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Comment
By the Editor

fTlHERE was once an innocent notion that be-
A cause the Employment Act of 1946 was born

without teeth it would have no bite. But all that an
infant law needs is a place for teeth. The rest will
happen according to nature. The Employment Act
created in the Executive Office a Council of Eco-
nomic Advisers to do the President's thinking on
social and economic matters. It reports to him twice
a year and the President transmits its report to
Congress. Each time it reports it leaves another
scar on the poor old hide of free enterprise. In its
Mid-Year Report for 1948, the bite was this:

If economic maladjustments become so serious that
voluntary action is clearly inadequate to halt threaten-
ing trends in the economy, the power of government
must be used. . . . A real difficulty with the wholly
voluntary solution is that it requires simultaneous
action by workers, businessmen, and consumers. But
no individual or group can have firm assurance that the
inflation will be stopped. It is therefore necessary that
the government should have and use powers in the
interest of economic stability, to supplement the
strength of individual actions, to give them common
direction, and to prevent their dissipation through
mutual conflict of purpose.

So, voluntary solutions cannot be trusted any more
to correct economic maladjustments. But who will
correct the maladjustments created by the govern-
ment's solutions? Only the government can do that,
and when the government acts upon the conse-
quences of its own errors the only thing it can think
of is to compress again the sphere of individual
freedom. Just now, as a disinflationary measure, it
has further invaded the premises of free private
bargaining. It says to you: "If you buy an automo-
bile or an ice box, you must pay not less than so
much down and discharge the balance within a cer-
tain time." The buyer and seller have nothing to say
about it. This is peacetime. Where now in what we
call the free enterprise system is there a free market?
The market for credit is not free. The market for

government bonds is fixed. The market for the pro-
duce of the earth is not free. Now there is no longer
a free market for the products of the assembly line.
That is not a free economy in which by interven-
tions of government the function of free price is
suspended.

ONE of our research directors came back from a
vacation in the country with words of wonder

for the mechanization of agriculture. He had seen a
machine that dug the hole, put in the fertilizer,
dropped the potato seed and covered it up, all at
one operation, as it moved over the ground under
power. Then a discussion began as to what such a
machine was for. To save labor, one said. But whose
labor is saved and what is it saved for? The labor of
the farmer who drove the machine was not the only
labor acting in that field to produce potatoes. If you
could account for all of it, his labor might turn out
to be the least part. First was the labor of those who
invented the machine. Then the labor of those who
made the machines that were necessary as tools to
make this potato planter, and the labor of those who
produced the steel and iron and brass and copper;
the labor of those who, beginning with blueprints,
used the machine tools and the raw materials to
externalize the inventor's idea of a mechanical
potato planter; and after all that, the labor of those
who produced the gasoline to make the potato
planter run and the oil to lubricate it and somewhere
others standing by to repair it and supply new parts
as it needs them. All of this other labor is invisible;
yet it is there in that field, and if it were not there
the farmer would be planting his potatoes by hand.
So again the question: What is such a machine for?
It is not to save labor. It is to increase the produc-
tivity of labor. That is the right answer, only that
it needs to be carried on. Is it the purpose of the
machine to increase the productivity of the farmer's
labor only? No. For if it is the productivity of the
farmer's labor only that is increased there will be
nothing in it for all those others whose labor is in-
visible; and if there is nothing in it for those others,
they cannot afford to go on making this machine for
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the farmer. The only true use of the machine, there-
fore, is to increase the productivity of all labor, or,
saying it in a way to fit the specific case, the purpose
of this mechanical planter is to reduce the total
human exertion necessary to produce an abundance
of potatoes for everybody. Thanks to the labor of
many others, the farmer is able to cultivate four
acres, where by hand he would be able to manage
but one. Since in terms of his own labor the cost of
producing a bushel of potatoes is greatly reduced he
can afford to sell them at a lower price per bushel
and still be more rewarded for his own labor than
before. As the price of potatoes falls, all the other
labor represented by the existence of the machine
shares in the result. Potatoes are cheaper, measured
by the total amount of human exertion necessary
to produce them. The research director said: "As I
watched the machine at work I kept thinking to
myself that potatoes were going to be very plentiful
and very cheap." Of course. That is what the
machine is for. If it is not for that it has no rational
meaning whatever. But the news analyst said:
"That is so by the book. Nevertheless, your answer
may be wrong. The government now is spending
$4 million a week to buy and remove from the mar-
ket a surplus of potatoes simply to keep the price
from falling. In that case, what is the machine for?"
In that case, all that invisible labor acting in the
mechanized potato field is unrewarded, the meaning
of the machine is defeated, and if this were to go on
and on the machine itself would disappear because
nobody could afford to produce it.

T7REED0M at last is put in its place. The latest
x addition to the Foreign Policy Association's
Headline Series is a pamphlet entitled "Face to Face
with Russia," by Philip E. Mosely, professor of
international relations at Columbia University's
Russian Institute. Professor Mosely says:

"Over the long run, great numbers of people will
judge both the Soviet and American systems, not by
how much individual freedom they preserve, but by
how much they contribute, in freedom or without it,
to develop a better livelihood and a greater feeling of
social fulfillment."

A better livelihood . . . in freedom or without it is
such a thing as may now be said out loud in this
country. And many no doubt will take it as the
child takes the loss of the pleasing delusion that
when he exchanges a nickel at the candy counter
and gets back four pennies he has both the candy
bar and more money than before. When people first
began to exchange freedom for security did they

not get back four freedoms? And were not four
freedoms more than one, with security besides?
Now that the government has taken their nickel and
they have eaten the sweet of security, Professor
Mosely can tell them that they must grow up. They
must learn that at this candy counter there are no
bargains. But what of the other phrase—a greater
feeling of social fulfilment . . . in freedom or with-
out it? What does that mean? It means only that
pure Communist ideology may be thus imparted by
Columbia University's Russian Institute through
the Foreign Policy Association.

AFREE report on the European Recovery Pro-
gram would go somewhat as follows. Marshall

Plan cargoes were ready to go forward the moment
a dilatory Congress passed the Foreign Assistance
Act. That was in April. The ships were loaded, not
with what we call capital goods, such as steel,
machines and railroad equipment, but with food,
tobacco and raw materials, because, before anybody
could think of economic recovery, Europe had to be
plucked back from the brink. These first cargoes
arrived just in time. The danger of chaos, said the
London Times, was "averted by a hair's breadth."
But it was not enough to avert chaos. It had to be
pushed back. So, therefore, food and tobacco and
raw materials continued to move until food rations
were increased all over Europe and the sounds of
distress began to subside. Happily, too, there was
very good news of crops in Europe. Then came a
lull. The capital goods were to have, followed
swiftly and were to have been distributed among
the European participants according to a grand
cooperative design. But it did not begin that way.
The grand design was missing. And this was owing
not to any trouble or failure at the American source
but to the fact that the Marshall Plan countries
could not agree on how to cut the pie in sixteen un-
equal parts. To make the division was the business
of the Organization for European Economic Co-
operation, representing all participants, but since
each member of the Organization for European
Economic Cooperation represented also the expec-
tations of his own country and since the one thing
the American Congress had been unable to provide
was a Solomon, a struggle for advantage was in the
nature of things; and as it went on the wee flame of
cooperation burned down to the wick. In the third
month the American providers at Washington, dis-
pensing the Marshall Plan billions, arrived at the
painful discovery that Europe had no recovery plan.
Nor had there ever been, in fact, a Marshall Plan.
What had been called the Marshall Plan was but an
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undertaking to provide the means to carry out a
recovery plan which was to be devised and adminis-
tered by the sixteen Marshall Plan nations. So it
was that although the Marshall Plan money was
very successfully getting itself spent, there was no
plan at all, anywhere.

IN July, Mr. Hoffman, the Administrator of the
Marshall Plan billions, went to Europe to talk

uncle to the Marshall Plan countries. He told them
that if they couldn't agree among themselves on a
fair division of the pie, with the good of Europe as a
whole in view, the Americans might get discouraged.
Therefore they had better work out a plan—a four-
year plan—and get it going before the next session
of the American Congress. To this they made an un-
expected reply. They said: "How strange you
Americans are. For yourselves you say you believe
in a free economy, and yet you are trying to impose
upon Europe a degree of economic planning beyond
anything you would tolerate yourself." In this
truth was irony. But it was not the whole truth.
The dominant thought of Europe is socialist and
anticapitalist. Everywhere the free economy has
been superseded by the planned economy. Therefore,
the idea of a planned European recovery, controlled
by government, could not in itself be either strange
or objectionable. It would mean only that there
should be one general plan administered by a con-
gress of constituent governments. Each government
would continue to plan its own economy as before.
The new problem was not one of principle. It was
political. It was how to make the wheels of sixteen
planned economies mesh with the big gears of one
master plan. They asked Mr. Hoffman to reflect on
the difficulties of doing that.

MR. HOFFMAN knew what their problems
were. But there was one they had forgotten

to name, and that was how to break themselves of
the dollar habit. He told them there was no magic
source of dollars; that they would have to learn to
make do with the dollars they could earn by their
own exertions, for otherwise there was no rational
meaning to the European recovery program. This
they would not entirely believe. Their socialist
economists have evolved the theory that to save its
capitalist system the United States is obliged by a
riddle of economic necessity to go on providing
Europe with the dollars to buy its surplus products,
for unless it can somehow and continuously get rid
of its surplus the American system will fall. Another

way to say it—and they are saying it that way, too
—is that the disparity between the American pro-
ductive power and that of other countries is such
that for a long time to come the United States must
share its wealth with all the have-less people,
merely in order to keep the world in balance. If that
is true, why should Europe try very hard to break
the dollar habit? And besides, no matter what the
Americans say, they do seem anxious to put forth
their dollars.

IN the Marshall Plan cargoes, American tobacco
has been a notable item. The argument for

providing tobacco is that it gives European labor
an incentive to work; that it is good for everybody's
morale; and, thirdly, that it sustains the revenues of
European governments who get it for nothing, add
a terrific tax and sell it to their people. That is the
argument that prevailed in Congress when the
Marshall Plan money for tobacco was being voted.
Now there is an unexpected result. Greece and
Turkey are demanding more dollar aid on the
ground that they are being economically hurt by
American tobacco. How are they being hurt? In
this way. They have a surplus of tobacco which
normally they would sell in Europe, but which now
they cannot sell. Why should England, for example,
buy tobacco from Greece and Turkey when she can
get American tobacco for nothing? And besides, the
British smoker prefers American tobacco. Or take
railroad equipment. Europe needs freight cars
badly. Belgium has a surplus capacity for making
freight cars. But why should Europe buy Belgian
freight cars when she can spend Marshall Plan
dollars for American freight cars? Or why should
France buy coal from Poland when she can get
American coal for nothing? France says she cannot
buy Polish coal because Poland won't take her
francs. European countries wanting Belgian freight
cars say they cannot buy them because they cannot
convert their depreciated currencies into good
Belgian money. "Then," says Mr. Hoffman, "let
each country contribute a certain amount of its own
money to one great pool and arrange that any one
kind shall be freely convertible into every other
kind for the use of intra-European trade." Their
answer to that is to say: "But we think it won't
work unless you put some dollars into the pool."
They know that if it has to be done the pool will be
sweetened with dollars—the fact notwithstanding
that when the Marshall Plan countries in their
original bill for American aid put down several
billions for the purpose of supporting their chaotic
paper money structure, that item was ruled out. It
seems in fact to be already taking place by indirec-
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tion. The Economist, London, refers to "what is
virtually a United States promise to buy such in-
convertible currencies against payments in United
States dollars." It may be that Europe knows more
about dollars than we know.

ON July 5 last, Great Britain celebrated the
obsequies of poverty and the rise of a complete

Welfare State. "The National Assistance Act,"
said the London Times, "winds up half a millennium
of social history by finally burying the Poor Law.
The Assistance Board . . . works according to
rules which would have been unbelievably generous
even forty years ago. The many other social services
which have sprung from the Poor Law now go
separate ways under new management, freed from
the last lingering taint of pauperism." And now that
it has been realized, what is a complete Welfare
State? The London Times calls it a social service
state and defines it as follows:

"The main outlines of a social service State ap-
proaching maturity are now plainly discernible in a
logical array: the assumption by the State of a positive
duty to prevent avoidable idleness, ignorance, squalor,
ill-health, and want; the employment and training,
insurance and assistance, hospital and general medical
services nationally provided by three Ministries with
a variety of special managing bodies; all the most im-
portant remaining services for personal health, welfare,
special accommodation, education, child care, and the
planning of the physical environment concentrated in
the hands of a new partnership of central with major
local authorities. . . . Taken together with contem-
porary developments in housing, education, wage
policy, food, and local welfare services, the new
schemes bring the nation close to guaranteeing to every
family, although with possibly too few means tests, a
tolerable national minimum of income, goods, and serv-
ices in all the circumstances of life."

There is only one bug in this ointment. I t is the fact
that this perfect security—this blackout of poverty
by law as a unique event in all human history—
entails what the Times very delicately describes as
"a national overdraft of £ l a week for every family."
This means simply that Great Britain now is living
beyond her means at the rate of $4.00 per family per
week. And the Times adds: "Until after the end of
Marshall aid it will not be clear whether the new
services can stand this strain."

fTHHEN a woman who saw by the news that Great
A Britain had abolished poverty wrote a letter to

The New York Times, saying:

"If Great Britain can do it, why can't we, the richest
country in the world? 'That's the most ambitious social
security plan the world has ever seen,' to quote The
New York Times. It should make this country blush
with shame, particularly since Great Britain suffered
the ravages of the worst war in history. If in such a
short period she can give her people this tremendous
social security plan, surely we could do as well, if not
even better. Please take notice, Republican and
Democratic candidates."

She evidently did not know that she herself and
145,999,999 other Americans are being taxed to
enable Great Britain to do it; nor did it ever occur
to her that the United States cannot, like Great
Britain, make an overdraft on its national income—
cannot, that is to say, live beyond its means to the
tune of $4.00 per week per family—for the simple
reason that there is nowhere in the world a Marshall
Plan for us.

MONG returning economists, both happy and
unhappy, the idea is strong that Europe's

Socialist delusion is on the rocks. In Great Britain,
where Sir Stafford Cripps now goes frantically to
and fro telling the people that if they do not work
harder, produce more and consume less they will
presently be facing starvation and mass unemploy-
ment, the signs are unmistakable. The delusion was
founded on two assumptions: namely, one, that a
national economy, unlike a household economy, is
not obliged to hold its expenditures within its in-
come (the doctrine of deficit spending and the
unbalanced budget); and, two, that if the existing
national income is redistributed by the simple act
of taking it from the rich and giving it to the poor,
there will be enough to make everybody happy.
Now in England, if not elsewhere, the bitter reality
begins to appear. There is no fiscal magic by means
of which a nation may go on consuming more than
it produces, and as for redistributing the wealth
from the top downward, when you have done that
you may boast that you have abolished poverty,
but what you have really done is to extinguish the
rich, and then instead of rich and poor you have
what in England is called a "national minimum,"
which means not only that everybody is poor alike
but that the nation itself is poor. In neither direc-
tion is it now possible to go any further. Here then
is the dead end. The London Times says: "It is
already time to ask what comes next. What kind of
society is the next generation to build on the floor of
the national minimum?" Many are saying: "Now
the pendulum will swing back," and find comfort in
that thought. But there is no political law of the
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pendulum. And here is a question to make them
uncomfortable again. Since, after all, it is a sequel
that could have been foretold by elementary arith-
metic, were the Socialists so stupid as not to be able
to see it? Or were they thinking that when they had
come to this point it would be easier to go on to a
completely totalitarian regime, as in Russia, than
to go back?

GATT

YOU probably do not know what GATT is. The
initials stand for the General Agreement on

Trade and Tariffs, to which twenty-three countries,
including the United States, have set their signa-
tures. You may, if you like, get the document itself
and read it; you may even understand it as one more
agreement among nations. But will it tell you that
GATT is an international ghost? As we use lan-
guage, there is nothing very mysterious about an
international ghost. One may speak, for example, of
the ghost of the League of Nations. But never before
was there a ghost like this one. I t is wrong-end-to in
time and space. That is to say, it represents not
anything that is dead but something that has not
yet been born. In that unnatural condition—a ghost
waiting for its right body to be born—it sits never-
theless at Geneva and acts with authority upon the
trade of the world, as, for example, to say what the
United States may do about its own trade with
Germany.

No ghost creates itself. Certainly this one didn't.
GATT is the work of the State Department's world
trade planners. At Geneva last year they had two
projects moving together. One was to swap markets
with twenty-two other nations under the Trade
Agreements Act by which Congress delegated to the
President the power to make trade and tariff bar-
gains. The other was to draft a great treaty that
would put the trade of the world under the author-
ity of a United Nations body, to be called the Inter-
national Trade Organization, with power to keep
exchange among the nations in a state of planned
equilibrium.

Suddenly they got a brilliant and subtle idea.
They said to one another: "Look. This Interna-
tional Trade Charter we are writing will have to be
approved by Congress, and there may be trouble
there. On the other hand, tariff and trade agree-
ments made by the President under the Trade
Agreements Act do not have to be submitted to
Congress. They may be made effective by proclama-
tion of the President, and Congress cannot touch
them. Therefore, let us by-pass Congress. Let us
write the elements of our International Trade
Charter into what we shall call a General Agreement

on Trade and Tariffs. This General Agreement on
Trade and Tariffs, in effect containing our Interna-
tional Trade Charter, will be proclaimed by the
President as an executive agreement, and then if
Congress will not accept our International Trade
Charter we shall have it anyhow."

That was done. All the twenty-three nations who
signed the General Agreement on Trade and Tariffs
bound themselves beforehand to observe the prin-
ciples of an International Trade Charter that no-
body had signed. In November, 1947, the United
Nations published the text of the General Agree-
ment on Trade and Tariffs and called it—

" . . . the most comprehensive international instru-
ment ever negotiated for the reduction of barriers to
world trade. . . . From every point of view the Agree-
ment is unprecedented in scope and in importance in
the history of international trade."

In December, the President proclaimed this coun-
try's adherence. Other countries followed suit.

Then later, when it had been perfected by a world
conference at Havana, the International Trade
Charter was brought home and sent to Congress for
approval. Congress has not yet acted upon it.

The position of matters, therefore, is that while
the International Trade Charter is pending in
Congress, its principles are being imposed upon
international trade by GATT. Suppose Congress
rejects the International Trade Charter, as it may
do. In that case, what will happen? Nothing. The
State Department's world trade planners have al-
ready got their international trade organization,
and it is working with no benefit of Congress.

Last January, American Affairs said:

"When the General Agreement takes effect upon
executive order of the President the situation will be
that:

"(1) Authority over the foreign trade of the United
States will have been delivered to an international body
in which the United States has one vote, and

"(2) We shall be bound by that authority for at
least three years from January 1, 1951, whether or not
the International Trade Charter is signed at Havana
and whether or not, after it has been signed, the Senate
approves it as a treaty.

"It is a strange invention that binds the Contracting
Parties of the General Agreement to observe the prin-
ciples of a world trade charter that has not yet been
signed and may in fact never be. Remember what the
problem of the American experts was. It was how to
deliver authority over American foreign trade to an
international body as a fait accompli, or a thing already
done; their solution was to apply the metaphysical
thought of Proklos—'that what the first is the second
has as predicate.'"

So now at Geneva GATT is working, and it be-
longs to the United Nations.
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Winds of Opinion

Business is selling out piecemeal its low-cost pro-
ductive assets and taking the "profit" into operating
income.—National City Bank.

The United States won the election in Italy, and
there is some hope it may be equally successful in
the election in the United States.—Wayne T. Carroll
in The Montana Guardian.

I do not believe a forecast of war and its immi-
nence is worth the paper it's written on. That is a
state of mind the Russians want to create among
us—uncertainty or even anxiety. This is a new kind
of game. You can't think of it in terms of diplomatic
procedure in the past.— Dr. Isaiah Bowman, Presi-
dent of Johns Hopkins University.

We have entered upon a role in world matters,
which, whether we like it or not, involves leadership
and responsibility. In the nineteenth century
Britain exercised that role. While she had never had
a formal alliance with the United States, always the
United States as well as the great British Dominions
were the underlying foundation upon which British
policy could safely be built. The United States faces
the future with no such backlog in terms of any
other great nation or great civilization. We embark
upon the great adventure pretty much alone. In
terms of economic power as well as military power
there is no garage that we can go to.—James
Forrestal, Secretary of Defense, to the National War
College.

In 1980, of individuals met at random, one in six
will be over sixty years old. The law of supply and
demand may operate to lower the status of the aged;
for the supply will increase and there is no indication
that industry will want them then more than now.
The old, however, will be sufficiently numerous to
take concerted action in their own behalf. One in
four voters will be 65 or approaching that age,
that is, over sixty. Such a large block of voters may
exercise the margin of power to secure pensions or
other emoluments.—Professor William F. Ogburn,
Chicago University.

We shall curb the Republican inflation.
Democratic Party Platform.

law unto itself. We can testify as witnesses, we can
even commit crimes in our husband's presence and
be held responsible for them. Wife beating has
definitely gone out of fashion, and the word "obey"
is fast disappearing from the marriage service.—
Dorothy Kenyon, United States delegate to the United
Nations Commission on the Status of Women.

British people have not gained their place in the
world by being security minded. "Safety first" was
the most deplorable political slogan of the century
which laid the foundations for the disastrous policy
of appeasement in later years.—Birmingham (Eng.)
Gazette.

The Supreme Court of the United States has held
that only atheism is constitutional. In our public
schools you may preach atheism and, of course,
communism, but not God. An appalling decision!—
Professor Edmond B. Butler, Fordham University
Law School.

Political platforms are the product of political
pitchmen.— United Mine Workers Journal.

I am convinced that a great deal of Marxist zeal
and fanaticism is a desperate defense against final
despair and disillusionment . . . against the vast
emptiness that follows the rejection of God.—
Monseigneur Fulton J. Sheen.

The supporters of Henry Wallace are the poor,
the hungry, and the dispossessed—the poor of judg-
ment, the hungry for office, and the dispossessed of
the New Deal.—Irish Independent, Dublin.

Each generation of Americans, to gain some im-
mediate and practical advantage, will sacrifice some
remaining principle of the Constitution, until that
noble edifice will one day become as the Parthenon,
beautiful in its ruins, but nevertheless a useless and
deserted temple of Liberty.—James M. Beck.

If price control is ever accepted in time of peace
it will mean the end of economic freedom in the
United States.—Senator Taft.

We can file law suits in our own names except in
the great state of Texas, which has always been a

A study of the history of civilization shows that
whenever a country imposes taxes that absorb more
than 25 per cent of national income for a prolonged
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period, there is such a serious strain on the economy
as to cause a radical change in government. Around
1930 there were only a few backward countries that
took anything like this proportion in taxes, while
the world's average at that time was around 15 per
cent. Yet, in 1947, our aggregate taxes—federal,
state and local—constituted 23 per cent of our
national income.—First National Bank, Boston.

able type it would be beyond the grasp of a large
proportion of the intelligent citizenship of the
United States without literally months of study.
I am convinced that there is no well-informed
opinion as to the meaning of the contents of this
document.—Professor John Lee Coulter, on the
International Trade Charter.

Our efforts and money to restore multilateral
international trade will be frustrated unless and
until we have solved the British problem. A great
part of today's muddled thinking is also due to the
fact that the British problem has not been squarely
faced. In international gatherings it becomes evi-
dent that the attitude of the British merchants,
manufacturers, and bankers is one of hopelessness.
They do not see a way out of their troubles in an
economically free world. In desperation, they think
that we all ought to try some kind of change; and
it is no secret that even British businessmen argue
for some compromise between planning and free
enterprise.—Philip Cortney.

When both parties run on platforms which are
"for America" and "against sin," where does that
leave us?—Betty Knowles Hunt.

Don't be misled by deceptive platform declara-
tions. This goes double for Henry Wallace and his
commie-saturated conglomeration of discarded
political parts. The pillars of the platforms of 1948
are deception, hypocrisy, alibis and pretense.—
United Mine Workers Journal.

The first necessity is to get back to secret diplo-
macy. No sane advocate of open diplomacy ever
urged that difficult and detailed discussions between
Great Powers should be carried out in public. Public
disagreement publicly arrived at is the only con-
ceivable upshot.— The New Statesman and Nation.

The 1947 World Almanac estimates the popula-
tion of the world to be 2 billion, 151 million people.
The U. S. Army and Navy together now have on
hand around 12 million tons of ammunition. Meas-
ured in pounds these stocks come to 24 billion
pounds, or about 11 pounds of ammunition for every
human being on earth. The atomic bomb is not in-
cluded.—Representative Howard Buffet.

In our hatred and renunciation of war, we must
not forget that the roots of conflict flourish in the
faults and failures of those who seek peace just as
surely as they take shape from the diseases and
designs of aggressors.—General Omar Bradley.

We have amended the Bill of Rights to say that
whereas all other citizens will be punished for per-
jury totalitarians will be granted a special exemp-
tion. I t seems to me that what is sauce for the
Democratic or Republican gander should likewise
be sauce for the Communist goose.—Professor
Harry D. Gideonse, President of Brooklyn College.

In readable form it would certainly be a volume
of something like 300 printed pages. Even in read-

The Angry Red Dean

DR. HEWLETT JOHNSON, the "Red" Dean
of Canterbury, was refused a passport visa to

the United States for a speaking tour arranged by
the American-Soviet Friendship Society. The Dean
was very angry and said:

"I hope to go [to America] when this has blown over
and when Mr. Wallace is President, as I think he is sure
to be in three years."

On this The Economist, London, made the follow-
ing comment:

"As Mr. Wallace, if not elected President this year,
will not constitutionally have another chance until
1952, the Dean's dark saying about his being in the
White House in three years may well alarm American
russophobes; perhaps Canterbury has advance informa-
tion of an intended coup d'etat in Washington? . . .
There appears, however, to be an easy way out of this
unhappy situation. It is to form in Moscow an Amer-
ican-Soviet Friendship Society highly critical of the
policies of Mr. Stalin, and to persuade it to arrange a
speaking tour in Russia for Dean Inge. If only Dr.
Hewlett Johnson would get a Soviet visa for the White
Dean to cultivate friendship in the East, the authorities
in Washington could hardly continue to bar the Red
Dean from the shores of America.
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The

Laughing Dragon
By Garet Garrett

FOR all the horrendous talk of doing some-
thing about inflation there is a polite literary
word. The word is bunk. Inflation is the

Sacred Dragon in our Magic Woods. Everybody
knows how to kill him. Nobody wants to do it. His
life is protected by something more powerful than
a tribal taboo. And what is that? It is the great
American fantasy of perpetual boom. If the dragon
dies the fantasy will perish. Who will take that
responsibility ?

The President says to Congress:
"You do it."
Congress says to the President:
"Why ask us to do it? You could do it if you

wanted to."
The President says:
"Give me the weapons and I will do it in a gentle

manner."
The Congress says:
"You have now all the weapons you need. You

are only trying to make us share the blame."
This was informal political repartee, serving only

to amuse the Dragon.
In a formal message to Congress the President

said:
"It may not be true that a boom is always followed

by a bust, as many students of business affairs fre-
quently say. But it would be reckless to assume that
the bust will not happen if we neglect action to control
the boom."

The point is there, and very neatly turned.
Firstly, the fantasy may be true—that is to say, it
may not be true that a boom is always followed by a
bust. Secondly, the only thing wrong with a per-
petual boom is that it engenders fear of a bust.

This fear of a bust is, in fact, fear of the Ogre, and
the Ogre is much more terrible than the Dragon.
The name of the Ogre is deflation. The Dragon and
the Ogre are mortal enemies. They cannot live in the
Magic Woods together. So long as the Dragon is
there, happy and well fed, he will keep the Ogre
away. And that is why, to say nothing of killing him,
nobody wants to hurt the Dragon very much or
drive him away.

The political dilemma is complicated by the fact
that people do, nevertheless, complain loudly about
the Dragon. Yet, as every politician knows, what
the people complain of, and all they complain of, is
that the Dragon eats too much. Therefore, the
President hired a price control advocate and sent
him to Congress with a fair proposal. This advocate
was Mr. Paul Porter, who once carried out the de-
ception of feeding the Dragon on OP A treacle. The
Dragon does not like treacle and his feelings were
hurt, but he never was very mad about it and con-
tinued to flourish because he could gorge himself on
the black markets that were officially nonexistent.

Mr. Porter's proposals to Congress, from the
President, were not to kill the Dragon, not to drive
him away, but to ration him. This, he believed, the
Dragon would accept in a reasonable way, because,
you see, the Dragon, too, fears the Ogre.

"What we want," said Mr. Porter to Congress,
"is a program that will hold inflation." (A perfect
word, hold.) "A reasonable policy," he continued,
"involving a minimum risk, should provide for a
combination of various measures, some designed to
control total demand, others to halt the inflationary
spiral. In such a combination, no measure needs to
be applied drastically. . . . All these requirements,
we believe, are met by the balanced program pro-
posed by the President. The program is embodied
in the two bills before Congress."

NO fair-minded Dragon could be angry at that,
nor even much worried. He would know how

to translate such words as minimum risk, and no
measure to be applied drastically, meaning a mini-
mum of hardship for the Dragon and to hurt him as
little as possible, for fear he might languish and go
away. Moreover, this would not be OPA treacle
again. The President's balanced program would
provide a much richer fare than that; in fact, a bal-
anced diet with plenty of calories, protein and
vitamins, such as:

(1) More and better subsidies out of the Federal
Treasury, to increase the demand for everything
and increase the supply of nothing;
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(2) Large expenditures for social security, to the
same effect;

(3) A higher legal minimum wage, to the same
effect;

(4) Greater appropriations for public works at a
time when there is no surplus of either labor or
materials, and

(5) Enormous drafts on the Federal Treasury
and the public credit for subsidized housing, when
the demand for housing already exceeds the avail-
ability of men to build houses and things to build
them with, so that more and cheaper credit for
housing can only increase a demand that cannot
be satisfied for want of physical means.

Really, no Dragon in his right mind could ask for
more; and this, after all, is a modern Dragon who
knows the danger of overeating and that he will
last longer if he eats to live instead of living to eat,
as most of his ancestors did. He distinctly heard
Mr. Porter say:

"We do not expect these measures to reduce the
general price level now. We do expect them to end the
upward march of prices and to reduce, so far as is pos-
sible at this late date, the threat of future collapse."

On hearing this the Dragon said to himself:
"Here is science. This diet is for my own good.
They don't want to starve me. They don't want to
reduce me, not really. They want only to prevent
my collapse." True, this was a diet prescribed by
Democrats. Would the Republicans change it?
Here the Dragon consoled himself with the reflec-
tion that no political party can seriously consider
deflationary measures, certainly not in an election
year. The risk is too great. Deflation is nothing to
play with. Once it starts it may get out of hand and
entail unemployment, vanishing profits and crisis.
The very word deflation is forbidden. You may
speak of anti-inflationary measures or disinflation-
ary measures, but you must not say deflation.

THE Dragon knows also that the beneficiaries of
inflation are a powerful political majority in

the land; and so long as that is true he has nothing
much to fear.

Who are the beneficiaries of inflation?
The first beneficiary is government itself. Regard

its rise in power and magnificence during the last
fifteen years, its new authority over all the economic
and social aspects of life, its freedom from worries
of the purse, having now a purse it can fill itself by
creating money whereas before it was a purse that
could be replenished only by taxation and borrow-
ing. For all of this how much is government in-
debted to inflation? The Dragon's guess might be

too high. You may arrive at one of your own by
trying to imagine what government would be like
today without the inflation of the last fifteen years.

Who are the other beneficiaries?
In his acceptance speech at Philadelphia—the

speech in which he announced that he would call
the 80th Congress back to do something about in-
flation—the President named two. One was the
farmer. The President said:

"Farm income has increased from less than
billion in 1932 to more than $18 billion in 1947. Never
in the world were the farmers of any republic or any
kingdom or any other country as prosperous as the
farmers of the United States, and if they don't do their
duty toward the Democratic Party, they are the most
ungrateful people in the world."

The other was the wage earner. To labor the
President said:

"Wages and salaries in this country have increased
from $29 billion in 1933 to more than $128 billion in
1947. And I say to labor what I have said to the farm-
ers: They are the most ungrateful people in the world
if they pass the Democratic Party by this year."

When the 80th Congress reassembled to do some-
thing about inflation, Senator Taft quoted these
words from the President's speech and said:

"The President does not want to stop inflation."

If the Dragon had been listening to the debate in
Congress on the President's disinflationary pro-
posals he would have been highly entertained.

There was a long wrangle over who should be re-
sponsible for reimposing "Regulation W." That was
a wartime law giving the Federal Reserve Board
power to control and limit consumer credit—that is,
installment buying. In 1947 Congress repealed it.
Now the President was asking that it be reenacted.
The point of the wrangle was as follows: True, the
Congress had repealed "Regulation W," but in
doing so it had explicitly authorized the President
to reimpose it, in his own discretion, in any emer-
gency. Well then, here was Congress called back to
Washington by the President for no other purpose
than to meet an emergency. Thus the fact of emer-
gency was established. And since the fact of
emergency was established, why hadn't the Presi-
dent already reimposed "Regulation W," as he had
a legal right to do? Why was he asking Congress to
do it?

Everybody pretended to be unaware of the shock-
ing political hypocrisy involved in this silly question
of who should accept the onus of reimposing
"Regulation W." All that "Regulation W" does is
to ration consumer credit. Neither the President nor
Congress wished to limit the demand for consumer
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credit by raising the price of it. They wanted only
to ration it.

Whatever else happens, credit must be cheap.
Everybody knows that cheap credit is the very

life stuff of inflation. For fifteen years the govern-
ment has pursued a cheap money policy and now it
is using its own inflated money to subsidize the
cheapness of credit and so keep the interest rate
from rising. This it does by standing in the market
place day after day bidding par for low-interest-
bearing government bonds and buying them at par
from all comers.

A time comes when a cheap money policy cannot
be reversed for fear of wrecking the whole inflated
structure. Prices may rise, the value of a dollar may
fall, but credit shall not be made dear. In the whole
economy today there is but one cheap thing—one
thing only that has not advanced in price—and that
is what the Dragon lives on, namely, credit.

THE exchange of incivilities between the White
House and Congress over the President's dis-

inflationary program was pure political boogie
woogie, designed to conceal an area of positive
agreement. It was understood without words that
everybody was going to aim at the tail of the
Dragon and that it would be better to miss even the
tail than to do him a mortal injury. The idea of
aiming at a vital spot was strictly forbidden. There
were two vital spots. Everybody knew what they
were.

To stop inflation—to kill the Dragon dead in his
tracks—would require only two acts of government,
one by a change of fiscal policy and the other by
will of Congress.

The first would be to stop supporting the price of
government bonds with public funds. The effect of
this would be a rise in the rate of interest, thereby
making credit dear for the first time since inflation
began.

The second necessary act would be to stop using
public credit to support high prices for agricultural
commodities. The effect of this would be a fall in the
cost of food.

When Senator Taft suggested that if anybody
really wanted to kill the Dragon the first vital spot
at which to aim was the fictitious market for
government bonds, there was furor in the Senate.
Did he not realize that if the government stopped
buying its own bonds with its own inflated money
to keep the price of credit down, credit might
rise to a natural price; and if credit were per-
mitted to rise to a natural price, the effect might
be to wreck prosperity? Senator Taft replied
that he knew that. He was merely citing it as a fact

that the government had in its hands the power to
stop inflation if it wanted to do it. Then he was
asked to say if he recommended using that power.
Would he, himself, shoot the Dragon in that vital
spot, and answer for the consequences? At that he
wavered. He had not made up his mind. "I should
hesitate to use the power," he said, "but I would
rather use it than impose upon the nation a regi-
mented economy through the fixing of prices, wages
and rationing."

HE meaning of this is clear and ominous. Hav-
1 ing continued for so long that the economy now

is adjusted to it, the essential process of inflation
cannot be stopped without risk of a disaster that no
government nor any political party has the courage
to face. And what is it that might cause disaster?
Simply, a free market for government bonds and a
free market for credit.

As for the Dragon's No. % vital spot, nobody
could have missed it, not even with a blunderbuss at
two hundred feet, and yet it was politically invisible.
The Republicans and Democrats alike had said in
their party platforms that they would do something
about inflation, and then both had pledged them-
selves to continue using public funds to support
agricultural prices in order that the country might
enjoy the blessing of dear food and a prosperous
agriculture. Here contradiction touches what statis-
ticians call an all-time high.

In his message calling Congress back to do some-
thing about the high cost of living the President
said:

"Prices are already so high that last year more than
one-fourth of the families of this country were forced
to spend more than they earned. Families of low or
moderate incomes are being priced out of the market
for many of the necessities of life."

He did not say that these same families are being
taxed directly or indirectly to provide the money
the government spends in subsidies to agriculture
to keep food prices high. They were taxed for their
share of the $170 million the government lost remov-
ing from the market an abundance of potatoes for
fear the abundant supply would break the price.
They were in fact taxed twice—once for their share
of the $170 million and again by the difference be-
tween the price they paid for potatoes and the price
at which potatoes might have been bought if the
government had not removed and destroyed all
that could not be sold at the subsidized price.

"It is fantastic," says the National City Bank,
"that high government officials should be talking
about imposing more taxes and more regimentation
on the American people while the government puts
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a 'floor' under wheat at $2 a bushel on the farm and
spends millions of dollars to keep up the prices of
potatoes, eggs and other foods that might otherwise
decline and ease the pressure on the cost of living.
Also, lower agricultural prices would reduce the cost
of our foreign aid program."

THE fourth beneficiary of inflation is business.
It may turn out to be one of the crucial eco-

nomic events of the year that business surrendered
to the psychosis of inflation, whereas before there
had been a strong disposition to resist it. At the top
of business there has been a change in policy toward
both wages and prices. Wage increases have been
granted with but nominal reluctance, or none at all,
and the higher wages have been added to prices; and
thus in peacetime business moves toward a cost-
plus basis—a basis hitherto acceptable to the spirit
of American enterprise only in wartime. Resisting
inflation did not pay. The corporations that thought
to stem the tide by cutting prices in lieu of raising
wages were acclaimed for their courage and suffered
in their profits. Never before were profits of busi-
ness so magnificent. Since they are owing in part to
inflation, they are, as everybody knows, illusory to
a degree that will appear only in the sequel. Never-
theless they look like profit and feel like profit and
no one can afford to forgo them. This is a prag-
matic matter. Who would prefer a loss that is real
over a profit that may be illusory? Mark Sullivan
says:

"Whatever the motive for the change in attitude by
heads in industry, the sum of it is an acceptance and
sharing of the psychology of inflation. This spirit, as it
becomes general, unless it is formidably checked, passes
into a definitely marked stage in the classical course of
acute inflation."

The classical warning. But is not the classical
warning the one thing that has been deflated? It
suffers from the fact that the dire consequences have
been postponed beyond any sense of economic his-
tory. After fifteen years of inflation the beneficiaries
are especially those whose ruin was foretold. And
now they challenge the economic Jeremiahs to say
when and how their dilatory disaster is going to
take place. In all the history of booms there is no
precedent for the durability of this one. Therefore,
what is history worth?

THUS the question is raised: What is it about
this boom that may be called unique? One

thing that could hardly have been foreseen was the
development of what may be called the gimbal prin-

ciple of economics. Gimbals, if you have forgotten, are
defined in the dictionary as a contrivance of rings
and pivots for keeping such things as the compass,
the chronometer and the oil lamps horizontal at sea,
no matter what the ship does. If all the weight in-
side a ship—the machinery, the cargo and the
passengers' cabins—were swung on gimbals, it
would be very comfortable indeed. Everything
inside the ship would stay level and thus there
would be a wonderful illusion of stability. It would
be dangerous, of course, because what brings a ship
back when she rolls is that the weight inside, instead
of shifting with the roll, resists and pulls down at
the other side. In the case imagined, with all the
weight swung on gimbals, a ship that started to roll
over would keep on rolling, since there would be
nothing to bring her back. And yet, nobody inside
would be aware of it until she was upside down.

The meaning of this figure is obvious. With
agriculture protected against inflation by a parity
formula which guarantees the farmer his share of
the national income, with organized labor protected
by the device of hitching its wage rates to a cost-of-
living index, and with profits protected as business
moves to a cost-plus basis, it is evident that an
enormous amount of the weight inside the ship of
this economy has already been swung to gimbals, so
that even though she may be listing badly there is
an illusion of everything being still horizontal.

This, however, may be the least of several ways
in which this boom is unhistorical.

Never before since the invention of modern credit
has the automatic signal system been deliberately
falsified. Every boom for which we have the history
has overrun the warning signals even as this one
has; but always before there was one signal, like a
red light, that could not be ignored, and that was a
rise in the rate of interest. That danger sign now is
missing. Formerly, it lighted itself automatically.

Then the government got control of it and cut the
wires. During fifteen years of inflation the govern-
ment, pursuing its cheap money policy, has not per-
mitted the rate of interest to rise. It is lower now
than it was at the end of the depression, before the
currency was debased and inflation began.

In yet another way this boom is unique. At the
heart of every boom before was the fear that the
money supply would be exhausted; the boom would
break for want of money. This boom is free of that
fear. Nobody can imagine that it will ever break for
want of dollars. The supply of dollars is practically
inexhaustible. The government will provide them
to any amount. But this brings to view what is per-
haps the most unique thing of all, namely, the char-
acter of this inexhaustible money. A dollar is a
dollar because it is a dollar, and for no other reason
whatever. The principle of redeemability has been
abolished. One dollar is redeemable in another
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dollar of the same kind, and in nothing else what-
ever. In every boom before, inflated paper currency
could be priced in something else, as for example,
in gold. This money cannot be priced in anything
but itself. It is unlawful to price it in gold.

NOW if it is found after fifteen years of inflation
that the power and resources of government

are enormously increased, that the wage earner's
actual share of the national income has been en-
larged, that the farmer is much better off than ever
before and that the profits of business are so
dazzling that business itself surrenders to the men-
tality of inflation, then you are left with one
question: On what does this Dragon feed? If not
any of these, then whom does he devour?

You will find the answer in the midyear Monthly
Letter of the National City Bank, one of the in-
structive and unpopular documents of the current
time. It opens with what Wall Street would call a
bullish view of the situation:

"It would be hard to find in the situation anything
pointing to a significant decline in national income and
buying power in the early future, with demand in many
lines still unsatisfied, construction and capital expendi-
tures active, prices and wages rising, crop prospects
good, and the whole structure supported by the
European Recovery Program and by expected larger
armament expenditures."

It notes that the third round of wage increases is
taking place, that the corporations are raising prices
accordingly, even those that had resisted before in
an unsuccessful effort to break the wage-price spiral,
and adds:

"Prevailing opinion is that most markets can stand
these price increases without loss of sales or employ-
ment. This is the same as saying that the main trend
is still thought to be inflationary."

Then it looks backward over fifteen years of in-
flation and concedes that—

"for the average person the physical comforts of
life in America have attained a new peak. This is the
answer that comes out when the national income is
adjusted for the increase of population, the price rise
and the greatly enlarged load of taxes,"

and accepts the government's statement that,

"the average income of our people, measured in dollars
of equal purchasing power, increased—after taxes—by
more than 50 per cent from 1938 to 1947."

Incredible result! Is that how inflation works?
What of the senseless wage-price spiral in which
nobody could win? With a swollen national income,

the average person is better off than ever before.
Labor and agriculture are better off. Business is
better off, judged by the profit.

What is wrong with this picture? On what does
this Dragon feed?

To get the answer the Monthly Letter draws a line
to represent a horizontal state of well-being from
1930 through 1947. One whose income had risen as
fast as prices would have been able to live con-
tinuously on that horizontal line, which is to say
that in 1947 such a one would have been exactly as
well off as in 1930. But whereas many are above the
line, and therefore better off, there are some below
it and therefore worse off. Who are above the
line and who are below it? This now is the matter
to be examined.

Highest of all above the line is the farmer. His
position cannot be precisely indicated owing to the
statistical difficulty of computing his personal in-
come; it is notorious, nevertheless, that he has been
"favored by the disproportionate inflation in the
prices of food and other agricultural commodities."

Next in advantage above the line is labor. Com-
paring one trade with another there are disparities,
but the wage earner collectively is well above the
line, the coal miner leading. In 1947 the coal miner
was nearly twice as well off as in 1930; the textile
worker was better off by two fifths and the auto-
mobile worker by one third. In the railroad industry
a curious thing appears. The railway worker's posi-
tion was improved one fifth but the position of the
railroad executive was worse off by one fifth.

Besides the railway executive, who in 1947 were
below the line? These, to wit: the bondholder, 62
points below; the small stockholder, 21 points
below; the well-to-do stockholder, 42 points below;
and the wealthy stockholder, 69 points below. These
are not the National City Bank's figures. They are
derived from government data.

Here the bondholders correspond to John
Maynard Keynes' rentier class, which was marked
for painless extinction.

THE extent of the disaster that has befallen the
bondholder may be imagined from a single fact.

Those who hold $40 billion of prewar government
bonds have suffered a shrinkage of $16 billion in the
buying power of their income. Does one still ask on
what this Dragon feeds? His daily diet is thrift—
anybody's thrift. A dollar saved five years ago has
lost nearly one third of its buying power. A dollar
saved only one year ago has lost nearly one tenth
of its value. The midyear Monthly Letter of the
National City Bank ends with these words:

"Month by month, year by year, people who have
been considered, with justice, the mainstay of our
society—the great middle class—have been rewarded


