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Introduction

The ideal economic policy, both for today and tomor-
row, is very simple. Government should protect and de-
fend against domestic and foreign aggression the lives
and property of the persons under its jurisdiction, settle
disputes that arise, and leave the people otherwise free
to pursue their various goals and ends in life. This is a
radical idea in our interventionist age. Governments to-
day are often asked to regulate and control production,
to raise the prices of some goods and services and to
lower the prices of others, to fix wages, to help some
businesses get started and to keep others from failing,
to encourage or hamper imports and exports, to care for
the sick and the elderly, to support the profligate, and
so on and on and on.

Ideally government should be a sort of caretaker, not
of the people themselves, but of the conditions which
will allow individuals, producers, traders, workers, en-
trepreneurs, savers, and consumers to pursue their own
goals in peace. If government does that, and no more,
the people will be able to provide for themselves much
better than the government possibly could. This in es-
sence is the message of Professor Ludwig von Mises in
this small volume.

Professor Mises (1881-1973) was one of the 20th cen-
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tury’s foremost economists. He was the author of pro-
found theoretical books such a Human Action, Socialism,
Theory and History, and a dozen other works. However,
in these lectures, delivered in Argentina in 1959, he
spoke in nontechnical terms suitable for his audience of
business professionals, professors, teachers, and stu-
dents. He illustrates theory with homespun examples.
He explains simple truths of history in terms of eco-
nomic principles. He describes how capitalism destroyed
the hierarchical order of European feudalism, and dis-
cusses the political consequences of various kinds of
government. He analyzes the failures of socialism and
the welfare state and shows what consumers and work-
ers can accomplish when they are free under capitalism
to determine their own destinies.

When government protects the rights of individuals
to do as they wish, so long as they do not infringe on the
equal freedom of others to do the same, they will do
what comes naturally—work, cooperate, and trade with
one another. They will then have the incentive to save,
accumulate capital, innovate, experiment, take advan-
tage of opportunities, and produce. Under these condi-
tions, capitalism will develop. The remarkable economic
improvements of the 18th and 19th centuries and Ger-
many’s post-World War Il “economic miracle” were due,
as Professor Mises explains, to capitalism:

[I]n economic policies, there are no miracles. You have read in
many newspapers and speeches, about the so-called German
economic miracle—the recovery of Germany after its defeat
and destruction in the Second World War. But this was no
miracle. It was the application of the principles of the free market
economy, of the methods of capitalism, even though they were
not applied completely in all respects. Every country can expe-
rience the same “miracle” of economic recovery, although I



Introduction 1X

must insist that economic recovery does not come from a mir-
acle; it comes from the adoption of—and is the result of—sound
economic policies. (p. 15)

So we see that the best economic policy is to limit
government to creating the conditions which permit in-
dividuals to pursue their own goals and live at peace
with their neighbors. Government’s obligation is simply
to protect life and property and to allow people to enjoy
the freedom and opportunity to cooperate and trade
with one another. In this way government creates the
economic environment that permits capitalism to flour-
ish:

The development of capitalism consists in everyone’s having
the right to serve the customer better and/or more cheaply.
And this method, this principle, has, within a comparatively
short time, transformed the whole world. It has made possible
an unprecedented increase in world population. (p. 5)

When government assumes authority and power to do
more than this, and abuses that authority and power, as
it has many times throughout history—notably in Ger-
many under Hitler, in the U.S.S.R. under Stalin, and in
Argentina under Perén—it hampers the capitalistic sys-
tem and becomes destructive of human freedom.
Dictator Juan Perén, elected President in 1946, was in
exile when Mises visited Argentina in 1959, having been
forced out of the country in 1955. His wife, the popular
Eva, had died earlier, in 1952. Although Perén was out
of the country, he had many supporters and was still a
force to be reckoned with. He returned to Argentina in
1973, was again elected President and, with his new wife
Isabelita as Vice President, ruled until he died ten
months later. His widow, Isabelita, then took over until
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her administration, charged with corruption, was finailly
ousted in 1976. Argentina has had a series of Presidents
since then and has made some strides toward improving
her economic situation. Life and property have been ac-
corded greater respect, some nationalized industries
have been sold to private buyers, and the inflation has
been slowed.

The present work is a felicitous introduction to Mises'’
ideas. They are, of course, elaborated more fully in Hu-
man Action and his other scholarly works. Newcomers
to his ideas would do well, however, to start with some
of his simpler books such as Bureaucracy, or The Anti-
Capitalistic Mentality. With this background, readers will
find it easier to grasp the principles of the free market
and the economic theories of the Austrian school that
Mises presents in his major works.

BETTINA BIEN GREAVES
February 1995
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Mises’ Major Works
(Date of first publication in parentheses)

The Theory of Money and Credit (1912)

Nation, State and Economy (1919)

Socialism (1922)

Liberalism (1927; 1st English translation titled,
The Free and Prosperous Commonwealth)

Critique of Interventionism (1929)

Epistemological Problems of Economics (1933)

Nationalokonomie (1940) Predecessor to
Human Action; no English translation.

Bureaucracy (1944)

Omnipotent Government (1944)

Human Action (1949)

Planning for Freedom (1952)

The Anti-Capitalistic Mentality (1956)

Theory and History (1957)

The Ultimate Foundation of Economic Science (1962)

Posthumous Publications:
Notes and Recollections (1978)
On the Manipulation of Money and Credit (1978)
Economic Policy (1979)
Money, Method, and the Market Process (1990)
Economic Freedom and Interventionism (1990)
Interventionism: An Economic Analysis (1998)






Foreword

The present book fully reflects the author’s fundamental posi-
tion for which he was—and still is—admired by followers and
reviled by opponents. ... While each of the six lectures can
stand alone as an independent essay, the harmony of the series
gives an aesthetic pleasure similar to that derived from looking
at the architecture of a well-designed edifice.
—Fritz Machlup
Princeton, 1979

Late in 1958, when my husband was invited by Dr. Al-
berto Benegas-Lynch to come to Argentina and deliver
a series of lectures, I was asked to accompany him. This
book contains, in written word, what my husband said
to hundreds of Argentinian students in those lectures.

We arrived in Argentina several years after Perén had
been forced to leave the country. He had governed de-
structively and completely destroyed Argentina’s eco-
nomic foundations. His successors were not much better.
The nation was ready for new ideas, and my husband
was equally ready to provide them.

His lectures were delivered in English, in the enor-
mous lecture hall of the University of Buenos Aires. In
two neighboring rooms his words were simultaneously
translated into Spanish for students who listened with
earphones. Ludwig von Mises spoke without any re-
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straint about capitalism, socialism, interventionism, com-
munism, fascism, economic policy and the dangers of
dictatorship. These young people, who listened to my
husband, did not know much about freedom of the mar-
ket or individual freedom. As I wrote about this occasion
in My Years with Ludwig von Mises, “If anyone in those
times would have dared to attack communism and fas-
cism as my husband did, the police would have come in
and taken hold of him immediately, and the assembly
would have been broken up.”

The audience reacted as if a window had been opened
and fresh air allowed to breeze through the rooms. He
spoke without any notes. As always, his thoughts were
guided by just a few words, written on a scrap of paper.
He knew exactly what he wanted to say, and by using
comparatively simple terms, he succeeded in communi-
cating his ideas to an audience not familiar with his
work, so that they could understand exactly what he
was saying.

The lectures were taped, and the tapes were later tran-
scribed by a Spanish-speaking secretary whose typed
manuscript I found among my husband’s posthumous
papers. On reading the transcript, I remembered vividly
the singular enthusiasm with which those Argentinians
had responded to my husband’s words. And it seemed
to me, as a non-economist, that these lectures, delivered
to a lay audience in South America, were much easier
to understand than many of Ludwig von Mises’ more
theoretical writings. I felt they contained so much valu-
able material, so many thoughts important for today and
the future, that they should be made available to the
public.

Since my husband had never revised the transcripts
of his lectures for book publication, that task remained
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for me. I have been very careful to keep intact the mean-
ing of every sentence, to change nothing of the content
and to preserve all the expressions my husband often
used which are so familiar to his readers. My only contri-
bution has been to pull the sentences together and take
out some of the little words one uses when talking infor-
mally. If my attempt to convert these lectures into a book
has succeeded, it is only due to the fact that, with every
sentence, I heard my husband’s voice, I heard him talk.
He was alive to me, alive in how clearly he demonstrated
the evil and danger of too much government; how com-
prehensibly and lucidly he described the differences be-
tween dictatorship and interventionism; with how much
wit he talked about important historic personalities; with
how few remarks he succeeded in making bygone times
come alive.

I want to use this opportunity to thank my good
friend George Koether for assisting me with this task.
His editorial experience and his understanding of my
husband’s theories were a great help to this book.

I hope these lectures will be read not only by scholars
but also by my husband’s many admirers among non-
economists. And I earnestly hope that this book will be
made available to younger audiences, especially high
school and college students around the world.

MARGIT VON MISES
New York
June 1979






1st Lecture

Capitalism

Descriptive terms which people use are often quite mis-
leading. In talking about modern captains of industry
and leaders of big business, for instance, they call a man
a “chocolate king” or a “cotton king” or an “automobile
king.” Their use of such terminology implies that they
see practically no difference between the modern heads
of industry and those feudal kings, dukes or lords of
earlier days. But the difference is in fact very great, for a
chocolate king does not rule at all, he serves. He does not
reign over conquered territory, independent of the mar-
ket, independent of his customers. The chocolate king—
or the steel king or the automobile king or any other
king of modern industry—depends on the industry he
operates and on the customers he serves. This “king”
must stay in the good graces of his subjects, the consum-
ers; he loses his “kingdom” as soon as he is no longer in
a position to give his customers better service and pro-
vide it at lower cost than others with whom he must
compete.

Two hundred years ago, before the advent of capital-
ism, a man’s social status was fixed from the beginning
to the end of his life; he inherited it from his ancestors,
and it never changed. If he was born poor, he always
remained poor, and if he was born rich—a lord or a

1
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duke—he kept his dukedom and the property that went
with it for the rest of his life.

As for manufacturing, the primitive processing indus-
tries of those days existed almost exclusively for the
benefit of the wealthy. Most of the people (ninety per-
cent or more of the European population) worked the
land and did not come in contact with the city-oriented
processing industries. This rigid system of feudal society
prevailed in the most developed areas of Europe for
many hundreds of years.

However, as the rural population expanded, there de-
veloped a surplus of people on the land. For this surplus
of population without inherited land or estates, there
was not enough to do, nor was it possible for them to
work in the processing industries; the kings of the cities
denied them access. The numbers of these “outcasts”
continued to grow, and still no one knew what to do
with them. They were, in the full sense of the word,
“proletarians,” outcasts whom the government could
only put into the workhouse or the poorhouse. In some
sections of Europe, especially in the Netherlands and in
England, they became so numerous that, by the eight-
eenth century, they were a real menace to the preserva-
tion of the prevailing social system.

Today, in discussing similar conditions in places like
India or other developing countries, we must not forget
that, in eighteenth-century England, conditions were
much worse. At that time, England had a population of
six or seven million people, but of those six or seven
million people, more than one million, probably two mil-
lion, were simply poor outcasts for whom the existing
social system made no provision. What to do with these
outcasts was one of the great problems of eighteenth-
century England.
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Another great problem was the lack of raw materials.
The British, very seriously, had to ask themselves this
question: what are we going to do in the future, when
our forests will no longer give us the wood we need for
our industries and for heating our houses? For the ruling
classes it was a desperate situation. The statesmen did
not know what to do, and the ruling gentry were abso-
lutely without any ideas on how to improve conditions.

Out of this serious social situation emerged the begin-
nings of modern capitalism. There were some persons
among those outcasts, among those poor people, who
tried to organize others to set up small shops which
could produce something. This was an innovation. These
innovators did not produce expensive goods suitable
only for the upper classes; they produced cheaper prod-
ucts for everyone’s needs. And this was the origin of
capitalism as it operates today. It was the beginning of
mass production, the fundamental principle of capitalistic
industry. Whereas the old processing industries serving
the rich people in the cities had existed almost exclu-
sively for the demands of the upper classes, the new
capitalist industries began to produce things that could
be purchased by the general population. It was mass
production to satisfy the needs of the masses.

This is the fundamental principle of capitalism as it
exists today in all of those countries in which there is a
highly developed system of mass production: Big busi-
ness, the target of the most fanatic attacks by the so-
called leftists, produces almost exclusively to satisfy the
wants of the masses. Enterprises producing luxury
goods solely for the well-to-do can never attain the mag-
nitude of big businesses. And today, it is the people who
work in large factories who are the main consumers of
the products made in those factories. This is the funda-
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mental difference between the capitalistic principles of
production and the feudalistic principles of the preced-
ing ages.

When people assume, or claim, that there is a differ-
ence between the producers and the consumers of the
products of big businesses, they are badly mistaken. In
American department stores you hear the slogan, “the
customer is always right.” And this customer is the same
man who produces in the factory those things which are
sold in the department stores. The people who think that
the power of big business is enormous are mistaken also,
since big business depends entirely on the patronage of
those who buy its products: the biggest enterprise loses
its power and its influence when it loses its customers.

Fifty or sixty years ago it was said in almost all capital-
ist countries that the railroad companies were too big
and too powerful; they had a monopoly; it was impos-
sible to compete with them. It was alleged that, in the
field of transportation, capitalism had already reached a
stage at which it had destroyed itself, for it had elimi-
nated competition. What people overlooked was the fact
that the power of the railroads depended on their ability
to serve people better than any other method of trans-
portation. Of course it would have been ridiculous to
compete with one of these big railroad companies by
building another railroad parallel to the old line, since
the old line was sufficient to serve existing needs. But
very soon there came other competitors. Freedom of
competition does not mean that you can succeed simply
by imitating or copying precisely what someone else has
done. Freedom of the press does not mean that you have
the right to copy what another man has written and thus
to acquire the success which this other man has duly
merited on account of his achievements. It means that
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you have the right to write something different. Freedom
of competition concerning railroads, for example, means
that you are free to invent something, to do something,
which will challenge the railroads and place them in a
very precarious competitive situation.

In the United States the competition to the railroads—
in the form of buses, automobiles, trucks, and air-
planes—has caused the railroads to suffer and to be al-
most completely defeated, as far as passenger transpor-
tation is concerned.

The development of capitalism consists in everyone’s
having the right to serve the customer better and/or
more cheaply. And this method, this principle, has,
within a comparatively short time, transformed the
whole world. It has made possible an unprecedented
increase in world population.

In eighteenth-century England, the land could sup-
port only six million people at a very low standard of
living. Today more than fifty million people enjoy a
much higher standard of living than even the rich en-
joyed during the eighteenth-century. And today’s stan-
dard of living in England would probably be still higher,
had not a great deal of the energy of the British been
wasted in what were, from various points of view,
avoidable political and military “adventures.”

These are the facts about capitalism. Thus, if an Eng-
lishman—or, for that matter, any other man in any coun-
try of the world—says today to his friends that he is
opposed to capitalism, there is a wonderful way to an-
swer him: “You know that the population of this planet
is now ten times greater than it was in the ages preceding
capitalism; you know that all men today enjoy a higher
standard of living than your ancestors did before the age
of capitalism. But how do you know that you are the one
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out of ten who would have lived in the absence of capi-
talism? The mere fact that you are living today is proof
that capitalism has succeeded, whether or not you con-
sider your own life very valuable.”

In spite of all its benefits, capitalism has been furiously
attacked and criticized. It is necessary that we under-
stand the origin of this antipathy. It is a fact that the
hatred of capitalism originated not with the masses, not
among the workers themselves, but among the landed
aristocracy—the gentry, the nobility, of England and the
European continent. They blamed capitalism for some-
thing that was not very pleasant for them: at the begin-
ning of the nineteenth century, the higher wages paid
by industry to its workers forced the landed gentry to
pay equally higher wages to their agricultural workers.
The aristocracy attacked the industries by criticising the
standard of living of the masses of the workers.

Of course—from our viewpoint, the workers’ stan-
dard of living was extremely low; conditions under early
capitalism were absolutely shocking, but not because the
newly developed capitalistic industries had harmed the
workers. The people hired to work in factories had al-
ready been existing at a virtually subhuman level.

The famous old story, repeated hundreds of times,
that the factories employed women and children and
that these women and children, before they were work-
ing in factories, had lived under satisfactory conditions,
is one of the greatest falsehoods of history. The mothers
who worked in the factories had nothing to cook with;
they did not leave their homes and their kitchens to go
into the factories, they went into factories because they
had no kitchens, and if they had a kitchen they had no
food to cook in those kitchens. And the children did not
come from comfortable nurseries. They were starving
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and dying. And all the talk about the so-called unspeak-
able horror of early capitalism can be refuted by a single
statistic: precisely in these years in which British capital-
ism developed, precisely in the age called the Industrial
Revolution in England, in the years from 1760 to 1830,
precisely in those years the population of England dou-
bled, which means that hundreds or thousands of chil-
dren—who would have died in preceding times—sur-
vived and grew to become men and women.

There is no doubt that the conditions of the preceding
times were very unsatisfactory. It was capitalist business
that improved them. It was precisely those early facto-
ries that provided for the needs of their workers, either
directly or indirectly by exporting products and import-
ing food and raw materials from other countries. Again
and again, the early historians of capitalism have—one
can hardly use a milder word—falsified history.

One anecdote they used to tell, quite possibly in-
vented, involved Benjamin Franklin. According to the
story, Ben Franklin visited a cotton mill in England, and
the owner of the mill told him, full of pride: “Look, here
are cotton goods for Hungary.” Benjamin Franklin, look-
ing around, seeing that the workers were shabbily
dressed, said: “Why don’t you produce also for your
own workers?”

But those exports of which the owner of the mill spoke
really meant that he did produce for his own workers,
because England had to import all its raw materials.
There was no cotton either in England or in continental
Europe. There was a shortage of food in England, and
food had to be imported from Poland, from Russia, from
Hungary. These exports were the payment for the im-
ports of the food which made the survival of the British
population possible. Many examples from the history of
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those ages will show the attitude of the gentry and aris-
tocracy toward the workers. I want to cite only two ex-
amples. One is the famous British “Speenhamland” sys-
tem. By this system, the British government paid all
workers who did not get the minimum wage (deter-
mined by the government) the difference between the
wages they received and this minimum wage. This saved
the landed aristocracy the trouble of paying higher
wages. The gentry would pay the traditionally low agri-
cultural wage, and the government would supplement
it, thus keeping workers from leaving rural occupations
to seek urban factory employment.

Eighty years later, after capitalism’s expansion from
England to continental Europe, the landed aristocracy
again reacted against the new production system. In
Germany the Prussian Junkers, having lost many work-
ers to the higher-paying capitalistic industries, invented
a special term for the problem: “flight from the country-
side”—Landflucht. And in the German Parliament, they
discussed what might be done against this evil, as it was
seen from the point of view of the landed aristocracy.

Prince Bismarck, the famous chancellor of the German
Reich, in a speech one day said, “I met a man in Berlin
who once had worked on my estate, and I asked this man,
‘Why did you leave the estate; why did you go away from
the country; why are you now living in Berlin?’” And,
according to Bismarck, this man answered, “You don't
have such a nice Biergarten in the village as we have here
in Berlin, where you can sit, drink beer, and listen to
music.” This is, of course, a story told from the point of
view of Prince Bismarck, the employer. It was not the
point of view of all his employees. They went into indus-
try because industry paid them higher wages and raised
their standard of living to an unprecedented degree.
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Today, in the capitalist countries, there is relatively
little difference between the basic life of the so-called
higher and lower classes; both have food, clothing,
and shelter. But in the eighteenth century and earlier,
the difference between the man of the middle class and
the man of the lower class was that the man of the
middle class had shoes and the man of the lower class
did not have shoes. In the United States today the
difference between a rich man and a poor man means
very often only the difference between a Cadillac and a
Chevrolet. The Chevrolet may be bought secondhand,
but basically it renders the same services to its owner:
he, too, can drive from one point to another. More
than fifty percent of the people in the United States
are living in houses and apartments they own them-
selves.

The attacks against capitalism—especially with re-
spect to the higher wage rates—start from the false as-
sumption that wages are ultimately paid by people who
are different from those who are employed in the facto-
ries. Now it is all right for economists and for students
of economic theories to distinguish between the worker
and the consumer and to make a distinction between
them. But the fact is that every consumer must, in some
way or the other, earn the money he spends, and the
immense majority of the consumers are precisely the
same people who work as employees in the enterprises
that produce the things which they consume. Wage rates
under capitalism are not set by a class of people different
from the class of people who earn the wages; they are
the same people. It is not the Hollywood film corporation
that pays the wages of a movie star; it is the people who
pay admission to the movies. And it is not the entrepre-
neur of a boxing match who pays the enormous de-
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mands of the prize fighters; it is the people who pay
admission to the fight. Through the distinction between
the employer and the employee, a distinction is drawn
in economic theory, but it is not a distinction in real life;
here, the employer and the employee ultimately are one
and the same person.

There are people in many countries who consider it
very unjust that a man who has to support a family with
several children will receive the same salary as a man
who has only himself to take care of. But the question is
not whether the employer should bear greater responsi-
bility for the size of a worker’s family.

The question we must ask in this case is: Are you, as
an individual, prepared to pay more for something, let
us say, a loaf of bread, if you are told that the man who
produced this loaf of bread has six children? The honest
man will certainly answer in the negative and say, “In
principle I would, but in fact if it costs less I would rather
buy the bread produced by a man without any children.”
The fact is that, if the buyers do not pay the employer
enough to enable him to pay his workers, it becomes
impossible for the employer to remain in business.

The capitalist system was termed “capitalism” not by
a friend of the system, but by an individual who consid-
ered it to be the worst of all historical systems, the great-
est evil that had ever befallen mankind. That man was
Karl Marx. Nevertheless, there is no reason to reject
Marx’s term, because it describes clearly the source of
the great social improvements brought about by capital-
ism. Those improvements are the result of capital accu-
mulation; they are based on the fact that people, as a
rule, do not consume everything they have produced,
that they save—and invest—a part of it. There is a great
deal of misunderstanding about this problem and—in
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the course of these lectures—I will have the opportunity
to deal with the most fundamental misapprehensions
which people have concerning the accumulation of capi-
tal, the use of capital, and the universal advantages to
be gained from such use. I will deal with capitalism par-
ticularly in my lectures about foreign investment and
about that most critical problem of present-day politics,
inflation. You know, of course, that inflation exists not
only in this country. It is a problem all over the world
today.

An often unrealized fact about capitalism is this: sav-
ings mean benefits for all those who are anxious to pro-
duce or to earn wages. When a man has accrued a certain
amount of money—Ilet us say, one thousand dollars—
and, instead of spending it, entrusts these dollars to a
savings bank or an insurance company, the money goes
into the hands of an entrepreneur, a businessman, en-
abling him to go out and embark on a project which
could not have been embarked on yesterday, because the
required capital was unavailable.

What will the businessman do now with the addi-
tional capital? The first thing he must do, the first use
he will make of this additional capital, is to go out and
hire workers and buy raw materials—in turn causing a
further demand for workers and raw materials to de-
velop, as well as a tendency toward higher wages and
higher prices for raw materials. Long before the saver
or the entrepreneur obtains any profit from all of this,
the unemployed worker, the producer of raw materials,
the farmer, and the wage-earner are all sharing in the
benefits of the additional savings.

When the entrepreneur will get something out of the
project depends on the future state of the market and
on his ability to anticipate correctly the future state of
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the market. But the workers as well as the producers of
raw materials get the benefits immediately. Much was
said, thirty or forty years ago, about the “wage policy,”
as they called it, of Henry Ford. One of Mr. Ford’s great
accomplishments was that he paid higher wages than
did other industrialists or factories. His wage policy was
described as an “invention,” yet it is not enough to say
that this new “invented” policy was the result of the
liberality of Mr. Ford. A new branch of business, or a
new factory in an already existing branch of business,
has to attract workers from other employments, from
other parts of the country, even from other countries.
And the only way to do this is to offer the workers
higher wages for their work. This is what took place in
the early days of capitalism, and it is still taking place
today.

When the manufacturers in Great Britain first began
to produce cotton goods, they paid their workers more
than they had earned before. Of course, a great percent-
age of these new workers had earned nothing at all be-
fore that and were prepared to take anything they were
offered. But after a short time—when more and more
capital was accumulated and more and more new enter-
prises were developed—wage rates went up, and the
result was the unprecedented increase in British popula-
tion which I spoke of earlier.

The scornful depiction of capitalism by some people
as a system designed to make the rich become richer and
the poor become poorer is wrong from beginning to end.
Marx’s thesis regarding the coming of socialism was
based on the assumption that workers were getting
poorer, that the masses were becoming more destitute,
and that finally all the wealth of a country would be
concentrated in a few hands or in the hands of one man
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only. And then the masses of impoverished workers
would finally rebel and expropriate the riches of the
wealthy proprietors. According to this doctrine of Karl
Marx, there can be no opportunity, no possibility within
the capitalistic system for any improvement of the condi-
tions of the workers.

In 1864, speaking before the International Working-
men’s Association in England, Marx said the belief that
labor unions could improve conditions for the working
population was “absolutely in error.” The union policy
of asking for higher wage rates and shorter work hours
he called conservative—conservatism being, of course, the
most condemnatory term which Karl Marx could use.
He suggested that the unions set themselves a new, revo-
lutionary goal: that they “do away with the wage system
altogether,” that they substitute “socialism”—govern-
ment ownership of the means of production—for the
system of private ownership.

If we look upon the history of the world, and espe-
cially upon the history of England since 1865, we realize
that Marx was wrong in every respect. There is no west-
ern, capitalistic country in which the conditions of the
masses have not improved in an unprecedented way.
All these improvements of the last eighty or ninety years
were made in spite of the prognostications of Karl Marx.
For the Marxian socialists believed that the conditions
of the workers could never be ameliorated. They fol-
lowed a false theory, the famous “iron law of wages”—
the law which stated that a worker’s wages, under capi-
talism, would not exceed the amount he needed to sus-
tain his life for service to the enterprise.

The Marxians formulated their theory in this way: if
the workers’ wage rates go up, raising wages above the
subsistence level, they will have more children; and
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these children, when they enter the labor force, will in-
crease the number of workers to the point where the
wage rates will drop, bringing the workers once more
down to the subsistence level—to that minimal suste-
nance level which will just barely prevent the working
population from dying out. But this idea of Marx, and
of many other socialists, is a concept of the working man
precisely like that which biologists use—and rightly so—
in studying the life of animals. Of mice, for instance.

If you increase the quantity of food available for ani-
mal organisms or for microbes, then more of them will
survive. And if you restrict their food, then you will
restrict their numbers. But man is different. Even the
worker—in spite of the fact that Marxists do not ac-
knowledge it—has human wants other than food and
reproduction of his species. An increase in real wages
results not only in an increase in population, it results
also, and first of all, in an improvement in the average
standard of living. That is why today we have a higher
standard of living in Western Europe and in the United
States than in the developing nations of, say, Africa.

We must realize, however, that this higher standard
of living depends on the supply of capital. This explains
the difference between conditions in the United States
and conditions in India; modern methods of fighting
contagious diseases have been introduced in India—at
least, to some extent—and the effect has been an un-
precedented increase in population but, since this in-
crease in population has not been accompanied by a
corresponding increase in the amount of capital in-
vested, the result has been an increase in poverty. A
country becomes more prosperous in proportion to the rise in
the invested capital per unit of its population.

I hope that in my other lectures I will have the oppor-
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tunity to deal in greater detail with these problems and
will be able to clarify them, because some terms—such
as “the capital invested per capita”—require a rather
detailed explanation.

But you have to remember that, in economic policies,
there are no miracles. You have read in many news-
papers and speeches, about the so-called German eco-
nomic miracle—the recovery of Germany after its defeat
and destruction in the Second World War. But this was
no miracle. It was the application of the principles of the
free market economy, of the methods of capitalism, even
though they were not applied completely in all respects.
Every country can experience the same “miracle” of eco-
nomic recovery, although I must insist that economic
recovery does not come from a miracle; it comes from the
adoption of—and is the result of—sound economic poli-
cies.






2nd Lecture

Socialism

I am here in Buenos Aires as a guest of the Centro de
Difusién Economia Libre.* What is economia libre? What
does this system of economic freedom mean? The an-
swer is simple: it is the market economy, it is the system
in which the cooperation of individuals in the social divi-
sion of labor is achieved by the market. This market is
not a place; it is a process, it is the way in which, by selling
and buying, by producing and consuming, the individu-
als contribute to the total workings of society.

In dealing with this system of economic organiza-
tion—the market economy—we employ the term “eco-
nomic freedom.” Very often, people misunderstand
what it means, believing that economic freedom is some-
thing quite apart from other freedoms, and that these
other freedoms—which they hold to be more impor-
tant—can be preserved even in the absence of economic
freedom. The meaning of economic freedom is this: that
the individual is in a position to choose the way in which
he wants to integrate himself into the totality of society.
The individual is able to choose his career, he is free to
do what he wants to do.

This is of course not meant in any sense which so

*Later the Centro de Estudios sobre la Libertad
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many people attach to the word freedom today; it is
meant rather in the sense that, through economic free-
dom, man is freed from natural conditions. In nature,
there is nothing that can be termed freedom, there is only
the regularity of the laws of nature, which man must
obey if he wants to attain something.

In using the term freedom as applied to human be-
ings, we think only of freedom within society. Yet, today,
social freedoms are considered by many people to be
independent of one another. Those who call themselves
“liberals” today are asking for policies which are pre-
cisely the opposite of those policies which the liberals of
the nineteenth century advocated in their liberal pro-
grams. The so-called liberals of today have the very
popular idea that freedom of speech, of thought, of the
press, freedom of religion, freedom from imprisonment
without trial—that all these freedoms can be preserved
in the absence of what is called economic freedom. They
do not realize that, in a system where there is no market,
where the government directs everything, all those other
freedoms are illusory, even if they are made into laws
and written up in constitutions.

Let us take one freedom, the freedom of the press. If
the government owns all the printing presses, it will
determine what is to be printed and what is not to be
printed. And if the government owns all the printing
presses and determines what shall or shall not be
printed, then the possibility of printing any kind of op-
posing arguments against the ideas of the government
becomes practically nonexistent. Freedom of the press
disappears. And it is the same with all the other free-
doms.

In a market economy, the individual has the freedom
to choose whatever career he wishes to pursue, to choose
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his own way of integrating himself into society. But in a
socialist system, that is not so: his career is decided by
decree of the government. The government can order
people whom it dislikes, whom it does not want to live
in certain regions, to move into other regions and to
other places. And the government is always in a position
to justify and to explain such procedure by declaring
that the governmental plan requires the presence of this
eminent citizen five thousand miles away from the place
in which he could be disagreeable to those in power.

It is true that the freedom a man may have in a market
economy is not a perfect freedom from the metaphysical
point of view. But there is no such thing as perfect free-
dom. Freedom means something only within the frame-
work of society. The eighteenth-century authors of
“natural law”—above all, Jean Jacques Rousseau—be-
lieved that once, in the remote past, men enjoyed some-
thing called “natural” freedom. But in that remote age,
individuals were not free, they were at the mercy of
everyone who was stronger than they were. The famous
words of Rousseau: “Man is born free and everywhere
he is in chains” may sound good, but man is in fact not
born free. Man is born a very weak suckling. Without
the protection of his parents, without the protection
given to his parents by society, he would not be able to
preserve his life.

Freedom in society means that a man depends as
much upon other people as other people depend upon
him. Society under the market economy, under the con-
ditions of “economia libre,” means a state of affairs in
which everybody serves his fellow citizens and is served
by them in return. People believe that there are in the
market economy bosses who are independent of the
good will and support of other people. They believe that
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the captains of industry, the businessmen, the entrepre-
neurs are the real bosses in the economic system. But
this is an illusion. The real bosses in the economic system
are the consumers. And if the consumers stop patroniz-
ing a branch of business, these businessmen are either
forced to abandon their eminent position in the eco-
nomic system or to adjust their actions to the wishes and
to the orders of the consumers.

One of the best-known propagators of communism
was Lady Passfield, under her maiden name Beatrice
Potter, and well-known also through her husband Sid-
ney Webb. This lady was the daughter of a wealthy busi-
nessman and, when she was a young adult, she served
as her father’s secretary. In her memoirs she writes: “In
the business of my father everybody had to obey the
orders issued by my father, the boss. He alone had to
give orders, but to him nobody gave any orders.” This
is a very short-sighted view. Orders were given to her
father by the consumers, by the buyers. Unfortunately,
she could not see these orders; she could not see what
goes on in a market economy, because she was interested
only in the orders given within her father’s office or his
factory.

In all economic problems, we must bear in mind the
words of the great French economist Frédéric Bastiat,
who titled one of his brilliant essays: “Ce qu’on voit et ce
qu’on ne voit pas” (“That which is seen and that which is
not seen”). In order to comprehend the operation of an
economic system, we must deal not only with the things
that can be seen, but we also have to give our attention
to the things which cannot be perceived directly. For
instance, an order issued by a boss to an office boy can
be heard by everybody who is present in the room. What
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cannot be heard are the orders given to the boss by his
customers.

The fact is that, under the capitalistic system, the ulti-
mate bosses are the consumers. The sovereign is not the
state, it is the people. And the proof that they are the
sovereign is borne out by the fact that they have the right
to be foolish. This is the privilege of the sovereign. He has
the right to make mistakes, no one can prevent him from
making them, but of course he has to pay for his mis-
takes. If we say the consumer is supreme or that the
consumer is sovereign, we do not say that the consumer
is free from faults, that the consumer is a man who al-
ways knows what would be best for him. The consumers
very often buy things or consume things they ought not
to buy or ought not to consume.

But the notion that a capitalist form of government
can prevent people from hurting themselves by control-
ling their consumption is false. The idea of government
as a paternal authority, as a guardian for everybody, is
the idea of those who favor socialism. In the United
States some years ago, the government tried what was
called “a noble experiment.” This noble experiment was
a law making it illegal to buy or sell intoxicating bever-
ages. It is certainly true that many people drink too
much brandy and whiskey, and that they may hurt
themselves by doing so. Some authorities in the United
States are even opposed to smoking. Certainly there are
many people who smoke too much and who smoke in
spite of the fact that it would be better for them not to
smoke. This raises a question which goes far beyond
economic discussion: it shows what freedom really
means.

Granted, that it is good to keep people from hurting
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themselves by drinking or smoking too much. But once
you have admitted this, other people will say: Is the
body everything? Is not the mind of man much more
important? Is not the mind of man the real human en-
dowment, the real human quality? If you give the gov-
ernment the right to determine the consumption of the
human body, to determine whether one should smoke
or not smoke, drink or not drink, there is no good reply
you can give to people who say: “More important than
the body is the mind and the soul, and man hurts himself
much more by reading bad books, by listening to bad
music and looking at bad movies. Therefore it is the duty
of the government to prevent people from committing
these faults.”

And, as you know, for many hundreds of years gov-
ernments and authorities believed that this really was
their duty. Nor did this happen in far distant ages only;
not long ago, there was a government in Germany that
considered it a governmental duty to distinguish be-
tween good and bad paintings—which of course meant
good and bad from the point of view of a man who, in
his youth, had failed the entrance examination at the
Academy of Art in Vienna; good and bad from the point
of view of a picture-postcard painter, Adolf Hitler. And
it became illegal for people to utter other views about
art and paintings than his, the Supreme Fiihrer’s.

Once you begin to admit that it is the duty of the
government to control your consumption of alcohol,
what can you reply to those who say the control of books
and ideas is much more important?

Freedom really means the freedom to make mistakes. This
we have to realize. We may be highly critical with regard
to the way in which our fellow citizens are spending
their money and living their lives. We may believe that
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what they are doing is absolutely foolish and bad, but
in a free society, there are many ways for people to air
their opinions on how their fellow citizens should
change their ways of life. They can write books; they can
write articles; they can make speeches; they can even
preach at street corners if they want—and they do this
in many countries. But they must not try to police other
people in order to prevent them from doing certain
things simply because they themselves do not want these
other people to have the freedom to do it.

This is the difference between slavery and freedom.
The slave must do what his superior orders him to do,
but the free citizen—and this is what freedom means—is
in a position to choose his own way of life., Certainly
this capitalistic system can be abused, and is abused, by
some people. It is certainly possible to do things which
ought not to be done. But if these things are approved
by a majority of the people, a disapproving person al-
ways has a way to attempt to change the minds of his
fellow citizens. He can try to persuade them, to convince
them, but he may not try to force them by the use of
power, of governmental police power.

In the market economy, everyone serves his fellow
citizens by serving himself. This is what the liberal
authors of the eighteenth century had in mind when they
spoke of the harmony of the rightly understood interests
of all groups and of all individuals of the population.
And it was this doctrine of the harmony of interests
which the socialists opposed. They spoke of an “irrecon-
cilable conflict of interests” between various groups.

What does this mean? When Karl Marx—in the first
chapter of the Communist Manifesto, that small pamphlet
which inaugurated his socialist movement—claimed
that there was an irreconcilable conflict between classes,
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he could not illustrate his thesis by any examples other
than those drawn from the conditions of precapitalistic
society. In precapitalistic ages, society was divided into
hereditary status groups, which in India are called
“castes.” In a status society a man was not, for example,
born a Frenchman; he was born as a member of the
French aristocracy or of the French bourgeoisie or of the
French peasantry. In the greater part of the Middle Ages,
he was simply a serf. And serfdom, in France, did not
disappear completely until after the American Revolu-
tion. In other parts of Europe it disappeared even later.

But the worst form in which serfdom existed—and
continued to exist even after the abolition of slavery—
was in the British colonies abroad. The individual inher-
ited his status from his parents, and he retained it
throughout his life. He transferred it to his children.
Every group had privileges and disadvantages. The
highest groups had only privileges, the lowest groups
only disadvantages. And there was no way a man could
rid himself of the legal disadvantages placed upon him
by his status other than by fighting a political struggle
against the other classes. Under such conditions, you
could say that there was an “irreconcilable conflict of
interests between the slave owners and the slaves,” be-
cause what the slaves wanted was to be rid of their slav-
ery, of their quality of being slaves. This meant a loss,
however, for the owners. Therefore, there is no question
that there had to be this irreconcilable conflict of interests
between the members of the various classes.

One must not forget that in those ages—in which the
status societies were predominant in Europe, as well as
in the colonies which the Europeans later founded in
America—people did not consider themselves to be con-
nected in any special way with the other classes of their






