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Foreword

I began writing a column of economic interpretation for
the New York World-Telegram and Sun and other Scripps-
Howard newspapers in the fall of 1944, and over the years
it has been necessary for me to discuss practically every phase
of the economy. In order to interpret these subjects intelli-
gently and to comment constructively to the public on pass-
ing events, it became essential to relate each particular item
to a definite economic and philosophical framework. Thus
each analysis became part of a central theme.

In a way I have acted like a minister who expounds his
basic concept by employing some current event or scriptural
quotation as a point of departure. In my own case I am frank
to confess I have expounded the importance and virtues of a
free society. Whether the particular point under discussion
was productivity, or wages, or economic growth, or labor
unions, or government economic intervention, or any other
subject, my theme has remained the same—the necessity for
free markets and a free economy if we are to avoid coming
under the yoke of some political despotism. I make no apolo-
gies for being guided by this absolute, but rather assert that
it is logical and essential for an interpreter of economic affairs
to do precisely this.

There is much talk today about the importance of “objec-
tivity,” but to me it seems that there are some subjects about
which one should not be objective. Such a subject is the
maintenance of a free society and the measures necessary to
insure it.



FOREWORD

As I look back I find that my philosophy took form in the
years before World War II, when I decided to delve deeper
into economic theory in graduate studies at New York Uni-
versity. Then it was that I developed a clear-cut framework
of reference which I could use as a guide. Because of this
rewarding experience I can recommend highly the return to
systematic study after one has been educated and hardened
in the business world. To a mind which has been matured by
such experience, the value of further theoretical analysis can
hardly be exaggerated.

Basic truths do not change, although events certainly do.
The economic principles which guided me in interpreting the
wartime and post-war period are the identical principles
which guide my present writing. In those years I had to spell
out the dangers of price and wage controls and a government-
regimented economy. In recent years I have had to spell out
the very same truths about the dangers of a government-regi-
mented economy, but with different examples. Wage and
price controls have been largely eliminated, although the
menace of their return continues. But the extension of gov-
ernment economic activity and the proliferation of so-called
welfarism, with its inevitable deficit spending and inflation,
are the great forces which are driving us in the direction of a
collectivist state.

It is interesting to note that in the early years of my writing,
when I was expounding the identical principles which are
embodied in my work today, the letters I received were gen-
erally hostile—often vituperative. In those times people
seemed to have been carried along by the statist concepts of
the New and Fair Deals. They became emotionally upset
upon reading anything, no matter how logical, which dis-
turbed their ideas.
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PROSPERITY THROUGH FREEDOM

Today my mail is quite different, although the principles
which I expound are not. Practically all the communications
I receive are favorable. My conclusion is that, dark as the
world may seem to those immersed in its problems, there is
evidence that people have progressed greatly in their under-
standing of the nature of freedom and the dangers of statism.
I am encouraged in this belief not only by widespread public
support but more especially by a vigorous libertarian move-
ment which is taking place in the colleges and among young
intellectuals generally. This could have great significance for
the economic and political future of the United States.

New York City
June, 1961
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Ways of life: Capitalism,
Socialism-Communism

It would require many volumes to discuss adequately capitalism,
socialism and communism. Our aim in the following brief
essays is rather to touch upon some important aspects of these
systems, as a basis for the following discussion of specific
problems facing a free society.

No one should imagine that the adoption of an economic way
of life, or of important specific economic measures,

concerns only that phase of our living. The choice of economic
measures powerfully influences our entire way of life.

There can be no political or personal freedom unless we have
an economic system based upon the free movement

of men, goods and money.






WHY PRIVATE CAPITALISM?

When Dwight Eisenhower was President of the United
States he recounted a wartime meeting with Communist Mar-
shal Zhukov at which they discussed capitalism and com-
munism. Zhukov represented a completely materialistic,
one-party, one-man tyranny which exterminated the opposi-
tion and controlled the people with an iron hand. But in
talking to the American General, he represented the Com-
munist State as idealistic and democratic. He attacked private
capitalism as materialistic, anti-democratic and oppressive
of the individual. In telling about this meeting at a press con-
ference many years after the discussion, Mr. Eisenhower said
that, according to Zhukov, the Soviet system “appealed to the
idealistic” whereas ours appealed “completely to the ma-
terialistic.” Then Mr. Eisenhower confessed, “I was very hard
putto it . .. I had a very tough time trying to defend our
position.”

The American people have a soft spot in their hearts for
Ike but they felt sad at such a reply. Couldn’t the leader of
the American nation adequately defend the system of private
capitalism which has so many virtues?

Mr. Eisenhower was no more unknowing in this regard
than many other American citizens. People are busy with
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their own affairs and have little time, even if they have the ca-
pacity, to make a searching analysis which requires a knowl-
edge of economics, history and philosophy. They have come
to take for granted the great blessings of a free society which
is based upon freedom in the economic sphere—private en-
terprise. Certainly our schools do not prepare students with
a theoretical understanding of private capitalism which would
serve as a guide for judgment on practical, every-day prob-
lems. And there is little doubt that clever Soviet propaganda
which lies about the facts has been accepted by many people
as literal truth. It may be helpful if we state in very simple
fashion some basic truths about our way of life.

What are the virtues of a free enterprise economy? Why
is private capitalism of such great value to the American citi-
zen that he should defend it to the death against communism?
It is the only system which can achieve the following objec-
tives:

Human Freedom

Any economic system which does not accomplish this is
bad, no matter what advantages are claimed for it. For over
five thousand years people have struggled to get their rulers
off their backs, and it would be tragic if we retraced our steps.
John Chamberlain in his Roots of Capitalism has stated the
case well in the following paragraph: “There are so many
spiritual implications in liberty that it deserves to be consid-
ered an end in itself. Even if State planning offered more
material goods, people who have known and cherished liberty
would rather live as free human beings on a more modest
standard of living than sell their birthright for a mess of
totalitarian pottage. But no such alternative exists. The fruits
of totalitarianism are for the State, at most for a limited class.”
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The basic principle of traditional liberalism has always
been, Beware of the encroachments of the State! The mam-
moth growth of centralized power has always robbed people
of their liberty in the long run. Until recent times no one
could lay claim to being a liberal unless he strongly believed
in this guiding principle.

Political liberty and economic freedom are intertwined—
they cannot be separated. Any system which deprives the in-
dividual of his economic freedom—by controlling his job, or
how much he can earn, or what he should buy, or how he
should live—takes away his basic freedom. And it is impor-
tant to remember that throughout history, whenever bureau-
crats controlled people’s economic lives, they soon came to
control their political freedom as well. It is essential for the
survival of democratic government that economic power be
separated from political power. This is the sine qua non of
democracy. It is the reason why the preservation of private
capitalism is essential for the maintenance of a free society.

As an instance, take the vital matter of free press and free
speech. No democracy can survive for long if these do not
exist. But if the State owned all property how could any dis-
sident hire a hall or attack government policy? If the state
owned the paper mills and printing plants, how could any
minority group even distribute a leaflet explaining its point of
view? Today newspapers, magazines, radio, television—all
present a kaleidoscopic view of economic and political opin-
ion in our free society because they are privately owned and
their owners and their managers represent different view-
points. Can you imagine a state-owned or controlled radio
or television station, newspaper or magazine encouraging
dissent on a really vital matter? Of course the government
might maintain a sham tolerance on unimportant issues. But
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once the chips were down government officials would un-
doubtedly control everything ruthlessly.

Take still another instance—a man’s job. If the govern-
ment guarantees it, then the government will set the condi-
tions of work, wages, and other conditions. And it will even
insist upon the “mobility” of labor—that is, if there is no job
for carpenters in New York they will have to move to Chi-
cago, or some other city.

So it becomes plain that human rights are bound up with
property rights. Some honestly confused people, as well as
demagogues, elaborate on the conflict between human rights
and property rights. There is no such conflict. If an individual
cannot retain the fruits of his labor—his property—then he
has been deprived of his human rights. Our own Constitution
in the Bill of Rights recognizes the identity of human and
property rights when it says that no person may, without due
process of law, be deprived of “life, liberty or property.”

The Most Efficient Economic System

The second objective is to establish the most efficient eco-
nomic system. What we want is the highest possible real in-
come (clothing, food, conveniences, and necessities) for
everyone. Competitive private enterprise and the free market
are the basis of the most efficient system because they most
expertly resolve the countless economic conflicts which take
place all the time. No individual or group is smart enough to
decide the right relationship between the millions of factors
which are changing every week and even every day.

Only the free market can accomplish this by permitting the
laws of supply and demand to operate through free-pricing.
How many electric dynamos shall we make, how many pairs
of shoes, how many radios, how much cleaning service, how
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many hotels? These and countless other questions are de-
cided every day in the give and take of the market. It is the
only democratic way of deciding these things, for the only
other method is for some autocrat to try to do this job arbi-
trarily, with the backing of the police power of the state.
The remarkable record of economic progress in this country
where the real income of all working people is doubled just
about every thirty years is proof of our efficiency. The short-
ages, the famines, the snafus, the pathetic quality of construc-
tion and the persistently depressed standard of living prevail-
ing in communist countries is proof of their inefficiency.

In the following chapters these statements will be amply
documented. At this point I would like to make it clear that
the ability of an iron-fisted communist autocracy to direct
workers in manufacturing specific items is unquestioned.
They can force the production of machines, tanks, sputniks,
and many other things in ample quantities. But nowhere on
earth has such a hierarchy ever shown the ability to create a
high standard of living for all the people although they are
notably successful in creating luxury for themselves. One ex-
cuse usually given for the low standard of living of the Rus-
sian people is that the communists started from scratch. This
is palpably false. Russia, before the revolution, had one of the
best technologies in Europe. Russian artillery, which required
high technological skill, was the most famed on the Con-
tinent. So were many other of her manufactures. The commu-
nists started not from scratch but with a very ample birthright.

Self-Expression

The third great virtue of the free enterprise system is that
it offers every individual the greatest opportunity for self-
expression. Collectivism is the opposite of individualism, and
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therefore the collectivist society is necessarily stultifying in
this regard. The great profusion of works of art and literature
in the western world where private capitalism exists is sharply
contrasted with the well-known poverty of first-rate creative
activity in these fields in communist countries.

Finally, and certainly of great importance, is the fact
that life under private capitalism encourages maximum spirit-
ual and aesthetic expression on the part of the individual. He
can practice his religious convictions with absolutely no re-
straint and he can promote any ethical ideas which seem to
suit him. Furthermore, he can change his ideas when he
wishes. The State cannot stop him.

Most people accept the principles stated here as vital ad-
vantages of a free enterprise society contrasted with an all-out
communist regime. But some who are against communism as
a system want to modify private capitalism by the admixture
of more collectivism—more federal spending, more federal
organizing and directing the economy. They talk about the
virtues of a “mixed economy,” not realizing that as the gov-
ernment takes step after step to enlarge its economic activities
and control over industries and individuals it necessarily re-
stricts the area of voluntary activity. This step-by-step en-
croachment undermines and ultimately destroys the individ-
ual’s freedom. A nation need not lose its freedom all at once.
It can surrender it piecemeal until the take-over is merely a
matter of form.

We hear it said, “It can’t happen here.” It is hard to im-
agine the United States without individual freedom. But we
need only recall the frightening example of the growth to
power of Huey Long to become aware of the danger. This
persuasive demagogue used government money and govern-
ment office to further personal control. He finally became the
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dominant figure in the southwest and was mentioned as a
presidential possibility. Long became a dictator, and in his
hands vast, accumulated government power could have been
used with frightful effect. And it is clear that there can be
other Huey Longs.

The danger of a drift towards collectivism is enhanced by
the rapid extension of welfare state measures which lead us
step by step in this direction. Those who call themselves lib-
erals today often become uneasy when they realize the con-
flict that arises between safeguarding human freedom and
extending the power of the central government. But in prac-
tically all such cases the liberal of today is willing to close
his eyes to the threat to freedom in favor of the benefits he
thinks will come from the extension of government-managed
“welfare” measures. Preservation of human freedom is no
longer the first principle of those who today call themselves
liberals. It is merely one desirable objective—together with
others.

The traditional liberal, on the other hand (often today
called a conservative), is guided by the concepts of those who
built the foundations of liberalism—ranging from John
Locke in the seventeenth century on through to John Stuart
Mill, author of the classic On Liberty, to Woodrow Wilson
in our own time.

John Locke inspired the framers of the American Con-
stitution to establish a government of checks and balances
with limited power for the federal government. The first ten
Amendments to the Constitution, known as the Bill of Rights,
are replete with the phrase “Congress shall pass no law” con-
cerning this or that. Another guiding statement of traditional
liberal philosophy is Lord Acton’s famous dictum, “All power
tends to corrupt; absolute power corrupts absolutely.” And
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the traditional liberal understands the wisdom of de Tocque-
ville who, visiting the United States early in the nineteenth
century, made some astute observations about American life.
He pointed out, for instance, that over here people solve many
major problems for themselves which in Europe were increas-
ingly loaded on to the State. It was the independence, virility,
and individualism of Americans that impressed de Tocque-
ville in those times, and other traditional liberals since.

Very important, too, among traditional liberal concepts, is
the rule that economic and social problems must be solved by
the individual, the family, the local community—in that or-
der. Only in case of crisis or provable necessity should the
federal government enter the scene. By contrast the new-day
liberal tends to think of almost every problem—from juvenile
delinquency to the health of each individual—as one which
must be solved by the federal government. This is a danger-
ous road for a freedom-loving people.

It is important to note that the coercive power of the State
is dangerous whether it is applied directly with full force or
indirectly in subtle fashion. Take the case of agriculture.
Some people think that government price support for crops
is harmless. The farmers themselves vote to restrict their
crops, do they not? Of course they do, because the alternative
offered to them is a harsh one when applied suddenly. In ef-
fect the government says “You can get 20 cents or 50 cents
a bushel more for your corn or wheat if you sell it to govern-
ment warehouses.” Few farmers can resist this inducement.

Professor Friedrich Hayek, author of the monumental
study of freedom entitled The Constitution of Liberty, ex-
plains the danger of the coercive power of the State in this
fashion: “Coercion occurs when one man’s actions are made
to serve another man’s (or the State’s) will, not for his own
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but for the other’s purpose. Coercion implies . . . that I still
choose, but that my mind is made someone else’s tool, be-
cause the alternatives before me have been so manipulated
that the conduct that the coercer wants me to choose becomes
for me the least painful one.”

In other words, government can corrupt large segments of
the population by offering them a choice which is heavily
loaded in favor of the government’s plan. The same kind of
coercion is offered to a worker when the government says,
You have a choice of joining a specific union or not earning
your living at your trade. This kind of indirectly exercised
government coercion can in the long run destroy individual
freedom just as completely as direct coercion and outright
government domination.

PEOPLE’S CAPITALISM

The phrase “people’s capitalism” as a description of our
system has been receiving increasing prominence in the press.
The precise origin of this phrase is uncertain, but there is no
doubt that whoever conceived it has made a major contribu-
tion to the general understanding of the free enterprise sys-
tem.

It was Karl Marx who tried to give the free-market, private-
ownership system an ugly connotation by calling it capital-
ism. This was calculated to make it appear cruel and imper-
sonal. Communists and socialists have always held up to
scorn the free enterprise system by calling it capitalism. But
the phrase people’s capitalism, embodying the word “people”
which the communists love so much, cannot be so easily at-
tacked by propaganda.
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What the phrase “people’s capitalism” says, in effect, is
that the vast body of citizens owns the means of production,
and it is they who profit from the vastly increased produc-
tivity of our economic order.

“Of all the great nations,” says Frederic Dewhurst in his
massive study, America’s Needs and Resources, “the one that
clings most tenaciously to private capitalism has come closest
to the socialist goal of providing abundance for all in a class-
less society.” It is ironic indeed that capitalism—not social-
ism—should lead the way towards plenty for all in a society
without class distinctions. Hardly any informed person needs
to be told the statistics proving the point of a people’s capi-
talism.

A few of the salient facts are these: There are more than
thirteen million stockholders of American corporations, plus
approximately ten million private owners of farms and unin-
corporated businesses; about seventy per cent of the national
income of the United States comes from wages and salaries,
and at least another eleven per cent should be classed in the
same category, being earned by self-employed people (doc-
tors, lawyers, etc.) and unincorporated small businesses
(grocers, butchers, tailors, etc.) plus several million small
farmers. More than fifty-eight per cent of all non-farm dwell-
ings are owned by individuals who occupy them.

The enormous productive power of industry gives the aver-
age factory worker a current weekly income of over $90.
His real earnings just about double every thirty years. Of the
total income of the United States less than five per cent is
earned by those making $50,000 or more annually.

However, there are those who do not like the people’s capi-
talism we have today. For instance, Professor Arthur Schile-
singer, Jr. of Harvard wants a change to a “new liberalism.”
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He says, “The issue is whether the gains of economic progress
should be invested in the welfare of a few [which, of course,
they aren’t] or in the general welfare [by means of govern-
ment distribution]. . . . So long as we refuse to assert the gen-
eral welfare against the false notion that the unlimited pursuit
of profit will guarantee the general welfare, we can expect
that, while we privately grow richer our nation will grow in
proportion poorer.”

Here once again is the old chestnut about the gains of the
few and the poverty of the many which was popularized in
Marx’s Das Kapital. The events of the past hundred years,
and the income statistics which the United States Govern-
ment publishes, have completely discredited this baseless
theory.

Communists, of course, attack people’s capitalism, and
try to make day look like night. For instance, Kolganov, a
leading Soviet theoretician, twisted American national in-
come figures to prove his point in an article published in a
leading Soviet economic journal. He made some plainly false
statements in trying to prove that a high percentage of our
personal income goes to the “exploiting class.”

Who are these exploiters? First, he said, seventy-four per
cent of the net product of farming is really “capitalist” be-
cause seventy-four per cent of farm sales originated in farms
with an income of over $2500 annually. So a farmer with an
income of $3000 a year becomes an exploiter! Secondly, all
income of unincorporated enterprises is credited to exploit-
ers. These include small groceries, stationery stores, family
variety stores, shoe repair shops, and other small enterprises.
So corner grocers and shoe repair men become exploiters!
Finally, the compensation of all corporate officers—no mat-
ter how small the corporation or how modest the salary—is

13



PROSPERITY THROUGH FREEDOM

considered as going to exploiters. Hard-working corporate
executives receiving $200 or $300 a week will hardly recog-
nize themselves in this category. The net result of Mr. Kolga-
nov’s figures is to prove that the “toilers” get a little over one-
third of the national income while the “exploiters” get two-
thirds.

But all the twisting of statistics and of words will not alter
the fact that people’s capitalism provides abundance for all
and insures political liberty. The phrase people’s capitalism
is a good one and should be used increasingly.

SOCIALISM IN DISGUISE

The achievement of people’s capitalism in the United
States—a broad-based, dynamic, free-enterprise system—has
cut the ground from under the socialists. Their basic prin-
ciple has been ownership by the government of the means of
production. But today socialism stands repudiated by leading
socialists of the Western World. Doctrines formulated by
Karl Marx about a century ago, doctrines and policies which
were at the apex of their popularity only a decade ago, are
now dead. The very cornerstone of socialist policy, govern-
ment ownership of the means of production, has been re-
nounced.

Another plank, inevitability of class warfare, with the so-
cialists representing the dominant “proletarian” class, has
been disavowed. Finally, socialists now receive the blessing
of their party to fight in the armed forces of their country.
Shades of Karl Marx!

But despite these fair words, anyone who imagines that
collectivism is no longer an issue may soon receive a rude
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awakening. Perhaps outright nationalization of industry
which socialists now repudiate will not be the method of
achieving a government-directed economy. But the danger
is as great as ever because the collectivists of today aim to so
change the free enterprise system as to give us socialism in
disguise.

The reader will rub his eyes in amazement as he reads the
official words of the German Social Democratic Party, the
leading socialist party of the West, which was established in
Germany, the birthplace of Karl Marx. The Party had a
convention in 1959 at Godesberg and issued a formal state-
ment. Listen to this:

“The free choice of consumer goods and services, free
choice of a place to work, free initiative for employers, are
decisive foundations, and free competition is a very impor-
tant element of a free economic policy. . . . Totalitarian con-
trol of the economy destroys freedom. The Social Demo-
cratic Party therefore favors a free market wherever free
competition really exists. . . . Every concentration of eco-
nomic power, even in the hands of the state, carries a danger.”

With but minor changes, the above statement could have
been issued by the U. S. Chamber of Commerce or the
N.A.M. Socialist accent on free enterprise and socialist fear
of economic power for the state are indeed startling. On
another issue the official document says, “The Social Demo-
cratic Party has turned from a party of the working class to
a party of the people.”

The tactical reason for such a statement is quite evident.
Socialists are smart enough to realize that the number of fac-
tory workers tends to decline while the number of those in
services and professions rapidly increases as private capital-
ism improves the living conditions of every country. A party
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based exclusively on the so-called “proletarian” blue-collar
workers hasn’t much chance of election, because all workers
vote.

Although the above statements were made by the Socialist
Party of Germany, they accurately reflect the drift away from
pure socialism in all major Western countries. The British
Socialist Party is split, with its leader, Hugh Gaitskell, argu-
ing that British socialists should “deemphasize” the issue of
nationalization of industry. In the United States also the
Socialist Party has turned to advocacy of welfare state meas-
ures and has repudiated the doctrine that the state must own
all the means of production.

Behind this repudiation of fundamental doctrines are two
plain facts: (1) The Socialist government in Britain was a
failure, and nationalization of industry was repudiated by the
British people. (2) The free enterprise government of once
prostrate Germany performed a miracle of recovery, and the
Erhard anti-socialist, free-market policy created a prosperous
Germany which outstripped every other country of Europe.

This has had its influence on the people of Germany, Brit-
ain and the rest of the Western world. They have observed
that socialism is inefficient and that a country which encour-
ages free enterprise produces the goods—and also guarantees
individual freedom.

Nevertheless, there is a steady drumbeat of propaganda
directed toward the achievement of a government-directed
economy in the United States. It is advanced by men who
would be horrified at being classed as collectivists. But no
matter what name is given to the advance toward a socialist
state, there is reason to fear the ultimate result.

Socialists today maintain that government need not have
the responsibility of actually owning and running major in-
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dustries. Private ownership would be permitted. Socialization
of income would be achieved through government control of
wages and prices, government taxing away profits of industry,
and government distribution of money in wholesale fashion
(regardless of federal deficits) to advance the so-called wel-
fare state.

This policy is tantamount to holding a carrot before a
donkey and snatching it away whenever he is about to enjoy
it. Will the donkey (privately owned industry) forever move
toward the carrot or will he recognize the socialist trick?

ARE THE COMMUNISTS TEN FEET TALL?

Another widely used means of moving us gradually toward
some form of collectivism is to cite the accomplishments of
communism. Despite the fact that the United States has
created a way of life which is the example and envy of the
world, we are urged to change our principles of operation—
to cut down the individual’s control of his own income and
increase government taxes, government spending, govern-
ment projects and government control. We must change, it is
said, because we must “move forward” faster—our national
“growth” must be accelerated.

And why must we change? Because if we do not the com-
munists will surpass us in creating an economy of abundance.
You would think that those who urge this radical change in a
free enterprise economy which is the envy of the world would
first of all check up on their basic premises.

They ought to be doubly sure that what they assert about
communist progress is correct. But is it? Or are we being
urged to embark on a new and dangerous course, though
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nobody can prove there is any truth whatever in the commu-
nist claims about their growth.

We make no pretensions to expert knowledge in this field.
We would merely like to quote a few facts and some expert
opinions which have recently appeared in the press. Then we
would like to ask whether stories about communist economic
progress are reliable or mostly propaganda.

We are not here discussing communist ability to make de-
structive nuclear weapons. Even a second-rate nation by
sacrificing everything to a single end may be able to develop
nuclear power. We are asking about over-all economic prog-
ress which means a better way of life for the citizens of a
country.

ITEM 1: The Dean of Soviet statisticians, S. G. Strumilin,
shocked the Russian hierarchy in the summer of 1960 by stat-
ing what every intelligent western observer has long known—
that Soviet statistics are false and completely unreliable.

He said that official Soviet statistics on industrial growth
have been vastly inflated by the trick of double-counting—
that is, counting the value of a basic product like steel first
when it is mined, then when it is manufactured. Between
1955 and 1956 industrial growth was not eleven per cent, as
officially stated, but only eight per cent. Between 1928 and
1956, production did not quadruple, as officially stated, but
was exaggerated by at least 25 per cent.

United States statisticians of the Rand Corporation over
here insist that even Strumilin’s figures on growth are twice
what they have any right to be. So the question arises, is the
United States being urged to change its remarkable economy
in order to surpass a lot of phony statistics?

ITEM 2: From the United States Department of Com-
merce comes a report after a long investigation of the Soviet
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chemical industry. The report says “the Soviets have not gone
as far as the more scientifically advanced nations of the West
in providing a sound chemical industry.” The report predicts
that Soviet progress in this field will be retarded by lack of
scientific knowledge. Can any modern nation advance rapidly
when it is behind in a basic field like organic chemistry?

ITEM 3: The official Soviet paper, Pravda, repeatedly at-
tacks Soviet technology for “producing inferior products.” In
the building field it complains that “disorganization flour-
ishes.” Housing outside of Moscow is just about equal to that
of pre-civil war in the United States, competent observers
state. Pravda also is worried about sharp declines in receipts
of collective farms, while in the United States we have farm
surpluses running out of our ears.

ITEM 4: In the so-called dynamic economy of the Soviets,
wages of many factory workers were cut fifteen per cent or
more in September 1960 when the seven-hour day was intro-
duced. This statement, quoting specific instances, comes from
Komsomolskaya Pravda, which said that “wages depend pri-
marily on fulfillment of the production plan.” American labor
unions please note—here is the speed-up under government
force and terror.

ITEM 5: Professor G. Warren Nutter has made a study of
Soviet statistics under the auspices of the National Bureau
of Economic Research. His conclusion: In many key indus-
tries, the Soviet Union has made progress but we have pro-
gressed faster. Their time lag behind us in 1955 was greater
than it was in 1913 in many basic industries such as steel in-
gots, cement, electric power, freight cars, natural gas, and
other fields. Dr. Nutter’s report is treated more fully in a
succeeding chapter.

ITEM 6: In January 1961, Nikita Khrushchev grew vio-
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lent at a meeting of the Central Committee of the Communist
Party and threatened his hapless subordinates because Soviet
agriculture was admittedly a failure. In 1957 he had promised
to overtake the United States in per capita production of
grain, meat and milk. By Khrushchev’s own admission they
were nowhere near that goal and were having trouble feeding
their own population. “Sabotage,” thundered Khrushchev,
“stealing.” But this was all nonsense. His much-vaunted sys-
tem of production had broken down.

ITEM 7: Many economists including John M. Cassell of
the Rockefeller Office have published evidence to prove that
in Gross National Product the Soviet Union since 1950 has
grown at a slower rate than Japan, West Germany, Austria,
and Greece. West Germany, by encouraging free enterprise,
individual initiative and private investment has grown at
a rate that makes the Soviet Union look like a backward
country.

ITEM 8: Communist China is in real trouble. She faces
the horrors of a devastating famine. After an investigation in
Hong Kong and other Eastern places, Joseph Alsop, Herald
Tribune syndicated columnist, estimated that the famine
would take the lives of 150 million (this is not a typographi-
cal error) persons. Despite Chinese statements about nature’s
perversity, it has been clearly established that this is a man-
made famine. The Chinese hierarchy destroyed the very basis
of Chinese agriculture by trying to establish communes and
by attempting to turn agricultural communities into industrial
complexes. China is not fulfilling her export contracts for
rice; in fact, she is importing rice—which is unheard of ex-
cept in famine years. The propaganda about “the great leap
forward” turns out to be pure blue sky.

It is dangerous to underestimate our totalitarian enemy.
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But it is just as foolish to cripple our productive economy in
order to meet mere propaganda statistics. We cannot success-
fully meet the threat of communism by repeating over and
over, like an incantation, false phrases which become false
guides in national policy.

WHY DO SOME NATIONS TURN TO COMMUNISM?

One of the false phrases which has been most effectively
sold to the country is that the way to keep a nation from
turning to communism is to improve its economic condi-
tions. We have been told that there is a direct relationship
between the economic status of a people and communism;
that the poorest nations are attracted to communism and that,
as those with low incomes get more of the necessities and
conveniences of life, they will turn away from it. Our foreign
policy has been geared to this concept. Mr. Paul Hoffman,
addressing the United States Chamber of Commerce some
time ago, said that if by our gifts we could improve the an-
nual income of low-income nations by $200 per person each
year, we would eliminate the threat of communism. But is
this true?

In the light of all the evidence isn’t it about time that we
reappraise the correctness of this basic assumption? The
amazingly large communist vote in Italy despite her phe-
nomenal economic advance is proof that the “buy-off com-
munism” theory is a fallacy. The standard of living of the
Italian worker has improved greatly each year over the past
decade. In 1959 Italy’s growth rate at stable prices was seven
per cent, one of the highest in the world. In 1960 Budget
Minister Giuseppe Pella reported to Parliament that Italy’s
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national income increased to $3.1 billion from $2.8 billion in
1959. This was a rise of 6.8 per cent after price changes are
taken into account—a remarkable achievement. Yet the
Communist Party continued to poll about one-third of the
entire vote—prosperity or no prosperity. The curious fact is
that the communist vote is strongest in northern Italy, which
is the most prosperous section of the peninsula. How do all
these facts fit in with the theory that economic progress will
defeat communism?

“But,” say the spend-to-defeat-communism advocates,
“the Italians are still so poor that communism greatly ap-
peals to them.” Then what about the Irish? Here is one of
the poorest nations and yet communism is practically un-
known in Ireland. If economic status is a determining factor,
why aren’t the Irish communists powerful, and why didn’t
this show up in their elections?

Take the case of the Austrians. These poor people were
oppressed by the occupation of their homeland by the So-
viets. They were bedeviled by communist sabotage in their
own back-yard and stripped of practically everything but a
little food and some clothing. Yet in the elections of 1951
the Austrians gave the communists a vote of less than five per
cent. If poverty leads to communism how would you account
for the poverty-stricken Austrians repudiating communism?

Then, of course, there are the Turks. The Turkish people
are much poorer than the Italians and the Irish, yet commu-
nism is practically unknown in Turkey. Another case to con-
sider is that of the Poles. Although this country was deva-
stated more thoroughly than any in Europe and although the
Polish people were practically starving, they gave the com-
munists a vote of less than fifteen per cent immediately after
the war when they were still free. They refused to embrace
the devil, despite their terrible economic status.
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On the other hand, despite the fact that France is one of
the richest countries in Europe, and one which has made
great economic progress during the last few years, commu-
nism is still a very substantial force. The communist vote
continues to be about twenty-five per cent of the total, and
in some of the large industrial centers which have made great
economic progress, nearly one person out of every two votes
for communism. Thus, while poverty does not necessarily
mean communism, good living does not necessarily preclude
its flourishing.

The evidence seems clear. You do not kill communism by
raising living standards and you need not necessarily get it
where the standard of living is very low. Communism flour-
ishes where there is no strong opposing ideal to offset it. That
ideal may be a powerful religious force, or intense and uni-
fied nationalism, or a vigorous libertarianism, but wherever
a deeply rooted opposing ideal exists, communism will not
make progress. But where such ideals do not exist, all the
money in the world will not prevent the growth of commu-
nism. It is in the field of the spirit and the mind that the secret
of successfully meeting the menace of communism will be
found.

The economic factor is a minor one. Increased earnings of
ten or even thirty per cent do not necessarily make for fewer
communists. You can see that in the United States. Was it a
depressed economic status that turned Alger Hiss and Lee
Pressman toward communism? Are there not more commu-
nists and communist sympathizers on Park Avenue and other
sections where the rich and well-to-do reside than there are
in many working class sections of New York City, or in an
industrial town like Gary, Indiana? The theory that there is
a direct relation between the economic condition of an in-
dividual or nation and their affinity for communism simply
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does not hold water, and any national policy based on that
theory is both wasteful and unsuccessful.

THE NATURAL PREY

In relation to the problem of why some nations favor com-
munism, I once was sent an interesting statistical analysis. It
drew a comparison between the number of known commu-
nists in each state, as reported by the FBI, and the general
prosperity and educational level of the states. Since there are
government statistics on state-by-state incomes of individuals
and on state expenditures for education, the study was able
to depend on reliable figures.

The result of the study was startling. The states which, in
proportion to their population, have the highest number of
communists were the states with the highest incomes and
highest level of education. The statistical analysis seemed to
indicate a definite correlation between the educational level
and the well-being of a state, and the number of commu-
nists who lived there. New York came first, California sec-
ond, Illinois third, Pennsylvania fourth.

This study is not advanced in any way as conclusive, but
it does present an interesting basis for speculation. If com-
munism and extreme leftism are likely to grow as people be-
come more educated, then it is perfectly obvious that there
is something wrong with that education. One would expect
that a person who has learned something of the truth of the
ages, of logic and of human nature, would be better able to
resist the wiles of totalitarian doctrine than the person who
has not had these advantages.

Intellectuals of all kinds who are familiar with the de-
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velopment of western civilization and the importance of in-
dividual freedom in our progress should be staunch defenders
of a free enterprise, Bill-of-Rights democracy. They should
be more vigorous opponents of totalitarianism than poorly
educated people. But the curious fact is that this is not always
$O.

A clue to the reason for this discouraging situation may be
gleaned from a letter by Gordon Campbell of Harvard Uni-
versity to the New York Times at the time this subject was
being discussed in my column. Mr. Campbell objected to the
fact that communism is taught in many colleges “as part of
a program of indoctrination” instead of “with fearless objec-
tivity.” He went on to say “it could be fairly reasoned, I think,
that the examination of a doctrine according to a rigidly pre-
conceived conviction is as bad—or worse—than the failure
to teach the doctrine at all.”

Mr. Campbell does not want us to have a “rigidly precon-
ceived conviction” about the value of the Bill of Rights or
freedom or human dignity—or communism. According to
his line of reasoning, a teacher should be “objective” in dis-
cussing the question of slave labor camps, murder of the op-
position and enslavement of people.

This shocking proposal—that those who teach the truth
should not prefer good over evil and should never indicate a
preference for freedom over slavery—may be a clue to what
is wrong with so much of our education in this country today.
It throws a spotlight on the reason why so many educated
people are completely confused on the greatest problem of
our time.

The basic reason for this confusion is that many intel-
lectuals accept the false premises of Marxism often without
even knowing it. These premises are actually being taught in
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many schools and colleges. For instance, the word “profit”
has come to have a bad odor about it—certainly it is not as
good a word as “wage” or “salary.” That comes right out of
Marx. The idea of class conflict instead of the co-operation
of individuals in society is an accepted idea.

Workers and employers are supposed to be bitter enemies
instead of co-operators in producing more so that everyone
can earn more. Another generally accepted principle is that
the free-enterprise system cannot regulate itself. If that is true,
then why isn’t socialism better—where the government regu-
lates everything?

Even the Marxist “dialectic” is accepted and teachers ex-
plain that old-fashioned capitalism is evolving into some
“higher form” of organization. Another principle generally
approved in schools and colleges is that it is the duty of the
government to “level off” high incomes. This leads to the
socialist idea of an egalitarian society, although it takes away
all incentive from those who have the ability and ingenuity to
increase the general output.

Since many of the basic principles of Marxism are ac-
cepted in schools and colleges, is it any wonder so many in-
tellectuals fall prey to the idea of communism?

THE ACHILLES HEEL OF COMMUNISM

If better education on the tenets and meaning of commu-
nism might greatly diminish the number of people who are
attracted to its principles, the actual facts about life in the
Soviet Union also exert a strong educational influence. This
record reveals for all to see the Achilles heel of communism.

The political explosions which take place in the Soviet
Union periodically when some abysmal failure of produc-
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tion takes place emphasize a problem at the heart of the study
of economics. That is the problem of efficiently allocating
and using scarce resources. Since productive factors are lim-
ited, there must be some way of deciding how much food
will be produced, how much steel, how much electrical equip-
ment, how much clothing, etc.

In this country these questions are worked out in the free
market according to the law of supply and demand. In Russia
everything is decided by a commissar. Since the free market
is flexible, the answers it gives are the right ones for maximum
production at lowest possible costs. In the authoritarian state,
however, the commissar’s answers are bound to be wrong
very often, because the commissar cannot possibly evaluate
thousands of determining factors. One of the weakest spots
in the Soviet Union ever since the revolution has been its
agriculture. Mr. Malenkov was supposed to have made a
mess of this, but it was the boss of the Soviet Union, Nikita
Khrushchev, who had charge of agriculture after 1950. It
was he who reported the appalling farm failure soon after
Stalin’s death in 1953,

He is on record as reporting that in 1953, after thirty-five
years of communist rule, there were fewer cattle in Russia
than before the communists took over in 1916. Livestock
supplies had shrunk by three per cent, while population had
increased forty per cent.

The total of beef and dairy cattle according to Khrushchev
himself was fifty-six million versus fifty-eight million in 1916.
Sheep and goats were about even with the pre-revolution
years, although the hog population had increased somewhat.
The area sown to grain was about fifteen per cent above pre-
war, which is not very much considering a forty per cent
increase in population. The reader can well imagine what
this has meant to a typical Soviet citizen. Actually, he
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has been eating less recently than he did under the Czars.

More recently—in January, 1961 to be exact—Premier
Khrushchev became furious during a meeting of the Com-
munist Central Committee because agricultural production
had come nowhere near expectations. Everything had gone
wrong. Khrushchev had promised to surpass the United
States in per capita production. Instead Soviet farms did not
even meet the modest goals set for 1960. Milk, meat, grain
and most other commodities fell short of their own goals by
twenty to thirty per cent. One of the main troubles was the
decision of a bureaucrat like Khrushchev who decided to
grow wheat in an area like Kazak—an area which smart
farmers know is not suitable for wheat. The result was a
failure that surely caused some heads to roll.

It was during the early 1920s that the Soviet managers
started to liquidate individual farms and to drive the farmers
into “collectives.” That was the period when every little farm-
er was called a “kulak” and many of them were murdered.
This policy of collectivization turned out to be a flop, as
proved by the figures.

The following comparisons are made with 1928, which is
the last year when there was any individual farming, and the
year 1953: all cattle, 56 million compared to 67 million in
1928; cows, 24 million compared to 33 million in 1928;
pigs, about even at 28 million; sheep and goats, 110 million
compared to 114 million in 1928.

In 1953, as pointed out above, Khrushchev confessed to
the world how bad food production was in Russia. But
now let’s come down to November, 1954. Commissar Maxim
Saburov, a Deputy Premier, made an anniversary speech in
which he said that Soviet grain production had remained
stationary at 130 million metric tons since 1952.

He was disappointed in this because they had planted about
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15 million acres more in western Siberia. Mr. Saburov also
said he had to report that the total number of cows was 1.7
million below the anticipated total, despite the fact that the
government had increased prices and raised incentives to
peasants.

Incidentally, it should also be remembered that Soviet sta-
tistics are always better than the facts. For instance, when
they give figures on their harvest, they make no allowance for
harvesting losses, which every farmer knows are substantial.
In other cases, their so-called statistics are merely invented
figures for propaganda purposes. But even accepting their
statistics, as we have done above, the case for Soviet misman-
agement and low living standards is plain.

The unlucky bureaucrat who makes a sorry mess of things
in totalitarian countries really has a very good defense, but
he cannot use it. The defense is that the fault lies with the
system, not the individual. But if he employs this defense, he
would be promptly liquidated.

Only a free-market system which day by day adjusts
itself to economic realities can possibly meet the needs of a
nation. This fact has been demonstrated time and again. The
recurring food crises in Yugoslavia, Hungary, and other
totalitarian countries are clear evidence of this truth.

For instance, when Yugoslavia was free her great problem
was where to find export markets for her surplus farm pro-
duction. Under totalitarian rule, she has been frequently
threatened with famine. As recently as February, 1960, a
dispatch to the New York Times from Belgrade said that
Yugoslavia had asked the United States for the right to pur-
chase 500,000 tons of surplus American wheat for counter-
part dinars left on deposit in Yugoslavia. This despite the
fact that the Yugoslavia communists have maintained for
years that their agriculture had progressed to the point where
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grain imports would never be necessary. Hungary used to be
the breadbasket of the Balkans. Now under communism
Hungary has crop failures and is in dire need of food.

China is a prime example of how communist organization
destroys agricultural productivity. Peasant life was demoral-
ized by the Party’s attempt to drive Chinese farmers into
communes. Also, the hierarchy sought to manufacture steel
in every little community in China. The result was disastrous.
In 1960 her agricultural crop was not sufficient to feed the
population. As noted in Chapter 4, it is estimated that 150
million Chinese will lose their lives through famine. China
was forced to contract for the purchase of $450 million of
grains from Canada as well as for other large-scale purchases
from Australia. The Chinese overlords know that famine will
continue because they have already contracted for three years
ahead. They know that they have fatally bungled.

An interesting sidelight on this event is the statement by a
British agricultural expert, Lord Boyd Orr, a former head of
the Food and Agricultural Organization of the United
Nations. In the spring of 1959 he made a communist-con-
ducted tour of China and was beguiled by Mao Tse-tung’s
propaganda about “the great leap forward.” In the light of
the true facts at that time his statement appears to be utterly
ridiculous. He said “This spring’s wheat crop is so good you
can see the heavy plant structure while flying over the land.”
He predicted that Chinese advances in the next five years
would radically exceed those of the last five years. He con-
cluded, “New China’s victory over the eternal plague of
hunger is as startling an event as the conquest of inter-
planetary space.” It is strange how so many so-called experts
are eager to take communist propaganda as established fact.

Although communist countries have been able to make
slaves of their industrial workers and get some production
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out of them, they have never been able to subjugate millions
of farmers, and still get adequate food production. This may
yet turn out to be their Achilles heel.

THE MYTH OF SOVIET SUPERIORITY

Many people in this country have come to believe im-
plicitly in the truth of so-called “statistics” passed out by the
Soviets. They even accept without much question the Soviet
claim that the communist individual standard of living will
surpass ours by 1965. There is a two-fold danger in this naive
acceptance of Soviet propaganda as truth. First, it tends to
weaken confidence in our own system and adversely affects
the country’s will to resist the Soviet offensive. Second, such
unjustified belief in Soviet superiority leads to great pres-
sure within the United States for us to imitate the centrally
planned, totalitarian methods employed by the Soviets. Thus
we may throw away our great advantage—our free, flexible,
voluntary system—because we convince ourselves that big
lies are the truth.

Prominent Americans who visit the Soviet Union often
treat Soviet “statistics” as facts and the achievement of Soviet
“goals” as inevitable. They uncritically repeat—as if it were
fact not an unfulfilled dream—the communist objective to
surpass the United States “in total and per capita production
and give the Russian people the world’s highest living stand-
ard by 1970 or before.”

As we have said, all statistics coming out of Russia are
propaganda. None are reliable. The well-known Australian
economist, Colin Clark, who made an intensive study of the
Soviet economy, labelled some enthusiastic American inter-
pretations of Soviet annual-growth reports “an odd and dan-
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gerous brand of mathematical pedantry which applies indis-
putable mathematical methods to highly dubious facts in
order to reach a foregone conclusion.”

Testifying before a Senate subcommittee Dr. Clark said:
“A statement which has now circulated so extensively that
nobody ever questions it is the proposition that the real prod-
uct of the Soviet Union is growing at the rate of 6 per cent per
year . . . and that therefore it is mathematically inevitable
that it must within quite a few years overtake and then
surpass the real product of the United States. . . . Like so
many other things which ‘everybody knows,’ this supposed
6 per cent per annum growth trend of the Soviet economy is
an illusion.”

Specifically, on the industrial front is the report, mentioned
above, of Professor G. Warren Nutter. He made a systematic
study of thirty-seven Soviet industries, comparing the years
1913, 1937 and 1955, and in many he found that Soviet
production was more years behind the United States in 1955
than it had been in 1937. Here are a few of the comparisons:

Time Lag

Years Behind the U.S.

INDUSTRY 1913 1937 1955
Steel Ingots 21 32 29
Crude Petroleum 14 26 34
Natural Gas 32 51 52
Cement 19 33 32
Electric Power 13 21 16
Coal 45 49 47
Rail Freight Cars 33 51 69
Canned Food 43 45 45
Wool and Worsted Fabrics 43 67 69
Vegetable Oils 16 40 44
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The above table indicates that Soviet production has fallen
far behind our own in many major categories and has made
very little progress in others. True, they increased their pro-
duction, but we increased our own even more.

Dr. Nutter drew the following conclusions: “In the first
place Soviet industry still seems to be roughly 3% decades
behind us in levels of physical output and about 5% decades
behind us in levels of per capita output. . . . Second, develop-
ment of Soviet industry is roughly equivalent to what took
place in this country in the four decades bracketing the turn
or the century. . . . Third, Soviet industries have generally
lost historical ground to their American counterparts—the
lags have generally increased—in terms of both total and
per capita output. . . . Fourth, while Soviet industry attempted
in recent years to gain ground in terms of total output, they
have continued to lose ground in terms of per capita output.”

This comparison is made on the basis of taking Soviet
propaganda statistics at their face value. Dr. Nutter adds,
“It hardly seems likely that Soviet authorities have practiced
the art of understatement in heralding their achievements.”

It might be well to keep the above analysis in mind when
we read glowing reports of Soviet progress brought back by
short-term visitors or supporters of the “socialist experiment.”

There is no doubt that the Soviets are making rapid strides
in selected heavy industries. Nor need we minimize their
frightening military power, and the threat it represents to
our existence. Communist progress in rocketry—their ability
to put into orbit a seven ton satellite—is something to worry
about. But we ought to have greater respect for known facts
when talking about general standards of living and her ability
to surpass us in the near future.

There is no necessity, either, to overrate the stability of
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the Soviet regime. A headline on Adlai Stevenson’s 1958
report said, “Stevenson Decries Belief Soviet Regime is Un-
stable.” In pointing out the fallacy of this idea, Eugene Lyons,
a respected expert on Soviet affairs, asked, “Why would it
(the Soviet government) maintain in the forty-first year
of absolute power a political police establishment unprece-
dented for size and ruthlessness in modern history?

“Why would it need the death penalty for an attempt to
leave the country without permission, and other such drastic
laws to hold down its subjects?”

Pointing out that the regime maintains six thousand special
schools for training propagandists and that they have over
two million part-time agitators, Eugene Lyons concludes,
“Obviously a dictatorship in its fifth decade of total power
does not invest such huge slices of its budget, brains, energy
and manpower in internal security unless it feels it is in-
secure.”

IS SOVIET TRADE WORTH THE RISK?

If Soviet production is in trouble, as even its own inflated
statistics show, and if the Soviet Union’s populace is so restive
that even after five decades of power “drastic laws are needed
to hold down its subjects,” should the United States bail it
out of trouble by making up its production shortages in
increased trade? Should the Western World—and especially
the United States—contribute resources intended for its own
destruction? Should we augment the economic, military and
political power of an avowed enemy, who has stated time and
again his intention to “bury” us? Bluntly stated, this is the
basic issue at the heart of the question of increasing “trade”
with the Soviet Union.
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It is, of course, sound traditional liberal policy to eliminate
trade barriers and to increase the flow of goods, money, and
people across all national boundaries. That is the way to a
better world. But the over-shadowing reality today is that we
are at war with the Soviet Union. It is a cold war, and this
country prays that it will never become more active, but as
the authors of a recent authoritative study on communist
strategy have said, the free world has superior power but the
communist may “win World War III because they know they
are in it.” Many in the West do not know that we are already
in a war. While we fumble back and forth between a policy
of strength and of appeasement, every communist move is
planned, with victory over us as the objective. To the com-
munist high command every act of “trade” is part of a pattern
of war strategy. Every act, as they have stated, is intended to
weaken or destroy the enemy—meaning us.

Many people have become enthusiastic supporters of in-
creased Soviet trade because they think they see a pot of gold
at the end of the Soviet rainbow. But this talk is highly un-
realistic, and does not take into account some of the basic
facts about Soviet “trade.”

First, it must be realized that trade is important mainly
as a weapon of political warfare to the tough-minded com-
munist rulers in the Kremlin. “We value trade least for eco-
nomic and most for political purposes,” said Khrushchev in
1955, and Soviet theoreticians have further emphasized the
point. This has ominous implications for those who build up
trade with the Soviet monopoly. They open themselves to
Russian dumping in their markets, or dislocation due to loss
of Soviet trade overnight.

This is explained by Professor Alec Nove of the London
School of Economics in an essay in the January, 1959 Lloyds
Bank Review of London. He says that, for political reasons,
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“Wool is bought from South Africa in preference to Australia
because of the diplomatic quarrel with the latter . . . oranges
which came from Israel before the Suez crisis are now bought
in Morocco.” Copper, tin and benzine have been dumped at
below-market prices and wool has been bought in Afghanis-
tan above the market for a purely political objective.

All the sound classical arguments about the advantage of
increased foreign trade everywhere have no bearing on this
problem. The guiding concept, as laid down by the commu-
nists, is warfare—political, economic, military, and propa-
ganda. Until there is some kind of settlement, anything of
benefit to the Communists (even though we might profit in a
minor way) harms the United States.

The Soviets have insisted that increased trade is possible
only if they get vast credits from the United States, whose
government cannot find enough tax dollars today for its
present needs. Judged by their record of dishonoring agree-
ments, how good is a communist promise to pay in the future?

They especially want to buy heavy industrial products
which are of advantage to them strategically, and machines
of various types which can be pirated by their technicians and
reproduced in Russia. The machines and other capital goods
they acquire will then be used to make products which will
flood markets all over the world, in competition with Ameri-
can goods.

Scripps-Howard reporter Charles Lucey reported in July,
1959 from London as follows: “The trend of Soviet indus-
trial buying has been ‘package deals’—that is, purchases not
merely of individual pieces of machinery but of entire plans
including a complete sequence of manufacturing processes.”
This is an important clue to their objective.

They would like us to provide plans and materials—or to
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actually build for them—factories which produce chemicals,
synthetic fibers, machines, etc., etc. When they buy finished
products, such as tractors, machine tools for making con-
sumer products, etc., it is merely for the purpose of copying
them.

In a report prepared for the Rand Corporation which does
considerable research for the U.S. Government, it was re-
ported in the spring of 1961 that the average Soviet standard
of living in recent years in the Soviet Union has been about
a third that of the United States. This is only slightly above
the U.S. living scale in 1890. Apparently Soviet citizens have
expressed discontent. Premier Nikita Khrushchev promised
(in May 1961) that the Soviet Union would increase produc-
tion of consumer goods. This is precisely what the ousted
leader, Georgi Malenkov proposed in 1953, and was deposed
from the premiership for saying so. Whether Mr. Khrush-
chev’s promises will be fulfilled remains to be seen. But one
thing is certain. In trying to fulfill that promise the Soviets are
going to need plenty of western-made equipment and western
techniques for the production of consumer goods. They will
need plenty of imports—tools, model products and know-
how which they can employ or reproduce for their own pur-
poses.

Since the Soviets can send us very little we need, they in-
sist upon our financing their imports. Khrushchev recently
said, “We have no dollars or pounds.” Technically that is cor-
rect, but he evades the truth. The Soviets hoard about $9
billion of gold which is convertible into dollars, pounds or any
other currency at their option. Apparently they are holding
this as a crisis fund—or as a powerful weapon against the
West whenever they need it.

While the Soviets want credits from us, claiming they can-
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not pay in goods or gold, they are at the same time extending
big credits to “underdeveloped” countries which they want
to penetrate politically. They have agreed to give $2.1 billion
of credit (not gifts) to these countries, of which $560 million
was drawn upon in the last four years. Now the interesting
thing about these credits is that the Soviets charge an interest
rate of 272 per cent, and their total value is far less than the
gifts which the United States has handed to these countries.
We have given billions away. The Communists have merely
extended time for payment of Soviet goods, which are fre-
quently inferior in quality. Yet judging by some foreign com-
ment, the Soviets are in high favor abroad while American
prestige is low.

If the Western World—especially the United States—ex-
pands its trade with the Soviet Union, it will be contributing
to the development of Soviet resources which are intended
for our destruction. It will help the Soviets to lend more
money to the underdeveloped countries, to engage in propa-
ganda and subversion all over the world. It is difficult to
understand why we should help Khrushchev in his attempt
to “bury” us.
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22—

Economic growth
in a free society

There is nothing new about economic growth to a country

like the United States which has been bursting at the seams over
a hundred years. Our phenomenal progress has been the
example and envy of the world—especially since the turn of

the century when we began to exploit commercially the great
inventions of our time: electricity, the automobile, the assembly
line, telephonic and radio communication, etc., etc. But the
remarkable growth of this country throughout the past is now
being minimized and we are told this is not enough. “Five

per cent growth each year or bust!” seems to be the new slogan.

Basically the rate of growth is determined by the economic,
political and social conditions which exist in a country.

These conditions should give maximum encouragement for
individuals to create, save and invest—for that is what causes
economic expansion. People—not government—actually make
the country grow, although government must see to it that
there are no roadblocks in the way. It must establish proper tax
and other laws which give people zest for working and
incentive to save and invest.






WHAT IS BEHIND SPENDING-FOR-GROWTH

Big government spending is being urged in order to insure
faster national “growth.” But this very same spending policy
was recommended in past decades by the same people as a
sure-fire prescription for national health during depression,
prosperity, and boom.

Suspicion is growing that the real objective sought by those
who advocate the same prescription under all conditions is
really more government control of the economy—especially
control over what people buy with their earnings. Leaders
of the government-spending school have frequently let the
cat out of the bag by their public statements. For example,
Arthur Schlesinger, Jr. who may be considered the philos-
opher of ultra-liberals, recently said, “There is nothing wrong
about wanting to do things for consumers. .. . And,” he added
patronizingly, “Free consumer choice is fine.” But “The ques-
tion is whether these should be the dominating objectives of
our society.”

Now if free consumer choice is not a dominating objective
of our society, what is? The reader has probably guessed it—
the dictates of government officials about what we should
want and what we should have. “We must decide,” says Mr.
Schlesinger, “whether we really want consumer spending to
dictate our national priorities.”
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He says there is an evil “alliance between the big producers
who live by the creation of consumer wants and big adver-
tisers who have mastered the technology of creating wants
where none existed before.” His professorial ire is directed
at voluntary organizations which cater to and encourage free
consumer choice, and he imagines a dark conspiracy existing
among them.

Democratic Senator Joseph M. Clark of Pennsylvania,
one of the foremost advocates of government-spending-for-
growth, recently said, “Our gross national production in-
cludes many items, such as liquor, cosmetics, cigarets and
certain types of advertising which are either useless or down-
right harmful in terms of national strength.” Plainly, the
Senator does not like the way free citizens spend the money
they earn. He believes that more of their income should go
into the Federal Treasury so that the government might spend
it for things which he prefers.

Professor Horace M. Gray of the University of Illinois, a
leading New-Day Liberal, recently protested that “a consid-
erable portion of personal consumption is unnecessary, frivo-
lous, wasteful and harmful.” The professor would be shocked
at the implication that such a statement reflects a hidden to-
talitarian streak. But he can hardly deny that this is precisely
the philosophy of totalitarian administrators. Totalitarians al-
ways complain that the public wants things it shouldn’t have,
and they assert that government officials know best what the
public should have.

Perhaps the most revealing statement of all was made by
Adlai Stevenson in approving Senator Fulbright’s proposal
for more government spending, both military and non-mili-
tary. Mr. Stevenson said, “In making decisions on the allo-
cation of resources the Russians have a considerable advan-
tage over us because of the difference in the decision-making
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process in the two countries. There, it is centralized in a few
men. Here, in its basic aspects, it involves all the people.”

Mr. Stevenson’s tone implies that democracy—involving
“all the people”—is our national weakness. On the contrary,
the strength of this country is in the very fact that decisions
of all kinds “involve all the people.” Even in military spend-
ing we have checks and balances in competition among the
services. This minimizes the possibility of one big, cata-
strophic mistake.

In contrast to the statist concept is the view of former Presi-
dent Eisenhower, who has deep democratic instincts and faith
in the ability of people to choose the right course. The Presi-
dent said, “Our federal money will never be spent so intelli-
gently and in so useful a fashion for the economy as will the
expenditures that would be made by the private taxpayer, if
he hadn’t had so much of it funnelled off into the federal
government.” Here was a simple, clear-cut statement that lays
the issue right on the line.

In the past government spending was urged to offset our
“mature economy”—which was supposed to be stagnant and
would never grow again. (That piece of nonsense was cur-
rent only a little over a decade ago.) Then it was government
spending for greater prosperity under a so-called “compensa-
tory economy” scheme. (But always there were deficits which
were never “compensated” by surpluses.) Now it’s spending-
for-growth. The real purpose? Maybe it’s just government
spending to insure more government control of the people.

INFLATION VERSUS GROWTH

Massive government spending, whatever its avowed pur-
pose, has one result that is quite certain—inflation. People
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who believe in inflation usually disguise themselves. They
know that the word inflation is unpopular, and they do not
dare to indorse it openly. Instead they try to achieve their
objective by hiding behind a more popular term.

The inflationists’ new device is to wave the banner of what
they call “growth.” Of course, they say, we are against infla-
tion. Of course, they assert, we are not in favor of zooming
prices. But after all, they quickly ask, isn’t growth the really
important thing—shouldn’t we achieve growth (with govern-
ment in the driver’s seat as planner and spender) even at the
expense of some inflation?

By phrasing the issue this way they imply that inflation
promotes growth. They imply that anti-inflationary measures
and a stable or declining price level actually prevent growth.
These assertions are made despite a long history which proves
that the opposite is true. Inflation actually endangers sound
growth. Much factual evidence on this growth-inflation sub-
ject is available, but in this brief chapter we have space for
only a few instances.

Take the course of the Federal Republic of Germany and
of Great Britain from 1948 to 1955. Germany turned her
face against inflation and government control of industry
while Britain, under a Labor Government, took the opposite
course. The result of these divergent courses, which is re-
corded in a following chapter entitled “How Our Experts Al-
most Ruined Germany” provides a startling record for the
world to study. Everyone now knows the phenomenal nature
of the German recovery and prosperity.

Another historic instance of growth is the period in the
United States from 1873 down to the turn of this century.
During this time an anti-inflation policy caused prices to de-
cline about forty per cent, while production more than dou-
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bled. These are just two instances of growth and anti-inflation
going hand in hand. Other recent cases of anti-inflation cou-
pled with growth are the Philippines, Burma, and Ecuador;
while the opposite phenomenon, in which inflation throttles
growth, can be seen in Brazil, Chile, Argentina, and many
other countries.

The public statements of prominent people often reveal
how widespread is the unthinking acceptance of the growth-
inflation policy. Dag Hammarskjold, secretary-general of the
United Nations, stated that modern industrial nations have
been inclined to favor policies aimed at price stability instead
of encouraging growth (note how he poses a false conflict).
Price stability has not been well won, he said, if its cost is
economic stagnation—even though the stagnation is on a
high level. Mr. Hammarskjold’s statement turns out to be a
slightly disguised brief in favor of inflation, which has nearly
ruined so many European and South American nations.

In this country, on the television program Meet the Press
in 1960 Governor Nelson Rockefeller was asked whether he
agreed with President Eisenhower that inflation is “the great
issue of our national life.” Gov. Rockefeller hesitated and
said, “I’'m not sure. I think this is certainly an integral part of
the total issue. I think the economic growth of our country
and the adequacy of job opportunities . . . are the root, really.”

Now it certainly would be unfair to call the Governor an
inflationist, although his liking for expanded, costly govern-
ment activities is well known. But it is evident from his state-
ment that he has come to the same fallacious assumptions
that the inflationists make. His thinking is no different than
that of the late Professor Sumner Slichter of Harvard, who
must be given due credit for openly and honestly advocating
“creeping” inflation.
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Similar logic was employed by the Democratic Advisory
Committee and by Mr. Leon Keyserling. They persistently
urged cheap money, giant-sized government expenditure,
and budgets unbalanced temporarily (they hoped) to create
growth.

There is only one way to achieve growth—that is by in-
creased savings and by increased investment in the tools of
production. In this way there is a greater flow of goods re-
sulting from every hour of human labor. Anti-inflationary
policies encourage growth because people are inclined to
save more when they have a conviction that the dollar they
put aside today for future use will not be eaten up by the
price increases of tomorrow. People save less when they are
convinced that the dollar saved today may be worth only fifty
cents or only a dime after many years.

Those who think that it is up to the government to create
growth overlook the fact that increased economic growth de-
pends upon the intelligence, work and thrift of individuals
and corporations. People—not government—create growth.
All the government can do is to encourage people to save
and invest. This can be accomplished by curtailing govern-
ment spending and encouraging sound fiscal and monetary
policies. The evidence is plain that sound growth is achieved
by fighting inflation, not by encouraging it. The so-called
“miracle” of German recovery and prosperity is a good illus-
tration of this important point.

HOW OUR EXPERTS ALMOST RUINED
GERMANY

In 1951 the United States State Department sent a com-
mission of American economists to West Germany to in-
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vestigate and make recommendations to that government on
fiscal policy. Chairman of the commission was Professor Al-
vin W. Hansen of Harvard. Professor Walter W. Heller, who
now heads President Kennedy’s Council of Economic Ad-
visers, joined the commission and is reported to have had a
hand in writing the report. The world long waited to view
this report, which was classified as a secret document. Many
people had wanted to know precisely what measures for
sound growth were recommended by Dr. Heller and the other
economists, and to what extent the phenomenal West Ger-
man prosperity was related to the prescription which they
had given for Germany’s economic health.

I had a special interest in this report ever since I heard
Economics Minister of Germany Ludwig Erhard tell a small
group of economists that the recommendations by American
experts in the 1946-48 postwar period could have wrecked
the feeble German economy. At that time West Germany was
in ruins from war time bombing. Her people could barely
find the necessities of life. West Germans had to share their
scarce resources with several million of their former com-
patriots who escaped from the tyranny of the communist
puppet government in East Germany. In accommodating it-
self to this vast influx, and in trying to meet the great problems
of postwar reconstruction, the West German government
naturally faced an immediate problem of high unemploy-
ment.

In 1948 our experts insisted that the only way out for Ger-
many was to adopt inflation. But Erhard threatened to resign
if this view was forced upon him, and the Americans backed
away. Supporting Erhard, the German government insisted
upon the opposite course—upon the maintenance of a
sound currency, a balanced budget, the elimination of price
controls, incentives to business and individuals to save and
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invest, and encouragement to private enterprise rather than
government directed economy. The rest is history. Erhard
won the battle in 1948, and Germany went on to become
the most prosperous nation in Europe.

The Hansen-Heller report was declassified in April 1961.
Finally we could find out precisely what economic prescrip-
tion our experts advised for the struggling West Germans in
1951. Here are some of the recommendations in the report:
(1) That Germany had an “excessive concern for price sta-
bility.” It tried to egg the Germans on to more inflation and
said that they (the Germans) tended to “confuse wartime
inflation with the normal operation of peacetime credit.” The
Germans would have none of this. They kept the lid on the
money supply and refused to pursue a cheap-money policy.
Germany had less inflation than any nation in Europe, and
as a result she had more prosperity. (2) Our economists told
them that “a rate of interest high enough to stimulate any
large volume of personal savings would seriously curtail in-
vestment.” The Germans scoffed at that idea, and they en-
couraged savings by a high rate of interest. Instead of German
investments being curtailed they were expanded. German in-
dustry made the most rapid strides in Europe.

The Germans allowed fast depreciation of capital invest-
ment and gave special inducement to corporations to increase
their investment in new plant and equipment. The American
economists objected to this, saying that “it was an expenditure
of tax funds which would otherwise have been collected by
the government.” Always the Americans suggested that the
government should be dominant in the economy. The Ger-
mans completely disregarded this recommendation and went
their own sweet way to prosperity.

Finally the American report said that “the nostalgic hopes
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. . . looking toward a revival of the nineteenth century role
of a capital market are doomed to disappointment. The capi-
tal market plays no such role in any modern country and there
is no prospect that it will.” This is probably the most ridicu-
lous statement in the report. It reveals the deep prejudice of
American economists in favor of government action rather
than individual action.

The capital market has since become the mainspring of
German prosperity. It is also certainly the heart of American
progress. But plainly Dr. Heller and his associates never had
any confidence in the heart of the private capitalist system—
the private capital market.

A LESSON FOR THE U.S.—GROWTH AND STABILITY

When I first commented in my column on the 1951 Han-
sen-Heller report on Germany, my purpose was not to embar-
rass the chairman of President Kennedy’s Economic Council,
although that may have been one result. Rather, my intention
was to direct public thinking to the basic question of whether
the economic philosophy represented by the Heller school of
economics is right or wrong for the United States. This Heller
school type of thinking dominates the administration, and
therefore the question is pertinent. Will it lead to a high de-
gree of prosperity and maintain the free economic system in
the United States?

The important point is that the Hansen-Heller report urged
Germany to engage in deficit spending, to maintain a cheap
money policy, to enlarge government economic activity and
shrink the private area—the same policies which they advo-
cate today for the United States. Economics Minister Erhard
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summarily rejected this advice. Instead he adopted a policy
of balanced budgets, monetary restraint, encouragement of
private enterprise, and incentive for individual effort. The re-
sult was what became known as “the miracle of German re-
covery.” The progress and prosperity of Germany has been
unequalled in the entire world. Shouldn’t America follow Dr.
Erhard’s course and spurn the kind of economic nostrums
that could have ruined Germany?

The first thing the Germans did was to institute currency
reform and establish a hard, new Reichsmark. They vowed
that they would never engage in inflationary government
spending or inflationary monetary policies which would rob
people of their earnings. Then, with sound money as a base
Dr. Erhard said, “we decided upon and re-introduced the old
rules of a free economy, the rules of laissez-faire. We abol-
ished practically all control for allocation, prices and wages
and replaced them with a price automatism controlled pre-
dominantly by money.”

Imagine throwing out wage and price controls as early as
1948! When the United States eliminated controls five years
later we were told by so-called liberal economists that this
action would result in catastrophe.

Tax rates in Germany were reduced—to provide greater
personal incentive—to a point where the top individual tax
rate was no more than fifty per cent. German depreciation
allowances were permitted on business investment—although
our Fair Deal “experts” said at the time this was bad. German
interest rates were kept high to encourage savings and invest-
ment. German government expenses were held down and bal-
anced budget was maintained. These policies were scorned
by our experts.

What was the result? From the moment, in 1948, when
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our Occupation Authority’s authoritarian controls on the
economy were abandoned, vigorous recovery began in Ger-
many. In ten years production more than doubled and real
wages—earning power—also more than doubled. By 1958
the Bonn government offered its citizens the right to buy ten
and twenty gram bars of gold for 57 and 112 marks respec-
tively. There was no rush for gold because people had faith
in the soundness of the mark.

A comparison of those years with the situation in Britain
under the Labor government in power at that time is inter-
esting. Britain pursued the opposite policy. According to
Economist David McCord Wright, British prices under in-
flation (1948-56) increased forty-five per cent while Ger-
man prices fell five per cent. While real wages in Germany
more than doubled, British workers got barely a ten per cent
increase. Under Germany’s lower-cost production her manu-
factured exports rose from seven per cent of the world market
to over fifteen per cent. Her gold and dollar surplus soared,
while the British declined.

But could this pace be maintained in 1960? people asked.
The answer is that 1960 was one of the most prosperous years
in German history. Her total product increased eight per cent
in real terms—a fantastic record. There was no unemploy-
ment—the in-between-jobs registrants totaled less than one
per cent of her work force. In 1960 her exports increased by
fifteen per cent, and she had a trade surplus of over a billion
dollars. There is no record to equal this in the entire western
world.

Why, then, do we in the United States give heed to advice
that might have ruined Germany had it been taken? We are
now advised, as Germany was, to spend ourselves into pros-
perity by way of government deficits. We are told that gov-
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ernnment must spend more of the national income and in-
dividuals must spend less.

Our tax rates choke business and curb individual effort,
but they say that high taxes are necessary because high gov-
ernment spending is essential. Our depreciation schedules
restrain industry investment in new plant and equipment—
which is the very foundation of a higher standard of living
for everyone. Yet administration economists refuse to revise
these schedules basically and instead come up with a piddling
credit which is merely a gimmick.

Administration economists urged a new law which would
tax as income in the year property is sold, all the deprecia-
tion allowances which have accumulated over the years. This
is economic lunacy, for it would freeze capital investment,
depress real estate and other values, and spur contraction
rather than expansion.

Germany proved that sound monetary policy encourages
growth. Our New Frontier economists do not believe this.
German experience proves that dynamic growth can be
achieved by employing sound classical economic measures.
But administration economists today give no sign of under-
standing and believing these principles.

THE “GROWTH’’ DEBATE—WHAT IT REALLY MEANS

What is at the heart of the argument about the rate of
national “growth”?

A forthright—and a most interesting—answer to this ques-
tion was given by Walter Lippmann in his syndicated column
in June, 1960. To appreciate the importance of his analysis
the reader should remember that Mr. Lippmann is a staunch
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advocate of a government managed five or six per cent na-
tional growth rate. During the last presidential election, he
repeatedly chided President Eisenhower and Mr. Nixon for
their refusal to subscribe to this idea.

What, according to Mr. Lippmann, is the heart of the
problem? In the boom resulting from aggressive government
spending and cheap-money policies used to stimulate the
economy, he said in his syndicated column, the demand for
labor would often exceed the supply, and wages and prices
would be bound to rise, especially in the big industries. With
the economy under forced draft and the government whip-
ping up activity, continued Mr. Lippmann, “we shall be
driven inexorably to some kind of public supervision of price
and wage agreements.” This is a frightening and significant
prediction. Mr. Lippmann goes on to assert that Mr. Rocke-
feller sensed the necessity for “public supervision” and that
was why he came out for compulsory arbitration in labor dis-
putes. With inflation active, continued Mr. Lippmann, there
would be distress and instability unless some powerful gov-
ernment agency told workingmen what they could earn and
told industries what prices they could set. In short, with in-
flation there would also have to be compulsory arbitration.

The Democrats were quite aware of these facts, Mr. Lipp-
mann said, but they realized that compulsory arbitration is
unpopular with both unions and business. Therefore they did
not ask for it. But, he asserted, “they will not be able to escape
from other forms of controlling price and wage increases.”

Think about these statements and their implications. Here
we have the whole story in a nutshell. Government control
of the economy and inflation is acknowledged to be the in-
evitable result of trying to achieve a government-directed five
or six per cent annual growth rate. This frank confession is
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made by one of the foremost advocates of the forced five per
cent national growth rate.

No doubt advocates of a forced five or six per cent growth
rate think that the effects of inflation resulting from such a
policy would be bearable and controllable. But such a hope-
ful attitude is really naive. The experience of every nation
in the world including our own denies such a probability.
Everyone can recall the black markets, the corruption, the
shortages, the bureaucratic inefficiency of our price-wage
control era. This was a national scandal until Congress, under
the urging of President Eisenhower, threw it all out when he
took office in 1953. Furthermore, for a nation to give over
practical control of its economic system to government func-
tionaries in a non-war period is a long step toward outright
collectivism.

But if any administration should actually commit itself to
such a policy it would have to bear the full consequence. In-
flationary action in the United States would have repercus-
sions throughout the world, because we are part of a world
community of nations. The United States Treasury has
poured out billions since the end of World War II in order
to establish some degree of order in world financial and com-
mercial markets. Finally free convertibility of key currencies
at least for current accounts was achieved. Is it not clear
that if we now adopt a one-way route to inflation, we will
destroy this laboriously built edifice?

This is how it would happen. The inflationary spur to a
five per cent or six per cent growth rate is a plentiful supply
of cheap money. Artificially cheap money in America, while
interest rates are maintained at an anti-inflationary, higher
level abroad, would naturally cause a vast outflow of dollars
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in search of greater returns. Our inflationary policies would
cause a massive withdrawal of gold from the United States
and a serious dollar crisis.

Foreign nationals and governments have on deposit about
$21 billion in the United States in one form or another. We
are still running a deficit in our balance-of-payments account.
Our total gold stock, which must act as a reserve for our cur-
rency, totals little more than $17 billion. We cannot afford to
lose much more of it. A national policy of stimulating growth
by way of inflation in this country would cause chaos in in-
ternational markets. The United States would be the biggest
loser in the resultant world disturbance.

If a government-directed five or six per cent growth rate
means the re-establishment of wage-price and other controls,
dangerous inflation and a probable international monetary
crisis—hadn’t we better look for a sounder way to achieve
progress? There are such ways, and the evidence for them is
plain.

THE RUEFF PLAN IN FRANCE

While almost every week some American business ex-
ecutive or university professor makes a statement that “an
all-out offensive in favor of growth” is necessary and that we
had better stop worrying about “the myth of price stability,”
there is obvious proof throughout the world that the opposite
course is the only one which will promote prosperity, political
stability and sound growth.

First there is the case of West Germany which we have just
discussed. Germany’s prosperity has been called a “miracle”
—but it is simply the result of following the sound classical
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economic policies which we examined. In France successive
governments for over a decade tried the elixir of inflation.
The country found that it made France weak instead of
strong. Then, beginning in mid-December 1958, France
adopted a plan submitted by economist Jacques Rueff,
which abandoned a vast machinery of government interven-
tionism which had gone along with inflationary government
spending and credit expansion.

The French history of growth-through-spending-and infla-
tion had by then placed this once strong nation in grave
jeopardy. For more than ten years prices had continued to
rise, although subsidies handed out to producers to hold
prices down continually increased. “Escalator” clauses, which
tied income to a price index, multiplied—everybody tried to
beat the inflation. The government couldn’t sell bonds to the
French people. Workers were dissatisfied. Exports fell off
because prices were getting too high, while imports increased.
In the two years before France changed her economic policy
under the Rueff plan she lost over $1.5 billion in gold and
hard currencies—more than half of her total reserves.

“The idea that France alone in the world should be char-
acterized by a kind of congenital inability to earn her daily
bread by her labors is simply absurd,” said Mr. Rueff. He
outlined a course of action that would not only reestablish
financial stability but would also modernize productive equip-
ment, improve scientific research, increase needed housing
and raise the standard of living in the colonies.

At the start of his plan Mr. Rueff pointed out that the key
to growth, prosperity and progress is just one thing—more
savings to be invested in capital improvements. “We have in-
flation because there are not enough savings coming to the
market,” said Mr. Rueff. “There are not enough savings com-
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ing to the market because we have inflation.” His plan pro-
posed to break the vicious circle.

In order to curb inflation the plan provided (1) an im-
mediate reduction of fifty per cent in anticipated borrowing
by the Treasury; (2) an end to subsidies to producers; (3)
reliance on free prices; (4) increase in some taxes; (5) stimu-
lation of foreign trade by abolishing ninety per cent of all
quota restrictions; (6) immediate ten per cent reduction in
tariffs. There was one other important step. The government
suppressed, by public decree, all “escalator” arrangements
which tie remuneration to a price index. No automatic link
between income and prices was permitted because these “es-
calators” accelerate the pace of inflation.

How has the plan worked? The results have been remark-
able. Price increases were greatly slowed down. The French
franc became strong and readily convertible into other cur-
rencies. French exports soared. More than $2 billion of gold
and other hard currencies flowed back into the French Treas-
ury. Although many readjustments are still to be made the
. net result has been a return of confidence, based on increased
savings, increased exports, and increased economic health.
In 1960 France’s balance-of-payments on goods and services
showed a surplus of $637 million. Her reserves of gold and
convertible currency increased by $347 million.

There are important lessons for the United States in the
French and German experience. When a country finds it dif-
ficult to sell government bonds, when its prices are rising, its
trade balance is unfavorable, and gold is flowing out of the
country, the nation must take steps to remedy the situation
before serious damage is done. The way to assure prosperity,
stability, and sound growth is to halt inflation, not to encour-
ageit.
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3—
Welfare and education

The word “welfare” is as elastic as a rubber band. It can be
stretched to cover nearly everything that goes on in a country.
In fact the word has been stretched to its limit by Congress
and the Supreme Court in their interpretation of the clause in
the Constitution which says “Congress shall have power . . .

to ... provide for the . . . general welfare of the United States.”

So much has been said about the necessity of government
providing welfare that most people rarely think it is they them~
selves—as individuals and as voluntary groups—who really
provide for the welfare of the country. This subject is treated
in the following chapters which include discussion of one

very basic contribution to the nation’s welfare—education.






WHO PROMOTES OUR NATION’S ‘WELFARE’?

Newspapers are filled these days with discussions about
promoting “welfare.” Invariably this word appears in con-
nection with some government action. There is talk about
“welfare legislation” or “promoting welfare,” or “advancing
the welfare of the country” and always the implication is the
same—unless action is taken by the government there can be
no improvement in welfare.

This is a curious state of affairs. If improved welfare means
—as it does—better living for everyone, who really provides
it? Who provides the countless improved conveniences of
life—from automobiles and wonder drugs to electric dish-
washers and frozen foods? Who provides the means by which
people get more education, more medical care, more oppor-
tunity for expressing themselves and making progress in life
according to their own lights? Plainly, it is business and pro-
fessional organizations and the people who work in them
who advance everybody’s welfare and give us the remarkable
kind of life which exists in this country. The government has
had little to do with this throughout our national history.

The word welfare has been so widely identified with gov-
ernment action exclusively that even as staunch a defender
of private enterprise as Senator Barry Goldwater permits him-
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self to fall into this trap. In discussing public policy in his
admirable book, The Conscience of a Conservative, he says:
“I do not undertake to promote welfare, for I propose to ex-
tend freedom.” Here the Senator has posed a false choice—a
choice of welfare or freedom. But people can enjoy both un-
der private enterprise, for true welfare is promoted by peo-
ple’s economic and other voluntary activities.

The Senator is, of course, correct in stating the choice be-
tween the maintenance of freedom and extension of the power
of central government. This great power is advanced by giv-
ing government-paid-for privileges to some groups at the ex-
pense of others (so-called welfare legislation).

Who really promotes the country’s welfare? The people
who run the great supermarkets of this country, providing
wholesome, inexpensive foods for everyone (at a net profit of
less than two cents on each dollar of sales) have done more
to promote welfare than all the government legislation ever
devised. Manufacturers who have spread over the land such
conveniences as dishwashing machines, electric vacuum
sweepers, air conditioners and a host of other items to im-
prove daily living, are in the forefront of the promoters of
welfare. People and business organizations in this country
who have labored for generations to save and invest in im-
proved tools and techniques of industry should get medals
for promoting welfare. Unless this capital had been saved and
invested we could not now have the good life we lead. Still
more wealth-producing capital investment is necessary if we
are to pay for more doctors and hospitals, more educational
institutions as well as churches and ministers who offer spirit-
ual welfare.

To what extent do government-paid-for privileges (which
give special advantages to some groups over others) meet the
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definition of welfare at all? Is it promoting welfare to rob
Peter to pay Paul? If a young married man scraping along on
a modest salary must pay for the support of some older per-
son who can very well afford to pay for himself, or if he must
pay for someone else who has no right to be on the federal
payroll, is the general welfare advanced?

Soundly administered insurance plans—whether for old
age, or medical care—can certainly contribute to welfare,
but we know that the projects now in effect, or proposed, are
not planned that way. They are really currently collected tax
funds which are assessed against the productive in behalf of
those who are not productive. This certainly describes our
Social Security system. Such pools of currently collected tax
money are really a redistribution of current income. They
prevent hardship in some cases. But if we are to promote the
general welfare—everybody’s welfare—we must think of
measures and institutions which actually create income and
give everybody an opportunity to improve his standard of
living. We must give the prize for advancing “welfare” to
individuals and voluntary associations who, by their savings,
investment and work translate the creative spirit of man into
better living, more leisure time and greater opportunity for
artistic and spiritual expression.

HOW TO ACHIEVE AN “AFFLUENT SOCIETY”

In discussing “welfare” we must be careful to note a se-
mantic trick which is practiced by many clever advocates of
more government intervention in economic affairs. They
identify welfare exclusively with the activities of government.
Thus, they reason, we must expand the “public sector” and
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shrink the “private sector.” This phraseology clearly suggests
that the plentiful and wonderful things produced by Ameri-
can industry are not of public benefit. Only the contributions
made by government in the so-called “public sector,” they
imply, contribute to the public benefit. Plainly this is untrue.
It is merely a manipulation of words—a semantic trick.

No one has done more to spread this confusion than John
Kenneth Galbraith, a Harvard professor who was appointed
U.S. ambassador to India.

When a Harvard professor writes a book on economics and
makes policy recommendations, only a limited audience is
usually interested. But when that professor happens to be
John Kenneth Galbraith, who is a prominent theorist in the
service of the Democratic Party and in the creation of the new
liberal ideology, his ideas become of greater importance, and
soon are reflected in the actions and the statements of leading
political figures.

While Professor Galbraith makes some clear but contro-
versial observations on taxes, unemployment benefits and re-
lated minor topics, the central thesis of his book The Affluent
Society is strangely confusing. His main point is that this
country cannot solve its major economic problems by more
production, because we are already an “affluent society.”
What we are really after is not full production, he says, but
full employment, national security, and less inequality. We
do not necessarily gain these ends by more production, ac-
cording to Professor Galbraith.

After minimizing the importance of production, Galbraith
throws the reader a curve by saying, “As a source of income
for people its importance [production] remains undiminished.
This function of production must be carefully safeguarded.”

Well, if production is necessary for income, why attack it

64



WELFARE AND EDUCATION

and say we have too much of it? The answer is that Professor
Galbraith, like many other people today, simply does not like
some kinds of production. He does not approve the things
which people buy today, and their manner of living. Basically
he wants a society regulated according to his own tastes and
prejudices. Whether this is a truly democratic philosophy the
reader will have to judge for himself.

“Our concern for production,” Galbraith says, “is tradi-
tional and irrational. We are curiously unreasonable in the
distinctions we make between different kinds of goods and
services. We view the production of some of the most frivo-
lous goods with pride. We regard the production of some of
the most significant and civilizing services with regret.” He
gibes, “alcohol, comic books, and mouthwash all bask under
the superior reputation of the market.”

At another point he says that “increased output satisfies
the craving for more elegant automobiles, more exotic food,
more erotic clothing, more elaborate entertainment—indeed
for the entire modern range of sensuous, edifying and lethal
desires.” The author has a tendency to describe what he does
not like as “sensuous, edifying and lethal.”

Professor Galbraith’s idea is that less money should be
spent according to the judgment of people who earn the
money (the so-called private sector) and more should be
spent according to the judgment of public authorities (the
so-called public sector)—especially the federal government.
What worries most people is that more than one-fourth of
the national income is already being spent by the government
today. This hardly seems a niggardly percentage to be levied
against everyone’s income.

The economy envisioned by Professor Galbraith is one in
which payments for unemployment would increase to each
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individual as unemployed totals grow. Thus, at times, unem-
ployed workers would receive amounts equal to their entire
working salaries.

He admits that labor union pressure would then increase to
make these maximum payments a minimum. But he dismisses
this threat and says it is the kind of chance we must take to
achieve “social well-being.” In line with his general philos-
ophy that the economy must be less free and more closely
managed he recommends controls where necessary. The fact
that controlling one price inevitably leads to controlling
another and that limited controls cannot exist for any length
of time, is not even discussed.

In his chapter on inflation Galbraith achieves some kind
of record by talking about inflation for sixteen pages without
once mentioning the heart of the problem—increase in the
supply of bank-created dollars which of course is the deciding
factor. When, in the next chapter he does get around to dis-
cussing monetary policy, his solution is naturally for exten-
sive additional controls. Whatever subject he discusses, Pro-
fessor Galbraith’s solution is for more detailed control of the
economic process by some government body.

There is no doubt that this country is better off today than
any other in the world or any other in history. But who and
what is responsible for this? Government did not do it. Plan-
ning by federal agencies did not do it. It is due solely to the
institutions of private capitalism, to individual work, to thrift,
to enterprise, to production, to capital accumulation and in-
vestment.

Although Professor Galbraith does not follow the Marxian
ideology, nevertheless he makes the same cardinal error as
Karl Marx before him. They both assume that increased pro-
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duction can be taken for granted. But this is not so. It must
be nurtured and encouraged.

Although American workers are the highest paid in the
world, nevertheless a large segment of our people do not live
in luxury, as Mr. Galbraith assumes. According to latest Gov-
ernment figures approximately eighty per cent of total reve-
nue derived from the personal income tax comes from those
whose net income bracket is less than $6,000 a year. This
income can be greatly improved in the years to come if we
pursue the proper economic and political policies. The way
to insure that improvement is to restrain government spend-
ing and to encourage production in accordance with free-
market principles. Then let the people decide what they want
to do with their own earnings, what products they wish to
buy, and how they will use their savings. Only in this way can
the free enterprise system of the country remain free and our
capital reserve grow in sound proportion to our increasing
population.

MORE CAPITAL—THE SECRET OF WELFARE

A great many editorials are written these days about mag-
nificent prospects for the economy in 1970. If we continue
to increase productivity at a rate equivalent to that of the past
ten years, then the projection into 1970 calls for a total pro-
duction of goods and services at an annual rate of about $700
billion—instead of over $500 billion now being produced. It
must be understood that this estimated gain would be in stable
dollars of current purchasing power, not depreciated by in-
flation.
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But in making these projections into the future many fore-
casters take for granted what really cannot be taken for
granted—that people will save at a very rapid rate and ac-
cumulate the enormous amount of capital which will be es-
sential to achieve this goal. It will require vastly increased
investment in plant, machines, tools, power, and other basic
means of production to develop the expanded income which
is anticipated. The welfare of a nation depends upon savings
and capital investment.

The need for more capital can be grasped from two ele-
mentary facts. Today over $14,000 of capital investment is
required to provide the necessary tools, plants, inventory of
materials, and other productive factors which are required
to back up each job-holder in the United States. Also, it must
be remembered our labor force will grow at the rate of about
1.5 million workers annually over the next ten years. If this
country is to remain stable and productive, it must have the
tools and equipment to provide jobs for these workers. Dur-
ing the past ten years industry invested over $300 billion of
capital in plants and tools. To provide adequately for work-
ers in the next ten years will require over $500 billion. These
future capital requirements represent far more money than
can be raised if savings are maintained at the rate which has
become more or less established in recent years. The rate of
savings will have to be stepped up.

Unless the savings are forthcoming there will be a tempta-
tion to manufacture the money. It would have to come from
commercial banks or from government deficits—and danger-
ous inflation would result if the deficiency were great. Sound
growth can come only through industrial progress based upon
real savings.
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This is a simple statement of an important problem. In it
the reader will find revealed the reason why interest rates
throughout the world are so high, and why governments try
to put a brake on increased borrowing. The demand for new
money in almost every nation today seems almost insatiable.
A great part of the trouble is that people are consuming too
much of current production and are not saving enough to
provide the capital equipment they need for a higher standard
of living.

The great need for capital coupled with the current low
rate of savings highlights a fallacious theory which was ac-
cepted as gospel fifteen or twenty years ago, and which still
holds sway in academic circles. This is the theory of John
Maynard Keynes, well known British economist, who main-
tained that the villain in the economic system is the surplus of
savings. Keynes maintained that there just cannot be enough
investment opportunities for all the money which people save.

He claimed that as personal incomes increase, savings will
increase at an even greater rate. This theory is positively dis-
proved by the history of the years from 1951 through 1954.
Personal income increased from $255 billion to $303 billion.
Savings during that period dropped from 7.8 per cent of
disposable income to 6.3 per cent and never increased in any
single year despite the growth of income. It does not seem to
be true that people necessarily save more money as they earn
more. Keynes’ theory was called a general theory—that is,
good for all times and all places. It is hard to believe that this
false theory, which was based upon the evil of too much sav-
ings and the lack of investment opportunity, could ever gain
such wide acceptance among economists. But the record
shows that it did.
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Today it is apparent that the real problem is how to get
more real capital and how to employ this scarce capital to
best advantage. Keynes’ system was built upon the idea of
the imminence of deflation, whereas today the problem is
how to limit the supply of money because we must prevent
inflation. This is a curious twist of circumstances, but a reali-
zation of the true facts is necessary, so that governments can
take proper measures to protect the economic health of their
nations.

Since capital must play such a tremendously important
part in achieving the $700 billion economy in 1970, then it
seems clear that savings will have to be generously compen-
sated. This means that the cost of hiring capital—interest
rates—will have a tendency to remain on the high side. While
governments may hold interest rates down temporarily by
powerful manipulation, they do so only at the risk of more
inflation. Artificially cheap money means inflation, and gov-
ernments—even welfare governments—dread the result of
monetary inflation, which is rising prices. Therefore, in the
decade ahead, we should expect a high level of interest rates.
After all, capital accumulation is the basis of improved future
welfare, and capital accumulation is encouraged by a high
rate of return.

Capital accumulation, flexible interest rates geared to the
market, the maintenance of a free market which quickly
equates supply to demand and the other factors we have been
discussing, are essential for a dynamic free enterprise coun-
try. It is surprising that any literate person today can be
ignorant of them, but there are many in America today who
seem never to have had the economic facts of life presented
in understandable terms.
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WHAT DOES AMERICAN EDUCATION TEACH
ABOUT FREE ENTERPRISE?

There is no doubt that education is a most important fac-
tor in advancing the welfare of a nation. But education for
what? The concepts which are taught in our schools and col-
leges are eventually translated into programs of political and
economic action which lead us toward freedom or away from
it. While we seem to be preoccupied with the question of Fed-
eral aid to education to increase teachers’ salaries or for new
buildings, many parents. are becoming alarmed about the
quality of the product itself—the quality of the educational
program.

The Brookings Institution reported in 1958 that less than
five per cent of high school graduates have had any training
whatever in economics. This is a sobering fact in a world
where economic issues so largely dominate the political scene
and the life of the nation. But this lack of education in the
principles of economics, deplorable though it is, is not the
most harmful aspect of the problem.

Even more harmful is the teaching of distorted concepts
and collectivist ideas wherever economics is taught. Judging
by opinions expressed by high school students in various sur-
veys, we would say that there is too much of this type of
teaching, which undermines the student’s faith in the free en-
terprise system.

Opinion Research Corporation of Princeton, New Jersey,
questioned high school seniors about the free enterprise sys-
tem in 86 schools scattered throughout the United States.
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Here are some of the results: (1) 61 per cent said that the
profit incentive is not needed for the survival of our system.
(2) On the question of the best way for workers to raise their
living standards, only 43 per cent said produce more, while
56 per cent said get a larger share of the employer’s income.
(3) On the question should a worker produce all he can, 62
per cent said no. (4) 55 per cent of the students endorsed
the doctrine (originated by Karl Marx) “from each accord-
ing to his ability, to each according to his needs,” as a good
plan of compensation in industry. (5) 76 per cent said that
“most of the gains from new machinery go to the owner.”
(6) 60 per cent said owners get too much of the profits of
production, while 82 per cent said we have practically no
competition in business.

A United States Chamber of Commerce survey of 39,000
high school students of 12 states revealed the following facts:
(1) 50 per cent felt that steel, coal and oil industries should
be regulated by the government. (2) Only 37 per cent felt
the schools were teaching proper understanding of the Ameri-
can economy.

Even though we make generous allowances for the possi-
bility of error in these surveys, for the manner in which the
questions were asked, and other possible causes of inaccu-
racy, we must come to the conclusion that high schools are
doing a far from adequate job in this area. In some cases
they are actually perverting the students’ ideas on the nature
of the free enterprise system.

Do schools teach that private capitalism—which makes
the consumer king and fragments power so that individual
freedom is preserved—is essential for the preservation of
human freedom? Or are they apologetic about capitalism?

It is highly important that a basic training in sound eco-
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nomics should be a prime prerequisite for graduation from
high school. Students should get an understanding of the na-
ture of productivity, and the fact that increased productivity
alone must account for an increased standard of living for
everyone.

They must be taught that only capital accumulation con-
verted into machinery and equipment makes possible high
productivity, and that socialist schemes of “share the wealth”
or “share the income” (no matter how they are disguised)
lower the standard of living; that purchasing power and pro-
duction are two sides of the same coin, and that the only way
to increase purchasing power is to increase production. In
short, students must be taught the economic facts of life.

As basic texts, high schools would do well to use Professor
Fred Fairchild’s Understanding Our Free Economy, and that
classic little volume Economics in One Lesson by Henry
Hazlitt, as well as How to Think about Economics by Clark
and Rimanoczy of the American Economic Foundation. For
collateral reading, students (and teachers too) would profit
by studying Dr. Lewis Haney’s How You Really Earn Your
Living, which answers economic questions soundly and sim-
Ply. These straightforward texts take the mystery out of such
subjects as money, production, inflation, and other phenom-
ena of economics. More important, they assert positively, and
give convincing evidence, that free enterprise—not govern-
ment control of industry—is the road for a freedom-loving
people.

Courses in “social studies” with a smattering of economics
are no substitute. In fact, students frequently come out of
these courses lukewarm—and even hostile—to the principles
of private capitalism and the free market.

At the end of their high school education, students should
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have a healthy respect for the system of private capitalism—
first, because it is the only system compatible with human
freedom; and second, because it has proved the most efficient
system ever devised for providing goods and services for
everyone. Are students today being given a fair opportunity
to form an understanding of these facts? In our opinion the
answer to this question is definitely no. But it is not only in
the secondary schools that the problem of teaching sound
economics arises. In most American colleges the teaching of
economics leaves much to be desired.

NEW MONOPOLY IN COLLEGE TEACHING

When a leading New Deal publication like the New Re-
public features an article attacking academic “liberals” for
their intolerance of opposing ideas, and for their responsi-
bility in forcing upon college students a lopsided, exclusively
“liberal” point of view that certainly is news—and its sig-
nificance should not be underestimated.

Before discussing Professor Morton Cronin’s article which
appeared in the New Republic sometime ago, it might be well
first to cut away some ideological underbrush. Ideas espoused
by those who call themselves liberals today have little identity
with the principles established by the great liberals of the past
—men like John Locke, John Stuart Mill, Lord Acton and
others.

The new-day liberal has simply appropriated the word
“liberal,” although his own beliefs are diametrically opposed
to those of historic liberals. Historic liberals feared the power
of the state and the extension of executive power while new-
day liberals are in favor of extending the power of central
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government. Historic liberals stressed the importance of the
individual, while the new liberal is a statist. Historic liberals
insisted on the operation of the free market and the protec-
tion of private property as necessary for the preservation of
political freedom. The new liberal urges more state controls,
and he is more concerned with collective action than individ-
ual freedom. Many more contrasts could be made, but these
are probably sufficient to point out the confusion existing in
the word “liberal.”

What is Professor Cronin’s charge against the modern lib-
eral? He says “Society has a great stake in truth; truth is elu-
sive; the wise policy is one of wide accommodation for all
schools of thought.” But, he says, it is the faculties themselves
which decide what shall be taught, and these faculties in our
leading universities are dominantly and almost exclusively
new-day liberals.

They “generate within themselves such coercive pressure
toward conformity that the range of opinion that is effectively
expressed among them is decidedly narrow.” Their new-day
liberal ideas have become the “local orthodoxy.” For in-
stance, “liberals have done superb service in scrutinizing the
moral foundations of American business . . . but on the cam-
pus a professor would feel a decided coolness if he made a
similar scrutiny of the practices of labor unions.” There has
developed a “tyranny of liberalism” which practically ex-
cludes from its academic world all other ideas, although these
opposing ideas are represented by a truly great tradition, and
by many teachers of great scholarship and reputation in the
academic world today.

The new-day liberal philosophy is taught in all the social
studies and it is a powerful factor in the field of economics.
Here, too, the accent is not on individual initiative, individual
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profit, individual savings, but upon the “aggregative” eco-
nomics and the “mixed economy.”

With rare exception, the colleges of this country base their
teaching of economics upon textbooks which expound the
ideas of the “new,” so-called liberal economics, such as Eco-
nomics—An Introductory Analysis, by Paul Samuelson; The
Elements of Economics, by Lorie Tarshis; and Income and
Employment, by Theodore Morgan. No student nurtured on
these texts is likely to come out with a healthy respect for
private capitalism. According to these books profit is not the
reward for enterprise, but comes from “a contrived scarcity.”
The individual’s right to engage in business of his own is de-
rided. Dr. Morgan says “The right of a man to engage in
business for himself is not a basic freedom.” Individual sav-
ings are scorned and a large public debt is praised. Dr. Sam-
uelson says “There is no technical, financial reason why a
nation fanatically addicted to deficit spending should not pur-
sue such a policy for the rest of our lives and even beyond.”

It is a sobering fact that this kind of economics is taught in
practically every leading university in this country with a few
notable exceptions such as The Graduate School of Chicago
University, with such outstanding teachers as Dr. Milton
Friedman and Dr. George Stigler; several Graduate Schools
of Business Administration; and an occasional undergradu-
ate department such as that of the University of Virginia.

The important question for the country is this: Should any
special doctrine like new-day liberalism have a monopolistic
hold on higher education in this country? Shouldn’t students
be exposed to other points of view also? Shouldn’t faculties
be chosen with a view to proper balance? Now that the new-
day liberals themselves are raising this question, as Professor
Cronin has done in the New Republic, there may be some
hope for a change.
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Producing the goods
in a free society

Anyone who understands the ABC of economics knows that we
can provide a higher standard of living for everyone only

by increasing everyone’s productivity. The idea that the
redistribution of income is the way to increase the income of
all workers has been proven to be a hoax. Even the

socialists do not believe that these days.

So the question is, by what practical measures can productivity
be increased? In exploring this subject it is necessary to
analyze the fundamentals of a free-market system. The basic
factors of savings, investment, wage rates, prices and profits all
enter into the analysis. These are the subjects which

are briefly discussed in the following pages.






THE ROLE OF AMERICAN INDUSTRY

Every blueprint for a completely new economic system, or
for radically modifying private capitalism by government in-
tervention, is always based on one simple, fallacious premise.
The assumption is that increasing production at low cost is
no problem at all.

The theory is that regardless of what government does in
taxing income or in regulating production and prices, pro-
ductivity will increase, the worker’s standard of living will
improve and the horn of plenty will continue to give us all
we need in abundance. This error was made by Karl Marx,
founder of modern Socialism, who advocated the overthrow
of private capitalism and it is also made by Galbraith, who
is not a socialist, but who wants to reform capitalism in his
own image. The same fallacious concept runs through the
writings of Arthur Schlesinger, Jr. and practically all the aco-
lytes of the New Liberalism.

But anyone who understands the operation of industry

‘must realize that an affluent society cannot remain affluent
long, unless industry is properly encouraged. Increased pro-
ductivity cannot be taken for granted, but given the right
climate free industry can perform wonders.

Industry performs its miracles by the introduction of mar-
velous new machines and techniques which cut the cost of
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production, improve output per manhour and improve every-
one’s standard of living. This requires vast sums for current
expenditure and capital investment. Five years ago about $3
billion was spent in a year on research, today more than $13
billion is being spent. Today investment in new plant and
equipment is running at the annual rate of about $35 billion,
and it has been as high as $37 billion. But this is only the
beginning of the story. If we are to continue to improve our
standard of living, and if we are to continue to stay out front
in the race with the communists, continued perfection of ma-
chines and techniques in industry and a prodigious invest-
ment of capital must be made.

The magnitude of the job ahead is revealed by authorita-
tive surveys, which estimate that it will cost $95 billion just to
replace obsolete equipment in industry today, and the total
required will be $135 billion over 5 years. Industries must
cut costs and improve their products, or they will not survive.
New machines and new techniques are the answer to that
problem.

Today too much of our industrial plant is outmoded. Al-
most fifty per cent of our present equipment was installed
before the end of World War II—and machines of that era
are comparatively about as efficient as a hand-mower. In the
chemical industry, where improved methods and machines
are vital, less than half the plant capacity is new since 1950.
The key to the problem is that modern machine tools are
about forty per cent more productive than 1948 models. On
our railroads over sixty-five per cent of the freight cars are
more than ten years old and freight yard equipment is an-
tiquated. Yet it has been estimated that costs can be cut al-
most in half with new freight cars and modern freight yard
equipment.
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These statistics must be read against the background of
coming increases in population of about 32 million in the
next ten years, the expectation of higher standards of living,
and the certainty that there will be fewer workers in our popu-
lation and more dependents.

“You can be sure of one thing in industry,” said a vice
president of the Celanese Corporation. “If you stand still for
two minutes, somebody’s racing ahead of you.” This sums up
the sentiment of executives in practically every industry—
and that is why everyone is racing against everyone else.

To a non-technical mind what is happening in American
industry is nothing short of a miracle. In oil refining, for
instance, one company spent $50 million modernizing its
plants. A leading business magazine briefly describes this
process of modernizing as follows: “First in the chain of in-
struments installed in those plants are sets of on-stream con-
tinuous analyzers. These reach into the process stream and
feed back to a central control room. Information on the oc-
tane rating, the composition, and even the color of oil prod-
ucts flow through the lines. Before these instruments were
installed workers at the refinery six times a day tapped the
flow, took back samples to laboratories to have them an-
alyzed, and then switched valves to make the change in the
production mix . . . each check took between thirty minutes
and two hours. And since the refinery ran at 1,000 barrels a
month, there was a wide gap for error.”

Similar production miracles are taking place in other lead-
ing industries. This means increased productivity and a higher
standard of living for everyone. It is a misnomer to call this
“worker productivity” because it is really made possible by
managerial skill, new inventions, and the use of new machines
which are made possible by the savings and thrift of the peo-
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ple and organizations of this country who invest in industry.

Will the billions necessary for progress be invested in the
coming decade in modernizing industry? That will depend
upon a great many economic and political factors. But there
is no denying the fact that one of the very important factors
is the extent to which our tax laws will encourage such in-
vestment. Among all tax regulations those which prescribe
the extent to which business can recoup its investment in plant
and equipment are of particular importance.

A DYNAMIC MOVE FOR NEW PRESIDENT

In November, 1960, we elected a new young president. In
my column at that time I wrote, “As President-elect, John
F. Kennedy has it in his power to recommend to Congress a
course of action which would stimulate business, vastly in-
crease our productivity, encourage more rapid ‘growth,” and
raise the standard of living and real wages of all workers.

“This sounds like a large order but it can be promoted by
one sound measure. Let Mr. Kennedy announce that he will
use his influence in Congress to revise the law about deprecia-
tion which is allowed to industry on capital investment in
new plant and equipment immediately and substantially.

“If he should state that he will urge Congress to follow the
course of practically all other nations of the Western world
in allowing capital investment to be recouped quickly, he
would spark an unprecedented demand for capital goods that
would give a solid foundation to economic recovery in this
country. More important still, such a program would help to
equip this country with productive facilities that would raise
our own standard of living and permit our industries to com-
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pete more successfully with other major countries of the
world.”

Since Mr. Kennedy’s election to the Presidency, he has not
firmly grasped the opportunity presented to him. Instead of
recommending a substantial revision of present depreciation
schedules the President merely proposed a piddling tax gim-
mick. This is intended to induce companies to spend a little
more than their normal investment. It is not far-reaching and
will probably have only a small impact. Furthermore, the
Kennedy proposal is of very little aid to medium-size and
small businesses, and it penalizes companies which are under-
financed. The necessity still remains for a complete overhaul
of the tax laws which apply to depreciation of capital equip-
ment.

Why shouldn’t the government encourage industry to maxi-
mum investment in the newest type of equipment? One ob-
jection is that Treasury tax revenue might fall heavily for a
number of years, since depreciation charges would be heavy
and taxable corporate income less. A Senate committee has
refuted this viewpoint. It said, “It is doubtful that there would
be any loss in the second year after such liberalization and
perhaps none in the first. In the third and fourth years reve-
nue would be larger.”

If a company invests a million dollars in a machine and
claims fotal tax reduction in that year, then it will get no tax
reduction on that machine in the following years, and there-
fore its profits would be higher and income tax payments
larger. In the long run the government loses absolutely noth-
ing by such a policy. A machine can be depreciated only once
regardless of the time schedule allowed. In fact, the Treasury
gains. As companies purchase more capital goods, greater
profits accrue for many suppliers, their income tax payments
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increase and the United States Treasury recoups much more
than it loses. Fear of decreased tax revenue for one year is a
short-sighted reason for not instituting a policy that would
increase government revenue in the long run and provide
America with more dynamic industry.

Today depreciation schedules are ruled by Bulletin F, is-
sued in 1942 by the United States Treasury. According to
these rules many industries must wait twenty to twenty-five
years fully to depreciate their equipment. The composite life
of equipment in the steel industry, for instance, is scheduled
at about twenty-five years. During this long period of time
obsolescence and inflationary price rises for new equipment
seriously affect American companies.

Today business is really not permitted to recover enough
capital to replace worn-out machines and tools which have a
long life. To be sure, companies get back their original invest-
ment in dollars. But with rising prices over a decade or two
the original equipment can hardly be replaced for double or
triple its original cost. Where does business get the extra
money? Generally it goes into debt—or it may dip into “ac-
cumulated profits.” But these are phantom profits. During the
entire long life of the machine the company pays a profits tax
on some earnings which are not profits at all but should have
been earmarked for full replacement of the worn-out ma-
chine.

American industry has been short-changed to the extent of
about $6 billion annually because of these phantom profits.
Other countries, such as France, permit full depreciation ad-
justments based upon rising costs of replacement. In Britain
special “investment allowances,” in addition to regular de-
preciation, are permitted. But the United States permits no
such encouragement to investment. Certainly revision of out-
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moded depreciation rules should be the first order of business
in order to remove the barriers to expansion now existing in
this country.

This is not only an aid to industry—it is a vital factor in
improving the prosperity of the entire country. Today over
$14,000 of invested capital is required properly to equip each
worker in industry. Workers’ incomes will rise only when that
investment in more efficient tools of production is increased.
Also, it must be remembered, industry must provide for the
approximately six million more workers who will be added
to the labor force in the next five years.

To insure higher real income for everyone, more jobs, and
the vigorous growth of industry’s productive power, Congress
should remove the roadblock to greater investment in the
tools of production.

TOO MUCH PRODUCTIVITY?

The great productivity of our economic machine seems to
be a source of worry to some people. How, they ask, can we
consume the vastly increasing output of goods produced by
the marvelously improved machines and techniques of indus-
try? This so-called problem was stressed some time ago (quite
a while before Galbraith became concerned about our “af-
fluence”) in a special supplement in the socialist journal of
opinion, The New Leader. This well-edited journal is really
no longer socialist but has become a “liberal” and labor pub-
lication.

In this supplement the author, Oscar Schnabel, says that
the problems rising from increased productivity cannot be
“solved exclusively by ever-increasing consumption.” He
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then goes on to make the amazing statement that “we must
start by recognizing the fact that in peacetime we do not
necessarily need full use of our economic capacity.”

The New Leader article is significant only because it sub-
stantially reflects new liberal and labor thinking. Labor lead-
ers have been talking for several years of a thirty hour work
week. We wonder just who are the “we” in the author’s mind
when he says, “We do not necessarily need full use of our eco-
nomic capacity.” Does he mean the sixty million taxpayers
whose declared incomes are less than five thousand dollars a
year? Does he mean the millions of families to whom an ad-
ditional few dollars a week would make a tremendous differ-
ence in favor of a better diet, better clothing, and better hous-
ing? The idea that “we” have all we need, is to say the least,
curious.

Increased productivity in the economic system is like the
fine performance that results from glowing health in the hu-
man system. Can we have too much health? Can we have too
much productivity? What is the proposed cure for this im-
agined ailment of high productivity?

Two solutions are offered. (1) Cut down the number of
working hours to give workers more leisure. (2) Establish a
new government agency which, the author says, might be
called the “Federal Reserve Labor Board, which will evalu-
ate how much labor is necessary for all the needs of our grow-
ing population at rising living standards.” In other words, a
new bureaucracy with a new master plan to tell managers and
workers how many hours shall be worked and where!

But why this sudden concern with increased productivity
per worker? One would think that this is a new phenomenon.
Actually, productivity has been increasing at a fairly steady
rate for three-quarters of a century—a progress which we
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can measure. It is highly doubtful whether the record in this
decade will be far above that of other banner decades.

Although we have vast new industries and the beginning
of atomic energy, we must remember that in the past there
were also introduced dynamically productive forces, such as
electricity, the automobile, the assembly line, the airplane,
new chemical industries, and many others.

Decade by decade the average increase in productivity has
been about two per cent per annum per worker, except during
the 1940’s when it was stepped up somewhat. Although
there are serious flaws in the output-per-man-hour concept,
which are discussed in the following pages, here is our
record as measured by the National Industrial Conference
Board:

Decade Output per Man-Hour
1891-1900 100
1901-1910 123
1911-1920 146
1921-1930 196
1931-1940 234
1941-1950 281

The fruits of this increased output have been distributed
to everyone in several ways: (1) Lower prices to the public
and better quality. (2) Higher money wages for workers. (3)
Decrease in working hours. We never needed any “plan” or
“Labor Reserve Board” or any other gadget to do the job
well. The process was worked out by means of the price sys-
tem, free markets and competitive enterprise. The result has
been the greatest productive system in the world and the high-
est standard of living in all the ages.

If we are to continue this remarkable record in the future,
it would be well to heed the following course: (1) Do not
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give the entire increase in productivity exclusively to workers
in special industries, as demanded by labor union leaders to-
day, but let the general public participate, too, by means of
price reductions. (2) Think of increased productivity as a
benefit, not an evil, and do not prevent people by law from
getting the benefits of increased productivity in money, in-
stead of leisure, if they want it that way. (3) Avoid, like the
plague, any government board to regulate productivity or to
divide its fruits. (4) Instead of blueprints and “plans,” let
productivity be determined, as it always has, by profit incen-
tive, investment, competition and free markets.

WHO SHOULD GET PRODUCTIVITY GAINS?

It is the custom of labor unions to demand and get a sub-
stantial annual wage increase whenever contracts expire. The
magic words “increased productivity” are supposed to justify
these wage rises. There is no more widely used—or abused—
word in the economic dictionary than “productivity.”

Productivity may be defined as the relation between the
output of manufactured products and the input of all factors
necessary to produce these goods. Very often, however, pro-
ductivity is measured only by the number of man-hours
worked in manufacture. Thus, by a semantic trick, produc-
tivity becomes identified exclusively with union labor produc-
tivity. But such a definition completely misses the mark. Be-
fore workers in factories can turn out vastly greater quantities
of goods with the same or less work, they need new high-
powered machines and new techniques.

There must be a tremendous prior activity in research,
planning and engineering—in the manufacturing of new ma-
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chines, in making more power, in devising new methods. All
of this requires large-scale capital investment and the use of
savings. It is the input of all these items in the production
process which is never considered by those who stress union
labor productivity. Without the all-important preliminary fac-
tors, workers cannot produce more.

The use of man-hour productivity statistics is misleading
in other ways. It counts the work of highly skilled factory
workers for no more than the work of the lowest unskilled
laborers. This sort of “lump” approach leaves much to be de-
sired. Also, the only factor which is counted, according to
the definition of the U. S. Bureau of Labor Statistics, is “out-
put per man-hour of production workers . . . in manufacture.”
As production becomes more efficient there is always a de-
crease in the number of employees on the production line
and an increase in the people engaged in research, engineer-
ing, planning, clerical work, and related activities. When
productivity is measured by the work of production workers
alone, the contribution of all of these people is eliminated.

There was a time when benefits from increased produc-
tivity of American industry were divided three ways. Workers
got some increase in money wages; the public (including
those not engaged in factory work) benefited by lower prices
and better products; the entrepreneur received compensation
for his initiative. But this policy has recently been thrown
onto the scrapheap. Labor union leaders now insist on appro-
priating all of the increase exclusively for production workers
in factories making basic products. In fact, during the past
ten years they have gotten considerably more than the entire
increase—thus forcing higher prices for everyone.

There is one way and only one way for workers to get a
higher real wage, and that is by higher production. As work-
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ers and management jointly turn out more goods for every
hour of work, the real earnings of the worker increase, as they
always have, and the standard of living improves. There is
no other answer to the problem. Labor unions cannot raise
the standard of living of all the workers, and the fiat of the
government never can do it. The productivity of industry is
the only answer. The record plainly shows that the greatest
single factor making for increased productivity is the in-
creased use of machinery, plant, power, and tools employed
in manufacturing. When the worker was backed by only $500
of investment in tools, plant, inventory, etc. over a hundred
years ago, his real earnings were very low. Nothing could in-
crease these earnings substantially except an increase in capi-
tal investment.

When that investment increased to about $14,000, as it
approximately is today for each worker employed, real earn-
ings of workers increased tremendously. During the last sixty
or seventy years real earnings of workers increased about four
and a half times despite the decrease in working hours from
sixty-nine to forty hours a week.

No matter what government does or what policies labor
unions pursue, they cannot raise the living standard of all
American workers to any extent if the amount invested in
machinery and equipment remains stationary or is decreased.
That is why it is in the interest of labor to see that manage-
ment makes good profits. Out of these profits industry is able
to plow back much needed capital which is invested in new
tools, new techniques, research and inventory—all of which
are essential to produce more efficiently and thus raise the
general standard of living. Labor must encourage the maxi-
mum investment in labor-saving equipment of all kinds, be-
cause that is the only way that labor can get a high real wage.
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WHAT’S WRONG WITH PLANNED OBSOLESCENCE?

Every few years American business has to answer criticism
leveled at its basic institutions by some members of the aca-
demic fraternity who are not too happy about our free mar-
ket, private enterprise economy. These attacks are usually
promoted by a semantic trick—the coining of a word or
phrase which gives a sinister meaning to some normal busi-
ness development. “Oligopoly” is one of those words, which
first appeared several decades ago. It means the domination
of any industry by a few suppliers.

Most people have always noted that competition can be
fiercest among a few big companies, but the critics shouted
“oligopoly,” and corporations which have grown big through
public service are supposed to cringe at the charge. Events in
the automobile industry (by definition an “oligopoly” domi-
nated by Ford, General Motors, and Chrysler) caused wide-
spread amusement over this supposed evil. The pint-sized
imported cars, and the Rambler and the Lark, created a vir-
tual automobile revolution, forcing the “Big Three” into the
small car field to meet competition.

Are the three giants in complete control of the market, and
can they treat the public any way they want? Ask any con-
sumer who is ready to buy an automobile today and is being
importuned by the big companies, each trying to offer some-
thing better than the other, each struggling to hold down its
costs and prices.

Now business must meet a new attack. This onslaught was
launched by the use of another phrase which makes good
business practice sound as if it is reprehensible. American
industry is accused of the evil of “planned obsolescence.”
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Plainly, the objective of those who attack business for this
imagined evil is to undermine public confidence in the great
industries of this country and to encourage government con-
trol in place of private enterprise. It is claimed that planned
obsolescence results from two calculated policies.

In the first place, it is said, American manufacturers pur-
posely produce shoddy products which will not last the con-
sumer for long. Thus buyers will be forced to replace their
purchases and industry will profit. It is hard to believe that
any sensible person could give credence to such nonsense.
The assumption here is that American business has produced
the highest standard of living in the world by giving the con-
sumer bad products. Every one knows that the field has al-
ways been open for any company to give the consumer what
he really demands, if he wants special quality products. Thus
manufacturers of quality products would be rewarded by the
eager public. They would grow prosperous and replace those
shortsighted companies who try to shortchange the consumer.
The consumer is free to shop around as he pleases. Competi-
tion exists in every line of consumer goods. The patronage
given to the quality manufacturer would undoubtedly crowd
out of the market the producer of bad merchandise. In fact,
this is precisely what has happened in American industry over
the years.

Is it reasonable to assume that American consumers are
dolts and do not know enough to buy good merchandise
rather than bad? And if they are such idiots why do the new-
day liberals have so much confidence in the functioning of
democracy which is dependent upon the intelligence of Amer-
ican voters? If citizens show such poor judgment how can
they select their representatives and pass upon public ques-
tions with any degree of intelligence?
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But there is still another aspect of the charge against in-
dustry for engaging in planned obsolescence. This is the prac-
tice of many companies to frequently re-design their products
in order to gain greater favor from the consumer.

Sometimes this change is a basic improvement in the prod-
uct itself, sometimes it is just a restyling. New models of auto-
mobiles are offered each year incorporating both mechanical
and style improvements. Little improvements each year add
up to a big change over a longer period of time.

Kitchen equipment is being constantly made more service-
able and more attractive. New improvements in office equip-
ment add efficiency and eye appeal. New designs in home
furnishings of all kinds, as well as electric razors, clothing,
and other products make life easier and more pleasant. The
restyling of men’s suits is a typical case of planned obsoles-
cence, and of course women’s styles which change seasonally
represent the very acme of restyling for style’s sake.

Is this bad? Those who coined the phrase and sneer at
“planned obsolescence” would have us believe so. They say
that all this is a “misallocation of resources”—resources
which could be put to better use, in their opinion. They talk
about “satisfactory old products” which do not “need” change
and would be “serviceable” for a long time if wicked manu-
facturers did not plan to change things.

This controversy is important because the issue affects the
very basis of private capitalism and free enterprise. Our sys-
tem is geared to the desires of the consumer. Producers flour-
ish or die as they serve the consumer or fail to meet his desires.
This very competition puts industry on its toes, forces new
inventions and gives us the kind of vigorous, dynamic, rich
economy we have.

Of course if the American manufacturer and the consumer
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were less energetic we could all still make-do with the auto-
mobiles of the 1940’s. If we want only “serviceable” products
why have colored automobiles—why not just all black as they
used to be? Also, how about the clothes of yesteryear and the
icebox of several decades ago? Some may say that this is
exaggerating the “planned obsolescence” point of view, but is
it really? For once we begin to pay homage to “satisfactory
old products” and talk about “exaggerated change” we will
inevitably get a horse-and-buggy psychology. And once we
begin to limit change who but a government authority will be
empowered to say what is “exaggerated” change and what is
not?

This gets to the very heart of the matter. If we are to have
some kind of regulation of obsolescence, some government
body or regulation will do it. The opponents of dynamic, un-
regulated change are really advocates of more government
and less individualism in the economy.

How sound is the economic reasoning behind this at-
tack? Any talk about misallocation of resources due to swift
changes misses the point completely. Resources are not a
fixed quantity. They are changing and developing all the time,
and the vast resources of this country are due in great measure
to the characteristically American dynamism and desire for
change. People are willing to work harder to save and invest
in order to get new things. Take away that desire for change
and there would be considerably less resources to allocate.

In a country where there is no planned obsolescence and
where resources are allocated by slide rule, as in the Soviet
Union and other nations behind the Iron Curtain, the con-
sumer takes what the government gives him—which is very
little. If, as it is now said, the future belongs to the most
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vigorous, creative and productive nations, then the more ob-
solescence the better. Such a nation can produce more re-
sources—for war if necessary and for peace—than a country
that restrains the energies of its people and looks upon change
as wasteful.
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Wages and prices

The price at which products are sold in the market and the wage
rates which the producer must pay are, of course, very closely
related. Together their influence upon productivity is a powerful
one. If there is any doubt about this, the following quotation
from one who is no admirer of private capitalism

should be interesting.

Recently Nikita Khrushchev had this to say about wages, prices
and productivity: “Of course it is possible to lower prices on
products recklessly, but then where would we get the funds to
develop the national economy further? Do you think God will
send us new plants, factories and power plants? If we lower
prices without considering the real possibilities or raise wages
without taking anything into account, will this contribute to the
development of our national economy? Of course not.”






THE MAGIC FORMULA

The attempt to create mathematical formulae to solve our
economic problems has turned into something of a mania in
this era. We have become victims of the decimal point and the
digit—employing precise mathematic formulae for many
things which are not precise and cannot be solved mathe-
matically except to our own detriment.

The most glaring evidence of this tendency is to be found
in the field of productivity. Several decades ago it was dis-
covered through research that increased production per
worker averaged a little more than two per cent annually
over a long stretch of time. Harvard’s famous Professor
Schumpeter made much of this statistic in describing the
strength of the capitalist system in his well-known book,
Capitalism, Socialism and Democracy.

This two per cent figure was soon taken from academic
circles and popularized by general writers on economics. It
came to be regarded as an immutable law that worker pro-
ductivity would increase about two per cent or more each
year. People assumed that this could be applied to every in-
dustry and, in fact, every plant. In 1948 labor union leaders
seized upon this magic figure and got General Motors to in-
corporate it in a labor contract guaranteeing automatic wage
increases to its workers at this annual rate.
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Then Mr. Walter Reuther said: “The General Motors pat-
tern becomes one for industry!” It began being applied indis-
criminately, and everyone expected to increase his earnings
at the rate of at least two per cent per year regardless of exist-
ing conditions.

In the post-war world, labor union leaders were able to
force upon industry wage increases far in excess of even the
most optimistic estimate of productivity increases. Wage in-
creases in that period ran at the rate of seven to ten per cent
for many years and were never less than five per cent until
1960. These uneconomic increases in wage costs caused
prices to rise and the wage-price spiral to continue.

What happens when a wage increase for productivity is
granted in an industry where there is an actual decline? There
are many such instances. Between 1939 and 1947 Depart-
ment of Commerce reports indicated an actual productivity
decline in nineteen industries out of the limited number ex-
amined. They included slaughtering and meat-packing, six-
teen per cent; lead and zinc mining, thirty-one per cent; foot-
wear, four per cent. In recent years there always existed simi-
lar disparities in the productivity record of various industries.

When automatic increases are given to workers in these
and many similar industries on the basis of increased produc-
tivity in all industry, it simply means that the higher cost of
production is frozen into the retail price. During an infla-
tionary period the consumer pays these increased costs with-
out question. When the inflation abates he curtails his buying
of those products and unemployment results.

In an interesting analysis of industry productivity, Dr.
Jules Backman of New York University concludes that “al-
though the long-term annual rate of increase in productivity
for the entire economy has averaged about two per cent in
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most years, the actual change has deviated widely from this
average. In many years output per man hour has actually de-
creased (for example, in 1933, 1937, 1946 and 1947). Great
irregularity in the rate of gain has been characteristic.”

A BAD FORMULA FOR PAY INCREASES

When General Motors introduced the “annual improve-
ment”—or productivity-pay increase in its wage formula in
1948, the move was widely hailed. Charles Wilson, then
president of General Motors, advocated that this pay increase
be given by all industry—and even by agriculture!

At that time I published a criticism of this scheme under
the title “Dissenting Opinion,” pointing out its inflationary
impact. In reply to a letter from Mr. Wilson disagreeing with
my conclusions I said, “If your policy should be applied to
the United States generally, as I have pointed out in my arti-
cles, the result will be detrimental not only to industry itself
but also to the consumers of this country.”

Events have certainly justified early fears about this for-
mula. The annual productivity increase turned out to be an
automatic prescription for raising wages and prices, and for
consequent inflation. The 1958 recession highlighted the dan-
ger inherent in this kind of agreement. When we needed lower
costs we got higher costs. When the public demanded greater
values to attract its savings it got less value because prices
went up.

The annual productivity increase in wages is based on the
assumption that the national average increase in productivity
per worker of a little over two per cent per annum over the
previous half century should be employed by every business,
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every year. The fallacy lies in trying to create a precise mathe-
matical statement applicable to every industry and to every
business, when as a matter of fact, no such formula can be
devised.

What we really need is the opposite—variation from in-
dustry to industry, from business to business, and flexibility
in all costs and prices. This becomes evident when we con-
sider the plight of industries which might be tied to a pro-
ductivity wage-increase when there is an actual decline in
productivity. There have been many such instances.

As explained in the previous chapter, the Department of
Commerce reports for 1939-47 show an actual productivity
decline in nineteen industries out of a large group investi-
gated. As recently as 1956-57 there was either a slight
decline or no increase. The average, over a half a century,
can be misleading if applied today.

No business can survive on a national average. It must live
by its individual costs, its individual productivity. If its pro-
ductivity declines for one year or two and it is nevertheless
forced to increase wages, the result can be disastrous for that
particular company or that industry.

A disturbing comment on this matter was made by the
Committee for Economic Development in its study, Defense
Against Inflation. Discussing productivity it said, “Wage rate
increases in particular industries should not be determined by
increases in output per man-hour in those particular indus-
tries, but should reflect the increase in national output per
man-hour.”

The avowed intention of the Committee for Economic De-
velopment is to prevent inflationary above-average increases
for all industry. But the net effect of its statement is to indorse
productivity wage increases in industries where none should
be given. The trouble here is in trying to patch up a rigid,
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fallacious, and harmful formula. The formula should be re-
pudiated.

Basically, increased productivity results from the use of
better tools, more power, new inventions, improved man-
agerial ability and many other factors. For instance, in 1948
approximately 5.3 million automobiles were produced by
650,000 workers—about eight cars per worker, while in
1957, 6.9 million cars were turned out by 625,000 workers—
about eleven cars per worker.

What caused this sharp increase in productivity? Wasn't it
the vast investment of capital by the auto companies in better
tools and improved production techniques which cut down
the labor required to produce each automobile?

Capital investment must be compensated in one way or
another. Sometimes an industry has to pay more to raise the
capital necessary to provide better tools of production for
workers. Or, due to intense competition, an industry may
have to pass on its entire productivity increase in lower prices
to the public.

Workers generally have always benefited from increased
productivity by way of lower prices and improved quality in
all things they purchase, as well as by their own fatter pay
envelopes. Any attempt to place progress in a strait jacket by
devising a pat mathematical formula for dividing up the re-
sults of greater productivity will simply handicap industry,
retard progress, and penalize the public. )

AS IMPOSSIBLE AS SQUARING THE CIRCLE

It is just as necessary for a nation to choose its objectives
carefully as it is for an individual to do so. Since resources
are not unlimited, we cannot have everything we want. This
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simple principle may sound trite, but it needs to be empha-
sized at a time when we pursue objectives which not only
negate each other, but actually tend to destroy each other.

Currently this country is pursuing three conflicting poli-
cies. The first is the policy of automatically increasing annual
wage-rates, regardless of business conditions and regardless
of productivity. The second is the goal of achieving full em-
ployment. Third is the hope of maintaining an honest dollar
—a dollar of stable purchasing power, so that the worker, the
pensioner and the saver are not robbed over the years.

It is just as impossible to achieve these three objectives
simultaneously as it is to square the circle. Something has to
be sacrificed and the public will have to make the choice.

The fiction has grown up that the only way for workers to
improve their condition is to get higher wage-rates each year
no matter what business conditions may be. Plainly this is not
true, because for over a century of tremendous progress in
this country, this policy did not prevail. Progress in those
years was accomplished by vast capital investment in new ma-
chines, plant, and techniques of production. A great part of
the increase in productivity was distributed to the public in
the form of lower prices and better goods. All of it did not go
to workers of particular industries, which is the case today.

The effect of the union demand for automatic wage in-
creases can be seen in the following brief bit of history. In
1956 average hourly earnings in manufacturing increased
5.3 per cent while output per man-hour increased no more
than half that amount. Unit labor costs increased nearly 3
per cent. This trend continued in 1957 when costs per man-
hour increased more than 5 per cent.

Wage rates were still rising rapidly in 1958 despite a deep-
ening recession. As the cost of manufacturing a unit increased
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—whether shoes, or washing machines, or autos—producers
added to their selling price. Then came the inevitable result
—consumers did not clear the market of goods at prevailing
prices. Production fell off and unemployment therefore in-
creased.

A rise in the price per hour for workers in highly organized
industries does not always mean a larger total of earnings for
all workers. Quite the contrary. When hourly wage and unit-
cost of manufacture get too high the result is unemployment
and lower total wages. This is the fruit of the AFL-CIO
policy, which is a sure-fire policy for creating unemployment.
And so policies No. 1 and 2 destroy each other.

How do the above objectives square with the policy of
maintaining a stable dollar? They do not. They undermine
the dollar and spark a continued inflation. This is the way it
works: When excessive, high wage-rates produce inevitable
unemployment and lower production, the public demands
that the government do something. That “something” turns
out to be inflation of the money supply which eventually leads
to higher prices for everybody, thus causing more of the very
disease it was supposed to cure.

Arthur F. Burns, formerly President Eisenhower’s chief
economic adviser, made a recommendation about this matter
in his book, Prosperity Without Inflation. He advised “a dec-
laration by the Congress that it is the continuing policy of the
federal government to promote reasonable stability of the
consumer price level, as well as maximum employment, pro-
duction and purchasing power” (now part of the Employ-
ment Act of 1946). If the present law is to stand, it would
certainly be a good idea to make the change suggested by Dr.
Burns, if only for its psychological effect.

But as a matter of cold fact, any attempt to promote “rea-
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sonable stability of the consumer price level” in the face of
mounting wage costs would mean restrictive monetary poli-
cies which would cause unemployment. Politically this is un-
palatable. So as a practical matter, if we want to preserve the
purchasing power of the dollar, we will have to curb uneco-
nomic wage rises. This means modifying the present mo-
nopoly power of the big labor unions to get almost any wage
level they demand. That is the heart of the matter.

If the country insists on achieving full employment and
rising wage rates regardless of conditions, it will be choosing
inflation whether it means to do so or not.

ADMINISTERED PRICES AND ADMINISTERED WAGES

A little more than two decades ago when it was quite popu-
lar to pin responsibility for the Great Depression on big busi-
ness, Professor Gardner Means contributed a handy weapon
for the purpose. He invented the idea of “administered”
prices.

These are prices, according to Means, which do not re-
spond quickly to supply and demand but are made by execu-
tive order in big industries such as steel, agricultural imple-
ments, and automobiles. The term administered prices could
never be easily applied, as its originator, Dr. Means, admits
today, and the suspicion grew over the years, that the term
did not represent a sound economic concept, but rather a po-
litical stick with which to beat the business dog.

Any distinction between “market” prices and “adminis-
tered” prices is difficult to make, because such a distinction is
a matter of time-lag and degree. Some prices change more
rapidly than others, and few change by the minute or the hour
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as they do in commodity markets. A physician’s price per visit
does not change quickly nor does the price of prepared food,
or furniture, or clothing, or household equipment, or count-
less other products. All are market prices, yet all can be con-
sidered administered prices according to the old definition.

The phrase “administered prices” is supposed to describe
those prices which do not respond quickly to supply and de-
mand. They are assumed to be set by executive order—in
defiance of market forces—in big industries with few pro-
ducers. (The only “pure” competition according to the origi-
nal theory is among products that cannot be “differentiated”
—for example, lumps of sugar or kernels of wheat. )

Just about the only items which respond instantly to sup-
ply and demand are commodities traded on the Commodity
Exchange which fluctuate in price every few minutes or every
hour. Does the price of a can of food, a loaf of bread, a pair
of shoes, a suit of clothes or almost anything else the con-
sumer buys change every day or even every week? Yet every
patron of a supermarket or department store knows that these
items are fiercely competitive and quickly adjust price to the
market. So do the heavy items such as steel, aluminum, auto-
mobiles, and the rest, although their adjustment may be
slower and price concessions are disguised by such devices as
absorption of freight rates, undercover discounts below list
price, and so on. The market is everybody’s master.

The proponents of “administered prices” do not accent
the one definitely administered price which conditions all
other prices—the price set for hiring workers. This is fixed
not by market conditions but by the power of union leaders,
and often by threat of violence.

The weakness of employers to resist because of a lop-sided
law is plain. When wage costs are forced up, a demand that
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the producer reduce his prices is simply a demand that he sell
his inventory under replacement cost. Only a producer in dire
straits would do that.

Administered wages, it should be noted, are the result of
our labor laws which encourage industry-wide bargaining
and monopoly unionism. The effect of these laws can be
readily seen in any supermarket or department store. Items
sold in these stores come from thousands of small and medium
sized manufacturers, very few from the largest corporations
who can defy the market for any length of time and “admin-
ister” their prices. Yet here we have a steady rise in prices.
Consumer food prices keep moving up. Prices in this cate-
gory are influenced largely by administered wages which
necessarily become part of the consumer’s price tag—and
not by decisions arbitrarily made in the big executive offices,
regardless of supply and demand.

In the field of services, which account for more than half
the total National Product, it is administered wages that set
the pace. The structure of freight rates, railroad, bus and air-
plane fares, utility rates, and countless other service charges
are all locked in by the wage structure.

And the interesting thing is that in the smaller services—
ranging from hairdressing to dry-cleaning—prices are stead-
ily increasing although it would be rather foolish to talk of
“administered” prices in these highly competitive businesses
which are conducted by tens of thousands of small companies.

It is difficult indeed to define an “administered” price, but
it is quite evident that administered wages are the law of the
land. Since wages constitute more than eighty per cent of the
price which the consumer ultimately pays, isn’t this the point
at which the problem of rigid prices must be attacked?
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THE OPEN CONSPIRACY TO FIX PRICES

One cannot discuss prices these days without paying some
attention to an important case which was decided in the
courts early in 1961. Leading manufacturers of electrical
equipment, including the two largest, General Electric and
Westinghouse, were convicted in a federal court for con-
spiracy to fix prices. The companies were fined $1.7 million
and some of their important executives were sent to jail.

Many questions that demand answers come quickly to
mind about this case. Where, during the long period of il-
legal activity, were all the high-priced lawyers who receive
big fees from these companies to keep their practices within
the law? But suppose these manufacturers had done precisely
what the government lawyers say they should have done—
competed ruthlessly on price. Small competitors like Federal
Pacific Electric and ITE Circuit Breaker might have been
forced to the wall. Is there any doubt that GE and Westing-
house would then have been accused of violating that section
of the Sherman Act which says that no company shall “mo-
nopolize or attempt to monopolize”? It is ironic that under
the present interpretation of the law, corporations have been
haled into court for (1) making prices too low; (2) holding
their prices too high, by agreement with other companies;
and (3) not varying prices.

One thing is plain: the magnificent record of these impor-
tant companies in improving the welfare of the American
people was all but forgotten overnight by a large segment of
the public, which chose to remember only that they had vio-
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lated a section of the law. In this case the severe penalty was
a partial forfeiture of public confidence.

But all this reveals only a small part of the problem. Why
did so many people become so emotional and incensed? Was
it because a law had been violated? This hardly seems rea-
sonable. After all many provisions of the “law of the land”
are violated every day—and violations are often scantily con-
cealed, if indeed they are concealed at all. But the very people
who so righteously joined in the humiliation of GE and West-
inghouse have not been conspicuously concerned about all
such violations. In fact they condoned many of them.

For instance, the law specifically says that no employer
should be forced “to employ or agree to employ any person
or persons in excess of the number reasonably required to
perform actual services.” Yet everyone knows that this law is
violated every day of the year. This violation is euphemis-
tically called “featherbedding”—and the public pays for it.
Further, the law is clear about penalties for the use of vio-
lence. Yet as Congressional committees have clearly shown,
outrageous violence has been used in strikes like that against
the Kohler Company. But this, too, has been condoned. To
those who insist that the law of the land should always be
honored, the fact that the guilty have not been convicted in
court is merely a shoddy, legalistic excuse.

Has the reaction against GE and Westinghouse been
so violent because of the ethical question involved? Certainly
it is true that price-fixing is a crime against the public. In a
free enterprise system, which depends upon prices as a major
guide and regulator, the freezing of prices at an artificial level
is dangerous. That is why intelligent people must be against
all price-fixing.

But is this the thinking of those who heaped violent abuse
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on GE and Westinghouse? It seems doubtful. While they lash
out at price-fixing by some business organizations, they look
benignly on the vast open conspiracy to fix prices which is
slowly driving the country towards inflation and worse.

Take the government price-fixing of commodities. The
Kennedy administration recommended a rise in the price
of corn from $1.02 to $1.20 a bushel. The public will pay for
this in the form of higher prices for meats. President Ken-
nedy says, let the farmers fix their own prices for a variety
of crops, and if they are able to wangle this through Congress
their price-fixing schedule will become government enforced.
This is price-fixing on a grand scale. The public will be
bilked as never before.

And if anyone becomes concerned about the viciousness
of price-fixing (as he ought to be), how about directing his
attack toward the iron-fisted price-fixing which is legally
imposed by labor union leaders in behalf of their union
members? After all, there are only seventeen million union
members out of a total of sixty-seven million workers. The
price-fixing which union leaders impose is translated into
cost increases for everything we buy. Since price-fixing is such
an evil, shouldn’t we have a better balance between the power
of management and the power of labor unions so that union
leaders will not be able to impose almost any price they de-
mand?

It is no ethical defense to say that some price-fixing helps
a large segment of the population—such as farmers or union
members. It will hurt a much larger segment—the rest of the
nation.

Disapproval of the actions of General Electric and West-
inghouse is certainly in order. But could it be that a great
part of the violent reaction against these companies is really
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antagonism to big business crudely expressing itself? And
deeper than that, isn’t there some evidence of hidden anticapi-
talistic bias (surprisingly fashionable in some intellectual
circles) which seizes every chance to belabor American busi-
ness?

PRICING OURSELVES OUT OF THE MARKET

In searching out causes for our economic and political
problems, it is curious indeed how the search often leads to
the very same cause even though the problems themselves
seem, on the surface, to be only distantly related. The big
problem, of course, is our periodic recessions. Connected
with it, and contributing to it, is the progressive loss of for-
eign markets for many of our products. A third problem of
great economic importance, but which also carries interna-
tional political overtones, is tariffs.

Even a casual analysis will reveal that a basic factor affect-
ing all three of these areas is our mounting cost of production.
We are pricing ourselves out of foreign markets; and we are
pricing ourselves into a tariff wall.

Our cost-of-production mounts too high. This is a major
cause of recessions. Rising labor costs have far outstripped
the rise in productivity, despite the unprecedented addition
of cost-cutting, labor-saving tools of production. Between
1939 and 1956 average hourly labor cost in manufacturing
increased 215 per cent, while the output per man hour in-
creased nearly fifty per cent. The result was that cost-of-pro-
duction per unit of goods—whether a pair of shoes, an auto-
mobile, or a can of vegetables—just about doubled. This
trend continued through 1960. Some of the increased cost
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was absorbed by producers. Most of it had to be passed
on to the consumer, or producers would have had to go out
of business.

When, in 1957, price rises began to account for three-quar-
ters of the dollar increase in Gross National Product, the
inflation had to be restrained. When billions in new bank
credits were not forthcoming to sustain the mounting price
levels, a recession was under way and there were soon over
five million unemployed.

The positive influence of excessive wage costs in creating
unemployment is basic, and has been indisputably proved
and analyzed. Its importance was emphasized in this century
by the eminent von Mises before and after World War 1.
Then came Jacques Rueff, head of the Treasury of France,
who analyzed British statistics prior to 1925 and established
a direct statistical relationship between excessive wage rates
and unemployment.

His analysis was later confirmed by Sir Josiah Stamp who
tested Rueff’s conclusions for the years following 1927 and
found them to be ninety per cent accurate. In 1933-34 there
were published The Theory of Unemployment by the noted
British economist, A. C. Pigou and a fine study entitled The
Theory of Wages by Paul H. Douglas, who later became
Democratic Senator from Illinois. It will surprise many peo-
ple that Mr. Douglas agreed with the theories of Jacques
Rueft and Josiah Stamp. In his book Mr. Douglas says, “If
wages are pushed above the point of marginal productivity
the decrease in employment will normally be from three to
four times as great as the increase in hourly rates so that the
total income of the working class would be reduced.”

All of these accounts substantially agree that unemploy-
ment responds quickly to changes in wage costs. They con-
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cluded that when there is unemployment, a decline of even
one per cent in wages would uncover many more jobs. The
effect of wage rates on unemployment has also been interest-
ingly treated by Professor F. A. Harper in a study entitled
We Can Have Any Level of Employment We Want. He elab-
orates the point that the level of unemployment is related di-
rectly to the height of wage rates above the normal, free-
market level.

Our high-cost production drastically affects our foreign
trade, with resulting political repercussions. When foreign
producers increasingly outsell us in our home territory, the
clamor naturally grows for more tariff protection.

Effects of our high-cost production on the tariff problem
were cited by Roger Blough, Chairman of the United States
Steel Corporation. He pointed out that a reel of steel wire
which is generally used for steel fences is now shipped from
Dusseldorf, Germany, by sea, freighted to Cleveland by rail,
and then hauled by truck to the warehouse where it costs the
jobber $40 a ton less than the U.S. product.

Imported cast-iron soil pipe is laid down in California for
$75 a ton less than the American price. Of course, foreign
countries will always be able to undersell us here on some
items, and that is certainly not bad, because we should be
able to undersell them in their own country on other prod-
ucts. This is the essence of sound foreign trade—each coun-
try making progress on what it can manufacture more cheaply
and better. But unfortunately we have been losing ground on
too many basic items, because of our high cost structure.

When it comes to selling our own products in foreign coun-
tries, here, too, American producers are at a growing disad-
vantage. Our private exports are declining because foreign
producers are increasingly outselling us. “There is an inex-

114



WAGES AND PRICES

orable rule which can never be defied nor escaped for long,”
says Mr. Blough, “. . . it is a fundamental law of business
and every businessman knows it. That law is ‘compete or
die.’ There is no other choice.”

So whether we must compete against foreign merchandise
or whether we need to clear the market of our own robust
production and thus increase employment, it is essential to
maintain a realistic, non-inflated cost-of-production. If the
unit cost-of-production goes up instead of down, we will
be in trouble and unemployment will grow.

Plainly flexible wage rates—flexible both ways—would be
in the best interests of everyone, including workers them-
selves, because it would lead to full employment. But the
least we should settle for is that wage rates should not rise for
a while. Continued increase in productivity would then lower
the cost of making each unit, and we would have a chance of
slowly increasing employment and the general level of pros-
perity.

A SPECIAL CASE OF GOVERNMENT PRICE-FIXING

When the price of anything is fixed by a government
agency, there is bound to be trouble. The reason is that poli-
tics and the prospect of votes become a determining factor.
The control of rents in New York City is a typical case. Al-
though government price-fixing of rents which used to be a
national problem is now confined to one locality, it deserves
special attention in any study of prices.

Whenever a plan is proposed for even partial decontrol, or
for a slight adjustment of some rents nearer to the market
price, a violent protest is registered by those affected. This
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may be only natural but often it is ironic. For instance, those
who occupy some of the most luxurious apartments on Park
Avenue become indignant at the thought of paying a little
more rent. Yet they are the first to protest against price-fixing
in their own businesses.

They know how inflation has zoomed their own costs.
Nevertheless they want to hold the apartment house owner in
a vise, and they ask him to contribute a subsidy to their own
rent payments. Why?

The important point is that it is in the public interest to
make a plan that would eventually abolish all price-fixing
of rents. Nothing like that is being officially proposed. The
city is now divided into the favored few who live in rent con-
trolled apartments and “all others.”

The all others include young married couples with grow-
ing families who need larger apartments. These apartments
are often occupied by only one or two people who continue
to hang on to them because of the great price advantage.

As long as there is rent control, there will not be enough
building of lower-priced or moderately priced apartments.
Builders know that their new higher-priced units cannot com-
pete with the cheaper, rent-controlled space, which their pros-
pective tenants occupy.

While decontrol is essential, great hardship would be suf-
fered by many families if it came about overnight. People
can not adjust themselves to such a major change, which in-
volves a large part of their total income. What we need is a
plan that would eventually do away with all price fixing of
rents. Two essential principles of such a plan are: (1) It
must take place gradually so that the adjustment for tenants
is not too sharp. (2) It must permit all apartments to slowly
achieve their market price.
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In line with these principles, we would suggest a plan which
was debated in several state legislatures. It was proposed sev-
eral years ago by economist Henry Hazlitt. The plan is a sim-
ple one. Let the Legislature pass a law permitting all owners
of residential property to raise their rents by a small, fixed
percentage in any one year (say four or five per cent of what-
ever figure is agreed upon). That’s all. No if’s, and’s, or but’s.
No time limit. No qualifications.

What are the advantages of this plan? First, it would per-
mit tenants to adjust themselves very gradually to prices
which they will ultimately have to pay under the free market.
The change would take place over years, not over months.
Over the years some owners might continue to raise their rents
under this plan, while others would not be able to get much
more than present rents for their space.

Apartments would gradually drift back into circulation
as they approached the market price. Since it is never po-
litically feasible to abolish controls on dwellings unless their
fixed rental approximates the true market rental, the above
plan would automatically move toward decontrol.

Unless we are prepared to say that all dwellings are public
utilities and must be price-fixed forever, we will ultimately
have to arrive at some way of bringing all dwellings into the
free market. If there is a better plan for accomplishing this,
we haven’t heard about it.
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6—
Profits and employment

Since private capitalism depends upon incentives to encourage
maximum individual effort, profits become a very important
factor in increasing productivity. For profits are the major
incentive for business.

In our system, which is based upon competition, high profits can
accrue only to those who meet the demands of consumers by
being efficient in producing goods and services and highly
responsive to change in consumer preferences.

If the economy is to be vigorous and thriving, producers of
goods and services must earn substantial profits. This is in the
public interest—not only in the interest of the producer.






PROFITS MUST RISE TO INSURE EXPANSION

The Kennedy administration is pledged to get this country
“moving ahead.” It is on record as promising to reduce unem-
ployment, create higher real national income and expand the
economy. If this promise is to be fulfilled, we can make this
fairly reliable forecast. The hoped-for expansion in produc-
tion, jobs, and national income can take place only if there is
a substantial increase in corporate profits over the level pre-
vailing in early 1961. The $550 billion or $600 billion econ-
omy will not be possible with corporate profits at $21 billion
or $22 billion—or anything like this low total.

The idea of higher corporate profits will be frowned upon
in some quarters. It is a strange fact that the word “profit”
does not get a favorable reception with an important segment
of the American public. In the United States, which has the
most successful economy in the world and is based on the
profit-and-loss system, this negative public reaction is a trib-
ute to the success of Marxian theorists and left-wing propa-
gandists. They have persuaded many people to accept un-
knowingly the labor theory of value and tolook with suspicion
upon a mainspring of our own great system—corporate
profits.

In his book Economics, which is the most widely read text-
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book on this subject in the United States, Professor Paul A.
Samuelson, of the Massachusetts Institute of Technology,
says, “Any sampling of public opinion shows a fairly wide-
spread hostility toward profit. A scientist recently asked a
random sampling of businessmen if they tried to maximize
their profits. To a man they all denied this firmly, perhaps
because they pictured a profit maximizer as some kind of
chiseling extortionist or miser.”

This observation (from a Kennedy task-force head, who
can hardly be accused of being partial to profits) is certainly
revealing.

The grip of this anti-profit philosophy upon industry is
shown by the attitude of labor leaders like Walter Reuther.
Sometime ago he said, “We are in trouble because big busi-
ness is taking a disproportionately large share of the fruits
of our developing economy.” Anyone who understands the
elementary facts about our economic system knows that Mr.
Reuther’s statement is sheer nonsense.

In the last six months of 1960 corporate profits ran at the
rate of about $22 billion annually, while compensation of
employees was $297 billion and total national income was
about $419 billion. The $22 billion did not all go to inves-
tors. About half of it was paid in dividends and the other
half is plowed back into industry. Can any reasonable person
consider this modest sum “a disproportionately large share
of the fruits of our developing economy”?

Also, it should be plain to anyone, including intelligent
labor leaders, that we cannot get more jobs, a higher stand-
ard of living and increased production unless the low total
of corporate profits is raised considerably. Industry expansion
requires enormous capital investment. In the past ten years
the vast sum of $300 billion was spent by United States cor-
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porations on plant and equipment. If this country is to pro-
gress even more rapidly in the next ten years corporations
may have to spend $500 billion or more.

Only under the incentive of rising profits will business
spend this vast sum for more and better tools which will pro-
duce products at lower cost, raise everyone’s standard of liv-
ing, and give more jobs. It is in the workers’ interest and the
public interest—not alone the corporate manager and inves-
tor—that corporate profits should expand.

Over ten years ago, in 1950, corporate profits totalled
$22.4 billion—somewhat higher than prevailed in 1960 and
early 1961. Yet in 1950 national income was only $242 bil-
lion (compared to $419 billion in early 1961) while com-
pensation of employees was only $154 million (compared to
$297 billion). The entire economy was operating on a lower
scale. Also, it is pertinent to note, in practically every year
except the recession years of the past decade, corporate profits
have been higher than today. So while the country expanded,
while production increased and the real income of those
working in industry advanced, corporate profits did not keep
pace.

Just what factors will cause profits to increase in the future
is not quite certain—although there are now some strong in-
dications. Will volume expand and profit margins increase
due to the natural upswing of the business cycle? Or will
inflation temporarily cause the same result?

Another possibility is that this administration will see the
light and sponsor a program of genuine tax reform. This could
be a mighty force in stimulating business expansion and pro-
viding necessary capital for investment. The answers to these
questions are not clear now. But Mr. Kennedy’s State of the
Union message and Economic Report lead to a strong pre-

123



PROSPERITY THROUGH FREEDOM

sumption of government spending and inflationary deficits
which will give an added “kicker” to the cyclical recovery
which began in 1961.

However, one thing is sure. More jobs and an expanding
economy must go hand in hand with higher corporate profits.
This expectation—plus the practical certainty of more infla-
tion—were major forces in the stock market rise of early
1961. It is an interesting fact that government economists
did not expect this rise. In fact, in the first few months of
1961 leading figures of the Kennedy administration pro-
claimed the coming of a deeper recession.

PRODUCTIVITY AND UNEMPLOYMENT

It is often claimed that unemployment is the result of too
much productivity. Machines throw men out of work, it is
said. The history of this idea goes back to the early eighteenth
century, when armed bands called Luddites roved the Eng-
lish countryside, destroying the new textile machinery which
they claimed was the cause of their unemployment. There is
no doubt that automation can cause a temporary imbalance
in the supply of certain kinds of labor. But this is not a basic
cause—in fact, improved technology is the cause of more, not
less, employment.

Why, then, is the rate of unemployment in the United
States so high? This question must be answered realistically
not only because of the human beings involved and because
it has a direct bearing on United States spending and infla-
tionary policy, but also because it is a black mark against
the present functioning of our economic system.

In times of even mild recession in this country, such as
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1957-58, and in the 1960-61 downtrend, unemployment rises
to about seven per cent of the labor force. But even in good
times unemployment has seldom gone much below three per
cent of the labor force. These statistics must be considered
in comparison with the fraction-of-one-per cent unemploy-
ment in advanced western European nations during good
times, and the very low rate of two per cent in Europe’s recent
brief recession periods. Why, people ask, is the American
unemployment figure so high?

There are three areas in which we can look for an answer.
The most popular explanation is automation. To be sure this
has been stepped up rapidly in recent years, but we have al-
ways had a high degree of automation—especially since the
beginning of the assembly-line technique in manufacturing
immediately following World War I. Countries like Germany
and France have also modernized their plants and automated
at a very high rate in recent years. In fact, their technological
advances in many industries are greater than ours. While au-
tomation is a temporarily disturbing factor it does not seem
to be the cause of the generally high unemployment statistics
in this country. There are other important reasons.

Another place to look for an answer is in the statistics
themselves. In comparison with most European countries,
our unemployment statistics are highly inflated. In many of
these countries an unemployed person is defined as one who
is registered with a government agency as unemployed and
receives unemployment insurance. In this country the defini-
tion is quite different. We arrive at our unemployment figure
by taking a sample of 35,000 households out of the entire
country once a month. In the investigation an unemployed
person is defined as anyone fourteen years old or older who
says that he is looking for a job. Many older people, sixty-
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five or seventy, who decide once again that they would like
to earn some money but cannot find a job immediately are
listed as unemployed. So are housewives who also decide that
they want to increase the family income, but haven’t worked
in perhaps ten or fifteen years. So are fourteen-year-old boys
who decide to leave school, get working permits, and try to
find jobs. Thus our high unemployment figure depends sub-
stantially on mere definition.

The Bureau has changed its definition on several occasions
—as in 1954 and 1958—so as to add perhaps a million peo-
ple to the unemployed list. In 1954, for instance, it was
decided that anyone who had a job to which he was waiting
to report within thirty days was to be considered unemployed,
although until then such people had not been classified as un-
employed. All of these factors tend to raise our unemploy-
ment statistic to an unrealistic number.

As an instance of the problem about statistics on unem-
ployment, let us take January 1961. Out of 5.4 million listed
as unemployed, 3.2 million were receiving unemployment
insurance in January. This is really the basic unemployment
figure. Also, we must consider the fact that of the total unem-
ployed only 1.3 million were out of work for fifteen weeks or
longer, and 2.2 million had been seeking work for less than
five weeks. These statistics help to place the total figure in its
proper perspective.

But even taking the statistical manipulation as one cause
of the high total figure we must still look elsewhere for an-
other reason. It can hardly be doubted that the continual
uneconomic wage increases in leading industries and the
height of wage rates in these industries is a basic structural
cause of unemployment. It is the consumer who ultimately
pays the wage bill, since over eighty per cent of the price of
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a finished product is attributed to labor cost as it is processed
to the consumer. The price of anything has an effect upon the
quantity that is purchased. When wage rates get too high in
any industry, there is an adverse effect upon employment.

You will recall that excessively high wage-rates as a cause
of unemployment was noted by Senator Douglas in the pas-
sage we quoted from his book The Theory of Wages, which
he published when he was still purely an economist and not
yet in politics. Such a statement—from such a source—is so
significant that it is worth repeating again: “If wages are
pushed above the point of marginal productivity the decrease
in employment will normally be from three to four times as
great as the increase in hourly wages so that the total income
of the working class would be reduced.” This is also the ob-
servation of Rueff and Pigou, as previously noted.

If money wage-rates would hold the present level for a
period of a year or two while productivity increased, there
is little doubt that the unemployment figure would decline
substantially. This being so, the administration program of
raising the minimum wage rate to $1.25 (such a minimum
raise must unquestionably raise all wage rates) is certainly a
blow at employment.

UNEMPLOYMENT IS NOT A MYSTERY

A basic cause of recession is the fact that costs rise too
rapidly and get out of balance with selling prices. Industry
then needs higher productivity, which is achieved during a
recession by reducing costs wherever possible—especially the
cost of labor, which is the largest manufacturing cost. When<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>