofticial voices talk, however, we have not been going
through the longest recession in the postwar period. Instead,
we have been through a 24-month “slow recovery.” It is also
called a “sagging economy with sound fundamentals.”
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Greenspan has made references to a “soft patch” in a founda-
tion supposedly as hard as stone.

Indeed, in the effort to avoid using the term recession, the
Federal Reserve has become a business-cycle phrase mill.
Thus, according to the Fed, this is a “soft economy,” a “sub-
par economy,” a “skittish economy,” an economy “weighed
down by weak expenditures,” an economy of “persistent
weakness,” or, my favorite, an economy facing “formidable
barriers to vigorous expansion.” Call it what you want, but
don’t call it a recession. As for the D-word, depression, don’t
even think it!

With the latest data on the producer price index, the
commodity price index, and the increase in oil prices, we are
starting to see other tortuous linguistic devices at work. It is
not inflation; it 1s “sector-specific price pressure.” In the old
days, rising unemployment, sinking production, and price
inflation combined to create what was called “stagflation.”
What will it be called this time? Something rather ingenious,
no doubt.

The National Bureau of Economic Research officially
dates the contraction from March 2001, fully six months
before 9—11. Not a day has gone by in the last two years when
some commentator hasn’t either denied we are in downturn,
claimed we are already out of the contraction, or cited evi-
dence that the recovery is underway and demanded that
everyone admit it already. In fact, I believe our time will be
recorded as a period of general economic meltdown. How
much worse will it get and how much longer will it last? We
cannot know for sure, but we do know that right now the gov-
ernment is doing everything in its power to make it worse.

Those of us who warned in the 1990s that the stock-price
mania could not last were accused of spreading “gloom and
doom.” Our warnings were considered self-evidently ridicu-
lous, because, of course, it was said that we were in a New
Economy, and such things as profitability and earnings and
savings were old hat and had no bearing on the cyberworld
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being created before our eyes. Only the Austrian School econ-
omists seemed to wonder who or what was behind the frenzy.

In contrast to the 1980s, when everyone was watching the
money supply, the markets were suspiciously uninterested in
what the Fed was up to in the 1990s. It funded a bailout of
Mexico, then a bailout of East Asia, and then a bailout of a
crazy Connecticut hedge fund that believed it could predict
the future by paying Nobel laureates vast sums to concoct a
mathematical model that perfectly predicted the past.

But still, hardly anyone cared. The phrase “money sup-
ply” elicited yawns. The Wall Street Journal, meanwhile, ran a
few articles explaining why there is no longer any such thing
as risk. It was only the Austrians who seemed to take notice
when money creation rates began to take off in 1995, and
climbed to 15 percent in late 1998 and 1999, taking the bull
market on its wildest-ever ride. Monetary expansion rates set-
tled down a bit in 2000, a trend which at first seemed merely
inauspicious—Ilike a tiny tap on a domino lined up against a
thousand others.

Once the bear market began, there was no turning back,
no matter how much the Fed inflated. Instead of stabilizing
downward as they had in Clinton’s first term, money-creation
rates shot up again, reaching an astounding 22 percent in
December 2001 from a year earlier, and then fell back down
again, creating a double-dip bear market in the course of a
mere 24 months. In these numbers we find the secret history
of the great boom and bust of our time. Let me give a brief
outline of why, and try to explain why it is that so few seemed
to pick up on it.

At the dawn of the century of central banking, an econo-
mist named Ludwig von Mises set out to rewrite the theory of
what money is and how government can seriously distort its
workings. Among the puzzles he sought to solve was one that
most economists, including Karl Marx, had noticed: swings
in business activity from boom to bust.
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Marx said that cycles are endemic to capitalism, and a
sign of the final crisis that will sweep in the age of socialism.
In contrast, Mises found that the business cycle is a symptom
not of the free market but of attempts to manipulate the mar-
ket through unsound monetary practices. Moreover, he found
that these cycles are self-correcting, provided that the govern-
ment doesn’t attempt to forestall the necessary correction that
follows an artificial boom.

Mises concluded by looking carefully at the relationships
among the financial sector, money and banking, and the
structure of production itself. On the free market, he said, the
interest rate reflects the extent to which people are willing to
forgo current consumption for later consumption. The more
businesses and holders of money are willing to put oft con-
sumption, the lower the rate will be. A low borrowing rate for
business, which spurs investment, reflects a high rate of con-
sumer savings, which reflects a willingness of consumers to
purchase the products made in lengthy production processes.

In testimony the other day, Greenspan claimed the fol-
lowing: “Economists understand very little about how tech-
nological progress occurs.” Perhaps he should have said that
he, Greenspan, knows little about how technological progress
occurs. At least as regards the Austrian economists, his state-
ment is false. Within the framework of the freedom of
exchange, entrepreneurs make judgments about what con-
sumers might want in the future, including new technologies.

Capitalists and investors assume the risk, employing pri-
vate property. Investments that are profitable attract more
resources and those that yield losses are shelved.

This is the free-market capital structure at work in a
complex economy. It is truly a miracle of coordination—
extending through all sectors and across a huge range of time
horizons—with no central management, and needing none.
It balances human needs with the availability of all the
world’s resources, unleashes the amazing power of human
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creativity, and works to meet the material needs of every
member of society at the least possible cost.

It does this through exchange, cooperation, competition,
entrepreneurship, and all the institutions that make possible
capitalism—the most productive economic system this side of
heaven. This system of capital coordination not only works
without central management; government’s attempt to man-
age it creates dislocations across sectors and across time.

Let us never underestimate the social benefits that flow
from this seemingly technical mechanism. The market econ-
omy has created unfathomable prosperity and, decade by
decade, century by century, miraculous feats of innovation,
production, distribution, and social coordination.

To the free market, we owe all material prosperity, all
leisure time, our health and longevity, our huge and growing
population, nearly everything we call life itself. Capitalism
and capitalism alone has rescued the human race from
degrading poverty, rampant sickness, and early death.

In the absence of the capitalist economy and all its under-
lying institutions, the world’s population would, over time,
shrink to a small fraction of its current size, with whatever
was left of the human race systematically reduced to subsis-
tence, eating only what could be hunted or gathered. The
institution that is the source of the word civilization—the
city—depends on trade and commerce, and cannot exist
without them.

And this 1s only to mention the economic benefits of cap-
italism. It is also an expression of freedom. It is not so much a
social system but the natural result of a society wherein indi-
vidual freedom is respected, and where businesses, families,
and every form of association are permitted to flourish in the
absence of coercion, looting, and war.

Capitalism protects the weak from the strong, granting
choice and opportunity to the masses, who once had no
choice but to live in a state of dependency on the politically
connected and their enforcers.
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But capitalism has many enemies, among them those
who would attempt to gin up economic production through
loose credit. What Mises focused on in his book on money
was the effects of this particular attack on the free market:
expansion of money and credit by the central bank, and, in
particular, the attempt to drive down the price of credit to spur
business investment.

Doing this through the interest rate requires injections of
new money into the economy. One effect of this has been
known for centuries: it causes prices to rise. But the other
effect Mises discovered: it subsidizes long-term capital invest-
ment in a manner that cannot be supported by the patterns of
consumption and saving. As one Austrian economist puts it,
when the central bank drives down interest rates, it causes the
economy to bite off more than it can chew.

The effect of artificially inflating the economy can be ris-
ing prices. But as we saw in the late 1920s and other times
since, that is not always the case. It often causes a kind of
investment euphoria that leads people to believe that nothing
can go wrong.

The monetarists, for example, believe that so long as
prices remain in check, there is no problem associated with
money expansion. The supply-siders, though sound on many
issues, have an unfortunate faith in the power of loose credit
to make bread from stones.

Mises developed his theory throughout the 1920s and
warned of the coming of the 1929 stock market crash. His
work was carried forward by F.A. Hayek throughout the
1930s. Hayek later received the Nobel Prize for this. Indeed,
the theory was widely embraced until Keynes dreamed up an
alternative view that resurrected all the old fallacies about the
miracles of money creation and centralized economic man-
agement.

Then the Misesian theory languished for decades until
the current downturn. Today it is getting new attention as the
leading explanation of the insanity of the late 1990s and the
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current bust. Only the Austrians said all along that reality
would strike back.

The Fed and the administration have worked ever since,
using the only tools they have—regulation, spending, and
credit expansion—to reverse the course of the recession.

When I think of the Fed’s spreading money far and wide,
I think of the government in Huxley’s Brave New World
handing out soma pills or spreading soma vapors to distract
people from reality, drugging them so they will be content
despite the surrounding disaster. If they start to resist, out
comes the soma until the crowds collapse in kisses and hugs.

It is always an illusion to believe that more money is the
answer. The federal funds rate is at a 40-year low, and that
hasn’t done the trick. During the 1990s, the Bank of Japan
tried again and again to manufacture a recovery through
absurdly low rates, but that didn’t work either. There is no
evidence from either theory or history that pounding interest
rates into the ground can create anything resembling a sus-
tainable prosperity. And yet, people believe it, or want to
believe it, because it seems better than the alternative.

This entire affair illustrates the underlying reality of
American political and economic life: the State’s ability to cre-
ate money and credit. All other powers of government—reg-
ulatory, fiscal, even military—pale in comparison to this.
Despite that, the Fed is the least controversial institution in
American political life. Apart from Ron Paul of Texas, no
national politician understands how it works. When
Greenspan comes before Congress, he is treated like a minor
god.

If this worship is ever tempered with skepticism, it is on
grounds that he is not inflating enough, that he is somehow
being stingy and not spreading the wealth. Tragically, there 1s
no organized constituency in American politics for tighter
money, less credit, or sounder finance.

Mises distinguishes three varieties of inflationism, that is,
the demand that the State work with the banking industry to
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flood the economy with credit. The first is naive inflationism
that sees no real downside to monetary expansion; the second
is inflationism intended to reward debtors at the expense of
creditors; and the third sees disadvantages to an expansionary
policy, but believes that the advantages outweigh them.

The US is right now in the grip of the worst form: naive
inflationism, which, as Mises says “demands an increase in
the quantity of money without suspecting that this will
diminish the purchasing power of the money. It wants more
money because in its eyes the mere abundance of money is
wealth. Fiat money! Let the State ‘create’ money, and make
the poor rich, and free them from the bonds of the capitalists!”

And here we are today enduring the longest recession in
postwar history, a Nasdaq oft 75 percent from its highs and a
Dow oft 40 percent, and the government is still issuing buy
signals.

Imagine if you had used George W. as your portfolio
manager. You would have bought stocks when he became
president, held onto them through 9-11 and then bought
more and more afterwards.

Incidentally, you’ll notice that the official rationale for
buying stocks has changed. Whereas once it was said that you
should buy because the economy is on a permanent growth
path, after September 11, it was said that you should buy to
display your patriotism. If that isn’t a sell signal, I don’t know
what is.

Of course no one in his right mind would let the presi-
dent of the United States manage his stock portfolio. Why,
then, do we trust his government to spend wisely the $2.5 tril-
lion it will extract from the private economy this year? Of
course, we don’t really trust the government to do that, but we
do not have much choice in the matter. This money is taken
from us through force and is thereby, by definition, directed
toward uses that are not those which owners would choose.
This 1s power, not market, at work.
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What is striking to note, however, is all the ways in which
power is not only destructive but also ineffective against the
market economy. The government did not know that firms
such as Enron and WorldCom were unviable. All the regula-
tors put together could not anticipate the consequences of
what private traders alone were to discover: that these busi-
nesses had wildly overextended themselves.

Leaving aside questions of ethical lapses at these compa-
nies, the most significant lesson we should learn from their
collapse 1s that the market economy has built within it a fab-
ulous internal check against illusion. Companies that could
not sustain themselves on their own merits were simply aban-
doned by investors. It counts toward the enduring shame of
the Bush administration that it attempted to blame the mar-
ket for the bust of so many companies, rather than having
given credit to the market for having discovered the problem
in the first place and having done something about it.

But as FDR demonstrated after the Depression, there are
political points to be made by skewering the private sector in
order to distract from the failures of the public sector. The
alleged crime the Bush administration seized on was
“accounting fraud”—even though it is not at all clear that
what WorldCom, Enron, Computer Associates, Global Cross-
ing, or Qwest did, often with the blessing of respected audi-
tors, amounts to that at all.

In each case, the accusation was similar: their books
counted spending as profitable investment before the revenue
was in the bag, and when the economic tables turned, their
optimistic projections proved unsound and even, in retro-
spect, absurd.

WorldCom was the worst case of the batch, which is why
the government has made such a big deal out of the arrest of
two former executives. Their spectacular shifting of a total of
$3.8 billion from expenses to capital began small, in mid-2000
as the bust was hitting and their financial statements were
starting to appear unimpressive.
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No one disputes the facts. WorldCom’s expenses for last-
mile leases on other companies’ communications networks
were rising very quickly. Managers wanted to move these
expenses oft of the profit and loss statement and onto the bal-
ance sheet, thus reflecting a more profitable appearance.

Now, understand that there was no lying going on, and
no graft or theft or anything else of that nature. What we have
here is an imprudent reclassification designed to impress
investors who, at the height of the bubble, demanded nothing
less. Unless you are an accounting whiz, there is no way to say
that this is @ priori evil. In any case, it didn’t fool everyone.
Many skeptics drew attention to the crazy finance of World-
Com’s books. But in the boom times made possible by the
Fed, most people didn’t care.

Most of the other cases of corporate fraud that came
under the microscope were far less serious than WorldCom,
and none are obvious cases of theft or fraud. Mostly it was just
bad forecasting reflected in optimistic accounting methods.
The supposed damage caused by their behavior was that their
dressed-up books kept their stock price rising even as the
financial condition of the company deteriorated. That’s prob-
ably true, but it is also a short description of what it means to
be in a bubble economy. If this is fraud, the entire economic
boom was fraud.

Hitting closer to the truth, the New York Times called
DC’s antibusiness frenzy “the vital center of the administra-
tion’s strategy for reducing the political vulnerability for the
White House.” In other words, the Republicans were up to
their old trick of behaving even worse than the Democrats in
order to keep the Democrats from coming to power. If you
disagree with this approach, you must be some sort of liber-
tarian utopian who doesn’t understand the need for compro-
mise.

The underlying assumption was the view that it is always
a terrible thing for a business to go under, which in fact it is
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not. It is merely a reflection of human preference as expressed
in buying and selling decisions. The only alternative to going
under, in some cases, is to operate uneconomically. But that is
precisely what the government had in mind for the steel sec-
tor last year.

Recession, inefficiency, and bankruptcy are not the only
man-made disasters with which government threatens us.
Hardly a day goes by when the government doesn’t issue
some maniacal warning about an impending terror attack.
And the sense of uncertainty and confusion that follows can
only forestall recovery.

How much is real and how much is propaganda or
merely bureaucratic risk aversion? We cannot know. They
recently urged us to buy duct tape to seal the windows in our
house in order to protect ourselves from chemical warfare.
They also told us that they may use nuclear bombs against
enemies real and imagined.

When the warning was given in February, gullible Amer-
icans cleaned out the stores of duct tape. Buried in the news a
week later was the fact that the person who gave the tip that
led to the orange alert was lying. Of course, the revelation
didn’t do the government much harm, and the crisis environ-
ment that the tip engendered did much good for our masters,
who want to keep us in a relentless state of insecurity, and
therefore dependent on them.

That helps them keep doing what they want to do any-
way: for example, spend money and inflate away the debt
thereby incurred. Politicians say they must run deficits of
hundreds of billions of dollars to avert an impending calamity
that will make 9-11 look like a warmup. They say this, but
have yet to issue a sell signal.

The government continues to downplay the economic
calamity before our eyes while talking up the prospects for a
calamity that can only be solved, they say, by use of the biggest
big-government program of them all: war.
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At the end of the Cold War, many of us hoped that nor-
malcy would return, that the US would once again become
a peaceful commercial republic. But Bush the elder had a
different idea. He decided to bomb Iraq and to impose sanc-
tions that would last 12 years, kill untold hundreds of thou-
sands, inspire terror plots all over the Muslim world, and pro-
vide a new rationale for why the US must continue to
squander hundreds of billions a year on military public-works
programs.

We are often told we must go to war because some
swarthy, foreign head of state is not a big fan of the US presi-
dent. In 2003, the person fitting that description is Saddam
Hussein. Before that it was the Mullah Omar. A few years ear-
lier, it was Milosevic. Before that, it was some ward-heeler in
Somalia. Moving backward in time, we had to take out the
strongmen in Panama and Haiti. The story goes on and on. It
seems that the US government is addicted to conflict. It just
can’t seem to give it up.

Now, I know there will be plenty of disagreement when I
say we ought to be trading with Iraq, not bombing it. But let’s
at least be clear on what we are talking about when we refer
to the US military machine. The US will spend $400 billion
on its military this year—and that doesn’t include VA hospi-
tals, most spying, the atom-bomb building at the Energy
Department, the military part of Nasa, or the Pentagon’s
huge “black” or secret budget.

The second highest military budget in the world is Rus-
sia’s. Going down the list, next comes China, then Japan,
then the UK. You have to tick through 27 countries and add
their total spending together to equal what the US spends per
year. Not since the Roman Empire has a single country been
so militarily dominant.

Let’s look at the relative strength of the US versus Iraq in
particular. Quantitatively, before the war, Iraq spent one quar-
ter of one percent of what the US government spends on its
military. Qualitatively, the Iraqi military machine was already
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crippled, with no spare parts for its ancient equipment. The
soldiers are teenage conscripts in rags with old rifles. The idea
that this is a fair fight is a joke.

Those who worry about Iraq over-arming itself ought to
look a bit closer to home. As for the shooting war, some mili-
tary commentators have compared its ease to drowning pup-
pies. Thanks to a combination of misrule and punishing sanc-
tions, this once prosperous country has been reduced to
rubble. The US has reduced it further, though in doing so the
US faces a difficult foe: the desire of a people not to be invaded
by a foreign army, and the unpredictability of political forces.

The longtime emphasis of the old liberal tradition with
regard to war is this: even the victor loses. We lose resources.
We lose tax dollars. We lose trading relationships and good
will around the world. Most of all, we lose freedom. And
herein lies the biggest cost of war to us, for there is no way that
the US can maintain a free market that is the foundation of
prosperity while at the same time attempting to create a global
military central plan.

Big government abroad is incompatible with small gov-
ernment at home. To the extent we cheer war, we are cheer-
ing domestic socialism and our own eventual destruction as a
civilization. But perhaps you do not need persuading on any
of these matters. I know many people who look at the econ-
omy and the military belligerence of the US government and
they react with despair. I reject this posture. For one thing, I
am firmly convinced that the government has reached too far.

When you consider the full range of social, economic,
and international planning on which it has embarked, you
can know in advance that this cannot work. Government is
not God, nor are the men who run it impeccable or infallible,
nor do they have a direct pipeline to the Almighty. The
method they have chosen to bring about security and order is
destined toward failure.

The war against terrorism is a good example. Everyone in
Washington is terrified of the next attack. To shore up the war,
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there has been no shortage of rhetoric. No expense is spared
on arms escalation. There is no lack of will. The effort has the
aid of plenty of smart people. It is backed by threats of mas-
sive bloodshed.

What is missing is the essential means to cause the war to
yield beneficial results. With all the millions of potential ter-
rorists out there, and the infinite possibilities of how, when,
and where they will strike, there is no way the State can pos-
sibly stop them.

Behind terrorism is political grievance. This is not specu-
lation. This is the word of the terrorists themselves, from
Timothy McVeigh to Osama bin Laden to the suicide
bombers.

The pool of actual terrorists (like the pool of the poor in
the War on Poverty) is limited and can be known, and they are
the ones the State focuses on. But the pool of potential terror-
ists (and potential poor people) is unlimited, and unleashed
by the very means the State employs.

Hence, not only does the State not accomplish its stated
goals, it recruits more people into the armies of the enemy,
and ends up completely swamped by a problem that grows
ever worse, as the target population is able to make a mockery
of the State through sheer defiance.

In the War on Poverty, as more and more were added to
the ranks of the poor, and the intended beneficiaries of the
programs themselves began to mock the State’s benevolence,
people began to speak of the failure and collapse of the Great
Society. Of course the welfare state still exists, but the moral
passion and ideological fervor are gone. In the same way, we
will soon begin speaking of the collapse of the War on Terror.

Bin Laden is still on the loose, and everyone knows that
there are hundreds or thousands of replacement bin Ladens
out there. Terrorism has increased since the war began. Israel
suffers daily, and in constantly changing ways, ways in which
even the most famous and empowered intelligence and mili-
tary units cannot anticipate or prevent.
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But can’t the State just kill more, employ ever more vio-
lence, perhaps even terrify the enemy into passivity? This
cannot work. Even prisons experience rioting. A bracing com-
ment from Israeli military historian Martin van Creveld:
“The Americans in Vietnam tried it. They killed between
two-and-a-half and three million Vietnamese. I don’t see that
it helped them much.” Without admitting defeat, the Ameri-
cans finally pulled out of Vietnam, which today has a thriving
stock market.

Can the US just back out of its War on Terror? Wouldn’t
that mean surrender? It would mean that the State surrenders
its role, but not that everyone else does. Had the airlines been
in charge of their own security, 9-11 would not have hap-
pened. In the same way that the free market provides for all
our material needs, it can provide our security needs as well.

The War on Terror is impossible, not in the sense that it
cannot cause immense amounts of bloodshed and destruction
and loss of liberty, but in the sense that it cannot finally
achieve what it is supposed to achieve, and will only end up
creating more of the same conditions that led to its declara-
tion in the first place.

In other words, it is a typical government program, costly
and unworkable, like socialism, like the War on Poverty, like
the War on Drugs, like every other attempt by the government
to shape reality according to its own designs. The next time
Bush gets up to make his promises of the amazing things he
will achieve through force of arms, how the world will be bent
and shaped by his administration, think of Stalin speaking at
the 15th Party Congress, promising “further to promote the
development of our country’s national economy in all
branches of production.” Everyone applauded, and waded in
blood, pursuant to that goal, but in the end, even if he did not
know it, it was impossible to achieve.

Mises, who was so brilliant when it came to issues of
money and credit, also saw the need for a thriving economy to
operate amidst an environment of peace. “War,” he said,
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is harmful, not only to the conquered but to the conqueror.
Society has arisen out of the works of peace; the essence of
society is peacemaking. Peace and not war is the father of all
things. Only economic action has created the wealth around
us; labor, not the profession of arms, brings happiness.
Peace builds, war destroys.

Our age 1s dominated by the state and its errors. The state
has given us recession and war, while liberty has given us
prosperity and peace. Which of the two paths prevails in the
end depends on the ideas we hold about freedom, capitalism,
and ourselves.

May we never forget the great truth that our founding
fathers worked so hard to impart: tyranny destroys, while lib-
erty is the mother of all that is beautiful and true in our world.
I make no apologies for being a champion of prosperity and
its source, the free-market economy. It is what gives birth to
civilization itself. It is fashionable to reject concerns about the
economy as narrow and uninteresting, a merely bourgeois
interest. If this attitude comes to prevail, we have great reason
to be concerned about our present age.

If, on the other hand, we can educate ourselves about the
workings of economic forces, and the way in which they are
the foundation of freedom and peace, we will not only emerge
from this recession prepared to enter onto a new growth path;
we will have gone a long way to protecting ourselves from
future assaults on our right to be free.

WHY AUSTRIAN ECONOMICS MATTERS

[Based on a lecture given as part of the Heritage Foundation
Resource Bank Series in Washington, DC, December 10, 1995.]

conomics, wrote Joseph Schumpeter, is “a big omnibus
which contains many passengers of incommensurable
interests and abilities.” That is, economists are an
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incoherent and ineffectual lot, and their reputation reflects it.
Yet it need not be so, for the economist attempts to answer the
most profound question regarding the material world.

Pretend you know nothing about the market, and ask
yourself this question: how can society’s entire deposit of
scarce physical and intellectual resources be assembled so as
to minimize cost; make use of the talents of every individual;
provide for the needs and tastes of every consumer; encourage
technical innovation, creativity, and social development; and
do all this in a way that can be sustained?

This question is worthy of scholarly effort, and those who
struggle with the answer are surely deserving of respect. The
trouble is this: the methods used by much of mainstream eco-
nomics have little to do with acting people, and so these
methods do not yield conclusions that have the ring of truth.
This does not have to be the case.

The central questions of economics have concerned the
greatest thinkers since ancient Greece. And today, economic
thinking is broken into many schools of thought: the Keynes-
ians, the Post Keynesians, the New Keynesians, the Classi-
cals, the New Classicals (or Rational Expectations School),
the Monetarists, the Chicago Public Choicers, the Virginia
Public Choicers, the Experimentalists, the Game Theorists,
the varying branches of Supply Sideism, and on and on it
goes.

Also part of this mix, but in many ways apart from and
above it, is the Austrian School. It is not a field within eco-
nomics, but an alternative way of looking at the entire science.
Whereas other schools rely primarily on idealized mathemat-
ical models of the economy, and suggest ways the government
can make the world conform, Austrian theory is more realis-
tic and thus more socially scientific.

Austrians view economics as a tool for understanding how
people both cooperate and compete in the process of meeting
needs, allocating resources, and discovering ways of building a
prosperous social order. Austrians view entrepreneurship as a
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critical force in economic development, private property as
essential to an efficient use of resources, and government
intervention in the market process as always and everywhere
destructive.

The Austrian School is in a major upswing today. In aca-
demia, this is due to a backlash against mathematization, the
resurgence of verbal logic as a methodological tool, and the
search for a theoretically stable tradition in the madhouse of
macroeconomic theorizing. In terms of policy, the Austrian
School looks more and more attractive, given continuing
business-cycle mysteries, the collapse of socialism, the cost
and failure of the welfare-warfare regulatory State, and pub-
lic frustration with big government.

In its 12 decades, the Austrian School has experienced
different levels of prominence. It was central to the price the-
ory debates before the turn of the century, to monetary eco-
nomics in the first decade of the century, and to the contro-
versy over socialism’s feasibility and the source of the business
cycle in the 1920s and 1930s. The school fell into the back-
ground from the 1940s to the mid-1970s, and was usually
mentioned only in history of economic thought textbooks.

The proto-Austrian tradition dates from the 15th-century
Spanish Scholastics, who first presented an individualist and
subjectivist understanding of prices and wages. But the formal
founding of the school dates from the 1871 publication of
Carl Menger’s Principles of Economics, which changed econo-
mists’ understanding of the valuing, economizing, and pric-
ing of resources, overturning both the Classical and the Marx-
1an view in the “marginal revolution.”

Menger also generated a new theory of money as a mar-
ket institution, and grounded economics in deductive laws
discoverable by the methods of the social sciences. Menger’s
book, said Ludwig von Mises, made an economist of him, and
it is still of great value.

Eugen von B6hm-Bawerk was the next important figure
in the Austrian School. He showed that interest rates, when



Economics 43

not manipulated by a central bank, are determined by the
time horizons of the public, and that the rate of return on
investment tends to equal the rate of time preference. He also
dealt a deadly blow to Marx’s theory of capital and exploita-
tion, and was a key defender of theoretical economics at a
time when historicists of every stripe were trying to destroy it.

Bohm-Bawerk’s greatest student was Ludwig von Mises,
whose first major project was the development of a new the-
ory of money. The Theory of Money and Credit, published in
1912, elaborated on Menger, showing not only that money
had its origin in the market, but that there was no other way
it could have come about. Mises also argued that money and
banking ought to be left to the market, and that government
intervention can only cause harm.

In that book, which remains a standard work today, Mises
also sowed the seeds of his business-cycle theory. He argued
that when the central bank artificially lowers interest rates, it
causes distortions in the capital-goods sector of the structure
of production. When malinvestments occur, an economic
downturn is necessary to wash out bad investments.

Along with his student F.A. Hayek, Mises established the
Austrian Institute for Business Cycle Research in Vienna, and
he and Hayek showed that the central bank is the source of
the business cycle. Their work eventually proved to be most
effective in combating Keynesian experiments in fine-tuning
the economy through fiscal policies and the central bank.

The Mises-Hayek theory was dominant in Europe until
Keynes won the day by arguing that the market itself is
responsible for the business cycle. It didn’t hurt that Keynes’s
theory advocating more spending, inflation, and deficits was
already being practiced by governments around the world.

At the time of the business cycle debate, Mises and Hayek
were also involved in a controversy over socialism. In 1920,
Mises had written one of the most important articles of the
century: “Economic Calculation in the Socialist Common-
wealth,” followed by his book, Socialism. Untl then, there
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had been many critiques of socialism, but none had chal-
lenged socialists to explain how their economy would actually
work absent free prices and private property.

Mises argued that rational economic calculation requires
a profit-and-loss test. If a firm makes a profit, it is using
resources efficiently; if it makes a loss, it is not. Without such
signals, the economic actor has no way to test the appropri-
ateness of his decisions. He cannot assess the opportunity
costs of this or that production decision. Prices and the profit-
and-loss corollary are essential. Mises also showed that pri-
vate property in the means of production is necessary for these
prices to be generated.

Socialism holds that the means of production should be
in collective hands. This means no buying or selling of capi-
tal goods and thus no prices for them. Without prices, there is
no profit-and-loss test. Without accounting for profit and loss,
there can be no real economy. Should a new factory be built?
Under socialism, there is no way to tell. Everything becomes
guesswork.

Mises’s essay ignited a debate all over Europe and Amer-
ica. One top socialist, Oskar Lange, conceded that prices are
necessary for economic calculation, but he said that central
planners could generate prices out of their own heads, watch
the length of lines at stores to determine consumer demand,
and provide the signals of production themselves. Mises coun-
tered that “playing market” wouldn’t work either; socialism,
by its own internal contradictions, had to fail.

Hayek used the occasion of the calculation debate to
elaborate upon and broaden the Misesian argument into his
own theory of the uses of knowledge in society. He argued
that the knowledge generated by the market process is inac-
cessible to any single human mind, especially that of the cen-
tral planner. The millions of decisions required for a prosper-
ous economy are too complex for any one person to
comprehend. This theory became the basis of a fuller theory
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of the social order that occupied Hayek for the rest of his aca-
demic life.

Mises came to the US after fleeing the Nazis and was
taken in by a handful of free-market businessmen, preemi-
nently Lawrence Fertig. Here he helped build a movement
around his ideas, and most free-market economists acknowl-
edge their debt to him. No one, as Milton Friedman has said,
did as much as Mises to promote free markets in this country.
But those were dark times. He had trouble finding the paid
university post he deserved, and it was difficult to get a wider
audience for his views.

During these early years in America, Mises worked to
rewrite his just completed German-language treatise into
Human Action, an all-encompassing work for English-lan-
guage audiences. In it, he carefully reworked the philosophi-
cal grounding of the social sciences in general and economics
in particular. This proved to be a significant contribution:
long after the naive dogmas of empiricism have failed, Mises’s
“praxeology,” or logic of human action, continues to inspire
students and scholars. This magnum opus swept aside Keynes-
1an fallacies and historicist pretensions and ultimately made
possible the revival of the Austrian School.

Until the 1970s, however, it was hard to find a prominent
economist who did not share the Keynesian tenets: that the
price system is perverse, that the free market is irrational, that
the stock market was driven by animal spirits, that the private
sector should not be trusted, that government is capable of
planning the economy to keep it from falling into recession,
and that inflation and unemployment are inversely related.

One exception was Murray N. Rothbard, another great
student of Mises, who wrote a massive economic treatise in
the early 1960s called Man, Economy, and State. In his book,
Rothbard added his own contributions to Austrian thought.
Similarly, the work of two other important students of Mises,
Hans F. Sennholz and Israel Kirzner, carried on the tradition.
And Henry Hazlitt, then writing a weekly column for
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Newsweek, did more than anybody to promote the Austrian
School, and made contributions to the school himself.

The stagflation of the 1970s undermined the Keynesian
School by showing that it was possible to have both high
inflation and high unemployment at the same time. The
Nobel Prize that Hayek received in 1974 for his business-
cycle research with Mises caused an explosion of academic
interest in the Austrian School and free-market economics in
general. A generation of graduate students began studying the
work of Mises and Hayek, and that research program contin-
ues to grow. Today, the Austrian School is most fully embod-
ied in the work of the Mises Institute.

The concepts of scarcity and choice in a world of uncer-
tainty lie at the heart of Austrian economics. Man is con-
stantly faced with a wide array of choices. Every action
implies forgone alternatives or costs. And every action, by def-
inition, is designed to improve the actor’s lot from his point of
view. Moreover, every actor in the economy has a different set
of values and preferences, different needs and desires, and dif-
ferent time schedules for the goals he intends to reach.

The needs, tastes, desires, and time schedules of different
people cannot be added to or subtracted from other people’s.
It is not possible to collapse tastes or time schedules onto one
curve and call it consumer preference. Why? Because eco-
nomic value is subjective to the individual.

Similarly, it is not possible to collapse the complexity of
market arrangements into enormous aggregates. We cannot,
for example, say the economy’s capital stock is one big blob
summarized by the letter K and put that into an equation and
expect it to yield useful information. The capital stock is het-
erogeneous. Some capital may be intended to create goods for
sale tomorrow and others for sale in 10 years. The time sched-
ules for capital use are as varied as the capital stock itself. Aus-
trian theory sees competition as a process of discovering new
and better ways to organize resources, one that is fraught with
errors but that is constantly being improved.
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This way of looking at the market is markedly different
from every other school of thought. Ever since Keynes, econ-
omists have developed the habit of constructing parallel uni-
verses having nothing to do with the real world. In these uni-
verses, capital is homogeneous, and competition is a static end
state. There are the right number of sellers, prices reflect the
costs of production, and there are no excess profits. Economic
welfare is determined by adding up the utilities of all individ-
uals in society. The passing of time is rarely accounted for,
except in changing from one static state to another. Varying
time schedules of producers and consumers are simply non-
existent. Instead, we have aggregates that give us precious lit-
tle information at all.

A conventional economist is quick to agree that these
models are unrealistic—ideal types to be used as mere tools of
analysis. But this is disingenuous, since these same econo-
mists use these models for policy recommendations.

One obvious example of basing policy on contrived mod-
els of the economy takes place at the Justice Department’s
antitrust division. There the bureaucrats pretend to know the
proper structure of industry, what kinds of mergers and
acquisitions harm the economy, who has too much market
share or too little, and what the relevant market is. This rep-
resents what Hayek called the pretense of knowledge.

The correct relationship between competitors can only be
worked out through buying and selling, not bureaucratic fiat.
Austrian economists, in particular Rothbard, argue that the
only real monopolies are created by government. Markets are
too competitive to allow any monopolies to be sustained.

Another example is the idea that economic growth can be
manufactured by manipulating aggregate demand curves
through more and faster government spending—considered
to be a demand booster instead of a supply reducer or govern-
ment bullying of the consuming public.

If the hallmark of conventional economics is unrealistic
models, the hallmark of Austrian economics is a profound
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appreciation of the price system. Prices provide economic
actors with critical information about the relative scarcity of
goods and services. It is not necessary for consumers to know;,
for example, that a disease has swept the chicken population
to know that they should economize on eggs. The price sys-
tem, by making eggs more expensive, informs the public of
the appropriate behavior.

The price system tells producers when to enter and leave
markets by relaying information about consumer preferences.
And it tells producers the most efficient, that is, the least costly
way to assemble other resources to create goods. Apart from
the price system, there is no way to know these things.

But rational prices must be generated by the free market.
They cannot be made up the way the Government Printing
Office makes up the prices for its publications. They cannot
be based on the costs of production in the manner of the Post
Office. Those practices create distortions and inefficiencies.
Rather, prices must grow out of the free actions of individuals
in a juridical setting that respects private property.

Neoclassical price theory, as found in most graduate texts,
covers much of this territory. But typically, it takes for granted
the accuracy of prices apart from their foundation in private
property. As a result, virtually every plan for reforming the
post-socialist economies talked about the need for better man-
agement, loans from the West, new and different forms of reg-
ulation, and the removal of price controls, but not private
property. The result was the economic equivalent of a train
wreck.

Free-floating prices simply cannot do their work apart
from private property and concomitant freedom to contract.
Austrian theory sees private property as the first principle of a
sound economy. Economists in general neglect the subject,
and when they mention it, it is to find a philosophical basis
for its violation.

The logic and legitimacy of “market failure” analysis, and
its public-goods corollary, is widely accepted by non-Austrian



Economics 49

schools of thought. The notion of public goods is that they
cannot be supplied by the market, and instead must be sup-
plied by government and funded through its taxing power.
The classic case is the lighthouse, except that, as Ronald
Coase has shown, private lighthouses have existed for cen-
turies. Some definitions of public goods can be so broad that,
if you throw out common sense, everyday consumer goods
qualify.

Austrians point out that it is impossible to know whether
or not the market is failing without an independent test, of
which there is none outside the actions of individuals. The
market itself is the only available criterion for determining
how resources ought to be used.

Let’s say I deem it necessary, for various social reasons,
that there be one barber for every 100 people and, as I look
around, I notice that this is not the case. Thus I might advo-
cate that a National Endowment for Barbers be established to
increase the barber supply. But the only means for knowing
how many barbers there ought to be is the market itself. If
there are fewer than one per hundred, we must assume that a
larger number is not supposed to exist by any reasonable stan-
dard of efficient markets. It is not economically proper to
develop a wish list of jobs and institutions that stands apart
from the market itself.

Conventional economics teaches that if the benefits or
costs of one person’s economic decisions spill over onto oth-
ers, an externality exists, and it ought to be corrected by the
government through redistribution. But, broadly defined,
externalities are inherent in every economic transaction
because costs and benefits are ultimately subjective. I may be
delighted to see factories belching smoke because I love
industry. But that does not mean I should be taxed for the
privilege of viewing them. Similarly, I may be offended that
most men don’t have beards, but that doesn’t mean that the
clean-shaven ought to be taxed to compensate me for my dis-
pleasure.
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The Austrian School redefines externalities as occurring
only with physical invasions of property, as when my neigh-
bor dumps his trash in my yard. Then the issue becomes
crime. There can be no value-free adding-up of utilities to
determine subjective costs or benefits of economic activity.
Instead, the relevant criterion should be whether economic
actions occur in a peaceful manner.

Another area where Austrians differ is how the govern-
ment is supposed to go about the practical problem of cor-
recting for market failures. Granted that somehow the gov-
ernment can spot a market failure, the burden of proof is still
on the government to demonstrate that it can perform the task
more efficiently than the market. Austrians would refocus the
energy that goes into finding market failures to understanding
more about government failures.

But the failure of government to do what mainstream
theory says it can is not a popular subject. Outside of the Pub-
lic Choice schools, it is usually assumed that the government
is capable of doing anything it wants to do, and of doing it
well. Forgotten is the nature of the State as an institution with
its own pernicious designs on society. One of the contribu-
tions of Rothbard was to focus Austrians on this point, and on
the likely patterns interventions will take. He developed a
typology of interventionism, and provided detailed critiques
of many kinds of interventions and their consequences.

The question is often asked, in James Buchanan’s
famous phrase, What Should Economists Do? Mainstream-
ers answer, in part: forecast the future. This goal is legitimate
in the natural sciences, because rocks and sound waves do not
make choices. But economics is a social science dealing with
people who make choices, respond to incentives, change their
minds, and even act irrationally.

Austrian economists realize that the future is always
uncertain, not radically so, but largely. Human action in an
uncertain world with pervasive scarcity poses the economic
problem in the first place. We need entrepreneurs and prices
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to help overcome uncertainty, although this can never be done
completely.

Forecasting the future is the job of entrepreneurs, not
economists. This 1s not to say that Austrian economists can-
not expect certain consequences of particular government
policies. For example, they know that below-market price
ceilings always and everywhere create shortages, and that
expansions of the money supply lead to general price
increases and the business cycle, even if they cannot know the
time and exact nature of these expected events.

One final area of theoretical concern that distinguishes
Austrians from the mainstream is economic statistics. Austri-
ans are critical of the substance of most existing statistical
measures of the economy. They are also critical of the uses to
which they are put. Take, for example, the question of price
elasticities, which supposedly measure consumer responsive-
ness to changes in price. The problem lies in the metaphor
and its applications. It suggests that elasticities exist inde-
pendent of human action, and that they can be known in
advance of experience. But measures of historical consumer
behavior do not constitute economic theory.

Another example of a questionable statistical technique is
the index number, the prime means by which the government
calculates inflation. The problem with index numbers is that
they obscure relative price changes among goods and indus-
tries, and relative price changes are of prime importance. This
is not to say the Consumer Price Index 1s irrelevant, only that
it is not a solid indicator, is subject to wide abuse, and masks
highly complex price movements between sectors.

And the Gross Domestic Product statistic is riddled with
composition fallacies inherent in the Keynesian model. Gov-
ernment spending is considered part of aggregate demand,
and no effort is made to account for the destructive costs of
taxation, regulation, and redistribution. If Austrians had their
way, the government would never collect another economic
statistic. Such data are used primarily to plan the economy.
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For Austrians, economic regulation is always destructive
of prosperity because it misallocates resources and is
extremely destructive of small business and entrepreneurship.

Environmental regulation has been among the worst
offenders in recent years. Nobody can calculate the extraordi-
nary losses associated with the Clean Air Act or the absurdi-
ties associated with wetlands or endangered species policies.
However, environmental policy can do what it is explicitly
intended to do: lower standards of living.

But antitrust policy, in contrast to its stated policy, does
not generate competitiveness. Such bogeymen as predatory
pricing still scare the bureaucrats at Justice, whereas simple
economic analysis can refute the idea that a competitor can
sell below his cost of production to take over the market and
then sell at monopoly prices later. Any firm that attempts to
sell below the costs of production will indefinitely suffer
losses. The moment it attempts to raise prices, it invites com-
petitors back into the market.

Civil-rights legislation represents one of the most intru-
sive regulatory interventions in labor markets. When employ-
ers are not able to hire, fire, and promote based on their own
criteria of merit, dislocations occur within the firm and in
labor markets at large. Moreover, civil rights legislation, by
creating legal preferences for some groups, undermines the
public’s sense of fairness that is the market’s hallmark.

There is another cost of economic regulation: it impedes
the entrepreneurial discovery process. This process is based
on having a wide array of alternatives open to the use of cap-
ital. Yet government regulation limits the options of entrepre-
neurs, and erects barriers to the exercise of entrepreneurial
talent. Safety, health, and labor regulations, for example, not
only inhibit existing production, they impede the develop-
ment of better production methods.

Austrians have also developed impressive critiques of
redistributionism. Conventional welfare theory argues that if
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the law of diminishing marginal utility is true, then total util-
ity can be easily increased. If you take a dollar from a rich
man, his welfare is slightly diminished, but that dollar is
worth less to him than to a poor man. Thus, redistributing a
dollar from a rich man to a poor man increases the total util-
ity between the two. The implication is that welfare can be
maximized through perfect income equality. The problem
with this, say Austrians, is that utilities cannot be added and
subtracted, since they are subjective.

Redistributionism takes from property owners and pro-
ducers and gives, by definition, to nonowners and nonpro-
ducers. This diminishes the value of the property that has
been redistributed. Far from increasing total welfare, redistri-
butionism diminishes it. By making property and its value
less secure, income transfers lessen the benefits of ownership
and production, and thus lower the incentives to both.

Austrians reject the use of redistribution to stimulate the
economy or otherwise manipulate the structure of economic
activity. Increasing taxes, for example, can do nothing but
harm. A shorthand for taxes is wealth destruction. They
forcibly confiscate property that could otherwise be saved or
invested, thus lowering the number of consumer options
available. Moreover, there is no such thing as a strict con-
sumer tax. All taxes decrease production.

Austrians do not go along with the view that deficits don’t
matter. In fact, the requirement that deficits be financed by
the public or foreign bond holders drives up interest rates and
thus crowds out potential private investment. Deficits also
create the danger that they will be financed through central-
bank inflation. Yet the answer to deficits is not to increase tax-
ation, which is more destructive than deficits, but rather to
balance the budget through necessary spending cuts. Where
to cut? Anywhere and everywhere.

The ideal situation is not simply a balanced budget. Gov-
ernment spending itself, regardless of deficit or surplus,



54 Speaking of Liberty

should be as small as possible. Why? Because such spending
diverts resources from better uses in private markets.

We hear talk of this or that “government investment.”
Austrians reject this term as an oxymoron. Real investment is
taken on by capitalists risking their own money in hopes of
satisfying future consumer demands. Government limits the
satisfaction of consumer demands by hampering production
in the private sector. Besides, government investments are
notorious wastes of money, and are in fact consumption
spending by politicians and bureaucrats.

Mainstream economists hold that the government must
control monetary policy and the structure of banking through
cartels, deposit insurance, and a flexible fiat currency. Austri-
ans reject this entire paradigm, and argue that all are better
controlled through private markets. In fact, to the extent that
today we have serious and radical proposals for having the
market play a greater role in banking and monetary policy, it
is due to the Austrian School.

Deposit insurance has been on the public mind since the
collapse of the S&L industry. The government guarantees
deposits and loans with taxpayer money, so this makes finan-
cial institutions less careful. Government effectively does to
financial institutions what a permissive parent does to a child:
encourages poor behavior by eliminating the threat of pun-
ishment.

Austrians would eliminate compulsory deposit insur-
ance, and not only allow bank runs to occur, but appreciate
their potential as a necessary check. There would be no lender
of last resort, that is, the taxpayer, in an Austrian monetary
regime, to bail out bankrupt and illiquid institutions.

Much of the Austrian critique of central banking centers
around the Mises-Hayek business cycle theory. Both argued
that the central bank, and not the market itself, is responsible
for the cyclical behavior of business activity. To illustrate the
theory, Austrians have undertaken extensive studies of many
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historical periods of recession and recovery to show that each
was preceded by central-bank machinations.

The theory argues that central-bank efforts to lower
interest rates below the free-market’s level causes borrowers in
the capital goods industry to overinvest in their projects. A
lower interest rate is normally a signal that consumers’ sav-
ings are available to back up new production. That is, if a pro-
ducer borrows to build a new building, there is enough sav-
ings for consumers to buy the goods and services that will be
made in the building. Projects undertaken can be sustained.
But artificially lowered interest rates lead businesses into
undertaking unnecessary projects. This creates an artificial
boom followed by a bust, once it is clear that savings weren’t
high enough to justify the degree of expansion.

Austrians point out that the Monetarists’ growth rule
ignores the “injection effects” of even the smallest increase in
money and credit. Such an increase will always create this
business-cycle phenomenon, even if it works to maintain a
relatively stable index number, as in the 1920s and 1980s.

What then should policy makers do when the economy
enters recession? Mostly, nothing. It takes time to wipe out the
malinvestment created by the credit boom. Projects that were
undertaken have to go bankrupt, employees mistakenly hired
must lose their jobs, and wages must fall. After the economy
is cleansed of the bad investments induced by the central
bank, growth can begin anew, based on a realistic assessment
of the future behavior of consumers.

If the government wants to make the recovery process
work faster if, say, there is an election coming up, there are
some things it can do. It can cut taxes, putting more wealth
into private hands to fuel the recovery process. It can elimi-
nate regulations, which inhibit private-sector growth. It can
cut spending and reduce the demand on credit markets. It can
repeal antidumping laws, and cut tariffs and quotas, to allow
consumers to buy imported goods at cheaper prices.
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Central banking also creates incentives toward inflation-
ary monetary policies. It is not a coincidence that ever since
the creation of the Federal Reserve System, the value of the
dollar has declined 98 percent. The market did not make this
happen. The culprit is the central bank, whose institutional
logic drives it toward an inflationary policy, just as a counter-
feiter is driven to keep his printing press running.

Austrians would reform this in fundamental ways. Roth-
bardians advocate a return to a 100-percent gold coin stan-
dard, an end to fractional-reserve commercial banking, and
the abolition of the central bank, while Hayekians advocate a
system where consumers select currencies from a variety of
alternatives.

Today, Austrian economics is on the upswing. Mises’s
works are read and discussed all over Western and Eastern
Europe and the former Soviet Union, as well as Latin Amer-
ica and North Asia. But the new interest in America, where
the insights of the Austrian School are even more sorely
needed, is especially encouraging.

The success of the Ludwig von Mises Institute is testi-
mony to this new interest. The primary purpose of the Insti-
tute is to ensure that the Austrian School is a major force in
the economic debate. To this end, we have cultivated and
organized hundreds of professional economists, provided
scholarly and popular outlets for their work, educated thou-
sands of graduate students in Austrian theory, distributed mil-
lions of publications, and formed intellectual communities
where these ideas thrive.

Every year we hold a summer instructional seminar on
the Austrian School, called the Mises University, with a fac-
ulty of more than 25, and top-flight students from around the
country. We also hold academic conferences on theoretical
and historical subjects, and the Institute’s scholars are fre-
quent participants at major professional meetings. The Mises
Institute assists students and faculty at hundreds of colleges
and universities. We have a program for visiting fellows to
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complete dissertations, and for visiting scholars to pursue new
research, as well as being a major center for graduate students.

New books on the Austrian School appear every few
months, and Austrians are writing for all the major scholarly
journals. Misesian insights are presented in hundreds of
economics classrooms all over the country (whereas just 20
years ago, no more than a dozen classrooms presented
them). Austrians are the rising stars in the profession, the
economists with the new ideas that attract students, the ones
on the cutting edge with a promarket and antistatist orienta-
tion.

Most of these scholars have been cultivated through the
Mises Institute’s academic conferences, publications, and
teaching programs. With the Institute backing the Austrian
School, tradition and constructive radicalism combine to cre-
ate an attractive and intellectually vibrant alternative to con-
ventional thought.

The future of Austrian economics is bright, which bodes
well for the future of liberty itself. For if we are to reverse the
trends of statism in this century, and reestablish a free market,
the intellectual foundation must be the Austrian School. That
1s why Austrian economics matters.

THE VIABILITY OF THE GOLD STANDARD

[This speech was delivered at the Burton S. Blumert Gold
Conference in San Mateo, California, September 14, 2002.]

n the 19th century, notes Murray N. Rothbard, debates on
monetary issues were highly public and intensely contro-
versial. Do you favor the national bank? The gold stan-
dard? Bimetallism? What is your opinion of the free silver
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movement? What is most important: a highly liquid money
stock that can prop up commodity prices, or a sound dollar
that promotes thrift and discourages debt accumulation?
Should the monetary system reward debtors or creditors?

These were issues debated in the nation’s newspapers,
discussed in political meetings, and raged on in the streets.
Every educated man had an opinion. Part of the reason is
that, frankly, people were much better educated in those days.
It is astonishing to imagine today, but average people had the
mental equipment to enable them to understand these com-
plicated issues, if not always to arrive at the right conclusions.

The federal government had long been involved in
money precisely because this is one of the first areas a govern-
ment likes to get its grubby hands on when it takes power.
The US government was no exception, despite constitutional
provisions that would appear to restrict its monetary power.

Matters are radically different today. It is very rare to ever
see an article addressing the money question in the nation’s
newspapers. Debates and discussions are left to the academic
journals or the self-published tracts of money cranks—with
the major exception of the Austrian economists, who continue
to believe that the money issue is both academically important
and politically crucial.

This is why the Mises Institute has been sponsoring
research and writing on the gold standard, and promoting an
idea that most public intellectuals find absurdly anachronis-
tic: that a gold standard is better than our current monetary
system. What’s more, we not only believe that the gold stan-
dard had a better record historically, we believe that we ought
to institute a gold standard right now.

Even many libertarians find themselves mystified by our
focus. Who cares about these arcane issues of monetary pol-
icy? What does it have to do with the fate of human liberty?
Could we pick a policy agenda that is more unlikely to come
about? Are we just gluttons for political failure? Why not trim
our ambitions to political reality?
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It is true that not a soul in Washington apart from our
heroic Congressman from Texas, Ron Paul, says a word about
the gold standard. Even Alan Greenspan, who once wrote
that freedom is inseparable from the gold standard, dreads
being asked about the subject. To him, it is entirely theoreti-
cal with no practical import. In any case, he doesn’t want peo-
ple looking too closely at the kinds of things he does at the
Fed, any more than the Wizard of Oz wanted anyone to pull
back the curtain.

Most economists have no interest in the issue. What's
more, the most influential economist of the last century, John
Maynard Keynes, hated the gold standard with astonishing
intensity, and he considered it his great accomplishment in
life to have assisted in its destruction. Even to this day, his
influence 1s immense, with most economists accepting the
broad framework he laid out in his work, and sharing his con-
viction that the worst thing that could befall any society is for
the government to lose its power to manage economic life.

There are many objections to the conventional view of
the gold standard, but let me just respond to the point about
realism. There are a lot of policies which seem unrealistic to
promote. We can admit that there is little prospect that the
post office will be privatized anytime soon, but that fact does
not diminish our responsibility to push the idea. Nothing
could be more obvious than admitting that private enterprise
would do a better job of delivering letters than the govern-
ment. But if no one says it—if people are not willing to state
what is true, again and again—all hope for change is lost.
And sometimes, just stating what is true is enough to bring
about change when conditions are ripe for it.

In the debate on the post office, we have the added advan-
tage of being able to point to a superior and very well devel-
oped sector of private package and letter delivery. The reason
it is thriving is due to loopholes in the law, which these com-
panies exploit. If the letter statutes were repealed, I have no
doubt that first-class letters would be deliverable by private
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enterprise within days. That is precisely why the post office is
so anxious to hold onto its legal privileges.

In any case, as with the gold standard, it might be said
that advocating privatization is politically unrealistic and
therefore a waste of time. What’s more, we might say that by
continuing to harp on the issue, we only marginalize our-
selves, proving that we are on the fringe. Again, I submit that
there is no better way to assure that an issue will always be off
the table than to stop talking about it.

This applies to the gold standard too. The case for radi-
cal monetary reform is as obvious as the need to sell the post
office. Every year or 18 months, the world goes through some
sort of monetary convulsion. In the last 10 years, we’ve seen it
in Mexico, all through Asia, and now Latin America. To one
degree or another, there are few problems of international
economics that are not traceable to the grave limitations of a
world fiat money system.

This includes the problem of the business cycle itself. In
the 2001 and following economic downturn, unlike any I can
remember, the Austrian theory of the trade cycle has received
a fantastic amount of public commentary and attention. The
core idea of this theory is that Fed-created credit is responsi-
ble for the boom and bust, and it has been embraced by top
economists at some of the largest and most prestigious invest-
ment houses.

The Mises Institute has done a fine job in getting the
word out about the true cause of the business cycle, but the
real reason it is getting such attention is that it provides such
a compelling explanation of the 1990s bubble and the later
crisis. Neither do most of these economists doubt that finan-
cial bubbles would not be a problem under the gold standard,
even if they believe the gold standard introduces problems of
its own.

Far from being an arcane and anachronistic issue, then,
we can see that the gold standard and the issues it raises get
right to the heart of the current debate concerning the future
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of the world economy and its reform. What the critics who
denounce gold are really saying is that the government and its
friends don’t like the idea of the gold standard, so therefore
they are not going to favor one.

Why do the government and its partisans dislike the gold
standard? It removes the discretionary power of the Fed by
placing severe limits on the ability of the central bank to
inflate the money supply. Without that discretionary power,
the government has far fewer tools of central planning at its
disposal. Government can regulate, which is a function of the
police power. It can tax, which involves taking people’s prop-
erty. And it can spend, which means redistributing other peo-
ple’s property. But its activities in the financial area are radi-
cally curbed.

Think of your local and state governments. They tax and
spend. They manipulate and intervene. As with all govern-
ments from the beginning of time, they generally retard social
progress and muck things up as much as possible. What they
do not do, however, is run huge deficits, accumulate trillions
in debt, reduce the value of money, bail out foreign govern-
ments, provide endless credits to failing enterprises, adminis-
ter hugely expensive and destructive social insurance
schemes, or bring about immense swings in business activity.

State and local governments are awful, and they must be
relentlessly checked, but they are not anything like the threat
of the federal government. Neither are they as arrogant and
convinced of their own infallibility and indispensability. They
lack the aura of invincibility that the central government
enjoys.

Why is this? You might say it is because the federal gov-
ernment already does these things, but no government has
ever been troubled by the prospect of providing redundant
services. You might say that state-level constitutions restrict
their activities, but our experience with the federal govern-
ment demonstrates that constitutions can’t restrain a govern-
ment by themselves. The main reason, I believe, is that the
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state and local governments do not issue their own currencies
controlled by central banks.

It is the central bank, and only the central bank, that
works as the government’s money machine, and this makes
all the difference. Now, it is not impossible that a central bank
can exist alongside a gold standard, a lender of last resort that
avoids the temptation to destroy that which restrains it. In the
same way, it is possible for someone with an insatiable
appetite to sit at a banquet table of delicious food and not eat.

Let’s just say that the existence of a central bank intro-
duces an occasion of sin for the government. That is why,
under the best gold standard, there would be no central bank,
gold coins would circulate as freely as their substitutes, and
rules against fraud and theft would prohibit banks from pyra-
miding credit on top of demand deposits. As long as we are
constructing the perfect system, all coinage would be private.
Banks would be treated as businesses, no special privileges, no
promises of bailout, no subsidized insurance, and no connec-
tion to government at any level.

This is the free-market system of monetary management,
which means turning over the institution of money entirely to
the market economy. As with any institution in a free society,
it is not imposed from above, dictated by a group of experts,
but is the de facto result that comes about in a society that con-
sistently respects private-property rights and encourages
enterprise.

Money is not something chosen by social managers but
the consequence of economic development as society moves
from barter to indirect exchange. One commodity that is
widely in demand comes to operate as a medium of exchange,
a commodity for which any good or service can be traded with
the expectation that this commodity will be demanded by oth-
ers in future exchanges. Precious metals, gold in particular,
have traditionally served as the money of choice.

As Rothbard explained, the institutions we call banks
serve a dual function in a free-market system. First, they
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provide safekeeping for one’s money, and offer money substi-
tutes that they certify really do represent money in the vault.
And second, they provide credit services, both to savers who
would like to see money risked in the loan market and to bor-
rowers who need cash for purposes of consumption or invest-
ment. The banks work as brokers between these parties to
effect mutually beneficial exchanges.

If any market-chosen commodity can perform the func-
tion of money, why are we Austro-libertarians focused on
gold? It is often said that we have an obsession with gold and
a fixation on the subject of money. To some degree, however,
this alleged obsession has been shared by popular culture and
by financial markets, as a continuing testimony to the power
of the idea of gold as a guarantor of value.

Whenever a writer wants to convey the idea that some-
thing sets the highest standard, he refers to it as the gold stan-
dard. I was amused the other day to read in the London Daily
Telegraph an article on grade inflation in British schools, in
which the writer counterpoised the grading gold standard of
the past. The metaphor seems quite apt.

As for financial markets, events this year have again
underscored the underlying obsession, if you want to call it
that, that the world’s financial markets have with gold. It is
not a coincidence that gold-mining stocks were the best per-
forming during the bust period of this business cycle. And
earlier this summer, we saw spot prices of gold begin to move
very rapidly in response to the growing perception that the
financial sector was far from bottoming out. Try as it might,
the establishment just can’t seem to crush the perception that
gold 1s more reliable than government’s paper money.

Indeed, gold continues to be seen as a standard of sound-
ness, as the commodity to flee to in times of emergency, as the
last store of value that can be counted on. Neither are these
emergencies unknown in the modern world. In Latin Amer-
ica this summer, we witnessed governments prohibiting with-
drawals from banks during financial crises, just as we saw in
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the early days of the Great Depression in the United States.
Gold continues to be perceived as a safe haven from the wiles
of political opportunism and violence.

J. Bradford DelLong, former assistant US Treasury Secre-
tary, wrote the following just the other day:

Eighty years ago, John Maynard Keynes argued that gov-
ernments needed to take responsibility for maintaining full
employment and price stability, that the pre-World War I
gold standard had not been the golden age people thought
it was, and that its successes were the result of a lucky com-
bination of circumstances unlikely to be repeated. Keynes
was an optimist in believing that governments could learn
to manage the business cycle.

DelLong continues to point out that the record of post-gold
currencies has been a disaster as compared with their prom-
ise.

In this respect, fiat currency has much in common with
socialism. They both failed to live up to their promises, and,
indeed, failed miserably by every standard. But they both long
outlived their failures, simply because political elites had too
much invested in them to change the system, and the intel-
lectual class worked overtime to shore up support for the
failed system. Eventually, of course, full-blown socialism col-
lapsed, just as I believe that fiat currency systems will.

Murray Rothbard has written:

It might be thought that the mix of government and money
is too far gone, too pervasive in the economic system, too
inextricably bound up in the economy, to be eliminated
without economic destruction. . . . In truth, taking back our
money would be relatively simple and straightforward,
much less difficult than the daunting task of denationaliz-
ing and decommunizing the Communist countries of East-
ern Europe and the former Soviet Union.

And for all the reasons that gold eventually emerged as
the money of choice thousands of years ago, it continues to
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have the properties that make it the best money of choice
today. It is portable, divisible, fungible, durable, and has a
high ratio of value per unit of weight. It is as compatible with
today’s economy, driven by information technology and light-
ning quick financial transactions, as it was compatible with
the 19th-century economy of heavy industry and agriculture.
It is not technical limitations that prevent the dollar from
being redefined as a unit weight of gold, but political ones.

The monetary benefits of a gold standard are clear
enough, and they include life without inflation, an end to the
business cycle, rational economic calculation in accounting
and international trade, an encouragement to savings, and a
dethroning of the government-connected financial elite.

But it is also political considerations that draw people to
support the gold standard. Gold limits the power of the State
and puts power back in the hands of the people.

Once you begin to understand the role of the monetary
regime in the building of the modern statist enterprise—in
providing the means of funding for the entire welfare-warfare
state, in generating financial instability, in destroying savings,
and undermining living standards—you realize that there 1s
far too little interest in the subject in the mainstream press.
You begin to realize that the 19th-century focus on the money
issue was entirely appropriate.

Once having read Mises or Rothbard or any number of
great monetary theorists, you begin to realize that under-
standing the monetary regime is the key that unlocks the
mysteries of political control in our time. The Fed was created
not to scientifically manage the economy—as the journals
claimed at the time—but because it met the institutional
needs of both the government and the banking industry. The
government sought a means of finance that didn’t depend on
taxation, and the banking industry sought what Rothbard called
a cartelization device. That is to say, the banking industry was
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seeking some way to prevent competitive pressures between
banks from limiting their ability to expand credit.

Well, the central bank fit the bill. A central bank manag-
ing a currency that is not tied to anything real fits the bill even
better. If a little power to inflate is good for the government
and its connected banking and financial interests, a lot of
power to inflate is even better. For this reason, it was very
likely that the gold standard could not have survived the cre-
ation of a central bank, and, for the same reason, the creation
of a new gold standard will have to do away with the central
bank that would always threaten to bring it down.

The power to create fiat money is the most ominous
power ever bestowed on any human being. This power is
rightly criminalized when it is exercised by private individu-
als, and even today, everyone knows why counterfeiting is
wrong and knavish. Far fewer are aware of the role of the fed-
eral government, the Fed, and the fiat dollar in making possi-
ble the largest counterfeiting operation in human history,
which i1s called the world dollar standard. Fewer still under-
stand the connection between this officially sanctioned crim-
inality and the business cycle, the rise and collapse of the
stock market, and the continued erosion of the value of the
dollar.

In fact, a sizeable percentage of even educated adults
would be astounded to discover that the Federal Reserve does
more than manage the nation’s money accounts. In fact, its
main activity consists in actually creating money that dis-
torts production and creates inflation and the business cycle.
In fact, I would go further to suggest that many educated
adults believe that gold continues to serve as the ultimate
backing of our monetary system, and would be astonished to
discover that our money is backed by nothing but more of
itself.

We have our work cut out for us, to be sure, mainly at the
educational level. We must continue to state the obvious at
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every opportunity, that the fiat system is exactly what it is, a
system of paper money backed by nothing of real value. We
must continue to point out that because of this, our economic
system 1is not depression-proof, but rather highly vulnerable to
complete meltdown. We must continue to draw attention to
the only long-term solution: a complete separation of money
and State based on the commodity that the market has always
chosen as money, namely, gold.

Apart from making the intellectual case, the biggest obsta-
cle we currently face is that most all theoretically viable plans
for radical monetary reform depend heavily on those who are
currently in charge of mismanaging our money being the ones
to manage a transition. In many ways, this is akin to expecting
the politburo to have instituted a free-market economy in Rus-
sia before the great counterrevolution. Can we really expect
that Alan Greenspan is going to wake up one day and decide
to do the right thing? It is possible, but I seriously doubt it.

I recognize that this problem is a real one, but it is no dif-
ferent from the rest of the practical problems of instituting
freedom. When we call for spending cuts, we are implicitly
calling on Congress to do something that is against its self-
interest. When we call for deregulating financial markets, we
are expecting the SEC to do the very thing it is least likely to
do from a bureaucratic pressure-group perspective. And when
we call for sound money, we are similarly expecting those who
currently benefit from the present system to have a change of
heart and mind, and to act against their own interests.

This takes us back to our original question: is the gold
standard history? Is it so preposterously unrealistic to advo-
cate it that we might as well move on to other things? It won’t
surprise you that my answer is no. If there is one thing that a
long-term view of politics teaches, it is that only the long-term
really matters.

Back in 1997-98 you were considered a crabby kook, and
behind the times, to warn that the bull market in tech stocks
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could not last. But economic law intervened, and fashions
changed. Back in those days, too, had you suggested that the
business cycle had not been repealed, you would have been
dismissed out of hand. But economic law intervened.

In the same way, there will come a time when the current
money and banking system, living off credit created by a fiat
money system, will be stretched beyond the limit. When it
happens, attitudes will turn on a dime. No advocate of the
gold standard looks forward to the crisis nor to the human
suffering that will come with it. We do, however, look forward
to the reassertion of economic law in the field of money and
banking. When it becomes incredibly obvious that something
drastic must replace the current system, new attention will be
paid to the voices that have long cast aspersions on the current
system and called for a restoration of sound money.

Must a crisis lead to monetary reforms that we will like?
Not necessarily, and, for that matter, a crisis is not a necessary
precursor to radical reform. As Mises himself used to empha-
size, political history has no predetermined course. Every-
thing depends on the ideas that people hold about funda-
mental issues of human freedom and the place of
government. Under the right conditions, I have no doubt that
a gold standard can be completely restored, no matter how
unfavorable the current environment appears toward its
restoration.

What is essential for us today is to continue the research,
the writing, the advocacy for sound money, for a dollar that is
as good as gold, for a monetary system that is separate from
the State. It is a beautiful vision indeed, one in which the peo-
ple and not the government and its connected interest groups
maintain control of their money and its safekeeping.

What has been true for hundreds of years remains true
today. The clearest path to the restoration of economic health
is the free market undergirded by a sound monetary system.
The clearest path toward economic destruction is for us to
stop working toward what is right and true.
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WHAT CAUSES THE BUSINESS CYCLE?

[This speech was given at the Mises Institute’s ‘Austrian Econom-
ics and Investing” Conference, Vienna, Austria, May 25, 1988.
(Some information has been updated.)]

he greatest mystery in the history of economic theory,

and still the most unresolved controversy in the eco-

nomics profession, is the nature and source of the
business cycle. Why do recessions occur and why do booms
occur? Why do they tend to follow each other with some
degree of regularity?

Solving the mystery of the business cycle is a different
task than confronted Adam Smith and the classical econo-
mists. They sought to answer the question of how economies
grow. They concluded that free exchange and capital accu-
mulation are the sources. But the mystery of the business
cycle deals with a far more complex problem of why growth
seems to occur intermittently. This is a question that only
began to absorb economists in the middle of the 19th century.

Part of the reason is that business cycles simply didn’t
exist in the prior centuries. We get a clue to the ultimate reso-
lution of this problem by noting that central banks didn’t exist
before business cycles began to be noticed. But it took econo-
mists a very long time before they put two and two together to
understand that it is the activities of the central bank itself that
bring about the trade cycle.

Business cycles raise a particular question. It is not why
businesses fail. We know that in a vibrant market economy,
businesses do fail. Entreprencurial forecasting ability is not
perfect, innovation disrupts plans, and consumer demand is
always changing. The only economies where businesses do
not fail are stagnant, socialist ones. Thus, to the question of
why businesses start and fail, we already have the answer: the
market rewards only those who serve the consuming public,
and not all businesses do so all the time.
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The question that the business cycle asks is different.
Why do business errors often occur in clusters? Why do entre-
preneurs make mistakes on an aggregate level? Why, if you
look at macroeconomic data, do we see these large swings in
economic activity that have come to be called booms and
busts?

In Karl Marx’s view, the business cycle was an inherent
part of the capitalist economic system and a signal of its fun-
damental instability. He foresaw cycles worsening, with each
recession worse than the last, and ultimately leading to the
breakdown of capitalism itself. For decades socialists echoed
his forecast, and attempted to reinterpret every cycle as a mil-
lennial sign that the capitalist system was being trampled by
forces of history.

The cycle theories of Marx were far from the only reason
his ideas came to be accepted by intellectuals. The real source
of attraction to Marxism was its promise of an egalitarian
society, one that operated without traditional restraints on
economic and sexual behavior. Envy-ridden intellectuals, for-
ever believing themselves to be underpaid and overworked,
were attracted to the idea of expropriating the capitalist class
and enjoying the proceeds. Since then, these intellectuals
have learned they can do this without bringing about the
breakdown of capitalism. They can work through Congress
and state legislatures to bring about the same result.

The Great Depression seemed to confirm Marx’s view of
the business cycle and gave a boost to the socialist cause.
Beginning in the early 1930s, a huge debate ensued between
market advocates like Henry Hazlitt, author of Economics in
One Lesson, and socialist intellectuals writing in the pages of
leftist weeklies like the Nazion. The socialists pointed to the
declining share of the return on capital enjoyed by the work-
ers and the rising profits of the exploiter class. They said that
the Great Depression ensued when workers no longer had the
means to purchase products of their own making. The only
answer, then, is to redistribute property from the capitalists to
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the workers, and insure that society, as embodied by the State,
and not private owners of capital, would control the means of
production.

Here again, over time, the socialists learned that it was
not necessary to bring about a revolution to achieve this end.
Congress, the executive branch, and state legislatures were all
that was necessary to prevent owners of capital from control-
ling the uses of their own property.

For a time, it appeared that the socialist interpretation of
the Great Depression was winning out. And even to this day,
the interpretation is underscored in John Kenneth Galbraith’s
interesting but wrongheaded book on the Great Depression,
and in countless PBS documentaries. The fallacy with all of
these accounts is that they deal with the downturn, as if it is
the only issue worth examining, but not with the larger per-
spective of the cycle in general. Only by broadening our hori-
zons to understand the boom phase of the cycle as well can we
arrive at reasonable conclusions and solid recommendations
for minimizing the role of cycles.

In 1936, John Maynard Keynes came out with his General
Theory, which came to dominate macroeconomic thinking for
decades following. Though his original work is rarely read by
professional economists, and virtually never discussed in the
classroom setting, the assumptions behind his theory still
dominate much of economic thinking.

In Keynes’s theory, like Marx’s, business cycles are an
inherent part of the market economy. But he argued it was not
necessary to overthrow property and markets in order to con-
trol them. The government, working hand in glove with Key-
nesian economists of course, could pursue policies that would
keep business cycles at bay. The problem, said Keynes, was
fundamentally twofold.

First, the price system doesn’t work very well or reflect
real economic needs. Prices and wages often do not adjust in
ways that coordinate the economy. But by manipulating
prices, mainly through inflation, the system could be fixed up.
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Second, the investment sector is fundamentally irrational.
Animal spirits periodically sweep through markets, causing
businesses to underinvest in things that are needed and over-
invest in things that are not.

Keynes offered two ways out of this problem. We can live
with the resulting business cycles, but this creates its own prob-
lems since the price system is so deeply flawed. Or we can
manipulate the demand side of the economy to force it into
coordination with the supply side. As a result of this Keynesian-
style analysis, the government now had an intellectual justifi-
cation for the huge New Deal machinery that had been estab-
lished to manage the economy. After the war, this Keynesian
machinery became a permanent part of government policy.

Economists deluded themselves into thinking they could
smooth out business cycles by managing countercyclical fiscal
and monetary policies. The idea was this: in an economic
downturn, the government could goose the money supply and
run a deficit to lift the economy back into normalcy. Once
recovered, the government would drive up interest rates again
and run a budget surplus. It would be as simple as managing
the gears on a stick-shift car while driving through mountain
terrain.

The result, of course, was far different. In the postwar
period, business cycles became progressively worse, with
every attempt to manage them seeming to create its own
problems, among them inflation, hyperinflation, enormous
government debts, and rising deficits. I think we should also
include, as a cost of Keynesian policy, the loss of freedom that
Americans experience. No longer did we have a government
that largely stayed out of economic policy. Rather, we had a
government that regarded itself as all-knowing and regarded
the market economy as essentially stupid.

It is often said that John Maynard Keynes and the New
Deal saved capitalism from itself. In fact, his ideas radically
distorted what we call capitalism. The US government is the
biggest, most powerful government in human history. To this
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day, it is involved in every area of American economic life. It
has veto power over the hiring and firing decisions of virtually
every business in the country. It tells people how old they
must be to work, how much they must be paid, what benefits
they must be provided, and taxes a third or more of their
income. The government regulates, in minute detail, the
architecture of every commercial building in the country.
With its antitrust laws and taxing power, it can make or break
huge corporations. Recently we’'ve seen the Justice Depart-
ment attempt to guide the direction of software development,
even threatening to bar the introduction of newer generations
of software.

Yet despite all this, the US is widely seen today as the
paragon of capitalism. A century-and-a-half ago, all this
would have been seen as the embodiment of wild-eyed social-
ist experimentation. But a century that has been dominated
by the State as much as this one has changed everyone’s stan-
dards of what constitutes freedom.

Is the business cycle truly a natural part of the free mar-
ket? Ludwig von Mises explored this question in his 1912
book called the Theory of Money and Credit. He first explored
the possibility that discoordinations in gold flows between
countries, caused by bad monetary policies, might be the
source of booms and busts. And while he concluded that this
is the root of international business cycles, he said this doesn’t
explain how a business cycle could be created in a single
country. In exploring this issue, he went much further in his
analysis than any previous thinker.

His resultant theory is called the Austrian theory of the
business cycle. The Austrian theory notes that it is crucial to
understand the boom times in order to understand the bust.
To generate an economic boom, the central bank artificially
lowers interest rates, creating the illusion of increased savings.
Faced with new credit availability, the business sector borrows
to expand production and begin long-term investment proj-
ects. The boom continues for as long as interest rates remain
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artificially held down. Businesses continue to invest in proj-
ects for which there is no real, underlying economic demand
or rationale. This type of investment is what Mises called mal-
investment.

Note that during this period, the increase in money and
credit doesn’t necessarily result in higher prices. The mone-
tary inflation is bringing about a fundamental structural
change in the economy, but it is not creating any visible il
effects. Production is expanding, unemployment is down,
interest rates are low, the stock market is booming, and every-
one appears to be getting richer. We can recognize this in the
US and Britain in the 1920s, Asia in the 1980s and early
1990s, and quite possibly the US today.

But this boom is not self-sustaining. When businesses
bring products to the market at the end of the production
process, they are met with consumers who have neither the
savings nor the income to purchase them. Once prices even-
tually do begin to creep up, the discoordinations between the
investment and spending sector begin to be revealed. The
central bank raises rates to prevent conspicuous declines in
the purchasing power of money, and the boom begins to
reverse itself. This process can occur over six months or 15
years (Japan). There is no set formula. The timing is largely
unpredictable as well, especially in a global economy.

But these business cycles do terrible damage to the econ-
omy. They bankrupt businesses that were only trying to fol-
low the market’s signaling devices. Businessmen could not
have known with certainty that the Fed was manipulating the
signals. Business cycles throw people out of work, not because
managers or the owners of businesses were engaged in ineffi-
cient production, but because everyone was dealt a bad hand
by the money managers at the top of the central bank.

This is essentially what brought about the Great Depres-
sion. Throughout the 1920s, the Fed engaged in an expan-
stonist monetary policy, giving stocks, real estate, and heavily
capitalized businesses an artificial shot in the arm. When the
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stock market finally crashed, and the bubble burst, the exag-
gerated investment was exposed as a fraud. Thus, we can see
that it is not the market that is the source of business cycles.
Rather, the business cycle is the working out of a market
attempting to correct for the failures of central bankers and
the government officials who cheer them on.

The central bank has long felt the pressures of politics to
keep interest rates unnaturally low. These pressures come
from both the president and the Congress. The president, of
course, is concerned about keeping rates low before elections.
Quite often, presidents are willing to tolerate a recession after
election to their first term. But they will not tolerate one lead-
ing up to the election itself. The Fed chairman, who fre-
quently proclaims his independence from politics, is in fact
utterly dependent on favors from the White House. In order
to maintain the Fed’s much ballyhooed independence, it must
do what the president wants.

The central bank also faces pressures from its member
banks, who profit from the boom created by lower rates.

Congress also has an impact. If we ever see the Fed
chairman threatened with investigations into the Fed’s
secrecy, or badgered in front of committees, it is nearly always
done in times when interest rates are high. Special interest
groups—from large manufacturers to farmers—Iobby their
Congressmen to intervene. There are very few politicians
who call the Fed to complain when it is keeping the lid on
interest rates.

Of course, the media play a role in the interest-rate con-
spiracy as well. They are always ready to tell the public about
the sad plight of borrowers who are being squeezed by high
interest rates. Telling the story of a structure of production
that has fallen into misalignment because of artificially low
rates just doesn’t make good copy. The media fan the flames
during recessions, especially when every business failure is
considered to be a national tragedy instead of part of the nat-
ural cleansing process of the market economy.
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The media also add to the general sense that the boom
phase of the cycle is the good phase and the bust is the bad
phase. In fact, looked at from an economic perspective, the
boom phase is the one that should worry us. It is during these
times that borrowers are being misled and economic mis-
alignments are taking place. The bust represents a period of
honesty and decency, when at last reality is catching up to the
lies that low interest rates have been telling.

The common misperception that economic booms
should go on forever is what gives impetus for governments to
intervene. But any intervention designed to soften the blow of
a recession can only end up prolonging the agony, just as it
did during the Great Depression, and as such efforts are
doing today in Asia. What should government do during a
recession? The short answer is nothing. It should take care to
ensure there are no obstacles to the downward adjustment of
wages and that the market is free to generate entrepreneurial
opportunities, but otherwise it should stay out of the way.

Compare the actions of Warren G. Harding with those of
Herbert Hoover. In 1921, the US experienced a major eco-
nomic downturn, which was a direct result of the inflation-
ized economy of wartime. Unemployment reached 11.7 per-
cent, even as high as 15 percent, and output crashed. This was
after unemployment had fallen to 1.4 percent in 1919. Econ-
omists generally rank the severity of this depression more
extensive than even the one that would follow a decade later.

There was no shortage of advice given to the Harding
administration. Henry Ford and Thomas Edison wanted to
create fiat money on a huge scale. The secretary of commerce,
Herbert Hoover, wanted a massive public-works program.
Labor leaders demanded make-work programs.

In the end, however, before these plans could be imple-
mented, the economy began to rebound. By 1922, unemployment
was back down to reasonable levels, output was expanding,
and the economy was rebounding across the board. This was
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laissez-faire at work. The politicians could not act fast enough,
and thank goodness. The depression was over in a year.

Compare that to the actions of the Hoover administra-
tion. Despite his reputation as a do-nothing president, he did
far too much. He attempted to keep wages propped up and to
stop business failures. He embarked on a massive public
works spending program and erected high tariff barriers. He
may have been living out a fantasy first developed when he
was secretary of commerce, but the economy was the victim.
We did not enter recovery as we should have and could have,
and instead we got a national socialist as president for four
straight terms.

Let me proceed, then, to an analysis of where we are
today [1998]. There is no shortage of New Era thinking. The
line you read again and again in the pages of the Wall Street
Journal is that the business cycle has been abolished, and that
we have entered into a new paradigm of permanent prosper-
ity. This kind of talk worries me. It is precisely what we had
heard about Asia for the last several years. And it is what was
said in 1920s America.

The bottom line is that there ain’t no such thing as a New
Era. As long as we live on this earth, there are certain fixed
cause-and-effect relationships at work that cannot be repealed.
Among them i1s this: an economy pumped up by artificial
credit will eventually enter recession. When it happens and
what the effects will be are open questions. But that it will
happen should not be in dispute.

Can we know where we are in a cycle? We can get an
inkling by looking at the data, particularly Federal Reserve
money supply figures, savings rates, and basic stock indica-
tors. We first have to ask ourselves: where are the excesses?
Inflation is low and business investment doesn’t appear to be
particularly overblown. But look at the stock market. We've
experienced astounding increases, with stock prices having
quadrupled since 1990. The price/earnings ratios are now at
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a historic high of 28, from a postwar average of 14. At the
same time, personal saving has fallen rather dramatically. In
1992, personal saving was 6.2 percent of disposable income.
By 1997, it had fallen to 3.8 percent of disposable income.
This 1s the lowest rate since 1946.

Greenspan has not abolished business cycles. But he has
been lucky enough to preside over a new era in monetary
affairs, one in which the dollar has been catapulted from a
regional currency to the world’s reserve currency. The dollar’s
hegemonic reign has allowed him to conduct a reckless policy
of socializing investment risk while not paying the price.
From the end of 1990 to the end of 1996, the Fed used its open
market operations to increase the monetary base (MB), which
is currency plus bank reserves, by 55 percent. Currency itself
increased 60 percent.

As Jeftrey Herbener of Grove City College has pointed out,
the dollar-reserve system of the “global economy” of the 1990s
is the resurrection of Keynes’s Bretton Woods system without
gold. Under the “gold-reserve” system of Bretton Woods, each
country’s currency had a fixed exchange rate against the dollar,
and foreign governments could redeem the dollar at the US
Treasury for gold at the fixed rate of $35 an ounce.

The linchpin of the Bretton Woods agreement was the
fixed rate of redemption between the dollar and gold. The Fed
undermined this link by accelerating monetary inflation in
the 1960s to help finance expenditures for the Great Society
and the Vietnham War. From the beginning of 1960 to the end
of 1964, the Fed increased the money base 3 percent per year,
but from the beginning of 1965 to the end of 1970, the Fed
more than doubled the rate of increase to 6.3 percent. The
average annual rate of price inflation went from 1.3 percent in
the earlier period to 4.2 percent in the latter one.

After increasing the monetary base 8.7 percent per year
from 1971 to 1974, the Fed accelerated the rate to 10.4 percent
from 1975 to 1981. But after the debacle of the first half of the

1970s, it was difficult to convince foreigners to hold more
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dollars as reserve. Accelerating monetary and credit inflation
by the Fed led to severe domestic price inflation (average
annual rates of 11.2 percent), soaring interest rates (peaking
in 1981 at a 14 percent 3-month rate), collapsing capital val-
ues (from 1976 to 1982, the Dow lost 22 percent and stood at
774 in 1982), and higher unemployment (peaking at 9.7 per-
cent in 1982, a rate not seen since 1941).

This entire scenario is precisely the reverse of the Ameri-
can economy in the 1990s. From 1982 through 1990, the dol-
lar began to regain its status as the world’s reserve currency.
The Fed expanded the monetary base 11 percent per year in
the 1980s, but the demand to hold dollars overseas helped
soak up the monetary inflation, and the American economy
experienced economic growth with low levels of price infla-
tion. The annual rate of price inflation was only 5.9 percent.
But the improved performance of the economy in the 1980s
was only a foretaste of the renaissance of dollar dominance in
the world.

American supremacy in the wake of the collapse of com-
munism allowed the Fed to fully exploit the international dol-
lar-reserve system. The new system opened up a vast new
vista for overseas dollar holdings. From Russia and Eastern
Europe to China and East Asia, the governments of former
communist countries began to soak up dollars to hold as ofti-
cial reserves as they became part of the American, “global”
system. From the beginning of 1991 to the end of 1996, the
Fed increased the monetary base 9.1 percent per year, while
price inflation ran only 3.6 percent annually.

Like Bretton Woods, the new regime depends on foreign-
ers’ willingness to hold dollars and use them as the basis for
their own domestic monetary inflation and credit expansion.
Only with harmonized monetary policies can the system sur-
vive.

But therein lies the great danger of the system to the
American economy. A rogue nation will be tempted to defend
its currency and stave off devaluation by spending its dollar
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reserves. Any significant disgorging of dollars would threaten
to ignite price inflation in America if the dollars were repatri-
ated. Significant domestic price inflation would, at best, bring
a repeat of the 1970s, and, at worst, a hyperinflation.

This danger explains the US interest in promoting IMF
austerity policies and bailouts. The bailouts are intended to
soften the blow of devaluation and price inflation. In
exchange for taxpayers subsidizing banks and large corpora-
tions, and other key beneficiaries of the system, the IMF can
use the bailout money as leverage to impose conditions favor-
able for the future of the dollar-reserve system.

In the last three years, the system has faced a $50 billion
bailout of Mexico, a $57 billion bailout of South Korea, $43
billion for Indonesia, $18 billion for Thailand, for a total of
$118 billion in Asia (some estimate that it will eventually rise
to $160 billion) to fend off its own destruction. But by delay-
ing the day of reckoning with bailouts, the international
mountain of dollars and debt grows, making the inevitable
collapse all the more devastating.

The system will not be able to prevent the disgorging of
dollar reserves to fend off Asian-style financial debacles in
China, South America, Russia, and a repeat performance in
Mexico. If the euro becomes the common currency of the EU,
its members replace their dollar reserves with euros. And if
Japan recovers, the yen will become the reserve currency
across Asia. Global dollar hegemony will be at an end.

The Fed has overseen the best of times for the American
economy in the 1990s, a period of rapid monetary inflation
and credit expansion with current benefits of low interest
rates, high earnings, soaring capital values, low unemploy-
ment, and steady economic growth. It has come courtesy of
foreigners who have absorbed enormous quantities of dollars
and, in so doing, kept the business cycle at bay.

Don’t count on that to last forever.

We could abolish business cycles if we had the will. It
would require extreme monetary discipline, an end of risky



Economics 81

socialism, the abolition of institutions like deposit insurance
and fractional-reserve banking that sustain essentially bank-
rupt banks and investment houses, and finally, the institution
of a true world money based on gold. Until then, we can
expect that our troubles are far from over. We can only hope
that when the inevitable recession does set in that Greenspan
won’t do something stupid like bail out the stock market,
attempt to defend the dollar internationally, or keep banks
from failing. Sadly, given his close working relationship with
the White House, and the fecklessness of the GOP, the next
downturn of the business cycle is likely to look less like 1921
and 1922 and more like 1931 and 1932.

[Note: In the recession of 2001-2003, Greenspan has
done all of the above.]

Is INFLATION DEAD?

[Based on a speech delivered at the Mises Institute Supporters
Summit, Palm Springs, California, February, 27, 1998.]

all Street remains constantly worried about two

forces in American economic life, inflation and

deflation. These days, fear of one does not neces-
sarily exclude fear of the other. It seems Wall Street worries
about inflation on Monday, Wednesday, and Friday. On Tues-
day and Thursday, it worries about deflation. Or perhaps it
worries about both at the same time.

Just what is the concern? Of course, inflation is one of the
most destructive forces in all of human history. In order for an
economy to function, money must be sound and its value
must be honestly come by. For most of human history, sound-
ness and honesty were guaranteed because money was just
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another name for the most valuable commodity, namely gold.
Gold was ideal money because it was portable, durable, divis-
ible, fungible, and scarce. Above all, scarce.

Gold has been money throughout most of our nation’s
history. The government had little to no control over its sup-
ply and therefore its value. But around 1913-1918, in the
midst of wartime, the foundation of money in gold began to
be frittered away. Over the decades, the link became progres-
sively less secure until, in 1973, the last remnants of the gold
standard were done away with. If you put a dollar in a mat-
tress in 1970, and pulled it out today, it would be worth less
than a quarter.

Why? The monetary authorities have conducted a 35-
year war against the sound dollar, which is precisely what we
would expect given that the dollar no longer has any link to
gold. The result has been theft on a grand scale. In fact, the
government has extracted more from us in inflation than it
has in tax increases over this same period. The government
and its friends, and not the American people, benefit from
inflation, for reasons I'll explain shortly.

The demise of the gold standard is what made this extor-
tion possible. Under a gold standard, there are strict limits on
how much money can be created. Under the paper money
standard, there are no limits. It always surprises me when I
talk to college students, businessmen, and even to bankers,
that not everyone understands this. They do not understand
that there 1s no gold backing up the nation’s currency at all.
There is no limit on how much of it must be created by the
government and the banking cartel. Thus there is no limit to
the extent to which money can continue to be watered down
by monetary authorities. The only real restraint on monetary
growth today is fear of a backlash by the financial community.

But Wall Street rarely takes the long view. So when infla-
tion worries begin to dominate the market, it is not the fear of
what further monetary depreciation might mean to American
families that is the primary concern. Rather, traders are often
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concerned about the Federal Reserve’s response to renewed
inflation. They are concerned the Fed might raise interest
rates in an effort to counter inflation tendencies. And higher
interest rates mean less borrowing, less credit expansion by
the banking system, and thus represent a potential end to the
decade-long party on Wall Street.

And what about the threat of deflation? This term, which
hasn’t been heard in public for many years, first started being
drummed lately when the price indexes first recorded a drop
in selected consumer and producer prices. In common par-
lance, dating back to the Great Depression, deflation is sup-
posed to be as much a threat to economic stability as inflation.
The reasons the financial markets fear it have as much to do
with the new uncertainties widespread deflation introduces,
as much as they have to do with the real effects of deflation.

What are the real effects of deflation? A common myth is
that it leads to lower profitability, and possibly even recession
or depression. Is this true? A good way to tell is to set aside
macroeconomic data like the consumer and producer price
index, and look at a particular industry. Consider the price of
computer hardware. For 20 years, the prices of computers
have been falling while quality has been rising, and memory
and speed have increased at a breakneck pace. Yet the indus-
try is also among the most profitable.

Falling prices typically signal rising prosperity, just as
they did in the latter half of the 19th century. In fact, if we had
a truly free market coupled with a gold standard of sound
money, falling prices would become the norm. You might be
able to keep that dollar in your mattress and pull it out 25
years later only to discover it has more purchasing power than
it had when you first squirreled it away. Sadly, this is not a
luxury any of us has yet experienced. Even in the midst of all
this talk about deflation, we have yet to see any kind of secu-
lar slide in prices that has lasted longer than a few weeks.

Part of the reason for this is that Washington apparently
hates and fears lower prices. A few years ago, the price of beef
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took another tumble, causing ranchers around the country to
worry about their own profitability. They lobbied Washing-
ton, as people are apt to do these days, and persuaded the sec-
retary of agriculture to intervene. He bought up millions of
dollars of what the ranchers called excess beef and gave it
away to the poor for free.

As a beef lover, I would have loved to have benefited from
low priced beef, and would have been even happier to get it
for free. Sadly, I have not benefited from the secretary of agri-
culture’s actions. He was effectively stealing the benefit of
lower prices from consumers and handing it over to a special
interest group, all at the behest of well-heeled lobbyists in
Washington.

I mentioned the Great Depression earlier. This is typically
attributed to the falling price level of the 1930s, as if this were
a cause of general economic downturn. In fact, falling prices
were the one aspect of the Depression that helped mitigate the
effects of a deep productivity crash that was brought about and
sustained by government intervention in the price system.
Falling prices meant that the dollars that people did own were
becoming more and more valuable over time. But Washington,
in its infinite wisdom, worked for the better part of a decade to
pump the price level back up again, thereby ensuring that the
real cause of the depression would not be addressed.

Before we leave the general topic of what is inflation, let
me say a few words about the great CPI controversy. Early in
the second term of the Clinton administration, Treasury
Department and Fed officials began to wonder whether the
inflation indexes being used to calculate inflation were really
telling the truth. They announced that they were pretty sure
that the CPI overestimates inflation by nearly a percentage
point, or perhaps by as much as two points.

Now, consider what this would mean. The Bureau of
Labor Statistics employs thousands of people to do nothing
but examine prices paid for goods and services at all levels of
industry. They calculate data from every conceivable source,
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and present it in myriad ways to the public. They break down
the data in every conceivable way. But somehow, said the
Clinton administration, in the voice of Stanford University’s
Michael Boskin, along the way, mistakes are being made. The
Bureau of Labor’s statisticians are overestimating inflation.

The question to ask Boskin is: how can you know for
sure? To say that you know the BLS is making a mistake is
also to say that you know with certainty what the correct infla-
tion rate is. You have to have a benchmark to say that some-
thing doesn’t measure up. And if Boskin knew the truth, why
not just abolish the BLS once and for all? If we need to know
any economic data, we could just email Boskin, and he could
consult his astrologer or swami or whomever he relies on for
his revelations. Paying him half-a-million per year would save
taxpayers billions.

In justifying his view, Boskin spent less time explaining
his methodology than attacking the BLS’s own. He pointed
out that it doesn’t make very much sense to aggregate prices
that are stable and fixed—say for instance those of commodi-
ties—with those that change because of technological shifts
or changes in relative scarcities. For example, what if I
decided to calculate the 10-year inflation rate using three
goods: private-school tuition, handheld calculators, and gaso-
line. I might end up with an index number of 0. Yet that con-
ceals an enormous amount of information. And let’s say I
want to throw in the price of real estate in Greenwich Village.
We might get a soaring rate of inflation.

Boskin is right that the inflation rate is highly dependent
on precisely what is in and what is out. It is difficult to adjust
for price changes that come about from technology. The bas-
ket of goods that is included in the CPI is constantly chang-
ing, but not because science necessitates this. It changes
because the BLS watches politics very caretully, and politics
necessitates that the government always generate a lower and
lower inflation rate.
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The purpose of all this data collection is to discover the
mysterious and highly elusive thing called the price level. The
trouble is that there ain’t no such thing as a price level. Prices
do not move up and down like the sea level. They always
move relative to each other and in odd and unpredictable
ways. Monetary inflation causes many if not most of them to
rise, but calculating to what extent is a very tricky business.
The only thing we can know for sure about monetary infla-
tion is that it waters down the purchasing power of our
money, and does so in an insidious and deadly way. Try to
make a science out of finding out precisely how much, and
you are headed for trouble.

Economists who favor monetary manipulation have a
good reason to always talk about prices instead of purchasing
power. It helps distract attention away from the real culprit,
the real source of inflation. It’s not a mysterious rise and fall
of the price level that can be more precisely measured by bet-
ter data collection. In fact, the cause of inflation is not myste-
rious at all. It consists of the nation’s central bank adding to
the stock of dollars in the economy by artificial means. The
Fed can do this in three ways: lowering the discount rate, buy-
ing assets on the open market, and lowering the reserve ratio
on bank deposits.

It is impossible to think about the nature of inflation and
monetary manipulation in general without understanding
what the Fed is all about. If you like conspiracy theories, you'll
love the history of the Fed. When talking about the Fed as a
conspiracy against the public interest, however, we are not
really talking about theory. We are talking real-world history.
When the Fed was set up before World War I, it was designed
by the banking and corporate elites, mostly consisting of a col-
laborative effort between the Morgan and the Rockefeller
financial empires, with one purpose in mind: to make possi-
ble a more elastic currency. What does elastic currency mean?
Well, let’s just say it’s something we would all like to have on
a household level. Can’t pay the bills? If your household
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income is elastic, you just add a zero or two to your bank
ledger. Elastic effectively means the ability to print more
money when it turns out that you haven’t managed your
accounts well.

That is precisely what the Fed was founded to make pos-
sible. It cartelized the banking system and allowed for coordi-
nated inflation and credit expansion. It cut the necessary mini-
mum reserve requirements, provided added bailout guarantees,
and allowed banks to pyramid loans on top of Fed reserves.
This was a tremendous benefit to the banking industry, and to
the government which needed financing to enter the world
war, but it forecast disaster for the soundness of currency.
After the Great Depression, the same elites conspired again to
institute new protections for the banking industry, giving us
Glass-Steagall, deposit insurance, and watering down the
gold standard ever more.

For most of the second half of the 20th century, a debate
has raged about who precisely is to blame for inflation. This
debate usually began with the assumption that if one party is
not to blame it is the Federal Reserve. It is not only Greenspan
who has a reputation as a great inflation fighter, but every pre-
vious Fed chairman. They are all described in the usual mon-
etary histories as hard-nosed opponents of inflation. But how
can this be? There is only one force that can cause the pur-
chasing power of existing dollars to systematically decline,
and that force is an expansion of the existing dollar stock
through artificial means. There is only one power on earth
that brings that about and that is the Federal Reserve.

Has some sneaky guy at the Fed been coming in after
hours, after all the members of the board of governors have gone
home, to print up money, buy and sell assets, raise and lower
discount rates, and generally subsidize certain banks at the
expense of others? Not at all. This has been a systematic policy.
Large banks enjoy having the power to inflate for the same rea-
son the counterfeiter values his printing machine. And in this,
the Fed and its banks work hand in hand with the government.
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The loss of the value in the dollar benefits debtors, and
there’s no bigger debtor than the federal government. An elas-
tic currency permits the expansion of debt to a huge extent,
and makes it possible for the government to be the one and
only entity that can make an ironclad promise to make good
on its debts. Thus, its bonds carry no risk premium. They will
always be paid, but always at someone else’s expense.

Not that the Fed has always intended to bring about
large-scale monetary depreciation. It can set out to expand
credit without warrant, and to grow the money supply to
bring about an economic boom, but the consequences of
those actions are not felt immediately and they are not always
predictable. Moreover, the Fed is always anxious to separate
itself from the effects of its policies.

Even today, Greenspan the Great frequently goes before
Congressional committees and solemnly declares to what
extent he thinks current rates of economic growth risk setting
off inflation. But economic growth itself cannot set off infla-
tion. Economic growth is neither a necessary nor sufficient
cause for inflation. In fact, given the economists’ famous
equation of exchange, economic growth tends to make goods
and services cheaper, since the same amount of money is
doing more work.

Why does Greenspan mislead people? The Fed always
wants to avoid the tail of price inflation pinned on its own
behind. In this, it shares an interest with government gener-
ally. Government blames unions. It blames businessmen. In
the next round of price inflation, it will undoubtedly blame
the soaring stock market, and the regular Americans who
threw caution to the wind to invest in booming stocks.

There are generally four schools of thought on whether
price inflation is good or bad for the economy. The first is the
Keynesian School, which has generally celebrated inflation as
a means of bringing markets back into equilibrium when they
have been thrown out by the business cycle. In the Keynesian
theory, you can reduce unemployment by increasing inflation.
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You can reduce inflation, but only if you are willing to toler-
ate higher unemployment. In the choice between people and
money, people won every time . . . by losing sound money.

Of course this tradeoft ended up being shown to be com-
pletely mythical. There is no relationship between inflation
and unemployment. Developments of the mid-1970s, in
which inflation and unemployment moved up together, dealt
a substantial blow to the theory. And today, we've witnessed
dramatic declines in both; the theoretical apparatus behind
Keynesian macroeconomics lies in tatters.

But the soundness of economic theories alone does not
determine whether it is useful for the power elite. Keynesian
economic theory was well supplemented by a leftist theory
that favored redistribution of all wealth, especially taking
from producers and giving to nonproducers. Inflation does
this, as well as taxation and the welfare state. It punishes
savers and makes economic calculation difficult. Inflation
shortens time horizons of people in society and thus weans
them of bourgeois values. It punishes enterprise with capital
and rewards those with debt. This is why egalitarians have
always celebrated inflation, and why you are more likely to
hear the case for inflation being made by a socialist than a
believer in free enterprise.

Yet not all backers of inflation favor redistribution and
leftism. The Supply-Siders are great on the need for tax cuts.
But if you look at the works of Jude Wanniski, the politics of
Jack Kemp, or the recommendations of the editorial page of
the Wall Street Journal, you see a single fallacy repeated again
and again: economic growth must be backed by monetary
growth. Or put in an even more dangerous phrase: restrictive
monetary growth holds back economic growth. This is merely
another version of the old fallacy that prosperity can come
from the printing press.

In a slightly different way, the Chicago School or Mone-
tarist approach advocates a fixed rate of growth for the money
supply, neither undershooting nor overshooting the rate of
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economic growth and thereby achieving a stable price level.
Now, as we already discussed, the notion of a stable price level
is unachievable. The very nature of prices is that they adjust
up and down, relative to each other, to reflect changes in
resources, tastes, and technology.

So this supposed ideal of stable money is not only impos-
sible to achieve, but it robs people of the opportunity to expe-
rience a rising purchasing power of money. The Monetarist
plan also imposes a kind of collateral damage on the economy
that the theory doesn’t take account of. All new money injec-
tions distort the pricing signal of the interest rate. It causes
some industries to undertake borrowing and business expan-
sion they would not otherwise undertake. The new money
works as a subsidy for some kinds of projects but not to oth-
ers. As a result, even the Monetarist proposal sets in motion
an artificial boom in some sectors of the economy.

Monetarism can be particularly dangerous in periods of
deep recession, when economists of this school typically rec-
ommend gunning the money supply, as Milton Friedman
recently did with respect to Japan. But gunning the money
supply does nothing to correct the underlying structural prob-
lems that lead to business downturns in the first place. What
an economy in recession needs more than new money is time
and freedom. Time and freedom to clean out bad invest-
ments, time and freedom for wages to adjust, and time and
freedom for the investment sector to align itself with the
spending and savings sectors.

But what I'm speaking about here relates more to busi-
ness cycles than inflation as such. And in order to understand
them both, we need a richer and more complete view of the
monetary side of the economy. That is where we turn to the
writings of Murray Rothbard, Ludwig von Mises, F.A. Hayek,
and the Austrian School of economics generally. For most of
the 20th century, the Austrian School fought against mone-
tary depreciation and for the gold standard. Only the Austrian
School accurately predicted the consequences of fiat money
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and warned against the perils of inflation, not only its effect
but also its cause.

The Age of Greenspan is considered to be one of sound
money and low inflation. But consider a more fundamental
change that has taken place in the monetary regime in the last
decade. The Federal Reserve has long considered the banking
system to be too big to fail. But with Greenspan, many more
institutions have been added to the list. He intervened in 1987
to pull the stock market up from failure. He has intervened
several times since then to bolster buying in the bond market
and in the commodity futures market. During the Mexican
peso crisis, he committed resources from the Fed to propping
up the investments of US banks in Mexico, and then later
combed the halls of Congress agitating for a bailout. He inter-
vened after the dot-com bust and September 11. Finally, he has
been the major force behind arguing for an expansion of the
IMF, along with an implicit promise to bail out the IMF
should its resources run dry.

In effect, Greenspan has instituted a too-big-to-fail doc-
trine for Wall Street and even whole governments. The con-
sequence of this is to dramatically subsidize the willingness of
traders and governments to take risks. They can safely assume
a bailout will be forthcoming. It is difficult to imagine a more
dangerous move on the part of any central banker. If you
wonder about the future of inflation, I consider this to be a
very strong indicator that we are not done with it yet.

What should the US do now? We should enjoy whatever
deflation we can get right now. The government should not
try to sustain high prices on any goods or services, but rather
let them fall. That will allow us to prepare for a time when the
dollar faces a challenge as the world reserve currency, and the
monetary expansion of the last 10 years comes home to roost.

If we want to eliminate inflation forever, there is an easy
step we can take. We can resecure the dollar to its historical
foundation in gold and suppress the issuance of any more
artificial money and credit. We could separate the monetary
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regime from the State entirely, and build a firewall between
the dollar and politics. Only that step will provide permanent
protection.

Until then, I would not suggest we become sanguine
about the prospects of inflation, but prepare ourselves, not
only for another bout, but also for the shock that comes with
the realization that the laws of economics have not been
repealed after all.

THE EcoNOMICS OF DISCRIMINATION

[Based on a speech delivered at the Georgia State University
School of Law in Atlanta, April 1992.]

he Fabian Society of Great Britain held to three cen-

tral doctrines of political economy. First, every country

must create its own form of socialism. Second, social-
ism imposed slowly is more permanent than the revolution-
ary sort. Third, socialism is not likely to succeed in Western
countries if it appears undemocratic or authoritarian.

Using this formula, the Fabians achieved their dream in
Britain. They used labor unions to socialize the workforce,
the state to nationalize basic industries, and social insurance
schemes to collectivize the property that was left. In addition,
they relied on soft-planning, a government-run medical
industry, and middle-class income redistribution to build the
state sector. It was still socialism, however, and it nearly
destroyed the country.

According to the Fabian formula, the American form of
socialism would also need to be different from the Bolshevik
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model. If you understand this, you can understand the
essence of American politics from at least the 1960s.

In the early days of the Clinton administration, White
House aides visited Daniel Patrick Moynihan’s Senate office
to explain their proposal for so-called empowerment zones.
These are sections within major cities targeted for a mass
dumping of welfare dollars and business subsidies. When
Moynihan heard the plan, he exclaimed: “That sounds
Fabian!” The New York Times reported that Clinton’s aides
assumed he meant this as a compliment.

No one, certainly not the Clintons, could win the presi-
dency of this country on a program of revolutionary social-
ism. If the opponents of property and markets are to succeed,
they must create a peculiar form. It must be well suited to
political and demographic conditions that are distinctively
American.

We have little reason to fear nationalized industries or
comprehensive planning. Labor union power is on the
decline. Americans bristle at any hint of direct controls over
production decisions. Environmental socialism has probably
peaked. And fully socialized medicine failed last year because
of massive public resistance to such a step-up in government
power.

We don’t have British socialism. We don’t have the British
style. But we do have a problem with socialism. It takes many
forms, but the form I'd like to concentrate on today relates
largely to labor markets and the rights of business.

First let’s get our terms straight. One sort of property is
private. That means it is owned by private individuals and
should be controlled by them. This type of property is the
basis of all market exchange.

Another kind of property is public property. The term is
a misnomer, of course. Public property is sometimes the
least accessible to the public. Yet we know what this term
means: property owned by the state. It is not subject to market
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conditions. No individual can choose to use it or to sell it as
he sees fit.

But US political culture has created a third and far more
insidious type of property. It is called commercial property. It
includes all private and public property used for exchange in
the free market. Included in this category is most everything
but private homes and clubs, and secretive government
bureaucracies. This means that the following institutions are
so-called commercial property: hotels, restaurants, book-
stores, manufacturing plants, computer retailers, universities,
and so on.

Being classed in this way subjects this form of property to
a variety of civil-rights laws. When examined from a philo-
sophical standpoint, such laws are nothing more than the
legal right to trespass. A qualified individual may demand
service against the will of the owner. He may demand to be
hired, or not to be fired, against the will of the owner. He may
demand a higher salary or a promotion, against the will of the
owner.

If the free market embodies the idea of contract, civil
rights embodies what Barry Smith has called the spromise. A
spromise commits a third party to act against his will. As the
owner of the business, you may wish to stop paying an
employee and terminate his employment. Civil rights say you
may not, without the permission of the government.

Civil rights, and the right of trespass it implies, is a major
part of American socialism, a carefully tailored product
indeed. It is designed to fit with America’s excessive devotion
to the ideals of democracy and equality. It i1s designed to
exploit the demographic heterogeneity of America’s popula-
tion. And its implementation relies on America’s traditionally
sanguine view of centralized executive power.

We could argue about when American socialism first took
root. Many say it began with the Great Society. Others trace it
to the New Deal. There’s a good case to be made for tracing
it to the Lincoln presidency, which also used the language of
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democracy and egalitarianism, exploited America’s hetero-
geneity, and dramatically centralized power in an imperial
executive. That period also provided a test run for inflation-
ary monetary policy and income taxation, two institutions
that the Progressive Era entrenched, and which provide the
fuel for American socialism today.

The symptoms of American socialism are easy to identify.
They appear in legislation like the Americans with Disabili-
ties Act, the limitless amendments to the Civil Rights Act, the
Community Reinvestment Act, and all manner of interfer-
ence with the freedom of association.

In addition, regulatory agencies issue tens of thousands
of regulations each year to manage the private lives of citizens
and the conduct of private business. Of all the menacing fed-
eral agencies, the socialism I am speaking about has been
expertly practiced by the Department of Housing and Urban
Development, the banking regulators at the Federal Reserve,
and the bureaucrats at the Equal Employment Opportunity
Commission.

The result has been a degree of tyranny. Civil rights law-
suits are shutting down businesses daily. Many potential cap-
italists decide not to open businesses for fear of the govern-
ment’s equality police.

Small companies routinely do anything within the law to
avoid advertising for new positions. Why? Government at all
levels now sends out testers to entrap businesses in the crime
of hiring the most qualified person for a job. Pity the poor real
estate agent and the owner of rental units, who walk the civil
rights minefield every day. If any of these people demonstrate
more loyalty to the customer than to the government, they
risk bringing their businesses to financial ruin.

The restaurants Denny’s and Shoney’s, two great examples
of capitalism in action, know all about this. In the last two years,
they were both hit with class-action suits alleging discrimina-
tion. It didn’t matter that the plaintifts were all trumped up,
and the specific cases cited were patently fraudulent. For
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example, one plaintift found a foreign object in her hash-
browns, and claimed it was put there on grounds of race. Both
companies decided to settle out of court, establish extensive
quota programs, pay off all plaintiffs, and set up new minor-
ity-owned franchises. They did so not because they were
guilty, but because the so-called justice system is stacked
against them.

Just recently, 99 white male troopers in Maryland col-
lected $3,500 each in back pay on grounds that they had been
discriminated against in promotions. I don’t doubt that they
were, but I'm suggesting a more peaceful solution. Let’s
return to the market all decisions about hiring, firing, promo-
tion, and access. That means getting the government and the
courts out of the business of enforcing equality once and for
all.

But that solution is nowhere in sight. The courts enforce
an egalitarianism that tolerates no acknowledgment of differ-
ences among people. This denies the obvious. People do dif-
fer radically in their talents and weaknesses, their determina-
tions to succeed, their mental facilities, their attitudes and
character, their physical abilities, their environments, and
their physical makeup. Moreover, these differences appear not
only in individuals but also appear systematically among
groups.

Men as a group, for example, are different from women
as a group. Northerners are different from Southerners. Cali-
fornians are different from Texans. Catholics are different
from Baptists. Blacks are different from whites. Immigrants
are different from natives. The rich are different from the
poor. These differences should not be denied, but celebrated,
for they are the very source of the division of labor.

Yet our central government attempts to stamp out all
these differences by forcing individuals and businesses to act
as if they do not exist. The primary means has been the crim-
inalization of our most serious secular sin: discrimination.
There can be no actions in American life—save the decision
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of whom to marry—that discriminates on the grounds of any
number of criteria as defined by the government. If anyone
commits this sin, he can forget the confessional or forgiveness.
The heavy penance is cash handed over to the government
and the special interests, with half going to the lawyers who
arranged the transfer.

To see just how serious the government takes this sin, and
how absurd are the results, consider disabilities law. Most
people think of the Americans with Disabilities Act as a law
forcing public and private facilities like courthouses and
shopping malls to accommodate wheelchairs and the like. In
fact, the Act is much broader. Since the ADA went into effect,
less than one-quarter of the ADA-related complaints filed
with the federal government concern such public and private
facilities. The vast majority relate to employment.

Tens of thousands of such complaints, which are threat-
ened lawsuits, have been filed with the EEOC. For example,
a Florida district appeals judge was caught shoplifting a
remote control, so the Florida Supreme Court dismissed him
from the bench. He says this violates the ADA, which indeed
it does, for he stole the device because he was depressed that
his son was getting bad grades.

Mental illness is protected under the Americans with
Disabilities Act. You cannot fire or refuse to hire a person who
1s “otherwise qualified” by the government’s standards. What
is official mental illness? The EEOC suggest we consult the
Diagnostic and Statistical Manual of Mental Disorders.
According to the DSM, protected symptoms include “con-
fused thinking,” “consistent tardiness or absences,” “lack of
cooperation or inability to work with co-workers,” “reduced
interest in one’s work,” and “problems concentrating.”

Before the ADA, these were reasons for booting a person
off the payroll. Today, they bestow rights against employers,
rights that sane people do not have. Nor does it count when,
as a result, ADA-afflicted businessmen experience symptoms
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of DSM mental illness themselves: “anxiety, fear, anger, sus-
picion.”

The authors and enforcers of the ADA are not concerned
with quadriplegics. Their goal is sinister to the core: remov-
ing the last vestiges of employers’ legal rights, and replacing
them with civil rights, which trump all considerations of pri-
vate property. Just as landlords no longer have an effective
legal right to evict nonpaying tenants, so employers cannot
shop for the best workers. In this subtle form of socialism,
nearly everyone has a veto over the free choices of the capital
owner. The workplace is ruled by a victimocracy.

Unlike the Clean Air Act and similar bills, the ADA is not
industry specific. It affects every business in the country with
15 or more employees, forcing owners and managers to pre-
tend that the physically, mentally, and emotionally disabled
(and “disabled”) are identical to the nondisabled, and to
spend to make it so.

Say you’re a small businessman, barely alive thanks to
regulations and high taxes, and a man who can’t see applies
for the job of office manager. You cannot turn him down on
that ground, even though the job requires some reading, for
that would violate his civil rights. You have to hire another
employee to read to him. If you hesitate, you pay back wages
and, thanks to the Civil Rights Act of 1991, massive damages.

If a supermarket manager refuses to hire a bum to ring
the cash register, he can be taken to court. A sales manager
may prefer salesmen who can remember customers’ names
and preferences, not to mention his own products, but dis-
crimination against those with low IQs or the memory
impaired is not allowed.

If a thousand-mile stare makes you uneasy, you're out of
luck, for this is no longer a chilling quirk, but a certified dis-
ability. Would you rather not hire a nightwatchman with a
history of drug use? If he’s not on crack today, he’s on your
payroll. For this reason, drunkards are daily suing for their
right to go off on a toot and not be kicked off the payroll.
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Say the applicant is a dyslexic with a history of drug
addiction who not only has trouble reading, but can’t learn or
reason well thanks to minor brain damage. If he applies, you
have to hire him, and make what the government calls “nec-
essary accommodations.”

The public accommodations provisions of the ADA are
nothing to shake a stick at. A man in a wheelchair, for exam-
ple, sued for the right to coach third base on a Little League
baseball team. A girl with a steel walker sued for the right to
skate during prime hours at a public skating rink. A blind
man sued for the right to be a firefighter. People of low intel-
ligence are suing for more time to take tests. On and on it
goes.

In each of these cases, businesses and other organizations
usually settle out of court. They find that’s cheaper than tak-
ing the case to trial. But the settlements themselves have
caused a wealth loss, which is vast and growing. And with the
ADA, there is no way to comply, because there is no way to
prepare for every possible contingency, every possible lawsuit,
every possible government trick. Doggerel.

Businesses can try to escape some of this by requiring cer-
tain abilities in a written job description. But they must be
able to show, in a court of law, that the requirements are
essential to the job. Businesses do not always know ahead of
time what a person will be required to do. So they look for
qualities like character and attitude. But these are unquan-
tifiable. To the government, they are irrelevant, as you can tell
by visiting any government office.

One way the ADA is enforced is through the use of gov-
ernment and private “testers.” These actors, who will want to
find all the “discrimination” they can, terrify small businesses.
The smaller the business, the more ADA hurts. That’s partly
why big business supported it. How nice to have the govern-
ment clobber your up-and-coming competition.

How could this nutty and dangerous legislation have
passed? In Washington, DC, economics has always taken a
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backseat to special-interest lobbying. But when something is
labeled civil rights, especially when it harms small business-
men and tramples on the freedom to exclude, it flies through
Congress. Only four people in the Senate voted against the
bill. Editorially, not even the Wall Street Journal spoke out
against it when it mattered.

The ADA illustrates an important point about antidis-
crimination law. Contrary to myth, rules against discrimina-
tion never create a level playing field. Forbidding one form of
discrimination must necessarily compel another form of dis-
crimination.

If an owner is forbidden to discriminate in hiring on
grounds of sex or race, the government can only discover a
violation of the law by looking at who is hired. This compels
active discrimination against people on grounds of their sex or
race. It is a zero sum game, where one person’s winnings
come from another’s losses.

Still fewer are willing to speak openly about what has
happened to the banking industry in the last few years. Once
upon a time, the credit rating was the primary means by
which bankers and other lenders assessed creditworthiness.
But this is under assault today. Along with other institutions
essential to the functioning of a free market, sound credit
standards are being sacrificed on the political altar.

The operative test of a bank’s political correctness is its
Community Reinvestment Act (CRA) rating. The ratings,
mandated by Congress and the Bush administration in a bill
affixed to the S&L bailout legislation in 1989, categorizes
lending by race, sex, and income level. Using nebulous CRA
requirements, regulatory control, and the threat of merger
rejection, government officials exercise remarkable control
over the lending policy of banks.

Last year, for example, Shawmut National Corp. of Con-
necticut wanted to acquire New Dartmouth Bank of New
Hampshire. The Federal Reserve Board, which must approve

all bank acquisitions, foiled Shawmut’s plans in a split vote.
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The banks were not undercapitalized. The proposed
merger did not violate antitrust law. There were no allega-
tions of fraud. Instead, Shawmut was under investigation by
the Department of Justice for violating fair-lending laws. In
the first decision of its kind, the Federal Reserve thwarted the
acquisition on those grounds at the behest of the Department
of Justice. I guess that’s part of the price for retaining its
“independence.”

Shawmut never admitted guilt. But the bank had to
spend a minimum of $960,000 on rejected minority appli-
cants. With claims averaging $10,000 to $15,000 per plaintiff,
the final price was much higher. In addition, Shawmut was
forced to set aside $85 million in loanable funds solely for
privileged applicants.

Shawmut is not even allowed to attach a risk premium to
interest rates on loans given to questionable applicants so
long as they are privileged by government. Instead, it must
make these loans at below market rates, therefore subsidizing
them with other depositors’ money.

When Fleet Financial Group, New England’s largest
bank holding company, fired 3,000 people and reduced its
operating expenditures by $300 million, the business pages
featured the story. But the media did not ferret out who had
downsized the institution. One month before the layofts,
Fleet had suffered a similar shakedown.

A Boston “community activist” and self-described
“urban-terrorist” named Bruce Marks heads a group called
the Union Neighborhood Assistance Corp. He began making
noise when Fleet was planning to buy the failed Bank of New
England. Marks noted that Fleet wasn’t directly backing loans
in Boston’s Roxbury, Dorchester, and South End. Instead, to
comply with the CRA, it subsidized other mortgage compa-
nies that lent at higher rates. Marks convinced some people
who held these mortgages that they were being ripped oft.

Marks then got local reporters, always anxious for a new
victim, to make a fuss about the matter. After 60 Minutes ran
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an attack, Fleet agreed to stop purchasing loans from third-
party lenders in the inner city. That, of course, wasn’t enough.
Marks and his Union wanted Fleet to make the loans itself—
and give the Union cold hard cash.

Over two years, Marks’s band of brigands disrupted
luncheons, breakfast meetings, press conferences, and
speeches. Once Marks and his Union members burst into a
hearing of the Senate Banking Committee where they filled
the room and sang gospel songs. It was the kind of display
that makes corporate big shots cower, politicians swoon, and
regulators cheer. In the end, Fleet had to give Marks a cool
$140 million.

Fleet also agreed to set aside $7.2 billion in loans for
“low-income” borrowers, plus another $800 million in pro-
grams and payoffs for other “inner-city borrowers.” Fleet was
attacked for loansharking, but the real sharks were those who
looted the bank vault with the permission of government reg-
ulators.

Studies that purport to show discrimination rarely look at
individual loan applications. Instead, they consider only care-
fully selected neighborhoods. Typically they fail to count
minorities living in predominantly majority areas. And they
look only at the lending record of banks and S&Ls, and not
other mortgage lenders. However flawed, the studies always
make a splash in the dangerous waters of politics.

Another voice added to this cacophony of credit confu-
sion is Ralph Nader’s. Nader likes to cite a now-famous 1992
Boston Federal Reserve study by Alicia Munnell, then direc-
tor of research and now Clinton’s assistant Treasury secretary
for economic policy. It was supposed to adjust for more factors
than any other study and still recorded a 6-point lending gap,
a 17-percent versus 11-percent turndown rate by race.

Peter Brimelow of Forbes was the only one to call her
bluff. He confronted her with the fact that her data also
revealed identical default rates, which, he pointed out,
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implied a racially impartial application of standards of credit-
worthiness.

When confronted with the implications of this data, she
collapsed. “I do not have evidence,” she admitted. “No one
has evidence,” she continued in her own defense. Her admis-
sion hasn’t stopped her from continuing to make the charge,
and from ordering changes in the way banks make loans.

What's at stake here is not fairness in lending. Everyone
acknowledges as an empirical fact that whites on average are
more eligible for credit than blacks on average, just as Asians
are more eligible than whites. What's at issue is the transfer of
the welfare function from fiscal policy to banking policy. The
pool of loanable funds has become a convenient substitute for
direct welfare benefits.

Tens of billions have been doled out to satisty civil rights
groups who cry discrimination. This has an industry-wide
chilling effect. It scares banks negotiating reorganizations and
freezes up available capital that deserving families need in
purchasing new homes.

Civil-rights socialism in banking wastes scarce resources
and punishes achievement and responsibility. It harms the
very groups it claims to help, by driving away market-specific
solutions. Rechanneling funds makes the economy operate
less efticiently and rightly angers property owners and depos-
itors.

In a similar way, civil rights lawsuits alleging some kind
of racial and sexual discrimination are shutting down busi-
nesses every day.

Let’s return to the Denny’s and Shoney’s cases of judicial
aggression. Flagship, Denny’s’ parent company, was forced to
settle a pile of litigation, including two class-action lawsuits—
pushed by a combine of the Justice Department, the NAACP,
and a bunch of liberal lawyers—for a total payout of $54 mil-
lion. The Oakland, California, law firm that handled the
largest suit got $8.7 million.
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More than 4,300 people signed up as anti-Denny’s plain-
tiffs. The New York Times even published a toll-free number
to dial up and try your chances at some of the loot. Of the
thousands of cases of alleged discrimination, news accounts
and plaintiffs’ lawyers focused on two of the supposed worst
incidents, which supposedly prove the perfidy of Denny’s. In
Annapolis, Maryland, in May of 1993, six Secret Service
agents were assigned to President Clinton’s security detail for
a speech 1n that city. They entered the local Denny’s restau-
rant at noon.

Several media outlets said the agents were “refused a
table.” The charge was a lie, made possible only because of
the lack of accountability in civil-rights suits. The president
was speaking nearby, meaning the restaurant was crowded.
The agents were seated. The agents were served, but late.

Everyone has experienced late service, even watching
someone who came in after us getting their food before we’ve
ordered. Yet at the first sign of delay, agent Robin Thompson
marched up to the waitress and demanded the food. The
waitress said it was on the way. Thompson demanded to see
the manager. He was on the phone. The highly paid gun-tot-
ing Secret Service agent was yelling, and the waitress was
alleged to have rolled her eyes after he left. This was one of
the charges that grew into a nationwide class-action suit.

On that very day, Denny’s had settled another suit in Cal-
ifornia alleging discrimination for $34.8 million, including
$6.8 million for that California firm. A federal judge claimed
he had to wait for a table, and that diners chanted racial epi-
thets at him.

Regardless of the facts, how is this Denny’s’ fault? It’s one
of the peculiar aspects of civil rights laws under commercial
property.

As part of the settlement, Denny’s had to hire a full-time
civil rights monitor, introduce a system of private spies to fer-
ret out any internal “discrimination,” run re-education pro-
grams for all nonminority employees, turn over a set number
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of franchises to minorities for free, and put a hostile person on
its board of directors. As part of the same suit, the NAACP
pressured Denny’s to spend at least $1 billion to find and hire
minority managers and turn over restaurants to them.

Why couldn’t Denny’s have told the agitators to hit the
road’ In a word: fear. Business can no longer risk taking these
cases to trial. Even huge settlements like these are likely to be
less expensive.

The cost to the overall economy is incalculable. How
many companies will refuse to go public for fear that it makes
them easy pickings for liberal lawyers? How many people,
shocked by the gross unfairness of this ruling, will choose not
to expand their businesses? How many potential entrepre-
neurs will be turned off from business altogether? When
whole businesses are looted, the country is not safe for free
enterprise.

We cannot have free labor markets so long as we don’t
have the freedom to hire and fire. It is as essential that
women’s health clubs be allowed to exclude men as it is for
Korean restaurants to be able to hire and promote only Kore-
ans. These are the rights and privileges that come with private
property. If we limit them, we destroy markets and replace
them with civil rights socialism.

In Forbidden Grounds, University of Chicago law profes-
sor Richard Epstein refutes some of the myths of civil rights.
Epstein points out an obvious fact that somehow goes unno-
ticed: antidiscrimination laws intervene in the freedom of
contract, the legal right to use one’s own property as one sees
fit. Additionally, there is no reason to think that such legal
restrictions generate any social benefit.

Epstein uses the methodology of the Chicago School,
whose theory of welfare attempts to derive social utility math-
ematically. But the question can also be approached, and far
more effectively, from the deductive standpoint of the Aus-
trian School.
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Free exchange produces the highest social utility, since
both parties benefit to the maximum extent possible, or the
exchange would not have taken place. If the most-preferred
choice on a person’s rank of preferences is outlawed as dis-
criminatory, maximum benefit is denied to him.

Consider this example. John is an employer who wants to
hire Jim, and Jim wants to be hired. This is probably because
John values Jim’s labor, but it may also be because they are old
college buddies. Jane wants the job too, but she is passed over,
and she thinks the exchange between John and Jim injures
her right to partake in the exchange.

In the free market, it is not enough to assert your right to
be hired; Jane would have to offer some conditions of
exchange to make herself relatively more attractive to John
than is Jim. For example, Jane could lower the price of her
labor to make it more competitive. If Jane’s labor is of no
value or even negative value to John, then she would have to
consider an apprentice relationship or possibly even offer a
negative wage, that is, pay John to let her work. Or she could
just give up and take a job somewhere else at what she regards
as her true market worth.

No matter how the transaction ends up in this free mar-
ket—whether John hires Jim or Jane—two parties are defi-
nitely better off, and the nonparticipating third party no worse
off than he or she would be otherwise. We cannot know by
how much John and the hired employee are better off, since
utility is purely subjective and cannot be added and sub-
tracted. We can only know that with voluntary market
arrangements, and a free-floating wage system in this case,
social utility is maximized no matter who is hired.

But say that Jane is passed over, and demands that the
government step in on the grounds that John should not be
allowed to discriminate in favor of Jim. Compelled to do so,
John hires Jane, even though her services are less in demand
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and Jim, whose services are more in demand, is left out in the
cold.

Under this compulsion model, John is coerced into hiring
someone he prefers less, Jim is forcibly shut out of the
exchange, and only Jane gets her way. We cannot know math-
ematically how much Jane benefits from the exchange. We
can only know that in this example she would not have been
hired in the absence of government intervention, and that
when she is hired by force, John and Jim are made worse off.
The lower valued labor has been employed over the higher
valued labor. We can definitely say that overall social utility in
this three-person economy is diminished.

Civil rights laws force a similar outcome. They compel
exchanges that would not have taken place under a voluntary
system. We can thus immediately cut through the claims of
civil-rights supporters that antidiscrimination laws guarantee
rights, but do not themselves discriminate. By their own logic,
civil rights laws compel discrimination.

The language of Title VII of the 1964 Civil Rights Act
seems innocuous, but it is enough to bring serious harm to the
social order and the free market. The law reads:

It shall be an unlawful employment practice for an
employer to fail or refuse to hire or to discharge any indi-
vidual, or otherwise to discriminate against any individual
with respect to his compensation, terms, conditions, or priv-
ileges of employment, because of such individual’s race,

color, religion, sex, or national origin.

The Civil Rights Act ostensibly did not allow government
to change the private pattern of employment. The assurances
of Senator Hubert H. Humphrey (D.-Minn.) were especially
powerful:

Employers may hire and fire, promote and refuse to promote
for any reason, good or bad, provided only that individuals
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may not be discriminated against because of race, religion,
sex or national origin.

On another occasion, Humphrey made a famous prom-
1se:

If the Senator [George Smathers] can find in Title VII . . .

any language which provides that an employer will have to

hire on the basis of percentage or quota related to color, race,

religion, or national origin, I will start eating the pages one
after another.

But the authors of the law did not state their aims openly;
they opted for a more subtle form of egalitarian behavior con-
trol. The civil rights legislation did not explicitly outlaw cer-
tain market outcomes, but only made actionable certain sub-
jective states of mind: people cannot discriminate “on the
basis of ” or “on the grounds of ” some physical attribute. It is
not the action itself which is made illegal, but the motive.

Let’s say that Congress is disgusted by the number of
divorces in the nation. It concludes that many result from
shotgun marriages. So it decides to pass the following law:
“All marriages contracted by parties under the age of 26 must
be based on love, not mere infatuation.” The law is actionable
in court, and enforced by a $5,000 penalty.

What happens? Does the divorce rate go down? Perhaps,
but not because young marriages are more loving. It is
because people decide to play it safe. They wait until the age
of 26 to get married.

What's being outlawed here is not an action as such, but
a motivation. But to keep the motivation from being detected,
people change their behavior. For this same reason, antidis-
crimination law has led to quotas. For fear of the government,
people change their behavior.

To illustrate further how civil rights laws are logically
inseparable from reverse discrimination, quotas, and govern-
ment control of labor markets, consider this additional
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thought experiment. Say a Catholic requests a job, but is told:
no Papists need apply.

In announcing his policy, the employer reveals his moti-
vation for not hiring the man. The government then passes a
law making such a motivation illegal, so the employer knows
he must hide his true feelings. He assures the authorities that
he has had a change of heart about Catholics, whom he now
regards as deserving of equal rights. Then he rejects a long
series of applicants on the grounds that he doesn’t like the
look in their eyes. But it turns out that all the rejected appli-
cants were Catholics. Even so, he assures the authorities, that
1s not why they were rejected.

The trouble for the authorities is that the employer seems
to be fulfilling the language of the law—he 1s no longer dis-
criminating “on grounds” of a person’s belonging to the
Catholic Church—yet Catholics are still not being hired in
this person’s firm. Allowing the situation to continue would
defeat the purpose of the law, since there would have been no
point in its having been passed if it were only going to pro-
duce the same result.

Predictably, the authorities conclude that he is still engag-
ing in illegal discrimination. They further conclude that in
the future he will be evaluated in terms of how many Catholic
employees he has hired and promoted, and fined heavily and
perhaps jailed if he does not comply. To comply, the employer
realizes, he must reject non-Catholics in favor of Catholics. In
effect, he has been forced to establish de facto hiring quotas.
Catholics now have privileges and non-Catholics are discrim-
inated against. We can’t expect any other outcome.

But what if it turns out that the reason the employer dis-
liked Catholics, though he had never thought about it before,
was that most Catholics do indeed have a funny look in their
eyes? In other words, he was using their Catholicism as a
proxy for other behaviors he found unattractive.
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In fact, the Catholics he discriminates against may have
many traits that link them besides their religion: unassimi-
lated ethnicity, hard-to-understand accents, chips on their
shoulders, or whatever. These traits do not have to apply to
every Catholic; they need only apply to the ones he has
known. In fact, they need not apply even to a majority of those
he has known. Because all economic decisions take place on the
margin—that is, he makes choices among several seemingly
desirable ends—he has only to find one characteristic that
falls along group lines to make his discriminatory decision
rational.

So the authorities must either outlaw discrimination on
every possible ground that links Catholics together as a group,
or they can specify that only certain criteria are legal in deci-
sions to hire, fire, pay, and promote. Furthermore, these crite-
ria must be distributed relatively evenly among Catholics and
non-Catholics. Given the tendency of groups to have much in
common that will be marginally job relevant, or else they
would not be considered a group in need of protection, this
could be difficult.

Say the authorities choose the criterion of education as a
worthy hiring standard. If, over time, it turns out that educa-
tion is not distributed evenly among Catholics and non-
Catholics, the authorities must select a new criterion. Or they
could claim that educational institutions are guilty of discrim-
ination, and enact draconian controls over them. If the differ-
ences persist, the authorities will have to undertake increas-
ingly extreme measures to bring about the desired result.

Whatever path is taken, to the extent that the original
form of discrimination was rational and pervasive, the
authorities will be forced to seek a near-total takeover of the
labor markets to ensure “fairness” for Catholics. A law man-
dating “religion-blind” hiring must be enforced as “religion-
conscious” hiring if it is to have any effect. This follows from
the simple act of forbidding discrimination on grounds of reli-
gion.



Economics 111

There is no rational ground on which to exclude civil
rights laws from the same sort of analysis. Their goal was not
a level playing field; that was already in place in the labor
markets. The goal was to redistribute wealth through govern-
ment from one group to another group, and to enhance gov-
ernment control over the labor markets.

Civil rights laws, moreover, may actually increase dis-
crimination. Employers forced to pay or promote people out
of fear of the government will tend to avoid hiring them in the
first place. And those who do get hired under such circum-
stances will be the cream of the labor pool, further marginal-
1izing the least skilled and least experienced.

There is good reason to question the alleged policy ideal
of sameness throughout the economy. Consider living
arrangements. Good sense tells us that retired people some-
times want to live in adult-only complexes. Running, yelling
children can pose a physical danger or just get on older peo-
ple’s nerves. So Congress passed a law in 1988 that makes it
illegal to discriminate in housing against families with chil-
dren, even though such discrimination can be perfectly
rational.

Civil rights laws are one of the paths to socialism because
they overthrow the freedom of association and the employers’
freedom to choose. How crucial are these to preserving pros-
perity, freedom, and civilization itself? We'll find out if the
central government succeeds in stamping them out entirely.

If we are ever to reverse our current course, we must pay
closer attention to the wisdom of Edmund Burke, Alexis de
Tocqueville, John C. Calhoun, John Randolph of Roanoke,
Lord Acton, Helmut Schoek, Bertrand de Jouvenel, Ludwig
von Mises, Murray N. Rothbard and all the others who have
taught that liberty and equal outcomes are incompatible
goals. One always comes at the expense of the other. For a
variety of reasons, this lesson has been forgotten in our times.

The free-market economy has a record like no other of
offering economic advancement for everyone no matter what
his station in life. However, it does not offer equality of result
or even equality of opportunity. The free market offers not a
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classless society, but something of much greater value: liberty
itself.

No reform of these laws will get to the root of the prob-
lem unless it is the repeal of all civil rights laws.

We are all familiar with Joseph Schumpeter’s paradoxical
prediction that socialism would win out over capitalism. We
also thought that the events of 1989 disproved him. In light of
our present situation, let’s revisit Schumpeter.

The capitalist or commercial society, he says, is defined by
two elements: first, private property in the means of produc-
tion; second, regulation of the productive process by private
contract, management, and initiative. By Schumpeter’s defi-
nition, we only have capitalism in the first sense. We have pri-
vate property, but no longer can we govern the productive
process by private contract, management, and initiative. The
government exercises veto power over all matters of economic
management.

By socialist society, he further writes, he means an insti-
tutional pattern in which the control over the means of pro-
duction is vested with a central authority, or as a matter of
principle, the economic affairs of society belong to the public
and not to the private sphere.

Which does our society most closely resemble: Schum-
peter’s commercial society or Schumpeter’s socialist society?
Whatever our answer, we know where the trend line is point-
ing.

We need to reevaluate Schumpeter’s famous prediction

about the US:

It is only socialism in the sense defined in this book that is
so predictable. Nothing else is. In particular there is little
reason to believe that this socialism will mean the advent of
the civilization of which orthodox socialists dream. It is
much more likely to present fascist features. That would be
a strange answer to Marx’s prayer. But history sometimes
indulges in jokes of questionable taste.
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MEDICINE AND THE STATE

[This speech was delivered before the Association of American Physi-
cians and Surgeons in St. Louis, Missouri, on October 26, 2000.]

hroughout the 19th century, socialist ideology gained

ground among intellectuals who were attempting to

revive ancient dreams of a total State that managed
every aspect of people’s lives. The critics, too, weighed in to
explain that socialism has ethical and practical limitations. If
you abolish private property, which socialism proposes to do,
you abolish economic exchange, which is a source of social
peace. In addition, you eliminate the profit motive, which is a
major factor in spurring people on to work and produce.

The major limitation to this dominant mode of criticism
is that it was narrowly focused against the idea of completely
eliminating private property. In addition, the 19th-century
economic criticisms of socialism did not get to the heart of the
matter, which is that any attempt to curb the workings of eco-
nomic exchange forces resources into uneconomic uses. An
economy is defined as a system in which human energies and
resources are employed toward their most productive pur-
poses, according to consumers’ spending. Not only socialism,
but all interventions in the free market redirect resources in
ways that are counterproductive—away from the voluntary
sector of society and into the State sector.

The history of socialist theory is bound up with policies
toward the medical marketplace. To control people’s access to
medical care is to control their very lives, so it is no wonder
that this is the goal of every State. In the course of a century
we have taken a long march from a largely free system of
medical provision to one dominated by unfree programs and
mandates.

And yet, I'm sorry to report, the US, despite huge inter-
ventions on a scale unimaginable in an era of free markets,
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remains freer than most places in the world. Privatization of
medical provision isn’t on the radar screen of the world’s
politicians, even after manifest failures. Even after the col-
lapse of all-out collectivism in the Soviet Union and Eastern
Europe, there has been precious little movement toward
reform in the medical sector.

We are a long way from clear thinking on the subject of
medical care (the realization that the provision of medical
services of every kind is best left to the forces of the market
economy and the charitable sector than placed in the hands of
the regulating, taxing, intruding State).

Ludwig von Mises was socialism’s greatest critic, having
written the decisive attack in 1922. His book, Socialism, is
usually credited for proving why Soviet-style socialism could
never work. But less known is the fact that he attacked the
entire panoply of what he called “destructionist” policies,
which included the medical policies of the social welfare
states in the German-speaking world at the time. Mises had a
way of getting to the heart of the matter, so his comments on
socialized health insurance apply to our own situation.
Reviewers at the time noted his opposition and decried them
as the ravings of an extreme classical liberal. If so, I am happy
to rave myself.

Allow me to quote his remarks in full:

To the intellectual champions of social insurance, and to the
politicians and statesmen who enacted it, illness and health
appeared as two conditions of the human body sharply sep-
arated from each other and always recognizable without dif-
ficulty or doubt. Any doctor could diagnose the characteris-
tics of “health.” “Illness” was a bodily phenomenon which
showed itself independently of human will, and was not
susceptible to influence by will. There were people who for
some reason or other simulated illness, but a doctor could
expose the pretense. Only the healthy person was fully effi-
cient. The efficiency of the sick person was lowered accord-
ing to the gravity and nature of his illness, and the doctor
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was able, by means of objectively ascertainable physiological
tests, to indicate the degree of the reduction of efficiency.

Now every statement in this theory is false. There is no
clearly defined frontier between health and illness. Being ill
is not a phenomenon independent of conscious will and of
psychic forces working in the subconscious. A man’s effi-
ciency is not merely the result of his physical condition; it
depends largely on his mind and will. Thus the whole idea
of being able to separate, by medical examination, the unfit
from the fit and from the malingerers, and those able to
work from those unable to work, proves to be untenable.
Those who believed that accident and health insurance
could be based on completely effective means of ascertain-
ing illnesses and injuries and their consequences were very
much mistaken. The destructionist aspect of accident and
health insurance lies above all in the fact that such institu-
tions promote accidents and illness, hinder recovery, and
very often create, or at any rate intensify and lengthen, the
functional disorders which follow illness or accident. . . .

Feeling healthy is quite diftferent from being healthy in the
medical sense, and a man’s ability to work is largely inde-
pendent of the physiologically ascertainable and measurable
performances of his individual organs. The man who does
not want to be healthy is not merely a malingerer. He is a
sick person. If the will to be well and efficient is weakened,
illness and inability to work is caused. By weakening or
completely destroying the will to be well and able to work,
social insurance creates illness and inability to work; it pro-
duces the habit of complaining—which is in itself a neuro-
sis—and neuroses of other kinds. In short, it is an institu-
tion which tends to encourage disease, not to say accidents,
and to intensify considerably the physical and psychic
results of accidents and illnesses. As a social institution it
makes a people sick bodily and mentally or at least helps to
multiply, lengthen, and intensify disease.

Thus spake Mises. He was observing that there is a moral
hazard associated with socialized and subsidized medicine.
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Because there is no clear line between sickness and health,
and where you stand on the continuum is bound up with
individual choice, the more medical services are provided by
the State as a part of welfare, the more the programs reinforce
the conditions that bring about the need to make use of them.
This one insight helps explain how socialized medicine takes
away the incentive to be healthy, and maximizes the problem
of overutilization of resources. Hence, socialized medicine
must fail for the same reasons all socialism must fail: it offers
no system for rationally allocating resources, and instead pro-
motes the overutilization of all resources, ending in bank-
ruptcy.

And now consider the presidential campaign of the year
2000. The most medically dependent group in the country is
seniors, who also happen to be, at once, the most government-
addicted and financially well-off members of society. Their
medical care is largely paid through public dollars. And yet
this group is nearly united in the claim that it is not enough.
They demand that their drugs be free or at least be as cheap as
fruits and vegetables at the grocery store. And the candidates
respond not by pointing out the unreality and illegitimacy of
their demands, but by competing to see who can provide free
drugs more quickly through one or another central plan.

Can anyone doubt that Mises was right, that socialized
medicine has led to a sickly frame of mind that has swept and
now dominates the culture? The habit of complaining is
endemic to this sector of society. Never have so many rich
people who have been given so much by government
demanded so much more. And the politicians are not pillo-
ried for pandering to them but rewarded to the degree that
they can dream up central plans that accommodate the com-
plaining class through ever more freebies.

And when does it stop? When the cofters run dry. Until
then, the subsidies work to distort the market and distort peo-
ple’s sense of life’s limits. And no one has pointed out during
this presidential campaign what this program would mean for
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drug manufacturers. It would essentially nationalize them by
mandating that they work first for the government that is sub-
sidizing drug purchases and only second for the consumer.
But this is the path that all steps toward socialized medicine
take: instead of physicians and patients engaging in coopera-
tive exchange, we get government standing between them and
dictating medical care.

Now, it is sometimes said that medical care is too impor-
tant to be left to the market, and that it is immoral to profit
from the illnesses of others. I say medical care is too important
to be left to the failed central plans of the political class. And
as for profiting from providing medical care, we can never be
reminded enough that in a free society, a profit is a signal that
valuable services are being rendered to people on a voluntary
basis. Profits are merely a by-product of a system of private
property and freedom of exchange, two conditions which are
the foundation of an innovative and responsive medical sec-
tor.

In the recent century, however, these institutions have
been attacked and subverted at every level. In the medical-
care market, the process began in the late 19th century with
the policies of Germany’s Otto von Bismarck, who sought a
third way between the old liberalism and communism. As the
originator of national socialism designed to foil international
socialism, he claimed credit for being the first to establish a
national health care system—thus adopting the very social-
ism he claimed to be combating.

Politicians ever since have followed this lead, continuing
with Emperor Francis Joseph of Austria-Hungary, Wilhelm II
of Germany, Nicholas II of Russia, Lenin, Stalin, Salazar of
Portugal, Mussolini of Italy, Franco of Spain, Yoshihito and
Hirohito of Japan, Joseph Vargas of Brazil, Juan Peron of
Argentina, Hitler, and FDR. What a list! As individuals, most
have been discredited and decried as dictators. But their med-
ical-care policies are still seen as the very soul of compassionate
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public policy, to be expanded and mandated, world without
end.

In each case, the national leader advertised the impor-
tance of centralized medical welfare for the health of the
nation. But what was always more important was the fact that
such policies reward the politicians and parties in power with
additional control over the people, while dragging the med-
ical profession—an important and independent sector that is
potentially a great bulwark against State power—into a gov-
ernment system of command and control.

Before coming to power, Hitler’s party, for example,
made statements condemning socialized medicine and com-
pulsory social insurance as a conspiracy to soften German
manhood. But once in power, they saw the advantages of the
very programs they condemned. As Melchior Palyi argued,
Hitler saw that the system was actually a great means of polit-
ical demagoguery, a bastion of bureaucratic power, an instru-
ment of regimentation, and a reservoir from which to draw
jobs for political favorites. By 1939, Hitler had extended the
system of compulsory insurance to small business and tight-
ened the system in Austria. One of his last acts in 1945 was to
include workers from irregular types of employment in the
system, socializing medical care even in his last days.

After the war, the Social Democratic Party charged with
de-Nazification immediately expanded his system to further
centralize the medical sector. On the medical care front,
Hitler may yet achieve his 1,000-year Reich.

The Soviet Union adopted a more radical course. This
was the first country to adopt all-round socialized medical
care—the dream of the Democratic Party in this country. In
1919, Lenin signed a decree that said every Soviet citizen had
a right to free medical care. By 1977, this right had dramati-
cally expanded to become the right to health itselt—language
now regularly employed by US politicians.

During the in-between years, the Soviet Union became
host to one of the most backward, murderous, and coercive
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systems of medical provision ever concocted. The country
trained more doctors than any in the world, but the vital sta-
tistics showed a more complete picture. Lifespans averaged 10
to 20 years less than in western countries. Infant mortality was
twice as high. By the time of the collapse of socialism, 80 mil-
lion people were said to have chronic illnesses, and up to 68
percent of the public was health-deficient by international
standards. Mental retardation afflicted nearly a quarter of the
children—a consequence of serious deprivation.

It was impossible for ordinary people to gain access to
decent drugs. Stores carried only the most primitive medi-
cines. However, the country was flooded with penicillin, as
ordered in the central plan, a plan which was not altered even
after the citizens became resistant to it. The hospitals housed
12 to 16 patients per room. More than a third of rural hospi-
tals had no running water. Syringes were reused an average of
1,000 times. To keep up with the planned death rate, hospitals
routinely threw people out before they died so that the hospi-
tal wouldn’t go beyond its quota of corpses.

Of course most real care went underground, where brib-
ing for anaesthesia was common. Former Soviet economist
Yuri N. Maltsev points out that this method was even used in
the case of abortion, which was the most common surgical
procedure in the Soviet Union. After Maltsev emigrated to the
US, he was astonished to see that the US was adopting many
of the principles that drove the old Soviet system. But in the
US, it is not called socialism or communism. It is called
insurance.

All Western systems have been based on a deeply flawed
notion of insurance. After Hillary’s outrageous medical plan
came out in 1993, I appeared on panels at National Review
and the Claremont Institute on the subject, and explained
what insurance is and what it is not. Hillary’s plan was not
insurance. It was regimentation through welfare. Other pan-
elists were aghast that I was criticizing not just Hillary’s plan
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but the very principle of government insurance, dating back
to Bismarck. So that we are not confused, let me explain.

The world 1s full of risks, among which are those that are
inherent in the nature of things, and those which can be
increased or decreased according to human will. The risks
against which you can insure yourself are those over which
you can have no control. You can’t stop a hurricane from
destroying your house. The chances of this happening to a
pool of homeowners are calculable. Hence you can be pro-
tected against losses through insurance with reasonable rates,
set according to the risk factor. If you take actions that bring
about the destruction of yourself and try to collect, however,
you are committing insurance fraud. That is because out-
comes that can be directly controlled by the insured are not
insurable.

The risk of getting sick combines random and nonran-
dom variables. Catastrophic illnesses occur predictably in
groups and thus can be insured against. But routine mainte-
nance follows many predictable lines that must be reflected in
premiums. The most cost-effective way to pay for medical
care is the same way car maintenance is paid for: a fee for
service. In a free market, this would be the dominant way
medical care is funded. Prices would be aboveboard and com-
petitive, and there would be a range of quality available for
everyone. There would be no moral hazard. This was largely
the system before the Blues (Blue Cross and Blue Shield), of
course.

What is called health insurance in the US consists of two
types: one provided by employers in which the insurer is not
permitted to discriminate too severely in light of individual
risks. The other is not insurance at all but a straight-out
welfare payment mandated by the State: this is Medicare,
Medicaid, and the huge range of programs delivering aid to
individuals. None has much to do with a free-market provi-
sion of medical services.
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As a result, the consumer has fewer rights than ever.
Physicians are caught up in an awful web of regulations and
mandates. Business is saddled with huge burdens that have
nothing to do with satistying consumer demands. And inno-
vation is limited by an array of penalties, subsidies, and regu-
lations. The failures of the present system create constant
pressure for ever more legislation that further socializes the
system, which produces more failure and so on and so on.

For the most part in the US, the long march toward med-
ical socialism has taken the path of least political resistance.
Public outrage at the Hillary Clinton health plan of 1993 was
a beautiful thing to behold, and with the help of the Associa-
tion of American Physicians and Surgeons (AAPS), this out-
rage forced the administration to back down. But in the
meantime, the regulatory State has taken steps toward impos-
ing some of the mandates Hillary favored.

In some ways, the Republicans are as bad as the Demo-
crats. For instance, throughout the 1990s the GOP has backed
legislation that can best be described as Hillary-lite, complete
with restrictions on the ability of insurers to discriminate, pre-
mium caps on some groups, penalties for noncompliance,
mandatory portability, and on and on. As bad as the legisla-
tion passed in the 1990s has been, we can be thankful that
gridlock prevented a comprehensive plan from passing.

Government intervention in the US medical market
began in the late 19th century, first in the form of government
regulations on medical schools. No one dreamed where this
would eventually lead. Moreover, no one would have thought
to call such intervention a species of socialism.

Socialism, it was believed, was Plato. It was Marx. It was
not the American Medical Association. The AMA was about
insuring quality, not equalizing wealth or expropriating the
expropriators.

In fact, the empowerment of this physician cartel was the
original sin of American medicine. Through its ability to
limit supply and outlaw competition, organized medicine
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has punished its customers, although the word is never used
so as to disguise what is, after all, an economic relationship.

Competition among providers leads to rational pricing
and maximum consumer choice. But this is exactly what the
AMA has always sought to prevent. The AMA, founded in
Philadelphia in 1847, advanced two seemingly innocent
propositions in its early days: that all doctors should have a
“suitable education” and that a “uniform elevated standard of
requirements for the degree of MD should be adopted by all
medical schools in the US.” These were part of the AMA's real
program, which was openly discussed at its conventions and
in the medical journals: to secure a government-enforced
medical monopoly and high incomes for mainstream doctors.

Membership in the new organization was open only to
“regular” physicians, whose therapies were based on the “best
system of physiology and pathology, as taught in the best
schools in Europe and America.” Emphatically not included
among the “best” were the homeopaths. How the “regulars”
came to crush the homeopaths and other competitors, and
penalize patients in the process, is a story of deception and
manipulation, of industry self-interest and State power. The
organization knew it needed more than persuasion to secure
a monopoly, so it also called for a national bureau of medicine
to oversee state licensing and other regulations.

In those limited-government days, however, the idea
went nowhere. But in the statist Progressive Era after the turn
of the century, anticompetitive measures became respectable,
and the AMA renewed its drive for a cartel, spurred on by the
popularity of self-medication and the increasing number of
medical schools and doctors. Then the AMA’s secretary N.P.
Colwell helped plan (and some say write) the famous 1910
report by Abraham Flexner. Flexner, the owner of a bankrupt
prep school, had the good fortune to have a brother, Simon,
who was director of the Rockefeller Institute for Medical
Research.
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At his brother’s suggestion, Abraham Flexner was hired
by the Rockefeller-allied Carnegie Foundation, so that the
report would not be seen as a Rockefeller initiative. AMA-
dominated state medical boards ruled that in order to practice
medicine, a doctor had to graduate from an approved school.
Post-Flexner, a school could not be approved if it taught alter-
native therapies, didn’t restrict the number of students, or
made profits based on student fees.

The Flexner Report was more than an attack on free
competition funded by special interests. It was also a fraud.
For example, Flexner claimed to have thoroughly investigated
69 schools in 90 days, and he sent prepublication copies of his
report to the favored schools for their revisions. So we can see
that using lies to advance political goals long predated the
Gore campaign.

With its monopoly, the AMA sought to fix prices. Early
on, the AMA had come to the conclusion that it was “unethi-
cal” for the consumer to have any say over what he paid.
Common prices were transmuted into professional “fees,”
and the AMA sought to make them uniform across the pro-
fession. Lowering fees and advertising them were the worst
violations of medical ethics and were made illegal. When fees
were raised across the board, as they frequently could be with
decreased competition, it was done in secret.

Then there was the problem of pharmacists selling drugs
without a doctor’s prescription. This was denounced as “ther-
apeutic nihilism,” and the American Pharmaceutical Associ-
ation, controlled by the AMA, tried to stamp out this low-cost,
in-demand practice. In nearly every state, the AMA secured
laws that made it illegal for patients to seek treatment from a
pharmacist. But still common were pharmacists who refilled
prescriptions at customer request. The AMA lobbied to make
this illegal, too, but most state legislatures wouldn’t go along
with this because of constituent pressure. The AMA got its
way through the federal government, of course.
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By the end of the Progressive Era, the AMA had tri-
umphed over all of its competitors. Through the use of gov-
ernment power, it had come to control education, licensure,
treatment, and price. Later it outcompeted fraternal medical
insurance with the state-privileged and subsidized Blue Cross
and Blue Shield. The AMA-dominated Blues, in addition to
other benefits, gave us the egalitarian notion of “community
rating,” under which everyone pays the same price no matter
what his condition.

When you see the bait, expect a trap. A cartelized profes-
sion 1s one that is easier to control and nationalize. Thus, the
New Deal brought us massive national subsidies. The Great
Society brought us the disastrous welfare systems of Medicare
and Medicaid. There were also the HMO subsidies from the
Nixon administration’s monstrous Health Care Financing
Administration. The employer-mandates that make life so
difficult for small business and led to the creation of more
HMOs resulted from the lobbying of large corporations want-
ing to impose higher costs on their competitors, and labor
unions attempting to cartelize the labor force and keep out
low-price labor services.

And today, both major parties say all this apparatus is
wonderful and should be protected and expanded until the
end of time. It is true that there are some wonderful efforts
afoot to resist further socialization of medical care. But there
are no active political movements alive that are making any
progress toward a fully free market in medicine, toward a full
de-Nazification, a complete de-Sovietization, and a total de-
AMAization.

Several years ago, in the midst of the early 1990s’ medical
care battles, UNLV economist Hans-Hermann Hoppe devel-
oped a plan that is extreme in its simplicity and radical in its
implication. Let me present that plan to you today.

l. Eliminate all licensing requirements for medical
schools, hospitals, pharmacies, and medical doctors and other
medical-care personnel. This would cause the supply to
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increase. Prices would fall, and a greater variety of medical
care services would appear on the market, many provided the
way they are now but others provided through innovative new
techniques. Many underground treatments would appear
above ground.

And, yes, quackery would thrive. But as with other pro-
fessions, competing voluntary accreditation agencies would
take the place of compulsory government licensing, because
consumers care about reputation, and are willing to pay for it.
Consumers can make discriminating medical-care choices,
just as they make discriminating choices in every other mar-
ket.

2. Eliminate all government restrictions on the produc-
tion and sale of pharmaceutical products and medical devices.
This means no more Food and Drug Administration, which
presently hinders innovation and increases costs. Costs and
prices would fall, and a wider variety of better products would
reach the market sooner, particularly through online delivery
sources. The market would force consumers to act in accor-
dance with the market’s risk assessment. And competing drug
and device manufacturers and sellers, to safeguard against
product liability suits as much as to attract customers, would
provide increasingly better product descriptions and guaran-
tees.

3. Deregulate the medical insurance industry. A person’s
health or lack of health lies increasingly within his own con-
trol, thanks to the proliferation of health information. Instead
of subsidizing uninsurable risks, “insurance” would involve
the pooling of individual risks. “Winners” and “losers” are dis-
tributed according to the law of large numbers. There would
be unrestricted freedom of contract: a health insurer would be
free to offer any contract whatsoever, to include or exclude any
risk, and to discriminate among any group of individuals. On
average, prices would drastically fall, and the reform would
restore individual responsibility in medical care.
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Also, patients would be free to sign contracts with their
doctors agreeing not to sue except in the case of real negli-
gence, and never for a less-than-happy outcome.

4. Eliminate all government subsidies to the sick or
unhealthy. As Mises said, subsidies create more of whatever is
being subsidized. Subsidies for the ill and diseased breed ill-
ness and disease, and promote carelessness, indigence, and
dependency. If we eliminate them, we would strengthen the
will to live healthy lives, and to work for a living. In the first
instance, that means abolishing Medicare and Medicaid.
Because medicine is an economic service, rules of demand
and supply apply to it as they do to everything else.

As long as those choices are made in an unhampered
market, and as long as people needing medical care can freely
choose among alternatives, the system will work as smoothly
as any other market. The so-called crisis in medicine stems
not from any peculiarities in the service itself but rather from
the way that politicians have decided that medical care will be
both produced and distributed.

We need to reject the principles that drive socialized med-
icine. These include the ideas of equality and universal serv-
ice as mandated by the State, as well as the view that it is the
responsibility of business and not that of the individual to pay
the costs of medical care. Above all, we need to understand
that medical care is a right only in this sense: the right of
provider and patient to negotiate. Every service should be
protected as this kind of right. Medical care is no different.

What about those who cannot afford much needed serv-
ices? During the campaign, George W. had finished his
speech and a hand shot up from a young lady who proceeded
to complain that she could not afford a special device that
would permit her to overcome her visual disability. Still rela-
tively new to the campaign trail, Bush asked her how much
the device would cost. She responded that it would cost about
$400. W, then asked for someone in the audience to help this
girl with the expenses, and in a few minutes, there was
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enough money pledged to make it possible for the girl to pur-
chase the device.

The national press hooted and howled at the incident.
They claimed that he missed the point, which was not to pro-
vide for the girl’s particular need but rather to develop a
national plan using the girl as a political prop. Actually, I liked
Bush’s idea better. He was suggesting that the girl had no nat-
ural right to the device. He believed it ought to be provided in
the way all such luxuries are provided in a free market—
through purchase or charity.

Judging from his more recent behavior, I don’t believe we
are justified in being optimistic about his plans for medical
care. Neither do I believe that there is much hope in reforms
that pretend to use market principles to better distribute med-
ical care in the present system. Realistically, the best we can
hope for is legislative gridlock, based on the principle that,
first, do no more harm. To live by this principle means that
you must ignore the partisan slogans that dominate the rhet-
oric of any proposed reform. Instead, you must live by this
rule: carefully read any legislation before you offer your sup-
port.

Quite often some reforms sound great in principle—and
I’'m thinking here of gimmicks like educational vouchers and
social security privatization—but once you look at the details,
you find that the legislation would make the present system
even worse. This was the case with the Republican health bill
of the mid-1990s, which the AAPS fought so valiantly. I have
no doubt the same is true of various proposals for Medical
Savings Accounts. The power elite love nothing better than to
turn a good reform idea into a cover for an increase in State
power. Keep a watchful eye, and never believe the rhetoric
until you see the bill itself.

Oh, yes, I am pessimistic about the legislative process.
However, in the long term, I am cautiously optimistic about
our overall situation. The exploding power of the market econ-
omy, and its ability to outrun and outperform the planners, is
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as evident in medical care as in every other industry. We've
already begun to see the way in which the Web has presented
serious challenges to conventional forms of medical-care
delivery.

The future will offer other opportunities. And we should
seize each one, on the principle that all forms of welfare and
state regulation deserve to be tossed in the dustbin of history
along with the ideological system that gave birth to them.
Until that day, if you want to stay out of the trap, ignore the
bait.



2. War

WAR AND FREEDOM

[A version of this talk was delivered at the Freedom Summit in
Phoenix, Arizona, on October 12, 2002.]

oncerning the Bush administration’s foreign policy,

I’m not sure that most libertarians—to say nothing of

most Americans—have considered the full extent of
what we are dealing with here. On television, Bush promised
war against Iraq and war-crimes trials for any Iraqi military
leader who follows orders, if Iraq failed to meet a series of
demands. One of them was as follows: Iraq “must stop all
illicit trade outside the oil-for-food program.”

Consider what this meant. The US threatened total war
against a country if it permits its citizens to exercise their nat-
ural right to trade and improve their lot in life. This is not just
contrary to free-trade principles. It is contrary to all standards
of human decency. Quite frankly, a more despotic demand is
hard to imagine.

Bush says there “can be no peace if our security depends
on the will and whims of a ruthless and aggressive dictator.”
If others take that statement differently from the way he
intended it, they may be forgiven.

129
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Before Bush gave his speech, the Bush administration
had issued a National Security Strategy for the United States—
a blueprint for domestic and global conquest by the US gov-
ernment—of free markets and free trade. It asserts the right of
the US to deliver a preemptive strike against any country any-
where that gets on Washington’s nerves, and lays out a blue-
print for permanent military occupation of the entire world by
the US.

In the 1990s, when the US was busy looking for war
rationales and throwing itself into every conflict it was fortu-
nate enough to discover or create, Murray N. Rothbard wrote
a satirical piece called: “Invade the World.” He wrote:

We must face the fact that there is not a single country in the
world that measures up to the lofty moral and social stan-
dards that are the hallmark of the USA. . . . There is not a
single country in the world which, like the US, reeks of
democracy and “human rights,” and is free of crime and
murder and hate thoughts and undemocratic deeds. Very
few other countries are as Politically Correct as the US, or
have the wit to impose a massively statist program in the
name of “freedom,” “free trade,” “multiculturalism,” and
“expanding democracy.” And so, since no other countries
shape up to US standards—in a world of Sole Super-

» o«

power—they must be severely chastised by the US. I make
a Modest Proposal for the only possible consistent and
coherent foreign policy: the US must, very soon, Invade the

Entire World!

It would seem that the Bush administration received a
copy of this article and used it as a working model for its own
foreign policy. Just as Rothbard suggested, the invade-the-
world strategy is taking place in the name of freedom. It is
therefore incumbent on those of us who love free markets and
free trade to speak out, not only against the despotic ambi-
tions of this document itself, but also on behalf of the real
meaning of economic freedom. We must fight our way
through the thicket of rhetoric, political grandstanding, and
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moral hypocrisy to preserve some sense of the meaning of
freedom itself.

This is not usually a problem when a president of the
Democratic Party is in control. Given their constituents and
rhetorical apparatus, the Democrats will not usually promote
global empire while singing the praises of free markets, entre-
preneurship, private property, and low taxes. What we get
instead, as we did under Carter and Clinton, is talk of welfare
rights, the urgency of redistribution, public education, labor
rights, and the like.

And there is a certain honesty to this approach, for big
government abroad and big government at home are a suit-
able match. There i1s no strict line of political demarcation
between a government that minds its business at home or
abroad. Internationally expansionistic states are not usually
humble at home, and, as a matter of history, international and
national socialist states have tended to be expansionist beyond
their borders insofar as they have had the resources to do so.
All this stands to reason.

What is more troubling, and far more difficult to unravel,
1s the situation we currently face, in which a regime knows
and embraces a partisan language of economic liberty while
promoting the opposite. Though the Republicans have been
generally derided as the Stupid Party, in fact this approach of
doublespeak is far shrewder than the approach of the other
party. When Republicans promote big government as liberty,
it is intimidating to the opposition, which finds itself robbed
of its only opposition tactic, even as it is rhetorically com-
pelling to those generally disposed to support the ideals of
freedom.

Here is one example of what I mean. The Bush docu-
ment says:

The concept of “free trade” arose as a moral principle even
before it became a pillar of economics. If you can make
something that others value, you should be able to sell it to
them. If others make something that you value, you should
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be able to buy it. This is real freedom, the freedom for a per-
son—or a nation—to make a living.

Now, it 1s hard to disagree with that. In fact, it might be
seen as a summary of the libertarian economic credo. And yet,
the United States imposes trade sanctions on half the coun-
tries of the world, and the sanctions against Iraq in particular
have resulted in mass human suffering. The very administra-
tion that preaches the libertarian line on trade has imposed
high tariffs on steel and timber, and pushed massive agricul-
tural subsidies that blatantly violate all international trade
treaties to which the US has become party. What we have here
are actions that are the very opposite of the rhetoric, and yet
the rhetoric plays the role of distracting people from what is
really going on.

There are many other examples. The document preaches
fiscal prudence, from an administration that has expanded
government spending more dramatically and on more fronts
than even LBJ. It preaches free markets but endorses the
internationalization of US labor and environmental controls.
It rails against centralized economic planning, but embraces
global efforts to cut “greenhouse gases,” even going so far as
to brag of spending the largest sum ever spent to stop alleged
climate change. The document calls for free enterprise, but
also a 50-percent increase in foreign aid slated for develop-
ment assistance. [t decries World Bank subsidies of the past,
but calls for the World Bank to spend more on public schools
and promises a 20-percent increase in the money contributed
by the US toward that end.

In sum, we have here something worse than a wolf in
sheep’s clothing. We have a wolf that has also learned to b-a-
a-a-h. Even aside from partisan considerations, the perma-
nent governing regime always needs an ideological rationale
for maintaining control over the population, and a continuing
supply of resources to feed all the pressure groups that live off
the taxpayer. Even apart from elections, which change the fla-
vor of government control but not its underlying reality, this
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permanent regime, which we can call the State, always seeks
to expand.

For all the partisan bickering in Washington, all groups
are pleased to cooperate in the overall mission of insuring the
health of the State, and the best way is what they call biparti-
sanship: each votes the other’s priorities in exchange for hav-
ing its own met. Thus does the welfare-warfare State thrive.

It is no surprise that today the great rationale of the pro-
posed expansion of the State is the fight against terrorism,
which doesn’t only mean stopping those who seek to harm
US citizens on American soil, but encompasses some sort of
blueprint for complete global domination. The war on terror-
1sm is not just about stopping real threats, if it involves that at
all. It is about securing the authority of the US government
against anything and everything that might threaten its inter-
ests. That threat could be swarthy teams of violent criminals
hailing from far-flung parts of the world. But, from the point
of view of the State, the threat also comes from any political
activist or even intellectual apparatus that does not unques-
tioningly yield to the power of the State.

This is most clear in an offhanded comment the docu-
ment has on Colombia. It reads: “In Colombia, we recognize
the link between terrorist and extremist groups that challenge
the security of the State and drug trafticking activities that help
finance the operations of such groups.” Thus we see here that
the mere production of goods that people want to buy, com-
bined with a political stance the US opposes, can get you
branded a terrorist. If this is true in Colombia, where the doc-
ument promises that the US government will provide “basic
security to the Colombian people,” it is far more true right
here at home.

The Bush document lays out a variety of criteria for dis-
tinguishing the good states from the bad states that the US
now swears it can destroy on a whim. The document decries
any State that tramples on what it calls the “nonnegotiable
demands of human dignity,” among which are the rule of law,
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limits on the absolute power of the State, free speech, freedom
of worship, equal justice, respect for women, religious and
ethnic tolerance, and respect for private property.

It 1s not an objectionable list, though only the hopelessly
naive could possibly believe that the US has any intention of
sticking by this list. US allies in the Near East and North
Africa stand in constant violation of these principles. For that
matter, the United States itself has a less than stellar record in
defense of private property—after all, this is a country that
takes up to 40 percent of your income. And you may notice
that while the US decries those who have no limit on the
absolute power of the State, there is no call for what the
American colonists favored: a strictly limited State power.

In fact, a new doctrine has developed in Washington that
says, in the words of this document, “weak states . . . can pose
as great a danger to our national interests as strong states.”
And with all the foreign aid, military assistance, multilateral
lending support, and military mandates that the US is impos-
ing around the world, you can be sure that America 1s doing
everything possible to prevent the formation of weak states
around the world. It is quite a transition from the 18th cen-
tury, when we went about creating a State that was deliber-
ately weak, while warning against foreign entanglements, to
the current situation in which a strong State at home goes on
an imperial rampage to create subservient copies of itself
around the world.

September 11 represented a horrible loss of life and prop-
erty, but it also represented what many in the United States
government considered to be a new lease on life. Osama bin
Laden, having long left the public eye, even though he was
blamed for the attacks, remains at large. The government is
using the event as an excuse to trample on rights and liberties
and vastly expand itself.

In every event, even the most calamitous, there are cer-
tain people and institutions that end up benefiting, so let us
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think about what institution has benefited the most from the
events. What institution has accumulated more power and
money and public respect? The answer is obvious: it is the
State itself. One might think that this would be a problem for
the Bush doctrine.

After all, if some other major institution, such as a church
or company, uses a disaster it is responsible for, to claim that
it should be given more money and power, we suspect its
motives and certainly do not grant automatic deference. Why
are so many willing to do this with the State? In part it comes
down to the magic plural pronoun: “we.” In page after page,
the Bush administration document uses this word to imply
that the interests of the State are identical to the interests of
the American people. It follows that whatever the government
decides to do, whatever it deems to be in the public interest,
must be the right thing. If you disagree, then you are oppos-
ing the public interest and you might just be a threat to pub-
lic order itself. At the very least, the burden of proof is on you
to explain why you might oppose the idea of a permanent
wartime economy.

There is a revealing passage about halfway through the
Bush administration’s manifesto. It reads as follows: “It has
taken almost a decade for us to comprehend the true nature
of this new threat.” What happened 10 years ago? The Cold
War had vanished because of the sudden and unexpected dis-
solution of the Soviet Union, and so too the main ideological
rationale for the buildup of the biggest, richest, most power-
ful State apparatus the world had ever seen. The history of the
last 10 years can be read as a struggle between citizens to
regain control of their lives and property against an immense
governmental structure that seemed to lack a believable rea-
son for its existence.

Then came September 11, 2001. The Bush document
describes this event as has become customary: a hinge of his-
tory that forced the United States to rethink its place in the
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world and the meaning of freedom itself. It is not described as
what it was: a wholly preventable hijacking by Saudi nation-
als trained in the US and motivated by revenge at US foreign
policy. Had the pilots of the planes been armed, as they would
have been, had federal regulations not prevented it, the
hijackers would have been dealt with long before they could
have wrecked the buildings.

Before this happened, the post-Cold War welfare-warfare
State had many rationales to justify its continuation. Clinton
attempted to merge a British-style paternalism with a US-
style focus on international human rights. The great threat at
home and abroad that had to be defeated was abstract and
ideological: concerns like unfairness and injustice. This did
not gain many converts, especially since it meant converting
the US armed forces into a glorified corps of international
social workers. There were a series of invasions and opera-
tions to stop alleged ethnic cleansing, to impose democracy, to
end warlordism, and the like. There were the inevitable wor-
ries about China becoming too big for its britches.

None of these served as a replacement for the communist
menace as a viable excuse for the permanent war economy.
The military-industrial elites that live off the war threat were
very worried about their long-term status, especially because
internal polling continued to reveal a systematic and growing
loss in confidence in government as an institution. Panic over
the pace of private-sector technological development further
worked to alarm the government, which still populated its
offices with IBM Selectrics as Windows 98 was being shipped
to customers. As Social Security became a laughingstock, and
Clinton’s Monica problem did the same for the chief execu-
tive, US foreign policy came to be subject to withering cri-
tiques by a diverse group of intellectuals from the left and
right.

To the government, September 11 meant an end to all of
this. It held out the hope that something could be seen as a
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scarier threat to the public than government itself. It worked
to transform public opinion about the government itself,
from a menace to a savior. To be sure, this step was wholly
unwarranted. It was the government that banned guns on
planes, the government that ran airport security, the govern-
ment that antagonized the hijackers, the government that cre-
ated and sustained what became al-Qaeda, the government
that received the advance warnings and did nothing, and the
government that had promised and failed in every way to
deliver security. September 11 was a spectacular government
failure.

In order to distract us from this conclusion, the govern-
ment has created the illusion that the greatest threat we face
1s somewhere out there, and we must trust the government to
tell us from day to day what that threat is. Among them 1is
what has come to be known as the rogue state.

The Bush document includes a fascinating definition of
what constitutes a rogue state.

* A rogue state, it says, brutalizes its own people and
squanders its national resources for the personal gain
of its rulers. Check.

* It displays no regard for international law, threatens its
neighbors, and callously violates international treaties
to which it is party. Check.

* It 1s determined to acquire weapons of mass destruc-
tion, along with other advanced military technology.

Check.

* It sponsors terrorism around the globe. Given that
Osama and his men were once on the CIA payroll, and
given what most of the Arab world believes about the
US role in the Middle East, we have to say, check.
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* Finally, the document says, almost in anticipation of
this manner of critique, a rogue state hates the United
States and everything for which it stands.

And in this last sentence we find the real definition: a
rogue state is a state that our State hates and visa versa. We are
back to the age-old problem of which true libertarians are all
too aware: the State itself is the greatest source of conflict ever
known to man.

The right response to September 11 would have been for
government’s entire security apparatus to be dismantled, and
to allow the airlines and other firms to provide their own
security. But, of course, it had all the earmarks of a crisis, and
history shows that crises are great opportunities for the State.
The voices of clarity on this issue have been overwhelmed by
those who have belligerently asserted that the government
must do something, anything, in retaliation for 9-11.

Most tragically, the need for war was asserted by people
who called themselves libertarians, people who otherwise
claimed to understand the nature of government.

Without naming the guilty here, let me just say that only
four institutions—to my knowledge—were willing to take a
principled stand after 9-11: the Independent Institute, the
Foundation for the Future of Freedom, the Center for Liber-
tarian Studies, and the Mises Institute—four of the least well-
connected among the hundreds of free-market organizations
in this country. Once having signed up for the war on terror-
ism, mainstream libertarian organizations find themselves in
an intellectual bind, fearing to criticize the foundations of the
policy and enjoying the newfound access to power that the
initial endorsement of the war gave them.

And yet, we should not be surprised at the failure of the
mainstream libertarian movement to provide a voice of sanity
in these times. For too long, they have seen the problem of
government power not as a moral or principled concern but as
something to be worked out among policy elites, among
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which they have wanted to include themselves. They have
promoted the view that the means of achieving our ends is
through joining the governing elites in their salons of DC,
and impressing power holders with your intellectual agility.
What could possibly beat cocktails with DelLay, Greenspan,
and von Rumsfeld?

The moral courage that motivated the American colonists,
Cobden and Bright, the war resisters, the tax protesters, the
anti-New Deal writers, the anticommunist and anti-Nazi
intellectuals—none of this experience has informed the dom-
inant libertarian strategy of our age, so, of course, the libertar-
ians have been largely and tragically co-opted.

There is a further intellectual problem at work among the
mainstream of libertarians, and it is captured in the chart that
purports to summarize all political ideology according to
one’s opinion concerning the balance of civil and economic
liberty. Nowhere on the chart is there anything about foreign
policy or war—the murder end of the State. Quite frankly, lib-
ertarians just haven’t cared that much about the issue, even
though war is the health of the State.

After a lifetime of activism in libertarian circles, Murray
Rothbard came to observe that most people in the libertarian
movement have no real interest in the issue, even though it
can be said that war is by far the gravest threat to liberty
mankind has ever known. There are many reasons for this
oversight, among which is that we all tend to take the path of
least resistance, and it is far easier to analyze a telecommuni-
cations bill than to denounce the CIA and the war power.

But, as Mises argued, if we hate socialism, we must also
hate war. “Military Socialism is the Socialism of a state in
which all institutions are designed for the prosecution of war,”
he wrote.

The military state, that is the state of the fighting man in
which everything is subordinated to war purposes, cannot
admit private ownership in the means of production.
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Standing preparedness for war is impossible if aims other

than war influence the life of individuals. . . . The military
state is a state of bandits. It prefers to live on booty and trib-
ute.

Mises is right: if we libertarians tolerate war, we tolerate
tyranny.

But if the libertarians have shown a lack of courage stem-
ming from intellectual failure, the American conservatives
have been far worse. From the pages of the Wall Street Journal
to National Review, there 1s one thing we can count on: bone-
chilling calls for international bloodshed at the hands of the
US State. It was bad enough during the Cold War, when
American conservatives cheered on the warfare state—the
emergence of a totalitarian bureaucracy within our shores—as
a supposedly temporary measure to fight a particular enemy.

But nowadays, American conservatives have come to
define themselves as the people least wary of using nuclear
weapons and the most ready to cheer the death of innocents.
The moral hypocrisy of these people—who think nothing of
running an article calling for an end to abortion next to a
piece defending the deaths of hundreds of thousands of for-
eigners, unborn and born—takes one’s breath away.

We have dealt here with three groups—the Bush admin-
istration, the libertarian mainstream, and American conserva-
tives—that use the language of liberty to promote or defend
its opposite. What about those of us who remain, those whose
commitment to the free society is implacable, even in these
times? I know this. There are more of us than the media take
account of. The Bush document includes a passage that
strikes me as true: “no people on earth yearn to be oppressed,
aspire to servitude, or eagerly await the midnight knock of the
secret police.” I would only add that this includes the Ameri-
can people.

Beneath all the hoopla of this past September 11, beneath
the sickening displays of celebration for the government and
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the complete absence of commentary on most victims of 9-11,
who, after all, were engaged in the peaceful, civilizing busi-
ness of commerce, I did detect growing public frustration
with the direction the warfare state is going. Apart from all the
bombs, billions, and baloney, the only thing the federal gov-
ernment seems to have done to protect us from terrorism 1is
make our airports even more inconvenient, and institute a
perfectly ridiculous color-coded chart to tell us just how close
the next terrorist threat allegedly is.

We are far from the time when a majority of public opin-
ion will come to understand the real nature of the threat we
face, and the real ideological foundations of the struggle in
which our epoch has plunged us. But just as the partisans of
the welfare-warfare State say that their reign must last the
duration of our lifetimes, let us all commit to making sure
that the resistance lasts just as long. Even if we do not achieve
victory in our lifetimes, we might slow down the advance of
tyranny and therefore have done good. If we do not even
manage that, we can know that we have done the right thing,
the moral thing, the courageous thing.

But s final victory really so unthinkable? In the 18th cen-
tury, had the opponents of British imperial rule given up in
1750, there would have been no 1776. Had the anticommu-
nists in Russia thrown in the towel in 1950, when Soviet rule
seemed implacably secure, there would have been no 1989.
Neither will we be intimidated and neither will we despair,
because we are fighting the biggest of all big lies, the idea that
the State is a means of security and salvation. In addition, we
have on our side the greatest forces for good in human his-
tory: the ideas of liberty and the demand for freedom. From
these principles, we will not be moved.

In the meantime, Bush threatens war. For my part, I favor
the proposal of the Iraqi vice president that Bush and Saddam
have a private duel. Choose your weapons, fellas, and leave
the rest of us out of it.
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FREE TRADE VERSUS WAR

[This speech was presented at the Mises Institute’s “Costs of War®
Conference in Atlanta, Georgia, on May 22, 1994.]

olitics, like war, robs words of their meaning. This 1s

especially true of the language of economics. For

example, economists know what investment means and
that it’s good for the economy; but the government uses
investment to mean its profligate spending projects which are,
of course, harmful to the economy. In 18th-century America,
our forefathers knew what was meant by the word rights.
When Thomas Jefferson and others used it, it meant limita-
tions on government power. In today’s America, however, the
word r1ghts has become synonymous with government power.
A violation of rights has come to mean the exercise of liberty.

So it is with the phrase free trade. Politics, and in particu-
lar that most concentrated form of politics—war, have ruined
its meaning. In the 18th and 19th centuries, the term
described the economic regime under which people could buy
and sell across the borders without penalty from the govern-
ment. The case for free trade was the case for free markets.
When the government interferes in the freedom to contract, it
benefits some—that is, powerful special interests, at the
expense of others—that is, the people. Under free trade, on
the other hand, the general good is served.

Originally, free trade was not like mercantilism, where
the government monopolizes and otherwise hinders the right
to trade across borders. Free trade was not like an export pol-
icy where domestic producers are subsidized so they can push
their goods on consumers abroad at the expense of taxpayers
at home. Free trade was not like a producer policy where large
producers conspire with the government to decide what goods
will be allowed to cross borders. Free trade was not like an
industrial policy where large corporations are given investment
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guarantees in the disguised form of aid to foreign regimes.
Free trade was not like imperialism, where a more powerful
government imposes its will on a less powerful one through
intimidation and force. Free trade was an ideal that grew out
of the vision of liberty.

The same freedom that governs the market at home, its
proponents believed, ought to govern trade across borders.
Just as private parties negotiate their contracts for their goods
and services at home, they would do so abroad. In the 18th
and 19th centuries, to be a free trader meant to apply pressure
to try to bring about this ideal through intellectual persuasion
and political lobbying. Free traders brought that pressure to
bear against their own government. That was where their
moral obligation began and ended.

What about the term protectionism? It meant government
manipulation of trade on behalf of particular interest groups.
Governments can do this alone by erecting tariffs, quotas, and
sanctions. Governments can engage 1n protectionism in
cahoots with other governments as in Nafta or Gatt; but,
however it is achieved, protectionism constitutes intervention
in the natural order of liberty. To be consistent with history
and theory, people who claim to favor free trade should be
agitating against the US’s protectionist policies and US sup-
port of the protectionist policies of others.

Instead, many of the free traders commit much of their
energies to lobbying for Nafta and Gatt, which represent the
opposite of free trade. These agreements are mercantilist
because they exalt the right of government to hinder trade.
They support an export-driven policy under which producers
are subsidized. They embody industrial policy where large
corporations are paid off. They are imperialistic with regula-
tions on labor and the environment to be harmonized across
borders.

How did this all begin? When did free trade come to
mean its opposite? As with so much else, it was World War II
that changed everything. The trust and deference that the
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American people gave the government during the war spilled
over to the postwar plans for carving up the spoils. At the
Bretton Woods conference in 1944, trade came to mean
investment guarantees and global bureaucracies in statist
treaties between governments. This was central planning
exalted to new heights.

As FA. Hayek wrote in the neglected conclusion to his
1944 book, the Road to Serfdom, “If international economic
relations, instead of being between individuals, become rela-
tions between whole nations organized as trading bodies, they
will inevitably become the source of friction and envy.” Lud-
wig von Mises concluded in his 1944 book Omnipotent Gov-
ernment: The Rise of the Total State of Total War with a similar
warning. “The establishment,” he said, “of an international
body for foreign trade planning will end in hyperprotection-
ism.” These two great free marketeers understood how gov-
ernment uses the period immediately following a war as it
does the war itself for State power and special-interest
rewards.

The Wilson administration attempted this after World
War I. An early draft of the League of Nations treaty included
a world trade tribunal. After World War II, Mises and Hayek
did not want such a thing to be imposed on us. Instead they
wanted to recreate the 19th-century ideal. And thanks to the
work of Mises and other partisans of the free market, when
the Truman administration emerged from negotiations in
Havana with something called the International Trade Orga-
nization, free-market advocates were ready. We had had the
World Bank and the International Monetary Fund foisted on
us, but free traders did stop the ITO.

The lobbying efforts of Philip Cortney, under the influ-
ence of Henry Hazlitt, proved definitive. In his book, the Eco-
nomic Munich: The I.T.O. Charter, Inflation or Liberty, the 1929
Lesson, Cortney explained the dangers of turning over trade
policy to an international body. “In the long run,” he said, “a
centralized trade authority will globalize protectionism.”
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Cortney cited the charter of the International Trade Organi-
zation to make his point. It endorsed demand-side manage-
ment and full-employment policies, which Cortney rightly
regarded as code words for government planning. Thanks to
such intellectual leaders and the Old Right in Congress, the
ITO went down to defeat.

Of course, during the debates, the elites never missed a
chance to smear the ITO opponents, and the language of
trade was permanently subverted. Advocates of global bureau-
cracies began calling themselves free traders. The ITO, they
said, would save free trade from itself just as the New Deal
had saved capitalism from itself. The opponents of world
bureaucracies, no matter how much they favored free trade,
were called zsolationists and protectionists—words drawn from
recent war propaganda. As true believers in trade, the Old
Right would not accept the term zsolationist. And as oppo-
nents of mercantilism, of course, they rejected the word pro-
tectionist.

Centralizing bodies managing trade are, of course, not
compatible with self-determination, even if erected in the
name of free trade. In holding this view, the Old Right was in
a great American tradition: Southern free traders from Jeffer-
son to Calhoun. This tradition was not rooted in an interna-
tionalist ideology, obviously; neither did its proponents push
for global treaties that violate sovereignty. The tradition was
based on a hard-nosed understanding of the nature of power
and a devotion to federalism and local control. When power
is centralized, they argued, it expands and will be used against
the people.

The best way to limit power is to limit centralization. For
example, it is in the economic interest of smaller political units
to maintain open trading relationships. The larger the politi-
cal unit, as Hans-Hermann Hoppe has shown, the more
enlightening a policy of autarchy can appear. The Southern
free traders linked their economic doctrine with states’ rights as
embodied in the Constitution, and with a noninterventionist
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foreign policy and severe limitations on what they call consol-
tdation, that is centralization.

These ideas melded on a theoretical level because they
speak to the right of individuals and communities to be free of
arbitrary powers of distant rulers. Among the reasons the
Declaration of Independence gave for overthrowing King
George I was that he was “cutting off our trade with all parts
of the world.” Jefferson presents a more elaborate argument in
his 1774 essay Summary View of the Rights of British America.
The outrages of the Sugar Act and the Townsend Duties
demonstrated that Britain was willing to use coercion to deny
Americans the liberty to trade—meaning to buy, to sell to any-
one that they pleased. Jefterson regarded this as the essence of
tyranny intolerable enough to warrant a violent overthrow of
the government. “Single acts of tyranny may be ascribed to
the accidental opinion of the day,” he wrote in 1774, “but a
series of repressions begun in a distinguished period and pur-
sued unalterably through every change of ministers plainly
prove the deliberate systematical plan of reducing us to slav-
ery.” To ensure the right of trade among other rights, the
founders established, not a central government, but a federal
one. It was a union among states, and these individual states
would protect the people against the centralization of power
by jealously guarding states’ rights and privileges.

Trade became an issue again in the debates of the Con-
stitution, however. The so-called Federalists, actually the cen-
tralizers, accused the states of erecting barriers to trade under
the Articles of Confederation. This was among the most seri-
ous accusations that could be made. It implied that the states
were doing to each other what King George had done to
America. The Federalists argued that the Constitution was
necessary to bring about free trade among the states. In partic-
ular, they argued, the commerce clause would be the essential
guarantee of a free flow of goods. The anti-federalists, really
the anticentralists—ofticial monikers being a prime example
of the misuse of language—countered that the commerce
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clause conflicted with another valued precept of American
liberty, that is, states’ rights.

The anti-federalists warned that the freedom of trade,
like all freedoms, was best protected by the decentralized Arti-
cles of Confederation, or something similar, rather than by a
new central government with central powers, especially the
power to conduct trade policy. The anti-federalists argued
that this clause could, and therefore, would be abused to the
advantage of one sector as opposed to another. But the Con-
stitution passed upon James Madison’s promise that this
would never be so. “The commerce clause,” he said, “would
forever be used to protect the liberty of every American to
trade in an unhindered way just as every other American.”

Of course, history did not turn out that way. After the
overthrow of the king, the partisans of Northern industrial
and banking interests began agitating to abandon the princi-
ples of the Declaration. The Hamiltonians wanted the pow-
ers of King George to be exercised by the president in viola-
tion of the principles agreed upon in the Constitution. Their
goal was the enrichment of special interests—manufacturing
and banking—at the expense of the Southern states. The
great statesmen of the first half of the 19th century, free
traders to a man, were devoted to stopping the Hamiltonian
power policy of executive power, entangling alliances and
war, taxes, and protectionism to benefit northern elites.

The old Republicans wanted the political victory of 1800
used to roll back the centralizing that had taken place since
1787. Their goal was to secure a permanent victory over the
Hamiltonians, who were both pro-State and pro-war, as well
as pro-tariff.

Among the greatest of the Southern republicans was John
Randolph of Roanoke— the aristocratic libertarian. He said,

Let us adhere to the policy laid down by the second, as well
as by the first, founder of our republic. By the Camillus as
well as the Romulus of the infant state to the policy of peace,
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commerce, and on friendship of all nations entangling
alliances with none.

He was among the earliest and most hard core of the antipro-
tectionists of the Old South. His reasons were part philo-
sophical, part economic, and part political. As a partisan of
states’ rights, he saw no justification for granting an external
power the right to interfere with commerce and the use of pri-
vate property; yet Randolph was also a centralist of a particu-
larly American sort. “When I speak of my country,” he wrote
John Brockenborough, “I mean the commonwealth of Vir-
ginia. I was born in an allegiance to George III. My ancestors
threw oft the oppressive yoke of the mother country, but they
never made me subject to New England in the matters spiri-
tual or temporal, neither do I mean to become so voluntar-
ily.”

Another great old Republican was John Taylor of Caro-
line. He was not only a brilliant political philosopher; he led
the opposition to the Northern protective tariff. “Give us a
free and open competition in our own market,” he said, “and
we fear not to encounter like competition in the general mar-
ket of the world.” Taylor saw the tariff as part of the appara-
tus of statist domination. The interest groups behind it were
northern industrialists who wanted to feed their private greed
at public expense. Rather than selling their wares on a level
playing field of free competition, they sought government
privilege. In 1821 the Congressional Committee of Manufac-
turers issued a report calling for protective tariffs to expand
industry. In today’s language, men call this growing the econ-
omy, expanding trade, enacting fair trade, or any of another
number of other chivalrous methods used to centralize trade
authority. But Taylor saw the real motive of tariffs. They were
a power grab.

But the manufacturers sought to gain from what came at
the South’s expense in two respects. First, economically, the
tarift harmed agriculture and transferred wealth. Second,
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politically it was contrary to the free-trade sentiments of the
Old South, and it subverted Southern rights of political self-
determination and was, therefore, a violation of the original
federal compact.

Taylor was a lover of peace, so the industrialists were his
natural enemies. As is so often the case, the pro-tariff party
was also the pro-war party. The industrialists favored Hamil-
ton’s attempt to foment a war with France to enhance the
Executive. Taylor noted that the industrialists’ 1821 report
complained that, “We flourished in war and are depressed in
peace because manufacturers then flourished and now are
depressed.” They hoped that the tariffs would similarly
enhance their profits. If only today’s war and tariff party were
half that honest! Taylor responded as follows: “They say,” he
said, “we flourished in war. Who are we? Not the people of
the states generally. They were loaded with taxes, deprived of
commerce, and involved in debt. The families, which flour-
ished in war, were the contracting and [industrialist] families,
the latter by loans and premiums and the selling the wares of
their factories at the profit of fifty or an hundred per centum.
Had the great family of the people flourished,” said Taylor,
“they would not have hailed peace” and trade.

The industrialists wanted to revive what Taylor had
called the “property transferring policy which operated so
delightfully in war.” Taylor said, “It is a consequence of war
to transfer property. And this has hitherto been considered
one of its evils.” But the Northern industrialists wanted to
redefine redistribution as a virtue of war—with themselves on
the receiving end of the loot, of course.

A third great Old South free-trade theorist was John C.
Calhoun. He, too, denounced the tariff imposed by the
Northern usurpers. “By a perversion of the powers of the
Constitution, which was intended to protect the states of the
Union in enjoyment of their natural advantages, they have
stripped us of the blessings bestowed by nature and converted
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them to their own advantage. Restore our advantages by giv-
ing us free trade with the world, and we would become what
they are now by our own means—the most flourishing peo-
ple on the globe.”

In contrasting himself with his opponents, Calhoun said,
“We want free trade, they restrictions. We want moderate
taxes, frugality in the government, economic accountability,
and a rigid application of the public money to the payment of
debt.” Calhoun granted that the Constitution allowed the
central government to impose a duty on imports for revenue
purposes, but his analysis of power politics led him to believe
that more was involved. Neither the tax imposed nor the rev-
enue collected were being used for the general interest. They
were being used by one group to destroy another. The tariff,
therefore, violated the Constitution by benefiting one group at
the expense of another without the exploited group’s consent.

Calhoun was, in addition to all of his other achievements,
an impressive economist theorist. He defended free trade as
necessary to the division of labor. As he explained, the South

has

from soil and climate, a facility in rearing certain great agri-
cultural staples. While other and older countries with dense
population and capital greatly accumulated have equal
facility in manufacturing various articles suited to our use.
And thus a foundation is laid for an exchange of the prod-
ucts of labor mutually advantageous.

The tariff, he argued, acted as a tax on his trade. And a tax
hurts the producer, he said, whether it is laid on the vender or
the purchaser. It doesn’t matter whether the tax is a con-
sumption tax or a production tax. In the end it hurts produc-
tion because, he said, the tax must always eat into profits and
therefore future capital. “The effect on us,” he wrote, “is to
compel us to purchase at a higher price both what we obtain
from them and from others without receiving a corresponding
increase in the price of what we sell.”
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Calhoun developed a unique way of thinking about the
tarift that turned it into a populist issue. If the tariff is one-
third, it is the same as the government taking one-third of
what the producers raise in cotton, rice, and tobacco. Whether
the goods are coming into the country or leaving it, a tarift of
one-third is the theft of one-third. To Calhoun this meant
that one-third of the toil and labor of the people of the South
was being transferred to the North to build Northern indus-
try and to feed a hostile government. “We are the serfs of the
system,” he announced, “out of whose labor 1s raised, not only
the money paid into the Treasury, but the funds out of which
are drawn the rich rewards of the manufacturer associates and
interests. Their encouragement is our discouragement.”

The survival of the South is at stake in this issue, he said.
“The last remains of our great and once flourishing agricul-
ture must be annihilated in the conflict. In the first instance,
we will be thrown on the home market which can not con-
sume a fourth of our products; and instead of supplying the
world as we would with free trade, we would be compelled to
abandon the cultivation of three fourths of what we now raise
and receive for the residue whatever the manufacturers, who
would then have their policy consummated by the entire pos-
session of our market, might choose to give.”

Free trade, Calhoun believed, represented the ultimate
safeguard of political rights. Without such trade, the South
would become a captive nation, enserfed for a cabal of North-
ern industrialists tied to and dependent upon government
power. His solution, of course, was to insert the right of inter-
position whereby South Carolina would stand as a buffer
between the individual and the central government. To pro-
tect the Constitution, that is, Calhoun advocated disobedi-
ence to central government. That’s a sound principle.

Let’s compare Calhoun’s arguments against the tariff
of abominations with Jefferson’s summary view. Both
argued against violations of free trade. Both argued against
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a centralized government. Both argued that tariffs were taxa-
tion without representation. Both argued that this is tyranny,
and both argued that radical means were justified in over-
throwing the oppressor. This is one of the reasons that the
founding fathers of the Confederacy felt themselves to be the
heirs of the original founders. Tariff taxes precipitated both
independence movements, and both were based on the view
that liberty and free trade were of a piece. If Randolph, Tay-
lor, Calhoun, and all their followers had been able to repeal
the tariffs and prevent their reimposition, the war between the
states might never have occurred. So many young men might
never have died, and our nation might still be free.

Instead, after a reprieve in 1833, the central government
engaged in more and more trade protectionism and central-
ized tyranny, which helped lead to war. In his seldom quoted
first inaugural address, Abraham Lincoln pledged, “no blood-
shed or violence,” but he also promised to “collect the duties in
the impost no matter what.” He eftectively announced that he
planned to tax the South to death, and as soon as he was able
to do so, Lincoln imposed the highest tariff in US history, dou-
bling the rates to 48 percent. It’s no wonder that when Edmund
Ruffin fired the first shot in the beginning of the war between
the states, he aimed at a customs house—Fort Sumter.

The war is also appropriately called the War of Federal
Aggression. And one aggression occurred in 1861 with the
passage of the Morrill Tariff. The South made the choice for
liberty through secession, and the Confederate Constitution
specifically forbade high tariffs. At the beginning of the war, a
revealing Boston newspaper editorial accused the South of
the gravest crime of all, which the editorialist called the cause
of the war. The South, said the editorial, wanted a system
“verging on free trade. If the Southern Confederation is
allowed to carry out a policy by which only a nominal duty is
laid upon import, no doubt, the business of the chief Northern
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cities will be seriously injured.” Alas, the South was not
allowed to carry out its policy of free trade, and the nation
paid a terrible price.

It is a price that we are still paying, and we are repeating
the same errors with regard to current trade policy. Despite
the rhetoric we hear from Washington, there is no threat that
free trade is going to break out anytime soon. A true regime of
free trade, as Murray Rothbard has pointed out, would be
greeted by Washington, DC, with about the same enthusiasm
as the repeal of the income tax.

Let’s consider the linguistic categories that govern the
great trade debates of our time— Nafta and Gatt. The media
and the government have successfully created a political split
of Manichean proportions. On one side we have the repre-
sentatives of pure light—multinational corporations, every
executive branch agency, the leaders of both parties of both
houses of Congress, the media, all the ex-presidents, respected
public intellectuals, Beltway think tanks, professors at every
top university. They are called the free traders. On the other
side, we have almost everyone else. Public opinion has been
solidly against both Nafta and Gatt at least before it has been
shaped by those on the other side. We can add to the public a
handful of columnists and academics who have actually both-
ered to look at the documents in question. The people of light
say that this latter group represents the forces of darkness—
isolationists and reactionary opponents of free trade and
progress.

Let’s look at how reality changes this conventional
grouping. Nafta established a trade block primarily to benefit
government-connected corporations and banking interests. It
invested new powers in the Executive to interfere with trade
from non-North American nations. It's a natural conse-
quence of Nafta that the US government would threaten
trade war with Japan. It’s a natural consequence of Nafta that
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the US would set up a multibillion dollar fund to support the
Mexican peso. It’s a natural consequence of Nafta that
unprecedented levels of foreign aid would flow to Mexico
City.

Like Hamilton’s domestic policy, Nafta is statist to the
core. The Congressional Research Service tells us that under
Nafta we cannot reduce regulation on labor or the environ-
ment even to retain investment. The labor side tells us that we
are to have equal wages between men and women, which not
even Hamilton would have favored imposing by Executive
fiat. The Nafta-ites tell us that we retain our sovereignty
under Nafta. It is partially true. We retain our sovereignty to
increase our restrictions on business, to increase labor and
environmental regulations, but we do not retain our rights to
reduce them without monetary and trade penalties from tri-
national secretariats.

Nafta is imperialist. It preaches to other countries about
what kinds of laws and regulations they should have—the
social democratic mixed economy that is impoverishing us.
Nafta is, of course, not the free trade of Jefferson, Randolph,
Taylor, and Calhoun. It is trade for the few and not the many,
for the particular interests and not the general interests.

What about Gatt and the World Trade Organization it
proposes to establish? Same 1s true. It is sold as free trade, yet
it represents something else entirely. It enshrines the principle
of manipulating economies by demand-side management. It
embraces so-called sustainable development, which is a code
word for the entire environmentalist agenda. The World
Trade Organization comes complete with a new ministerial
conference, a director general, a secretariat plethora of com-
mittees, councils, and review bodies, and a bunch of new, fancy
office buildings in Geneva. WTO’s mission will not be the
lowering of trade barriers, but rather its stated goal of “achiev-
ing greater coherence in global economic policy making.” As
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US trade representative Mickey Kantor was toasting the end
of the Gatt negotiations in December, the New York Times
hailed the WTO as the trade equivalent of the World Bank
and the International Monetary Fund.

Jefterson, Taylor, Randolph, and Calhoun were right.
Centralized government is the tyrant. These free-trade revo-
lutionaries found the remedy in a love of liberty and a will-
ingness to fight for independence. Like Mises writing in his
1919 work Nation, State, and Economy, they believed that “no
people or part of a people should be held against its will in a
political association that it does not want.”

For Jefterson, Randolph, Taylor, and Calhoun, the cause
of independence was the force powerful enough to rally the
public against distant rulers. But their desire for independ-
ence was not, of course, directed against any other country,
and free trade was a key to this. As Calhoun said when he
wrote to the Manchester Anti-Corn Law League in 1845, “I
regard free trade as involving considerations far higher than
mere commercial advantages as great as they are. It is, in my
opinion, emphatically the cause of civilization and peace.”

But, civilization and peace are threatened. In Jefterson’s
day the tyranny was centered in the British Crown. In our day
the tyranny is centered in Washington, DC, and in New York,
and in Geneva. We are surrounded by DC bureaucrats, Nafta
bureaucrats, UN bureaucrats, bureaucrats with the World
Bank and the IMF, and assorted scalawags on the pay of the
governing elites. If we are to restore liberty, limited and local
government, free enterprise, and, yes, free trade, we must
begin by understanding the power that a legitimate regional-
ism and an old-fashioned devotion to independence will have
in uniting us against the forces of central control. In doing so,
we will stand with the author of the Declaration of Indepen-
dence, with the republicans of the Old South, and with the
signers of the Confederate Constitution.
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TIME TO END PERPETUAL WAR

[This speech was delivered at the Center for Libertarian Studies
and Rothbard-Rockwell Report Conference on the Warfare State,
San Mateo, California, February 21, 1998.]

s the US world empire decaying? At first glance, this may

seem an odd time to be asking the question. The US is

prepared to embark on an openly political war with no
basis in just war theory. It can only end in further massive suf-
fering for the Iraqi people, and a further diminution of Amer-
ican liberty. And yet it may be going forward, with American
tax dollars being chewed up by a horrible war machine on an
imperialist adventure.

Right now, no single country in the world is sufficiently
powerful to challenge US hegemony and military might.
Public opinion seems to be little help. Three in four Ameri-
cans say they would back bombing raids and ground troops if
the Clinton administration orders them. At a time when pub-
lic respect for government in domestic affairs is at historic
lows, the foreign-policy apparatus of the empire seems to have
escaped serious public scrutiny.

All of this is true at one level. Yet below the surface, we see
a different reality. The foundations of empire have begun to
crack. US military actions since the end of the Cold War have
not replenished the stock of public good will toward the war-
fare State. On the contrary, they have drawn down the capital
built up over the prior 40 years when Americans were con-
vinced that the warfare State was all that stood between them
and nuclear annihilation by foreign powers. Public enthusi-
asm for the empire, while still far too high, has waned as com-
pared with 20 years ago, and even since the first war against
Iraq.

Virtually every country in the world has announced its
resentment against the US attempt to run the world. In par-
ticular, the US’s position on Iraq is in the extreme minority.
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The US does not enjoy a consensus at the UN; world opinion
on US global hegemony ranges from hired tolerance to
extreme opposition. Pro-peace and anti-US groups are now
active in every country where US bases exist.

Important members of the pundit class have already
defected, especially from this most recent campaign against
Iraq. The military itself is in disarray, crippled by a combina-
tion of affirmative action, feminization, and welfare depend-
ency. And the US presidency, which has traditionally given
direction and meaning to the empire, now lacks the moral
legitimacy to lead the troops, much less to sustain a viable
New World Order. Important elements of the establishment
itself have split away from the globocop consensus. As a result
of all these developments, the US empire is shakier than it has
been since World War II.

Surely all of these developments count as bullish for
American liberty, because in the final analysis, there can be no
reconciling empire and freedom. Either one or the other must
go. Either the US government can invade Iraq on a whim or
our homes and businesses will be free from invasion by agents
of the State. Either the US government will have bases in a
hundred countries or our communities will not be perma-
nently occupied by agents and judges working for Leviathan.

The framers intended to keep the US out of foreign wars.
They understood that a government that goes in search of
monsters to destroy will end up destroying its own people.
The foreign-policy apparatus of today inflicts a horrible cost
on the world. But the greatest cost of all—or at least the one
that should matter to us the most—is the cost to the liberty
that is our birthright. Though the American empire will not
go without a fight, and the end could be years in the future,
its collapse provides us with a great opportunity to do the hard
work of restoring our liberty right here at home.

Of course to hear the spokesman for the empire tell it,
everything about the global project is in full working order, a
line which the media gladly parrot. But it is the nature of the
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State to lie. It lies about why it is taxing us. It lies about who
is getting the money. It lies about its motives for regulating us.
It lies about the legitimacy of its power. But no State lies
nearly so much as an empire in the conduct of its foreign pol-
icy.

So, let’s examine the structural setting in which the US
foreign policy of war and militarism is currently being con-
ducted, beginning first with the domestic political setting.
President Clinton, the man who denies having had sexual
relations with Monica Lewinsky, has tried to persuade the
American public that Saddam represents a direct threat to our
country. But by now, as much as people prefer Clinton to his
likely successors of Gore and then Gingrich, he has a serious
credibility problem.

One wonders if any president could make a morally cred-
ible case for invading Iraq now. Think back to 1990, when
George Bush had to make a case for war. He had several huge
advantages that Clinton does not have. Iraq had invaded
Kuwait. It was a fact. It’s true that Iraq may have had a cred-
ible case for doing so. The two countries are only separate
because of arbitrary lines drawn by the British, and, besides,
Kuwait was drilling for oil in Iraqi territory. Plus, the US
ambassador to Kuwait, April Glaspie—and this is not in dis-
pute—had already given the go-ahead to our then-ally Sad-
dam.

Nonetheless, Iraq had invaded Kuwait, and once Bush
decided he wanted to boost his standing in the polls, that
invasion gave the US a clear objective, which was actually
rather limited. According to the UN mandate, it was to get
Iraq out of Kuwait and restore the ruling family to power.
Even so, it wasn’t enough to garner support from Congress or
the American public. Saddam had to be portrayed as an evil
dictator—the new Hitler—wrecking the lives of his own peo-
ple.

Then the Bush administration had to resort to a series of
wild claims that Saddam had nuclear weapons, that he was
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tossing babies out of their incubators in Kuwait, and that Iraq
would also invade Saudi Arabia, monopolize oil, and drive up
the price of gasoline. This in turn could bring on a deep reces-
sion. As James Baker famously said, this splendid little war
was about “jobs, jobs, jobs.”

Of course, the result was that the US forcibly kept Iraqi
oil off the world market, a result far more restrictive of supply
than any scare scenario cooked up by the Bush administra-
tion. The US government has gone from warning the world
that Iraq may not sell oil to denouncing Iraq for wanting to
sell oil, and forcibly preventing it from doing so. The warfare
State is capable of stunning levels of perfidy. It is US sanc-
tions, not Saddam’s attempt to cartelize Arab oil markets, that
have kept Iraqi oil off the market.

Gulf War One, said George Bush at the time, was a test
case for the New World Order. With the Cold War over and
the economic basketcase enemy of international communism
vanquished, the US would not dismantle its military empire
but would find new uses for it. US foreign policy elites
announced that they were the world’s only indispensable
nation, the only force standing between order and interna-
tional chaos. American taxpayers would be looted until the
end of time for the sake of this order.

The US continued the Iraq war by another means. That
way we could have an enemy—a man who can be relied upon
to denounce the US in passionate tones—anytime the presi-
dent in power happened to need one. To achieve this end, the
US decided it would be best to commit genocide, to starve the
people of Iraq and encourage them to die from disease as well
(that’s why US bombers targeted sewage treatment plants, to
poison the water supply). This has resulted in 1.4 million
deaths, most of them children and old people denied access to
food and medicine. But the power elite got what they wanted:
a permanent enemy in a world where threats to US interests
appear increasingly remote.
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When compared to Gulf War One, Gulf War Two has no
clearly defined objective. It is not going to provide greater
access to sites for UN investigators. It is not going to make
Saddam less belligerent. It’s not going to make him less pop-
ular with his own people and thereby undermine his rule.
Quite the opposite; Saddam is given credit by his own people
for having the courage to stand up to the evil empire.

In the official rationale for this war, Iraq is very mad at
the US because Iraq doesn’t want Americans on the UN
inspection team looking for chemical and biological weapons.
Iraq says they might be spies, an accusation that is supposed to
prove what a paranoid maniac Saddam is. From listening to
his crazed rantings, you might think the US had it in for him.

Yet as Jeffrey Smith pointed out in the Washington Post, if
US military planners do attack Iraq, they will be drawing on
data about Iraqi capabilities and targets collected by UN
inspection teams. Are UN inspectors spies? No one doubts it.

So far, the only credible excuse the US can come up with
for attacking Iraq is that of supposed chemical and biological
warfare. Yet even if Saddam did use these against the Kurds
and threatens their use against Israel, are they a direct threat
to Americans? Of course not. If a Texan or a Marylander told
you he had bought a gas mask to protect himself from Sad-
dam’s weapons of mass destruction, you would likely think
him nuts.

But let’s just say Saddam did have the military technol-
ogy to launch chemical weapons against the US. What better
way to provoke such an attack than a 7-year economic
embargo that has reduced Iraq’s once-thriving middle class to
the status of hunters and gatherers? There is one better way:
have the Secretary of State say on national television that she
regards the death of 1.4 million civilians in Iraq as an “accept-
able price to pay.” That is precisely what Madeleine Albright
said in a televised interview in December 1996.

It takes a pretty nasty foreign government to be a greater
threat to people than their own government. Yet we have to
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ask ourselves: which is the greater threat to the livelihood of
the Iraqi people? Saddam? Or US bombs and embargoes? By
any measure, it is the latter, and this is a national disgrace.

Another difference between then and now is the proxim-
ity to the Cold War, which had acculturated the public to the
idea of empire. Bush’s war came a mere 20 months after the
unraveling of socialism in Eastern Europe, and before so-
called isolationist sentiment began to rise to the surface of
public opinion.

But the Cold War ended a decade ago. People now in jun-
ior high school have no memory of it, and thus no memory of
a time when the US military empire successfully portrayed
itself as a messianic force for good in the world.

And think of this. In every past war, the US has gone out
of its way to show its enemies as the aggressors, even if it has
to phony up the charge. Ft. Sumter, the Maine, the Lusitania,
Pearl Harbor, the Gulf of Tonkin, the Berlin nightclub, the
invasion of Kuwait—in all of these, the US has gone out of its
way to portray itself as the avenger of foreign aggression,
which ultimately desires only peace and justice.

But not this time. As the New York Times put it, this is an
openly political as versus defensive war. The Clinton admin-
istration is seeking to use the US warfare machine to punish
a government headed by a man the White House does not
like. It has gone so far as to intervene to scuttle diplomatic
efforts at peace. Never before have the aggressive intentions of
US foreign policy been so open.

Lacking a precipitating outrage against justice, it has
been considerably more difficult for the Clinton administra-
tion to whip up public enthusiasm for this war. Of course
public opinion polls show public approval of a war to oust
Saddam from power. But as the New York Times has also
warned, polls on politics increasingly reveal the answers peo-
ple think they are supposed to give. What is unclear is how
well they measure people’s actual opinions. This is especially
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true in times when politics is no longer a public preoccupa-
tion.

Reading the polls with this mind—that they are likely to
measure more of what people think people think than what
they really think—you get some interesting results. For exam-
ple, support for a military solution against Iraq has dropped
nine points since November, when the policy elites first began
to call for Saddam’s head on a platter. A two-month public
relations campaign to oust Saddam not only failed to whip up
war fever; it actually had the reverse effect, at least for a time.

This reflects something more profound than that people
think bombing is not a good idea. It reveals that a fundamen-
tal shift in the climate of opinion is taking shape, a shift that
is likely to have far-reaching effects on the ability of US
empire to function with confidence in the future.

Running an empire based on war requires more, much
more, than tacit approval from the taxpayer public. It requires
the public be charged up and cheering both the objective and
the methods of war. When the public is so charged, the State
is provided some public-opinion capital to spend when casu-
alties and bills begin arriving. This is the real point of military
parades, war drums, and the symbolic displays of patriotism
required by the modern totalitarian project.

In the movie Wag the Dog, the main responsibility of the
team manufacturing a war with Albania 1s goading public
opinion in the right direction. For their purposes—which was
to create a massive public distraction from the president’s pec-
cadilloes—passive interest was not enough. So the hired team
commissioned two popular songs—one rock and one folk—
invented phony heroes for the public to love, and primed the
pump on certain popular sacrificial rituals. The point of all
this is to divert the public from thinking too carefully about
the lies and false morality of the war itself.

The same pitch is necessary whether we’re dealing with a
war made in Hollywood, as it was in the movie, or a real war
involving actual people halfway around the world. In either
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case, public enthusiasm and calls for foreign blood are neces-
sary to the warfare project. But in post-Cold War times, the
drumbeat doesn’t always succeed in getting people to dance.
In Gulf War Two, the long drumbeat to war has failed to even
interest the public in any intense way.

As Meg Greenfield writes in her Newsweek column,

I can’t remember a run-up to a war—or whatever it is we
are about to have with Irag—as strong as this. It seems to
have all the urgency for people of a once-a-week seminar on
international relations. . . . There have been no constituen-
cies, no sides, no hotly held positions. There are, instead,
just desultory statements, odd articles and speculations and
musings. The controversy, to the extent there is one, goes in
no direction, takes no shape, commands no silent, grim
attention of the kind people give when they believe them-
selves to be in the presence of a large, consequential and
risky national undertaking.

The political parties have been surprisingly silent on the
Iraq matter. The Democrats make perfunctory statements in
defense of the White House’s position. And the Republicans
are all over the map, on one hand calling for caution and on
the other demanding the immediate murder of Saddam Hus-
sein. But notice that resolutions, for or against any aspect of
this Iraq war, were not voted on before Congress could recess
for the Valentine’s Day week. They decided it was politically
safer to make love than war.

This has provided a wonderful opportunity for the forces
opposed to war to step into the vacuum and have our voices
heard. A prominent Associated Press story last week led with
the heroic efforts of Congressman Ron Paul of Texas to pre-
vent Clinton from using force in the Gulf absent a Congres-
sional declaration of war. He introduced emergency legisla-
tion to this effect.

Paul, you see, is old-fashioned enough to believe in the
Constitution. This is the action of a real statesman, a man of
courage willing to stand up to presidential power grabs, and
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say: absolutely not. That is not the way war is conducted in a
civilized society. Ron has received more attention and support
on this issue than any other he has addressed since he reen-
tered political life two years ago.

Contrast this to Gingrich, the man whose constitutional
responsibility it is to check the power of the White House. But
in the case of Iraq, he has given Clinton, his supposed politi-
cal béte noire, complete backing for anything this administra-
tion wants to do. Speaking for the entire Republican Party,
Gingrich has threatened political retaliation only if Clinton
does not go far enough. He has even said that he will not look
too carefully into this Lewinsky matter because that would be,
at this time, unpatriotic.

Outside the United States, it turns out, there are quite a
few Ron Pauls, statesmen willing to stand up to the US global
hegemon. In fact, the single most remarkable aspect of this
run-up to war has been the utter isolation of the US. After
years of propaganda about the glories of the international
community, about the United Nations and our allies hither
and yon, the US can now only consistently count on Britain
and Israel as accomplices.

And it’s not clear how this action can be good for either
Britain—which has a strong interest in keeping the peace in
its neck of the woods—or Israel. This week in Bethlehem,
some 900 schoolchildren and university students defied a gov-
ernment ban and marched in support of Iraq. “O Saddam our
dear, hit Tel Aviv. O Saddam our dear, hit with chemicals,”
they chanted, according to press reports. The students also
burned the US and Israeli flags, shouting “Death to America,
death to Israel.” As you can see, the peace process is coming
along nicely.

It was several weeks after the US and British govern-
ments announced their planned war against Iraq before the
international coalition backing the idea began to solidify.
First, a trusted and valiant ally came forward: Canada. Then
Australia, a country with a huge stake in the outcome. Finally,
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and most impressively, the great nation of Oman joined our
coalition. It was probably the first time in its history that the
word “Oman” was said on national radio.

In Gulf War One, using the usual combination of threats
and bribes, the US was able to put together a multilateral fig
leaf for its little war. Crucially, this coalition included Arab
states. But for the present war, there have been few foreign
policy adventures of the US that have so thoroughly united
the Arab world against us. Not even the billions upon billions
the US has slathered supposed allies with has paid off this
time. It’s a measure of how utterly implausible US foreign
policy has become—not only implausible but also deeply
unwelcome around the world, and conspicuously immoral to
anyone who still cares about justice.

Japan has officially backed US military intervention, but
with a surprising degree of reticence. Support among the peo-
ple of Japan is thin to nonexistent, a fact of which the ruling
party must take note. Organizations within Japan devoted to
kicking out the US military are growing all the time, particu-
larly where US bases are located.

These groups are taking out advertisements in American
newspapers to make the case against US imperialism. They
mention the rise of crime and auto accidents where bases are
located, the noise and danger associated with US overflights,
the subsidization of prostitution and cultural degradation that
come with the military presence. Americans who live near
military bases on our own soil can relate.

This very day, demonstrations are taking place in Tokyo
to protest US attacks on Iraq. There have been protests in
front of a Yokosuka Army base every day since February 3. On
February 6, 56 Japanese peace organizations filed a protest
with the American Embassy. In Hiroshima, petitions circulate
in shopping malls every day in protest, and they are then
faxed every day to the White House. These petitions not only
call for the US to leave Iraq, but also for the US to leave

Japan.
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The following letter was sent by the Japanese Network
for Disarmament, the leading antimilitarist Japanese organi-
zation, to the White House:

To Bill Clinton:

The difference between now and the Gulf War seven years
ago is that the current crisis is being staged unilaterally by
yourself and the US military which you command, not by an
invasion or violation of international law on the part of Sad-
dam Hussein.

On this day, prior to imminent strikes against Iraq
announced by you, you must make it clear that no support or
agreement whatsoever can be found among the Japanese
public for such militaristic adventures and mass slaughter. . . .

Military attacks not only result in the loss of lives; they are
nothing less than the worst form of international terrorism
which prevents Iraqis from exercising their right to reform
Iraqi society by themselves. . . .

We are aware that the US itself believes in weapons of mass
murder and mass destruction. Has the US not turned its
back on the ruling by the International Court of Justice that
the use of nuclear weapons is against international law, by,
still today, filling its arsenals with more than 15,000 nuclear
warheads?

Which “dictatorship” has violated the spirit of the Interna-
tional Test Ban Treaty, again and again, with so-called sub-
critical nuclear tests? Which country continues to arm
destroyers and aircraft and tanks with radiological arms,
even after having killed numerous Iraqi children and
harmed its own soldiers with depleted uranium weapons?
Which country is opposed to a ban . . . of such weapons? Was
it not you, President Clinton, who ordered the decision not
to sign the treaty banning antipersonnel landmines? . . .

[W]e cannot suppress our astonishment and anger in regard
to the fact that the US is intending to use the people of Iraq
as guinea pigs for testing newly developed weapons. . .. We
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strongly oppose the use of US bases in Japan for such inhu-
man militaristic adventures. . . .

We know that the new base which you are about to build in
Nago, Okinawa . . . is intended to serve the projection of
national power and a policy of military intervention. Along
with the people of Okinawa, we will say again and again
that the elimination of these bases, not their relocation, is
the solution.

The letter ends with the exhortation: “DO NOT KILL!”

So there’s no reason to take Japan’s backing of the US
war plot too seriously. It demonstrates the extent to which the
ruling party is wholly owned by the US and certainly not
enthusiastic for the war. Protests against US military bases are
taking place in Germany, Italy (where hotdogging Marine
pilots just killed 20 people on the Northern Italian ski slopes),
France, Spain, Scandinavia, and the US as well. Not even at
the height of the Cold War had the US faced such intense
international opposition.

The leaders of Russia have been especially resistant to US
demands for total global power. For a day or two, US mili-
tarists tried to portray Boris Yeltsin as crazy and Yevgeny Pri-
makov as a new Hitler. But there was a problem: their argu-
ments against the Iraq war make an unusual amount of sense,
so the only solution was to ignore the screams of protest com-
ing from our on-again-off-again ally in a century of wars. As
for Primakov being the new Hitler, an additional problem
emerged: it turns out that he is Jewish. But this fact didn’t
stop the Wall Street Journal from describing him as an Arabist,
a mysterious term left over from the Cold War years meaning
a critic of US Mideast policy.

Why does it matter that the US is increasingly isolated in
running a global imperial campaign? As de la Boétie, Hume,
Mises, Rothbard, and many others have emphasized, all gov-
ernment must ultimately rest on the consent of the governed
for one clear reason: government represents a tiny minority of
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the population and the governed represent the great majority.
When that consent is withdrawn, the government must nec-
essarily collapse. It issues orders and no one obeys.

In our lifetimes, we have witnessed many examples of
this, and, if you are like I am, you feel a surge of joy anytime a
government anywhere collapses. It’s a reminder that no mat-
ter how impenetrable and ominous a government can seem, it
is ultimately a fragile institution that must constantly tend to
its public image to shore up confidence and legitimacy.

It turns out that this Hume-Mises insight also applies on
the international scale. The US has long dreamed of estab-
lishing a world government. With the collapse of the Soviet
Union, the prospect seemed to be at hand. The dream of the
social democratic, redistributionist, regulatory, welfare-war-
fare State run by what Clinton calls the indispensable nation
seemed close to becoming a reality.

What is the role of the UN in this enterprise? To operate
as a democratic fig leaf for US control. Just like domestic gov-
ernment, world government also needs consensus to survive
and thrive. Without that consensus, the US may find itself
issuing orders, like Ceausescu in his palace, but with no one
obeying. With the growing global resistance to the Iraqi
adventure, we are witnessing something like a withdrawal of
consent that threatens the very existence of the world State.

A global government run by the US in the manner pro-
posed by Clinton is a fragile project, even more so than the
British empire of the 19th century. Britain frequently used
native troops, usually from racial and ethnic minorities, to
run its colonies. They were highly trained and managed by
British officers. But the troops at least had some connection to
the cultures they were ruling. Conflicts were handled by local
troops and they chose their battles with an eye to not under-
mining political support for the British regime.

The US empire of our time consists entirely of US troops,
periodically touched up by a smattering of players from gov-
ernments the US keeps on its payroll. Such an empire is as
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unviable in the long run as socialism itself. It is hardly sur-
prising there is growing resistance, and it is resistance that the
US has neither anticipated nor has any way to meet on a civil
level.

Most impressively, this resistance is not only political; it is
also moral. And here we must give due credit to Pope John
Paul II, and indirectly to the US bishops, for protesting this
war at every step. The Pope was a leading critic of the last
Gulf War, and despite neoconservative attempts to silence
him in this country, he helped prepare Christians around the
world to say no to the US-run New World Order.

Immediately after leaving Cuba, where his visit has
stirred up opposition to communist control and another US
embargo, he went to work trying to bring a peaceful resolu-
tion to the Iraqi conflict. The Pope has demanded that the US
“swear off” military options, and succeeded in persuading
Kofi Annan to visit Iraq, thereby forestalling strikes for a bit
longer.

Some US commentators say the Pope’s interests in this
are merely parochial. He knows that Christians are well-
treated in Iraq, at least as compared with every other Arab
nation. He 1s concerned for their fate with continued sanc-
tions and military strikes. By describing these concerns as
parochial, the intention is to dismiss them, as if to say US
political concerns are far more important than the lives of any
foreign Christians.

In fact, the Pope’s concerns reflect a long-standing
Catholic concern that the conduct of war accord with the
Augustinian-Thomist doctrine of the Just War. War must be
defensive. It must never target civilians. Its means must be
proportional to the threat. It must be a last resort. Peace must
be established and kept as soon as the fighting is over.
Revenge against a defeated enemy is ruled out of order. The
US campaign against Iraq must be regarded as profoundly
unjust according to every one of these tenets.
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The US bishops have exercised uncharacteristic courage
in opposing this war, and all seven active Cardinals have
signed a letter saying that military force would be “difficult if
not impossible to justify” morally. They specifically call for
“widening the participation of other governments, especially
Arab states, in the concerted effort to bring about Iraqi com-
pliance on these issues.”

The ranks of the dissidents on this war contain some
interesting new recruits. Tony Snow, the neoconservative
columnist, has expressed profound skepticism about the war.
Robert Novak has been as sound as Joe Sobran and Ron Paul.
I'm pleased to see Pat Buchanan, who seemed to have gone
soft on the empire insofar as it is cracking down on suppos-
edly unfair traders, has solidly opposed the Clinton war on
Iraq.

Jude Wanniski led the way in condemning the embargo,
and has written memo after memo attacking US policy on
Iraq. I'm also pleased to announce that William F. Buckley
has criticized the idea of bombing Iraq and even suggested
loosening the embargo. He has retained some conscience,
even after everything.

Just to prove that no one is beyond redemption, Jack
Kemp has said of this war:

I don’t want to bomb. And I believe the debate right now is
between the bombers and those who want to bomb even
more. My hope would be that we would exhaust all diplo-
matic efforts. So I advance that concept in the hopes that we
could get out of this cul-de-sac without putting American
troops, men and women, on the ground into Iraq.

Good for Kemp. He may be a big-government conserva-
tive. He may think that government can work domestic won-
ders through big-spending HUD programs. But he at least
has some skepticism about the ability of Madeleine Albright
or anyone else to run the world via bombing campaigns. If
forced to choose between a cheesy welfare program like
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enterprise zones and a murderous global military empire run
at my expense, I'll take the enterprise zones any day. Mean-
while, Steve Forbes has called for the assassination of Saddam
and a massive air war. I think all of us need to hold oft when
it comes to whom to support in the next election.

Tom Clancy, the warmongering novelist, has also had a
change of heart, asking in the New York Times:

Who has told us that it is O.K. to kill women and children?
... Who has prepared us and the world for the unpalatable
consequences of even a successful attack? What exactly
would we be trying to accomplish? What constitutes suc-
cess? How likely is failure, and what would be the conse-
quences? Have any of these questions been answered at all,
much less sufficiently to take human life? If so, it has
escaped my notice.

We must also credit the John Birch Society and its maga-
zine, New American, which has been vehement in editorializ-
ing against the bloody operation. They point out that Saddam
is just the kind of foreign enemy an empire on the march likes
to have to justify its power. What a nice contrast with the
blood-thirsty thirty-somethings at the Weekly Standard, who
equate the slaughter of innocents with national greatness.

In fact, outside the Kristolians, I must say there has been
a dearth of commentators on the right whooping it up for
war. This is a great step. But even so, there has been far too
much silence. National Review says nothing. The Cato Insti-
tute has said nothing. The Heritage Foundation called for
Saddam’s head in November, and has said nothing since.
Neither has R. Emmett Tyrrell.

It’s sad to say that the Monica Lewinsky matter, just as it
has persuaded Clinton to embark on the war as many in his
administration have wanted, has also provided a nice distrac-
tion for many people on the right to not talk about what is
ultimately a far more important matter. Impeach Clinton, yes,
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but for what? For having a dalliance and lying about it, just
like almost every other powerful man in Washington, or for
conducting an unconstitutional military campaign against a
starving country and risking, as Boris Yeltsin says, a new
world war?

There are plenty of officers and enlisted men in the mili-
tary who would like to see Clinton impeached for any reason
at all. Sexual harassment is the biggest issue in the military
today. Any officer who tried to do with his staff what Clinton
has done with his would be strung up. Officers know this; it
is a continuing threat. The trials that have led high-ranking
people to court martial have traumatized an entire generation
that thought the military and sexual license were a natural
combination.

And now Clinton dares to contemplate sending troops
into a ground war to Iraq? He dares tell them what to do? As
anyone in the military can testify, the worst thing for morale
is the perception that the decision-makers are exempt from
the strictures that govern those who take orders. We must
never forget, too, that Clinton is widely resented for having
skipped out of the draft himself.

An additional difficulty is the interesting split in the US
establishment itself. Bill Clinton, it has been noted quite
often, is not a favorite of the Georgetown social set and is an
infrequent visitor to the Council on Foreign Relations. His
interest group is not the CFR but a younger and more reck-
less group of social planners, baby boomers who see govern-
ment as their playground and global social democrats who
care nothing about concepts like the long term. These are not
the cautious diplomats and wise men of old, constructing the
world order according to plan. They are ideologues who have
little understanding that power has its limits.

In today’s issue of Foreign Affairs, the journal of the CFR,
you are far more likely to see articles warning of the pitfalls of
a global democratic outlook and US imperial power than in
the past. Richard Betts, in his article “The New Threat of

Mass Destruction,” warns that



War 173

US military and cultural hegemony—the basic threats to
radicals seeking to challenge the status quo—are directly
linked to the imputation of American responsibility for
maintaining world order. Playing Globocop feeds the urge
of aggrieved groups to strike back.” Betts warns that the US
hegemon actually risks fueling an increase in domestic ter-
rorism, and suggests the US needs to “tread more cautiously,
especially in the middle east.

Thomas Friedman, writing in the New York Times, warns
of another potential cost of unrestricted Middle East inter-
ventionism. He points out that if it’s nuclear proliferation that
concerns us, we still have a problem with Russia. Why would
we want to continue to irritate a country that has thousands
of nuclear weapons floating around, unmanaged and unat-
tended? Is nuclear war an acceptable risk to take simply to
expand that part of the empire called Nato? Arabist or not,
Russia is deeply resentful that the US wants to dictate the
terms on which that country can trade with countries like
Iran and Iraq.

The problem for the future of American liberty is that the
type of domestic terrorism warned about here also provides a
convenient excuse for further crackdowns on political dissi-
dents and individual freedom at home. Finally, let me say a
few words about the prospect that this entire Iraqi war is
intended to distract from the Monica Lewinsky matter. The
answer 1s exactly as the foreign press describes it: of course it
is intended to distract. But that is not the same thing as say-
ing that Lewinsky is the only reason the US is prepared to
bomb.

At the Pentagon and the State Department, there are peo-
ple who have long believed that without a major war of
Manichaean proportions, the US empire will whither and die.
It was the Lewinsky matter that persuaded Clinton to pay
closer attention to them. If his poll ratings weren’t as high as
they are, he might have begun bombing a month ago.
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No one knows whether in the short run, the peacekeep-
ers or the warmongers will prevail. But as bumpy as this road
to war has been, it is more likely to harm the empire than beef
it up. For the sake of American liberty, we must do everything
in our power to stop this war, to oppose it now and even when
the bombs start falling and the troops hit the Iraqi sands. Not
for us 1s this line that there shall be no criticism of the presi-
dent once the shooting starts. There’s no more important time
to denounce war than in its midst.

Empire is contrary to the American ethos. The American
people have made exceptions in this century: the Hitler threat
and the Communist threat. But there is no threat on the
world scene to our families and property greater than that
posed by the US government itself.

In order to beat back the real threat, it will be necessary
to expose the phony ones and put obstacles in the way of the
empire’s global ambitions. Every voice raised in opposition
contributes to a more peaceful world in the future, contributes
to bringing down the US empire, and, therefore, contributes
to the restoring of the liberty from government oppression
that is our inheritance.

DOWN WITH THE PRESIDENCY

[This speech was delivered at a meeting of the John Randolph
Club in Arlington, Virginia, October 5—6, 1996.]

he modern institution of the presidency is the pri-
mary evil Americans face, and the cause of nearly all
our woes. It squanders the national wealth and starts
unjust wars against foreign peoples that have never done us
any harm. It wrecks our families, tramples on our rights,
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invades our communities, and spies on our bank accounts. It
skews the culture toward decadence and trash. It tells lie after
lie. Teachers used to tell schoolkids that anyone can be presi-
dent. This is like saying anyone can go to Hell. It’s not an
inspiration; it’s a threat.

The presidency—by which I mean the executive State—
is the sum total of American tyranny. The other branches of
government, including the presidentially appointed Supreme
Court, are mere adjuncts. The presidency insists on complete
devotion and humble submission to its dictates, even while it
steals the products of our labor and drives us into economic
ruin. It centralizes all power unto itself, and crowds out all
competing centers of power in society, including the church,
the family, business, charity, and the community.

I'll go further. The US presidency is the world’s leading
evil. It is the chief mischief-maker in every part of the globe,
the leading wrecker of nations, the usurer behind Third-
World debt, the bailer-out of corrupt governments, the hand
in many dictatorial gloves, the sponsor and sustainer of the
New World Order, of wars, interstate and civil, of famine and
disease. To see the evils caused by the presidency, look no fur-
ther than Iraq or Serbia, where the lives of innocents were
snuffed out in pointless wars, where bombing was designed to
destroy civilian infrastructure and cause disease, and where
women, children, and the aged have been denied essential
food and medicine because of a cruel embargo. Look at the
human toll taken by the presidency, from Dresden and
Hiroshima to Waco and Ruby Ridge, and you see a prime
practitioner of murder by government.

Today, the president is called the leader of the world’s
only superpower, the “world’s indispensable nation,” which is
reason enough to have him deposed. A world with any super-
power at all i1s a world where no freedoms are safe. But by
invoking this title, the presidency attempts to keep our atten-
tion focused on foreign affairs. It is a diversionary tactic
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designed to keep us from noticing the oppressive rule it
imposes right here in the United States.

As the presidency assumes ever more power unto itself] it
becomes less and less accountable and more and more tyran-
nical. These days, when we say the federal government, what
we really mean is the presidency. When we say, national pri-
orities, we really mean what the presidency wants. When we
say national culture, we mean what the presidency funds and
1mposes.

The presidency is presumed to be the embodiment of
Rousseau’s general will, with far more power than any
monarch or head of state in pre-modern societies. The US
presidency is the apex of the world’s biggest and most power-
ful government and of the most expansive empire in world
history. As such, the presidency represents the opposite of
freedom. It is what stands between us and our goal of restor-
ing our ancient rights.

And let me be clear: I'm not talking about any particular
inhabitant of the White House. I'm talking about the institu-
tion itself, and the millions of unelected, unaccountable
bureaucrats who are its acolytes. Look through the US gov-
ernment manual, which breaks down the federal establish-
ment into its three branches. What you actually see is the
presidential trunk, its Supreme Court stick, and its Congres-
sional twig. Practically everything we think of as federal—
save the Library of Congress—operates under the aegis of the
executive.

This is why the governing elites—and especially the for-
eign policy elites—are so intent on maintaining public respect
for the office, and why they seek to give it the aura of holiness.
For example, after Watergate, they briefly panicked and wor-
ried that they had gone too far. They might have discredited
the democratic autocracy. And to some extent they did.

But the elites were not stupid; they were careful to insist
that the Watergate controversy was not about the presidency
as such, but only about Nixon the man. That’s why it became
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necessary to separate the two. How? By keeping the focus on
Nixon, making a devil out of him, and reveling in the details
of his personal life, his difficulties with his mother, his sup-
posed pathologies, etc.

Of course, this didn’t entirely work. Americans took from
Watergate the lesson that presidents will lie to you. This
should be the first lesson of any civics course, of course, and
the first rule of thumb in understanding the affairs of govern-
ment. But notice that after Nixon died, he too was elevated to
godlike status. None other than Bill Clinton served as high
priest of the cult of president-worship on that occasion. He
did everything but sacrifice a white bull at the temple of the
White House.

The presidency recovered most of its sacramental charac-
ter during the Reagan years. How wonderful, for the sake of
our liberties, that Clinton has revived the great American tra-
dition of scorning tyrants. In some ways, he is the best presi-
dent a freedom lover can hope for, more well known for his
private parts than his public policies. Of course, someday,
Clinton too will ascend to the clouds, and enter the pantheon
of the great leaders of the free world.

The libraries are filled with shelf after shelf of treatises on
the American presidency. Save yourself some time, and don’t
bother with them. Virtually all tell the same hagiographic
story. Whether written by liberals or conservatives, they serve
up the identical Whiggish pap: the history of the presidency
is the story of a great and glorious institution. It was opposed
early on, and viciously so, by the anti-federalists, and later,
even more viciously, by Southern Confederates. But it has
been heroically championed by every respectable person since
the beginning of the republic.

The office of the presidency, the conventional wisdom
continues, has changed not at all in substance, but has grown
in stature, responsibility, and importance, to fulfill its unique
mission on earth. As the duties of the office have grown, so
has the greatness of the men who inhabit it. Each stands on
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the shoulders of his forerunners, and, inspired by their vision
and decisiveness, goes on to make his own contribution to the
ever-expanding magisterium of presidential laws, executive
orders, and national security findings.

When there is a low ebb in the accumulation of power, it
is seen as the fault of the individual and not the office. Thus
the so-called postage-stamp presidents between Lincoln and
Wilson are to be faulted for not following the glorious exam-
ple set by Abe. They had a vast reservoir of power, but were
mysteriously reluctant to use it. Fortunately that situation was
resolved, by Wilson especially, and we moved onward and
upward into the light of the present day. And every one of
these books ends with the same conclusion: the US presi-
dency has served us well.

The hagiographers do admit one failing of the American
presidency. It is almost too big an office for one man, and too
much a burden to bear. The American people have come to
expect too much from the president. We are unrealistic to
think that one man can do it all. But that’s all the more rea-
son to respect and worship the man who agrees to take it on,
and why all enlightened people must cut him some slack.

The analogy that comes to mind is the official history of
the popes. In its infancy, the papacy was less formal, but its
power and position were never in question. As the years went
on and doctrine developed, so too did the burdens of office.
Each pope inherited the wisdom of his forbears, and led the
Church into fulfilling its mission more effectively.

But let’s be clear about this. The church has never
claimed that the papacy was the product of human effort; its
spiritual character is a consequence of a divine, not human,
act. And even the official history admits the struggles with
anti-popes and Borgia popes (and someday Vatican II popes).

Catholics believe the institution was founded by Christ,
and is guided by the Holy Spirit, but the pope can only invoke
that guidance in the most narrow and rare circumstances.

Otherwise, he is all too fallible. And that is why, although
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allegedly an absolute monarch, he is actually bound by the
rule of law.

The presidency is seemingly bound by law, but in practice
it can do just about anything it pleases. It can order up troops
anywhere in the world, just as Clinton bragged in his accept-
ance speech at the Democratic convention. It can plow up a
religious community in Texas and bury its members because
they got on somebody’s nerves at the Justice Department. It
can tap our phones, read our mail, watch our bank accounts,
and tell us what we can and cannot eat, drink, and smoke.

The presidency can break up businesses, shut down air-
lines, void drilling leases, bribe foreign heads of state or arrest
them and try them in kangaroo courts, nationalize land,
engage in germ warfare, firebomb crops in Colombia, over-
throw any government anywhere, erect tariffs, round up and
discredit any public or private assembly it chooses, grab our
guns, tax our incomes and our inheritances, steal our land,
centrally plan the national and world economy, and impose
embargoes on anything anytime. No prince or pope ever had
this ability.

But leave all that aside and consider this nightmare. The
presidency has the power to bring about a nuclear holocaust
with the push of a button. On his own initiative, the president
can destroy the human race. One man can wipe out life on
earth. Talk about playing God. This is a grotesque evil. And
the White House claims it is not a tyranny? If the power to
destroy the entire world isn’t tyrannical, I don’t know what 1s.
Why do we put up with this? Why do we allow it? Why isn’t
this power immediately stripped from him?

What prevents fundamental challenge to this monstrous
power is precisely the quasi-religious trappings of the presi-
dency, which we again had to suffer through last January. One
man who saw the religious significance of the presidency, and
denounced it in 1973, was—surprisingly enough—Michael
Novak. His study, Choosing Our King: Powerful Symbols in

Presidential Politics, is one of the few dissenting books on the
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subject. It was reissued last year as—not surprisingly—C/oos-
ing Our Presidents: Symbols of Political Leadership, with a new
introduction repudiating the best parts of the book.

Of course, none of the conventional bilge accords with
reality. The US president is the worst outgrowth of a badly
flawed Constitution, imposed in a sort of coup against the
Articles of Confederation. Even from the beginning, the pres-
idency was accorded too much power. Indeed, an honest his-
tory would have to admit that the presidency has always been
an instrument of oppression, from the Whisky Rebellion to
the War on Tobacco.

The presidency has systematically stolen the liberty won
through the secession from Britain. From Jackson and Lin-
coln to McKinley and Roosevelt Junior, from Wilson and
FDR to Truman and Kennedy, from Nixon and Reagan to
Bush and Clinton, it has been the means by which our rights
to liberty, property, and self-government have been sup-
pressed. I can count on one hand the actions of presidents that
actually favored the true American cause, meaning liberty.
The overwhelming history of the presidency is a tale of over-
thrown rights and liberties, and the erection of despotism in
their stead.

Each president has tended to be worse than the last, espe-
cially in this century. Lately, in terms of the powers they
assumed and the dictates they imposed, Kennedy was worse
than Eisenhower, Johnson was worse than Kennedy, Nixon
was worse than Johnson, Carter was worse than Nixon, and
Reagan—who doubled the national budget and permanently
entrenched the warfare State—was worse than Carter. The
same is true of Bush and Clinton. Every budget is bigger and
the powers exercised more egregious. Each new brutal action
breaks another taboo and establishes a new precedent that
gives the next occupant of the White House more leeway.

Looking back through American history, we can see the
few exceptions to this rule. Washington wrote an eloquent
farewell address, laying out the proper American trade and
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foreign policy. Jefterson’s revolution of 1800 was a great thing.
But was it really a freer country after his term than before?
That’s a tough case to make. Andrew Jackson abolished the
central bank, but his real legacy was democratic centralism
and weakened states’ rights.

Andrew Johnson loosened the military dictatorship fas-
tened on the South after it was conquered. But it is not hard
to make the country freer when it had become totalitarian
under the previous president’s rule. Of course, Lincoln’s
bloody autocracy survives as the model of presidential leader-
ship. James Buchanan made a great statement on behalf of
the right of revolution. Grant restored the gold standard.
Harding denounced US imperialism in Haiti. But overall, my
favorite president is William Henry Harrison. He keeled over
shortly after his inauguration.

There have been four huge surveys taken of historians’
views on the presidents: in 1948, in 1962, in 1970, and in 1983.
Historians were asked to rank presidents as Great, Near
Great, Average, Below Average, and Failure. In every case,
number one is Lincoln, the mass murderer and military dic-
tator who is the real father of the present nation. His term was
a model of every despot’s dream: spending money without
Congressional approval, declaring martial law, arbitrarily
arresting thousands and holding them without trial, sup-
pressing free speech and the free press, handing out lucrative
war contracts to his cronies, raising taxes, inflating the cur-
rency, and killing hundreds of thousands for the crime of
desiring self-government. These are just the sort of actions
historians love.

The number two winner in these competitions is FDR.
Moreover, Wilson and Jackson are always in the top five. The
bottom two in every case are Grant and Harding. None both-
ered to rate William Henry Harrison.

What does greatness in the presidency mean? It means
waging war, crushing liberties, imposing socialism, issuing
dictates, browbeating and ignoring Congress, appointing
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despotic judges, expanding the domestic and global empire,
and generally trying his best to be an all-round enemy of free-
dom. It means saying with Lincoln, “I have a right to take any
measure which may best subdue the enemy.”

The key to winning the respect of historians is to do these
things. All aspirants to this vile oftice know this. It’s what they
seek. They long for crisis and power, to be bullies in the pul-
pit, to be the dictators they are in their hearts. They want, at
all costs, to avoid the fate of being another “postage-stamp
president.” Madison said no man with power deserves to be
trusted. Neither should we trust any man who seeks the
power that the presidency offers.

Accordingly, it is all well and good that conservatives
have worked to discredit the current occupant of the White
House. Call him a philanderer, a cheat, and a double-dealer
if you want. Call him a tyrant too. But we must go further.
The answer to restoring republican freedom has nothing to
do with replacing Clinton with Lott or Kemp or Forbes or
Buchanan. The structure of the presidency, and the religious
aura that surrounds it, must be destroyed. The man is merely
a passing occupant of the Holy Chair of St. Abraham. It is the
chair itself that must be reduced to kindling.

It was never the intention of the majority of framers to
create the mess we have, of course. After the war for inde-
pendence, the Articles of Confederation had no chief execu-
tive. Its decisions were made by a five-member Confedera-
tion. The Confederation had no power to tax. All its decisions
required the agreement of 9 of the 13 states. That is the way it
should be.

Most of the delegates to the unfortunate Philadelphia
convention hated executive power. They had severely
restricted the governors of their states after their bitter experi-
ence with the colonial governors. The new governors had no
veto, and no power over the legislatures. Forrest McDonald
reports that one-quarter of the delegates to the convention
wanted a plural executive, based loosely on the Articles
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model. But those who planned the convention—including
Morris, Washington, and Hamilton—wanted a single, strong
executive, and they out-maneuvered the various strains of
anti-federalists.

But listen to how they did it. The people of the several
states and their representatives were suspicious that Hamilton
wanted to create a monarchy. Now, there’s much mythology
surrounding this point. It’s not that the anti-federalists and
the popular will opposed some guy strutting around in a
crown. It was not monarchy as such they opposed, but the
power the king exercised.

When they said they didn’t want a monarch, they meant
they didn’t want a King George, they didn’t want a tyrant, a
despot, an autocrat, an executive. It was the despotic end they
feared, and not the royal means.

Indeed, formally, the Constitution gives few powers to the
president, and few duties, most of them subject to approval by
the legislature. The most important provision regarding the
presidency is that the holder of the office can be impeached.
It was to be a threat constantly hanging over his head. It was,
most framers thought, to be threatened often and used against
any president who dared gather more power unto himself
than the Constitution prescribed.

In one famous outburst, Hamilton was forced to defend
himself against the charge that the new office of the presi-
dency was a monarchy in disguise. He explained the differ-
ence between a monarch and a president. But as you listen to
this, think about the present executive. Ask yourself whether
he resembles the thing Hamilton claimed to have created in
the office of the presidency, or whether we have the tyrant he
claimed to be repudiating.

Among other points, Hamilton said in “Federalist 69”:

The President of the United States would be liable to be
impeached, tried, and, upon conviction . . . removed from
office; and would afterwards be liable to prosecution and
punishment in the ordinary course of law. The person of the
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king of Great Britain is sacred and inviolable; there is no
constitutional tribunal to which he is amenable; no punish-
ment to which he can be subjected. . . .

The President will have only the occasional command of
such part of the militia of the nation as by legislative provi-
sion may be called into the actual service of the Union. . . .
[The power] of the British king extends to the declaring of
war and to the raising and regulating of fleets and armies—
all which, by the Constitution under consideration, would
appertain to the legislature. . . .

The President is to have power, with the advice and consent
of the Senate, to make treaties, provided two thirds of the
senators present concur. The king of Great Britain is the sole
and absolute representative of the nation in all foreign trans-
actions. He can of his own accord make treaties of peace,
commerce, alliance, and of every other description. . . . The
President is to nominate and, with the advice and consent of
the Senate, to appoint ambassadors and other public minis-
ters. . . . The king of Great Britain is emphatically and
truly styled the fountain of honor. He not only appoints
to all offices, but can create offices. He can confer titles of
nobility at pleasure . . . and ... [even] make denizens of
aliens. . ..

[The President] can prescribe no rules concerning the
commerce or currency of the nation; [the king] is in sev-
eral respects the arbiter of commerce, and in this capacity
can establish markets and fairs, can regulate weights and
measures, can lay embargoes for a limited time, can coin

money. . . . What answer shall we give to those who
would persuade us that things so unlike resemble each
other?

Well, we can debate all day whether Hamilton was naive
about the imperial office he was in fact creating, or whether
he was a despicable liar. But the fact remains that in his writ-
ings, despite his reputation as a backer of the exalted presi-
dency, he is by today’s standards a Congressional supremacist.
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For that matter, and in comparison with today’s presidency, so
was the British king.

Most historians agree that there would have been no
presidency apart from George Washington, who was trusted
by the people as a true gentleman, and was presumed to
understand what the American revolution was all about. But
he got off track by attempting to suppress the Whisky Rebel-
lion, although he at least acknowledged that his actions went
beyond the strict letter of the Constitution. But though the
presidency quickly spun out of control, at its antebellum
worst it had nothing in common with today’s executive State.

In those days, you could live your life and never even
notice that the presidency existed. You had no contact with it.
Most people couldn’t vote anyway, thank goodness, and you
didn’t have to, but certain rights and freedoms were guaran-
teed regardless of whoever took hold of this—by today’s stan-
dards—Ilargely ceremonial position. The presidency couldn’t
tax you, draft you, or regulate your trade. It couldn’t inflate
your money, steal your kids, or impose itself on your commu-
nity. From the standpoint of the average American, the presi-
dency was almost invisible.

Listen to what de Tocqueville observed in 1831:

The President s . . . the executor of the laws; but he does not
really cooperate in making them, since the refusal of his
assent does not prevent their passage. He is not, therefore, a
part of the sovereign power, but only its agent. . . . The pres-
ident is placed beside the legislature like an inferior and
dependent power. . . .

The office of president of the United States is

temporary, limited, and subordinate. . .. [W]hen he is at the
head of government, he has but little power, little wealth,
and little glory to share among his friends; and his influence
in the state is too small for the success or the ruin of a faction
to depend upon his elevation to power. . . . The influence
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which the President exercises on public business is no doubt
feeble and indirect.

Thirty years later, all this would be destroyed by Lincoln,
who fundamentally changed the nature of the government, as
even his apologists admit. He became a Caesar, in complete
contradiction to most of the framers’ intentions. As Acton
said, he abolished the primary contribution that America had
made to the world, the principle of federalism. But that is an
old story.

Less well known 1s how Wilson revived Lincoln’s dicta-
torial predilections, and added to them an even more millen-
nial cast. Moreover, this was his intention before he was
elected. In 1908, while still president of Princeton, he wrote a
small book entitled the President of the United States. It was a
pacan to the imperial presidency, and might as well have been
the bible of every president who followed him. He went
beyond Lincoln, who praised the exercise of power. Wilson
longed for a Presidential Messiah to deliver the human race.

There can be no successful government, without leadership
or without the intimate, almost instinctive, coordination of
the organs of life and action. . . . We have grown more and
more from generation to generation to look to the President
as the unifying force in our complex system. . . . To do so is
not inconsistent with the actual provisions of the Constitu-
tion; it is only inconsistent with a very mechanical theory of
its meaning and intention.

The president must be a

man who understands his own day and the needs of the
country, and who has the personality and the initiative to
enforce his views both upon the people and upon Congress.
... He is not so much part of its organization as its vital link
of connection with the thinking nation . . . he is also the
political leader of the nation. . . . The nation as a whole has
chosen him. . . . Let him once win the admiration and confi-
dence of the country, and no other single force can withstand
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him, no combination of forces will easily overpower him.
His position takes the imagination of the country. He is the
representative of no constituency, but of the whole people . . .
the country never feels the zest of action so much as when its
President is of such insight and caliber. Its instinct is for uni-
fied action, and it craves a single leader. . . .

The President is at liberty, both in law and conscience, to be
as big a man as he can. His capacity will set the limit . . . he
is the only spokesman of the whole people. [Finally, Presi-
dents should regard] themselves as less and less executive
officers and more and more directors of affairs and leaders
of the nation—men of counsel and of the sort of action that
makes for enlightenment.

This is not a theory of the presidency. It is the hope for a
new messiah. That indeed is what the presidency has come to.
But any man who accepts this view is not a free man. He is
not a man who understands what constitutes civilized life.
The man who accepts what Wilson calls for is an apostle of
the total State and a defender of collectivism and despotism.

Conservatives used to understand this. In the last century,
all the great political philosophers—men like John Randolph
and John Taylor and John C. Calhoun—did. In this century,
the right was born in reaction to the imperial presidency. Men
like Albert Jay Nock, Garet Garrett, John T. Flynn, and Felix
Morley called the FDR presidency what it was: a US version
of the dictatorships that arose in Russia and Germany, and a
profound evil draining away the very life of the nation.

They understood that FDR had brought both the Con-
gress and the Supreme Court under his control, for purposes
of power, national socialism, and war. He shredded what was
left of the Constitution, and set the stage for all the consoli-
dation that followed. Later presidents were free to national-
ize the public schools, administer the economy according to
the dictates of crackpot Keynesian economists, tell us who
we must and who we must not associate with, nationalize
the police function, and run an egalitarian regime that extols
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nondiscrimination as the sole moral tenet, when it is clearly not
a moral tenet at all. Later conservatives like James Burnham,
Wilmoore Kendall, and Robert Nisbet, understood this point
too.

Yet who do modern conservatives extol? Lincoln, Wilson,
and FDR. Reagan spoke of them as gods and models, and so
did Bush and Gingrich. In the 1980s, we were told that Con-
gress was the imperial branch of government because Tip
O’Neill had a few questions about Reagan’s tax-and-spend
military buildup, and his strategy for fostering global warfare
while managing world affairs through the CIA. All this was
bolstered by books by Harvey Mansfield, Terry Eastland, and
dozens of other neoconservatives who pretended to provide
some justification for presidential supremacy and its exercise
of global rule. More recently even Pat Buchanan repeated the
“Ask not .. .. ” admonition of John F. Kennedy, that we should
live to serve the central government and its organizing prin-
ciple, the presidency.

What the neocon logic comes down to is this: The US has
a moral responsibility to run the world. But the citizens are
too stupid to understand this. That’s why we can’t use demo-
cratic institutions like Congress in this ambition. We must use
the executive power of the presidency. It must have total con-
trol over foreign affairs, and never bow to Congressional carp-
ing.

Once this point is conceded, the game is over. The
demands of a centralized and all-powerful presidency and its
interventionist foreign policy are ideologically reinforcing.
One needs the other. If the presidency is supreme in global
affairs, it will be supreme in domestic affairs. If it is supreme
at home, there will be no states’ rights, no absolute property
rights, no true liberty from government oppression. The con-
tinued centralization of government in the presidency repre-
sents the end of America and its civilization.

A key part of the theory of presidential supremacy in for-
eign affairs is the idea that politics stops at the water’s edge. If
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you believe that, you have given up everything. It means that
foreign affairs will continue to be the last refuge of an
omnipotent scoundrel. If a president can count on the fact
that he won’t be criticized so long as he is running a war, he
will run more of them. So long as he is running wars, gov-
ernment at home cannot be cut. As Felix Morley said, “Poli-
tics can stop at the water’s edge only when policies stop at the
water’s edge.”

Sadly, the Congress for the most part cares nothing about
foreign policy. In that, it reflects the attitude of the American
voter. The exception is the handful of Congressmen who do
speak about foreign issues, usually at the behest of the State
Department, the CIA, the Pentagon, and the increasingly
global FBI. Such men are mere adjuncts of presidential
power.

In fact, it is the obligation of every patriot not only to
denounce a president’s actions at home, but to question,
harass, and seek to rein in the presidency when it has sent
troops abroad. That is when the watchful eye of the citizenry
is most important. If we hold our tongues under some mis-
taken notion of patriotism, we surrender what remains of our
freedoms. Yet during the Gulf War, even those who had coura-
geously opposed this intervention in advance mouthed the
old clichés about politics and the water’s edge and “support-
ing the troops” when the presidency started massacring
Iraqis. Will the same happen when the troops are sent to
China, a country without a single aircraft carrier, in retalia-
tion for some trumped-up incident in the tradition of the
Maine, the Lusitania, Pearl Harbor, and the Gulf of Tonkin?

If there is ever a time to get behind a president, it is when
he withdraws from the world, stops wars, and brings the
troops home. If there is ever a time to trip him up, question
his leadership, and denounce his usurpations, it is when he
does the opposite. A bipartisan foreign policy is a Napoleonic
foreign policy, and the opposite of that prescribed by Wash-

ington in his farewell address.
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In the midst of America’s war against Britain in 1812,
John Randolph wrote an open letter to his Virginia con-
stituents, pleading with them not to support the war, and
promising them he would not, for he knew where war led: to
presidential dictatorship: “If you and your posterity are to
become hewers of wood and drawers of water to the modern
Pharaoh, it shall not be for the want of my best exertions to
rescue you from cruel and abject bondage.”

Sixty years ago all conservatives would have agreed with
him. But the neoconservative onslaught has purged conserva-
tives of their instinctive suspicions of presidential power.

By the time 1994 had come around, conservatives had
been thoroughly indoctrinated in the theory that Congress
was out of control, and that the executive branch needed more
power. The leadership of the 104th Congress—dominated to
a man by neocons and presidential supremacists—bamboo-
zled the freshmen into pushing for three executive-enhancing
measures.

In one of the Congress’s first actions, it made itself sub-
ject to the oppressive civil rights and labor laws that the Exec-
utive enforced against the rest of the nation. This was incred-
ibly stupid. The Congress was exempted from these for a
reason. It prevented the Executive from using its own regula-
tory agencies to lord it over Congress. By making itself subject
to these laws, Congress willingly submitted itself to implicit
and explicit domination by the Department of Labor, the
Department of Justice, and the EEOC. It imposed quotas and
political correctness on itself, while any dissenters from the
presidential line suddenly faced the threat of investigation
and prosecution by those they were attempting to rein in.

The imposition of these laws against Congress is a clear
violation of the separation of powers. But it would not be the
last time that this Congress made this mistake. It also passed
the line-item veto, another violation of the separation of
powers. The theory was that the president would strike out
pork, pork being defined as property taken by taxation and
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redistributed to special interests. But since pork is the entirety
of the federal government’s $1.7 trillion budget, this has given
the president wide latitude over Congress. It takes away from
Congress the right to control the purse strings.

Also part of the Contract with America was term limits
for Congress. This would represent a severe diminution of
Congressional power with respect to the presidency. After all,
it would not mean term limits for the permanent bureaucracy
or for federal judges, but only for the one branch the people
can actually control. Thank goodness the self-interest of the
politicians themselves prevented it from coming into being.

After that initial burst of energy, this Congress surren-
dered everything to the Clinton White House: control of the
budget, control of foreign aftairs, and control of the Federal
Reserve, and the FBI. The Justice Department operates prac-
tically without oversight, as does the Treasury, HUD, Trans-
portation, Commerce, EPA, the SEC, the FTC, and the FDA.

Congress has given in on point after point, eventually
even granting the presidency most of what it demanded in
health-care reform, including mandated equal coverage of the
mentally ill. Chalk it up to long-term planning. They came
into office pledging to curb government, but are as infatuated
with the presidency as Clinton himself. After all, they hope
their party will regain the oftice.

Then the Republicans had the audacity to ask in bewil-
derment: why did the president beat Dole? What did we do
wrong? The real question is what have they done right?
James Burnham said that the legislature is useless unless it is
curbing the presidency. By that measure, this Congress has
been worthless. It deserves to lose its majority. And its party
deserves to lose the presidency, whose powers they are so anx-
ious to grab for themselves.

The best moments in the 104th Congress were when a
few freshmen talked quietly of impeachment. Indeed it is
their responsibility to talk loudly, openly, and constantly of
impeachment. Today’s presidency is by definition in violation
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of the Constitution. Talk of impeachment ought to become
routine. So should ridicule and humiliation. For if we care
about liberty, the plebiscitory dictatorship must be reined in or
tossed out.

John Randolph had only been a Senator for a few days
when he gave an extraordinary speech denouncing John
Quincy Adams. “It is my duty,” said Randolph,

to leave nothing undone that I may lawfully do, to pull
down this administration. . . . They who, from indifference,
or with their eyes open, persist in hugging the traitor to their
bosom, deserve to be insulted . . . deserve to be slaves, with
no other music to soothe them but the clank of the chains
which they have put on themselves and given to their off-
spring.

John Randolph said this in 1826. This was a time, writes
de Tocqueville, when the presidency was almost invisible. If
we cannot say this and more today, when the presidency 1is
dictator to the world, we are not authentic conservatives and
libertarians. Indeed, we are not free men.

WAR AND THE CAPITALIST PRESS

[This speech was given at the Center for Libertarian Studies and
Rothbard-Rockwell Report Conference Against U.S. Aggression,
San Mateo, California, June 12, 1999.]

o make a case against the Nato killers who have laid

waste to Yugoslavia, it might be enough to simply

quote Bill Clinton. “Our children are being fed a
dependable daily dose of violence,” the president said. “And it
sells.” Further, it “desensitizes our children to violence and to
the consequences of it.”
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But in these comments, presumably, he wasn’t revealing
the essence of his war, and its convenient effect of eclipsing
Monica as his legacy to the world and its dreadful conse-
quence to imparting an example of violence and bloodshed to
anyone who still looks to the government for moral example.
Rather, it turns out, he was leveling an attack on the private
sector, which entertains us with movies and video games. He
says it is the movie and video-game industries, not real-life
wars, that are corrupting morals.

And yet the violence being inflicted and the blood being
spilled by the troops Clinton commands are real. It is foolish
to believe that this does not have an effect on the children of
this country. It is sadly true that the behavior of the president
still has an undue influence on those who yet believe the
civics-text lie that the office is the most morally exalted in the
land. The most corrupt media mogul does far more good, and
far less harm, than the president.

But for those who still believe in the modern civic reli-
gion, it is the president who sets the moral tone, and the
boundaries of right and wrong. It is no wonder, then, that one
of the killers at Columbine had widely proclaimed his desire
to drop some bombs on Serbia. Neither should we forget that
the man convicted of bombing the Oklahoma City federal
building received his training in how to kill during the war on
Iraq, ordered up by the last madman to hold the oftice.

But it is not only the killers themselves who must be held
accountable. It is also those who would attempt to put the best
possible spin on the killing machine, trying to make its
actions morally justifiable, and putting in print calls for
wartime escalation rather than peace. They serve as hand-
maids to the warfare state and as megaphones for the
Leviathan State, and I don’t care if their politics are from the
Left or the Right: they must be held to account.

Two unfortunate facts undergird the thesis and argument
of this talk. First, the Wall Street Journal is seen the world over
as the preeminent capitalist organ of opinion, one that is seen
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to speak for the American tradition of free enterprise. Second,
of all leading publications, it has proven to be the most
aggressive in its promotion of the blood-soaked war on
Yugoslavia. Since the war began, the Journal has been
unswervingly enthusiastic, tolerated no dissent of its pro-war
position in its news, its editorial pages, or its op-ed pages. Its
content wouldn’t have been different if the most hawkish
division of the State Department had been exercising full edi-
torial control.

How can these two disparate positions of free enterprise
and imperialism be reconciled? The Left has a ready answer.
In the Leninist tradition, Marx’s failure to predict the over-
throw of capitalism can be explained by reference to the inter-
national policy of the capitalist nations. Once the capitalists
had fully exploited the workers at home, they would seek out
foreign markets to exploit and impose their will using war and
imperialism.

Thus ran Lenin’s analysis in August 1915:

Imperialism is the highest stage in the development of cap-

italism, reached only in the twentieth century. Capitalism

now finds that the old national states, without whose for-
mation it could not have overthrown feudalism, are too
cramped for it. Capitalism has developed concentration to
such a degree that entire branches of industry are controlled

by syndicates, trusts and associations of capitalist multimil-

lionaires and almost the entire globe has been divided up

among the “lords of capital” either in the form of colonies,

or by entangling other countries in thousands of threads of

financial exploitation.

Free trade and competition have been superseded by a striv-
ing towards monopolies, the seizure of territory for the
investment of capital and as sources of raw materials, and so
on. From the liberator of nations, which it was in the strug-
gle against feudalism, capitalism in its imperialist stage has
turned into the greatest oppressor of nations. Formerly pro-
gressive, capitalism has become reactionary; it has devel-
oped the forces of production to such a degree that mankind
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is faced with the alternative of adopting socialism or of expe-
riencing years and even decades of armed struggle between
the “Great” Powers for the artificial preservation of capital-
ism by means of colonies, monopolies, privileges and
national oppression of every kind.

Now, before we all convert to Leninism, let’s admit that
he was not wrong on the facts, but remember that he made a
grave categorical error, as explained by Ludwig von Mises in
his 1922 book Socialism. Free trade and free enterprise are not
aggressive; they are the global font of cooperation and peace.
When conflicts do arise in the free market, they are settled
based on the terms of contract. So long as the State does not
intervene, private property and free enterprise ensure peace-
ful cooperation among men and nations. What Lenin identi-
fied as attributes of capitalism were in fact attributes of the
State, particularly the State which claims to be master of eco-
nomic affairs. As Mises explained:

Military Socialism is the Socialism of a state in which all
institutions are designed for the prosecution of war. It is a
State Socialism in which the scale of values for determining
social status and the income of citizens is based exclusively
or preferably on the position held in the fighting forces. The
higher the military rank the greater the social value and the
claim on the national dividend.

The military state, that is the state of the fighting man in
which everything is subordinated to war purposes, cannot
admit private ownership in the means of production. Stand-
ing preparedness for war is impossible if aims other than
war influence the life of individuals. . . . The military state
is a state of bandits. It prefers to live on booty and tribute.

Pairing the Leninist with the Misesian position on the
ideological basis of imperialism helps illuminate the crucial
framework for understanding this war. As Hans-Hermann
Hoppe has explained, the great intellectual error of classical
liberalism was its Hobbesian concession in favor of what it



196 Speaking of Liberty

believed could be a limited State. In reality, the State is far
more dangerous in a productive, capitalist society than it is in
an impoverished, socialized society, simply because it has far
more private resources to pillage and loot for the State’s own
benefit. Availing itself of the vast fruits of private production,
the State engages in self-aggrandizement, expansion, and,
inevitably, imperialism.

By way of illustration, in the US today, we have two
economies, one free and one unfree. The free one has given
us the great abundance of consumer goods, the widest distri-
bution of wealth, and the fastest pace of technological inno-
vation known in the history of man. The unfree one—char-
acterized by the two trillion dollar federal budget and the
more than one-quarter of that spent on apparatus that builds
and administers weapons of mass destruction—has produced
what we have been reading about in the headlines for the last
two months. Military Socialism, which exists by pillaging the
free economy, is responsible for a brutal and immoral war on
a civilian population halfway around the world—the destruc-
tion of hospitals, churches, nursing homes, residential neigh-
borhoods, and town squares.

In an ideal world, the daily newspaper focusing on Amer-
ican economic life would celebrate the free economy, which
the Wall Street Journal does on occasion, but also condemn the
unfree one, which the Wall Street Journal does not. There is a
reason why this is not the case. The horrible reality is that the
unfree economy may be murderous and wasteful but it also
makes many people very rich. The stocks of the companies
that build the bombs and enjoy the booty after the war is over,
are publicly traded, in the same manner as the stocks of real
capitalist companies. When the Journal celebrates this war, it
is speaking on behalf of the companies that stand to benefit
from the war.

But that doesn’t inoculate the newspaper from moral
responsibility for backing the bloodshed. And it doesn’t

shield it from open displays of confusion, as when the
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paper’s support for free enterprise conflicts with its support
for Military Socialism. For example, the paper recently edito-
rialized about the Clinton administration’s drafting of pilots
and technicians in the form of an order prohibiting their leav-
ing. Think of it as the nationalization of talent, or simply a
stopgap measure to stop the drain from the public to the pri-
vate sector.

Incidentally, not only should the pilots in the armed
forces be allowed to resign for the private sector anytime they
want to, actually, these pilots have a moral obligation to
resign. They must not use their considerable flying talents to
commit the war crimes they are being ordered to commit.
They have a moral obligation not to murder and destroy
property, a moral obligation not to aggress. By prohibiting
them from changing jobs, Clinton is coercing these pilots into
committing gravely evil acts.

But somehow, even though pilot resignations would ben-
efit the private sector, the editors at the Wall Street Journal
couldn’t bring themselves to condemn Clinton’s tyrannical
action. Instead, it suggested various incentive programs that
would cause pilots to be less likely to abandon their nation-
building, or nation-destroying actions. The paper suggested
higher pay and a greater clarity of mission. In this case where
the interests of the free and unfree economies collide, the Wall
Street Journal sides with War Socialism.

And just so we are clear on how bad things have gotten at
the Journal, let’s sample some of the analysis that it has
printed over the last several months. No journalist today has
provided analysis of the high-tech world as trenchant as that
of the Journal’s regular columnist George Melloan. When he
writes about the free economy, he is usually level-headed and
morally sound. But on the matter of war, he has epitomized
the capitalist-imperialist mode denounced by Lenin.

Melloan writes that the purpose of this war is “something
far more ambitious than pacification. It is trying to civilize
Serbia.” If this be civilizing, God save us from barbarism, and
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from warfare statists masquerading as advocates of free enter-
prise.

What about the US bombing of the Chinese embassy,
which would have been perceived as a world-historic crime
and act of war if a US embassy had been the target? “The
[embassy] bombing,” Melloan writes, “was clearly the kind of
accident that happens in war.” Besides, he further opined,
“the Chinese government clearly gives aid and comfort to the
Serbian barbarian, Slobodan Milosevic. It has joined with
Russia to try to sway United Nations Security Council votes
in his favor.”

Well, clearly then, murder and destruction are just what
the State orders for anyone who would give aid and comfort
to the Serbian barbarian. In fact, can’t we say that anyone who
isn’t on board with this war 1s giving aid and comfort to the
enemy? Shouldn’t their voices be quelled? Can we really say
they don’t deserve to be bombed? It’s all part of the civilizing
process.

The day after the bombing, there was no time for regrets
at the Wall Street Journal. No, the editorial page used the occa-
sion to spread the war fever. After all, the Journal said of the
bombed embassy, “War is dangerous, and while Nato has
sought to avoid civilian casualties, clearly people have died on
the ground. [Catch the responsibility-shedding passive
voice?| An obvious question may dawn on Chinese people
eventually,” the Journal continued, “Why, in the middle of
such a war, did their government choose to keep all those peo-
ple in its embassy and potentially in harm’s way?”

Imagine that. The US has never declared war on Bel-
grade. The State Department never demanded that all diplo-
mats leave the city. It promised at the outset only to hit mili-
tary targets of the Yugoslav army. And yet when the US bombs
the Chinese embassy, according to the Journal, it is the fault of
the Chinese diplomats in Belgrade.

Along these lines, imagine further the future of death
coverage in the Journal. Those kids in the Littleton High
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School: what were they doing there anyway? Don’t they
know that school can be dangerous? Those people murdered
by an immigrant on the Long Island Railroad: didn’t they
know the New York metropolitan area is a place not unfamil-
iar with killing?

This is the moral reasoning of a blunted conscience, one
no longer struck by the pain of human suffering and the evil
of violence except when affecting the appearance of shock
serves a political purpose. This illustrates a broader point: in
American public life today, there are two kinds of death.
Death caused by the US government is justifiable, as
Madeleine Albright tells us about the death of children in
Iraq. Only death caused by enemies of the US government is
considered an atrocious and intolerable act that cries out for
vengeance. The operating principle here is not the sanctity of
life but the sanctity of the nation-State that determines which
kind of life is valuable and which is not.

And yet this cannot be the entire answer to the mystery of
why bloodshed would be overlooked by the Journal. We’ve all
been struck by the mystery of how otherwise sensible people
could come to support a holocaust to achieve their own view
of political utopia. I can’t say [ have the answer. How were US
communists able to reconcile themselves with the mass
bloodshed wrought by the Bolshevik revolution and its after-
math? How were German intellectuals and religious leaders
able to justify in their own minds the bloodshed wrought by
the Nazi dictatorship? How were US citizens able to observe
the bombings of Dresden, Hiroshima, and Nagasaki, and the
mass ethnic cleansing of German civilians after World War II,
and call it patriotism in action?

It will always be something of a mystery, but if you want
to see the same moral blindness at work right now, look no
further than the early column by Max Boot, whose usual beat
is the litigation explosion. Writing on the Journal’s op-ed
page, which he edits, he praised this war on grounds that
“humanitarianism truly is in the driver’s seat.” He speaks for
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many in the pundit class, who regard this war as uniquely
motivated by a moral end. Similarly, Robert Samuelson wrote
in the Washington Post the other day that “Kosovo may repre-
sent the first war in US history that has been undertaken
mostly for moral reasons.”

There are several problems with this theory, aside from
the fact that the families of the 2,000 civilians killed do not
likely consider their deaths the consequence of humanitari-
anism. First, the Clinton regime has made an appeal, not only
to the well-being of the Kosovars, but to American interests as
well. Clinton himself says we all have an interest in a stable
world where Europe is not embroiled in war. On Memorial
Day, he even vaguely suggested that if we don’t stop Milose-
vic now, he and his armies will someday come attacking US
shores.

Second, no one can convince me that charity and love are
the driving forces behind a war in which tens of billions may
eventually be transferred from taxpayers to the merchants of
death. Perhaps greed also plays a role?

Third, every war I can think of, as far back as you look in
US history or world history, has been justified under some
moral theme. The enemy must always be demonized and the
home government sanctified, if only to provide a necessary
ethical coating to the nasty business of mass murder. The
pundits who say the moral themes of this war are unique are
only displaying their historical ignorance.

Finally, Boot’s phrase about humanitarianism reminds
me of Isabel Paterson’s brilliant chapter in her book, the God
of the Machine entitled “The Humanitarian With the Guillo-
tine.” She argued that the great evils of holocausts and mass
slaughter could not thrive anywhere in the world unless they
were given a benevolent public face.

Certainly the slaughter committed from time to time by bar-
barians invading settled regions, or the capricious cruelties
of avowed tyrants, would not add up to one-tenth the hor-
rors perpetrated by rulers with good intentions.
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She pointed to the example of Stalin:

we have the peculiar spectacle of the man who condemned
millions of his own people to starvation, admired by phi-
lanthropists whose declared aim is to see to it that everyone
in the world has a quart of milk.

In a similar way, we are rattled on a daily basis by the
atrocities committed by our own government, justified in the
name of ending atrocities. Asked about the mounting civilian
casualties—first denied, then called mistakes, later dubbed
military targets—Nato spokesman Jamie Shea finally, if
implicitly, admitted the existence of the bloodshed that has
shocked the world. “There is always a cost to defeat an evil,”
he responded. “It never comes free, unfortunately.”

Doing evil so that good may come of it, using evil means
to accomplish good ends—these are condemned by the West-
ern religious tradition, particularly in light of the rethinking of
public morality after the rise and fall of totalitarianism. Hence,
many around the world are already comparing the US with
Hitler’s army, including Alexander Solzhenitsyn. I wonder
why. Perhaps because General William Odom, director of the
National Security Agency under Reagan, urged copying Ger-
man military tactics in a ground invasion of Belgrade. Also,
writing—where else?—in the Wall Street Journal, the general
praised the Nazis who “swept down this corridor in World War
I1, taking the whole of Yugoslavia in a couple of weeks.”

The Jowurnal editors were similarly jingoistic as the
prospect of peace raised its ugly head. They raise the horrible
prospect, only recently considered an essential feature part of
the democratic system, that Milosevic “will remain in power
unless his own people throw him out.” The Journal just pre-
sumes that it is somehow up to the US to decide who gets to
be president in faraway sovereign countries.

One wonders how it is possible that in wartime, all the
normal rules of civilized life, all the lessons learned from his-
tory, all the checks on power that have been established over
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the centuries, are thrown onto the trash heap. It’s a question
to ask Carlos Westendorp, who calls himself the “High Rep-
resentative of the International Community for the Civil
Implementation of the Dayton Peace Accords.” Also writing
in the Wall Street Journal, he says that after the Serbs have
been defeated “a full international protectorate is required. It
may last for a few years. Yes, this disregards the principles of
sovereignty, but so what? This is not the moment for post-
colonial sensitivities.”

There we have it. It is not just democracy, the very prin-
ciple of sovereignty itself that is reduced to a mere “sensitiv-
ity” not suitable in emergency times such as these. Thus the
Wall Street warriors were among the first to call for arming
anyone but Serbs, and, in this war, demanding that the US
put together an invasive army to conquer the country and
overthrow the government—a plan now summed up as
“ordering up ground troops.” By calling for ground troops,
and criticizing anyone who might be skeptical of the idea, the
Journal is able to maintain its anti-Clinton posture and appeal
to what it believes is the latent hawkishness of its readership.

On the very day that the New York Times reported
progress in the desperate attempt by non-British European
governments and Russia to broker something of a peace
agreement, the Journal at last conceded that too many inno-
cents were dying in this war. “Of its nature, war is about suf-
fering,” the comfy editors typed into their word processors.

Modern war, the editors continued, is particularly irritat-
ing because “we now live in an age in which television brings
the inevitable ruins of war into everyone’s living room every
night.” This has forced a national conversation about whether
blowing up civilian infrastructure is morally wise. Further, the
publicity given to civilian killings—no thanks to the Journal
here—is “creating divisions inside Nato itself.” Interesting
how the Journal can muster more moral pathos over divisions
within an aggressive military pact than over the death of 2,000
innocents, and the destruction of the property of millions.
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So how does this bit of soul searching on the part of the
editors end? With—you guessed it—another call for ground
troops, which they now claim would have prevented civilian
casualties. “What the American people do not want are casu-
alties for no purpose,” says the Journal. Besides, “going to Bel-
grade and throwing out a war criminal is not going to lose
elections. And while it would involve casualties, it would
bring the destruction and killing to an end.”

The use of language here is strange: note the supposed
distinction between mere casualties and killing. That one sen-
tence is a case study in the language of imperialist propa-
ganda. Opposite the editorial page on the same day, a pollster
named Humphrey Taylor mulls over the question of popular
support for the war, noting that this one has been seriously
lagging in that area. The reason, he concludes, is that there
have actually been too few casualties on our side. He ends
with this stirring call to arms: “It’s quite possible that casual-
ties could strengthen, not weaken, American resolve to defeat
Slobodan Milosevic.”

Yes, it’s true. This sentence appeared in a respectable
newspaper, the voice of capitalism in our times. Thank good-
ness for the pollsters and their advice!

You know, I've been thinking. Clinton says he needs to
draft pilots to conduct his war, but this is bad for morale.
Shouldn’t those who are most enthusiastic for ground troops
be the first ones forced into combat? If we are to reinstate the
draft, I say let’s start by drafting the people who write this
drivel and give them the opportunity to become the war
heroes they so badly want to be. Let’s institute another Lin-
coln Brigade, staffed by the Journal’s own editors, that will
make all the necessary sacrifices to save the world for social
democracy.

I've only scratched the surface of the Journal’s two-
month-long campaign for US war. True, I have left out the
pretentious prattle of a certain Margaret Thatcher, who wrote
on its pages in favor of “the destruction of Serbia’s political
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will, the destruction of its war machine and all the infrastruc-
ture on which these depend.” She could have just summed it
up by calling for a wholesale ethnic cleansing of Serbs from
Serbia.

Also, I have left out the ridiculous parodies written by
some British fellow calling himself Winston Churchill, Jr.,
who appears to be trying, without success, to turn some his-
tory-making phrase. In sum, let me say that in these last 70
days, the only truthful statement on the war from the Jour-
nal’s editorial page came on May 13: “Propaganda, especially
in wartime, knows no bounds.”

All this war propaganda might be expected from the likes
of the New Republic. But for the Journal to beat the drums
louder than anyone does great damage to the cause of free
enterprise. It links capitalism and imperialism in the public
mind, and fans the flames of Leninist theory in the academy
and abroad. This damage is deepened by the broader problem
that it is not just the Journal that is perceived to be a defender
of economic freedom; the US itself, particularly at the end of
the Cold War, was, until recently, perceived to be the standard
bearer of liberalism.

Here is where this war has been so costly. Liberal reform
movements in China, Romania, Greece, Serbia, and many
other places in the world, have suftered serious blows to their
credibility, because their cause is treated under the general
rubric of Americanization. The bombs that fall on innocents
have the indirect effect of fanning the flames of anti-Ameri-
canism, which translates into antiliberalism. To the extent
that America still represents the hope of freedom in the world,
this war is very harmful to the cause of liberty, free trade, and
human rights.

How can such a result benefit Wall Street? Well, there’s
another side effect of the defeat of liberal reform movements
in such places as Serbia and other European and Asian states.
The end result of this war is likely to be the rearming of the
world, after a period in which it appeared that we were in for
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a long period of disarmament. You can only imagine yourself
as the head of any State that has had difficult relations with
the US in the past—and that is most. You might draw from
this experience the crucial lesson that States without nuclear
weapons, such as Yugoslavia, are vulnerable to the most bru-
tal forms of imperial assault.

The only way to forestall this result would be for Con-
gress to take a drastic step and eviscerate the military budget,
refusing to pay for this or any future war. But this will not
happen, due to a deep intellectual incoherence at the heart of
the Republican party. It was only days after the GOP voted
not to endorse the war that it voted to double the fiscal outlay
to pay for the war. But this is no different from scolding the
local gang for their pillaging while giving it the key to a
weapons stockpile. If the warfare State has funding and arma-
ments, it is naturally going to go looking for enemies on
which to use them. Every bureaucrat knows that he must jus-
tify this year’s budget in order to position himself for next
year’s budget battles.

Isn’t it time the Republicans fundamentally rethink their
pro-military bias? Hardly a day goes by when I don’t hear
some conservative spokesman, GOP presidential hopeful, or
right-wing commentator complain about how Clinton has
supposedly gutted our defenses. But look at the facts. The US
will spend more than $300 billion on the military this year.
The second highest military spending in the world comes
from Russia, which spends the equivalent of $60 billion.
Scary imperialist China spends $37 billion. Just from looking
at these numbers, the US could slash the military budget by
two-thirds, and still spend well more than any other country.

The conservative attachment to militarism has doomed
the program to cut government in the entire postwar period.
The Journal’s own editorial position—favoring huge tax cuts
and equally huge spending increases—illustrates the problem.
This view is rightly denounced as hypocritical by the Left
who point out that the American Right is only for limiting
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government spending when it goes to the wrong people, but
all for the tax-and-spend agenda when it buys military hard-
ware.

The usual response to this in the past is that defense is a
legitimate constitutional function, whereas welfare redistrib-
ution is dubious at best. But there is nothing constitutional
about the biggest and most destructive cache of weapons of
mass destruction ever held by a single government, much less
controlled by a single man we call the president.

The original constitutional vision was of states that pro-
tected themselves from invasion through local militias. The
function of the federal government was to intervene only
when this proved insufficient in the case of an invasion. There
is no more constitutional justification for the warfare state
than the welfare state.

In the past, we have been able to count on a large peace
movement to oppose US foreign policy adventures. But for
reasons that are still not entirely clear to me, the soft Left has
gone AWOL in its responsibilities, leaving only the truly prin-
cipled Left and the truly principled Right to stand up against
the massive nuclear arsenal of the world’s biggest power. But
it can be done, provided we don’t shrink from our responsi-
bilities.

Some people have complained that in condemning the
US intervention in the Balkans, the antiwar movement has
ignored the atrocities of Milosevic. In the first place, it is very
difficult to verify claims in wartime, though since Milosevic is
both a nationalist and an avowed socialist of the old school,
not to mention an elected politician, I can readily believe he is
capable of doing all that he is accused of doing.

Similarly, I am also quite willing to believe the worst that
1s said about the US head of state. People in power are not like
the rest of us. In their careers, the ordinary vices and evils are
rewarded as political successes, an incentive structure that
tends to insure that the higher you go in politics, the less you
believe you are bound by the moral tenets of the mortal class.
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At the same time, I do not believe that we, as Americans,
have an obligation to denounce all tyrants with equal moral
passion. No foreign tyrant ever killed anyone while invoking
my name and my heritage. But a long string of American
presidents have done so, and one is doing so now.

As citizens of this country, as a part of our civic duty, if not
as the sum total of our civic duty, we must do our best to
denounce and restrain our own tyrants. We cannot stop
bloodshed in Rwanda or ethnic conflict in Turkey, but our
voices can make a real difference in what our own govern-
ment is allowed to get away with. When a regime that rules in
our name engages in any form of mass killing, the primary
question that will be asked of us is: did you speak out against
it? Did you do all that you could do to stop it? Or did you
remain silent?

Near the turn of the last century, two months into the US
war on Spain, Charles Eliot Norton of Harvard gave an
address that ended this way:

My friends, America has been compelled against the will of
all her wisest and best to enter into a path of darkness and
peril. Against their will she has been forced to turn back
from the way of civilization to the way of barbarism, to
renounce for the time her own ideals. With grief, with anx-
iety must the lover of his country regard the present aspect
and the future prospect of the nation’s life. With serious
purpose, with utter self-devotion he should prepare himself
for the untried and difficult service to which it is plain he is
to be called in the quick-coming years.

Two months ago America stood at the parting of the ways.
Her first step is irretrievable. It depends on the virtue, on the
enlightened patriotism of her children whether her future
steps shall be upward to the light or downward to the dark-
ness.






3. Ludwig von
Mises

MISES AND LIBERTY

[The keynote address at the Mises Institute’s new building dedica-
tion in Auburn, Alabama, June 6, 1998.]

e come together at a crucial time in the history of

the Mises Institute and the history of liberty. This

weekend, we dedicate a new home, which we see
as a new headquarters of the Austrian School of economics
and the scholarship of liberty. We are deeply grateful to all
who have made it possible. You show your commitment to the
ideas that underlie the free and prosperous commonwealth of
Mises’s vision.

The autobiography of Milton and Rose Friedman tells a
story about Ludwig von Mises that was retold in the Sunday
New York Times book review. In 1947, some free-market econ-
omists, including Friedman and Mises, came together to form
the Mont Pelerin Society. But Mises was clearly agitated at the
ideological tenor of the discussion. Finally, he stood up and
shouted, “you are all a bunch of socialists,” and stamped out.
In the story, the Mont Pelerin Society went on to glory as the
fountainhead of the classical-liberal revolution.

The point of the anecdote is to make Mises appear to be
a fanatical ideologue, and Friedman a man of reason. It
assumes that for Mises, sticking to principle was some sort of
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fetish that prevented him from thinking strategically or coop-
erating with like-minded scholars. It conveys the message that
adherence to strict standards of truth is the enemy of practi-
cality.

Mises’s adherence to such standards assured that his audi-
ence would be limited to a small set of followers, and that his
way of thinking would be ignored by intellectual leaders and
statesmen who could actually make a difference in the world.
Now, I've heard this kind of talk for years, and some of the
same accusations are leveled at the Mises Institute. So, I would
like to take up the task of defending firm adherence to princi-
ple, and of speaking honestly and forthrightly, and respond to
the charge that Mises and the Misesians marginalize them-
selves by being inflexible. I would like to show, instead, that
truth is our greatest weapon, and that ideological pragmatism
works against the cause of liberty in the long run.

First, let’s clear up some matters of fact. It turns out there
1s much more to Friedman’s story, and the details illustrate
why Mises, in his life and in his work, continues to be an
inspiration.

The event happened, not at the opening meeting of the
Mont Pelerin Society in 1947, but in the mid-1950s, as the
Chicago School was gaining dominance over the free-market
movement, and the Mont Pelerin Society was falling under
their sway.

Mises knew then what has become obvious today, namely
that it’s a long, long way from Chicago to Vienna. The
Chicago School has long embraced a positivist methodology,
which claims that all questions of theory and policy must be
submitted to empirical testing. We cannot know in advance
whether a tight price ceiling will lead to shortages; we can
only try it, and observe the results. This application of posi-
tivism to economic theory and policy has been a bad develop-
ment for liberty.

As James Glassman pointed out at the Austrian Scholars
Conference, this accounts for why so much policy debate boils
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down to a pointless numbers game. When someone suggests
raising the minimum wage, interest groups inundate Con-
gress with supposedly scientific empirical tests designed to
show that such a raise would have no effect, or even lead to
more employment.

Opponents of the wage increase then attempt to debunk
the assumptions of these studies and trot out their own, show-
ing the opposite effect for this specific raise. The battle rages
back and forth, but the real truth of the matter eludes most
everyone.

The trouble is that human affairs cannot be treated as a
laboratory experiment. In abstract models, we can hold things
the same, but in human affairs, there are no controllable con-
stants. There are only established laws of cause and effect,
precisely what empirical testing cannot discover on its own.

Empirical tests can illustrate principles, but in human
affairs, unlike the physical sciences, they don’t yield the prin-
ciples themselves. To discover the effects of price and wage
controls requires us to use economic logic of the kind the Aus-
trian School has pursued.

And this i1s where seemingly arcane differences in
methodology can have profound effects. While generally
arriving at free-market conclusions, the Chicago School has
made exceptions in a host of important areas. This is because,
as a matter of principle, they have no fixed principles. To be
true to their doctrine, all Chicago policy recommendations
must bow to the latest empirical analyses, with the most ele-
gant among them winning.

I recently heard a talk by Gary Becker, a Nobel laureate,
true gentleman, and brilliant economist of the Chicago
School. He was asked about the effects of gun control on
crime. He hesitated, and then made it clear that he could give
no a priori answer. He had no principle about whether people
ought to be allowed to own guns. But, he said, in light of the
empirical and econometric work of economist John R. Lott,
and his nicely titled book More Guns, Less Crime, he would
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tend to say that we should not rush to think gun control is the
answer to crime problems.

Becker came up with the right answer, thanks to the new
book by Lott, who, incidentally, is influenced by the Austrian
School, but when you hear this kind of answer, you can only
be unsettled. If Lott’s book had not been written, or had not
received a huge amount of publicity, Becker would have had
to rely on last year’s empirical studies, many of which were
designed to reach the opposite conclusion.

Moreover, we can’t know with any certainty whether
another book may appear next year, one even more techni-
cally sophisticated than Lott’s, that would seemingly demon-
strate the opposite. Someone once said that empirical studies
in the social sciences are like government laws and sausages:
you do not really want to see them being made.

The net result of this policy agnosticism on a base of
empiricism 1s a tendency to embrace halfway schemes to
inject market signaling into essentially statist institutions,
with inferior results. The school voucher movement, whereby
taxpayers fund not only the public schools but also the private
ones, and do so in the name of competitive markets, is a
scheme that originated with Chicago.

The negative income tax, the principles of which ended
up in the hugely expensive earned-income tax credit, is
another Chicago notion. So is the withholding tax, which dis-
guises the true burden. And Chicago’s refusal to provide a
theory of justice to back its defense of property rights has led
judges to toy with the institution of ownership the way they
toy with the law itself.

Mises knew from his earliest years that economists who
claim to do science on the model of physics were overlooking
the distinctiveness of economics as a social science. Mises saw
the task of economics as deducing from first principles of
human action the entire workings of the market economy,
and in this, he was only formalizing the de facto method of his
predecessors in the history of thought.



Ludwig von Mises 213

He also saw that economists who abandoned the deduc-
tive method lacked a sure theoretical footing to oppose inva-
sions by the State, since one can never know in advance of
testing what the effect of a policy will be. And even after the
supposed tests are run, you can never be sure about the data
set chosen, the methods of analysis, or the subtle ways in
which the bias of the author is built into the model.

Let me provide one final illustration of the problem of
doing economics strictly by the numbers. In 1963, Friedman
and Anna Schwartz published a history of the money supply
in the US, in which they argued that if the money supply rises
at the same rate as output, and velocity is relatively stable,
prices will also be stable.

The policy conclusion was embodied in Friedman’s pro-
posed constitutional amendment that would have had the
Federal Reserve increase the money supply at 3 percent per
year, an idea that somehow eluded men like James Madison.

Had Friedman really discovered an empirical law with
variables so simple that government officials could control
them at will? In the first place, as the Austrians have long
argued, there 1s a hidden assumption in the Chicago model
that the money supply enters the economy evenly, as if
dropped from a helicopter. But as we know, in real life, new
money enters the economy from the banking system through
the credit markets.

New credit infusions send false signals to borrowers who
are led to make bad judgments about real economic condi-
tions. The result is the business cycle, for which Friedman
was never able to provide a causal explanation.

But the reason Chicagoite monetarism became unwork-
able as a theory goes to the heart of the empirical case. After
financial deregulation and the internationalization of cur-
rency markets, their old reliable system for measuring the
velocity of circulation and how much money was in the
economy became unviable. The monetarists themselves
couldn’t agree on whether the money supply was going up or
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down, much less to what degree. This is akin to the builders
of a new house not agreeing on how many inches there are in
a foot. But in economics, if you live by the numbers, you even-
tually die by them.

Meanwhile, the Austrian money and banking theory has
been used, in the pages of our journals and newsletters and
books, and those of many others, to explain a host of recent
money and banking problems arising in the US, Mexico, and
Asia.

At the Mont Pelerin Society meeting where the famed
blowup occurred, several economists were debating how to
structure the tax system so the government could collect the
most revenue while not distorting the operation of the market.

To Mises, this discussion presumed several wrongheaded
notions. First, that the government is entitled to collect as
much revenue as it can get away with collecting. Second, that
the taxes of the 1950s were not fundamentally injurious to the
market economy. Third, that economists should be in the
business of giving advice with an eye to what is best for the
State. Fourth, that there is a branch of economics dealing with
tax theory that can be considered as separate and distinct from
the whole of economics. Fifth, that economists should try to
design measures of government interference to achieve opti-
mal results.

To Mises, economists have a role in the political life of the
nation. But it is not in making life easier for the State and the
political class. It 1s not in becoming specialists in providing
rationales for the expansion of State power. To Mises, this was
a betrayal of economics.

The good economist is supposed to deliver uncomfortable
truths that would likely make him unpopular to the political
class. He is to explain to them how their high tax rates seri-
ously damage the ability of entrepreneurs to make sound judg-
ments about the future, how taxes prevent consumers from sav-
ing and investing for themselves, and how taxes hinder
businessmen in serving consumers through innovative products
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and marketing. Moreover, a State receiving the maximum
possible revenue would be an expansionist State that would
never cease its interventions in the market. The good econo-
mist would point out that economic distortion can only be
curtailed by minimizing the collection of tax revenue.

Yes, Mises thought that economists who attempt to make
this possible, while failing to recognize that the postwar tax
State and the market economy were at odds, are acting very
much like the socialists of old. It was the socialists, after all, in
the form of the German Historical School of institutionalists
and empiricists, who first conceived of economics as a science
in service to the State.

Mises had been through these struggles as a young man,
had devoted a lifetime of teaching and writing to combating
them, and had laid out a clear path for the future of economic
science in his treatise Human Action. He wasn’t about to be
party to a repeat of the same errors, especially not when he
saw the administrative State engulfing the West.

What was his vision for the economist? When the econo-
mist isn’t making politicians angry at him, he should be rais-
ing up new generations of students and intellectual leaders,
and educating the public in every way possible about the
workings of the market economy.

He should be conducting research that applies market
principles in new areas of history. He should be perfecting the
theory and presentation of economic science consistent with
the principles of logic and with an eye toward defending free-
dom above all else. He should be combating with all his
might the legions of bureaucrats whose goal it is to maximize
State revenue.

In quoting the passage from the Friedmans’ memoirs,
book reviewer David Brookes, an advocate of what is called
“national greatness conservatism,” was trying to make Mises
look bad. But in our experience, the mention of Mises in this
setting has the opposite effect.
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Readers come across an anecdote like that, however inac-
curate and incomplete it may be, and say: who is this uncom-
promising advocate of free markets, and why do the New York
Times and its friends dislike him so much? My own view is
that the New York Times can attack Mises as much as it likes.
It’s good for attendance at our teaching programs, and only
increases the circulation of our journals and other publica-
tions.

This is hardly the first time Mises has been criticized for
not toning down his criticisms of government. He never fol-
lowed the advice of the people who said: You're a great econ-
omist, but you would be taken much more seriously if you
were not so unyielding.

If Mises had listened to this advice, he would indeed have
been much better off. He might have been appointed to a
chair at the University of Vienna. Instead, he conducted his
seminar from his offices at the Vienna Chamber of Com-
merce. He might not have been driven out of his country.
Instead, the invading National Socialists regarded him as per-
haps the most dangerous intellectual opponent of their ideol-
ogy. Once arriving in the US, he might have been awarded a
prestigious post at an Ivy League university. Instead, his salary
came from outside sources, and he was never more than an
unpaid visiting professor at New York University, relegated by
the statist dean to a dank basement classroom.

So why did he do it? Why did Mises stick to principle
above all else, even when he knew it was not in his self-inter-
est? Murray Rothbard addressed this question in a powerful
1993 essay called “Mises and the Role of the Economist in
Public Policy.” He pointed out that Mises was often criticized
for his engagement with political questions, but that engage-
ment was not the cause of the criticism. After all, Keynes was
steeped in political battles himself, and so was Irving Fisher,
the godfather of the Chicago School.

The problem for Mises was that he bucked the fashion-

able opinions of the time, rejected the planning mentality, and
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persistently and consistently insisted on holding the purest
free-market position, even when everyone around him was
caving in. He stood as an exemplar of the scholar who speaks
truth to power, an all-too-rare figure in our century.

Mises’s perseverance in the cause of freedom cost him
dearly. He writes in his autobiography that he was often
reproached by his friends in Vienna “because I made my
point too bluntly and intransigently, and I was told that I
could have achieved more if I had shown more willingness to
compromise.”

But, Mises said, “I could be effective only if I presented
the situation truthfully as I saw it.” He concludes, “as I look
back today. . . . I regret only my willingness to compromise,
not my intransigence.”

He wrote these words in 1940, at a time when he had
good reason to regret his refusal to compromise. He had been
driven out of Vienna and his home had been ransacked. He
had left Geneva due to the growing pressure on Switzerland
to harbor fewer refugees, especially prominent opponents of
National Socialism.

His masterwork, Nationalékonomie, the predecessor to
Human Action, had appeared in Geneva in the midst of the
war. But his book was only sparsely reviewed, and made no
impact on the German-speaking world. In 1940, he had no
fixed place to live, and no means of support. He would not be
made an American citizen for another six years. He had a new
bride and no real future. All the evidence around him sug-
gested that his teachings about the market economy had been
soundly rejected from one side of the world to the other.

Almost anyone else, particularly an intellectual today,
would have concluded that he had been wrong. He had been
tilting at windmills, and as a consequence, had destroyed his
career, his relationship with his colleagues, and his reputation
in history. Anyone else would have had regrets at this time,
but they would have been about how he should have changed
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matters so as to avoid the tragic fate in which he had found
himself.

And yet, at the lowest point of his life, Mises had only one
regret: that he had not been even tougher and less compro-
mising.

This is a remarkable impulse, not only because it involves
putting aside personal interest for the sake of a fundamental
commitment to higher ideals. It is remarkable for the virtue of
hope that it displays.

Mises understood that no matter how bleak the present
circumstances, the future could be very different. Even as the
world collapsed around him, he believed that freedom could
triumph, provided the right ideas emerged at the forefront of
the intellectual battle.

He was convinced that freedom did have a chance for vic-
tory, and—this is the crucial part—that he bore some meas-
ure of personal responsibility for bringing that victory about.

Keep in mind, too, that Mises would not have had to
become a full-scale socialist to have kept some or even most of
his troubles at bay. The State and the postwar establishment
made good use of free-market economists who were willing to
be flexible.

In the US, there were several students of Mises who had
good positions—at Harvard, Princeton, the University of
Chicago—and who were not on the margins of academia.
They proved more career-minded than he, and their mar-
ketability in the world of ideas was increased by their willing-
ness to abandon some part of Austrian theory. They all made
important contributions to economics, but at the same time,
they were all useful, in small ways and large, to the partisans
of power.

Alone among them, Mises was not swayed by the Keynes-
ian revolution or the rise of welfarist ideology. Instead, he
attacked both as species of the same interventionist mind-set,
one attempting economic sorcery, the other bringing about
sheer robbery.
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Mises didn’t live to be rewarded for his intransigence. He
died in 1973, at the height of the Keynesian-planning men-
tality, when the mainstream of the economics establishment
was still promoting the Soviet economy as potentially the
most productive in the world.

Even a few years later, with the basis of Keynesian fiscal
planning in tatters, there would have been reason for hope.
But Mises had no basis for thinking the truth would eventu-
ally triumph, other than this: he believed that the power of
ideas is ultimately stronger than all the governments and
armies and planning bureaucrats and even economics profes-
sors put together.

How ironic, then, to look back and notice that it is Mises
who now stands as the worldwide standard bearer of the mar-
ket economy. New editions of his books are selling in every
major language and year by year, his reputation grows. Stu-
dents return to him because they respect his case for the pure
free market, and his unwillingness to compromise. Today,
more than ever, the advocates of intervention know that it is
Mises with whom they have to deal, in order to make their
case.

What a remarkable body of work he left us. His book on
monetary theory, written in 1912, still stands as the founda-
tional work. His 1919 book Nation, State, and Economy, fore-
cast the troubles that would rack Europe in the post-monar-
chical age, and held up secessionism as the only viable route
out of the nationalities problems that still plague phony
nations like Yugoslavia.

It was this book that also warned of the dangers that war
posed to economic freedom, rightly identifying the milita-
rized economy as a species of socialism. We are very pleased
to have Leland Yeager, the translator of that brilliant volume,
here with us at Auburn. Last year, he conducted a seminar on
this book for us.

In 1922, Mises published Soczalism, which among all the

attacks on the totalitarianism of the century, remains the most
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comprehensive, deeply insightful, and devastating, from an
economic, sociological, and political point of view. The
answer to socialism was Liberalism, the title of his 1927 work
that remains the most solid and compact statement of the
classical-liberal view of society and economy.

As Ralph Raico has argued, it was this work that firmly
entrenched the idea of private property at the very center of
the classical-liberal agenda. In doing so, Mises was the first to
clearly distinguish the old liberalism from the new, even as the
new liberals were working to blur the lines for purposes of
their own ideological advancement.

The trilogy was completed in 1942 with a book entitled
Interventionism: An Economic Analysis. In it, he sees a world
economy that is marooned between capitalism and socialism,
and thereby buffeted mercilessly by the internal contradic-
tions of the interventionist State.

He forecasted monetary crisis in essentially capitalist
countries due to the deviation of central banking. He pre-
dicted the entrenchment of poverty due to welfare benefits.
He forecast the artificial suppression of savings due to state
pensions. He anticipated the burdens that would be placed on
countries with governments that refused to rein in their impe-
rialist international ambitions. Sadly, this book was not
brought to print until this year.

In 1944, Mises wrote a brilliant essay on monopoly, in
which he explained that the problem of monopoly was a prob-
lem of government, and that attempts by government to break
up or curb the ability of businessmen to price and market
their products in the manner most pleasing to consumers
would only backfire to the detriment of prosperity. This essay
also never saw the light of day, but fortunately, the summer
issue of our Quarterly Journal of Austrian Economics will pub-
lish this important piece for the first time.

Lacking publishing venues, a full-time position, and even
students to teach, Mises forged ahead to present his magnum
opus to the English-speaking world. The result was Human
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Action, which made its appearance in 1949. It was the culmi-
nation of the classical-liberal vision of economics that dated
back centuries, tightly integrated with the scientific rigor of
the Austrian School formally founded by Carl Menger.

It was the most complete statement of good economics
ever to appear, and it should have become the mainstay of the
profession. But by then Keynesianism had taken root, and
Mises was again denounced for his intransigence. One of his
critics was John Kenneth Galbraith, whose review showed
every sign that he never got beyond the book jacket.

Mises did not expect to see his treatise sweep the profes-
sion. Indeed, the publisher feared that the book might not
cover the costs of production. But the sales were surprisingly
good, for there was already a growing Misesian movement,
helped along by his friends in New York like businessman
Lawrence Fertig and journalist Henry Hazlitt, who used his
position at the New York Times to promote Mises and his
ideas. (Both of them were later to become great benefactors of
the Mises Institute.)

Yet Mises—then in his 80s—experienced personal
tragedy over the book. Due to some larger than expected last-
minute changes, the second edition was mangled by the pub-
lisher, and rendered all but useless.

To commemorate the 50th anniversary of Human Action,
the Mises Institute is reissuing the pristine first edition. This
Scholar’s Edition will feature not only paper, printing, and
binding for the ages, but also a new introduction by our sen-
ior scholars, three of whom are with us this weekend, Hans-
Hermann Hoppe, Joseph Salerno, and Jeffrey Herbener.

In all, Mises wrote 25 books and hundreds of essays. In
the future, we hope to publish a Collected Works. In the
meantime, we are proud to have assisted in the republication
of such great works as Theory and History and essay collec-
tions like Money, Method, and the Market Process, and to bring
into print such classic works as “Liberty and Property” and
“Economic Calculation in the Socialist Commonwealth.”
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And we are proud to have produced a film biography, spon-
sored many conferences centering on some aspect of his
thought, and to have sponsored the world’s leading teaching
programs, scholars conferences, and journals on Misesian
economics.

As we meet, our Mises biographer, Jorg Guido Hils-
mann, is in Moscow immersed in Mises’s papers, and those of
Mises’s colleagues from Vienna, stolen first by the National
Socialists and then by the International Socialists. Guido has
just returned from a trip to Mises’s secondary school in Aus-
tria, where the carefully preserved records show the content of
every class he took, and his grades. He was a straight-A stu-
dent in everything from ancient Greek to higher mathemat-
ics. We expect Guido’s biography, the first of Mises, to have a
tremendous effect in advancing our knowledge and admira-
tion of the man and his ideas.

But, in the 1970s, as the Austrian movement experienced
renewed interest, the two books that had carried the School
during the postwar period, Mises’s Human Action and Roth-
bard’s Man, Economy, and State, began to be pushed to the
sidelines.

The Mises Institute was founded in 1982, in part, as an
attempt to correct that. But as soon as I started to talk about
such an organization, I heard the same old song and dance.
Mises was too extreme. He was better left to the historians of
thought. He could never be made palatable to the economics
profession. He should be forgotten as an embarrassing figure.
He had unnecessarily linked the Austrian School to radical
politics.

Yet today, the power of Mises’s ideas has mowed down his
many detractors, and he is the undisputed godfather of the
Austrian School. His name is cited by a broad array of schol-
ars across disciplines and countries. His ideas are at last lead-
ing an international revival of classical-liberal scholarship
and, simultaneously, driving forward a global movement
against political control of society and economy.
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But would Mises’s influence be even stronger if he hadn’t
been so uncompromising? It might have been, but then that
influence wouldn’t have been all to the good. Let me explain.

Let’s imagine how history would have been different if
Mises had been a different sort of man. Let’s say that some-
where in his writings, just for the sake of expediency, he had
conceded the need for a welfare State, or antidiscrimination
laws, or protectionism, or labor regulation, or old-age pen-
sions, or some other socialist-inspired measure.

How useful these concessions would have been to the
enemies of capitalism. These days, they would be inflicting on
us the idea, for instance, that a social safety net is necessary.
After all, even Mises conceded that this was the case. Such, of
course, was never the case.

From time to time you see references in popular journals
claiming that even Mises favored subsidies to the Vienna
State Opera. This canard has been around for decades and
has no basis in fact. The idea itself probably originated from a
twisted interpretation of a passage in Human Action con-
demning such subsidies.

Why are so many so anxious to discover that Mises had
actually compromised his position? Because for the power
elite and the Left, free-market economists can add credibility
to statist policies. If free marketeers can be caught in a con-
tradiction or a compromise, surely it cannot be bad for the
Left to favor the same thing, or so they say.

This is partly why so many have an interest in protecting
the exalted status of Adam Smith as the primary theoretician
of free enterprise. It’s true that he made a devastating case
against mercantilism and explained the working of the mar-
ket economy better than most of his contemporaries. But as
Murray Rothbard has shown, and as the Left has long trum-
peted, he also made a huge number of compromises. Protec-
tionists enjoy quoting Smith’s periodic defense of tariffs and
trade controls, for example. Smith can also be found defending
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controls on consumption, interest-rate ceilings, and govern-
ment monopolies of all sorts.

So, yes, Mises could have been more famous in our time.
In the short run, he could be cited more often and have his
name invoked as frequently as others who were less tenacious
and less unyielding. But, with the exception of the bogus
opera anecdote, we can have assurance that most anytime the
name Mises is invoked, whether in scholarly or popular cul-
ture, it 1s for his greatest virtue, whether or not it is being
attacked.

What a joy to have as our hero a man whose ideas we can
embrace so completely, without fear that his deviations or
contradictions will be thrown back in our faces. He 1s a model
and ideal, and his ideals are the standard which all principled
proponents of liberty can be confident in celebrating.

In our own time, the problem of compromising free mar-
keteers makes a very interesting study. Let’s set the context.
For a century, the Left has been defined by its advocacy to two
possible positions. The first is that government should plan
the economy using fiscal controls, monetary controls, and
regulatory controls. It is hard to remember, but there used to
be an elaborate philosophical apparatus to justify this.

The economy was supposed to work like a machine. Pull
this lever, and a certain result comes about. Pull that lever,
and a different result comes about. But this model has been
discredited. Even more discredited is the second option, the
pure socialist model, still favored by a huge part of the aca-
demic elite.

The cultural, economic, and political Left has been
largely discredited in the eyes of the public. Where does the
State go for vindication? Ideally, it finds intellectuals with
credibility on the right who are willing to make compromises
with State power. They are very useful in shoring up the
propaganda edifice in service of State power.

I noticed that when Bill Clinton was arguing for Con-
gress to shell out more money for the United Nations and the
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International Monetary Fund, that he chose quotations from
Ronald Reagan in which Reagan lavishly praised the UN and
the IMF. This kind of tactic can be extremely useful.

Free marketeers beware. If you utter a word in support of
the State and its interests, the Left and the elite will do all they
can to make sure that word is all you’re remembered for.

These days, for example, when you pick up a scholarly
treatise in defense of the transfer society, you can bet there will
be an entry for F.A. Hayek. It will not cite his crushing attack
on egalitarianism, his case against managed economies, his
defense of the common law and the gold standard, or his
demonstration that the mixed economy is contrary to free-
dom.

It will note his defense of freedom, but also cite his peri-
odic concessions to the welfare State. As much as I regret
Hayek’s concessions, he would surely be displeased to see his
writings used in this manner. But free marketeers who make
exceptions can earn a high return.

Of course, the use of market economists in the service of
statism doesn’t always take place without their consent. I
know a talented economist who was also a leading critic of the
national sales tax. He debunked the claims that the present
tax code could be entirely replaced, dollar for dollar, with a
bearable fee on all goods and services sold at the retail level.

Rather than refute his arguments, the proponents of the
sales tax hired him. He then proceeded to write the opposite.
(The Mises Institute has stayed out of this flat-tax/sales-tax
cat fight, and instead promoted our own plan, which we call
the lower tax.)

A free-market voice on the wrong side can really skew the
debate. We learned this during the battle over Nafta, which
we fought because it was a regulatory trade bloc, not the
international free market.

In promoting Nafta, the Clinton administration made
effective use of free-market intellectuals willing to back the
treaty. Assembled in a well-funded “Nafta Network,” they
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swayed the final debate. As a consequence, cross-border trade
is now hampered with endless inspections, lines, labor and
environmental restrictions, and regulations nobody seems to
understand.

Let me give you another example. Robert Bork, for years
a tough-edged critic of antitrust enforcement, recently signed
up as a consultant with Netscape, the corporation that stands
to benefit the most from an antitrust breakup of Microsoft.

He’s doing very well. He could probably rack up a hun-
dred billable hours, at $400 each, just on the responses he’s
written to Mises Institute editorials in the last month. No
doubt his total take will be somewhat higher than if he had
been just another pro-antitrust economist. But it illustrates a
point: the personal advantages of compromise far outweigh
those that come from sticking to principle. If your conscience
can bear it, it’s a good career move.

Like all our scholars, Dominick Armentano, the Roth-
bardian antitrust economist with us this weekend, would be
very valuable to the Justice Department if he were willing to
make the switch.

The defense of freedom has got to be made of tougher
stuff than Bork. In a line from Virgil, which Mises, as a young
boy, chose as his lifetime motto, we are told: “Do not give in
to evil, but proceed ever more boldly against it.” For Mises,
this was not just an abstract tenet of personal morality. He
thought this stance was essential to the preservation of civi-
lization itself.

To understand why, we must know something about
Mises’s own view of what constitutes society. He saw all
human action as choices by which we seek to bring about
what we perceive as improvement. Since society itself is noth-
ing more than the coming together of millions upon millions
of individual choices, we can say, from Mises’s perspective,
that the kind of society we live in is a product of human
choice.
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Notice how different this is from the theory of society that
sociology professors are always trying to drill into college stu-
dents, and which we hear on radio and TV on a daily basis. In
that view, our actions do not form society and our choices do
not determine its shape; society somehow acts to form us and
determine our choices for us. Thus no one can be held
responsible for his actions—not criminals, not union workers,
not failing entrepreneurs, not international bankers investing
in foreign bubble-economies, and certainly not Bill Clinton.

This view of society also means that there is not much
anyone can do to change the present structure of government.

But to Mises, this was a lie. Instead, he said, society is a
product of conscious choices that we make, influenced by
ideas we hold, and shaped by trends established and driven
forward by human actions. This is how Mises understood the
market. But it is also how he understood the crucial question
of government.

Along with David Hume and Etienne de la Boétie, Mises
saw that the State always rules with the tacit consent of the
governed. That doesn’t mean that at every step, everyone in
society must approve of what the State does. Instead, it means
that a sizeable majority have invested the State with a suffi-
cient degree of institutional legitimacy to keep the political
system running. Otherwise, the State and its programs would
fall.

As Mises wrote in Liberalism, government is by its nature
always ruled by “a handful of people” compared to the gen-
eral size of the population. This small group cannot impose
its will by force alone. No regime in human history has been
able to accomplish its goals through force alone.

All regimes depend on the consent of the governed, what
Mises called the general “acceptance of the existing adminis-
tration.” The people “may see it only as the lesser evil, or as
an unavoidable evil, yet they must be of the opinion that a
change in the existing situation” would make them worse off.
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In Mises’s view, then, government is always in a vulnera-
ble position. Its rule can be challenged and even overthrown
in a heartbeat, if consent is withdrawn. We can think of the
colonial government in America, British rule in India, and
the Shah of Iran. There is the example of Indonesia. Before
that, we can think of Poland, East Germany, Romania, and
even Russia.

The history of politics is an endless struggle between the
forces of liberty and the forces of power. States that announce
themselves to be invulnerable and eternal—the Roman
Empire, the Third Reich—in retrospect appear to be on the
verge of collapse. It puts the Clinton administration’s
announcement that it runs the “indispensable nation” in a
new light.

What makes it possible for the largest government in
human history—I'm speaking of the US government—to
continue to rule in our own country? The answer is complex.
But it involves an enormous apparatus of propaganda and
legitimization by the media, the academic elite, bureaucrats
on the payroll, and special interests anxious to provide a cover
for their graft.

It also involves buying off potential critics and radical dis-
senters from the regime. And it involves the misuse of reli-
gion, whereby we are taught to treat national symbols as
sacred, worship the presidency, and regard the political and
bureaucratic class as some sort of exalted ecclesiocracy.

Mises proceeds to ask the profoundly important question
of what happens when this system, designed to shore up con-
fidence in the ruling regime, begins to weaken. His answer:

once the majority of the governed becomes convinced that it
is necessary and possible to change the form of government
and to replace the old regime and the old personnel with a
new regime and new personnel, the days of the former are
numbered. The majority will have the power to carry out its
wishes . . . even against the will of the old regime.
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Now we gain insight into Mises’s determination to stick
to principle no matter what the personal cost. He understood
that the preservation of civilization depends on establishing
and protecting cultural, social, and economic freedom. And
he knew that the enemies of freedom exercise power only with
trepidation.

Their rule could be overthrown in an instant. And the
instrument of that overthrow is the body of ideas that con-
vinces people they would be better oft under a radically dif-
ferent system, one where the government did not lord it over
them. But to understand that, people must be shown the fail-
ure of the present system.

If Mises was optimistic about the eventual prospects for
freedom, how much easier it is for us. The public is far less
convinced of the merits of the present system than it was 25
years ago. Not a day goes by when I don’t see some commen-
tator, left or right, bemoan the dramatic decline in the public’s
confidence in the system of government that has waged war
on economic and social liberty for much of this century.

They say we are losing our civic culture, when we are
only regaining our private lives. They say we are losing our
patriotism, when we are only recalling our love of liberty.
They say we are losing hope in our nation’s future, when we
are only recapturing our hope in freedom’s future. They say
we are losing our faith in politics, when we are only restoring
our faith in our families, our neighborhoods, our companies,
ourselves, and our Creator.

I urge you to see through to the real agenda of the people
who would restore a ’30s-style loyalty in the central State.
What they want is not just our allegiance, but our property
and businesses to control, our children to indoctrinate, our
culture to distort, our towns and cities to break down, and our
futures to steal—for their own benefit.

To them we must say: No, you may not have our first loy-
alties. Our first loyalties are to things we love. And no, Mr.
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Clinton, despite your injunctions, we do not love the govern-
ment.

We are extremely fortunate to live at a time when the
restoration of the classical-liberal society does not require a
wholesale change of direction. In many ways, we are headed
in the right direction now. Consider some old statist institu-
tions, notions, and rules that have fallen into disrepute, are
widely thwarted and ignored, or are in the process of crum-
bling before our eyes.

The monopoly of the media has crumbled. Even the
highest rated shows on the networks would not have been in
the top 25 two decades ago. Network news is vanishing from
the radar screen. In the new world of the Web, Matt Drudge
has more influence than Dan Rather. And the Mises Institute
has as much influence over students all over the world as their
own professors.

It’s astounding for us to receive messages and questions
and requests from all over Europe, Latin America, and even
China. The Web has allowed us to break through the old
information barriers we used to confront.

As for academia, the professorial ranks are still filled with
socialists of every stripe. But students know better than to take
them seriously. Meanwhile, we have had remarkable success
in making inroads into the faculties themselves. For many
years, our Mises University and other programs have trained
economists, philosophers, legal scholars, and historians for
faculty positions.

At the founding of the Institute, I was told that to send
young free-market scholars out into the world was cruel. I
was told they would be chewed up and spit out by the aca-
demic mainstream. That was never entirely true, but things
were very tough in the early days.

Today, however, there is a huge network of young profes-
sors, and even some department heads and deans, who
actively seek people who have graduated from our programs.
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In particular, PhD economists with a Misesian bent are sud-
denly in high demand.

As an illustration of the current struggle, New York Uni-
versity Press just published a deluxe 100th anniversary edition
of the Communist Manifesto, and it is the toast of the elite set.
But we know that another book published this year by the
same press will ultimately have a more profound impact on
history: Murray N. Rothbard’s the Ethics of Liberty.

There are many other signs of the crumbling of power
and the bankruptcy of politics in our time. Formerly sacro-
sanct institutions of left-liberal academia—Iike multicultural-
ism, bilingual education, the devaluing of talent, the social
security system, the attack on the family, the planned econ-
omy, the year-by-year socialization of our bank accounts, the
love of the executive State—increasingly appear as anachro-
nisms. In the future, they will be history.

Let me state for the record that I am not among those
pining for a return of the days when every child aspired to be
president. Let our children aim to think great ideas, found
great companies, create ingenious software, make great
investments, build great fortunes, run excellent schools and
charities, have large families, raise great children, become
great religious and moral leaders. But may we not fritter away
another generation in the bankrupt field of politics and pub-
lic administration. A mind is a terrible thing to waste.

So, when people say, Clinton is disgracing the office of
the presidency, let’s remember the upside. The desanctifica-
tion of the executive is an important step in the depoliticiza-
tion of society.

Mises never tired of telling his students and readers that
trends can change. What makes them change are the choices
we make, the values we hold, the ideas we advance, the insti-
tutions we support.

Unlike Mises, we do not face obstacles that appear hope-
lessly high. We owe it to his memory to throw ourselves com-
pletely into the intellectual struggle to make liberty not just a
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hope, but a reality in our times. As we do, let us all adopt as
our motto the words Mises returned to again and again in his
life. “Do not give in to evil, but proceed ever more boldly
against it.”

ARE WE ALL HISTORIANS OF DECLINE?

[This speech was delivered at the Mises Institute’s “History of
Liberty” Conference, Auburn, Alabama, January 29, 2000.]

he memoirs of the indefatigable economist Ludwig
von Mises, written from his exile in Geneva, Decem-
ber 1940, contain this moving, even tragic, passage:

Occasionally I entertained the hope that my writings would
bear practical fruit and show the way for policy. Constantly
I have been looking for evidence of a change in ideology. But
I have never allowed myself to be deceived. I have come to
realize that my theories explain the degeneration of a great
civilization; they do not prevent it. I set out to be a reformer,
but only became the historian of decline.

Reading the whole of Mises’s works, it is clear what he
means by decline: the deliberate wrecking of civilization itself,
which occurs as a byproduct of the rise of the total State. In
our own time, [ believe, we are watching the opposite occur:
the slow, systematic, intermittent, but relentless and glorious
decline of the State, which is an essential condition for the
restoration of civilization, the evidence of which can be read
in the daily newspapers and seen all around us.

These trends, either in Mises’s time or our own, are not
determined by historical forces beyond the control of the
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intellectuals and people who shape the social order. There is
no such thing as historical inevitability. The direction history
takes in the next hundred years will be decided—as it has
always been—Dby the ideas people hold about themselves and
the choices they make.

Mises knew this as much as any of his enemies. In 1940,
he wrote these words conceding that he had been defeated in
the first half of scholarly life. It was a period of grave uncer-
tainty and doubt that might have led any other scholar to total
despair and retreat.

His masterpiece Nationalékonomie had been printed in
Geneva, but sank without a trace. It is not clear how many, if
any, copies made it to America. Europe was already consumed
by war. The so-called wise men from the US, Britain, and
Russia—would-be world planners now in their element—
would soon be at the height of their power. The political ide-
ology and economic theory to which Mises had devoted his
life were fast becoming the stuff of historical interest only.

As for his personal life, hear the words of his wife Margit:

The day we arrived in the United States was hot and humid.
Behind us were four weeks of traveling, four weeks of anxi-
ety, of heartache, and apprehension. We were admitted on a
nonquota visa; but we had no home or family here to greet
us. Like many other immigrants, we were to experience dif-
ficult times before we once against felt firm ground beneath
our feet. Our belongings, among them his valuable library,
had been packed and shipped before we left. Now they were
lying somewhere en route, and we were not sure that we
would ever see them again. Moving from one small hotel to
another, with only savings to live on, and no teaching posi-
tion offered that might interest him—such was the back-
ground when in the autumn of 1940 my husband sat down
to write, as he originally planned, an autobiography.

Margit actually understates the problems Mises faced. He
had already completed his masterworks—the Theory of
Money and Credit; Nation, State, and Economy; Socialism;
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Epistemological Problems; Liberalism; and Nationalokonomie
—but they were known mostly in a Europe that no longer
existed in 1940. Two had been translated into English, but cir-
culated mainly in British academic circles. Most tellingly, the
intellectual tide had turned against him, with the rise of
socialism in Europe and Keynesian-style New Deal planning
in the US. To be a proponent of laissez-faire economics in
1940 was seen as a proponent of the telegraph would be today:
a quaint position at best, and a nutty and ill-informed
predilection at worst.

Mises’s realization that he had been a historian of decline
comes two-thirds into his book, after telling of case after case
of a danger that presented itself, his warning, and the final
result, which was often contrary to his recommendation. Cru-
cially, Mises recognized that he had played an important role
in preventing the communization of Austria and in ending
the Austrian inflation. But he had no illusions about the lim-
its of his own power to change the direction of history.

No intellectual working alone can guarantee a future of a
certain path. Ideas can sway history, but there is no certainty
that good i1deas will prevail over bad ones. No matter where
you looked in 1940, bad ideas were triumphant, while good
ones were seemingly discredited and crushed by the force of
events.

Mises also understood that he was a member of the sec-
ond generation of European liberals to be faced with events so
ghastly that no 18th-century liberal would have ever predicted
them. Boundless hope was integral to the classical-liberal
worldview, and it was carried over in the mindset of the
Vienna economists, including Carl Menger in his youth.

When the optimism of the classical liberals turned out to
be unwarranted—the carnage and massacres of World War I
were the most convincing evidence that it was not true—
many despaired. Mises noted that pessimism had broken the
strength of Menger, who retired very early, robbing us today of
the further insights of the most brilliant economist of his age.
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Despair colored his last two decades and crippled him intel-
lectually.

One senses that Mises, in his youth, might have been
troubled by the example of Menger. It might have been the
case that nearly all was lost, Mises might have thought, but
sitting and stewing about it accomplishes nothing. Engaging
in the intellectual battle and fighting for truth comes with no
guarantee that truth will triumph. But apart from such
engagement, there is no hope at all. There is nothing an intel-
lectual with principles can do when faced with a world 1n tat-
ters but throw himself into the battle.

As Mises puts it in an inspiring paragraph:

It is a matter of temperament how we shape our lives in the
knowledge of an inescapable catastrophe. In high school I
had chosen a verse by Virgil as my motto: Tu ne cede malis
sed contra audentior ito. [Do not give in to evil, but proceed
ever more boldly against it.] In the darkest hours of the war,
I recalled this dictum. Again and again I faced situations
from which rational deliberations could find no escape. But
then something unexpected occurred that brought deliver-
ance. I would not lose courage even now. I would do every-
thing an economist could do. I would not tire in professing
what I knew to be right.

“It is a matter of temperament” was Mises’s theory on
why some give up and others continue to fight. And truly we
can only marvel at the fact that the second half of Mises’s life,
even in the face of astonishing personal, intellectual, and
political calamities, was as productive as the first half; if not
more so. Had he given up, there would have been no Human
Action, which appeared in print 10 years later, no Omnipotent
Government, a critique of national socialism even more dev-
astating than Hayek’s Road to Serfdom, and no Bureaucracy,
books written during years when the State controlled all
prices and production in most parts of the world, and killed
some 56 million people in its bloodiest war. During that war,
every day, another 30,000 died at the hands of the State, but
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Mises did not give in. He fought with the most powerful
weapon of all.

Had he not done so, there would be no Austro-libertarian
intellectual movement today, and—one cannot know for
sure—there might not have been a pro-freedom movement at
all in America today. He continued to fight until the end, even
though nothing in particular happened between 1940 and
1973, the year of his death, to give him a secure hope that lib-
erty would prevail in the end. In those years, the redistributive
State in the US exploded, the gold standard was finally
destroyed, the US became a world military empire, the regu-
latory State intruded into the lives of average people more
than ever before in history, and the Soviet Union, which
claimed to practice the socialism that Mises said was impossi-
ble, seemed to most naive observers to be secure, stable, and
statistically prosperous.

Why did Mises persevere? We might say that he knew the
truth when others did not. Sadly, that may be a necessary rea-
son, but it is not sufficient. The other ingredients, besides hav-
ing a good education and knowing the truth, are courage and
tenacity, qualities that are actually just as rare if not more so.

For as long as I can remember, I have had people explain
to me why I really should support this politician, student, or
faculty member based on the fact that he is secretly a Misesian
even if he doesn’t announce it more broadly for strategic rea-
sons. It was on these grounds that we kept being told we had
to back Reagan’s spending increases or Bush’s tax increases:
after all, he is really on our side.

Nonsense. For all I know, Janet Reno is a secret devotee
of Lysander Spooner, and Hillary Clinton 1s still the Taft
Republican of her youth. Maybe they are both just biding
their time, working their way into the establishment until the
time 1s right for them to act on their convictions. But, hon-
estly, what does this matter? It wouldn’t matter if President
Clinton’s economic adviser Sandy Berger revealed that he is
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actually a Rothbardian; in practice, he is the intellectual body-
guard of the House of Clinton.

A person must be judged by his actions and his willing-
ness to face trials with courage. It is a great thing when a per-
son holds the right views, when a politician favors freedom,
and when academics have affection for truth. But it is only
valuable to society when these same people are willing to fol-
low through on their ideas with actions.

We’ve heard for years that ideas have consequences. But
Richard Weaver did not mean that ideas have consequences
whether or not they are acted upon. They must be advanced
in public life, lived, and defended to make a difference in his-
tory, and even when there is no promise that doing so will
make a difference, we must act anyway.

And here is where Mises excelled over all of his contem-
poraries, many of whom regretted the passing of freedom but
were all too willing to ride the wave of statism to further their
careers. Now, moral theology has never required heroism
from anyone; but that doesn’t mean we shouldn’t recognize
and praise heroism when it does occur. And Mises was a hero.

Rothbard himself puzzled over the question of what
makes some men surrender and others fight when faced with
near certainty of failure. Rothbard wrote,

In the ultimate sense, no outside person, no historian, no
psychologist, can fully explain the mystery of each individ-
ual’s free choice of values and actions. There is no way that
we can fully comprehend why one man trims his sails to the
prevailing winds, why he “goes along to get along,” in the
infamous phrase, while another will pursue and champion
the truth regardless of cost. We can only regard the nobility
of the life and actions of Ludwig von Mises as an exemplar,
as an inspiration and a guide for us all.

It 1s all the more noteworthy that Mises persevered
despite his realization that he had witnessed little but civi-
lizational decline in his time. If we are to follow his example,
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it should not matter to us whether, in our own times, we see
our world as still thundering down the statist path or whether
we can find evidence that we are actually living in a new dawn
of liberty. I will try to convince you of the latter, but bear in
mind that the case for principled intellectual activism does
not depend on having realistic hopes for victory in our life-
times.

Despite all evidence, then, Mises had hope for the future
of liberty, and it was this hope that kept him engaged in the
battle. Consider the contrast with Joseph Schumpeter, a clas-
sical liberal who won the hearts of the Marxists at Harvard by
forecasting the death of capitalism. In Schumpeter’s view,
four things would lead to the permanent triumph of a fascis-
tic-style of socialism in America.

First, he said, the business class would shrink with the
rise of the heavily bureaucratized corporation. And yet, since
his time, we have seen a virtual revolution occur in the For-
tune 500, with old established firms being wiped out by
younger, smaller, and more aggressive upstarts. The business
class has swelled to become the more prestigious and most
active sector of American society.

Second, Schumpeter predicted that a bureaucratized cap-
italism would lead to a loss of respect for private property. And
while it is true that property in America is fully private in
name only, and that Americans are far too lax in its defense,
and that we live under the rule of the largest government in
the history of man, dogged attachment to property has
increased in recent years. For many in the former socialist
world, the blessings of extensive property ownership are being
discovered for the first time.

The tax revolt would not have become a permanent fix-
ture of American politics, bureaucrats would not find them-
selves fearing for their lives when attempting to enforce wet-
lands regulations, and people’s attachment to their stock
portfolios would not have recently driven them to turn to the
business section before the sports section of the newspaper
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every day. If anything, attachment to private property, or what
remains of it, is more intense than in any period since the war.

Third, Schumpeter predicted that the intellectual class
would become fully socialist. But he didn’t predict that this
intellectual class would undermine itself by burying its social-
ist moral system in deconstructivist relativism, thereby inad-
vertently encouraging students to be just as dismissive of
socialist orthodoxy as any other. And neither did Schumpeter
anticipate the rise of an alternative intellectual class that
organizes itself around the principles of the Austrian and clas-
sical liberal tradition.

Schumpeter predicted that the American public would
increasingly accommodate itself to a political environment
that exalts social security, egalitarianism, and economic plan-
ning. What he underestimated was the propensity of so many
to resent having their money stolen by equality-promoting
racketeers with a social and economic record of unrelenting
calamity. But Schumpeter’s greatest error was in having dis-
missed Ludwig von Mises’s argument that socialism is impos-
sible.

Schumpeter opposed socialism but believed that with
some effort, it could be made to work. Mises, in contrast,
argued that socialism could never be realized economically,
and that even halfway attempts could not achieve what it
promised to achieve. This was one of the reasons that Mises
had confidence and hope in the future of liberty. He didn’t
live to see the Berlin Wall come down or the Soviet Union fall
apart, or the Western regulatory and welfare states begin to
crack, but we have been privileged to live in just such times.

Today, while Leviathan is on the march, it has been deliv-
ered a number of setbacks relative to both the ambitions of the
ruling elites to devour private life entirely, and even the reach
of the State in past decades. Murray Rothbard says this began
in the early 1970s, with Watergate in particular. He wrote that
the event signaled the downfall of the State because it exposed
the reality of the central State to the American people who



240 Speaking of Liberty

had been conditioned since World War I to believe their lead-
ers were benevolent, public spirited, intellectually superior
men of courage, men who embodied the general will in the
Rousseauian tradition.

If Vietnam discredited US foreign policy, Watergate was a
serious blow to the administrative State on a domestic level.
In the 1950s, it was considered nearly scandalous when Bob
Hope poked fun at Eisenhower’s golf game; now the jokes
against the president are so ruthless (and deserved) that you
have to ask the children to leave the room in advance.

I can well recall when it was not uncommon for Ameri-
can homes to sport a picture of the great leader. No longer. In
wartime, support for the president can be high, but it does not
last. Evidence that entrenched opposition to the State is vast
and growing can be seen in the enormous spying apparatus
that the White House believes is necessary to keep track of its
enemies.

Rothbard saw that Watergate—however partisan and
petty—represented a sea change in American politics. Instead
of moral men looking out after the public, the political class
was revealed as foul-mouthed, selfish, conniving, and ready to
lie. From Watergate until the present, the trend has been
relentlessly down. No president since JEFK—the now-discred-
ited JFK—has enjoyed immunity from widespread public
antipathy. Even the great Reagan was caught in a scandal—
now forgotten—that had him working with the CIA and sup-
posed international terrorists in Iran to pay off would-be junta
leaders in Latin America.

And yet the trend toward a decline in the moral, intellec-
tual, and cultural credibility of government has dramatically
accelerated since the end of the Cold War. Consider the long
view of our century: As Robert Higgs has emphasized, it has
been a period of crisis, from world wars to depressions to
inflationary recessions, all of which conspired to instill a sense
of dependency and loyalty to the central State.
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For 40 years during the Cold War, the State kept us in
constant fear of a nuclear holocaust. The only thing that stood
between the people and total annihilation was the govern-
ment and our political leaders. We were told that they were
protecting us from Russia. Whatever you want to say about
that assertion, it is undeniably the case that it benefited DC at
the expense of our liberties. I recall noticing a distinct lack of
jubilance on the part of the ruling class when it woke up one
day and found its reliable enemy had ceased to exist.

Since then, the ruling class has engaged in a series of
attempts to find some effective substitute for the Soviets, an
enemy so formidable that it suppressed the libertarian
impulse and inspired the old civic loyalties that the ruling
class has come to know and love. But no matter what they
have dreamed up—and how many Hitlers has Washington
invented in the last 10 years’—nothing quite works like it
used to.

Since the end of the Cold War, there is an emerging liter-
ature that addresses the astonishing decline of the State. Gen-
erally, it divides into two camps. The first is represented by
those who cannot imagine social or international organiza-
tion taking shape apart from some type of government, and
thereby support the formation of ever more institutions of
world government.

Among these thinkers, we can point to Stephen Krasner
whose new book, Sovereignty: Organized Hypocrisy, takes the
position that the future rests with agencies such as the IMF,
the World Bank, the WTO, Nafta, the EC, and the like,
which will come to replace the nation-State as the source of
primary citizen allegiance. He 1s partially backed up in this by
Henry Grunwald, whose article in the Millennium Edition of
the Wall Street Journal forecast the wreckage of the State as we
know it and 1its replacement by universal institutions, not
excluding those of world government.

There are several reasons why these writers are not ulti-
mately correct. First, the idea of world government is hardly
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new: it has been a dream of socialist writers and despotic
rulers for centuries. It was never more close to becoming a
reality than after World War II, when the Bretton Woods insti-
tutions were established with relatively little controversy. But
today, every attempt to increase the power of the international
bureaucracy is met with widespread hostility.

WTO meetings are routinely disrupted and wrecked,
most conspicuously by the protesters outside, but more sub-
stantively by the delegates from developing nations who
resent attempts by the US to impose a prosperity-crippling
labor and environmental regulatory regime. Clinton has been
constantly stymied in his attempt to bolster the power and
authority of international institutions and his own personal
power to represent the interests of the US to them. That, and
not the fall of free trade, was the real story behind the defeat
of fast-track trade authority. And whatever happened to the
proposal to create a new world financial architecture, a global
New Deal, an idea batted around by the Clinton administra-
tion? Does anyone in government really have the stomach or
the energy for that type of world planning?

The power of the EC continues to be the most important
political issue in Europe. Meanwhile, its North American
counterpart in Nafta has been discredited throughout the
hemisphere. When was the last time any politician in
Canada, Mexico, or the US publicly claimed credit for Naftar
The silence 1s revealing.

There 1s another factor that suggests that world govern-
ment institutions are not a viable replacement for the nation-
State. The world government itself is a parasite on the nation-
State: it has State-like qualities but is not itself a governing
unit with autonomous power. For example, there is no sharp
distinction between the power of the US government and the
power of Nato or the World Bank. When you hear about
threats to American sovereignty from the world government,
remember that the US is the world government, the hidden
hand in the glove of the global State. The good news about



Ludwig von Mises 243

the prospect for world government is that when the host is
wrecked, so 1s the parasite.

Far more compelling opponents of the nation-State, like
Murray Rothbard, Hans Hoppe, Guido Hiilsmann, and Mar-
tin van Creveld, argue that it needs no replacement. The
international market economy is self-ordering, and political
systems are best when they reflect the preferences and unique
qualities of the people most affected by them. Combining the
insights of the Austrian economists with the Catholic moral
imperative of subsidiarity, you end up with Murray Roth-
bard’s dictum: universal rights, locally enforced. This way,
and not toward world government, is where we should be
heading in this period of nation-State decay.

Just how intense is the present antigovernment feeling? It
is interesting to note that not even at the height of the Cold
War did Washington feel the need to become the complete
fortress that it is today. We're told that this is to protect our
leaders from attacks by foreigners, but the truth is that the
fortress is designed to protect the government from retaliation
by the governed—a situation that the Scholastic political
thinkers said was a priori evidence of tyrannical rule.

Before he retired, Senator Daniel Patrick Moynihan was
asked what can be done to restore the people’s faith in gov-
ernment. He responded, “I've given up trying to restore faith
in government. I'm just trying to get through the day.”

Indeed, not since the Whisky Rebellion has the political
class been so paranoid and fearful of the public. During the
Clinton scandals, people on the right expressed astonishment
that Clinton did not suffer at the hands of public opinion
more than he did. But this observation assumes a preexisting
public expectation that the presidency should be free of scan-
dal and corruption. If expectations are rock bottom to begin
with, revelations about corruption in the White House do not
cause shifts in public opinion so much as confirm people’s
already low opinion of the ruling elite.
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“Where’s the outrager” the neoconservatives kept asking.
But they didn’t mean where is the outrage against government
itself; in fact, it is they who have been most vocal in con-
demning the persistent outrage against government in our
time, which they decry as dangerous antigovernment cyni-
cism. What they desired was outrage against Clinton person-
ally, and there seems to be fully a third of the public that truly
hates the man. But far more important than this is that two-
thirds or more expect politicians to act exactly as Clinton acts.
This isn’t antigovernment cynicism; it is simple realism.

This goes a long way toward explaining other events that
have shocked mavens of the political system. Voting is down
to historic lows, not because of indifference, but because of
the perception that the system is wholly owned by the power
elite, designed and constructed to keep the current regime in
charge. The New Left used to fulminate against the illusion
of democracy, but hardly anyone believed that this critique
would become mainstream in the next century.

In the current system, not voting is a form of protest,
using the freedom not to vote to express disapproval of the
current system. Already we are seeing public interest groups
demand that the government institute an incentive system to
increase voting, or even require voting as many other govern-
ments do. Never underestimate the desire of the State for sym-
bolic evidence of citizen support. Never forget the insight of
Thomas Hobbes, Etienne de la Boétie, Hume, Mises, Roth-
bard, and others that government ultimately rules not by force
but by achieving something of a public consensus. Voting
totals are one way to browbeat people into granting consent.

Neither is the perception that politics is one big racket
restricted to the US. Even in Germany, where libertarian ideas
have had a very difficult time gaining a foothold, public
respect for the State is at a postwar low. Helmut Kohl stands
discredited, but so do most other potential leaders of the Ger-
man State. Commentators at the New York Times are already
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warning that the present political climate could end up
uprooting an entire generation of German political leaders.
The same is true in Britain, where Tony Blair gave up social-
ist ideology, not because he wanted to, but because the
prospects of nationalized industry no longer inspired voter
interest.

We see the decline of the State reflected in a hilarious turn
of events in the polling industry. I have seen only a few arti-
cles on this subject—the polling industry understandably
wants to keep it under wraps—but it turns out that pollsters
are able to gain the cooperation of only one out of three peo-
ple they talk to. Most people approached for their political
opinions simply refuse to participate—a fact which makes a
mockery out of their pseudo-scientific so-called margin of
error. So taboo have some political opinions become that even
those who answer the polls do not always tell the truth. Only
this explains why every election season of the last three has
featured huge political upsets.

Lying to the pollsters is one form of rebellion, but we are
surrounded by many others. When the State says it is going to
impose new restrictions on gun ownership, sales boom. When
the State says we shouldn’t smoke, especially not teens, smok-
ing soars among teens. When the State says we shouldn’t eat
fast food, the stocks of Burger King and McDonald’s take off.
When the State says to vote, people stay home. We can only
hope that the government never undertakes an advertising
campaign on behalf of Austrian economics.

The prevalence of antigovernment cynicism is fast
becoming like the weather: everyone complains about it, but
no one does anything about it, because no one can. Govern-
ment is having serious trouble recruiting people into its ranks.
As van Creveld has pointed out, the rise of the State was in part
dependent on the perception that the State offered its employ-
ees the greatest financial prospects of any industry and
offered a secure path to social advancement. This is no
longer true. Even with the government’s inflated salaries, it
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cannot compete with the private sector. The word bureaucrat,
originating as a term of prestige, is now a swear word. The
bureaucracy is no longer what Hegel praised as the “objective
class” or what Max Weber said was the embodiment of “goal-
oriented rationality.”

When Clinton bragged that he has reduced the govern-
ment to the smallest size in 30 years, he was referring to the
number of people on the government’s civilian payroll. But it
was a trick. He came up with these numbers by deleting the
numbers of unfilled positions from the payroll. What his sta-
tistic meant, then, is that the government is having a hard
time recruiting and retaining employees—not exactly a flat-
tering statistic when presented in that light.

A recent study of graduates from the Kennedy School at
Harvard, set up to promote so-called public service, showed
that only a third of its graduates enter the public sector. And
no wonder. Parents used to want their kids to grow up to
become president, but the wish now seems like the closest
thing to psychological abuse I can imagine.

What about taxes? Yes, they are higher than ever and tax
collection the most intrusive in history. But the technological
revolution has raised the possibility of increased competition
between tax jurisdictions. We don’t have to go as far as David
Laband of Auburn to predict that Web commerce will drive
sales taxes to zero, but the possibilities are there that increased
competition between political units impose serious down-
ward pressure. And I think it is clear—and it has been true for
some time—that while the public’s appetite for freebies is
high, its tolerance of tax increases stands at exactly zero. Lib-
eral media commentators like to point out that politicians
promising to cut taxes experience no great boost as a result.
But this isn’t because the public demand isn’t there; it is
because, more radically, no one believes them anymore.

The tax State will be dealt a mortal blow if the time ever
comes when money and banking are taken out of the hands
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of the State and become the exclusive domain of market
economies. Certainly, the prospects for genuine tax reduction
coming via legislation seem low indeed. The best case sce-
nario for tax reduction involves an increase in the present
practice pioneered by the very rich: they shelter their money
in financial forms that avoid extreme tax penalties, or even
bank in places that guarantee privacy.

Richard Rahn, in his book the End of Money, has argued
that the demand for bank privacy is far more widespread than
is traditionally known—a case in point being the public out-
rage over Clinton’s proposed and defeated “know your cus-
tomer” regulations. In Rahn’s view, online technologies will
eventually come to meet the demand for bank privacy, mak-
ing it very difficult for the nation-State to collect what it
believes it is owed. Certainly, the tax State, like the antique
Post Oftice, is closely tied to brick and mortar, and could
eventually find itself outrun by digital means of avoidance.

The gold standard represents the ideal monetary arrange-
ment, and the only one that erects a wall of separation
between the means of exchange and the nation-State. Guido
Hiilsmann has argued that a truly free monetary arrange-
ment—one free of legal-tender laws, taxes on gold, and free
entry and exit—would result in a de facto gold standard. Fur-
ther, Joseph Salerno has made the argument that the rise of
nonbank banks represents a viable replacement for traditional
banking services, ones which are far more sound because they
keep 100-percent reserves and are therefore relatively more
immune from panics or the contagion effect.

The unexpected change in monetary affairs in the last
decade has been the startling effect that financial deregulation
and internationalization have had on the ability of the Federal
Reserve to monitor and control money. The Fed is no longer
sure which monetary aggregate to watch, and it cannot be
sure of the market’s response to its actions, in either the value
of the dollar on international exchange or on the shape of the
yield curve. The Fed is flying blind—exactly the opposite of
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the all-knowing, all-seeing central bank it has pretended to
be.

The problem of money and banking may be the most
intractable problem we face in the future, and in this area, we
can chronicle nothing but decline, and will probably continue
to do so for some time, barring some amazing digital break-
through. This is not so with Social Security, FDR’s tax racket
that hooked generations into dependence on Leviathan. The
liabilities of the system are huge and growing—far too vast to
allow some easy Chilean-style privatization to cure all woes.
Fortunately, the unexpected has happened with the rise of
401(k)s and other forms of retirement accounts, created by
Congress as a concessionary measure in the wake of relentless
tax 1ncreases.

Young people today do not believe they will see a dime in
Social Security, a perception which has caused tens of mil-
lions to mentally secede from the system. Today, people are
socking away money in these private accounts on the expecta-
tion that the government will never give them a dime. Social
Security is not an investment program, as is obvious from the
abysmal returns the system pays. But the fact that the govern-
ment continues to advertise it as an investment program only
serves to discredit the State as a pension fund manager.
Whereas people once were grateful to FDR for caring for
them in their old age, young people today are wildly angry at
Social Security for looting their earnings, and this growing
anger explains why some in Congress are actually beginning
to openly discuss this previously taboo topic.

Secession is taking a variety of forms, not just financial.
Nation-States have multiplied since 1900, and secession
remains an important political force in almost every one of
the 200 nations in the world, even the US which sports active
secession movements in every region. We should realize the
implications of this. The more States there are, the more dif-
ficult they are to manage, which is why the establishment 1s
always sounding the alarm that it is a dangerous world. It is
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indeed dangerous for those who believe the world economy
and political structure need top-down control.

In the old days, people knew why they wanted to be con-
nected to the central State. It gave us security. It delivered the
mail. It protected us from foreign invaders. It provided courts
of law. First, what has become of the State’s security? As
Bruce Benson has pointed out, the drop in crime in recent
years coincides with proliferation of gated communities, huge
expenditures on home security systems, a boom in private
security guards, and the vast increase in individual gun own-
ership.

Contra Hobbes, our security is due to our own efforts, not
those of the State. And it is not only personal security at issue,
but also financial security, which the State also purported to
provide. But in the present economic environment, it is the
State, with its constantly shifting rules on welfare provision
and regulatory arbitrariness in general, which has become the
major source of insecurity.

As for the government’s mails, is there anything the feds
do that is more laughably anachronistic’ AOLs Instant Mes-
saging program delivers twice as many communications today
as the Post Office, and with online banking becoming easier,
bill paying will no longer be a Post Office monopoly. In the
end, the Post Office may find itself in business only to deliver
Christmas cards.

What about defense? Just as the US government has
failed to protect its own borders from relentless invasion, its
foreign military adventures constitute defense in name only.
I'll leave aside the crazy and murderous crusades from the
19th century through the end of the Cold War—so thor-
oughly chronicled in John Denson’s book, the Coszs of War—
and only cite a few outrageous recent cases.

It turns out that US soldiers are being investigated for
raping Serbian women during the Kosovo war—the exact
charge the US made against Serbian soldiers in their dealings
with Kosovars. As the news continues to trickle out about, for
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example, the US soldier who sexually assaulted and then
killed an 11-year-old child, we can only expect the outrage to
continue. This is to say nothing about the war crimes that
continue to be committed against the Iraqi and Serbian peo-
ple, not least by the so-called depleted uranium shells that
spawn leukemia for decades afterward, the terror bombing of
a pharmaceutical factory in the Sudan, the killing of 20 skiers
in the Italian alps, and the spreading of debauchery and pros-
titution anywhere in the world that is unlucky enough to host
a US military base.

The US military has been devastated by drastic changes
in its management over the last 10 years. Inside reports indi-
cate that it is now organizationally far more concerned with
affirmative action, speech codes, and political correctness in
general than military expertise. Promotions take place accord-
ing to political standards having less and less to do with merit.
This has demoralized the officer corps, which finds itself in
entrenched opposition to the politics and priorities of its civil-
1an masters.

Clinton had an idea in 1993 that he would institute an
embryonic national service program to replenish the ranks of
the volunteer military. But the program has been a bust, not
because Congress has slashed its budget, but because of a lack
of public interest, bureaucratic screw ups, and the usual loot-
ing by special interests. National service has not come back,
and there no imminent danger of a reinstitution of the draft.
Public resistance to a reimposition of the draft today would be
extraordinarily high.

As for courts of law, the boon in private arbitration tells us
something about the efficiency and efficacy of government
courts. US corporations are loathe to even enter them for fear
that they will get a judge like Thomas Penfield Jackson, a
man who had never used a personal computer but who
nonetheless presided over the most important software trial
of our times. He 1s an incompetent and a malcontent lord-
ing it over a brilliant, productive company at the behest of
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less successful companies. And he is typical of the judges
within the federal judiciary, almost none of whom inspire any
respect.

What about schools? Here we have a hopeless case in
which the level of government spending is directly correlated
with declining scores and knowledge. The public schools have
become such a disgrace that school districts are having to beg
people to take positions like superintendent, which used to be
considered high status. In the wake of Columbine, and all the
other school shootings, parents are increasingly concerned for
their children’s safety. Even if irresponsible parents send their
children to public schools and pay no attention to their aca-
demic decline, the prospect that their child might be gunned
down by a drugged-up maniac tends to focus the mind.

And hardly anyone wants to talk about the real deadly
effect of the public schools: what they have done and continue
to do the students’ character. Cramming thousands of kids in
a prison-like environment saps their intellectual energy and
puts the strongest in charge by default, exactly as in a prison.
But the encouraging sign is the growth in alternatives, whether
private schools or homeschools, which are increasingly being
used by the most astute people. It’s no wonder some members
of the power elite have pushed the idea of government vouch-
ers to hook these islands of genuine learning into the State
nexus before the government loses control altogether.

In the business world, too, we are seeing the wonderful
results of what happens when the entrepreneurial class circu-
lates and rotates from one generation to the next. The
entrenched, State-connected elites end up being replaced by
new ones. The new class of technological elites is the least
connected to government of any in our century. In their very
work, they breath and thrive on the relative freedom of the
technological sector, and are being shaped by a business set-
ting the State neither understands nor can come close to com-
peting with.
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An article in Vanity Fair last month quotes a member of
the Rockefeller family at their panic that the new millionaire
class is richer and more culturally powerful than what
remains of America’s old families, which too often secured
their social and political status by close proximity to the State.
By the way, what a wonderful thing that the business school
myth—the idea that only academic professionals can teach
market success—is at last being demolished.

The thriving market for employment has devastated the
ranks of the professional political activists. Thomas Sowell
points out that any black with intelligence and drive is in
school or in business, which leaves the ranks of the race hus-
tlers seriously thinned of bandwidth. The quality of the peo-
ple on the political front lines has been drastically diminished
in the past 30 years. They may be more belligerent than ever,
but they will be ever easier to outsmart in the years to come.

I've chronicled a whole range of areas in which the State
is in decline, and have done so without excessive focus on the
effects of the information revolution. Even though it has
become a cliché, we shouldn’t underestimate the effect of the
Web in advancing the revolution. Murray Rothbard, in his
famous essay on the nature of the State, pointed out that the
thriving State must monopolize the command posts of society.
Primary among them is the communications network. It is no
accident that the government has always worked to build
public-private partnerships in telegraphs, telephones, and the
airwaves. The State is inherently pro-censorship, viewing its
best interest as bound up with suppressing excessively critical
judgments against it.

This has all come to an end, much to the shock of the
power elite. You will notice that discussion of the information
revolution, and the political issues it raises, has been largely
missing from the campaign trail this year. The reason is that
the political class is hopelessly behind. Each member steers
discussion away from the topic for fear of making a brazen
mistake.
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Recall that a few years ago George Bush senior was skew-
ered for not knowing that prices in grocery stores are usually
read by bar codes. Today’s politicians are terrified that they
will be asked a question that mentions URLs, ISPs, band-
width, or packet switching. Their advisers would like to help,
but the political class is generally out of touch. For example, I
know a major campaign manager who still refuses to get
email in hopes that the whole thing will go away.

All of these factors combine to paint a fascinating picture
of the State in decline. We would be foolish not to take heart
in the denunciations of this trend printed in the daily news-
papers. Everyone from Mario Cuomo to Bill Bennett to Garry
Wills decries these trends and promises to reverse them with
a newly invigorated public sector. Every national politician
promises to restore the American people’s faith in govern-
ment. May they all fail, and miserably.

On the other side of the ledger, the list is just as daunting:
government spending is at an all-time high, regulations are
ever more intrusive, the middle class is ever more lackadaisi-
cal and nonchalant intellectually, the new generation of teens
is lacking in moral character, and public schooling continues
to drain people’s brain cases. Democracy itself still remains
what it has been since the turn of the century: a degenerate
system whereby organized groups of special interests are able
to exploit the majority of taxpayers for their own purposes.
And no trend can more quickly inspire exasperation and pes-
simism than the overwhelming success of some lawyers in
using the government’s laws and courts to their own benefit.

The single most important factor of uncertainty is the
business cycle. Some of these trends owe themselves to the
economic growth of recent years, which is causing private
markets to continually outrun the ability of governments to
keep up. It provides no comfort to observe the Fed’s loose
credit policies that began in the first quarter of 1995, so that
rates of growth in 1998 and 1999 have averaged 7 percent,
with periodic spikes as high as 15 percent.
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What will happen if the business cycle turns and we enter
into another inflationary recession, one caused by the Fed’s
reckless monetary and banking policies? Some of these glorious
trends will be reversed, while others will not. The State will
attempt to use the crisis to bolster its own power, but it will
confront a public that is socialized in a pattern of resistance,
and it will be in a much weaker starting position than it has
been in any previous economic crisis since the New Deal.

The habit of resistance recalls our forebears, whose his-
tory before the US Constitution was one long period of resist-
ance to the central State. This is what the best part of Ameri-
can history is all about, and it is what 1s distinct about
American culture. Recall too that history can turn on a dime,
just as it did in the Soviet Union and all over Eastern Europe.
Despotisms can be here today and gone tomorrow.

We must prepare in every way. We must ourselves become
historians of decline: historians of the decline of the State, his-
torians even of its fall, along with the fall of all its apologists,
dependents, and sycophants. Until they become the mere
stuft of history, we must fight in every way we know how to
secure liberty with the strongest possible intellectual founda-
tion, among this generation of faculty and students and every
one that follows.

To the supporting Members of the Mises Institute, I pass
on the warm thanks and appreciation of the thousands who
have been educated in our seminars and the millions who use
Mises Institute publications to inoculate themselves against
error in political and economic theory.

We must prevail because the future of civilization itself
depends on the triumph of the ideas of liberty. This is what
Mises believed, and it is what kept him going even in our cen-
tury’s darkest hours. Nine years after Mises declared himself
a historian of decline, Human Action appeared like a bright
light on the intellectual horizon, and 50 years later, that light
grows brighter every day.
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There can be no way that Mises could have anticipated
what the future held for that masterpiece. The pace of sales of
our Scholar’s Edition, produced on the 50th anniversary of its
original publication, comes close to matching the startling
sales rates of the first edition. And this is for a book that has
never gone out of print.

But here is something else. Mises.org has put Human
Action online, which permits anyone anywhere in the world,
at all hours, day or night, to have access to a fully searchable
and printable version of this 900-page book. In these two
weeks, nearly 7,000 students and others from around the
world have spent time reading the book or downloading it,
and these are people who would not otherwise have access to
such a book. Moreover, the online version has not hurt the
sales of the hardback but rather the opposite: it has made it
more popular.

Mises would be thrilled. Rothbard would be overjoyed.
So would all our forebears who understood the meaning of
freedom. We should be too. They would be happy to see you
here today and they would remind us all of the extraordinary
privileges that come with doing the work of liberty.

THE PROMISE OF HUMAN ACTION

[This speech was delivered at the Mises Institute, September 14,
1999, the 50th anniversary of the publication of Human Action./

the publicity department expressed astonishment at the
rapid sales of Ludwig von Mises’s Human Action. How
could such a dense tome, expensive by the standards of the

In a 1949 memo circulated within Yale University Press,
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day, written by an economist without a prestigious teaching
position or any notable reputation at all in the US, published
against the advice of many on Yale’s academic advisory board,
sell so quickly that a second and third printing would be nec-
essary in only a matter of months?

Imagine how shocked these same people would be to find
that the first edition, reissued 50 years later as the Scholar’s
Edition of Human Action, would sell so quickly again.

How can we account for the continuing interest in this
book’ It is unquestionably the single most important scien-
tific treatise on human affairs to appear in the 20th century.
But given the state of the social sciences, and the timelessness
of Mises’s approach to economics, I believe it will have an
even greater impact on the 21st century. Indeed, it is increas-
ingly clear that this is a book for the ages.

Human Action appeared in the midst of ideological and
political turmoil. The world war had only recently ended, and
the US was attempting to reshape the politics of Europe with
a new experiment in global foreign aid. The Cold War was
just beginning.

Virtually overnight, Russia went from ally to enemy—a
shocking transition, considering that nothing much had
changed in Russia. It had been a prison camp since 1918, and
its largest imperial advances in Europe had taken place with
the full complicity of FDR. But in order to sustain wartime
economic planning in the US, and all the spending that
entailed, it became necessary for the US to find another for-
eign foe. By 1949, the US began to fight socialism abroad by
imposing it at home.

Indeed, on this day 50 years ago, the old idea of the lib-
eral society was gone, seemingly forever. It was a relic of a dis-
tant age, and certainly not a model for a modern industrial
society. The future was clear: the world would move toward
government planning in all aspects of life, and away from the
anarchy of markets. As for the economic profession, the Key-
nesian School had not yet reached its height, but that was
soon to come.
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Socialist theory enthralled the profession to the extent
that Mises and Hayek were thought to have lost the debate
over whether socialism was economically possible. Labor
unions had been delivered a setback with the Taft-Hartley
Act, but it would be many years before the dramatic declines
in membership would take place. In academia, a new gener-
ation was being raised to believe that FDR and World War II
saved us from the Depression, and that there were no limits to
what the State could do. Ruling the land was a regime char-
acterized by regimentation in intellectual, social, and political
life.

Human Action appeared in this setting not as a polite sug-
gestion that the world take another look at the merits of free
enterprise. No, it was a seamless and uncompromising state-
ment of theoretical purity that was completely at odds with
the prevailing view. Even more than that, Mises dared to do
what was completely unfashionable then and now, which is to
build a complete system of thought from the ground up. Even
his former students were taken aback by the enormity of argu-
ment and the purity of his stand. As Hans-Hermann Hoppe
has explained, some of the shock that greeted the book was
due to its integration of the full range of philosophy, economic
theory, and political analysis.

When you read Human Action, what you get is not a run-
ning commentary on the turmoil of the time, but rather a
pristine theoretical argument that seems to rise above it all. To
be sure, Mises addresses the enemies of freedom in these
pages—and they happen to be the same enemies of freedom
that surround us today. But much more remarkable is the way
he was able to detach himself from the rough and tumble of
daily events, and write a book restating and advancing a pure
science of economic logic, from the first page to the last. It
contains not a word or phrase designed to appeal to the biases
of the world around him. Instead, he sought to make a case
that would transcend his generation.

To appreciate how difficult this is to do as a writer, it is
useful to look back at essays we may have written last year or
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10 years ago. Quite often, they have all the feel of their time.
If any of us have written anything that can hold up 5 years
later, much less 50, we should feel extremely happy at our
accomplishment. And yet Mises sustained a 1,000-page book
on politics and economics that doesn’t feel dated in the
least—or at least that was the consensus of the students we
recently had in our offices to reread the entire work.

Consider Samuelson’s Economics, which made its first
appearance in 1948. It’s no accident that it’s in its 16th edi-
tion. It had to be continually updated to fix the theories and
models that events rendered anachronistic in only a few years.
Even as late as 1989, the book was predicting that the Soviets
would surpass the US in production in a few years. Needless
to say, that had to go. Last year, a publisher brought out the
first edition—as a kind of museum piece, the way you might
reproduce a 78-RPM phonograph record. In any case, it did
not sell well.

Incidentally, when John Kenneth Galbraith reviewed
Human Action in the New York Times, he called it a nice piece
of intellectual nostalgia. Interesting. Does anyone read any of
Galbraith’s books today for any other reason? Our purpose in
reissuing the first edition, on the other hand, was not nostal-
gia: it was to introduce a new generation to what it means to
think clearly about the problems of social order. We still have
so much to learn from Mises.

We need to reflect on what it required of Mises personally
to write the book. He had been uprooted from his homeland,
and much of his beloved Europe was in tatters. Well past
midlife, Mises had to start over, with a new language and a
new setting. It would have been so easy for him to look
around at the world and conclude that freedom was doomed
and that his life had been a waste.

Try to imagine the intellectual courage it required for
him to sit down and write, as he did, an all-encompassing
apologia for the old liberal cause, giving it a scientific founda-
tion, battling it out with every enemy of freedom, and ending
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this huge treatise with a call for the entire world to change
direction from its present course onto an entirely new one.

I'm sometimes accused of having an excessively pious
devotion to the man Mises, but it is impossible not to notice,
in the thicket of his dense argument, that he was also a sin-
gular character in the history of ideas, a man of uncommon
vision and courage.

When we honor Human Action on this great anniversary
of the book’s publication, we must also honor the fighting
spirit that led him to write it in the first place, and to see it
through to its miraculous publication.

What are the political and economic trends that have
come to pass in the last 50 years? The rise of new technolo-
gies, whose existence are best explained through a Misesian
theory. The collapse of the Soviet Union and its client states,
for the reasons explained in this book. The failure of the wel-
fare state, again foretold in these pages. The widespread dis-
appointment at the results of positivist methods in the social
sciences, also addressed here.

Indeed, if we look at the failure of the welfare state, the
persistence of the business cycle, the hyperinflation in Asia,
the collapse of currencies in South America, the benefits
we’ve derived from deregulation in our own country, and the
meltdown of social insurance schemes, we’ll see that each is
addressed and predicted in Human Action. Again, each is dis-
cussed in terms of timeless principles.

But none of these issues touch on what I find to be the
most encouraging trend of our time: the decline in the moral
and institutional status of the central State itself. Quite often
in the press these days, pundits decry the rise of cynicism and
antigovernment feeling among the public. But what does this
really mean? Surely not that Misesian theory has come to
capture the imagination of the masses. We are a long way
from that. What they are decrying is the end of the old intel-
lectual and political regime that was just coming into its own
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when Mises’s book appeared in 1949, and has been breaking
apart since at least 1989.

The same level of respect is not shown to leaders in
Washington as it was in those years. Involvement in politics or
the civil service is not valued as highly. In those days, the State
got the best and brightest. These days, it gets those who have
no other job prospects. The public sector is not the place to
look for bandwidth. Moreover, hardly anyone believes that
central planners are capable of miracles anymore, and the pub-
lic tends to distrust those who claim otherwise. The political
rhetoric of our time must account for the rise of markets and
private initiative, and acknowledge the failure of the State.

Now, there are exceptions. There is the Bill Bradley cam-
paign, which, as far as I can tell, is driven by the idea that
Clinton has cut the government too much! And then there are
the conservatives at the Weekly Standard. Last week’s issue
called for something new: what they have dubbed “One-
Nation Conservatism.” The idea is to combine the conserva-
tive domestic statism of George W. Bush with the conservative
foreign-policy statism of John McCain. This is what might be
called the politics of the worst of all worlds.

The entire approach fails to come to terms with a central
insight of Mises’s treatise: namely, that reality imposes limits
on how expansive our vision of government can be. You can
dream about the glories of a society without freedom all you
want, but no matter how impressive the plans look on paper,
they may not be achieved in the real world because econo-
mizing behavior requires, most fundamentally, private prop-
erty, which is the institutional basis of civilization.

Government is the enemy of private property, and for that
reason becomes the enemy of civilization when it attempts to
perform anything but the most minimal functions. And even
here, Mises says, if it were possible to permit individuals free-
dom from the State altogether, it should be done.

People were not ready for that message then, but they
are more ready for it now, because we live in times when
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government routinely confiscates one-half or more of the
profits associated with entrepreneurship and labor. Politics
consists of 100,000 pressure groups trying to get their hands
on the loot. Why would anyone believe that it would be a
good idea to expand this system?

Let me read you the rationale for this One-Nation Con-
servatism. It will inspire people to throw themselves into what
they call public service. Public service has four main merits in
their view: it “forces people to develop broader judgment, sac-
rifice for the greater good, hear the call of duty, and stand up
for their beliefs.”

These are all desirable traits. But I fail to see how they
have anything to do with politics. Rather, a politicized society
tends to produce the opposite: narrow judgment, selfishness,
petty graft, and compromise. And that’s putting the best pos-
sible spin on it.

Who are the real visionaries today? They are software
developers, communications entreprencurs, freedom-minded
intellectuals, home schoolers, publishers who take risks, and
businessmen of every variety who have mastered the art of
serving the public through excellence, and doing it despite
every obstacle that the State places in their way.

The real visionaries today are the people who continue to
struggle to live normal lives—raising children, getting a good
education, building healthy neighborhoods, producing beau-
tiful art and music, innovating in the world of business—
despite the attempt by the State to distort and destroy most of
what is great and good in our world today.

One of the great rhetorical errors of Mises’s time and ours
has been to reverse the meaning of public and private service.
As Murray Rothbard pointed out, private service implies that
your behavior and your motivation is about helping no one
but yourself. If you want an example, tour the halls of a ran-
dom bureaucratic palace in DC.

Public service, on the other hand, implies a voluntary
sacrifice of our own interests for the sake of others, and I
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suggest to you that this is the most overlooked feature of a free
society. Whether it is entrepreneurs serving their customers,
parents serving their children, teachers serving their students,
pastors serving the faithful, or intellectuals serving the cause
of truth and wisdom, we find an authentic public ethic and a
real broadness of judgment; it is in the voluntary nexus of
Human Action where we find the call of duty being acted on.
It is here we find people standing up for their beliefs. It is here
we find true idealism.

It was Mises’s firm conviction that ideas, and ideas alone,
can bring about a change in the course of history. It is for this
reason that he was able to complete his great book and live a
heroic life despite every attempt to silence him.

The scholarly followers of Mises in our own time exhibit
these traits, and inspire us every day with their innovative,
principled, and radical approach to remaking the world of
ideas. In their work for the Quarterly Journal of Austrian Eco-
nomics, in their books, and in their teaching we see the ideals
of Mises being fulfilled.

At a low point in his life, Mises wondered if he had
become nothing but a historian of decline. But he quickly
recalled his motto from Virgil: “Do not give in to evil, but pro-
ceed ever more boldly against it.” With Human Action, Mises
did just that. He was to die around the time that Nixon went
off the gold standard and imposed wage and price controls, to
Republican cheers. He didn’t live to see what we see today—
nothing short of the systematic unraveling of the statist enter-
prise of our century—but he did foresee that hope was not
lost for the flourishing of human liberty. For that great virtue
of hope, we must all be very grateful.

Let me also say how grateful I am to everyone involved in
the production of the Scholar’s Edition on this 50th anniver-
sary, from our Members to our faculty to our staff. Mises
smiles today.
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HUMAN ACTION AND THE POLITICS OF
FREEDOM

[This speech was delivered at the Mises Institute’s Human Action
Conference, Auburn, Alabama, February 6, 1999.]

he head of state makes a speech to a packed house of

legislators, and is cheered to the rafters for his flurry

of visionary policy ideas. He calls for the restoration
of cities and towns, and the revival of the nation’s industrial
base through new spending programs. He makes more hous-
ing a national priority. He promises more education spend-
ing, new resources for the armed forces, a secure system of
old-age pensions, and more equitable healthcare delivery. He
takes the credit for a purported economic boom, and further
promises to surpass all previous records in national produc-
tivity.

No, this isn’t Clinton’s state-of-the-union address. It was
Stalin’s 1946 speech, which concluded as follows: “The Soviet
people are ready for it! Under the leadership of the Soviet gov-
ernment, with Stalin at its head, the Soviet people will trans-
form the law on the new Five Year Plan into life.”

If anyone still took Clinton seriously, this could be a chill-
ing comparison. After all, there was a time when the state-of-
the-union speech set the agenda for the nation. Now it is seen
as little more than theater. Even the news media treated it like
a movie premier, evaluating the script, the acting, and the
emotional impact, but never confusing it with real life.

In Washington now, they only pretend to make grand
new policy. In fact, as New York Senator Pat Moynihan
pointed out last year, they’re just trying to get through the day.

If we look at the present state of the war between govern-
ment and the economy, it is clear that the economy is win-
ning. Technological developments far outpace the ability of
government to control them. The public is participating as
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never before in capital markets. Private arbitration is steadily
replacing government courts. The sheer power of market
forces overwhelms government power on an almost daily
basis.

Books on freedom and against the corruptions of govern-
ment are more available than ever before, even if today’s pro-
fessors are loath to see their students get their hands on them.

Through the Internet, the Mises Institute reaches a
world-wide audience on a minute-by-minute basis. Journal
articles that were once inaccessible are available at no charge
to students and faculty around the clock. We hear from every-
where, from the University of California to the University of
Beijing. The Austrian School has sympathizers in nearly
every economics department in the country, and in such
departments as history and philosophy as well.

Meanwhile, the moral legitimacy of government, its offi-
cials, and its policies has been on the wane for some time.
Show me a student who aspires to enter the civil service these
days, and T'll show you a failure.

Politicians as a group, and not just one party, are deeply
distrusted and even detested. At all levels of government, the
competent are leaving for the private sector. The military can-
not retain pilots, the IRS cannot retain accountants, and the
labor department cannot retain economists.

Politicians are dropping like flies, and the two parties are
having trouble recruiting anyone respectable to put his name
on the ballot. The Clinton administration cannot even retain
cabinet members.

As for voting, few bother to do it any more. But far from
being a sad commentary on the present state of the civic cul-
ture, nonvoting is actually a form of secession from a fraudu-
lent system that offers the illusion of democratic participation
but not its reality.

Nobody in Washington really believes in Keynesian fiscal
planning anymore. Sure, they pay lip service to the idea,
because it provides a rationale for their jobs. But the last hint
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that government spending should be used to boost macroeco-
nomic aggregate demand came in 1993, just after Clinton was
elected.

In the meantime, the growth in government spending
has slowed dramatically since the 1980s, a decade in which a
163-percent increase in government spending was accompa-
nied by daily talk of budget cuts.

A new high-tech corporate power elite is being raised up,
disconnected from government. They make their fortunes by
virtue of their terrific innovations and their extreme attentive-
ness to the needs of the consumer, and through a competitive
struggle with others who are constantly attempting to do the
same.

The members of this new corporate elite are far less con-
nected to the idea and regulatory apparatus of the nation-
State than any of their predecessors. They have witnessed
firsthand the remarkable power of the market economy to
transform society and individual lives, and have seen nothing
but failure from government programs and consortiums.

Now, we must remember that we are in the midst of an
economic boom. I would feel a lot more like celebrating the
soaring stock market, and the rock-bottom unemployment
rate, if the Fed hadn’t been boosting the money supply, a fact
which is already showing up in the declining value of the dol-
lar on the international exchange.

In time, the boom will turn to bust, and market traders
will receive a new lesson in what that old-fashioned word
“recession” means. But the question we have to ask ourselves
1s this: in the next recession, will the forces of government be
able to impose the kind of fiscal and regulatory planning that
they once enacted as a matter of course?

I don’t think so. To impose a dramatic step-up in govern-
ment power requires a public consensus in favor of govern-
ment “solutions” that simply no longer exists.

What we are witnessing is the continuation of a process
that began to be revealed in the late 1980s, when socialist
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regimes crumbled despite every prediction that they would be
permanent. The same forces are working themselves out in
different and unpredictable ways right here at home. The ide-
ological foundations of all-round statism are beginning to col-
lapse. It has never been more likely that we will see a reflow-
ering of classical freedom in our time.

What a distance we have traveled since 1949. In the year
Mises’s Human Action was published, capitalism had no
future. The Great Depression was widely attributed to the
failure of the free market, despite the valiant efforts of Henry
Hazlitt to convince the world otherwise. The New Deal com-
bined with wartime economic planning was said to have
saved us from further ruin. The ideology of socialism was all
the rage in intellectual circles—as it had been for decades.

The old idea of the liberal society was gone, seemingly
forever. It was a relic of a distant age, and certainly not a
model for a modern industrial society. The future was clear:
the world would move toward government planning in all
aspects of life, and away from the anarchy of markets.

The US had fought and won a European war against
National Socialism, and an Asian war against a regional
empire. The ideological lesson of this experience was not that
the free society is superior. Recall that the US had been closely
allied with Stalin’s Soviet Union, a regime even more deadly
and totalitarian than the foes the US had battled.

The experience reinforced New Deal statism. When the
US government is given total power, the lesson ran, it can get
the job done, so long as the government is granted discretion
to choose its friends and enemies along pragmatic lines.

Moreover, the government must be allowed to make deci-
sions over issues of life and death. It must be allowed to con-
script, as the US did. It must be allowed to take innocent life
with deliberate intent, as the US did in mass bombings of
whole cities.

In terms of the ideological superstructure, this was the
era of the total State. People the world over had been shaken
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to their souls at the awesome display of nuclear weapons at
Hiroshima and Nagasaki, at the ability of three heads of state
to meet and carve up Europe into spheres of influence, at the
apparent central role that governments played as a force of
history, and at the awful and undeniable reality that individ-
uals appeared to be merely pawns in the new superpower-
driven drama of world affairs.

In 1949, the State Department and the Defense Depart-
ment drafted a document called “National Security Council
Finding 68.” NSC 68 was a blueprint for global US hege-
mony. It asserted that only the US government could muster
the moral, political, and ideological resources to reestablish
and maintain world order, which in turn required a massive
munitions and covert-action buildup, and a permanent global
military and CIA presence. It would be a new empire, and
even more ambitious than the former British empire.

We had come a long way from the original American
vision of a country uniquely situated to avoid international
political conflicts. In 1949, the major concern of the US power
elite was to cement its position by establishing global institu-
tions of unprecedented power, such as a world court, a world
central bank, a world economic planner, and a world police
force. The only critics deemed respectable were Marxists, who
said this planning apparatus was entirely too enthralled with
capitalist ideals.

Meanwhile, the real resistance movements in the US,
including the Southern Agrarians and the America First
Committee, had been smashed and discredited, their leaders
branded as reactionaries and Axis sympathizers. The election
of 1948 seemed to confirm this, as the Dixiecrats were crushed
and Truman reelected in an election that represented the
highwater mark of voter participation.

What was left of the antisocialist element in American life
was distracted into ignoring US socialism and focusing on the
Soviets, a sentiment that was denounced and simultaneously
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used by the Truman administration to bring about a huge
military buildup.

Anyone who doubted the glories of the escalating wel-
fare-warfare national-security State was accused of having an
“authoritarian personality,” in Theodor Adorno’s phrase that
still has a prominent place in undergraduate abnormal psy-
chology textbooks.

Freedom-minded intellectuals were dying off, and the
few remaining ones had virtually no publishing outlets. Most
of the dissident publications that survived the Depression had
been killed off during wartime censorship. And shaped by
years of war propaganda and fireside chats before that, radio
networks and newspapers chose their programming based on
nationalistic concerns.

Love of the nation-State had even come to displace tradi-
tional religion. The flag became an object of worship for the
second time in American history (the first being during Wil-
son’s invasion of Europe). Religious sentiments were added to
the national pledge and to depreciating coinage, in acts that
our forebears might have regarded as blasphemous.

The middle class was roped into a growing welfare State
by virtue of expanding Social Security, school loans and grants
from government, and the cult of the civil service.

In 1949, freedom seemed to have no future. The only
serious dispute was over the degree to which choice and
autonomy should be limited in government’s pursuit of the
planned world economy.

The State and the intellectual classes were one. The
prophet of this new order was Keynes himself, who achieved
an intellectual revolution of unprecedented completeness. As
one writer said at the time without irony, “Keynes indeed had
the Revelation. His disciples are now dividing into groups,
each taking sustenance from the Keynesian larder. The strug-
gle for the Apostolic Succession is on.”

Seymour Harris, an economics professor at Harvard,
whose 1949 book Economic Planning had a huge impact,
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sums up what was considered the empirical reality of Soviet
socialism. “Iwenty years ago,” he wrote, “Russia presented
her first five-year plan. Her phenomenally rapid rate of indus-
trialization and economic growth in the years 1928-40
attracted the attention of all the major nations of the world.”

As tens of millions were shot or starved to death in the
charnel house of socialism, Harris wrote that the

numerous advantages of the socialist state can not be
denied. For example, it can achieve a distribution between
production of essential and nonessentials apparently impos-
sible for the capitalist state. . . . In its concentration on essen-
tials prior to producing nonessentials, the economy of the
USSR has much to recommend it.

Among the advantages that Harris lists is this: “The USSR 1s
not troubled by excessive salesmen and advertisers.”

And what of Hayek’s 1944 criticism that planned
economies and loss of freedom are all of a piece? Harris
claims to show that Hayek has fallen victim to an elementary
fallacy. “The fact of concomitant variations (e.g., planning
and fascism in Germany),” writes Harris, “does not prove that
the planning brought fascism any more than the concomi-
tance of marriages and the appearance of ants in June sug-
gests a causal relation.”

That this flippant dismissal of any connection between
big government and loss of freedom was considered persua-
sive 1s a measure of the ideological climate of the time.

As for the efficiency of the planned economy, there was
no need to fear. Exhibit A in the intellectual arsenal of the
pro-planning economists was World War II. In the US, pro-
duction was planned, prices controlled, labor conscripted, and
consumption regulated. And didn’t we win the war? Even
more impressively, didn’t the war itself bring the gruesome
realities of the Great Depression to a close?

The Supreme Court was busy shredding the Constitu-
tion and centralizing power in the executive State. In 1949,



270 Speaking of Liberty

the court held in Wolf v. Colorado that the search and seizure
provisions of the Bill of Rights applied to the states, and that
the central government should be charged with protecting
people from their respective state governments.

Of course, in the original design of the Constitution, the
Bill of Rights was to protect the people of the states from the
central government, an intention that was turned on its head
with the doctrine of incorporation. But even aside from con-
stitutional law, how absurd it is for the feds to claim to be the
guardians of freedom. The centralization of power is one of
the greatest threats to liberty ever known.

In these years, the State and the corporate classes were
one as well. Every major company was now beholden to the
planning State, having been shaped by FDR’s Blue Eagle pro-
gram, wartime price controls, and all-round unionization.
The captains of industry were joined at the hip with the reg-
ulatory apparatus. The American worker was terrified for his
family’s livelihood, and in no mood to rock the boat.

Such traditional institutions as advertising and individual
initiative were declared dead in plays such as Death of a Sales-
man and books like the Organization Man.

In retrospect, it is clear that the foundations for the mas-
sive step-up in State power of the 1960s, and the war on such
countervailing institutions as private property, the family, and
federalism, were laid in the late 1940s and early 1950s.

The Depression and the war had demolished traditional
loyalties and demonstrated the massive power of government,
and the 1950s effort to globalize and universalize the plan-
ning State set the stage for the continued socialization of soci-
ety that followed.

Mises, who lived through it all, was singular because he
had both the intellectual apparatus to fight what appeared to
be an invincible foe, and the moral stamina to do so though
he knew he would doom any future he had in academia.
And yet he saw what needed to be done, and did it. The very
basis of the market economy and the free society needed to
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be presented anew, and reestablished on a solid intellectual
foundation for a new generation.

In the midst of the war, he had already written that the
most important postwar priority was to fight the forces of sta-
tism on the battlefield of ideas. With Human Action, he would
engage in that battle nearly alone. And yet one reason the
book stands out is that it is not about politics as such. Rarely
does he directly address the burning political issues of the day,
and then only in a timeless way. Two-thirds of the book is a
painstaking reconstruction of the theoretical foundations and
applications of economic science.

Mises’s intention was nothing short of magnificent. He
had concluded from his study of history that the classical
economists were the real heroes in the march of freedom. It
was they who explained the workings of the free economy and
the rationale for eliminating statist restrictions on trade and
labor.

In Mises’s words, they “reduced the prestige of con-
querors and expropriators and demonstrated the social bene-
fits derived from business activity.”

While others attributed the rise of the glorious Industrial
Revolution to mysterious forces or accidents of history, Mises
said it was the economists who exploded mercantilism and
made it possible for society to adopt the ideals of freedom.

The history of the American Revolution would seem to
bear him out. We hear often about the political education of
the founders. But just as powerful were their economic ideals.
For example, Jefferson studied the economics of Turgot,
whom Rothbard has identified as a founder of the Austrian
School.

As Mises looked at the ideological landscape of 1949, he
saw the philosophical foundations of freedom being
destroyed. Austria had been engulfed in statist ideology,
America too, and he was shocked and dismayed at the status
accorded to totalitarian regimes like the Soviet Union.
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But he also saw that the difference between the New Deal
and Stalin’s Five Year Plan was not one of kind but of degree,
and he set out to do everything in his power to stop the
encroaching darkness, and relight the flame of liberty.

In placing blame for the destruction, he again sought an
explanation in the intellectual realm. In Germany, it began
with fallacies concerning money creation and the supposed
benefits of protectionist policies. In the US, it was the ideo-
logical baggage of Progressivist ideology working hand-in-
glove with Keynesian economics, an import from Britain that
had socialized much of the birthplace of the Industrial Revo-
lution.

All around him, Mises saw assaults on the basic tenets of
sound economics. It was said that the price system does not
work, that property rights are a hindrance rather than the
path to economic progress, that business does not serve soci-
ety but exploits it, that laborers have a friend and not an
enemy in government, that government can innovate better
than the market, that the freedom of contract is a source of
waste rather than the embodiment of efficiency.

Mises predicted that civilization “will and must perish if
nations continue to pursue the course which they entered
upon under the spell of doctrines rejecting economic think-

ing.

So strong was his faith in ideas that he dared begin at the
very beginning, with the general science of human action,
with the nature of man as a choosing agent, with the founda-
tion of economic knowledge itself.

People who pick up Human Action for the very first time
are perhaps startled to discover that the first 200 pages consist
of a closely argued treatment of such foundational issues. It is
not until page 201 that we find a discussion of market institu-
tions like prices and money. And it is not until very late in the
book that we find the ways in which government policy
wrecks the operation of the market.
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Clearly, Mises had tremendous confidence in his reader-
ship, a confidence that was confirmed when his massive trea-
tise was made a selection of the Book of the Month Club, and
became an academic bestseller nearly overnight.

More importantly, he believed that it was only through a
painstaking reconstruction of economic science that the tide
of history could be turned.

Mises lived to see the free-market movement reborn as a
consequence of this book. He died knowing that he had given
the Austrian School a new birth, and he was thrilled to see
brilliant young students, especially Rothbard, picking up the
torch. But he did not live to see how his ideas would have a
broader impact in world aftairs.

Human Action almost did not see the light of day. Only
kind benefactors such as Lawrence Fertig, a friendly director
of the Yale University Press, and good colleagues such as Fritz
Machlup and Henry Hazlitt made it all possible. Mankind is
very much in their debt.

But as we explore the political message of Human Action,
I would first like to focus on an issue that was most pressing
in Mises’s time, and continues to affect our present dilemma.
This concerns a section of Human Action that is not often dis-
cussed, Chapter 34, on “The Economics of War.” He begins
with this startling statement: “The market economy involves
peaceful cooperation. It bursts asunder when the citizens turn
into warriors and, instead of exchanging commodities and
services, fight one another.”

Now, in 1949, this statement flew in the face of conven-
tional wisdom. It was widely believed that World War II, far
from being contrary to economic efficiency, was the means
by which the US and its allies had pulled out of the Depres-
sion.

Government had funded a massive amount of capital
expenditure, boosted aggregate demand, provided work to
millions, and eliminated idle industrial capacity. War was not
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economically destructive, it was said, but constructive and
productive.

Mises argued that war and the market economy, war and
high civilization, are incompatible. To be sure, he said, some-
times people must fight wars. But if it is necessary, only the
classical form of warfare is acceptable.

International law still applies. Civilians must be left out
of the battle. Neither must the civilian economy be touched.
Prices are not to be fixed and production is not to be planned.
Wars should be defensive and limited in duration and scope,
and conscription is out of the question.

Today, he says, the ideology of the total State has given us
total war as well. It involves the whole of the civilian popula-
tion and the whole economy. As Mises writes,

modern war is merciless, it does not spare pregnant women
or infants; it is indiscriminate killing and destroying. It does
not respect the rights of neutrals. Millions are killed,
enslaved, or expelled from the dwelling places in which
their ancestors lived for centuries.

Mises says this is a direct result of the ideology that makes
the State the center of a nation’s life and worship. Indeed,
when you consider the US’s aggressive war against Iraq, and
the millions of lives that its bombs and embargo have cost,
you gain a glimpse of what Mises was referring to.

This is why it is utterly preposterous for modern conser-
vatives to pretend to combine love of the free society with love
of the culture of warfare and military might. What too many
conservatives mean when they invoke a strong national
defense is not defense at all, but the preservation and expan-
sion of empire.

But if we follow Mises, we see that if we want freedom,
we must embrace a foreign policy that rose up with the
advance of freedom in the 18th and 19th centuries. That is to
say, we must reject militarism, imperialism, and foreign
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entanglements, and embrace trade instead of conflict as the
basis of international relations.

The immediate retort from today’s pundits is that the US
cannot afford to withdraw from a dangerous world. People are
dying in Kosovo, Somalia, Haiti, Liberia, Rwanda, Sudan,
Angola, Nigeria, Congo, and everywhere else, and the US, as
the world’s indispensable nation, has a responsibility for
doing something about it.

Left unexamined is the assumption that the US should
destroy regimes that US political leaders dislike. Whence this
impulse to free the world of State Department-defined sin,
regardless of the cost in lives and freedom? Mises traces it to
Wilson. “Under laissez-faire,” he says, “peaceful coexistence

of a multitude of sovereign nations is possible. . . . The tragic
error of President Wilson was that he ignored this essential
point.”

Recall too that Wilson was no advocate of free markets.
He was a progressivist academic and early socialist, as Roth-
bard argued so persuasively. It should not surprise us that the
president who gave us the income tax, the Federal Reserve,
and the direct election of senators would also be the first pres-
ident to believe that the US government has a holy mission to
rid the world of all heads of state whose values are different
from those celebrated in the District of Columbia.

It is long past time for us to come to terms with the fact
that our country is host to an imperial power. We are loved the
world over for our people and commerce, just as our govern-
ment is loathed and despised.

If you believe in the old ideal of America upholding the
light of freedom for the whole world to see, this is an uncom-
fortable truth. But nonetheless it is a priority for us to come to
terms with the deadly damage that the US government has
inflicted throughout the world, and to oppose it with all our
might.

Mises also addressed another crucial issue of our time,
namely poverty. As he points out, there was no question about
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poverty or riches in the precapitalistic era. For the huge
majority of the population, there was only poverty.

Capitalism made possible continuously rising living stan-
dards for the masses. As a result, the only people who are poor
by any historical standard are those unable to care for them-
selves, or who refuse to do so.

Contrary to the stereotype, Mises was a strong advocate of
private charity. He celebrated both religious and secular
groups that care for those who cannot care for themselves, as
well as the families that provide care in times of need. He
praises them for accomplishing marvels. And he also points
out that private charity is dependent on the flourishing of a
market economy, since the more capitalism increases wealth,
the more is available for giving.

But Mises refuses to take at face value the claims of politi-
cians who say they want to abolish poverty, since they also
desire equality. The goal of equality, Mises says, poses a huge
danger to the market economy. If pursued far enough, it is
capable of destroying the market, which depends on inequal-
ity. That is to say, it is the radical inequality of individuals, the
fact that people are unique, that brings about the desire to
exchange goods and services to the mutual betterment of
everyone involved.

It is no coincidence, Mises says, that the “most despotic
system of government that history has ever known, Bolshe-
vism, parades as the very incarnation of the principle of
equality.”

In a similar vein, he writes that egalitarianism

is very clear in its abomination of large fortunes. It objects to
big business and great riches. It advocates various measures
to stunt the growth of individual enterprises and to bring
about more equality by confiscatory taxation of incomes and
estates. And it appeals to the envy of the injudicious masses.

The result, says Mises, is an accumulation of power in the
hands of a political elite, the destruction of private savings,
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and the dramatic curtailing of private initiative. Until we
learn to celebrate natural inequality, we cannot appreciate the
greatest virtue of the market economy: its ability to coordinate
the needs and desires of all individuals through peaceful
exchange.

In Mises’s section on interventionism, he advances a the-
ory concerning the inevitable exhaustion of the reserve fund,
his phrase for the capital stock built up under capitalism. He
predicts that as the reserve fund is increasingly looted by gov-
ernment, society will grow poorer and more stagnant and
eventually the system will fail.

The market economy will then be reestablished only if
the right intellectual conditions are in place. He confidently
predicts in 1949 that we will exhaust the reserve fund in the
United States, just as Britain had. And yet it does not appear
that the interventionist State has exhausted itself. Govern-
ment spending is at an all-time high and tax revenues are as
well. Was Mises wrong?

Well, let’s look at the sectors of the economy that are most
unworkable, most dilapidated, and most stagnant. We can
start with the public schools, the postal service, the govern-
ment transit system, the military, the courts, and the inner
cities that have received so much attention from government
over the last few decades.

In every case we see stagnation, waste, vast bureaucracy,
and lack of innovation, that is, we see the hand of the State.
These institutions are incapable of rational economic calcula-
tion, and they look increasingly ridiculous and broken-down
when compared to the market-driven sectors.

So Mises was right: these institutions have largely
exhausted themselves. In the coming decade, and possibly
sooner, they will crumble. Meanwhile, the sectors governed
by market forces and voluntary choices, which thus enjoy the
fruits of innovative human energy, will continue to thrive and
grow and eventually displace the old, creaking interventionist
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apparatus. Mises was right: interventionism is not a perma-
nent system of social organization.

If we set out to list all the areas in which Mises was pre-
scient, we would be here all afternoon. Just for starters, he
demonstrated the economic impossibility of the socialist
economy and foretold its collapse. He saw early on in his
career that central banking would lead to inflation and busi-
ness cycles. He predicted that social welfarism would lead to
social disintegration. He saw that socialized medicine would
produce the ironic result of declining health. He foresaw that
interventionism would lead to the opposite results of those
promised by its proponents.

I would like to draw your attention to a paragraph on
page 859. Here Mises talks about the role of public opinion, a
subject much in the news today. He writes that one of the
great benefits of the market economy is that members of the
public can benefit from technical expertise that they them-
selves do not possess.

You do not have to know how to build a website to order
a book from Amazon.com. You do not need to know how to
pilot a 747 to fly coast to coast.

But matters are different regarding economic policies.
The practical use of the teachings of economics presupposes
their endorsement by public opinion, Mises writes. He is very
emphatic on this point.

[TThe best theories are useless if not supported by public
opinion. . . . They cannot work if not accepted by a major-
ity of the people. Whatever the system of government may
be, there cannot be any question of ruling a nation lastingly
on the ground of doctrines at variance with public opinion.

Because Mises held this view, he devoted enormous per-
sonal resources to teaching average people about the benefits
of economic freedom. Here Mises was basing his practice on
the theory of de la Boétie and Hume: that all governments—
no matter how powerful they seem—are fundamentally fragile,
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and cannot rule solely by fear and coercion because the
enforcers are always in the minority. They depend on some
measure of public willingness to be ruled.

Thus all governments pursue policies that are in some
measure—at least tacitly—supported by the people. Hence,
the New Deal was only made possible by the dying public
consensus in favor of the market economy. And hence, the
always economically disastrous Soviet Union finally collapsed
when the public turned against socialist theories and those
who used them as a cover for their power.

But what can we say about our own time? What does
public opinion support today? In the media, we hear that the
public is very happy with the rule of Clinton. The polls seem
to indicate support for his policies, a factoid which has caused
supporters of the market much despair.

In an effort to sort out this mysterious subject, I would
like to distinguish three methods of discerning public opin-
ion. The first 1s that which Mises identified: the practical
workings of the market economy. If we seek a society in which
the desires of the public are manifest in the use of social
resources, the market economy provides it. Only here do we
have the means of discovering the values of the masses and
signaling businessmen what to produce and in what quality
and quantity.

The failure to understand this leads the likes of Janet
Reno to complain that the wrong firm has temporarily won
the software war, or that a toy retailer is too large. Others com-
plain that the wrong products are chosen by the people. For
example, cigarettes are more valued than copies of the state-
of-the-union address.

But the truth is that the market is a daily and hourly
plebiscite over who or what will be the winners and losers.
The market has proven itself capable of serving a vast range
of interests. Classical music afficionados are served as effi-
ciently as those who prefer country music. Moreover, we can
have some confidence in the outcome of this vote, because
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people are laying their own personal property on the line, and
putting their money where their values are.

In all of human history, philosophers have sought to find
a system of social organization that truly embodies the will of
the people. With the market economy, we have that system.

How disgraceful that week after week on Sunday talk
shows, we hear politicians explaining to us that the American
people want this and the American people want that. How
can they know? The polls they cite represent nothing but
words in the air. Just once I would like one of these politicians
to tell the truth: we know what the American people want
based on which entrepreneurs and companies make the most
money.

We cannot know whether the American people truly
want national education standards, but we can know, because
we have eyes to see, that they want imported cars that work,
books delivered to their doorsteps overnight, and lots of do-it-
yourself home improvement products. We know this because
the companies that effectively deliver them are prospering.

Well, what about those public opinion polls? Their dirty
secret is that they nearly always consist of random calls to peo-
ple’s homes, and two-thirds of the people who pick up the
phone hang up without answering the questions. If you've
received a call from a polling firm, you know why people are
reluctant. There is nothing in it for you. It feels like an inva-
sion of privacy. You have no way of judging the veracity of the
caller.

If your political opinions are politically incorrect—that is,
if you disagree with respectable media opinion—you are far
less likely to talk. An official pollster might as well be from the
Justice Department, for all the citizen knows. Hence, partici-
pants tend to have conventional opinions they feel safe in
spouting off to a perfect stranger on the phone. Most people
are unwilling to express an un-PC opinion at a cocktail party,
much less to a pushy character interrupting their dinner.
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The question of whether a president ought to be removed
from office falls into the potentially dangerous category. If the
person agreeing to the poll senses that he will be regarded as
a kook for saying the president ought to be tried and con-
victed, on the margin he will say what he is supposed to say
and not say what he is not supposed to say.

The most absurd public opinion polls are those on taxes.
Now, if there is one thing we know about taxes, it is that peo-
ple do not want to pay them. If they wanted to pay them, there
would be no need for taxes. People would gladly figure out
how much of their money that the government deserves and
send it in.

And yet we routinely hear about opinion polls that reveal
that the public likes the tax level as it is and might even like it
higher. Next they will tell us that the public thinks the crime
rate 1s too low, or that the American people would really like
to be in more auto accidents.

When Mises writes of public support for market econom-
ics, he 1s speaking on a different level. He is addressing the
most basic ideological preferences of the public. What kind of
society do we want to live in? One planned by government or
one in which free individuals have control over the means of
production and can accumulate wealth through serving the
consuming public? A society in which the government con-
fiscates income or one in which wealth can be passed to new
generations? These are fundamental questions, and the ways
they are answered really do determine, in the long run, how a
political system is organized.

The public’s passion for a free society was destroyed by
the intellectual class of the Progressive era, and this culmi-
nated in a dramatic shift in public opinion during the 1930s,
away from market economics and toward a planning mental-
ity. The years between 1930 and the mid-1970s were charac-
terized by a notable lack of support for freedom among the
intellect