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PERSPECTIVE

My Brother's Keeper
The first murder in history was a fratricide. In

malice and jealousy, the first son of Adam and Eve
lured his younger brother into a field and slaugh­
tered him there. The crime was heinous, but Cain's
defense has done more lasting damage. When God,
knowing the answer quite well, asked Cain,
"Where is Abel, your brother?" Cain lied, "I do not
know." Then Cain asked a question that has been
both misunderstood and misused by religious so­
cialists for centuries: "Am I my brother's keeper?"

Religious socialists believe that every man is his
brother's keeper, and that governments are insti­
tuted among men to guarantee them living wages,
adequate housing, health care, education, recre­
ation, and a comfortable retirement. Furthermore,
say the religious socialists, only the moral equiva­
lent of a murderer-the moral equivalent of
Cain-would question these axioms.

But the religious socialists have misunderstood
both Cain's defense and God's response. After he
lied, Cain, not liking the direction in which the con­
versation was likely to go, tried to forestall further
embarrassing questions by steering the conversa­
tion away from the matter of Abel's disappearance
to Cain's lack of obligation to supervise his adult
brother. God asked where Abel was. Cain denied
that he knew and implied that he had no obligation
to know: "Am I my brother's keeper?" It was not
Cain's job to keep track of his adult brother. Cain
wanted God to think that he was quite properly
minding his own business.

The religious socialists fail to realize the shrewd­
ness of Cain's defense: Cain, like any man accused
by a policeman or judge, put forth a defense that
he believed the judge would accept. (Defendants
do not put forth arguments they believe the judge
will reject.) He asked the question, "Am I my
brother's keeper?" because he believed God
would accept that defense. God, in fact, did not say
Cain was Abel's keeper. He does not respond to
the impertinent question at all.

But Cain's clever defense, however greatly it has
befuddled generations of socialists, was wholly
wasted on God. God knew that Cain had not been
minding his own business, nor had Cain allowed
Abel to mind his. Cain had murdered his brother,
and now he sought to defend that murder by ap-

410



PERSPECTIVE

(The Freeman thanks Representative O'Connor
for her diligence in researching this issue; we intend
to publish a study of the government takeover
of the non-profit sector in an upcoming issue of
The Freeman.-Editor)

I have enclosed my Pork Barrel Awards for
1990-91. I think you will be surprised to find that
many "private" charitable groups take taxpayers'
money.

-MARGARET O'CONNOR

State Representative, 52ndDistrict, Michigan

James L. Payne replies:
Mrs. O'Connor is to be commended for spotting

how the Habitat for Humanity chapters in Michi­
gan have departed from the organization's ideal.
Each Habitat chapter signs a "Basic Covenant"
with Habitat for Humanity International to be­
come an approved affiliate. Clause #8 of this
covenant runs as follows:

Habitat is a Christian ministry that appeals to the
stewardship of Christians and others ofgood will in
the sharing of their resources with the economically
poor. Government funds will not be used. Howev­
er,·streets, utilities, land, or old houses needing re­
habilitation may be acquired from government
agencies ifno strings are attached that violate Habi­
tat principles.

The chapters therefore seem to have violated
their covenants. They certainly have violated the
spirit of the covenant, since the money from the
Michigan state department of commerce is taken
involuntarily and is therefore no reflection of
"stewardship."

Another point: The Covenant's clause #2 oe­
clares that Habitat is "avowedly Christian, seeking
to exalt Jesus Christ as Lord by demonstrating His
love to all people." So somebody is engaging in de­
ception. Either Habitat fund-seekers denied their
Christian commitment, or Michigan officials are
covering up giving taxpayer funds to "avowedly
Christian" organizations. It sounds like the lawsuits
are just around the corner. Hello, strings!

pealing to a principle-minding one's own busi­
ness-that was both true and irrelevant. Cain was
not his brother's keeper; he had no obligation to su­
pervise Abel, but he did have an obligation not to
murder him. God accused Cain directly ofviolating
that obligation not to murder, and cursed him.

Cain's deceptive and clever defense has done
enormous harm to mankind; its effect on morals
and politics has been continuing. Cain was both a
murderer and a liar, but his misuse of a true princi­
ple in a futile attempt to justify murder has caused
millions to err.

-JOHN W. ROBBINS

Readers' Forum
Dear Editor:

In your August 1992 edition of The Freeman,
James Payne states that Habitat for Humanity ac­
cepts no government funds and relies on donations.

I have always admired the group for that reason,
so you can imagine my disappointment when I
found that Habitat for Humanity does accept state
government funds in Michigan and Community
Block grants from the federal government.

Every year I put out a booklet of wasteful spend­
ing in the state of Michigan. In 1990-91 the follow­
ing grants were awarded:

Genessee County Habitat for HumanitylFlint $4,400
Purchase of property for 2 homes

Habitat for Humanity of Isabella County/
Mt. Pleasant 11,000

Purchase a lot for construction of a home
for low-income family

Kalamazoo Valley Habitat for Humanity, Inc. 16,000
Purchase and renovate two homes

for low-income families
Habitat for Humanity of Isabella CountylMt. Pleasant

Purchase a lot to relocate a two-story -house 28,000
Habitat for Humanity of Grand Rapids 6,000

Partial funding for construction of six housing
units for low-income families

Lake County Habitat for Humanity 44,000
Construction of 10 homes

Roscommon County Habitat for Humanity 99,000
Housing acquisition and rehabilitation of five
vacant single-family homes to be resold to low­
income families at low cost

South Haven Area Habitat for Humanity
House demolitionlhome construction

Total for 1990-91

11,000

$219,400
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The Rise of Markets
and the Fall
of Infectious Disease
by Stephen Gold

M
y grandmother was deaf, a fact I got
used to early in life, but something to
which she never fully adjusted. Born

with the ability to hear, she lost it in her teens
to scarlet fever. The fact that I was unfamiliar
with this affliction was of no surprise-most of
the serious illnesses my grandmother talked
about were foreign to me. The free enterprise
system had wiped them out before I was born.

My birth followed my grandmother's by only
six decades, a mere blink of an eye in the annals
of history. Yet in that brief time civilization
had changed more than in all previous centuries
combined, mainly through the evolution and
expansion of capitalism. Political leaders first
recognized the value of free trade and open
markets in the 1700s. The concept spread steadily
in the 1800s, until by the turn of the century
much of the world-most of Europe and North
America, as well as the colonies of the far-reach­
ing British Empire-had adopted market
economies.

Those countries that opted to remove govern­
ment controls over the economy and allow pri­
vate enterprise to flourish saw their citizens
grow more affluent. More money meant higher
living standards through scientific and techno­
logical advances, better nutrition and medicine,

Stephen Gold is policy adviser for Citizens for a Sound
Economy.

and better products and services that were more
readily available to the public.

More than anything else, increased wealth
brought people increased health.

There's no better example of this than the dra­
matic reduction in deaths from infectious disease
in Western society. It's a David and Goliath story,
a tale of how one portion of mankind came face to
face with its most formidable enemy, and-using
newfound knowledge and skills-vanquished its
terrifying foe.

And yet, success came so quickly and thorough­
ly in this battle that most contemporary Americans
don't realize how very serious the threat once was.
Even with the emergence of AIDS, younger gen­
erations of Americans do not fear communicable
diseases the way their ancestors did. They take for
granted the environmental and health gains we
have made this century-and forget how these
came about. Sadly, having won the battle so effi­
ciently, we have lost perspective on how America
got from there to here in such a short span of time.

It wasn't too long ago that Americans, like so
many others around the world, were caught up in
a lifelong struggle with such terrifying but familiar
contagions as diphtheria, tuberculosis, and
typhoid fever. In fact, infectious disease has long
been the scourge of human civilization. These
restive viruses, bacteria, and protozoa often travel
in contaminated water or droplets of saliva, grow
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on spoiled food, or hitch a ride on parasites like
fleas and lice. They thrive in crowded living condi­
tions and filth, and can generally be found in poor­
er societies that cannot afford the luxury of a
cleaner, healthier lifestyle. Each year, for example,
900 million people in underdeveloped countries
contract diarrheal diseases stemming from con­
taminated water and inadequate sanitation.1

Historically, the most devastating communica­
ble diseases were plague, smallpox, and typhus. In
the almost 3,000 years from the Trojan War to the
First World War, those infectious diseases claimed
probably hundreds of millions of lives worldwide.
Fortunately for my grandmother, by the time she
was born in 1896 most Americans did not have to
deal with these afflictions. The U.S. had already
made significant advances in health and environ­
mental protection, especially as compared to the
impoverished nations of South America, Africa,
and Asia. Average life expectancy was about 40
percent longer in America than in those pre-indus­
trial societies, and pandemic outbreaks were virtu­
ally unknown here.2

Even so, the United States at the turn of the cen­
tury-far from being the simple, rustic country
envisioned by Americans today-was in fact a
nation under siege by infectious diseases. In 1900
over 500 Americans out of every 100,000 died
from them, or the often inevitable complications
resulting from such illnesses.3 To put this kind of
health threat into perspective, cancer, the scourge
of modern America, kills about 200 of every
100,000 Americans each year.4

Influenza
As the nineteenth century yielded to the twen­

tieth, America's top killer after heart disease was
influenza and its companion, pneumonia. Back
then prevention and treatment techniques for such
illnesses were still in their infancy. As a result, in
1900 over 200 Americans out of every 100,000­
more than 150,000 people-died from influenza
or a subsequent case of pneumonia.5

The medical record got worse before it got bet­
ter. In 1918, the final year of World War I, a flu
epidemic claimed 550,000 lives in America, 30
million worldwide-three times the number that
died in combat in four years of war.6 Even today,
the flu is nothing to sneeze at. About 30 out of
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every 100,000 Americans, primarily elderly, die
from flu complications annually.7 Still, influenza
no longer represents the risk that it once did in our
society.

How did we conquer such a devastating illness?
Unlike most other communicable diseases,
influenza is not associated as much with filth and
overcrowding as with a lack of good medical care.
Of course, modern medicine is as much a part of
the free enterprise story as clean water, adequate
sanitation, and improved nutrition. True, much of
the foundation for our medical achievements may
be traced to the work of dedicated scientists and
mathematicians in the pre-industrial age. But it
took far more than just brilliant minds to produce
a healthier population.

In free market societies, a scientific discovery
usually results in competition by entrepreneurs,
producers, and doctors to make a profit from a
marketable item. In such an atmosphere, each new
discovery usually leads to an advance in technolo­
gy, and ultimately to a new product or service for
consumers.

In the battle against flu symptoms, this compet­
itive process led to the development of antipyretics
to reduce fever and analgesics to reduce aches and
pains. Aspirin, developed near the turn of the cen­
tury, was both, and as such was considered a mira­
cle cure. Had it somehow been invented in the pre­
industrial era, only one company would have been
licensed to produce it, and only the politically
favored rich would have had access to it. But in our
market economy, numerous companies competed
to get the drug into as many hands as possible.
That meant coming up with less expensive ways to
manufacture and sell it.

When it turned out aspirin was too acidic for
some people's stomachs, researchers turned their
attention to developing a more soothing medicine.
The result, acetaminophen, is used in hospitals
nationwide under the brand name Tylenol. Most
recently an even stronger analgesic, ibuprofen, has
become popular with consumers.

Man versus Mycobacterium
After influenza, tuberculosis was the next great

environmental threat to Americans at the centu­
ry's turn. The germ Mycobacterium tuberculosis is
sometimes associated with poor hygiene-a social
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stigma for many turn-of-the-century Americans,
a fact of life in much of the rest of the world, even
today. Back then TB was also known as "consump­
tion," a telling description of the suffering it
caused its victims. Another strain, usually trans­
mitted to children through raw cow's milk, was
in past centuries a cause of severe deformities. In
all, TB claimed about 195 out of every)00,000
American lives in 1900.8

The only effective treatment for turn-of-the­
century Americans (aside from removing the
infected lung) was bed rest, sometimes years of it.
In fact, "TB farms" used to dot the countryside,
isolating the sick from the rest of the population.

Fortunately, the rise of capitalism provided us
with an assortment of tools with which to detect
and fight Mycobacterium tuberculosis.

For starters, Louis Pasteur's mid-nineteenth
century research on bacteria led other researchers
to develop a sterilization process for milk which
kills the TB germ. But to market such a product,
even regionally, would take special equipment that
could heat large quantities of milk to 145° Fahren­
heit, then rapidly cool it to below 50°. Then the
milk would have to be stored at low temperatures,
even during transportation. Who would want to
invest the capital and manpower iri the search for
such technology?

The dairy farmers, of course. The fact that they
were motivated by profits rather than philan­
thropy spurred them to action even more. A larger
share of the market could be captured if they sold
a safer product. There was some risk: Would con­
sumers want to pay higher prices for the extra ser­
vice? In this case, the answer was clearly yes. Con­
sumers and health officials alike clamored for
germ-free milk, and dairies purchased the neces­
sary machinery and started "pasteurizing" their
products.

Competition led other dairies to follow suit. The
sterilization process was improved upon and made
more efficient, making the product even more
affordable. Today, of course, pasteurized milk is
sold nationwide.

Other medical advancements, such as the
development of vaccines, antibiotics, and x-rays,
were equally important in the battle against tuber­
culosis. It took a combination of thorough
research, entrepreneurial spirit, easy access to
information, and money to develop all of these,
conditions readily available through the freedom

and economic incentives of our market economy.
In the decades between 1955 and 1985, tubercu­

losis declined to insignificance. Unfortunately, the
U.S. has since seen a rise in the number of TB cas­
es, mostly in large urban areas and at least partly
as a result of the spread of AIDS. Yet to most
Americans. the threat of tuberculosis is still so
remote-fewer than one out of every 100,000 dies
from it9-that the term "TB farm" would, for to­
day's youth, more likely conjure up images of a
diet facility than a rest home. lO

Conquering Other Health Threats
Diphtheria and typhoid fever, caused by roving

bacteria, were also among the greatest public
health threats in 1900. Together they claimed
55,000 American lives, more than were killed in
car accidents in the U.S. last year.

Diphtheria was contained only through the
widespread immunization of infants and children
in the last half-century. Once scientists discovered
that antitoxins could be introduced into humans to
fight such diseases, it was not long before pharma­
ceutical companies were inexpensively manufac­
turing these drugs on a large scale. Today, the risk
of a fatal case of diphtheria is almost zero.ll

Typhoid fever can present just as great a chal­
lenge to society: Itkills a quarter of all its untreated
victims. Typhoid epidemics are generally caused
by contaminated water supplies, though the germ
can also be spread by infected workers who handle
food. That, in fact, is how Mary Mallon-better
known as "Typhoid Mary"-caused the memo­
rable outbreak of 1903. A carrier of the disease but
never a victim, she worked as a food handler in
New York City, and through her daily tasks man­
aged to infect 1,300 people.

The threat of typhoid fever in this country was
for the most part eliminated through technological
advancements in water and sewage treatment. The
use of chlorine in public water supplies was an
especially effective step in preventing the spread
of the bacteria Salmonella typhi.

Chlorine's value as a purifier was known as early
as 1800, but at that time there was no system in
place to protect the water supplies of large com­
munities. Only as American cities and towns grew
and prospered could they afford such an effort to
protect their drinking water. Communities first
developed reservoirs, then a process to treat the
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water before it was consumed, then a network of
pipes to bring the water into people's homes, and
finally additional treatment facilities to recapture
the water once it had been used.

All this costs money, and only a relatively afflu­
ent society can afford it. Even today, as we
approach the twenty-first century, a billion people
in underdeveloped countries don't have access to
clean water.12

There were other serious infectious diseases in
America 90 years ago, ailments which, by the time
I came along, seemed as remote as the horse-and­
buggy. Pertussis, or whooping cough, a highly con­
tagious bacterial infection, killed a higher percent­
age of the population in 1900 than chronic liver
disease and cirrhosis do today.13 With the develop­
ment of a vaccine, the threat was reduced to
insignificance by 1960. Scarlet fever has virtually
been eliminated, as has polio, a crippling disease
which used to strike 20,000 Americans each year.l4

Then there were yellow fever, rheumatic fever,
encephalitis-the list seems endless.

My own kids, of course, will never hear about
most of these deadly threats. In the nine decades
between my grandmother's birth and my son's, life
expectancies increased 60 percent, from 47 to 75
years, and life got a lot easier for Americans.

Drugs and chemicals were developed to com­
bat not just the micro-organisms that cause dis­
eases, but the parasitic insects that transmit them.
Our food supply became safer, with more wide­
spread use of such things as refrigeration, pack­
aging, preservatives, and cleaner industrial pro­
cesses. In addition, our diets improved, with more
access to vitamins, fresh fruits, and vegetables.
Our water supply also became safer, as more and
more communities modernized their sanitation
facilities, along with their garbage treatment and
disposal systems. Personal hygiene progressed as
indoor plumbing became commonplace, making
it far easier to bathe, wash clothes, and clean dish­
es. Additional advances in hygiene were made
possible as new consumer products came on the
market, like deodorant soap and household
cleaners.

Wealthier and Healthier
All of these were made possible by our free mar­

ket economy. The wealthier we've grown, the
healthier we've grown. In effect, capitalism, oper­
ating under a responsive system of government,
has enabled us to eliminate threats that have
plagued mankind from time immemorial.

Unfortunately, communicable diseases remain
one of the greatest threats to people in the devel­
oping world. As a result, there is a great deal more
pain and suffering, and life expectancies are often
still quite low. (Life expectancy, for example, is the
same today for people living in Zambia, Laos, and
Bhutan as it was for Americans in 1900.)15

But there is hope. True, capitalism is not a magic
wand. As the former Communist countries of
Europe are learning, an affluent market economy
takes time to develop. Still, if the lesser developed
countries of the world can liberate their economies
from government control and encourage private
enterprise, then future generations of children
there will look upon infectious diseases like
typhus, cholera, and tuberculosis the way I looked
upon scarlet fever-as a relic of bygone, pre-mar-
~~~ 0
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The Dilemma
of Library Censorship
by E. Calvin Beisner

I n her 1991 annual report, the librarian of the
local public library decried the descent of
"book censors" like a "plague" on her

library. Yet what she condemns in others she
practices herself.

She rightly called the effort by some to exclude
certain sexually explicit and pro-homosexual
books from the library's collection, or to shield
child patrons from them, censorship. But she also
reported her own rejection of Ku Klux Klan liter­
ature on the grounds that it was "a revisionist his­
tory that attempts to disprove that the Holocaust
could have ever happened."

We can respect her courage in standing firm
against the KKK. But her blindness to her own
censorship is typical of the inability of many
bureaucrats to see their own infringements on oth­
ers'liberties.

Webster's Ninth New Collegiate Dictionary
defines a censor as "an official who examines
materials (as publications or films) for objection­
able matter" and the verb censor as "to examine in
order to suppress or delete anything considered
objectionable."

The librarian is an official of the library. She
examined the material donated by the KKK-how
else could she describe it? She determined that it
was objectionable. She suppressed or deleted it
from the library's collection. She is a censor.

She imposes her censorship on all who support
the library. There is nothing wrong with that. It is

Calvin Beisner is a visiting lecturer at Covenant Col­
lege, Lookout Mountain, Georgia.

unavoidable. The library has limited funds to
purchase, catalogue, and circulate books, limited
space in which to display them, and limited person­
nel to care for them. Selection-receiving some,
rejecting others-is unavoidable in the finite world
of libraries, just as in every other finite world.

And selection necessarily rests on some stan­
dards-however ill defined, and whether adopted
only personally by the librarian or officially by
the library board. The only alternative is to put all
book titles into a lottery and select strictly by
chance-which might do nasty things to the
library's budget and its usefulness to patrons. (It
would also make much of the librarian's job
unnecessary.)

The librarian's errors are several. First, she
either fails to recognize censorship for what it is, or
dishonestly pretends it isn't what it is. Confusion
seems the more likely, granted that in the same
report she contradictorily cites the Freedom to
Read Statement's directive to libraries, "It is in the
public interest for publishers and librarians to
make available the widest diversity of views and
expressions, including those which are unorthodox
or unpopular with the majority," and yet reports
her rejection of KKK materials.

Second, her blanket condemnation of censor­
ship (except her own, which she doesn't recognize)
implies that censorship is necessarily a bad thing.
But like most unavoidable things, censorship may
be good or bad. Deciding which in any given case
requires careful judgment informed by standards
properly applicable to the case.
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Third, she mistakes those standards. She insists
that those who would like certain books excluded
from the library, or given restricted access, threat­
en the First Amendment to the Constitution. This
is patently absurd.

The relevant part of the Amendment states,
"Congress shall make no law ... abridging the
freedom of ... the press." Neither the citizens who
opposed placing the sexually explicit books in the
library nor the city, its council, or its library board
is Congress. The First Amendment does not
govern them.

Even if it did, it would not apply to this particu­
lar action. The critics have not opposed publica­
tion and circulation of the questioned books. They
have simply opposed subsidy of their circulation
by the taxes that support the library. The courts
have ruled repeatedly that while the First Amend­
ment protects expression, it does not entail any
right to have expression promoted by any level or
branch of government.

Neither, by the way, does the First Amendment
prohibit any government official's promoting any
expression or idea, which is why the librarian's
unbalanced promotion of five liberal books and a
Democratic presidential candidate in an April 15
newspaper column, however distasteful, was not
unconstitutional.

Finally, she insists that the debate is over peo­
ple's "right to read." It is not. It is over the stan­
dards by which books shall be selected for, or
rejected from, the public library. Her opponents
believe the selection should closely reflect the val­
ues of the citizens who pay for the library.

Therein lies the great difficulty not only of pub­
lic libraries but also of every venture of govern­
ment into the promotion of ideas-including pub­
lic schools. It is diffiCult for many people to identify
their own values, let alone to express them. It is
more difficult still to ascertain the values of a
majority, or even a plurality, so as to ensure that
public policy promotes them. Even if we could do
that with reasonable certainty on any single issue,
that would not be enough; the values of the minor-
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ity would reasonably demand minority represen­
tation.

Extending this argument to its logical conclu­
sion prompts the simple but impracticable solution
of polling the public on every issue to see what per­
cent embraces each of a potentially unlimited
number of options, and then adjusting government
action to ensure that it promotes all of the different
views in precise proportion to the segments of the
public that embrace them. Ifwe think government
is slow and unwieldy and its policy is incoherent
now, we shall find it infinitely more so if we adopt
such a tactic.

But if time and expense prohibit the library's
determining all its selections by repeated public
polling, some other standard of selection becomes
necessary. Aside from this fastidious reflection of
public values, only three other standards are pos­
sible: the whim of the officials who make the deci­
sions (we call this tyranny, and in most public
libraries it is the status quo), dominant public
expression in open debate (which rapidly degener­
ates into the tyranny of special interests, particu­
larly those who have little better to do with their
time than to attend public meetings), or some
moral criteria.

The two tyrannies are objectionable, but so is
the option of resorting to some moral criteria.
Whose criteria shall they be? Who shall determine
them? In a society committed both to pluralism
and to public expenditure to promote learning,
thought, and ideas, the dilemma admits no solu­
tion.

What shall we do? Consider a radical idea: end
government's role in promoting ideas and restore
its original role of protecting the freedom to
express ideas. Make libraries private, not public,
and force no one to pay for books he detests. Pri­
vate libraries that wish to stock books promoting
fornication or homosexuality, or racism, or democ­
racy, or Christianity, or paganism, or tyranny, or
liberalism, or conservatism, or any other notion or
perversion-may do so. But they may not force
anyone to pay the bills for them. D



Does Occupational
Licensing Protect
Consumers?
by John Hood

I t takes more to become an auctioneer in
North Carolina than just experience, desire,
and above-average verbal dexterity. It also

requires a license from the North Carolina Auc­
tioneer Licensing Board. Similarly, while a flashy
television ad and a good reputation can give retail­
ers of hearing aids a competitive edge in Missouri,
they won't sell a single device without first obtain­
ing a license from the state's board regulatinghear­
ing aid dealers.

While many Americans know that their doctors,
lawyers, and other specialized professionals are
closely regulated by state boards and commissions,
most don't know that barbers, plumbers, morti­
cians, "cosmetic artists," and a host of other occu­
pations-1,OOO at last count-are regulated, certi­
fied, or licensed by states. What consumers don't
know is nevertheless supposed to help them.
Advocates of government licensing and other
occupational regulations contend that unless the
state has a hand in guaranteeing quality, con­
sumers will receive shoddy and overpriced ser­
vices. And professional organizations frequently
support government regulations on their members
in order to "protect them from fraudulent and
unscrupulous competitors" and to maintain the
reputation of their profession.

In most cases, professions are licensed by state
boards or commissions, established by legisla-

John Hood is research director of the John Locke Foun­
dation in Raleigh, North Carolina, and a columnist
for Spectator (N.e.) magazine. A portion of this article
first appeared in Consumers' Research magazine.

tures, and staffed by gubernatorial or legislative
appointment. These panels establish and monitor
entrance requirements for new practitioners,
handle consumer complaints, and undertake dis­
ciplinary actions against professionals who vio­
late state regulations. The average number of
occupational licensing and regulatory boards in a
state is 17, but the number ranges from 29 in Cal­
ifornia to five or six in such states as Wyoming,
where only professions like doctors, lawyers, and
dentists are regulated.

But while the promise of occupational regula­
tion is great, research shows that it is rarely ful­
filled. In the United States, at least, these regula­
tions typically raise the price of services without
significantly raising service quality-and indeed,
in many instances regulation appears to lower the
quality of services consumers buy.

How Licensing Limits
Competition

One of the most well-known effects of occupa­
tionallicensing and regulation is reduced compe­
tition. The theory is that by excluding some
providers of a service from the market, regula­
tions reduce competition and form a kind of "car­
tel" in which service providers can afford to
charge high prices without fear of losing cus­
tomers. Potential competitors are excluded by
state requirements regarding years of education,
college degrees, apprenticeships, or licensing
examinations. In some states, barbers or hair
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stylists must receive at least an associate (two
year) college degree, despite the fact that even
the trickiest tasks they perform-dealing with
treatments or chemicals, for example-can be
mastered through on-the-job training. Similarly,
while everyone would like to visit the highest­
skilled dentist (if it cost no more to do so),
surveys of dental practice find that about 80 per­
cent of the work performed by dentists are rou­
tine tasks that can be performed by a high-school
graduate with only 20 months of post-secondary­
school training.

Experience requirements seem particularly
arbitrary, related less to minimum competency
than to excluding people from the profession.
Until recently, becoming a master plumber in Illi­
nois took longer than becoming a Fellow of the
American College of Surgeons. Similarly, an Ore­
gon board regulating cosmetology raised the num­
ber of training hours required for entry from 1,500
to 2,500. According to Cato Institute author David
Young, pressure for the change came not from dis­
gruntled cosmetology consumers but from beauty
schools that were able to charge more tuition and
serve more consumers in school training salons. In
addition, experience standards frequently govern
not just how much experience a potential profes­
sional has but also where that experience is gained.
In New York City, a "master plumber" must have
20 years of experience as a "journeyman" under a
master plumber in New York City. Ten years of
experience in Philadelphia or Akron do not count.

Some states require U.S. citizenship for licenses,
which might make some sense for lawyers trained
in French or Islamic law but not for other profes­
sions, including doctors, where knowledge of a
particular culture is not needed or can be gained
on the job. Other states impose residency require­
ments, with the same apparent irrelevancy to actu­
al job performance.

Licensing examinations frequently reflect
their true purpose of excluding competition
more than their ostensible purpose of guarantee­
ing quality. A national exam for landscape archi­
tects, required in many states, was studied by
consultants to the California Board of Land­
scape Architects in 1983. They found that fewer
than half of exam questions had a direct relation­
ship to public health or safety. On the portion
involving history, 40 out of 45 questions were
unrelated to the job. In another section, 32 of
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98 questions were found to require more
advanced knowledge than that normally consid­
ered "entry level"-in other words, they expect­
ed new landscape architects to mirror experi­
enced architects in knowledge. These kinds of
barriers to entry seem to be designed not so
much to aid consumers as to aid those already in
the professions regulated. After all, if new
entrants to their professions are few, established
professionals have less competition and thus can
afford to charge higher prices without driving
their customers into the arms of lower-priced
competitors.

The Effects on Consumer Prices
Researchers have found it difficult to estimate

the precise impact of licensing and other regula­
tions on price, because of the way these impacts
are generated. Not surprisingly, it is difficult to
guess at how many people would enter a given
profession if regulations were lifted, and how
prices would adjust to the enhanced competition.
Moreover, licensing boards affect not only the
specific occupations they regulate, but also new
or innovative occupations that may compete with
them by offering to solve a particular problem or
provide a service in a whole new way. One exam­
ple of this effect is the return of midwives as a low
cost substitute for obstetricians and hospital­
based birthing. According to a 1987 survey, 16
states prohibit the practice of midwifery. Seven­
teen states have licensing or registration laws
governing midwives, and 17 have no law specifi­
cally prohibiting midwives from working
(because professional regulations are constantly
evolving and changing, these figures may under­
state or overstate the regulation of midwives).
Because in-home births assisted by midwives cost
significantly less than hospital stays, it is not sur­
prising that medical boards have sought regula­
tion of midwives.

The midwife case demonstrates how risk
enters into the professional licensing picture.
Though midwives may challenge this assumption,
most people believe that in-home childbirth is
more risky than birth at the hospital, chiefly
because hospitals have equipment and specialists
with which to intervene should complications or
atypical medical problems develop. Thus, poten­
tial parents who choose midwifery over the tradi-
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tional approach are apparently taking a risk in
exchange for a price break. By disallowing this
type of consumer risk, licensing boards may
advance their notion of consumer safety-at the
expense of lower-price choices for consumers.

Despite the difficulties in gauging price effects,
researchers have been able to estimate how far
prices might drop if licensing were lifted. In a
1978 study, Lawrence Shepard of the University
of California at Davis examined the price differ­
ences between dentists in states where out-of­
state licenses were honored to those in states
where such licenses were not honored. In the lat­
ter group of states, dentists moving into the area
had to meet new state or local licensing require­
ments, thus increasing the barriers to entry in
those areas. Therefore, recognizing out-of-state
licenses is to some extent a less restrictive form of
regulation.

Shepard found that the price of dental services
and the average income of dentists were 12 to 15
percent higher in the states where out-of-state
licenses were not honored. In other words, regu­
lation increases price, and the more restrictive
the regulations, the higher the price will be. In the
early 1980s, a set of studies by Canadian
researchers found that licensing regulations
imposed on some 20 professions increased poten­
tial earnings of professionals by nearly 27 per­
cent.

The Effect on Quality
Consumers might still think these inflated prices

to be a bargain if they resulted in higher quality
services. Unfortunately, this is not the case.
Several studies have shown that regulations
reduce the quality of services and consumer safety.
Quality declines because the quantity of profes­
sionals falls. Even if the professionals remaining in
a field after the advent of regulations are more
qualified than their pre-regulation predecessors,
consumers can still suffer from reduced quantity
and availability of services. There are several ways
reduced quantity leads to reduced quality.

1. Substitution. When consumers cannot find a
professional to provide a service-or if they can­
not afford the higher prices charged by profession­
als with scant competition-they frequently try
lower-quality substitutes. Homeowners may try to
do their own electrical work, for instance, because

licensed electricians are few and charge high
hourly rates.

2. Over-training. Ironically, if high licensing bar­
riers permit only the most skilled professionals
into the market, more routine tasks which could be
performed by less-qualified entry-level profes­
sionals are performed by the highest-qualified
ones. This, in effect, wastes their expertise and
their time. The minutes or hours a dentist spends
on routine maintenance, for instance, leave less
time to perform delicate operations.

3. Visit tradeoff. Consumers maintain their
health and safety not only because of the skills of
the professionals they use but also because of the
frequent visits to or by their professionals. There­
fore, if regulation boosts the price per visit or
reduces the number ofprofessionals, thus reducing
the available appointment times for each con­
sumer, consumer health and safety will suffer.
Obviously this is especially true in the case of
medicine. It may take an incredible amount ofskill
and resources to treat a serious disease, which in
its early stages can be prevented-if detected by
regular vigilance. Similarly, regular visits to an
accountant to keep financial records and tax plans
in good order can be less expensive and more pro­
ductive in the long run than once-a-year tax-a­
thons for some consumers.

Researchers Sidney L. Carroll and Robert J.
Gaston have studied the various effects of profes­
sional quantity on service quality for a number of
professionals. In general, they found that licensing
and other regulations can reduce quality by reduc­
ing quantity. Here are a few examples of profes­
sions they studied:

• Electricians. Carroll and Gaston found that
licensing restrictions such as prior experience and
oral licensing examinations reduced the number
of electricians offering services in a given area.
Then they compared the availability of electri­
cians with rates of accidental deaths by electric
shock. They found that "restrictions that reduce
the density of electricians are significantly associ­
ated with a rise in the rate of death from acciden­
tal electrocution." Possible explanations for their
finding could be that homeowners were attempt­
ing their own electrical repairs or installations, or
that homeowners ignored potential warning signs
of electrical problems because the. prospect of
paying an electrician to look at them was too
daunting.
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• Dentists: Relying on surveys of dentists, Car­
roll and Gaston estimated that licensing restric­
tions lowered the number of dentists available in a
given state (judging by the number of dentists
complaining of being "too busy" or having long
patient waiting lists). Relating these data to other
information about the dental health of patients in
22 states, the researchers found that smaller num­
bers of dentists per capita were associated with, for
example, more widespread tendencies among
those who own false teeth to never wear them,
indicating "that the dentures, for whatever reason,
were not satisfactory."

• Plumbers: Carroll and Gaston found that the
number of plumbers per capita was associated
with the retail sales of plumbing supplies, indicat­
ing that as plumbing services were made less avail­
able or more costly, consumers were more likely to
attempt repairs themselves.

• Real Estate Brokers: In those states with
licensing requirements for real estate brokers,
Carroll and Gaston found that the number of
brokers per capita was low and that quality of
service was correspondingly low, at least mea:.
sured by how long houses remained unsold on the
market.

• Veterinarians: Carroll and Gaston found that
"the more strict the barriers to obtain a license, the
fewer practitioners there are and that this results
in an under-discovery of animal disease, thus pos­
sibly increasing the risk of infection to both
healthy domestic animals and ultimately people."
For example, the researchers found that incidence
of rabies was higher in those jurisdictions where
there are strict limits on veterinary practice.

Other studies have found a similar relationship
between licensing and quality-namely that
where one is found, the other usually is not. For
instance, the Federal Trade Commission studied
incidence of fraud in the television repair indus­
try in three jurisdictions: Louisiana, which licens­
es repairmen; California, which registers them;
and Washington, D.C., where the profession is
not regulated. Fraud was more frequent and
prices were 20 percent higher in Louisiana than in
the other jurisdictions.

The Fairness Issue
While research on licensing regulations has gen­

erally found limited or counterproductive effects

for consumers, the issue is complicated by the fact
that all consumers are not created equal. Some
have more resources and expertise than others
have. Licensing laws are supposed to help those
consumers without the necessary knowledge or
luxury of finding high quality services in the mar­
ketplace by substituting the good judgment of gov­
ernment regulators. Unfortunately, licensing regu­
lation seems to have the opposite effect-it
benefits the most advantaged consumers at the
expense of the least advantaged.

First of all, lower-income consumers, by defini­
tion, will be most hurt by price increases due to
licensing. They are the ones most likely to turn to
more dangerous "do-it-yourself" substitutes, or to
simply stop purchasing a service, deeming it less
important than other goods and services they must
buy with their limited resources. Furthermore,
lower-income consumers frequently form the mar­
ket tapped by innovators who seek to provide ser­
vices at lower cost. To the extent that barriers to
entry included in licensing laws reduce the poten­
tial profits of an entrepreneur or inventor, they are
less likely to take the risk of entering the market.
Licensing boards are frequently controlled by the
professionals they regulate, whether formally (i.e.,
state bar associations governing the practice of
law) or by political pressure. Thus potential inno­
vators who offer quality services at lower prices
become the target of professionals already in the
market who don't want their collective boats
"rocked."

It is certainly true that many consumers do not
have expertise to judge the quality of services, but
that doesn't necessarily suggest that government
would be better at it. In The Rule ofExperts, David
Young points out that even if only some consumers
shop wisely for quality services, that creates com­
petitive pressures on professionals to ensure their
quality, thus helping everyone. When government
sets the standards for quality, rather than quality­
conscious consumers, the standards are more like­
ly to be dictated by political pressures, by estab­
lished professionals concerned with potential
competition, than by consumer demand. Impor­
tantly, savvy or knowledgeable consumers may
still be able to shop around for the best doctor or
electrician or plumber under a regulatory atmo­
sphere-and, indeed, can afford the higher prices
charged. Other consumers aren't so lucky. And in
extreme circumstances, wealthy consumers can
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travel to other, less regulated jurisdictions to
obtain services not offered in regulated areas.
Again, lower-income consumers cannot afford to
do so. So, while occupational licensing is supposed
to help those least able to help themselves-eon­
sumers who might be "taken advantage of" in a
free marketplace-the reality is quite different.

Attempted Reforms
Recognizing the detrimental impact of licens­

ing and other regulations on price and other con­
sumer interests, some states have tried to reform
the operation and makeup of state licensing
boards. In many cases, reform has focused on the
tendency of professionals being regulated to
dominate the membership of regulatory boards.
To introduce consumer interests into the process,
some states have required so-called "public"
board membership, in which non-professional
people are nominated to licensing boards. But
these reforms apparently do not significantly
change either the operation of licensing boards or
the barriers to entry they enforce in specific pro­
fessional fields.

Saundra K. Schneider, a professor of political
science, examined the operations of 16 licensing
boards in Missouri, trying to relate decisions to
such factors as board size, budget, and the exis­
tence of "public" members. She found that "the
presence of voting public membership has no
effect on any aspect of board decision making."
Similar studies in Michigan and California found
that board decisions were no different after non­
professional people were nominated, and that

"public" members preferred to serve on advisory
boards rather than on enforcement boards with
detailed work to do or the responsibility for judg­
ing the conduct of specific professionals. One
problem might be what economists call "regulato­
ry capture"-the tendency for regulated industries
to dominate their regulators because of the techni­
cal nature of relevant information or because
those regulated are ultimately the source of infor­
mation for those who are doing the regulating.

In other words, the negative impact of licensing
boards is not related to the membership of the
boards but to their very nature. These boards are
supposed to represent the interests of consumers
in various professional fields, but the regulations
enforced are more likely to serve the interests of
those regulated-by increasing their income, by
reducing their potential competition-and favor
the interests of higher-income consumers over
those to whom price and availability of a service
may be more important than the formal education
or skills of the service provider. The rationale for
occupational licensing assumes that the interests
of consumers can be generalized, when in fact dif­
ferent consumers value different things.

More importantly, this rationale assumes that
government regulations function as they are
intended. But research into the actual effects of
licensing laws proves that by reducing the number
of providers of a service and increasing the price of
that service, they hurt most consumers more than
they help them. Given this evidence, the best way
to protect consumer health and safety would be to
let them choose their own services in a free
m~~ D

Woodrow Wilson
I HAVE ALWAYS in my own thought summed up individual liberty, and business
liberty and every other kind of liberty, in the phrase that is common in the sport­
ing world, "A free field and no favor."

IDEAS
ON

LIBERTY
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The Moral Foundation
ofWestern Culture
by Marty Mattocks

Each week, sometimes twice a week when
the weather is conducive to growing grass,
I drive my teenage son into town where

our family lawn mower is transformed into a tool
of production in a mutually beneficial voluntary
contract: cold cash for a mowed lawn.

I take the trimmers along and help out a little
while I'm waiting to help him load the mower back
into the trunk. It's a small yard but inevitably there
is free time, and this week I thought to myself,
what a good idea it would be to take along this
month's Freeman for some enjoyable reading to
pass the time. It is partially due to The
Freeman that I have come to understand and
appreciate the workings of free market transac­
tions like the one I was now supervising. But
before I had time to locate the magazine and take
it with me to the car another thought came to mind
from another publication that has likewise helped
me to become a better student and proponent of
the limited government, private property, individ­
ual freedom way of life.

In the sixth book of the Bible, in what may be
one of the earliest success seminars, we find this
instruction (my paraphrase): "This book of the law
should not depart from your mouth, but you
should meditate on it day and night, so that you
might be careful to do all of it-then you will have
success."

So I decided to use my free time along these
lines-meditating on God's law.

We loaded up the mower, drove into town, my
son went to work bringing order out ofchaos in the

Mr. Mattocks, a telecommunications specialist, resides
with his family in Bellefonte, Pennsylvania.

sphere assigned to him, and I chose as my focus for
meditation a familiar portion of God's law that I
have committed to memory: the Ten Command­
ments.

I remembered there are four having to do with
our relationship with God (having no other gods,
having no idols, not taking his name in vain or
using it loosely, and remembering the Sabbath)
and six that concern our relationship with men
(honoring parents, not murdering, staying faithful
in marriage, not stealing, not bearing false witness,
not coveting).

As I watched my son mow and thought about
these concepts I began to receive one of the bene­
fits the writer no doubt had in mind when directing
those seeking success to meditate on God's law:
insight.

I realized that two of the Ten Commandments
have to do with family and two have to do with pri­
vate property. Another one respects life and liber­
ty, and another concerns a man's honor Gustice).
Still another has to do, albeit through the back
door, with productive enterprise; that is, six days
we are to labor and the other we are to rest. My
insight was that these moral tenets are the basis for
the standard of living and way of life we have come
to enjoy and appreciate in the West, one that con­
tinues to draw immigrants to our shores and is a
model for other nations to emulate.

I had recently read in Dinesh D'Souza's Illib­
eral Education that the trend on many leading
college campuses is away from an appreciation of
Western culture (all the while enjoying its bene­
fits). My meditation gave me this insight: Western
culture, and all that we enjoy as a result of it, has
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at its foundation faith (a personal respect for God
to whom we are accountable for our thoughts and
actions), family, property, and justice. Western
culture stems from the ideas and practice of
countless individuals whose lives have been influ­
enced by the Bible and have sought to influence
others by it. We have had great success as a peo­
ple by thinking about the Word of God, by telling
others about its application, and by practicing it.

That night around the dinner table I shared
these insights with my family on their level by
making our devotion time after supper into a quiz
game. Which two of the Ten Commandments have
to do with the family? Around the table we went
,and my ten-year-old daughter and twelve-year-old
son rose to the challenge with no problem. I was
impressed.

Okay, which of them has to do with private
property (capitalism)? "Do unto others as you
would have others do unto you," answered my
teenager. Prophetic perhaps, knowing Jesus' later
teaching, but not really the practical application I
was looking for. Had the question been "Who is in
first place in the National League eastern divi­
sion?" it would have been no problem, but as
mentioned earlier there are powers at work to
cause America to forget her faith-filled historic
roots.

As it turned out, my wife answered it, and
around the table we went.

Faith, family, private property, productive
enterprise, justice: We were sowing thoughts that
would grow actions that would bear future suc­
cess. []



Can Politicians Really Care?
by Tibor R. Machan

W
hat does it mean for a politician to
care? "Caring" is, after all, what some
people believe politicians ought to be,

first and foremost. But what does it mean, to care?
In ordinary English caring means making it

one's own concern when someone needs some­
thing. Thus, if I care about the plight of the col­
oreds and blacks in South Africa, I make their lot
my personal concern. I try to help them alleviate
their oppressive circumstances. If I care about my
neighbor, I make it my business to look into his
situation and help him cope with it.

What does caring for someone involve? First,
it requires a clear understanding of his specific
situation. At least that is what would be required
for caring effectively. There is another kind of
"caring," more closely akin to curiosity than to
helping. It is more emotional than active. When
so many commentators want to test whether
political candidates care, do they have in mind
the kind of caring that makes a difference? Or
does the care involved amount to little more than
showing emotion?

In most cases what politicians mean by caring
is nothing more than giving some evidence of
emotional sympathy with the lot of some bloc of
voters. What else could they do? How could even
the president of the United States of America
actually help people other than those whom he
knows personally? That is part of the tragedy of
being in the segment of society that is in near-per­
manent dire straits.

What researchers such as Charles Murray, in

Tibor Machan is a philosophy teacher. He was smuggled
out of Communist Hungary in 1953 and has lived in the
United States since 1956.

his book Losing Ground, have finally brought to
our attention is that welfare simply does not
work. Not only is it stealing from Peter to subsi­
dize Paul, but welfare is making things worse for
the people who need the help most. Government
welfare must function in an impersonal fashion.
But not knowing the recipients of welfare means
not knowing their histories, personalities, charac­
ters, and circumstances.

Since human beings are individuals, not simply
members of some group-blacks, women, Hispan­
ics, teenagers, the poor, the middle class-they
require unique help in even the most familiar situ­
ations of need. Even disaster victims seem best
aided by voluntary groups. Witness how quickly
the Red Cross and various church organizations
produced millions of dollars of relief and donated
goods in the aftermath of Hurricane Andrew. The
ways in which these and other kinds of help ought
to be delivered-when, where, by what means, in
what shape, with what words-all would have to
be evident to someone who really intends to care
effectively, rather than merely show sympathy by
introducing bill upon bill in the Senate or the
House of Representatives and voting to appropri­
ate other people's money to pay for them.

The only way a politician can show genuine
care is by making certain that government pro­
tects individual rights. It should be an easy task,
because there is one thing we all need: respect for
our human rights. In that we are all alike, and
politicians need not know us personally in order
to be caring. Perhaps some politician will emerge
who will genuinely care for us and devote himself
to securing our basic rights to life, liberty, and the
pursuit of happiness. D
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Banking Without the
"Too-Big-to-Fail" Doctrine
by Richard M. Salsman

Since the failure of Continental Illinois in
1984, the U.S. government has pursued a
deliberate policy of bailing out large com­

mercial banks deemed "too-big-to-fail."l
The "too-big-to-fail" doctrine has arisen not

simply because of the growing number of bank
failures in the past decade, though indeed failures
have increased. In fact, the doctrine's historical ori­
gins go back much further than a decade. More
than 40 years ago, a 1950 amendment to the Fed­
eral Deposit Insurance Act of 1934 introduced the
"essentiality doctrine." As codified, that doctrine
states that in its sole discretion the government can
rescue any failed bank when "continued operation
ofsuch bank is essential to provide adequate bank­
ing service in the community."2 None of the key
terms in that provision-such as "essential," "ade­
quate," or "community"-has ever been defined,
permitting arbitrary discretion to rule. Coupled
with the diminishing financial condition of banks
in subsequent decades, the "essentiality doctrine"
has given government wide latitude to bail out
failed or failing banks for whatever reasons it
deems necessary.

Of course, deposit insurance legislation itself
arose out of the bank failures of the early 1930s.
These failures in turn were largely the result of
Federal Reserve monetary mismanagement,3 In
short, today's "too-big-to-fail" doctrine can trace
its roots to the very establishment of central bank-

Mr. Salsman is a banker in New York City and an
adjunct fellow of the American Institute for Economic
Research in Great Barrington, Massachusetts. This article
is adapted from a speech delivered at a conference spon­
sored by The Federal Reserve Bank ofDallas, May 12-13,
1992.

ing in this country in 1913. Before we examine the
merits of the manner in which government has
decided to handle bank failures, it is helpful to
understand why banks are failing today in such
large numbers to begin with.

The main theme of my own research on U.S.
banking history has been that central banking is
detrimental both to sound money and safe bank­
ing. In particular I have found that the U.S. com­
mercial banking industry has suffered a secular
decline in financial strength in the 80 years since
the Federal Reserve System was established in
1913. For example, capital ratios have fallen from
20 percent at the turn of the century to around 6
percent today. Banks are also far less liquid today
than they were in earlier decades. The loan quality
of banks has declined steadily over our central
banking era. Profitability has been weak and irreg­
ular compared to the period before central bank­
ing. Finally, bank failures have been more a prob­
lem under central banking than under previous
banking eras in U.S. history.4

To be sure, these measures of banking system
strength have ebbed and flowed cyclically over the
past eight decades-for example, the dissolution
of the 1930s, the seeming calm of the 1950s, and
the renewed turbulence of the past two decades.
But in my own work, I've identified an undeniably
pronounced secular decline in the financial condi­
tion of banks, in good times and bad. This leads me
to question the legitimacy of central banking as
such. I'm encouraged to find that other scholars
are also questioning the conventional wisdom
about central banking.5

I attribute the secular decline of banks to central
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banking not only because that has been the pre­
dominant structure governing our money and
banking system for most of this century, but
because the main features of central banking bear
directly on the worsening finances of the banks.

For example, central banking involves a legal
tender monopoly on the production of paper cur­
rency' and to the extent this money is produced in
excessive supply and forms the base of banking
system deposit expansion, it inflates bank balance
sheets and invites malinvestment of resources.
Central banking is characterized by a lender of last
resort function that can be seriously mismanaged,
as it was in the 1930s, causing widespread bank
failures. Central banking is usually accompanied
by a system of flat-rate federal deposit insurance,
a system known by all to promote excessive risk­
taking and imprudence among banks.

It should not have taken decades to see this
would happen. Back in 1908, when earlier versions
of government deposit insurance were advanced,
the president of the First National Bank of Chica­
go, James Forgan, asked the following: "Is there
anything in the relations between banks and their
customers to justify the proposition that in the
banking business the good should be taxed for the
bad; ability taxed to pay for incompetency; hon­
esty taxed to pay for dishonesty; experience and
training taxed to pay for the errors of inexperience
and lack of training; and knowledge taxed to pay
for the mistakes of ignorance?"6

As I have argued elsewhere, "deposit insurance
is a scheme put in place because the Federal
Reserve mismanaged the discount window in the
1930s, and it is a scheme that has been expanded
ever since in concert with the Fed's inflation of the
money supply (which consists predominantly of
bank demand deposits)."7

Finally, systems of central banking involve ex­
tensive regulation of bank branching, lending,
and product offerings-regulations that prohibit
sound diversification and invite still greater insta­
bility.

Unsafe and Unsound
If the purpose of central banking is to ensure

sound money and safe banking, then central bank­
ing has been an unmitigated failure. I have already
summarized the relative decline of banking's
strength as captured in financial ratios. But the
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purchasing power of money has also declined, so
that a 1913 dollar is worth ten times more than a
1992 dollar. We enjoyed much sounder money and
safer banking in the eight decades before central
banking was established here in 1913 than we have
in the eight decades since. I conclude that this is so
because central banking represents a special case
of the general failure of central economic plan­
ning, a failure that most of the world is only now
beginning to recognize.8

The fact that central banking flies in the face of
free-market alternatives is recognized by some of
its most prominent practitioners. In a symposium
sponsored by the Federal Reserve Bank of
Kansas City in August 1990, Paul Volcker noted
that, "Central banks were not at the cutting edge
of a market economy.... Central banking is
almost entirely a phenomenon of the 20th centu­
ry.... Central banks were looked upon and cre­
ated as a means of financing the government.
... If you say central banking is essential to a free
market economy, I have to ask you about Hong
Kong, which has no central bank at all in the
absolute epitome of a free market economy. Yet
it does quite well in terms of economic growth
and stability."9

My research confirms Mr. Volcker's assessment.
The primary purpose of central banking is to
finance the government,10 That's what it does con­
sistently and what it does best-and does so,
unfortunately, at the expense of sound money and
safe banking. Mr. Volcker would find results in the
U.S. similar to those of Hong Kong, as I did, by
examining the decades before the Federal Reserve
was established.

In the eight decades before 1913 we had a sys­
tem which can very loosely be called "free bank­
ing and the gold standard." There was no central
bank, no lender of last resort, no federal deposit
insurance. Banks issued currency as well as
checking deposits, convertible into the precious
metals. Bank note redemptions and the gold stan­
dard anchored the money supply. Excessive cur­
rency issuance was prevented. Money expanded
and contracted with the needs of trade, not with
the needs of government. Banks formed clearing­
houses to settle balances and they lent on an
inter-bank basis to temporarily illiquid but sol­
vent institutions. The few banks that failed were
absorbed into stronger ones or simply liquidated
at a discount to noteholders.11
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The free banking era was not totally free, of
course. Bank note issues were restricted by laws
requiring currency to be backed by state or federal
bonds-an indirect means of financing govern­
ment. Branching was restricted as well, preventing
full diversification. But the U.S. free banking era
was more in line with a free market system of mon­
ey and banking than our present era. As such, it
should not be surprising that it produced relatively
higher quality money and much safer banking. I
document these facts in my book. For more back­
ground on the favorable history of the free bank­
ing era, I recommend the work of Arthur Rolnick
and Warren Weber at the Federal Reserve Bank of
Minneapolis.12

Only with this wider historical and theoretical
context can we grasp the full implications of
today's "too-big-to-fail" doctrine. In my view,
banking without the "too-big-to-fail" doctrine is
not simply banking prior to 1984, the year when
Todd Conover, Comptroller of the Currency, said
the top 11 banks in the country would not be per­
mitted to fail. For me, banking without "too-big­
to-fail" is banking before 1913, the year when the
Federal Reserve was established. For as I have
indicated, the doctrine is inextricably linked with
central banking. No free market system of money
and banking would aim to sustain insolventinsti­
tutions, and there would be no institutional bias in
favor of generating insolvent institutions, as cen­
tral banking engenders. Free banking minimizes
the spread of problem banks from the very start.
No central bank monetary inflation or taxpayer
deposit guarantees are employed to force-feed a
free banking system.

Undennining the Financial
Integrity of Banks

In two important respects, the "too-big-to-fail"
doctrine represents an unhealthy extension of two
central banking features that have already been
shown to undermine the financial integrity of
banks.

First, the "too-big-to-fail" doctrine has trans­
formed the lender of last resort from one provid­
ing cash to temporarily illiquid banks to one pro­
viding extended credit to permanently insolvent
banks. One of the first theorists of the lender of
last resort function, Walter Bagehot, warned us
that there would be times when a central bank

couldn't effectively distinguish between illiquidi­
ty and insolvency,!3 But in recent years the dis­
count window has been thrown wide open to
banks widely admitted to be insolvent. For exam­
ple, a 1991 House Banking Committee report
concluded that the central bank provided subsi­
dized credit to hundreds of banks that ultimately
failed. In six years ending May 1991, 530 of the
3000 banks that drew on the discount window
failed within three years. Many more, if not out­
right failures, had the lowest financial perfor­
mance ratings assigned by regulators.

Even as a provider of short-term liquidity, the
lender of last resort offers a safety valve for banks
that do not properly manage their liquidity posi­
tions. This subsidy for liquidity mismanagement
has been in place for years. We were always
assured that the Fed would manage access to the
window with prudence and discretion. But now
this mal-incentive has been extended still further
to cover up the insolvency of banks. Perhaps even
worse, access to the discount window was
widened in the 1991 banking law to include the
securities industry. More recently, there was talk
among U.S., British, and Canadian central
bankers of assisting real estate developer
Olympia and York, on the grounds that its bad
loans would harm big banks. There appears to be
no end to the degeneration of the lender of last
resort function.

Second, the "too-big-to-fail" doctrine has
unwisely extended deposit insurance coverage
from insured depositors to uninsured depositors
and creditors. Government guarantees of insured
deposits are bad enough in the way they promote
reckless banking. The more than doubling of
deposit coverage in 1980 institutionalized the reck­
lessness. The extension of coverage to all creditors
of banks, as under the "too-big-to-fail" doctrine, is
the height of irresponsibility.

Nothing in the 1991 banking law rempves the
discretion of the Fed or the Treasury in employing
"too-big-to-fail" at any time for any purpose,14 To
the extent the doctrine has not been employed as
extensively in recent failures, it seems only
because of the insolvency of the deposit insurance
funds themselves. "Too-big-to-fail" is not a doc­
trine which can be effectively scaled back in isola­
tion or in increments. Unless there is an outright
rule against it, exceptions will always be made to
expand it.
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"As the late Nobel Prize-winning economist
Friedrich Hayek argued, we need 'a denationalization

ofmoney,' and the kind ofchoice in cu"encies
that brought us stable money and banking

in the 19th century."

Bad as they already were, discount window
activity and deposit insurance coverage have
degenerated further in recent decades, in the
name of the "too-big-to-fail" doctrine. We need
to repeal the structural central banking features
that generate failed banks, not simply patch on
some extended version of these features, a patch
job supposedly justified by pointing to all the fail­
ures. Accompanying the unconditional repeal of
"too-big-to-fail" must be a scaling back and even­
tual abolition of federal deposit insurance and
discount window lending as well. The sooner this
occurs, the sooner banking will be restored to the
health it enjoyed before these features were in
place.IS

The Fear of Contagious
Bank Runs

Opponents of the repeal of the "too-big-to-fail"
doctrine often cite the so-called "contagion" effect
of bank failures, the domino effect of large bank
failures precipitating other failures, allegedly cas­
cading into a system-wide collapse.

In my estimation, no factor contributes more
to this risk than government restrictions on
branching. U.S. banking historians know all too
well that widespread correspondent banking and
extensive reliance on inter-bank deposits in this
country stem directly from branching prohibi­
tions.16 In nationwide banking systems, such as in
Canada, inter-bank exposures are minimal.l7 But
in the V.S., the government has promoted an
interlocking banking system, in effect requiring
banks to line up like dominos, preventing them
from holding their own direct deposits in their
own chosen areas of the country. Having created
such unstable links, government has then
advanced a "too-big-to-fail" doctrine to prevent

smaller banks from being harmed by losses on
deposits at bigger banks.

Here is an obvious case of government interven­
tions that have bred further intervention, allegedly
to remedy the distortions brought about by still
earlier interventions. Eugene White and others
have shown t.hat V.S. banking history is replete
with evidence of this vicious circle.18 There is only
one solution to this madness, and that is to repeal
the interventions across the board. Let's start by
permitting what every advanced country permits
of its own banks-the ability to branch freely and
diversify their operations.

I will not repeat here in detail other important
refutations of the so-called "contagion" argument,
especially those made by economist George
Kauffman.19 Suffice it to say, he argues that if some
banks are weak, depositors will transfer their mon­
ey to stronger ones. If they don't find stronger ones
they will make a flight to quality and acquire gov­
ernment securities, the sellers of which must be
confident of finding stronger banks, because in
selling they expect to deposit the cash proceeds. In
either of these cases, there is a redistribution of
reserves, but no destruction of them. There is no
deflation of the aggregate money supply and
hence no contagion effect.

What if the strength of all banks is doubted by
all parties? Then there will be a flight out of
deposits into currency, a precipitous drop in the
deposit/currency ratio so common to deflations.
A loss of reserves could kick off a multiple con­
traction process that affects healthy banks as well
as insolvent ones. But observe that such defla­
tions are exacerbated by fractional reserve bank­
ing, and especially by very low fractions.
Economists who recognize this potential problem
tend to argue for some form of deposit insurance
to contain it. I believe, to the contrary, that all
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government deposit insurance is de-stabilizing. I
oppose it on principle, mindful of the fact that
even limited forms of it soon grow into uncontrol­
lable excess.

Furthermore, my own research indicates that
bank liquidity is far lower-that is, reserve frac­
tions are far lower-under central banking than
under free banking. Hence a deposit contraction is
potentially more severe when a central bank is in
charge. More important, free banking offers a
direct solution to the problem. A system of free
banking permits private bank currency issuance,
so banks can easily meet shifts in customer
demand for currency relative to checking deposits.
Such shifts are far less easily accommodated by a
monopoly currency issuer which can misjudge and
mismanage the shift, as did the Federal Reserve in
the early 1930s.

On these grounds alone, I believe there is good
reason to secure some end as well to the legal ten­
der laws which grant a monopoly on currency
issuance to the Federal Reserve. I have offered
other reasons for the repeal of the legal tender
laws in my book. As the late Nobel Prize-winning
economist Friedrich Hayek argued, we need "a
denationalization of money," and the kind of
choice in currencies that brought us stable money
and banking in the 19th century.20 Parting some.:.
what from Hayek, I believe this free issuance of
bank notes must also involve gold-convertibility,
as note issue did during our better banking era.

A proper legal structure upholding property
rights is also important. Free banking does not
entail anarchy. Contracts must be enforced. The
repeal of the "too-big-to-fail" doctrine will not be
truly sustainable unless banks are fully subject to
the general bankruptcy laws. No other industry is
exempt from such laws, nor so harmed by the
exemption.

Until and unless banks are subject to bankrupt­
cy' we will continue to see failures handled accord­
ing to politics and bureaucratic motives-such as
agency "image"-not according to simple justice
and sound economics. We will continue to witness
swings from a regulatory policy of "forbearance"
to a policy of "early intervention," to forbearance,
and back again. Both policies are detrimental to
the banking system, and not only because of their
unpredictable application from one case to the
next or one year to the next.

Forbearance, as is known to all, promotes lax-

ity in accounting and financial control, condon­
ing, if not encouraging, recklessness, hiding insol­
vency, and ballooning ultimate losses. "Early
intervention," on the other hand, has its own dan­
gers. While posing as a remedy for the ills of for­
bearance' a policy of early intervention actually
holds out the very definite prospect of de facto
nationalizations of the banks. After all, if banks
with 2percent capital ratios are to be closed down
or taken over, as provided in the 1991 banking
law, what else can such a policy be called but a
nationalization, indeed a "taking," under the
Fifth Amendment? The recent nationalization of
Crossland Savings Bank offers a chilling prece­
dent for this disturbing new extension of the
"too-big-to-fail" doctrine.21

If, instead, banks are subject to the bankruptcy
laws, the competing interests of management and
creditors, including the creditors who are depos­
itors, will prevail. Closures of failed institutions
will not be sudden but orderly. They'll be drawn
out in a rational manner, but not forever, as in the
case of the thrifts or the Rhode Island credit
unions. Neither will closures under bankruptcy
take place prematurely, while there remains
value in the franchise. For a more detailed look at
this approach, I commend to you the work of
Robert Hetzel at the Federal Reserve Bank of
Richmond.22

In conclusion, I want to stress that the "too­
big-to-fail" doctrine is part and parcel of a wider
system of central banking that undermines the
financial condition of the banking system. The
sooner we phase out this system in favor of free
banking and the rule of law, the better off we will
be. In other words, repealing the "too-big-to-fail"
doctrine will be a good start, but it won't go far
enough in curing what really ails the banks. D
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We, the People,
and Our Deficit
by T. Franklin Harris, Jr.

C
riticizing the government's continuing
failure to deal with the mounting federal
budget deficit, New Hampshire Senator

Warren Rudman announced in March that he
would not seek re-election. The Senator held
nearly everyone responsible for the budget grid­
lock: the Congress, the President, and-surpris­
ingly-even the American people.

"What?" you ask. "How are we, the people,
responsible?" The answer is simple: We, the
people, love big government. Oh sure, we com­
plain about high taxes; and we are indignant
whenever the government tells us to do some­
thing or not to do something; but we love being
on the receiving end of government handouts and
vote accordingly.

At election time, politicians engage in a bid­
ding war in order to gain-if not affection or
trust-votes. If one candidate promises a new
interstate highway for his district, the other
promises to move the headquarters of the
Department of Transportation to the district. If
one promises pie in the sky, the other adds a
scoop of ice cream. When the auction gavel final­
ly comes down, the high bidder usually wins.

But government programs cost money; the
government raises money through taxation; and
no one likes taxes-just ask President Bush. The
nation is in the midst of a Tax Revolt. In my own
state of Alabama, countless attempts to raise
property taxes have gone down in defeat when
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placed on the ballot. The mayor of one city faces
possible recall because he reneged on one of
those "no new taxes" pledges (he raised the old
ones). And, in the state's largest city, Birming­
ham, a group called HELP (Help Everyone Live
Proudly) was formed with the immediate goal of
repealing a recent sales tax increase. Nationwide,
voters are reacting in similar fashion. Jerry
Brown's 13 percent flat tax-whatever its merits
or flaws might be-gained attention because peo­
ple believed it would lower their taxes.

This is not to attack people for not wanting
higher taxes-or indeed, wanting to repeal many
of the old ones. Public disgust with taxation is jus­
tified. According to the Tax Foundation, Ameri­
cans work from January 1 to May 8 just to pay
their taxes. This is not a misprint: Over one third
of the year is spent in effective slavery. There can
be no justification for this level of taxation, espe­
cially when considering that most of that tax
money goes to finance someone else's "entitle­
ment." Whether it is farm subsidies or welfare or
that sacred (and fat) cow, Social Security, most
money is taken from one person's pocket in order
to end up in someone else's. In the process,
bureaucrats skim some funds off the top through
transfer costs and just plain waste. Furthermore,
ta~ation is coercion. We do not hand part of our
income over to the IRS because we want to; never
mind the IRS's prattling about "voluntary com­
pliance." We pay taxes under threat of penalties:
fines and prison terms. It is perfectly reasonable
for people to resist coercion; after all, it was just
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such resistance that brought down Communism
in Eastern Europe.

The answer to the budget deficit problem is not
higher taxes. The deficit has continued to worsen
even as taxes have gone up. The answer is to
reduce Federal spending substantially. The
American voting public must learn to curb its
appetite for government programs and benefits.

It is not unreasonable to expect people to live
their lives without the "assistance" of govern­
ment's various agencies and policies. In fact, we
got along quite well without them in the past. The
arts flourished without the National Endowment
for the Arts. Farmers raised crops and fed Amer­
ica (and much of the world) without farm subsi­
dies. Settlers traversed the entire North Ameri­
can continent without the Department of
Transportation to pave the way. Children were
taught to read and write long before the advent of
mass public education, student loans, and the
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Department of Education. People saved for
retirement and lived their Golden Years without
dependence on Social Security.

There is something to be said for individual ini­
tiative. People working together can accomplish
great things without the government's help (or
interference). One hundred years ago they raised
barns; today, organizations build housing for the
homeless. This volunteer work has proved much
more effective than the government's ill-man­
aged shelters and counterproductive housing pol­
icy.

By returning to "old-fashioned" self-reliance,
America can do without the government's assort­
ed boondoggles. Then, spending can be cut and
the budget deficit, which is soaking up credit and
dragging down the economy, can at last be dealt
with. The budget deficit is our fault. We, the Peo­
ple, must recognize this simple truth if the deficit
is ever to be brought under control. D
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Half-Truths
or Consequences
by Gary Galles

T he legitimate role of the American govern­
ment is small, at best. This follows from the
plain wording of the Constitution with its

grant of tax power only to promote the general
welfare, its brief list of enumerated powers, its pro­
hibition against the taking of private property
without just compensation, and its system of
checks and balances. It also follows from simple
logic. All creating a government does is to give one
group the power to force involuntary trades on
others (although I "volunteer" to pay my taxes as
a way to stay out of jail). It does not impart any
additional intelligence or wisdom to "governors"
in the process, but it does distort their incentives
and diminish accountability for their actions. On
what basis should we expect improved results?

Given that much of what our government does
is indefensible by reference to either logic (e.g.,
how do farm subsidies advance the general wel­
fare?) or principle (e.g.,"Thou shalt not steal," a
rule that clearly advances the general welfare),
how are government's actions made to appear
worthwhile? They are justified with plausible
sounding but invalid arguments, many as old as
government itself. It is worth reviewing some of
the more frequent political fallacies as a sort of
self-defense course.

Half-Troth Number One
During election years we hear that government

spending programs create jobs, thus also reducing
welfare spending. This is a half-truth. Govern­
ment spending does create jobs where it is spent,
but those same resources, spent elsewhere, would
have created other jobs. If the government builds

Gary M. Galles is an Associate Professor of Economics
at Pepperdine University.

a prison rather than a highway, it has not created
jobs-it has only moved them. More importantly,
this argument does not support government pro­
grams at all, because they require taxes (or defi­
cits, which are deferred taxes) to finance them,
and those taxes destroy jobs elsewhere. Further,
government spending moves jobs from where vol­
untary and mutually beneficial market choices
place them to where politicians dictate. Given
what we know about the failures of governments
to plan rationally, government spending provides
no assurance of mutual advantage. The truth is
that government spending does not increase
wealth and prosperity.

Half-Troth Number Two
We have also heard the half-truth that govern­

ment spending generates multiplier effects, ulti­
mately producing several dollars in secondary
benefits for each dollar spent on direct benefits.
Added incomes resulting from government
spending do generate additional spending and
jobs and still more income. However, any govern­
ment spending would create similar multiplier
effects. Further, so would eliminating the taxes
that are necessary to finance the spending. In
fact, private individuals, allowed to use their
money as they see fit, will use it more efficiently
than government, creating greater real income
than government spending. The truth is that gov­
ernment spending delivers gains in one area only
by imposing greater losses elsewhere.

Half-Troth Number Three
We have heard innovative ways of counting the

same benefit in different disguises, as if it were sev-
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eral different benefits. Jobs and income are both
counted as benefits, even though the jobs are actu­
ally the work that must be done to earn the incomes.
Similarly, crime or pollution reduction and the
resulting increased property values are both count­
ed, even though the higher values are simply capi­
talizing those benefits, resulting in double counting.
(Of course, when government actions increase
uncertainty, crime rates, and pollution, and there­
fore lower property values without compensation,
we hear about neither the problem nor the lower
property values.) The truth is that advocates of
government spending sometimes misuse both logic
and statistics to make government spending appear
beneficial.

Half-Truth Number Four
We have heard claims that government spend­

ing creates external benefits for society, justifying
the "need" for more spending. Public education is
routinely justified on this basis. However, the
external benefits argument for government provi­
sion of education, as in many other areas (e.g.,
health care), cannot withstand either logical or
empirical scrutiny. Wood shop comes to mind, as
do the "skate" classes that can be found at every
school. So do law, medical, and dental schools, giv­
en that the benefits of such professional training
are captured by their graduates as higher incomes.
Further, any such external benefits would require
that schools successfully teach the truth and stu­
dents retain what they are taught past graduation,
a condition clearly open to challenge on both
counts.

We have heard many other misleading justifica­
tions for government programs as well. These
include plausible sounding claims of benefits (1)
whose magnitudes are empirically insignificant
(e. g., local or state pollution initiatives will reduce
global warming or food stamps will help the nutri­
tion of the poor); or (2) which are not benefits at all,
but have effects opposite those claimed (e. g., high­
er minimum wages or mandated benefits help the
poor, public housing results in better shelter for the
poor, or foreign aid helps other countries' citizens,
even when it goes to regimes that use it to repress
their citizens more efficiently); or (3) which rest on
false premises (e.g., a dollar spent in a government
program must be worth a dollar to citizens).

At least as important to justifying indefensible
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government programs as overstating benefits is
substantially understating the costs of government
spending by treating each dollar spent as costing
society only a dollar, when in fact it costs far more.
A substantial part ofboth expenditures (sometimes
over 10 percent) and the taxes that finance them is
consumed by administrative costs. Large compli­
ance costs are also imposed on both taxpayers and
program beneficiaries (e.g., the average American
taxpayer spends about three full workdays on
income tax forms). Further, these ever-changing
programs introduce substantial added risks of
future alterations in the laws, which can turn good
decisions into bad at the whim of a legislator, judge,
or bureaucrat. The substantial costs of the distort­
ing effect of the tax wedge (often involving multi­
ple taxes compounded on the same income or
transaction) between buyer and seller, which
thwarts many mutually beneficial transactions,
must also be included. If the cumulative marginal
tax rate is 60 percent, a common result, the last dol­
lar not spent in the marketplace because of taxes
would have provided $1.60 in benefits to the pur­
chaser, and those forgone benefits are the real costs
of the government spending involved.

Since the true social cost of even a hypothetical
"well spent" government dollar thus substantially
exceeds a dollar, not even counting the less obvious
costs of reduced liberty, government "solutions"
can be economically justified only if they can be
demonstrated to be less costly than the "market fail­
ure" they allegedly address. This does not generate
a long list of legitimate government programs.

A Proper Defense
In defense against these half-truths, free market

advocates must be ready to force advocates of gov­
ernment policies (including regulations, which are
disguised tax and expenditure packages) to justify
them on their actual merits, rather than on the
basis of a misleading "shopping list" of alleged
benefits. If every proposal could be made to bear
the burden of proving (not just asserting) that it
actually advances the general welfare, we would
have come a long way toward restraining govern­
ment. Perhaps we should adopt a variant of the
ancient Greek practice and require legislators who
propose new programs to do so with a noose
around their necks, ready to be hanged if those
programs do not advance the general welfare. D



Where Has All
the Saving Gone?
by Anthony M. Carilli

Social commentators from both ends of the
political spectrum have long bemoaned the
low rate of saving in the United States. They

fear that the lowest rate of saving in the industrial­
ized world portends economic disaster. The level of
saving is one factor that determines the level of
interest rates: the lower the rate of saving, the high­
er the interest rate. The interest rate is the price of
obtaining funds for investment. So, high interest
rates yield lower levels of investment. Thus a rela­
tively low rate of saving yields a relatively low rate
of investment. The low level of investment makes
it difficult for American enterprise to compete in
the world market, because it will be unable to
afford the adoption of new technologies.

Some blame the low rate ofsaving on American
materialism. Some say that Americans do not have
a moral commitment to saving. Still others blame
the shortsighted selfishness of the market econo­
my for the paucity of saving. The solution, the
social commentators argue, is to change the psy­
chology of the American consumers.

These criticisms and their requisite solutions
miss entirely the true reason for the low rate ofsav­
ing in the United States. Americans are rational
decision makers. They weigh costs against benefits
to decide upon how much to consume and how
much to save. The decision to save is an economic
decision. Most consumers place a higher value on
near-term consumption than on consumption in
the distant future. To get people to give up the bird

Dr. Carilli is an assistant professor of economics at
Hampden-Sydney College in Virginia and adjunct schol­
ar to the Beacon Hill Institute for Public Policy Research
at Suffolk University in Boston, Massachusetts.

in the hand for the two in the bush, interest must
be paid. The higher the interest rate the more
likeiy an individual is to put consumption off; that
is, the' higher the interest rate the more likely it is
that the individual will save. Although consumers
save for a variety of reasons-to provide for retire­
ment, to leave legacies for their children, to pro­
vide for random emergencies-the decision to
save is based on economic incentives.

In a free market, consumers purchase various
bundles of goods according to the relative prices of
those goods. The saving choice is one of choosing
relative amounts of present and future consump­
tion. The price of present consumption in terms of
future consumption is the interest rate. Thus, con­
sumers substitute future for present consumption
as the interest rate rises (i.e., as the price of present
consumption rises, ceteris paribus). So increases in
interest rates will tend to bring about increases in
saving.

Punishing Thrift
Given that consumers are rational, why is the

U.S. saving rate consistently as low as it is? U.S.
economic policy toward saving is the answer. Poli­
cies over the last 50 years not only have not
encouraged but have actually discouraged saving.
The question is then: why discourage saving? The
answer lies in the economic policies based upon
the economic theories of John Maynard Keynes.

A legacy of the Keynesian revolution is that the
venerable Benjamin Franklin's aphorism "A pen­
ny saved is a penny earned" now reads "A penny
saved is a penny destroyed." Saving, to Keynes,
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except at full employment, is not only unwise but
invidious: "[W]henever you save five shillings, you
put a man out of work for a day."l Parsimony is
bad and prodigality is good according to Keynes.
It does not matter how income is spent so long as
income is not saved.

For example, why not pull down the whole of
South London from Westminster to Greenwich,
and make a job of it-housing on that conve­
nient area near to their work a much greater
population than at present, in far better build­
ings with all the conveniences of modern life, yet
at the same time providing hundreds of acres of
squares and avenues, parks and public spaces,
having, when it was finished, something magnif­
icent to the eye, yet useful and convenient to
human life as a monument to our age? Would
that employ men? Why of course it would!2

To Keynes, destruction is production. Using this
logic, it would make sense to bomb some part of
every major city every year to "create" jobs.

Spending is preferred to saving even when the
spending is done "[t]o dig holes in the ground."3
This hole digging "will increase, not only employ­
ment, but the real dividend of useful goods and
services."4 The prodigal son is the economic hero
while the parsimonious son is the economic villain.

The Paradox ofThrift
This inversion of Christian values manifests

itself in the paradox of thrift. Children are taught
to save for a rainy day; to exercise discipline from
the earliest possible age. According to the paradox
of thrift, this discipline is strangely a vice if it is
practiced by all "children" simultaneously. The
aphorism "save for a rainy day" is merely a
euphemism for "be prepared for those times when
income is tight or nonexistent." The paradox of
thrift teaches that the best way to be prepared for
this unenviable situation is not to prepare for it at
all. To the contrary, the best preparation is not that
of accumulating income to mitigate the possible
hardships, but to consume as much as possible.
"For what we need now is not to button up our
waistcoats tight, but ... to buy things." 5 The
rational act of preparing for the exigencies consis­
tent with an economic slump will actually hasten
the arrival of the downturn. Insurance against dis­
aster will ultimately destroy the wealth of the
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family. The accumulation of wealth is the destruc­
tion of wealth according to the paradox of thrift.

The message is clear: saving is to be avoided
despite the fact that saving is almost an instinctive
act of man. In this regard, man behaves like many
animals. Just as the squirrel stores nuts for the
winter, man places part of his current supply of
food (income) aside for future meals (spending).
Man differs from the squirrel in one respect, how­
ever. Man can invest. Man can create larger
future harvests by investing part of the seed corn
to grow more corn for next year. Without this
investment, man does not increase the size of his
meal (i.e., his standard of living). If man and the
squirrel do not provide for the future, they do not
survive the future. So saving is important for man
as well as animals. In this regard the paradox of
thrift is unnatural. It teaches that not only
shouldn't families save, but that they should run
down their existing savings (should they be so vil­
lainous as to have any) even if it is spent to dig
holes in the ground.

Keynes' War on Saving
Keynes worried that some may not be con­

vinced of the efficacy of these arguments. Keynes
also understood the relationship between interest
rates and saving, so to reduce the incentive to save
further, he advocated policies be undertaken to
drive the interest rate to zero. In fact, "[i]f the rate
of interest were zero, there would be an optimum
interval for any given article between the average
date of input and the date of consumption for
which labour cost would be a minimum."6 A zero
rate of interest will have "beneficial" effects upon
the community as well. "Change and progress
would result only from changes in techniques,
taste, population and institutions ... [f]or a little
reflection will show what enormous social changes
would result from a gradual disappearance of a
rate of return on accumulated wealth."7This opti­
mum state could be brought about in a "properly
run [italics mine] community ... within a single
generation."8 Thus, Keynes was not only con­
cerned with eradicating man's instinct to save, but
also he was concerned with bringing about a cen­
trally planned economy.

Further, Keynes argued that saving needs also
to be discouraged because "[a]n act of individual
saving means so-to-speak a decision not to have
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"The low rate ofsaving is the direct result
ofeconomic policy over the past 50 years."

dinner to-day. But it does not necessitate a de­
cision to consume anything at any specified date."9
Keynes did not view saving as a decision to substi­
tute future consumption for present consumption.
There is nothing else that saving can be used for
except future consumption. So, never mind that
most saving is done in anticipation of future con­
sumption. "In the long run, we are all dead."

The U.S. economy may now be in Keynes'
fabled long run. Economic policy makers took
Keynes' aversion to saving to heart. Anti-saving
policies have proliferated to the point where no
motive for saving goes unpunished. Social Security
encourages individuals not to save for their retire­
ments. Saving for medical emergencies is discour­
aged through programs such as Medicare and
Medicaid. There is sentiment on the national level
for national health care and catastrophic health
care. This will not only discourage saving for such
unforeseen expenses; it will reduce disposable
income available for saving. Government must
first take (tax) before it can spend. Further, if
Congress is successful in its attempt to have busi­
nesses pick up the tab for national health insur­
ance, wages will fall (or at least the rate of growth
of wages will fall). Unemployment "insurance"
makes fatuous the reason for saving to withstand
any short term job loss. Finally, the return on
saving (interest income) is taxed at progressive
marginal rates. Government policy toward saving
is one of discouragement, per se.

The taxation of interest income may well be the
most effective instrument for discouraging saving.
Suppose that there were no tax on income or
goods and that an individual's hourly wage were
$10. If his future earnings were to remain the same
and he would want to consume $10 more annually,
he would need to work an additional ten hours, if
the interest rate were 10 percent. Now suppose
there is a 50 percent tax on income; he would have

to earn $400 to be able to consume $10 more annu­
ally. That is, the income tax quadrupled the price
of saving. (He earns $400 and pays a tax of $200
leaving him with $200 to save. The $200 earns $20
interest, leaving him with $10 after taxes.) The
effective interest rate is only one quarter of the
nominal interest rate. At this price very few people
will save.

Thus, as the United States begins its journey
through the last decade of the 20th century, vari­
ous commentators are bemused by the paucity of
saving by the American people. Given the hidden
and largely malevolent attitude harbored by poli­
cy makers toward saving, is there really any ques­
tion as to why this (the low rate of saving) is true?
It is as if policies toward saving have been the cru­
el joke of some "[p]ractical men ... [m]admen in
authority, who hear voices in the air ... distilling
their frenzy from some academic scribbler of a
few years back."10 Thus, one sees that "it is ideas
... which are dangerous for ... evil."l1 The
reasons for the low rate of saving are not necessar­
ily psychological, moral, or inherent in the market
economy. Quite the contrary: The low rate of sav­
ing is the direct result of economic policy over the
past 50 years. Ifwe truly want to increase the rate
of saving, the solution is to stop enticing people
not to save and to stop penalizing them when they
do. []

1. John Maynard Keynes, Essays in Persuasion (New York: W. W.
Norton & Company, 1963), p. 152.

2. Ibid., pp. 153-154.
3. John Maynard Keynes, The General Theory of Employ­

ment, Interest and Money (New York: Harcourt Brace Jovanovich,
1964), p. 220.

4. Ibid.
5. Keynes, Essays in Persuasion, pp.152-153.
6. Keynes, The General Theory of Employment, Interest

and Money p. 216.
7. Ibid., pp. 220-21.
8. Ibid., p. 220.
9. Ibid., p. 210.
10. Ibid., p. 383.
11. Ibid., p. 384.



Memoirs of a Simple
Honorable Man
by Charles H. Hamilton

I don't know if John Chamberlain ever
. reviewed Conrad Richter's A Simple Honor­

able Man, but he should have. No one who has
ever met John can doubt that he embodies these
rare qualities. Any era has only a few such souls.
They remind us that, above all else, the character­
istic of simple common decency makes for a better,
and freer, world.

Readers of The Freeman know John's monthly
book review column, "A Reviewer's Notebook."
It has been a staple since FEE began publishing
The Freeman in 1954. He missed the first issue in
July of that year but continues his column
today-though not on the same rigorous monthly
schedule he maintained for nearly 35 years! Thus,
it would be an easy mistake to take John for grant­
ed, or to think of him only in his important role as
"our" Freeman reviewer.

The reviews in this new collection are from an
earlier Freeman, the immediate predecessor of
FEE's publication. It was published between
October 2, 1950, and June 28, 1954, though John
wrote for it during only the first half of its short life.
The 54 reviews in this book come from those 61
issues. There is also one new piece on "The Basic
John Dos Passos." They afford us the opportunity
to remind ourselves of John Chamberlain's out­
standing reaffirmation of the voluntarist spirit.

John Chamberlain has read a remarkable num­
ber of books in 89 years; one suspects he was born
reading a book (on October 28, 1903). By one
count he has published over 20,000 essays and

Mr. Hamilton is Director ofPublications and a Program
Officer at Liberty Fund. He is a former editor of The
Freeman at FEE.

The Turnabout Years:
America's Cultural Life, 1900-1950
by John Chamberlain
Foreword by Priscilla Buckley
Jameson Books, Inc., P.O. Box 738,
Ottawa, Illinois 61350 • 1992 • 272 pages
$12.95 paperback.

reviews. Looking back from today, we see that in
addition to The Freeman, John had a widely fea­
tured three-times-a week syndicated column from
1960 until 1990. Prior to that he had been an edito­
rial page writer for The Wall Street Journal from
1950 to 1960. He had a long association with Life,
first in Washington from 1941 to 1945, then as an
editor from 1945 to 1950, and later as their chief
editorial writer in the late 1950s. He had earlier
been an editor at Fortune, writing editorials, fea­
ture articles, and business studies from 1936 until
1941.

These steady jobs were peppered with addition­
al, often overlapping, stints. For instance, he was a
senior editor and lead reviewer for National
Review at its beginning in 1955. He worked for
Barronsas an associate editor before that. He was
a book review editor for Harper's from 1939 to
1947, a book review editor at Scribner's from 1936
to 1938, and briefly associate editor of Saturday
Review in 1932.

John's career began when journalism was a
more intellectual profession. He started at The
New York Times in 1926 and became assistant
editor of The New York Times Book Review in
1928. He became the first daily book reviewer for
the Times in 1932 and continued for over four
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John Chamberlain

years. He later contributed. to the daily column
intermittently through the mid-1940s. He quickly
developed an eager following and a reputation as
one of the country's best younger critics.

As if this weren't enough for one man, John
taught at various times at Columbia University's
School of Journalism and was Dean of the School
of Journalism at Troy State University (Alabama)
from 1972 to 1977. He has written eight books,
many of which are still in print: his very important
Farewell to Reform (1932); The Roots of Capital­
ism (1959), on the theory and practice of the free
enterprise system; The Enterprising Americans
(1963), a business history of the U. S.; and A Life
with the Printed Word, his charming 1982 autobi­
ography. He has contributed to many books and
written introductions to books as various as the
first U. S. edition of EA. Hayek's The Road to
Serfdom, editions of James T. Farrell's Studs
Lonigan, William E Buckley's God and Man at
Yale, and Adam Smith's The Wealth ofNations.

An Individualist's Journey
This backward glance does not do justice to

many of John Chamberlain's accomplishments,
but it does put us where we need to begin. John's

odyssey in the world of ideas is an interesting one
that starts in the fascinating and misunderstood
1920s. It is most assuredly a particular individual­
ist's journey. It is also a story of America's attempt
to come to terms with the modern era.

After the terrible rending of institutions and tra­
ditional American values caused by the First
World War and wartime collectivism, the 1920s
strangely reflected a reawakening of nascent indi­
vidualism within a largely socialist ideology. So it
should not strike readers as strange that a number
of reviews in this collection from the early 1950s
discuss writers from the 1920s, such as Dos Passos
and Mencken ("undoubtedly the chief liberator of
my own college generation in the early twenties").
It is in the twenties that John begins his own intel­
lectual and peripatetic fondness for the written
word and for liberty. First, as a Yale student in the
1920s, he was greatly influenced by the work of
William Graham Sumner, having taken courses
with A. G. Keller, Sumner's editor and follower.
We find some of John's comments on Sumner in
several reviews in this book.

The cultural and literary criticism of the "lost
generation" of the 1920s was the fertile ground of
John's own efforts. Van Wyck Brooks and
Edmund Wilson were among his favorite critics.
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Even the title of his later column, "A Reviewer's
Notebook," is taken from Brooks' distinguished
review column in the 1920s Freeman, edited by
Albert Jay Nock. John was to become "the finest
critic of his generation," as his former professor
Billy Phelps later described him.

John's own writing about the 1920s has given a
different interpretation of that often maligned
period. In a review about F. Scott Fitzgerald
reprinted in this volume, he describes the "man of
the twenties": "Americans, in the twenties,
believed that man could be a creative agent by his
own free decision.... He did not have to wait
upon permission from a government, an institu­
tion, or a set of social conventions. The man of
the twenties believed in freedom at the source,
working outward from the dedicated individual."
Again, in a review about Edna St. Vincent Millay,
he recalls the essentially anti-political feeling of
the time that was so refreshing: "politics is the
least satisfying, the least rewarding, of human
preoccupations. The more we intensify our polit­
ical activities, the less time we have to spend on
personal development, or the arts, or creativity in
general."

He started on the left, though terms like left and
right meant little in the earlier period. His first
book, Farewell to Reform, was a remarkable cri­
tique of American liberalism and progressivism.
The reforms of the progressive era and Wilson's
New Freedom were merely rigidifying the whole
system. Like John T. Flynn after him, John warned
of an impending American fascism. While he was
short on positive remedies, there was an almost
pro-forma salute to political solutions along social­
ist lines.

John was one of the first of the American radi­
cals of the 1920s to be disillusioned with interven­
tionist cant. The events around him were just too
striking. He rather quickly became an anti-Com­
munist, though he retained certain liberal and left­
ist shibboleths a bit longer. Henry Luce asked him
to do a number of articles on American business
for Fortune, and this exposure to thoughtful men
and women and an intimate look at the free mar­
ket system further refined his views. By 1940, John
would describe himself as "a free-lance radical
who refuses to be bound." During the previous ten
years he had come to recognize the weaknesses of
human nature and the even greater dangers and
limitations of political "solutions." He returned to

Sumner, to the basic individualism of the
1920s-indeed to the radical Jeffersonian tradition
that had also nourished Albert Jay Nock.

What had happened? It would be a mistake to
suggest that John's perspective changed radically.
Rather, events showed him that his strongly held
values and individualism were relevant in a real
world of statism. In a 1952 review of a disappoint­
ing book on American conservatism, he revealed
that "something has happened to me in the past
two decades.... [I]n all sincerity I do not think that
mere visceral shock accounts for my shift in orien­
tation. I have simply lived to see at least four major
brands of statism tried out. I have seen Leninist
and Stalinist statism murder its millions in Soviet
Russia. I have watched Hitlerian statism kill Jews
by the hundreds of thousands in central Europe. I
have been a witness (sometimes on the spot) to the
destruction of vitality and initiative forced by
socialist statism in Britain. And I have lived
through eighteen years of New Deal and Fair Deal
governments...."

During his journey from the 1920s through the
1950s to today, John described himself as a liber­
tarian or a conservative, but the term "voluntarist"
has always been more to his liking. His career can­
not be captured in a single review nor in a single
collection of essays: he once described it as a
never-ending movement "to rescue us from domi­
nation by the state-worshiping 'intellectuals' and
restore decentralized rule by the intelligent man."

The Freeman
From the mid-1940s, John became part of the

small remnant of journalists and writers who
marked a turning point in American intellectual
history by championing what has been called the
Old American Right: a re-dedication to liberty,
free markets, limited government, individualism,
and moral responsibility. This embattled group
had, as he notes in his autobiography, "the feeling
that there should be a more fundamental assault
on the regnant liberalism if our intellectuals were
ever to be reached."

The Freeman of the 1950s was a major catalyst.
With Henry Hazlitt, Isaac Don Levine, and
Suzanne La Follette, John founded The Freeman
in 1950 from which these reviews are taken. The
name was consciously chosen to remind one of
The Freeman of the 1920s and thereby to re-
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Capitalism presupposes an open society in which the ends are
determined by individuals, or by voluntary associations of

individuals. It is fundamentally incompatible with the idea of an
all-encompassing State purpose, or a single official Manifest
Destiny-though it is thoroughly compatible with a church
whose own purposes are extra-governmental, either" not of this
world," or, if of this world, devoted to leadership, mediation,
and charity in the realms which do not belong to Caesar.

Theoretically, of course, it is quite conceivable that capitalism
could flourish without a legal framework, either under pure
anarchism, or under a beneficent landlordism, or with the
blessings of a "let alone" monarch. But, as we shall see, it was
James Madison, the scholar among the Founding Fathers, who
put his finger unerringly on the need for a device which will put
automatic checks on government if any freedoms are to
flourish. Purely as a practical matter the institutions of an open
society demand the safeguards of a limited government.

-JOHN CHAMBERLAIN, The Roots of Capitalism

emphasize the importance of social power over
political power. For some time the masthead
described it as "A Fortnightly for Individualists."
John was responsible for the "back of the book"
and the lead book review. His contributions
appeared in the first issue of October 16, 1950, and
ended with the January 26, 1953, issue. When an
internal controversy over whether to support Taft
or Eisenhower threatened to destroy the maga­
zine, he resigned.

The literary and more general reviews in the
collection are wonderful, but not primarily
because of what they say about a particular book.
John's reviews are neither academic discourses nor
point-by-point synopses of a work. Rather, the
humanity of his comments and the largeness of
context he imparts on the written page give a gen­
uine cultural ethos to works often forgotten. These
books are read for what they might illuminate
about life and about ideas on liberty. There is,
however, no suggestion that there is only one way
to read a book. It is all a genuine cultural feast of
American reviewing in the voluntarist tradition.

Even when the book reviewed is ephemeral and
you have no desire to find a dusty copy in a library,
you come away with an enhanced sense of how to
read books of your choice. You are reminded of

the greatness of Mencken, Sumner, Fitzgerald,
Arthur Koestler, C.~ Snow's novel, The Masters,
Frank Chodorov, Herbert Hoover, Leonard E.
Read, and many others. And unlike many review­
ers, John would review books on any subject. He
was not primarily a narrow political reviewer, but
rather a broad cultural critic. In this book, there
are several moving reviews on John's friend
Whittaker Chambers and a section on "the China
Story."

That John Chamberlain loves books is reason
enough to sing his praises. His career hasn't per­
mitted him to pursue the depth of criticism he
often wanted. What he does bring to his reviews
is a singular contribution to the renaissance of the
American voluntarist spirit. He has been an influ­
ential and steady presence in American literary
life in general and in the intellectual growth of the
American right in particular. When the rule
seems to favor glitz, shallowness, and hubris,
John Chamberlain restores faith and feeds the
mind. We can only echo James Joyce's comment,
"I have enormous belief in the power of a simple
honorable soul."

The Turnabout Years is a small sampling of what
one such soul has accomplished, and it affords us
the opportunity to say, "Thanks, John." 0
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W
ith the publication of Engines of Cre­
ation in 1986, K. Eric Drexler first
introduced the concept of nanotech­

nology to the general public. Using microscopic
machines that would construct things at the molec­
ular level one atom at a time, Drexler wrote, it
would be possible not only to build goods more
efficiently than any existing manufacturing pro­
cess, but also to solve many of the world's current
ills. Nanomachines in the bloodstream could track
down and kill diseases from cancer to AIDS. Car­
bon fibers could be built as strong as diamonds and
cost less than plastic. Computers several thousand
times more powerful than today's fastest super­
computers could be built in a space smaller than a
sugar cube. And all this could be accomplished
with a technology that was cleaner, cheaper, and
easier to handle than those currently in use.

It was a bold vision, and stirred much debate
within the scientific community. Now, with
Unbounding the Future, Drexler and his co­
authors return to the topic to see how much closer
we are to achieving nanotechnology, and what its
implications are for the future. Though there are
still many barriers to be overcome before science
is able to create even the crudest molecular assem­
blers, for many the outlook has already changed
from if to when.

The reason for this shift is the strides contempo­
rary science has made toward constructing the first
molecular assemblers. Additional research with
the scanning-tunneling microscope has led to the
ability to move single atoms with great precision, a
fact most dramatically demonstrated in April of
1990 when two researchers from IBM spelled out
the company's initials on the atomic scale using 35
Xenon atoms. With these and other developments,
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it is a very real possibility that we could soon find
ourselves in the midst of a second industrial revo­
lution (with effects as far reaching as the first)
within the decade.

The exact timescale for such a revolution is hard
to predict because there are multiple paths by
which the first nanomachines might be built.
Developments in such diverse fields as the com­
puter industry, genetic engineering, microminia­
turization, physics, and chemistry have all been
leading toward work at the atomic scale. It is still
unclear exactly how the first molecular assemblers
will be constructed, and a host of technological dif­
ficulties remain. But nothing about the project
seems impossible, and the problems involved are
probably no more daunting than the ones for send­
ing a man to the moon were in 1959.

However, one huge advantage nanotechnology
has over the moon race is that most of the diverse
forces propelling its development are coming from
the private sector, and several major companies
and institutions are already taking nanotechnolo­
gy quite seriously. The Japanese Ministry of Inter­
national Trade and Industry (MITI) has started a
Nanotechnology Center in Tokyo, and Stanford
University is already offering a course in the sub­
ject. Besides IBM, other Fortune 500 companies
like Du Pont and AT&T are already investigating
molecular assembly precursor technologies, and
Autodesk, one of the nation's leading software
firms, is already working on programs to do com­
puter-aided design at the molecular level.

Much of Unbounding the Future examines the
various possibilities molecular assembly presents
by means of quasi-fictionalized "scenarios," all of
which examine the question, "what will the nan­
otechnology revolution mean for the life of an
average person living in the 21st century?" If even
a fraction of what Drexler and company envision
comes true, the short answer is "amazing things."

For starters, industry gets a production tool
faster, cheaper, cleaner, more efficient, and less
labor intensive than anything now in existence. In
one scenario, the authors envision a "mom and
pop" nanotech factory where a wide variety of
items can be produced on short notice from vats of
prefabricated micro-materials using pro­
grammable assemblers. The authors see nanotech­
nology replacing not only conventional factories,
but also the fossil fuels they run on, noting that
"nanotechnology can make solar cells efficient, as
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cheap as newspaper, and as tough as asphalt­
tough enough to use for resurfacing roads."

Nanotechnology is also seen as the primary
means to carry the evolution of computing power
to its logical conclusion. With existing electronic
methods rapidly approaching the limits of minia­
turization, Autodesk founder John Walker notes
that nanotechnology "can build devices one thou­
sand times faster, more efficient, and cheaper than
those we are currently using."

With cheap nanocomputers, it would be easy
and inexpensive to make many commonplace
materials and objects "smart." One of the scenar­
ios the authors outline is that of "smart paint." An
average homeowner would be able to mark off a
patch of wall with a special chemical pencil, then
shovel intelligent nanomachines inside the lines.
The nanomachines would then scurry along, cov­
ering the area until they encountered the marked
boundaries, at which point they would communi­
cate with each other to lie down and bond to the
surface.

One of the authors' biggest concerns is the envi­
ronment, and there are comments on the ability of
nanotechnology to clean up environmental dam­
age throughout the book. While these concerns
lead them to make some unwarranted assump­
tions (such as taking the much-hyped and as yet
unproven "greenhouse effect" at face value), they
are correct at pointing out that nanotechnology
could clean up the environment without sacrificing
economic growth. They call this concept "green
wealth," and it provides a marked and welcome
contrast to the strong neo-Luddite strain of the
mainstream environmental movement. Also,
unlike many of their green fellow travelers,
Drexler and company understand the power and
necessity of the free market.

Of all the possible applications Drexler and
company discuss, perhaps none fuels the imagina­
tion quite as much as the role nanotechnology
could play in medicine. Noting that the body
already uses such "natural molecular machines" as
digestive enzymes and hemoglobin, the authors
foresee nanomachines augmenting the body's nat­
ural immunosystem, destroying harmful viruses
and bacteria even more efficiently than the body's
own white blood cells. Other nanomachines could
repair cellular damage, clean out blocked arteries,
and even regrow new organs and limbs. At the far
end of the technology's limits, even a slowing or

complete halt of the natural aging process seems
possible. Even acne, that eternal teenage scourge,
could be eliminated through a nanomachine
"cream" that cleaned out individual pores.

Some of what Drexler and company envisage
seems pretty far-fetched. It seems highly unlikely
that custom, nanomachine-built underground rail­
ways will ever become common, much less replace
the automobile. And other possibilities lie so far in
the future that their mention here treads the bor­
der between speculation and fiction. And as with
almost any work championing a previously
unknown concept, Unbounding the Future is far
better at outlining the vast possibilities of nan­
otechnology than at examining some of its equally
daunting problems. While there are two chapters
devoted to addressing these issues, both fall some­
what short.

In the first, "Limits and Downsides," the
authors make a good case for the long-term bene­
fits of nanotechnology for almost everyone in the
world. However, in doing so they gloss over many
of the mid-term dislocations it will create. For
example, what happens to developing nations
when the West not only leaps ahead in industrial
productivity, but no longer needs either the raw
materials or the labor the Third World previously
provided?

In "Safety, Accidents, and Abuse," the authors
ably demolish most of the doomsday scenarios
associated with nanotechnology, but are less suc­
cessful with addressing the possibilities of abuse.
For example, the issue of privacy is only briefly
touched on (imagine the surveillance potential of
nano-bugs and cameras in the hands of a KGB).
Although they do note that strict controls on
research would only succeed in driving nanotech­
nology underground or to less regulated nations,
they still place entirely too much confidence in the
ability of international regulators to slow the
spread of nanotechnological weapons. If Saddam
Hussein's sprawling nuclear weapons program
could go largely undetected by the world commu­
nity, the idea of preventing the spread of weapons
that can be built in something far smaller than a
high school science lab seems hopelessly naive.

Still, all these are minor flaws in a book that tries
to map territories others have not even begun to
explore. As the authors point out, nanotechnology
offers us the possibility to trade old problems for
new. If even a fraction of what Drexler and com-



pany envisage comes to pass, the nanotechnology
revolution will change the lives of our children as
radically as the computer revolution has changed
our own, and as the industrial revolution changed
our ancestors' almost 200 years ago. D

Mr. Person is former editor of Citizens' Agenda.
His work has appeared in National Review, Reason,
and other magazines.

IMPOSTORS IN THE TEMPLE
by Martin Anderson
Simon & Schuster, 1230 Avenue of the Americas, New
York, NY 10019 • 256 pages • $22.00.

Reviewed by David M. Brown

A few decades ago, when Martin Anderson
was but a grad student, he engaged (just
once) in the kind of academic game he

has now written a book to decry.
Anderson submitted a paper on trade relations

for a course on international economics. It was a
straightforward, descriptive treatment-no "theo­
ry," no mathematics. The paper earned a B rather
than an A, because, as his professor scribbled next
to the grade, it was "empirical." His paper sadly
"didn't have it."

What was "it"? Anderson took a wild guess, and
his next paper, also slim on theory, rippled with
intimidating mathematical equations. "I handed
that paper in with a certain foreboding. The theory
was so simple, so trivial, that, if clearly understood,
it could be laughed at. But, on the other hand, 1
was confident that [Professor] Kindleberger
would not understand the mathematical equations
1had used in the exposition ofmy 'original theory.'
A few days later I got my grade: an A, with the
written comment, 'I like it' .... That was the last
mathematical, 'original theory' article 1 ever
wrote."

But others play the same game-Anderson calls
it "the glass bead game"-without allowing any
passing twinges of self-reproach to stop them.
These are the professors who fill the academic
journals with calculus-crammed elucidations of
the trivial or incomprehensible for the sake of
stuffing resumes, impressing indexers, and secur­
ing a firmer grip on the next rung of the ladder of
academic success. These are the professors who
shirk teaching, ruthlessly exploit their grad stu-
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dents, and squelch academic freedom in the name
of political correctitude. Yes, there are still many
individuals of integrity in our universities, men and
women who produce worthy scholarship and are
effective and dedicated teachers; but by Ander­
son's reckoning they are an endangered breed.
The institutional pressures for conformity are
overwhelming.

Most of Anderson's major contentions about
the rot in higher education have already been
aired in works like The Closing of the American
Mind, Profscam, and Illiberal Education; there has
been some debate about what these books have to
say, but not yet enough to actually change things.
Like all lumbering, entrenched bureaucracies, our
colleges and universities are slow to reform.
Hence, the more polemical kicks in the pants crit­
ical observers can give them, the better. And
Impostors in the Temple does have quite a number
of useful insights and observations to offer.

Anderson begins his investigation by distin­
guishing between two major types of intellectuals
in our culture: the "academic" and the "profes­
sional" (or what George H. Smith would call the
"market intellectual"). While there is some over­
lapping between the two groups, they are generally
somewhat standoffish toward one another. The
academic intellectual is tenured, insulated, simul­
taneously protected from the discipline of the mar­
ketplace and at the mercy of his institutional cul­
ture. If he plays by the rules, he need not worry
about satisfying the customers. The "professional
intellectual," on the other hand, though he may be
as arrogant as any denizen of the lumpenprofes­
soriat, must offer some ostensible value to his audi­
ence; he cannot afford merely to rack up glass
beads in some unread journal, or mumble a dis­
jointed lecture and go home. And however wrong­
headed the professional intellectual may be, he
tends at a minimum to be intelligible.

But how did the academic intellectual get to be
so, well, academic (in the pejorative sense of the
term)? A major impetus to the decline in standards
has been the mushrooming of university enroll­
ment since the 1960s. This engendered a corre­
sponding increase in the demand for professors to
teach all the new students. Only a certain small
percentage of the general population, however,
has both the intellectual capacity for scholarly
studies and the patient temperament essential for
teaching young and untutored minds. So, with the
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sudden increase in demand for professors, stan­
dards were trimmed. Then they were trimmed a
little bit more. Finally, anyone willing to comply
with all the academic rigmarole was accepted into
the club. The influence of public funding, much
expanded over the years, should also be men­
tioned, for it made it increasingly feasible for the
university culture to ignore once venerable obliga­
tions to students and to scholarship.

Anderson also explicitly points the finger at
"intellectual pace-setters." In the end, though, he
gives too little attention to the influence of philo­
sophical currents, which certainly have been flow­
ing for much longer than a few decades, and which
ultimately do shape institutional trends. For this
philosophical background, one has to go to books
like Allan Bloom's The Closing of the American
Mind or Leonard Peikoff's Ominous Parallels.
Without that background the games academicians
play are incomprehensible. Why, for example, is
mathematics so widely insisted upon as crucial to
argumentation in the social sciences? There's
more involved here than a tacit conspiracy among
academic hacks; there is also the legacy of the sci­
entistic urge to apply the methods of the physical
sciences, which investigate regular phenomena, to
the study of the much less predictable activities of
persons. Perhaps, though, expediency and philo­
sophical error are comrades-in-arms, each abet­
ting the other. Inscrutable jargon helps protect the
perpetrators not only from the public, but from
one another; nobody wants to be the first to admit
a failure to understand.

Anderson has written a good book, if not a
ground-breaking one. His personal experience is
invaluable in fleshing out our picture of the mod­
ern-day university, showing us just how pervasive
and ingrained the corruption has become-to the
point where even the most outrageous deeds are
met with indifference or hasty rank-closing. To
combat this situation, he offers a constructive
laundry list of reforms: "change the Ph.D. pro­
cess," "stop athletic corruption," "end faculty
tenure" ("the corrupting influence of a guaranteed
job for life far outweighs any arguments in support
of the idea"). The problem is not coming up with
the right reforms, however, but getting them
implemented.

How can tenure be ended, for example? Ander­
son is willing to let those who already have it, keep
it, in a kind of grandfather clause. But then we

would have a two-tiered academy, with untenured
newcomers constituting a sort of second class, and
perhaps a rather bitter one. Yet Anderson seems
right to argue that it is hardly workable to strip
tenure from those who have had it and counted on
it for many years, at least not in the present con­
text. This implies the need for a larger reform: get­
ting government out of higher education and forc­
ing our universities to be more competitive.

Whatever the best answers are, there's a long
haul ahead. By asking many of the right questions,
Impostors in the Temple helps us draw a road map
to a saner future. 0

David M. Brown is a free-lance writer.

ECOCIDE IN THE USSR
by Murray Feshbach and Alfred Friendly, Jr.
Basic Books, Harper Collins, 10East 53rd Street, New York,
NY 10022 -1992 - 376 pages - $24.00

Reviewed by Matthew Hoffman

T hat Communism in Russia failed is an
undisputed fact, but for the most part
knowledge of its demise has come to us in

vague and fragmentary images. We are familiar
with the notion that the system collapsed under
the weight of its "internal contradictions" (i.e., the
impossibility of profit and loss calculation, first
pointed out by Ludwig von Mises), and we know
that central economic planning impoverished the
Soviet people. But the reality that lies behind the
political upheavals in the Eastern Bloc has been
hidden for years behind false government statistics
and propaganda. In recent years, however, the
media have gained access to more reliable infor­
mation. The ruins of the Soviet empire have been
opened to reporters, and more accurate statistics
are being kept. In Ecocide in the USSR, two jour­
nalists bring the new statistical data to life with on­
the-scene reporting.

Despite its title, Ecocide is much more than an
environmental horror tale; it is a panoramic look
at man-made human misery. The authors are not
concerned so much with "the environment" as an
end in itself, but with the human environment.
Hence, they focus on the tragic health conditions
in the former Soviet Union.

A piecemeal statistical profile is slowly taking



form. Seventy-five percent of the former Soviet
Union's surface water is polluted, and 25 percent is
completely untreated. Over pne-third of the for­
mer subjects of the Soviet empire live in cities with
air containing five or more times the legal limit of
pollutants. Eighty percent of rural hospitals have
no running water, and half have no sewer connec­
tions. Three-quarters are overcrowded.

The health consequences are staggering. Aver­
age life expectancy, always low, has actually
dropped since the mid-sixties-from 66.1 years to
63.8 years in 1989. Infant mortality runs at 33
deaths per 1000, comparable to that of Malaysia.
In 1990, only half of those eligible for the draft
were healthy enough to serve.

Much of the problem lies in the corruption that
pervaded the Soviets' politicized society. The Sovi­
ets boasted ofan abundance of licensed physicians,
but many of them bribed their way through medi­
cal school. As a result, 40 percent of medical
school graduates cannot read an electrocardio­
gram, and half of working pediatricians are "com­
pletely ign<?rant about the properties of 16 widely
used drugs." In one region of Turkmenistan, 70
percent of obstetrician-gynecologists lack surgical
skills, and half of their patients died in operations
as a direct result.

The authors tell of one woman who paid 300
rubles in bribe money to receive a modicum of
care at a maternity hospital when she gave birth in
1987. She received no additional attention, and no
gynecological examination afterward. Other
mothers learned to circumvent the system of
"free" medicine through the black market, bribing
medical personnel for syringes, sterilizing equip­
ment, and medicines they could administer them­
selves.

Ecocide also examines the problems facing
Soviet agriculture and heavy industry, painting a
.bleak picture of the laborer's existence in what
once was touted as a "worker's paradise." Pesticide
use on the Soviets' collective farms was so mis­
managed that many workers succumbed to pesti­
cide poisoning while in the fields. Industrial work­
ers fared much worse; in some steel-smelting
plants the fumes from the primitive open-hearth
furnaces were so thick that employees couldn't see
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one another and had to grope around. Ironically,
Soviet Communism actually created the very con­
ditions its advocates had imputed to 19th-century
capitalism. While life spans and health conditions
advanced rapidly in market economies, Soviet liv­
ing standards stagnated and workers toiled in what
the authors, echoing William Blake, call "dark,
satanic mills." Dickens and Sinclair together could
not have painted a bleaker picture.

Rampant alcoholism, a major detriment to
human health in the USSR, grew out of the spiri­
tual malaise of Soviet life. Soviets turned to the
bottle as their principal form of escape in many
communities. In one village an average adult con­
sumed 60 bottles of vodka a year. Some estimate
that 30 million Soviets were chronic drunks in
1989, and on-the-job intoxication was a major
social problem.

Ecocide is valuable not only as an indictment of
Communism, but of environmentalism, which
blames economic growth for human health prob­
lems and prescribes central planning as a cure for
environmental ills. The authors note that the Sovi­
ets needed something far beyond the healing arts:
a healthy standard of living. In the midst of the
accelerating economic failures of the 1990s, the
basic indices of Soviet daily life-income, food,
and housing-all pointed down, not up. Poor
nutrition alone eroded overall public health and
jeopardized the survival chances of many newborn
children.

The authors properly attribute the problems of
the Soviet economy to Communism's inability to
perform cost calculations. Although they refuse to
dismiss the possibility of central planning, they
note that "without a market mechanism to deter­
mine the value of credit, goods, and services, [the
planners] assigned arbitrary costs and prices to
capital, labor, raw material, and equipment."

Ecocide is a valuable addition to the growing lit­
erature on Communism's demise. Freedom
affords us not only economic prosperity and digni­
ty as individuals; it also brings a cleaner, healthier
society. D

Matthew Hoffman is an adjunct policy analyst at the
Competitive Enterprise Institute in Washington, D. C.
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On September 6, 1991, the Cato Institute broke ground for its new six­
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150 seat auditorium, media room, and research library-will make it
easier than ever for Cato to spread its message of individual liberty, free
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