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PREFACE

T hisbook isthe product of alabor of love extending
over many years. | conceived of it as an explicit
project at least as far back asthe spring of 1977, when |
madeaseveral -page-longlist of themajor pointsitwould
contain. Although | was eager to beginwriting it at once,
one thing after another interfered, the most important
being finding a publisher for my previous book The
Government Against the Economy, which | had only
recently completed. Asaresult of thisand aconsiderable
variety of lessimportant projects, | was not able actually
to begin work on the present book until sometime in
1981.

In that year and the next, | completed the first draft of
what are now the Introduction and first three chapters.

In 1982, my wife Edith Packer and |, together with our
friend Jerry Kirkpatrick, founded what later became
known as The Jefferson School of Philosophy, Econom-
ics, and Psychology (TJS). | agreed to deliver eight
lectureson the institutions and functioning of acapitalist
society for TJS's first summer conference, which was
held the following year on the campus of the University
of Cdifornia, San Diego. Those lectures, which were
fully written out, congtituted the first draft of what are
now Chapters 4 and 9 and the first part of Chapter 5.

The writing out of my lectures for succeeding TJS
summer conferences in 1985, 1987, and 1989, which
were a so held on the UCSD campus, represented drafts
of what are now chapters 11 and 13-17.1 My 1986 TJS
Fall seminar lecture was the first draft of what is now
Chapter 20, which bears the same title as the lecture,
namely, “ Toward the Establishment of a Capitalist Soci-

ety.” Thus, this book is a lasting legacy of the TJS
conferences and seminars.

By 1990, my progress on the book had decisively
outstripped my lecture preparations and | was using
material from the manuscript as the substance of my
lectures.? By thistime, | at last had a complete draft of
the book, which included an updated and expanded ver-
sion of The Government Against the Economy as Chap-
ters6-8. Extensive editing, reorgani zation, and rewriting
occupied another five years, with the result that the work
that isoffered now isaswell organized, well-written, and
clear as| have been able to make it.

| want to say that a very important element in the
pleasure | have derived from the writing of this book
rested on my use of a personal computer. When | wrote
The Gover nment Against the Economy and when | began
writing thisbook, | experienced it asme, afountain pen,
and ayellow legal pad against theworld. | fully believed,
of course, that the pen is mightier than the sword and that
with my pen | would ultimately prevail. But however
mighty is the pen, the personal computer isfar mightier.
Andevery morning, sincethefall of 1983, when | entered
my officeand sat down at my desk | would eagerly watch
my computer as it went through its startup routine. My
thought was, in effect, “ Hereisthiswonderful, extremely
powerful machine that ismy aly inthework | am doing
and that makes the doing of it so much easier and more
enjoyable.” To me, asawriter, the personal computer is
the greatest of al the remarkable goods supplied by
capitalism, surpassing even the persona automobile in
itscontribution to the ease and enjoyment of life. Without
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Xl CAPITALISM

it, the writing of thisbook would probably not have been
possible.

On avacation early inthe course of writing thisbook,
| read aWestern novel by thelate LouisL’ Amour. | don’t
remember the story itself, but one brief portion of the
novel has stood out in my mind ever since and was a
significant help to me in the rest of my writing. It was
about the journey of pioneers traveling west in covered
wagons, and described how on some days they would
make so little progress that after a whole day’s march,
they could still see the remains of their campfires of the
night before. The important thing to those pioneers,
L’ Amour stressed, wasthat each day they did make some
progress—they alwaysfinished the day further west than
they began it. This became an inspiration to me on al
those days when the end result of many hours of work
was that | had gotten only a few paragraphs beyond
where | had finished the night before. At those times, |
contented myself with the knowledge that &t least | was
that many paragraphs further ahead and that | was till
moving “west,” so to speak. In retrospect, | think of
things somewhat more humorously, and say to myself,
“Even if you average just half a page a day, after five or
ten yearsit adds up.”

| said that | conceived of this book as an explicit
projectin 1977. It wasanimplicit project long beforethat
time. It is the culmination of practically a lifetime of
concern that | have had for the protection of property
rights and for the right of individuals personally and
selfishly to enjoy dl the prosperity they can peacefully
achieve. | remember identifying asaboy of no morethan
ten or eleven years of age that what the tenants and city
government of New York, which is where | then lived,
were doing with the property of thelandlords of that city,
by means of rent control, was exactly the same in prin-
ciple aswhat schoolyard bullies often did with my base-
ball or footbal—namely, seize it against the will of its
owner and arbitrarily useit for their own pleasure, with-
out a thought for the rights of the owner, mine or the
landlords'.

From that early age, | was very much aware of a
widespread contempt and hogtility toward property rights
and property owners—a contempt and hostility mani-
fested in such comments asthe one | heard alittle later
from a junior high school teacher that she did not care
about the fact that there were people paying ninety
percent of their incomes in taxes (which was then the
maximum federal surtax rate), “ because they still had a
lot left.” When | encountered the same attitude of con-
temptuous philosophic indifference to the violation of
property rightsin one of my own close relatives, | came
to the conclusion that property rights were very muchin
need of defense, and that | must write a book on their

behalf. | actually set out to write such abook at thetime,
and succeeded in putting together about one or two
paragraphs.

It was clear to me that such contemptuous attitudes
and the violations of property rights that they supported
were contrary to everything that the Declaration of Inde-
pendenceand Constitution of the United Statesstood for,
which above all was the right of the individual to the
pursuit of hisown happiness, whichincluded hismaterial
prosperity and enjoyment of same. Indeed, my first seri-
ous professional ambition, which | held around the age
of twelve, wasto become aCongtitutiona lawyer, so that
| might best defend that right.

| can trace my admiration for the United States' Con-
stitution back to about the age of five. | remember early
in World Wer 11, asking my father why the United States
deserved to win dl the wars it had ever fought, as well
as the one it was now in. He answered that the United
States was the world's best country. And when | asked
what made it the world's best country, he answered “the
Congtitution.” | don’t know what understanding | could
have had of such an abstraction at that very young age,
but | am quite sure that very early, at least implicitly, |
grasped that the Constitution was a body of principles
controlling the behavior of the government of the United
States and defining the character of that government as
good. The Constitution, | came very early to understand,
made the United Statesthe world's best country because
it created a government that, totally unlike the govern-
mentsof the countriesof Europe andtherest of theworld,
did not harass its citizens, but instead left them free to
pursuetheir happiness. This, | understood, waswhy both
pairs of my grandparents had come to the United States
and why all the immigrants, starting with the Pilgrims,
had cometo America. | wondered why dl other countries
did not adopt the Constitution of the United States.

Until the age of eleven or twelve, | took for granted
that practically every American recognized the value of
his country because he loved its freedom and supported
the principles on which the United States was based.
Based on my reading of editorias and columnistsin the
Hearst Press, thenrepresented in New York by The Daily
Mirror andthe Journal American, | thought that now that
the Nazis had been defeated, the only exceptions were a
handful of communist or socialist crackpots.

| had had an inkling, a the age of ten, that this
sanguineview of things might not bealtogether accurate.
This occurred when someone pointed out to me that the
paper currency of the United States had imprinted on it
a promise to pay the bearer on demand the number of
dollars on the face of the bill, that until 1933 this had
meant a promiseto pay thosedollarsin gold coin, which
was the money of the country affirmed by the Constitu-
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tion, but now meant the utter absurdity of paying the
bearer merely the very same kind of paper notes that he
already possessed. | was astounded that such an obvious
absurdity was tolerated—that it was accepted routingly,
everyday, by everyone, without protest.

My cheerful confidence in the popularity of individ-
ua freedom did not begin to erode, however, until |
reached junior high school. There, after a few months
attendance, | cameto the conclusion that adisproportion-
ate number of the communist and socialist crackpots |
had read about were to be found among my teachers. In
addition to numerous such remarksby teachersastheone
| described above, | encountered teachers who openly
confessed to being socialists, including one who regret-
ted that he lived just inside the border of a conservative
Republican’s congressional district because if he lived
across the street he could have voted for Representative
Vito Marcantonio, then the most far-leftwing member of
Congress. The same man described the Soviet Union as
a great experiment. He and his colleagues dismissed
questions that challenged any of their interpretations by
referring to the presumed size of the bank account or
stock portfolio of the questioner’s father. | clearly re-
member this man’s response to what | thought was an
astonishing fact that al by itself proved the value of the
United Statesand what it stood for, afact which | happily
conveyed to my classmates in the seventh grade in an
ora report, and which | had learned from a motion-pic-
ture documentary shortly before. This was the fact that
with only six percent of the world's population, the
United States produced fully forty percent of theworld’s
annual output of goodsand services. Theman'sreply was
yes, but so what; ten percent of the country’s population
owned ninety percent of its wealth.

| soon realized that no one | knew, neither other
students, nor any of the adults| knew, wasableto answer
the leftwing arguments | was encountering daily at school.
For atime, | thought, the explanation was that this was
New York City. The people here have beenintellectually
corrupted. But therest of the country isstill full of people
who support the principles of individual rights and free-
dom and know how to defend them. Over the next two
summers, | learned that the problem was nationwide. |
made this discovery as the result of my experiencesat a
vacation camp in Maine, where | met a wide variety of
college students from al over the country who were
working as camp counselors, as well as occasional local
citizens. The college students too included a goodly
proportion of self-confessed “socia democrats.” | re-
member one of them telling me with obvious contempt
how ignorant the parents of many of the campers were.
They had beento seealocd production of aplay by George
Bernard Shaw that madetheir type of peopleitstargets, and

they dl loved it.

Therewasaflood of |eftist argumentsagainst individ-
ual rights and freedom, and nowhere were there answers
being given, at least nowhere that | had found. | reluc-
tantly came to the conclusion that the principles of indi-
vidua rights and freedom enshrined in the Declaration
of Independence and Constitution had largely lost their
influence on the American peopl e and that these glorious
documents themselves were on the way to becoming
items of merely historical interest, rather than living
documents controlling the conduct of our country’sgov-
ernment.

It quickly became obviousto me, from the arguments
of my teachers and the college students | met, and from
those even of my own dentist, who favored socialized
medicine, that what gave rise to the contempt for prop-
erty rights and property owners, and the readiness to
discard everything that the United Statesasacountry had
stood for in defending thoserights, wasaset of economic
beliefs. Respect for property rights, it was held, was
tantamount to respecting the right of a handful of capi-
talist exploiterstoimpoverish the massesby paying them
starvation wages on the one side while charging them
outrageous, monopoly prices on the other. Respecting
the rights and freedom of businessmen and capitalists, it
was claimed, was al so the cause of terrible depressions
and mass unemployment, as well as the cause of unsafe
food and drugs, child labor, sweat shops, poverty in old
age, wars, and countless other evils. Again and again, |
saw, the assault on property rights was based on ideas
about economics. It wasideas about economicsthat were
destroying the concepts of individual rightsand freedom.
And, thus, by the age of thirteen, | gave up my ambition
to become a Constitutional lawyer and began the study
of economics instead.

| undertook the study of economics for the explicit
purpose of finding economic arguments in defense of
individual rights, i.e., property rights. In my first year of
study, with the aid of a dictionary by my side, | read
substantia portionsof Adam Smith’sTheWealth of Nations
and David Ricardo’'s Principles of Political Economy
and Taxation, as well as the whole of a book on the
history of economic thought. | started with Smith and
Ricardo in the belief that their books would provide the
arguments | was seeking, for they had the reputation of
having been the leading defenders of capitalism in the
system’s heyday. Although my mature evaluation of
them is that they do in fact have some very important
things to say in the defense of capitalism, | was greatly
disappointed in them at the time, because it seemed to
me that with their support for the labor theory of value,
they served merely to prepare the ground for Marx.3
None of the other authors described in the book | read on
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the higtory of economic thought appeared to offer any
serious arguments in defense of capitalism.

| turned to browsing the card catdog of the public
library for any author who might be a defender of capi-
talism and from whom | might learn something. In my
search, | cameacross Capitalism, Socialism, and Democ-
racy by Joseph Schumpeter, and Capitalism: The Cre-
ator by Carl Snyder, both of which books| quickly gave
up on. | considered Schumpeter valueless as soon &s |
came across his statement that while socialism looked
better than capitalism on paper, capitalism had proved
superior to socidism in practice. To me this meant that
Schumpeter was saying that socialism seemed better as
far as we could think and speak about it, but that some-
how, for reasons that we could not understand or verbal-
ize, capitalism turned out to be better in the real world.
That was not what | was |ooking for, which was to know
why capitalism wasright in theory, and not just in some
realm of practicethat could not be understood in theory.
| immediately gave up on Snyder for essentially the same
reason—namely, his book appeared to be largely de-
scriptive and statistical and to have little or nothing to
say in the essential realm of conceptual understanding,
i.e., of theory. | experienced great disappointment even
in Thomas Jefferson, when | read that he thought that the
preservation of an agricultural society was essential for
liberty. | realized that the modern world depended vitally
on such things as steel millsand all other forms of heavy
industry, and | wanted authors who would defend indi-
vidual rights in that context.

At the age of fourteen, | discovered William Stanley
Jevons's The Satein Relation to Labour and The Theory
of Palitical Economy.* While the first of these titles
began with mgjor concessions on the side of government
intervention, the substance of the book was a brilliant
analysis of the destructive consequences of |abor unions.®
The second was an exposition of the theory of marginal
utility, which | valued greatly, inasmuch asit seemed to
provide an essential part of the answer to Marxism—
enough, at least, to convince methat Marx and all of my
Marxist high-school teachers were wrong in economic
theory.

During this period, | had come to subscribe to a
fortnightly magazine called The Freeman. At that time,
Henry Hazlitt played a major role in writing the mag-
azine’'seditorialsand in determining its content. So long
as he continued in that role, | found the magazine so
valuable that | read every issue from cover to cover.

It was in one of the early issues of The Freeman that
| had my first exposure to the writings of Ludwig von
Mises. It was his essay “Lord Keynesand Say’'s Law.”®
From reading the essay, | could see that Mises knew the
history of economic thought and that he was presenting

astrong, self-assured position in defense of an important
and relatively complicated aspect of the functioning of
capitalism, a position that Say and Ricardo had taken in
the early nineteenth century, which was that general
business depressions could never be caused by any so-
called excess of production. | knew immediately that
here was a man | must read further. And, a few months
later, at the age of fourteen, | borrowed his classic So-
cialismfrom the public library.” Unfortunately, the book
wasthen beyond meand | wasnot ableto gain very much
from the parts | attempted to read. But less than a year
later, with some of the money | had been given on my
fifteenth birthday, | bought Socialism and over the com-
ing months had one of the very greatest intellectual
experiencesof my life, beforeor since. Intheintervening
months since my previous attempt, my mental powers
must have grown the intellectual equivalent of the sev-
eral inches that boys of that age are capable of growing
in such a short time, because | was now able to under-
stand avery great deal of what | read. And what | read
filled me with a sense of utter enlightenment.

Mises argued that real wages were determined by the
productivity of labor, which in turn depended on capital
accumulation, which was accomplished by the saving
and investment of businessmen and capitalists and was
undermined by progressive income and inheritance tax-
ation. He explained the operations of the price system
and showed that the businessmen and capitalistswere not
alaw unto themselves but, in order to make profits and
avoid losses, had to produce the goods the consumers
wanted to buy. He showed how price controls destroyed
the price system and resulted in the establishment of de
facto socialism, of which Nazi Germany was the leading
example. He explained why socialism had to fail eco-
nomically, because of itslack of markets and consequent
inability to have a price system and thus to perform
economic calculations. He showed how political free-
dom depended on economic freedom and thus why so-
cialism, with its utter lack of economic freedom, was
necessarily a system of dictatorship. He showed how
under capitalism, the privately owned means of produc-
tion operated to the benefit of the great mass of nonown-
ersof themeansof productionto almost asgreat an extent
asthey didto the benefit of the ownersand that economic
progress, based on the profit motive and saving and
capita accumulation, brought about a steadily rising
standard of living of the nonowners. He showed how the
law of comparative advantage made room for virtually
everyone, however unskilled, to participate in the great
world-embracing system of division of labor and to
obtain dl of its essential benefits. He showed that unem-
ployment and the consequent inability of people to par-
ticipateinthedivision of labor wastheresult of government
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interference with the height of wage rates. He showed
why the economic interests of al individua sand groups,
of al countries, races, and economic classeswere funda-
mentally harmonious and were made to conflict only by
means of the adoption of the irrational ideologies of
nationalism, racism, and Marxism and the policies of
government intervention based upon them. He demon-
strated that the existence of society—a division-of-labor
society—and of dl the other people who participated in
it, was in the material self-interest of every individual,
and thus that there was a profoundly rational, self-inter-
ested basisfor socia cooperation and such ethical norms
as not killing or injuring other people.

These essential points were amplified and additional
major argumentswere added to themin hisother writings
then available in English, above all, Human Action and
TheTheory of Money and Credit, aswell asPlanning For
Freedom, Bureaucracy, and Omnipotent Government, al |
of which | read over the next three years. In these other
works Misesadded vigorous defenses of the gold standard,
brilliant anayses of inflation, compeling demonstrations
that depressions were the result of government-spon-
sored credit expansion, and much else besides. Reading
Mises on arandom day, | would encounter such brilliant
observations as that even if a chorus of people were
simultaneoudly to say “We,” it would still beindividuals
who were saying it, which served asan illustration of the
fact that collectives and groups of any kind had no real
existence gpart from the individualswho comprised them;
that high profits provided not only anincentive to stepped-
up investment, but a so the means of stepped-up invest-
ment, inasmuch as the high profits would themselves be
largely reinvested; that war and division of labor were
incompatible, inasmuch aswar represented asituation of
the baker fighting the tailor, with the result that both
parties were deprived of vitd supplies, that democracy
was necessary as the means of making possible peaceful
changes in government, so that a dissatisfied majority
would not haveto resort to revol ution or civil war to have
itsway; and so on. Looking back, | do not recall asingle
paragraph of von Mises that did not serve as an inspira-
tion to my own thinking, even in the cases (which were
relatively few) in which | ultimately came to disagree
with him.

Miseswas clearly the man whose writings | had been
searchingfor. Here at | ast was agreat, articulate defender
of the economic ingtitutions of capitalism, who wrote
with al the power that logical argument could provide
and with the authority of the highest level of scholarship.
(Socialism and Human Action abound with references
and quotationsin German, French, Latin, and Greek.8)

One of the great good fortunes of my life, that pro-
foundly contributed to my subsequent intellectual devel-

opment, was to be invited by von Mises to attend his
graduate seminar at New York University. | received this
invitation shortly after my sixteenth birthday, in the last
part of my senior year in high school. It came about as
the result of a meeting, arranged by The Foundation For
Economic Education, between Mises, myself, and Ral ph
Raico, who was then a felow student of mine at the
Bronx High School of Science (Raico is now Professor
of History at the State University of New York, Buffalo).
After several hours of conversation, spent mainly an-
swering our questions, Misesinvited us both to come to
his seminar—provided (in referenceto our extreme youth)
that we did “ not make noise.” We both eagerly accepted
his invitation and began attending the very next week.

The format of the seminar was that each semester it
was devoted to some topic of specia current interest to
von Mises, such as inflation or the epistemology of
economics. It met on Thursday evenings from 7:25 to
9:05 PM, and, for most of the period inwhich | attended,
at the Gallatin House, which was a fine old town house
(once the home of the British consul) located at 6 Wash-
ington Square North, in New York’s Greenwich Village.
It would open each evening with Mises himself speaking
fromafew notesfor about twenty minutesto half an hour,
followed by a general, cross discussion among the vari-
ous seminar members who wished to participate or who
Mises occasiondly called upon. Often, a portion of the
discussion was devoted to some paper that a seminar
participant had prepared for the occasion.

| regularly attended the seminar for about seven and
a half years, through the remainder of high school, all
through my college years at Columbia University, and
then asan enrolled student inN'Y U’ s Graduate School of
Business Adminigtration, which was where Mises taught.
| stopped attending only when | myself began to teach
and had a class of my own to conduct on Thursday
evenings.

At the seminar, | had the opportunity of hearing many
observations by Mises that were not in his books that |
had read. Equally important, | had the opportunity of
asking him questions. Uncharacteristically, | didnot raise
any questions until after | had been in attendance for
about a year and a half. Thereafter, | became a full-
fledged participant, often being assigned papersto write
and deliver.

My most outstanding memory of the seminar is that
of Mises himself. | aways experienced a heightened
level of awareness when he entered the room and took
his seat at the seminar table. What | was acutely aware
of wasthat here, just afew feet away from me, was one
of the outstanding thinkersin all of human history.

One of the things Mises stressed in his seminar was
theimportance of knowing foreignlanguages. Oneof the
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reasons he gave for this was the frequent inadequacy of
trandation. In this connection, | was very surprised to
learn that he was unhappy with the trand ation of Social-
ism.

| accepted his injunction to learn foreign languages
and because therewereimportant writings of hisown not
yet trandated, as well as important writings of Menger
and Béhm-Bawerk, hispredecessorsintheAustrian school ,
| put the opportunity | had of studying German at Colum-
bia College to very good use. | wholeheartedly plunged
into freshman and then sophomore German and memo-
rized every new word | came across, sometimes to the
extent of fifty or ahundred wordsaday. | memorized the
declension of every mode noun and the conjugation of
every model verb, in every tense, mood, and voice, for
every person, and every model sentencethat | found. The
result was that in the Christmas vacation of my sophomore
year, | dared to trandate a chapter of his Grundprobleme
der National Skonomie (Epistemological Problems of Eco-
nomics) and then show it to him. Although he had some
mi sgivings, he supported my application for agrant from
theWilliam Volker Fund to translate the remainder of the
book over thefoll owing summer. | obtai ned thegrant and
the next summer accomplished the trandlation at Colum-
bia’'sButler Library. | trandlated four pagesaday, Monday
through Friday, and three more on Saturday, for ten
weeks, until the whole book was done. | worked from
ninein the morning until seven inthe evening during the
week, and from nine until five on Saturdays. When |
finished, | typed the manuscript and had copies of it in
the hands of the Volker Fund and Mises well before
Columbia’sfall semester began. | know that both he and
the Volker Fund were very favorably impressed, because
heurged meto translate Heinrich Rickert’ s Kulturwissen-
schaft und Naturwissenschaft, which he considered a ma-
jor answer to logical positivism, over the next summer,
and, when | appliedforagranttodoit, | got animmediate
favorable response. Both trandations were published a
few yearslater by D. Van Nostrand, the latter under the
title Science and History. | have to say that trandating
Mises, and being well paidtodoit at that, was absolutely
the most fabulousthing | could think of doing at thetime,
and to this day, | count it as a major accomplishment of
my life.

Some of the credit for my having had the courage to
start the trangdlation bel ongsto the late Murray Rothbard,
whom | met when | entered the seminar and became close
friendswith over the next five years. (Other members of
the seminar when | arrived on the scene were Hans
Sennholz, now President of the Foundation for Eco-
nomic Education, and hiswife Mary; Israel Kirzner, now
a Professor of Economics at New York University; Pro-
fessor William H. Peterson, then of New York University,

and hiswife Mary; and Percy Greaves, who later wrote
Understanding the Dollar Crisis,® and his wife Bettina
Bien Greaves, then and now a staff member of the
Foundation for Economic Education. Prominent more or
less frequent visitors to the seminar were Henry Hazlitt,
then a regular columnist for Newsweek as well as the
author of numerous books, the best known of which is
Economics in One Lesson,10 and Lawrence Fertig, who
at the time was a columnist for the New York World
Telegram and Sun.) Rothbard was then working on his
Man, Economy, and State on a grant from the Volker
Fund and urged me to apply, assuring me that a proposal
to translate Grundprobleme would be considered both
seriously and sympathetically. !

By thetime| had been in the seminar for about ayear,
Rothbard, Raico, and |, were joined by Robert Hessen
(now a Senior Fellow at the Hoover Ingtitution in Stan-
ford) and Leonard Liggio (who later became President
of the Ingtitute for Humane Studies). About a year after
that, Ronald Hamowy (now a Professor of History at the
University of Albertain Edmonton) also joined us. We
amost dways continued the discussions of the seminar
until past midnight, usually at Rothbard' sapartment, and
frequently met on weekends. We informally called our-
selves“ The Circle Bastiat,” after the leading nineteenth-
century French advocate of capitalism, Frederic Bastiat.

At oneof our gatherings, in the summer of 1954, over
three years before the publication of Atlas Shrugged,
Rothbard brought up the name Ayn Rand, whom | had
not previously heard of. He described her asan extremely
interesting person and, when he observed the curiosity
of our whole group, asked if we would be interested in
meeting her. Everyone in the group was very much
interested. He then proceeded to arrange a meeting for
the second Saturday night in July, a her apartment in
midtown Manhattan.

That meeting, and the next one a week later, had an
unforgettable effect on me. In the year or more before |
entered Ayn Rand's apartment, | held three explicitly
formulated leading intellectual values: liberalism (inthe
sense in which Mises used the term, and which actually
meant capitalism); utilitarianism, which was my philos-
ophy of ethics and which | had learned largely from
Mises (though not entirely, inasmuch as | had already
come to the conclusion on my own that everything a
person does is selfish insofar as it seeks to achieve his
ends!?); and “McCarthyism,” which | was enthusiasti-
cally for, because | believed that the country was heavily
infested with communists and socialists, whom | detested,
and to whom Senator McCarthy was causing a major
amount of upset. By thetimel left Ayn Rand’sapartment,
even after thefirst meeting, | was serioudy shakenin my
attachment to utilitarianism.
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Both meetings began at about 8:30 in the evening and
lasted until about five 0’ clock the following morning.
When | was introduced to her, | had no real idea of her
intellectual cdiber. | quickly began to learn her estimate
of herself, however, when | offered her two ticketsto an
upcoming dinnerinhonor of Roy Cohn, Senator McCarthy’s
chief aide, at which Senator M cCarthy would be present.
(I was schedul ed to make a brief speech at the event, and
when | mentioned to one of the event’s organizersthat |
was going to meet Ayn Rand, she asked meto extend the
invitation.) Miss Rand declined the invitation on the
grounds that to get involved as she would need to get
involved, she would have to drop her present project
(which was the writing of Atlas Shrugged) and do for
McCarthy what Zola had done for Dreyfus. | had seen
the Paul Muni movie Zola, and so had a good idea of
Zola'sstature. | don't quite remember how | experienced
the comparison, but it was probably something compa-
rable to the expression of asilent whistle. (After | came
to appreciate the nature of Ayn Rand’ saccomplishments,
a comparison to Zola would seem severd orders of
magnitude too modest.)

At both meetings, most of the time was taken up with
my arguing with Ayn Rand about whether values were
subjective or objective, while Rothbard, as he himself
later described it, looked on with amusement, watching
me raise al the same questions and objections he had
raised on some previous occasion, equally to no avail.

| had a sense of amazement at both meetings. | was
amazed that | was involved in an argument that in the
beginning seemed absolutely open and shut to me, and
yet that | could not win. | was amazed that my opponent
was expressing viewsthat | found both utterly naive and
at the same time was incapable of answering without
being driven to support positions that | did not want to
support, and that | was repeatedly being driven into
supporting such positions.

Neither of the evenings was very pleasant. At one
point—I| don’t know how we got to the subject, nor
whether it occurred at our first or second meeting—I
expressed the conviction that a void must exist. Other-
wise, | did not see how the existence of motion was
possible, since two objects could not occupy the same
place at the same time. Ayn Rand’s reply to my expres-
sion of my conviction wasthat “it wasworse than anything
acommunist could have said.” (In retrospect, recognizing
that the starting point of her philosophy isthat “existence
exists,” | realize she took my statement to mean that |
upheld the existence of “nonexistence” and was thus
maintaining the worst possible contradiction.)

Because of such unpleasantness, | did not desireto see
her again until after | read Atlas Shrugged. However, |
could not forget our meetings and could not help won-

dering if somehow she might be right that values really
were objective after al. | was very troubled by the
implications of the proposition that al vaues are ulti-
mately arbitrary and subjective, as Mises claimed. It no
longer seemed enough that the great mgjority of people
happened to prefer lifeto death, and health and wealth to
sickness and poverty. For if they happened not to, there
would be nothing to say to them that could change their
minds, and if there were enough of them, no way to fight
them, and, worst of all, no way even morally to condemn
any slaughters they might commit, because if al vaues
really were arbitrary and subjective, a concentration-
camp sadist’s values would be as good and as moral as
the vaues of the world's greatest creators.

The years between my first meetings with Ayn Rand
and the publication of Atlas Shrugged spanned my soph-
omore through senior years in college. In that time, |
experienced seriousintellectual doubt in connectionwith
my ability to defend capitalism. What | had learned from
Mises enabled me decisively to answer practically every
argument that had been rai sed against capitalism prior to
1930, which was more than enough to answer my high
school teachers. But my college professors presented a
different challenge. They were teaching Keynesianism
and the doctrine of pure and perfect competition/im-
perfect competition. Mises, | reluctantly had to conclude,
had not dealt adequately with these doctrines.13 At any
rate, these were two major areasin which | found myself
unableto turnto hiswritingsfor thekind of decisive help
| had come to expect from him.

The doubts | experienced in college were not in re-
sponse to any kind of solid arguments, but more in
response to phantoms of arguments that could not be
grasped inany clear, preciseway and that in fact usualy
bore obvious absurdities. This last was certainly true of
the Keynesian multiplier doctrine and of theclaimonthe
part of the pure-and-perfect competition doctrine that
competition implied the absence of rivalry. Despite the
absurdities, all of the faculty and practically all of my
fellow students at Columbia seemed perfectly at home
with the doctrines and absolutely confident of their truth.

If any one concrete can convey the intellectual dis-
honesty of Columbia’s economics department in those
days, it was this. Namely, while neglecting to provide a
single copy of any of the writings of von Mises, or even
so much as mention the existence of any of them in any
of the assigned readings or, as far as | was aware, in a
classroom, the department saw to it that literally dozens
of copies of Oskar Lange's attempted refutation of
Mises sdoctrine on theimpossihility of economic calcu-
lation under socialism were available on open reservein
thelibrary—asan optional, supplementary readinginthe
introductory economics course. 14
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Economics was not the only areain college in which
| experienced revulsion for Columbia's teachings. | had
the same experience in the so-called contemporary civi-
lization courses | had to take, and in history courses. |
know | would have had it in philosophy courses, but |
wisely dropped theoneor two | enrolledin, after thefirst
week. There were, to be sure, things | valued at college,
having greatly gained from them: such as havingto read
the great classics of Western literature, which | would
probably not have done on my own; the freshman En-
glish-composition course, which gave me the ability to
write asolid essay; the German courses; and the mathe-
matics courses. However, with the exception of three of
the mathematics courses, almost al of these were in the
first two years. By the time of my senior year, | had
profoundly soured on Columbia University. | remember
walking the campus and noting the names of the various
buildings: “School of Mines,” “School of Engineering,”
“Philosophy Hall,” and so on. | remember thinking that
the first two served honorable purposes, while the third
served no purpose but the emission of intell ectual poison.

| do not know if my college education could have
damaged my intellectual development permanently. It
did not have the chance. For just a few months after
graduation, Atlas Shrugged appeared.

| obtained a very early copy and began to read it
almost immediately. Once | started it, | could not put it
down, except for such necessary things as eating and
deeping. | was simply pulled along by what | have
thought of ever since asthe most exciting plot-novel ever
written. Every two hundred pagesor so, the story reached
anew level of intensity, making it even more demanding
of resolution than it was before. | stopped only when |
finally finished the book, four days after | had started it.
When | finished, the only thing | could find to say in
criticism, tongue in cheek, was that the book was too
short and the villains were not black enough.

The first thing | got out of Atlas Shrugged and the
philosophical system it presented was a powerful rein-
forcement of my conviction that my basic ideas were
right and arenewal of my confidencethat | would beable
to expose my professors’ errors.

Very soon thereafter, the whole Circle Bastiat, myself
included, met again with Ayn Rand. Wewere dl tremen-
dously enthusiastic over Atlas. Rothbard wrote AynRand
aletter, inwhich, | believe, he compared her to the sun,
which one cannot approach too closely. | truly thought
that Atlas Shrugged would convert the country—in about
six weeks; | could not understand how anyone could read
it without being either convinced by what it had to say
or else hospitalized by a mental breakdown.

The following winter, Rothbard, Raico, and I, and, |
think, Bob Hessen, al enrolled in the very first lecture

course ever delivered on Objectivism. This was before
Objectivism even had the name “ Objectivism” and was
still described simply as “the philosophy of Ayn Rand.”
Nevertheless, by the summer of that same year, 1958,
tensions had begun to develop between Rothbard and
Ayn Rand, which led to a shattering of relationships,
including my friendship with him.15

Shortly after that break, | took Rothbard’s place in
making a presentation in Ayn Rand’sliving room of the
casefor “ competing governments,” i.e., thepurchaseand
sale even of such government services as police, courts,
and military inafreemarket. Astheresult of Ayn Rand's
criticisms, | came to the conclusion that the case was
untenable, if for no other reason than that it abandoned
the distinction between private action and government
action and implicitly urged unregulated, uncontrolled
government action, i.e., the uncontrolled, unregulated
use of physical force. Thiswasthe logical implication of
treating government as a free business enterprise. | had
to conclude that government in the form of a highly
regulated, tightly controlled legal monopoly on the use
of force, was necessary after all, in order to provide an
essentid foundation for unregulated, uncontrolled pri-
vate marketsin all goods and services, whichwould then
function totally free of the threat of physical force. This
indeed, represented nothing more than a return to my
starting point. It waswhat the government established by
the United States Condtitution had represented, and which
| had s0 much admired.

Atthat time, andinlater years, | cameto beinfluenced
by Ayn Rand’sideasin numerousways, thanksin part to
the fact that over the years between 1957 and her death
in 1982, | had the opportunity of frequently meeting with
her and speaking with her extensively about her writings.
The influence of her philosophy extolling individual
rights and the value of human life and reason appears
repeatedly in this book and sets itsintellectua tone. To
be specific, | havefound her treatment of the concepts of
individual rightsand freedom to befar superior to that of
anyone else, and | have taken it over and have applied it
extensively both in Chapter 1 and as the foundation of
my treatment of monopoly as inherently government
created in Chapter 10. In Chapter 1, very much in the
spirit of Ayn Rand, | have shown how the whole of
capitalist development, including thedevelopment of the
panoply of capitalism’sinstitutions from private owner-
ship of land to the division of labor and continuous
economic progress, can be understood as “a self-ex-
panded power of human reason to serve human life.” 16
In Chapter 2, | havemade her viewson therole of reason
in human life, on the objectivity of values, and on the
integration of mind and body essential elements of my
approach to the foundations of economics, that is, to
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man's objective need both for the congtantly growing
supply of wealth that capitdism produces and for the sci-
ence of economics itsalf. Her influence pervades my cri-
tique of environmentalismin Chapter 3. It ispresent in my
discussion of competition in Chapter 9, where | have
adopted her principle of the “pyramid of ability” and
integrated it with the law of comparative advantage. It
appearsin my critique of the doctrine of pure and perfect
competitionin Chapter 10, much of whichwasoriginally
published in The Objectivist under her editorship. It is
also to be found in the epistemol ogical aspects of Chap-
ters11, 15, and 18, that is, in my approach to definitions,
axiomatic concepts, and the epistemologica errors of
Keynes and his followers. Her influence is probably to
be found in some measure in every chapter, at the very
least insofar asit has contributed to an improved ability
on my part to know what isaforceful argument and what
is not. Needless to say, it is very much present in my
treatment of the philosophical influences that led to the
development of capitalist civilization and the current
philosophicd influences that are threatening to destroy
it, and, of course, everywhere insofar as| deal with such
essential matters as egoism versus altruism, individual-
ism versus collectivism, and reason versus mysticism.
Looking back over the past and all that has led to the
writing of this book, | cannot help but take the greatest
possible pride and satisfaction in the fact that along the
way, in having been the student of both Ludwig von
Mises and Ayn Rand, | was able to acquire what by my
ownstandardsat least isthe highest possible* intellectual
pedigree’ that it is possible for any thinker to have
acquired in my lifetime, or, indeed, in any other lifetime.
The year and a hdf or more following my abandon-
ment of the doctrine of competing governments turned
out to be the most intellectualy productive of my life,
and to provide most of what isoriginal in thisbook. The
distinctive intellectual background of that period in-
cluded a long-standing disagreement | had had with
Rothbard concerning whether or not the rate of profit
(“originary interest” in the terminology of Mises) had to
fall in connection with capital accumulation. Rothbard
maintained that it did, as did the overwhelming majority
of economistssincethetimeof Adam Smith. Tome, such
a position seemed comparable to implying the gradual
extinction of the sun asthe necessary accompaniment of
capita accumulation. For it was only the prospect of
profit that provided motivational energy to the entire
economic system. And while Mises's own position on
this subject was unclear, he held another doctrine of
similar import. This was his doctrine of purchasing-
power price premiums in the rate of interest, according
to which the prospect of prices rising at any given rate
added an equivalent percentage to the rate of interest,

while the prospect of prices falling at any given rate
resulted in an equivalent deduction from the rate of
interest. Thusformulated, animplication of thisdoctrine,
| concluded, was that rapid increases in production that
caused arapid fall in prices would result in a negative
rate of interest and thusin alack of all incentive to lend
or invest, and thus in a depression. This conclusion too
was unacceptable to me. It implied the overproduction
doctrine, which Mises himself, of course, totally op-
posed.1’

| compiled a written list of such points, which also
included numerous questions | had come to formulatein
connection with my classes at Columbia and then at
NY U, wherel wasnow enrolled inthe doctoral program.

By thistime, in just a year and two summers, taking
ten two-credit courses in the fall and ten in the spring, |
had aready completed al of the course work for aPh.D.,
but | still had the written and oral exams and the disser-
tation in front of me. My original plan had been to go
straight through for the Ph.D., in the shortest possible
time. Now | found the prospect of the obstaclesthat till
remained to be somewhat more daunting, and so | de-
cided that it would be worthwhile to take a few months
out and obtain an MBA degree. For this, dl | needed to
do was write an MBA thesis.

| decided to choose a topic that would require that |
read only “ good people’—i..e., sound authors. | had come
to the conclusion that because the efforts of proto-Key-
nesians, such as Malthus and Sismondi, had been deci-
sively defeated by the classical economists in the early
nineteenth century, and because nothing like the pure-
and-perfect-competition doctrine had ever even arisenin
the nineteenth century, when classical economicswasin
vogue, there must have been something in classical eco-
nomicsthat served to refute or thoroughly preclude such
doctrinesin thefirst place, and thusthat | should turn to
it once again as a source of knowledge. The thesistopic
| chosewas The Classical Economists and the Austrians
on Value and Costs. This topic required that | read
extensively in Menger, Bohm-Bawerk, and Wieser for
the Austrian views, and not only in Smith and Ricardo,
but also in James Mill, Say, McCulloch, Senior, and J.S.
Mill, for the views of classical economics.

Thisproject turned out to beavery good idea, indeed.
| learned much more about the doctrine of diminishing
marginal utility, including how it subsumes cases in
which prices are actually determinedinthe first instance
by cost of production.18 In reading seven different clas-
sical authors, each one covering essentially the same
ground, and doing so a the age of twenty-one and
twenty-two, instead of thirteen, | was ableto cometo a
genuine understanding of their work. Thisincluded see-
ing how their views on the labor theory of value and the


George G Reisman



Xlviii CAPITALISM

“iron law of wages’ greatly differed from those of Marx,
whose views on these subjects are usually assumed to be
the same astheirs, and that Ricardo’sdoctrinethat “ prof-
its rise as wages fall, and fall as wages rise” did naot,
despite all appearances, actually imply a conflict of
interests between wage earners and capitalists.1® | came
to see, in fact, that very little substantive difference
actually existed between theviewsof Béhm-Bawerk and
those of John Stuart Mill concerning the determination of
the prices of reproducible products.2® Very importantly, |
began to see how the whole contemporary approach of
“imperfect competition” versus “pure and perfect com-
petition” wasaresult of the abandonment of the classical
economists recognition of therole of cost of production
in the determination of the prices of reproducible goods,
a recognition that Bohm-Bawerk and Wieser had re-
tained but all others had apparently lost.2!

What | gained from the extensive reading | had done
in connection with my thesiswent far beyond the subj ect
of valueand costs. Inthe monthsimmediately following,
| knew that | had learned a great deal that had not gone
into thethesis—knowledge that | could then not yet even
explicitly formulate. | felt good about my state of mind
and | am pretty surethat | described my mental condition
to mysdlf asone of being “intellectualy pregnant.”

Back inthe spring of 1958, | had succeeded in formu-
lating to my own sati sfaction aset of conditionsinwhich
capital accumulation could take place indefinitely with
no accompanying fall in the rate of profit. | had tried to
explainit to Rothbard, but without success. That demon-
stration was one element in the back of my mind, before
| even got to the reading for my thesis. My exposure to
principles of actual business accounting, as the result of
having taken a number of courses on investments and
corporation finance in the NYU program, provided an-
other critica element besides what | had learned from
my reading.

InJuly of 1959, it all cametogether. The precipitating
event was my reading an extensive quotation from John
Stuart Mill presenting the proposition that “demand for
commodities is not demand for labour.” This was a
passage | had not read before. It appeared in Henry
Hazlitt's newly published The Failure of the “ New Eco-
nomics.” 2

Very soon thereafter, | had aperiod of five successive
days in which | was able to make one connection after
another and to answer one question after another from
my list. In essence, | had put together, and was able to
hold in my mind all at the sametime, an early version of
what now appearsin thisbook asFigures16-2 and 17-1
and derive a succession of major implications from it.23

| saw how Mill’ s proposition was essential to explain-
ing an excess of the demand for the products of business

over the demand for factors of production by business. It
was only because the demand for “ commodities’—viz.,
consumers goods—was not a demand for labor that the
demand for consumers’ goods could exceed the demand
for labor, and thus that the demand for the products of
businessin general could exceed the demand by business
for factors of production in genera. This excess of de-
mand for productsover demand for factorsof production
wasan essential cause of an excess of salesrevenuesover
costs, and, therefore, of an aggregate profit in the eco-
nomic system. | could see at the same time how with a
given aggregate amount and average rate of profit, based
on a given excess of the demand for the products of
business over the demand for factors of production by
business, both capital accumulation and falling prices
caused by increased production could take place, with,
of course, no effect whatever onthe averagerate of profit.
| could also see other important relationships. In those
fivedays, | wasableto grasp essentia portions of what are
now Chapters 11 and 13-18 of this book. Virtually every-
thing elsethat isin these chapters, and much that isin other
chapters, is an eaboration or further implication of the
discoveries| madeinthosefivedays, thoughinmany cases,
the elaboration or further implication did not occur to me
until much later. Indeed, the process of tracing out the
implications continues down to the present.

As | made the new connections | wrote them down,
sometimes jumping out of bed to do so, lest | forget any
of them. After thefirst fivedays, | had accumulated about
15 pages of notes, the most important part of which was
an elaborate numerical example of the most essential
pointsinaform consistent with the principl es of business
accounting. In Augug, | wrote a hundred-page-plus typed
paper cdled “The Consumption Theory of Interest,”
which | showed to Henry Hazlitt, who, as mentioned,
sometimes attended von Mises's seminar. Hewas gener-
alyimpressedwithit, and, starting with thethird printing
of The Failure of the “ New Economics,” credited me
with an important application | had made in the paper
identifying a simultaneous breakdown of the Keynesian
doctrines on consumption, employment, liquidity pref-
erence, and therate of interest, though he did not refer to
my manuscript specifically.2*

Not long after | made my discoveries, | decided that
they should be the main subject of my doctoral disserta-
tion, which | began to do research for soon after passing
my oral examination in the spring of 1960. For the sake
of thoroughness, | wanted to include not only my own
views, but also acritical analysis of al significant alter-
native views. | set out to follow the example of B6hm-
Bawerk, who had donejust that. Thus, in preparation for
writing my dissertation, | read virtualy al of Béhm-
Bawerk that | had not previoudly read, as well as mgjor
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selections from other authors whose views concerning
therate of profit/interest were prominent, such aslrving
Fisher, Knut Wicksell, and Frank Fetter, aswell as Smith,
Ricardo, other classica economists, and Marx and Keynes.

| began writing the dissertation in May of 1961 and
handed in a 625-page typed manuscript in the fall of 1962.
The title was The Theory of Originary Interest. (At this
time, | ill followed Misesin describing what business-
men and accountants normally describe as profit, and
which| too now refer to asprofit, as” originary interest.”)

In January of 1963, | learned that one of the members
of my reading committee had rejected the dissertation.
In order to gain his approval, it was necessary for meto
eliminate well over half of the manuscript | had submit-
ted, and write approximately thirty new pages at the
beginning and thirty more new pages at the end. (On my
owninitiative, | replaced “originary interest” with*“ profit”
throughout.) The last time | spoke with this committee
member, he said he liked the new version much better
than the original one, except for thefirst thirty pages; he
also said he had not yet read thelast thirty pages. (Some-
time later, | was told that this individua had left the
university to write editorials for The Washington Post.)
My dissertation, asfinally approved, carriesthetitle The
Theory of Aggregate Profit and the Average Rate of
Profit.2>

Thissituation congtituted the onetimeinmy lifewhen
| was seriously disappointed in von Mises. He told me
that he found it amusing that | should receive such
trouble from this particular committee member, whom
heregarded asaMarxist, when what | was providing was
a modernized, more scientific version of the very ideas
that were the foundation of the man’sown beliefs. Mises
believed that because of my resurrection of the classical
economists, | was indirectly resurrecting Marx. (Hap-
pily, he changed hismind on this subject two years|ater,
after hearing my lecture “A Ricardian’s Critique of the
Exploitation Theory.”2% But the same essential material
had been available to him in my original dissertation.)

As much of the preceding makes clear, this book is
very much the product of ideas | first developed over
thirty-five years ago and have been further developing
and elaborating ever since. Over this period, | have
published various portions of my ideas in articles. In

Laguna Hills, Caifornia
June 1996 and March 1997

Postscript, June 1999. The author’ s website www.capi-
talism.net provides extensivelists of study-review ques-
tions and supplementary readings for this book, on a

cases in which | have been unable to improve upon
formulations| presented in those articles, | haveretained
the formulations. A ppropriate acknowledgment is made
to the publications in question in notesto the portions of
the text where the formulations appear.

Here | wish to express my special thanksto Libertar-
ian Press for its permission to include the very lengthy
quotation from Béhm-Bawerk’ s Capital and I nterest that
appears on pp. 414-416.

| have not sought permission from any publisher to
quote passages in cases in which direct quotation is
necessary to prove to the reader that the author in ques-
tion really does hold the views | ascribe to him. Here |
rely on the doctrine of fair use, which | believe provides
protection against the intellectual hit and run that would
be entailed in alowing authors to propound absurd and
vicious ideas and then to hide behind copyright protec-
tionsothat acritic could not provewhat they had actually
said and thus be placed at risk of being accused of having
presented their views unfairly. This applies above all to
my numerous quotations from various editions of the
textbook Economics by Paul Samuelson. It also applies
to my quotations from less well-known textbooks, from
TheGeneral Theoryby Lord Keynes, TheNew Industrial
Sate by John Kenneth Galbraith, and from sundry envi-
ronmentalists.

| would like to acknowledge here the very generous
financial support provided by Mr. Michadl Aronstein of
New York, in making possible the first printing of this
book. Mr. Aronstein is one of the very few businessmen
and capitalists who understands both the truth of pro-
capitalist economic theory and theimportance of dissem-
inating that truth to the educated public.

Above all, however, | want to acknowledge the very
great contribution of my wife, Dr. Edith Packer, with
whom | have now shared most of my adult life. | doubt
very much that | could have undertaken, let alone carried
to completion, a project of this size without her. She has
provided both the necessary emotional framework and an
extremely helpful intellectud framework. It was she who
served asthe first reader and editor of the manuscript of
this book. An important part of the organization and
much of the readability of my book are due to her
suggestions.

Georce Reiswan

chapter-by-chapter basis. It aso features the book as the
centerpiece of aprogram of self-education in the economic
theory and political philosophy of acapitaist society.
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critique of Keynesianism, namely, the “rationa expectations
doctrine,” is nothing more than arguments made by Mises and
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See, for example, Paul Samuelson and William Nordhaus,
Economics, 15th ed. (New York: M cGraw Hill Book Company,
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15. When | knew Rothbard, he was a staunch pro-McCarthy,
anticommunist. Later on, incredible asit may seem, he became
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p. 11, n. 13.

16. See below, pp. 19, 27-28.

17. For demongtrations of why capital accumulation does not
entail afaling rate of profit and of why falling prices caused
by increased production do not reduce the rate of profit or
interest, see below, pp. 569-580, 810818, and 825-826.
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Bawerk on pp. 414-416.
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20. See below, p. 218, n. 31.
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25. George Reisman, The Theory of Aggregate Profit and the
AverageRateof Profit, Ph.D. diss, New York Universty Graduate
School of Business Administration (1963; reprinted by Univer-
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and Vienna: Philosophia Verlag, 1985). The same analysis,
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INTRODUCTION

T he subject of thisbook isthe principles of econom-
ics. Itstheme is that the application of these prin-
ciplesto the service of human life and well-being requires
the existence of a capitalist society.

The purposeof thisintroduction isto enablethereader
to classify the present book in relation to the wider body of
procapitalist economic thought and of economic thought
as such.

1. Procapitalist Economic Thought, Past and Present

Procapitali st economic thought and economicthought
as such are essentially synonymous. The substance of
bothisto befound inthe sametwo main sources, namely,
the writings of the British (and French) classical econo-
mistsandthe Austrian neoclassical economists. All other
schools of economic thought are essentially either just
prescientific gropings or nothing more than misguided
criticisms of the positive truths established by the classi-
cal and Austrian schools.

Among the classical economistsare, aboveall, Adam
Smith (1723-90), David Ricardo (1772-1823), James
Mill (1773-1836), and John Stuart Mill (1806-73), and the
Frenchmen Jean-Baptiste Say (1767—1832) and Frederic
Bastiat (1801-50). The nineteenth-century Englishmen
Nassau W. Senior (1790-1864), John R. McCulloch (1789—
1864), and John Cairnes (1824—75) al so deservemention
as important members of this group. Important close
allies of the classical school are the Manchester school,
led by Richard Cobden (1804—65) and John Bright (1811~
89), who were the parliamentary leaders of the British

free-trade movement in the mid-nineteenth century, and
the currency school, which included the English econo-
mists Lord Overstone (1796-1883) and Robert Torrens
(1780-1864), and the American monetary theorists Wil-
liam Gouge (1796-1863) and CharlesHolt Carroll (1799—
1890). Theclassicd school incorporatedimportant economic
truths previoudy identified by Richard Cantillon (1680
1734), David Hume (1711-76), and, ebove dl, the French
Physiocrats. The Physiocrats flourished around the mid-
dle of the eighteenth century. The leading members of
the school are Frangois Quesnay (1694-1774), Pierre Du
Pont de Nemours (1739-1817), Robert Jacques Turgot
(1727-81), and Mercier de la Riviére (1720-93). The
great merit of the Physiocrats was to have identified the
existence of natural economic laws (physocracy means
theruleof nature) and, onthe basis of their understanding
of those laws, to have reached the conclusion that the
government shouldfollow apolicy of laissez faire, aterm
which they originated.

The most important members of the Austrian school
are Carl Menger (1840-1921), Eugen von Bohm-Bawerk
(1851-1914), and Ludwig von Mises (1881-1973). Other
important members are Friedrich von Wieser (1851—
1926); F. A. Hayek (1899-1992), who was the most
prominent of von Mises's students and who won the
Nobel prizefor economicsin 1974; Henry Hazlitt (1894~
1993); Murray Rothbard (1926-95), who wasone of von
Mises's later students; and, among the later students of
von Mises who are still alive, Hans Sennholz and | srael
Kirzner.2

Closdly alied with the Austrian school on many points
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are the major neoclassical English economists William
Stanley Jevons (1835-82) and Philip Wicksteed (1860—
1927), themgjor Swedish economist Knut Wicksell (1851~
1926), and the major mid-nineteenth-century German
economist Hermann Heinrich Gossen (1810-58), who
had anticipated some of its leading doctrines in a book
publishedin 1854. Other mgjor economistswho aremore
or less significantly alied with the Austrian school are
the Americans John Bates Clark (1847-1938), Frank
Fetter (1863-1949), Irving Fisher (1867-1947), and Frank
Knight (1885-1972), who were prominent earlier in this
century. The contemporary Chicago school, led by Mil-
ton Friedman, and its offshoot the Public Choice school,
headed by James Buchanan, also fall into the category of
alies of the Austrian schoal. (Friedman won the Nobel
prize in economics in 1976; Buchanan, in 1986.) Other,
less well-known but important contemporary or recent
economistswho are more or less significantly allied with
the Austrian school and sympathetic to capitalism are
Armen Alchian, William Allen, Dominick Armentano,
Paul Heyne, Wayne Leeman, John. S. McGee, Mark
Skousen, Thomas Sowell, Walter Williams, Leland Yea
ger, and the late W. H. Hutt (1899-1988) and Ludwig
Lachmann (1906-1990). And there are many more, both
here in the United States and abroad. Both the Austrian
school and its dlies have been heavily influencedin turn
by the writings of the classical economists.

It should not be surprising that such alarge number of
those who are recognized as important economists are,
at the sametime, leading advocates of capitalism. Tothe
extent that an economist really understands the princi-
ples governing economic life, and desires that human
beings live and prosper, he can hardly fail to be an
advocate of capitalism.

Theclassical and Austrian school shave had important
aliesinthefield of philosophy. Ayn Rand (1905-82), in
particular, must be cited as providing a philosophical
foundation for the case for cepitalism, and as being
responsible probably more than anyone el sefor the cur-
rent spread of procapitaist ideas. The great English
philosopher John Locke, who was aleading intellectual
influence on the Founding Fathers of the United States,
also deserves an especialy prominent mention. And the
English philosophers Jeremy Bentham and Herbert Spen-
cer must be cited aswell.

The classical and the Austrian schoolsand their alies
have developed virtually all of the great positive truths
of economic science. Their ideas, especially those of von
Mises, Ricardo, Smith, and Béhm-Bawerk—in that or-
der—together with important elementsof the philosophy
of Ayn Rand—are the intellectual foundation and inspi-
ration of thisbook, which seeksto carry thework of these
extreordinary individuals a step further by integrating

leading elements of it into alogically consistent whole
and by incorporating the present author’s own contribu-
tions.

Because the whol e of this book isitself an exposition
of the ideas of the classical and Austrian economists, it
is not necessary (nor would it be possible) to explain at
this point precisely what it is that these economists
maintain, beyond afew generalities. They recognize the
gainsderived fromthedivision of labor. They explainthe
nature, origin, and importance of money; the laws gov-
erning the determination of prices, wages, profits, and
interest; and the vital role of saving and capital accumu-
lation in raising the standard of living. They understand
the benevolent nature of self-interest and the profit mo-
tive operating under economic freedom, and show how
government intervention isthe cause of inflation, depres-
sions, economic stagnation, poverty, internationa eco-
nomic conflict, and wars. Insum, they support capitalism
and oppose government interference and socialism. Toa
great extent, the views of these authorswill becomeclear
in the pages that follow. But, because thisis not a book
on the history of economic thought, no systematic effort
is made to explain precisely which individuals held
which specific positions. The reader whoisinterested in
acquiring that knowledge is advised to consult the bibli-
ography, which appears at the end of this book, and to
undertake the immeasurably valuable task of reading
through theworks listed in it.

A subject which must be dealt with here, however, is
a brief account of the differences between the classical
and Austrian schools. The leading difference concerns
the theory of value and price. The classical economists,
with exceptions, assigned an exaggerated role to cost of
production as an explanation of prices, and, as a conse-
quence, to the quantity of labor required to produce
goods. They even went so far as frequently to maintain
that wages are determined by “the cost of production of
labor.” Wages, they often held, tend to equa the price of
thegoods necessary to enableaworker toliveandtoraise
replacements for himself and hiswife.

Such an exaggerated role assigned to cost of produc-
tion and quantity of labor made it possible later in the
nineteenth century for Karl Marx to present himself as
the logical heir of the classical economists, devoted
merely to devel oping the implications of their doctrines.
Marx was believed, and the consequence was that when
the Austrian and other neoclassical economists appeared
on the scene around 1870 and propounded the theory of
marginal utility asthe explanation of value and price, the
doctrines of classical economics were abandoned to an
extent much greater than necessary, to the great loss of
later economic science. Only those doctrines were re-
tained that could be supported either on the basis of the
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theory of marginal utility or otherwise independently of
the basic classical framework. In terms of what was|ost
intellectualy, it was a case of the classica economics
baby being thrown out with the Marxist bath water.
Ironically, those who threw out the baby were precisely
the people who needed it most and to whom it realy
belonged—namely, the later advocates of capitalism.

Significantly, the abandonment of classical econom-
ics was also brought about by the growing influence of
socidism. And to this extent, it was clearly a case of the
abandonment being caused by classical economics’ anti-
socialist implications. What | refer to was the altogether
unjustified recantation in 1869 of a central pillar of
classical economicsby itsthen leading spokesman, John
Stuart Mill. In response to utterly flimsy criticisms, eas-
ily capable of being answered, and apparently based on
nothing more than hisown growing attachment to social-
ist ideas, Mill abandoned the so-called wages-fund doc-
trine, according to which wages are paid out of savings
and capital . In so doing, he cut the ground from under the
entire classical perspective on the role of saving and
capital in the productive process, including his own
previous brilliant contributions to that perspective, and
set the stage for theintellectual successof Keynesianism
in the 1930s.3

The theory of marginal utility resolved the paradox of
value which had been propounded by Adam Smith and
which had prevented theclassical economigtsfrom ground-
ing exchangevaluein utility. “ The thingswhich havethe
greatest valuein use,” Smith observed, “have frequently
little or no value in exchange; and on the contrary, those
which have the greatest value in exchange have fre-
quently little or no value in use. Nothing is more useful
than water: but it will purchase scarce any thing; scarce
any thing can be had in exchange for it. A diamond, on
the contrary, has scarce any valuein use; but avery great
quantity of other goods may frequently be had in ex-
change forit.”4

The only explanation, the classical economists con-
cluded, isthat while things must have utility in order to
possess exchange value, the actua determinant of ex-
changevalueiscost of production. In contrast, thetheory
of margina utility made it possible to ground exchange
value in utility after all—by showing that the exchange
value of goods such aswater and diamondsisdetermined
by their respective marginal utilities. The marginal util-
ity of agood isthe utility of the particular quantity of it
under consideration, taking into account the quantity of
the good one already possesses or has accessto. Thus, if
al the water one has availablein aday isasingle quart,
sothat one' svery life depends on that water, the value of
water will be greater than that of diamonds. A traveler
carrying a bag of diamonds, who islost in the middle of

the desert, will be willing to exchange his diamonds for
aquart of water to save hislife. But if, asisusually the
case, a person already has access to a thousand or ten
thousand gallons of water aday, and it isaquestion of an
additional quart more or less—that is, of a margina
quart—then both the utility and the exchange value of a
quart of water will be virtually nothing. Diamonds can
be more valuable than water, consistent with utility,
whenever, in effect, it is a question of the utility of the
first diamond versus that of the ten-thousandth quart of
water.

A fundamenta accomplishment of this book, which
makes possible almost al of its other accomplishments,
isthe integration and harmonization of the ideas of the
classical and Austrian economists. This has made it
possible for me to modernize and reintroduce into eco-
nomic anaysis several of the major doctrines of the
classical economistswhich were abandoned unnecessar-
ily, and thereby to add greatly increased strength to the
central ideas of von Mises and the Austrian school. A
leading application of the classical doctrines, of which |
am especidly proud, and which | hasten to name, is a
redically improved critique of the Marxian exploitation
theory. In my judgment, classical economics makes pos-
sibleafar more fundamental and thoroughgoing critique
of the exploitation theory than that provided by Béhm-
Bawerk and the Austrian school, despite the prevailing
mistaken belief that it implies the Marxian exploitation
theory. It also providesthe basis for greatly strengthen-
ing the refutation of the ideas of Keynes and of the
doctrinethat big business implies “monopoly power.”

Among the classical doctrines | have reintroduced is
the recognition of saving and productive expenditure,
rather than consumption expenditure, as the source of
most spending in the economic system. Closely related
tothis, | have brought back the wages-fund doctrine and
have made clear the meaning of John Stuart Mill’svital
corollary propostion that “demand for commodities does
not constitute demand for labor.” | have reinstated Adam
Smith’srecognition that in adivision-of-labor society the
concept of productive activity must incorporatethe earn-
ing of money and that because of its failure to earn
money, government is a consumer. | have reintroduced
Adam Smith’s and James Mill’s conception of the role
of saving in relation to the disposition of “the gross
annual produce” between consumers goods and capital
goods, and James Mill’s conception of what has unjustly
cometo be known as Say’'s Law.% Along with this, | have
reintroduced Ricardo’s insightsthat capita can be accu-
mulated not only by saving but a so by anything else that
servestoincreasewealth, and that technological progress
operates not to raise the genera rate of profit but to
reduce prices (and, implicitly, to increase the supply of
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capita goods). | have also reintroduced Ricardo’s pro-
found recognition of the distinction between “value and
riches’ and of the need for the concept of an invariable
money as a methodological device in developing eco-
nomic theories. | have even gone so far as to interpret
Ricardo’s proposition that “ profits rise as wages fall and
fall aswagesrise’—aproposition that onitsfaceappears
toimply classwarfare—in the light of the assumption of
aninvariable money. | have found that when interpreted
inthislight, the proposition both servesin the overthrow
of the exploitation theory and points the way to a sound
theory of profits. | have also found it extremely useful to
revive the classical economists conception of demand
and supply asaratio of expenditureto quantity sold, and
toemploy it nolessthan the contemporary conception of
demand and supply as schedul es of quantities demanded
and supplied at varying prices.

| have used the classical economists insights to de-
velop asubstantially new theory of therate of profit and
interest; a new theory of saving and capital accumula
tion; a radically new theory of aggregate economic ac-
counting, which featurestherole of saving and productive
expenditure; new definitions of such fundamental eco-
nomic concepts as capital goods and consumers’ goods,
and atheory of wagesthat isalso new in major respects.

The main thing | have discarded in classical econom-
icsis any notion that wages are determined by “the cost
of production of labor.” On the contrary, | show that the
essential economic function of businessmen and capital-
istsisto go on raising the productivity of labor and thus
toraisethe standard of living of the average wage earner
by bringing about areductionin pricesrdativeto wages—
that is, to bring about aprogressiverisein so-called redl
wages. | have not discarded therole of cost of production
as a determinant of the prices of products, however.
Ironically, here | have been inspired by Bohm-Bawerk
and Wieser, who clearly recognized cost of production
as being usually the direct, immediate determinant of
prices in the case of manufactured or processed goods
and who explained how the determination of price by
cost was fully consistent with the principle of marginal
utility—indeed, was a manifestation of the principle of
marginal utility.” When all is said and done, | believe |
have succeeded in grounding the work of the Austrian
school in foundations supplied by the classical school—
foundations, of course, which have been cleared of major
errors. Among the major themes of my book that are
derived from classical economics, in addition to those
aready described, are: production, not consumption, is
the essential economic problem; production throughout
is supported by capitd; and the central economic figure
is the businessman, not the wage earner and not the
consumer. These views are in opposition both to Marx-

ism and, in part, to those of the Austrian school, which,
| believe, has overemphasized the role of the consumer.

The consumers, it istrue, have the power, by virtue of
the pattern in which they spend their incomes, to decide
which investments of the businessmen turn out to be
profitable and which unprofitable, and thus, in the last
analysis, to governthe pattern of investment, asbusiness-
men compete for their favor. The consumers' valuations
and the spending patterns that result from them also
determine the relative prices of the factors of produc-
tion—for example, the wages of skilled labor relative to
the wages of unskilled labor, the prices of real estate in
one location relative to those in other locations, and the
relativepricesof capital goodsinsofar astheir production
cannot immediately be varied in response to changesin
demand. And, of course, they also directly determinethe
relative pricesof consumers' goods, insofar asthe supply
of consumers goods cannot immediately be varied in
response to changesin demand.

Nevertheless, the funds of the consumers come from
businessand thewhole of their consumptionissupported
by production and the productive process. Theindividual
business is dependent on the consumers because it is
directly or indirectly in competition with all the other
businessfirmsin the economic system, anditisup tothe
consumers to decide which business firms to buy from.
But from the point of view of the economic system as a
whole, it is the consumers who are dependent on busi-
ness. They have the power to consume only by virtue of
making a contribution to production. And whatever funds
they soreceive, they will assuredly spend, sooner or | ater,
in buying from some business or other. For money qua
money is absolutely useless except asameans of obtain-
ing goods or services.

Furthermore, amajor finding of thisbook isthat while
the consumersdeterminetherelativeprices of thefactors
of production, such asthe wages of skilled labor relative
to those of unskilled labor, the consumers do not deter-
mine the absolute height of the prices of the factors of
production. The absolute height of the prices of the
factors of production is determined by the extent of
saving, and is the greater, the greater is the extent of
saving, and the smaller, the less is the extent of saving.
Consumption relative to saving, it is shown, isthemajor
determinant of the extent to which the pricesof consum-
ers' goods (and of capital goods too) exceed the prices
of the factors of production used to produce them—that
is, it is the major determinant of the rate of profit and
interest.®

These viewsdo not represent any real or fundamental
break with the views of the Austrian school but, on the
contrary, in vital respects are supported by them. For
example, it will be shown that arisein saving and fall in
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consumption does not operate to raise the prices of
factors of production above the prices of consumers
goods and thereby plunge the economic system into
losses and a depression. What happens is merely what
the Austrian school would call “a lengthening of the
structure of production.” Greater saving relative to con-
sumption meansthat there is not only more spending for
capital goodsand labor to produce consumers’ goods, but
also, and even primarily, more spending for capital goods
and labor to produce capital goods. The productive ex-
penditure of the greater savingsisadeduction not merely
from adiminished consumption expenditure, but froman
enlarged demand for capital goods, whichtakestheplace
of the diminished demand for consumers goods. The
demand for capital goodsisasmuch a source of business
sales revenues as the demand for consumers’ goods. In
the last analysis, what happensisthat labor comesto be
employed in the performance of work that istemporally
more remote from its ultimate results in the form of
consumers goods.?

| believe that by thetimethereader finishesthisbook,
he will share my conviction that in fundamental essen-
tials, the classical and Austrian schools are not in con-
flict, but represent maj or, complementary elementsof the
same great body of truth. | even believe that he will be
able to read Bohm-Bawerk and John Stuart Mill on the
subject of prices and costs and no longer see any funda
mental or essential differences between them.1°

One economist above all others must be singled out
astheleading intellectua defender of capitalism, namely,
Ludwig von Mises. When von Mises appeared on the
scene, Marxism and the other socidist sects enjoyed a
virtual intellectual monopoly. As explained, mgjor flaws
and inconsistenciesin the writings of Smith and Ricardo
and their followers enabled the socialiststo claim classi-
cal economicsastheir actua ally. Thewritings of Jevons
and theearly Austrian economists—namely, Menger and
Bohm-Bawerk—were insufficiently comprehensive to
provide an effective counter to the socialists. Bastiat had
tried to provide one, but died too soon, and probably
lacked the necessary theoretical depth in any case.

Thus, when von Mises appeared, there was virtualy
no systematic intellectual opposition to socialism or
defense of capitalism. Quite literaly, the intellectua
ramparts of material civilization were undefended. What
von Mises undertook, and which summarizesthe essence
of his greatness, was to build a systematic intellectual
defense of capitalism and thus of material civilization.

Point for point, von Mises developed answersto vir-
tually all of the accusations made against capitalism—
from its alleged exploitation of labor and responsibility
for unemployment and depressionsto its alleged respon-

sibility for monaopoly, wars, and racism. He developed a
socia philosophy of capitalism which demonstrates the
benevolent operation of all of capitalism’s leading insti-
tutions, especially private ownership of the means of
production, economic competition, and economic in-
equality. He expounded a procapitalist interpretation of
modern economic history, and provided a devastating
critique of socialism and government interventionin al
of its forms. Above dl, he demonstrated that a socialist
economic system lacks the ability to engage in rational
economic planning because of its lack of a price system
and thus the ability to perform economic calculation. In
making it possible for the more intelligent and honest
members of Communist-bloc governments to under-
stand the causes of the chaos and misery surrounding
them, thewritings of von Mises have played amajor role
in the growing worldwide efforts to abandon socialism.
Nothing could be more deserved than if some of the
statues of Lenin, now being removed all across Eastern
Europe, were replaced with statues of this man, whose
writings clearly proved the destructive consequences of
socialism as far back as 1922. Indeed, statues should be
erected to von Mises al across the world for saving it
from socialism, and for his accomplishments in support
of capitaism.

It is to von Mises, more than to any other single
source, that this book is indebted. Indeed, the present
book could accurately be described as “Misesianism”
reinforced by a modernized, consistently procapitalist
version of classical economics—it is the ideas of von
Mises fused with insights derived from Ricardo and
Smith. 1t

Largely thanks to von Mises, there have been other
important recent or contemporary advocates of capital-
ism. F. A. Hayek and Milton Friedman are the two
leading examples. But, in my judgment, neither they nor
anyone else begins to compare to von Mises in logical
consistency and intellectual breadth and depth in the
defense of capitalism. Hayek, for example, finds “a
comprehensive system of social insurance” to be consis-
tent with capitalism. 2 Friedman believesthat fiat money
is consistent with capitalism.

Other, lesser defenders of capitalism have even more
serious inconsistencies. The so-called supply-siders—
Robert Mundell, Arthur Laffer, and Jude Wanniski—ap-
parently want to achieve capitalism without facing the
need to reduce government spending and eliminate the
welfare state. Much worse, Rothbard, who was widely
regarded as the intellectual leader of the younger gener-
ation of the Austrian school and of the Libertarian party
aswdll, was a self-professed anarchist and believed that
the United States was the aggressor against Soviet Rus-
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siain the so-called cold war.13

By way of contrast, Henry Hazlitt, a brilliant econo-
mist and journalist, had the great merit of providing what
are unquestionably the best introductions to the ideas of
von Mises and the classical economists that exist.*
Hazlitt, incidentally, also shared with von Mises the
honor of having expounded decades ago, as a virtual
intellectual footnote to their major accomplishments, the
legitimate substance of what has today become known
as “the rational expectations approach”—namely, the
recognition that economic phenomena such as interest
rates incorporate expectations concerning inflation and
thus defeat the objectives sought by the government’s
policy of inflation.1®

|
2. Pseudoeconomic Thought

Little or nothing is known about the state of economic
knowledge that may have been achieved by the ancient
Greeks and Romans. Some discussions of economic
matters took place among scholastic philosophersin the
Middle Ages, who appraised economic activity largely
from the hostile perspective of the Roman Catholic church
and who, accordingly, denounced as unjust such per-
fectly normal economic activitiesasthetaking of interest
on loans, speculation, and, indeed, even the mere chang-
ing of prices. The scholastics contributed nothing to
sound economics.

The first prominent group of writers on economic
subjects were the mercantilists, who appeared on the
scenein the sixteenth and seventeenth centuries, foll ow-
ing the great intensification of commerce and trade that
had taken place subsequent to the end of the Dark Ages.
The main concern of the mercantilists was with the
so-called balance of trade and the alleged need of gov-
ernments to secure an excess of exports over imports, as
the means of increasing the quantity of money in a
country that lacked its own gold and silver mines.16 The
concern of the mercantilists with increasing the quantity
of money led them to anticipate the essentia fallacy of
Lord Keynesin this century, namely, that it is hecessary
for the government to intervene in the economic system
for the purpose of stimulating “demand” and “employ-
ment.” The leading members of the mercantilist school
were LouisBodin (1530-96), Thomas Mun (1571-1641),
William Petty (1623-87), Josiah Child (1630-99), and
the philosopher John Locke (1622—1704).

The positive economic truths later demonstrated by
the classical and Austrian schools and their allies have
been opposed from anumber of quarters. Inthefirst part
of the nineteenth century, there were Malthus (1766—
1834) and Sismondi (1773-1842) who, in anti ci pation of
the Marxists and Keynesians, erroneously argued that

depressions were caused by overproduction and excess
saving and underconsumption. (Malthus was also the
author of the mistaken doctrinethat increasesin popul a
tion necessarily tend to reduce the productivity of labor
and the general standard of living—a doctrinethat, apart
from Adam Smith and Bastiat, was, regrettably, accepted
by most of the classical economists.) In addition, there
were the protectionists and the nationalists who, contin-
uing to be committed to mercantilist ideas, attacked the
classical economists' doctrine of international freetrade.
Foremost in thisgroup were Alexander Hamilton (1755—
1804), who, of course, was the first American secretary
of the treasury, and the German Friedrich List (1789
1848).

Fundamental opposition to classical and Austrian eco-
nomics came from the German historical school, whose
members denied the very possibility of a science of
economic laws. This group included Wilhelm Roscher
(1817-94), Gustav Schmoller (1838-1917), Lujo Brentano
(1844-1931), and Werner Sombart (1863-1941). (Somb-
art, interestingly, began his career asaMarxist and later
became a leading supporter of Nazism.) The essential
approach of the German historical school was propounded
in the United States by Thorstein Veblen (1857-1929),
John R. Commons (1862-1945), and Wesley Mitchell
(1874-1948), who are known as the American institution-
alist school. The leading characteristic of these schools
is a distrust of deductive logic (which is the essentid
method used in economicsfor arriving a knowledge), and
thus opposition to economic theory as such. They deny
the possibility of universally vaid economiclaws, claim
thet each country, in each higorica period, hasits own eco-
nomic laws, and advance historical research, the study
of economic ingtitutions, and the gathering and study of
economic statistics as the only legitimate means for
arriving a economic knowledge.

The socialists, not surprisingly, are entirely opposed
to the fundamenta economic truths propounded by the
classical and Austrian schools. (This is aside from the
labor theory of value and the so-callediron law of wages,
which they take over from classical economics and to-
tally distort and twist into aform that the classica econ-
omists would not support.) The leading socidlists, of
course, were Karl Marx (1818-83) and Friedrich Engels
(1820-97). Among their most important followers were
Rosa Luxemburg (1870-1919) and Rudolf Hilferding
(1877-1941). Other prominent socialists, prior to or con-
temporary with Marx, were Henri de Saint-Simon (1760—
1825), Robert Owen (1771-1858), Charles Fourier
(1772-1837), Louis Blanc (1811-82), Pierre Proudhon
(1809-65), and Karl Rodbertus (1805—75). It should be
noted that the socidists and the other opponents of the
doctrines of the classical and Austrian schools substan-
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tially overlap in their criticismsof capitalism. For exam-
ple, virtually al of them sharethe belief that depressions
are the result of “overproduction” and excess saving.
For want of a better place to classify him, mention
must be made here of Henry George (1839-97), an
American economist who developed certain half-truths
of the classical school concerning land and land rent into
adoctrinecaling for the nationalization of land. Surpris-
ing asit may seem, inall other respects, George and most
of hisfollowers claim to be supporters of capitalism.1’

Mar shallian Neoclassical Economics. The
M onopoly Doctrine and K eynesianism

In the present-day United States, the leading opposi-
tion within the economics profession to the ideas of the
classical and Austrian school's, and to capitalism, derives
from the ideas of a late-Victorian British neoclassical
economist named Alfred Marshall (1842—-1924), and two
other figures associated with Britain’s Cambridge Uni-
versity and heavily influenced by the ideas of Marshall:
John Maynard Keynes (1883-1946) and Mrs. Joan Rob-
inson (1903-83). Marshall superficialy accepted the
concept of margind utility while opposing the funda-
mental approach of the Austrian school. At the same
time, he abandoned thefundamental ideas of the classical
school while wrapping himself in the guise of the de-
fender of classical economics against the criticisms of
the Austrian school. The result of hiswork, his bequest
to subsequent generations of economists, was a hodge-
podge of confusions, which took the place of sound
€CoNnomics.

Both the classical and the Austrian schools study
economic phenomena from the point of view of their
effects on all members of the economic system, not just
on those directly involved. In contrast, Marshall ad-
vanced the doctrineknown as*“partid equilibrium,” which
istheattempt to study the behavior of individual consum-
ers, individual firms, and individual industries divorced
from the rest of the economic system. His approach was
one of disintegration, resulting in the present-day exis-
tence of two allegedly separate branches of economics.
“microeconomics’ and “macroeconomics’—thefirg study-
ing the actions of individuals apart from their relation-
ship to the rest of the economic system, and the second
studying the economic system asawhole, apart fromthe
actions of individuals.

Marshall and his followers coupled the doctrine of
partial equilibrium with a total confusion between the
concepts of cost of production and supply, making it
impossible to distinguish between casesin which prices
are determined by supply and demand and cases in
which, in the first instance, they are determined directly
onthebasisof cost of production. Theresult wastheloss

of theknowl edge gai ned by the classical economists(and
recognized by Béhm-Bawerk and Wieser) that pricesare
infact frequently determinedin thefirstinstance directly
by cost of production. The result was also theinability to
grasp the contribution of the Austrian school (substan-
tially anticipated by John Stuart Mill) that the prices
which congtitute the costs of production are themselves
aways ultimately determined by supply and demand. It
is Marshall’s confusions which underlie the widespread
belief that economic law does not apply to the pricing of
most manufactured or processed goods—that the prices
of such goods are “administered prices,” precisely be-
cause they are determined directly on the basis of a
consideration of cost of production rather than by the
combination of demand and supply.

In propounding the doctrine of partial equilibrium,
Marshall introduced the perverse concept of the “repre-
sentative firm” —an alleged averagefirm, some multiple
of which was supposed to congtitute an industry. This
concept destroyed economi c theory’sability to recognize
even the possibility of competition. This was because if
al firmsin an industry were in fact perfectly equal, no
basis could exist for any of them winning out in compe-
tition, or, therefore, for attempting to competein thefirst
place. Not surprisingly, the acceptance of the concept of
the representative firm led some decades later to the
conclusion (regarded at the time as arevolutionary dis-
covery) that no reason existed for a sizable firm ever to
cut itsprice, except in conditionsin which it would pay
asingle-firm “monopoly” to do so. Thiswasbecause its
competitors, al of whom were supposed to be just as
efficient as it was, would immediately match its cut.
Thus, it would have little or nothing to gain by cutting—
certainly not the business of its competitors.

The notion of the representative firm and the inability
to see how cost of production normally acts asthe direct
determinant of the prices of manufactured or processed
goods have served as the foundation for the widespread
acceptance since the 1930s of the thoroughly malicious
and destructive doctrine of Joan Robinson and Edward
Chamberlin. That doctrine states that with afew, limited
exceptions, such as wheat farming, the whole of a capi-
talist economic system is tainted by an element of mo-
nopoly. The solution for this aleged state of affairs is
supposed to be a radica antitrust policy, which would
fragment &l large businesses, or €l se the nationalization
of such businesses and/or government control over their
prices—and further policiesthat would forcefirmsinthe
same industry to produce identical, indistinguishable
products. Since the 1930s, this doctrine and its elabora-
tion have congtituted the substance of the theoretical
content of most textbooks of “microeconomics.” At the
same time, little or nothing of the sound price theory
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developed by the classical and Austrian economists is
presented in these textbooks.

Theabandonment of classical economicsand Marshall’s
concentration on what later came to be called microeco-
nomics created a temporary intellectual vacuum. In the
1930s, this vacuum was filled by Keynes, by means of
the resurrection of the long-refuted fallacies of the Mer-
cantilists, and Mdthus and Sismondi, alleging that cap-
italism causes depress onsand mass unemployment through
overproduction and excess saving. On this thoroughly
erroneous foundation, Keynes argued for the need for
inflation and deficit-financed government spending to coun-
teract or prevent the evils of depressions and massunem-
ployment. The elaboration of the Keynesian doctrines
has constituted the theoretical substance of thetextbooks
on “macroeconomics.”

M athematical Economics

Another prominent school of economic thought isthat
of mathematical economics, which is characterized by
the use of calculus and simultaneous differential equa-
tions to describe economic phenomena. The principal
founder of mathematical economics was Léon Walras
(1834-1910), a Swiss, who also independently discov-
ered the law of diminishing marginal utility shortly after
Menger and Jevons. Vilfredo Pareto (1848-1923), an
Italian, succeeded Walras at the University of Lausanne
and elaborated his approach.

Mathematical economics is fundamentally a matter
more of method and pedagogy than of particular theoret-
ical content. And dthough neither the classical nor the
Austrian schools is mathematical in the above sense,
there are mathematical economists who are allied with
their teachings and their support of capitalism. Walras,
Jevons, and Gossen are important cases in point.

Regrettably, the use of calculusand differential equa
tions to describe economic phenomena represents a
Procrustean bed, into which thediscrete, discontinuous phe-
nomena of actual economic life are mentally forced, in
order to fit the mold of mathematically continuous func-
tions to which the methods of calculus can be applied.
This has consequences which represent a matter of the-
oretical content, aswell as method.

One major consequenceisthe aid given to the perpet-
uation of afalse theory of the determination of the prices
of the factors of production: namely, the theory that the
prices of the factors of production are directly derivable
from the value of the consumers goods they help to
produce. For exampl e, the wages of automobileworkers,
and the prices of auto-making eguipment, steering wheels,
brakes, spark plugs, and al other factors of production
necessary to produce an automobile, are regarded as
being derivable directly from the price of automobiles,

by means of calculating the loss in the vaue of an
automobile that would accompany the withdrawal of a
unit of any of the factors of production necessary to
produceit.

Such aderivation of value, of course, must encounter
the samedifficulty asattempting to derivefromthevaue
of apair of shoes a separate value for the right and left
shoes—namely, the fact that the value of the combined
product iscapable of being alternatively attributed to any
of the elementsnecessary toitsproduction or enjoyment,
and that on this basisthe sum of the derived valuesof the
factors of production must far exceed the value of the
product. Inthe case of the shoes, for example, the loss of
either shoe destroys the whole value of the pair. If the
value of each shoe were derived by calculating the loss
in value of the pair resulting from its removal, the sum
of thevalue of thetwo shoesconsidered separately would
be twice the value of the pair. In the case of the automo-
bile, the entire value of the automobile would have to be
attributed to each of many different components, such as
each of the four wheels, the carburetor, the steering
wheel, etc.

Mathematica economics creates theillusion that this
problem can be solved by making believe that what are
withdrawn are not discrete units of the factors of produc-
tion, such as one whole shoe or one whole whedl, but
infinitesmally small quantities of them. In this case, the
loss in the value of the product could be regarded as a
partial derivative of the reduction in the quantity of the
factor of production, and the theorem would be applica
blethat thesum of thepartial derivativesdoesnot exceed,
but is equal to the total derivative.

The area of a room, which is determined by the
product of its length and width, can serve asaniillustra-
tion. If the length of the room isten feet and the widthis
ten feet, then the entire area of the room islost if either
the length or the width shrinksto zero. If one adoptsthe
procedure of alternatively attributing to the length and
the width the area that is lost when it is lost, then one
would haveto attribute atotal of two hundred square feet
of area lost, despite the fact that the actual area of the
room is only one hundred square feet. If, however, one
assumes that what is lost is not al of the length or,
aternatively, all of the width, but only a small fraction
of the length or width, then the difference between the
sum of the two separate losses and the actual total loss
diminishes. For example, if what is lost is one foot of
length out of ten or, aternatively, one foot of width out
of ten, the sum of the two separate areas lost is twenty
square feet. The area lost by the simultaneous loss of a
foot of length and width is nineteen square feet. Thusthe
difference between the sum of the two partial losses and
the total loss has sharply diminished. It would approach
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zero, asthe reduction in length and width became smaller.

Unfortunately for thisapproach, the actua problemin
the real world is how does one evaluate the effect of the
loss of awhole shoe or wheel, not the tip of the shoelace
or the effect of a scratch on the hubcap.

The result of such distortion of the actual problem is
that mathematical economicshas operated to conceal the
true proposition, grasped by Ricardo and endorsed by
Bohm-Bawerk and Wieser, that typicaly it is not the
price of the product that determines the prices of the
factorsof production used to produceit, but theother way
around. The price of automobiles and virtualy all other
manufactured or processed goods is determined on the
basis of the wage rates, equipment prices, and parts
prices that enter into their production. However, wage
rates, which are the prices that most fundamentally de-
termine costs of production, since they enter into every
stage of production, are themselves determined by the
supply of and demand for |abor operating throughout the
economic system. The same is true of the prices of the
various raw materials whose supply cannot be immed-
iately increased or decreased in response to changesin
demand. The wage rates of the different types of labor
relative to one another, above all the wages of skilled
labor relative to those of unskilled labor, and the relative
pricesof such raw materials, reflect therelative marginal
utilities of these factors of production in the economic
system asawhole. Thusitismainly inthisindirect way
that marginal utility operates to determine prices.18

A second and even more serious consequence of math-
ematical economicsisthat it leads to an undue concen-
tration of attention on states of final equilibrium, which
are dl that its differential equations are capable of de-
scribing. It thustakes attention away from thereal-world
operation of the profit motive and of the market pro-
cesses by means of which the economic system contin-
udly tends to move toward a state of full and final
equilibrium without ever actually achieving such a state.
The economic system never actualy achieves such a
state because of continuous changes in the fundamental
economic data. For example, there are changes in the
state of technology, changes in the size of population,
changes in the relative valuation of the various con-
sumers' goods, changesin therelative valuation of pres-
entenjoyment versusprovision for thefuture, and numerous
other such changes which occur continuously and which
operate to change the final state of equilibrium toward
which the economic system is tending.1°

Theeffect of the dominance of mathematical econom-
ics and of the fact that it ignores market processes has
been that al the major principles which explain how
prices are actually determined, and which were discov-
ered by the classical economists, have been virtualy

forgotten. Among the principleslost have been recogni-
tion of the tendency toward a uniform rate of profit on
capital invested throughout the economic system, recog-
nition of the tendency toward the establishment of uni-
form pricesfor the same goods throughout the world and
over time, and recognition of the tendency toward the
establishment of uniformwageratesfor |abor of the same
degree of skill and ability in the same market. These
principleshavevirtually disappeared from contemporary
economics textbooks.2°

Third, mathematical economics has cometo serve as
a mechanism for the erection of a sort of exclusive
“Scholars’ Guild,” which, aswasthe casein the Middle
Ages, seeksto shut out all who do not first trandate their
thoughts into its esoteric language. Higher mathematics
isno more necessary to the discussion or clarification of
economic phenomena than was Latin or Greek to the
discussion of matters of scientific interest in previous
centuries. One can, for example, say that the amount of
bread peoplewill buy at any given price of bread depends
both on the price of bread and on the prices of all other
goods in the economic system. Or one can say that the
quantity demanded of bread is a mathematical function
of al pricesin the economic system, and then write out
anonspecific mathematical function using symbolic ter-
minol ogy.

If one merely writes such an equation and stops at this
point, al that has taken place is an act of intellectual
pretenti ousness and snobbery—atrandlation into apres-
ent-day equivalent of Greek or Latin. If, however, one
goes further, and believes one can actually formulate a
specific equation—that, for example, the quantity de-
manded of bread equal sten thousand divided by half the
sguare of the price of bread minusthe price of butter and
the average age of grocers, then one is led into major
errors. Thisis so because no such equation can possibly
hold up in the face of changes in the fundamental eco-
nomic data. New goods are introduced. Peopl€'s ideas
and va uations change. Their real incomes change. Pop-
ulation changes. The belief that an equation could be
constructed that would take such changesinto account is
totally opposed to reality. It is tantamount to a belief in
fatdistic determinism and implies, in effect, that amath-
ematical economist can gain access to a book in which
all things past, present, and future are written and then
derive from it the corresponding equation. Whatever it
may be, such aview isdefinitely not within the scientific

spirit.

3. Overview of ThisBook

| have divided the present book into three major parts.
Part 1, The Foundations of Economics, explains the
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nature of economicsand capitalism, including therole of
a philosophy of reason in economic activity. It then
showsthat, based on his nature as arational being, man
possesses a limitless need for wealth. This, in turn, is
shown to give rise to the central problem of economic
life, which is how steadily to raise the productivity of
human |abor, that is, the quantity and quality of thegoods
that can be produced per unit of labor. Next, it is shown
why the continuing risein the productivity of labor isnot
prevented by any lack of natural resources, indeed, how
man is capable of progressively enlarging the supply of
useable, accessible natural resources as part of the very
same process by which he increases the production of
products. The part concludes with a lengthy critique of
the ecology doctrine, which, it shows, representsadirect
and mgjor assault on the value of economic progressand
thus on the very foundations of economics, and has
replaced socialism as the leading threat to economic
activity and economic progress.

Part 2, The Division of Labor and Capitalism, opens
with a demonstration that the existence of a division-of-
labor society is the essential framework for the ongoing
solution of the problem of how continually to raise the
productivity of labor. It then goes on to demonstrate that
adivision-of-labor society is a capitalist society, totally
dependent on the operation of a price system, which in
turn totally depends on private ownership of the means
of production. Private ownership of themeansof produc-
tion is shown to be the foundation both of the profit
motive and of the freedom of competition, which are
respectively the driving force and regulator of the price
system. This part, which incorporates amost all of my
previously published The Government Against the Econ-
omy, developsall of theleading principlesof pricetheory
and applies them to understanding magjor events of the
present and recent past.2! It clearly explains the factors
leading to the collapse of socialism around theworld and
the destructive consequences of socialistic government
intervention herein the United Statesintheform of price
controls. It shows why, necessarily lacking a price sys-
tem, socialism is necessarily chaotic economically and
tyrannical politically. It shows how price controls were
responsible for all aspects of the energy crisis of the
1970s and how they continue to threaten the long-term
viability of major industriesin the United States, such as
electric power and rental housing.

Very importantly, this part explains the actual, benev-
olent nature of capitalism, in that it shows how the
existence of the division of labor profoundly influences
the operation of private ownership of the means of pro-
duction, economic competition, and economic inequal-
ity, in ways that render these ingtitutions thoroughly
benevolent in their effects on the average person. In

essence, thispart showsthat beneath the division of labor
it is capitaism that is the essential framework for eco-
nomic progress and a rising productivity of labor, and
that cepitalism is characterized by a harmony of the
rationa self-interestsof all men under freedom. The part
also includes critiques of all forms of the doctrine that
capitalism resultsin monopoly. It shows that monopoly,
properly understood, is not aproduct of capitalism but is
imposed on the economic system by government inter-
vention. In addition, it includes an exhaustive critique of
the Marxian exploitation theory. It shows that under
capitalism there is no economic exploitation, that capi-
talists, far from exploiting wage earners and appropriat-
ing as profits what is rightfully wages, make it possible
for people to live aswage earners, and to live ever more
prosperoudy. It showsthat thisis because capitdistscreate
wages and the demand for Iabor in tandem with reducing
the share of sales proceeds which is profit, and go on
steadily increasing the supply of goodsthat the wage earn-
erscan buy. It showsthat socialismisthesystem both of the
explaitation of labor and of universal monopoly.

Part 3, The Process of Economic Progress, centers on
the explanation of the process of economic progress
under capitdism. It explains the quantity theory of money
and the essential role of the quantity of money in deter-
mining aggregate monetary demand, that is, total spend-
ing inthe economic system. In full confirmation of Say’s
Law, it showsthat in contrast to mere monetary demand,
real demand—that is, actual purchasing power—isin-
creased only by virtue of increasesin the production and
supply of goods. Along the samelines, it showsthat real
wages are increased essentially only by virtue of in-
creasesin the productivity of labor and thusincreasesin
the supply of goods relative to the supply of Iabor. This
part explains the vita role of capita accumulation in
raising the productivity of labor and rea wages. It ex-
plains the dependence of capital accumulation itself on
saving, technological progress, and everything else that
is necessary to economic efficiency, from freedom from
government regulation at home to free trade abroad. It
shows that the ultimate foundation of capital accumula
tion and economi ¢ progressisthe existence of acapitalist
society and its cardinal values of reason and freedom.
Part 3 aso explains the determinants of the average rate
of profit andinterest and therel ationship betweentherate
of profit and interest, on the one side, and capita accu-
mulation and falling prices caused by increased produc-
tion, onthe other side. It showsthat capital accumulation
and such falling prices do not reduce the rate of profit or
interest and thus do not interfere with or retard the
process of economic progressin any way.

This part contains refutations of al the leading eco-
nomic fallacies concerning aleged overproduction, over-
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saving, and underconsumption. Under this head, it
includes a chapter-length refutation of the doctrines of
Keynes and critiques of virtually all other fallacies un-
derlying demands for inflation and government spend-
ing. The part makes a consistent case for a full-bodied
gold standard astheidea monetary system, whichwould
exist under laissez-faire capitalism and which would
operate to prevent inflation, deflation and depression,
and mass unemployment. It shows that all of these de-
structive phenomena are caused by government inter-
vention in the economic system, not by the nature of the
economic system itself—that is, not by capitalism. It
shows consistently that the establishment of economic
freedom, of lai ssez-faire capitalism, isthesolutionfor all
such problems.

Finally, the Epilogue outlines a long-term political

1. For an excellent account of the doctrines of the Physiocrats,
see Adam Smith, The Weal th of Nations (London, 1776), bk. 4,
chap. 9; reprint of Cannan ed. (Chicago: University of Chicago
Press, 2 vols. in 1, 1976), 2:182-209. From now on, specific
page references to the University of Chicago Press reprint will
be supplied in brackets.

2. The present author was aso one of the later students of von
Mises. However, because of the profound influence of the
classical economists on my thinking, it would be more appro-
priateto describe my views as* Austro-classical” rather than as
“Austrian.”

3. On the wages-fund doctrine and the consequences of its
abandonment, see below pp. 664-666 and 864—867.

4. Smith, Wealth of Nations, bk. 1, chap. 4 [1:32-33].

5. For confirmation of this claim, see below, pp. 475-485. See
also the whole of Chapter 14.

6. The contributions of James Mill are among the least recog-
nized in the history of economic thought. Their best statement
appearsin hislittle knownwork Commerce Defended (L ondon,
1808), chaps. 6 and 7, which are respectively titled “ Consump-
tion” and “Of the National Debt.” The complete work is re-
printed in James Mill Selected Economic Writings, ed. Donad
Winch (Chicago: University of Chicago Press, 1966).

7. Cf. below, pp. 414-416, where Bohm-Bawerk is quoted at
length on this subject.

8. Strictly speaking, the consumption in questioniswhat | term
net consumption. See below, pp. 725-736.

9. See below, pp. 838-856.

10. SeeEugenvon Béhm-Bawerk, Capital and Interest, 3vols.,
trans. George D. Hunckeand HansF. Sennhol z (South Holland,
I1.: Libertarian Press, 1959), 2:168-176, 248-256; 3:97-115.
See also John Stuart Mill, Principles of Political Economy,
Ashley ed. (1909; reprint ed., Fairfield, N. J.: Augustus M.
Kelley, 1976), pp. 442-468.

11. For arelated description of the ideas of von Mises, see
above, pp. xlii—xliii. The ideas of B6hm-Bawerk also play an
important role.

and educational strategy for the achievement of asociety
of laissez-faire capitalism.

This book is useable as a textbook in virtually any
economics course. Those who must conform to the arbi-
trary division of economics into microeconomics and
macroeconomics will find that Chapters 1-10 can easily
serve in the micro portion, while Chapters 11-19 can
easily servein the macro portion.22 Chapter 20, although
best read after all of the other chapters, issuitable for use
in either portion.

Use of thisbook in any economicscoursewill provide
the most efficient means both of advancing positive
economic truth and of refuting the manifold errorsin the
prevailing views of economics, including those in the
present generation of textbooks

Notes

12. See Friedrich A. Hayek, The Road to Serfdom (Chicago:
University of Chicago Press, 1944), p. 121.

13. Cf. Murray N. Rothbard, For a New Liberty (New York:
Macmillan, 1973). In that book, Rothbard wrote: “Empirically,
the most warlike, most interventionist, most imperia govern-
ment throughout the twentieth century has been the United
States” (p. 287; italics in origind). In sharpest contrast to the
United States, which has supposedly been more warlike even
than Nazi Germany, Rothbard described the Soviets in the
following terms: “Before World War 11, so devoted was Stalin
to peace that he failed to make adequate provision against the
Nazi attack. . . . Not only was there no Russian expansion
whatever apart from the exigencies of defeating Germany, but
the Soviet Uniontimeand again leaned over backward to avoid
any cold or hot war with the West” (p. 294).

14. SeeHenry Hazlitt, Economicsin One Lesson, new ed. (New
Rochelle, N. Y.: Arlington House, 1979); idem, The Great Idea
(1951; rev. ed. published under the title Time Wil Run Back,
New Rochelle, N. Y.: Arlington House, 1966).

15. See Henry Hazlitt, “Is Inflation Necessary?' Freeman 2,
no. 26 (September 22, 1952), pp. 880-882, and Ludwig von
Mises, Human Action, 3d ed. rev. (Chicago: Henry Regnery
Co., 1966), pp. 776-777, 792—793. Amazingly, as an eloquent
commentary on the state of contemporary economics, whilethe
rational expectations approach has come to be regarded as a
major and profound school of economic thought, the over-
whelming merit of von Mises and the Austrian school still goes
largely unrecognized. Thus, Samue son and Nordhaus, in their
self-proclaimed “ authoritative” and “ comprehensive” textbook
indude“ Rational Expectations Macroeconomics’ in their “ Fam-
ily Tree of Economics” and devoteafull appendix to discussing
it. Yet they make almost no mention of the Austrian school or
von Mises; the Austrian school does not even appear in the
index. See Paul Samuelson and William Nordhaus, Economics,
13th ed. (New York: McGraw-Hill, 1989, in particular the
inside back cover). The leading members of the Rational Ex-
pectationsschool, incidentally, are Robert Barro, Robert L ucas,
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Thomas Sargent, and Neil Wallace. (I wish to note that my
references to Samuelson and Nordhaus throughout this work
will be to the 13th edition rather than to the more recent 14th
edition, unless otherwise stated. Thisis because it better repre-
sents the errors that two generations of students have had to
endure at the hands of Prof. Samuelson, who, until not many
years ago, was the sole author.)

16. For an exposition and critique of the doctrines of the
Mercantilists, see Adam Smith, Weal th of Nations, bk. 4, chaps.
1-8[2:3-209]. See also below, pp. 526-536.

17. In private conversation with the present author, Leonard
Peikoff once aptly described the position of the Georgists as
advocating the government allowing a person to own a piano
and do anything helikeswith it, except put it down without its
permission.

18. For elaboration of these points, see below, the discussions
of the relationship between prices and costs on pp. 200-201,
206-209, and 411-417.

19. Cf. von Mises, Human Action, pp. 244-250.

20. For an explanation of these principles, see below, pp.
172-201.

21. George Reisman, The Government Against the Economy
(Ottawa, I11.: Jameson Books, 1979). A few pages of thisbook,
which demonstrate the limitless potential of natural resources,
areincorporated in Chapter 3.

22. Logically, Chapter 11 belongsin Part 2, whereit is. Never-
theless, from the point of view of the division of economics
into “microeconomics’ and “macroeconomics,” the chapter is
far more essential in a course on the latter than in one on the
former.
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CHAPTER 1

ECONOMICS AND CAPITALISM

PART A

THE NATURE AND IMPORTANCE
OF ECONOMICS

1. Economics, the Division of Labor, and the
Survival of Material Civilization

Economicshas been defined inavariety of ways. In
the nineteenth century it was typically defined as
the science of wealth or of exchangeable wealth. In the
twentieth century, it has typically been defined as the
sciencethat studiestheallocation of scarce meansamong
competing ends.!

| define economics as the science that studies the
production of wealth under a system of division of labor,
that is, under a system in which the individua lives by
producing, or helping to produce, just one thing or at
most a very few things, and is supplied by the labor of
othersfor the far greater part of his needs. Thejustifica
tion of this definition will become increasingly clear as
the contents of this book unfold.2

The importance of economics derives from the spe-
cific importance of wealth—of material goods—to human
life and well-being. The role of wealth in human lifeisa
subject that will be examined in Chapter 2 of this book,
but provisionally its importance can be accepted on a
common-sense basis. Obvioudly, human life depends on
food, clothing, and shelter. Moreover, experience shows
that thereis no limit to the amount of wealth that practi-

caly al civilized men and women desire, and that the
greatest part of their waking hours is actually spent in
efforts to acquire it—namely, in effortsto earn aliving.

Yet the importance of wealth, by itself, is not suffi-
cient to establish theimportance of economics. Robinson
Crusoe on a desert island would need weslth, and his
ability to produce it would be helped if he somehow
managed to savage from his ship books on various
techniques of production. But it would not be hel ped by
books on economics. All that books on economics could
do for Crusoe would be to describe abstractly the essen-
tial nature of the activities he carries on without any
knowledge of economics, and, beyond that, merely to
provide the possible intellectua stimulation he might
feel as the result of increasing his knowledge of the
society from which he was cut off. Something more than
the importance of wesalth is required to establish the
importance of economics.

As Chapter 4 of this book will show, the production
of wealth vitally depends on the division of labor. The
division of labor is an essential characteristic of every
advanced economic system. It underliespractically al of
the gains we ascribe to technological progress and the
use of improved tools and machinery; its existence is
indispensable for ahigh and rising productivity of |abor,
that is, output per unit of labor. By the same token, its
absence is a leading characteristic of every backward
economic system. It isthe division of labor which intro-
duces a degree of complexity into economic life that
makes necessary the existence of a specia science of
economics. For the division of labor entails economic
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phenomena existing on a scale in space and time that
makes it impossible to comprehend them by means of
persona observation and experience alone. Economic
life under a system of division of labor can be compre-
hended only by means of an organized body of knowledge
that proceeds by deductive reasoning from ele-
mentary principles. This, of course, is the work of the
science of economics. The division of labor is thus the
essential fact that necessitatestheexistence of the subject
of economics.3

Despite its vital importance, the division of labor, as a
country’s dominant form of productive organization—that
is, a division-of-labor society—is a relatively recent phe-
nomenon in history. It goes back no further than eigh-
teenth-century Britain. Even today it is limited to little
more than the United States, the former British domin-
ions, the countries of Western Europe, and Japan. The
dominant form of productive organization in most of the
world—in the vast interiors of Asia, Africa, and most of
Latin America—and everywhere for most of history, has
been the largely self-sufficient production of farm fami-
liesand, before that, of tribes of nomads or hunters.

What makes the science of economics necessary and
important i sthefact that whilehuman lifeand well-being
depend on the production of wealth, and the production
of wealth depends on the division of labor, the division
of labor does not exist or function automatically. Its
functioning crucially depends on the laws and institu-
tions countries adopt. A country can adopt laws and
institutions that make it possible for the division of labor
to grow and flourish, as the United States did in the late
eighteenth century. Or it can adopt laws and institutions
that prevent the division of labor from growing and
flourishing, asisthe casein most of theworld today, and
as was the case everywhere for most of history. Indeed,
acountry can adopt laws and institutions that cause the
division of labor to declineand practically ceaseto exist.
Theleading historical example of this occurred under the
Roman Empire in the third and fourth centuries of the
Christian era. The result wasthat the relatively advanced
economic system of the ancient world, which had achieved
asignificant degree of division of labor, wasreplaced by
feuddism, an economic system characterized by the
self-sufficiency of small territories®

In order for a country to act intelligently in adopting
laws and ingtitutions that bear upon economic life, it is
clearly necessary that its citizens understand the princi-
plesthat govern the development and functioning of the
division of labor, that is, understand the principles of
economics. If they do not, then it is only a question of
time before that country will adopt more and more de-
structive laws and ingtitutions, ultimately stopping all
further economic progress and causing actual economic

decline, with all that that implies about the conditions of
human life.

In the absence of awidespread, seriousunderstanding
of the principles of economics, the citizens of an ad-
vanced, division-of-labor society, such as our own, are
in a position analogous to that of a crowd wandering
among banks of computers or other highly complex
machinery, with no understanding of the functioning or
maintenance or safety requirements of the equipment,
and randomly pushing buttonsand pulling levers. Thisis
no exaggeration. In the absence of a knowledge of eco-
nomics, our contemporaries feel perfectly free to enact
measures such as currency depreciation and price con-
trols. They fed free casually to experiment with the
destruction of such fundamental economicinstitutionsas
the freedom of contract, inheritance, and private owner-
ship of the means of production itself. In the absence of
a knowledge of economics, our civilization is perfectly
capable of destroying itself, and, in the view of some
observers, isactually in the process of doing so.

Thus, the importance of economics consists in the
fact that ultimately our entire modern material civi-
lization depends on its being understood. What rests
on modern material civilization is not only the well-
being but also the very lives of the great majority of
people now living. In the absence of the extensive
division of labor we now possess, the production of
modern medicines and vaccines, the provision of mod-
ern sanitation and hygiene, and the production even of
adequate food suppliesfor our present numbers, would
simply be impossible. The territory of the continental
United States, for example, counting the deserts, moun-
tains, rivers, and lakes, amounts to | ess than nine acres
per person with its present population—not enough to
enablethat population to survive as primitive farmers.
In Western Europe and Japan, the problem of over-
populationwould, of course, befar more severe. Need-
lessto say, the present vast popul ationsof Asia, Africa,
and Latin America would be unable to survive in the
absence of Western food and medical supplies.

2. Further Major Applications of Economics

Solving Politico-Economic Problems

Apart from the very survival of a division-of-labor
society, and all that depends on it, the most important
application of economicsisto provide the knowledge
necessary for the adoption of government policies
conducive to the smooth and efficient functioning of
such a society.® On the basis of the knowledge it
provides, economics offerslogically demonstrable so-
lutions for politico-economic problems. For example,
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itexplains very clearly how to stop such major pres-
ent-day problems asinflation, shortages, depressions,
and mass unemployment, and how to turn capital de-
cumulation into capital accumulation and a declining
productivity of labor into arising productivity of |abor.
In addition, economics can very clearly show how to
achieve economic progress all acrosstheworld, andis
potentially capable of playing an enormous role in
eliminating the intellectual and economic causes both
of domestic strifeand of international conflict and war.
As | will show, the essential nature of the policies
economics demonstrates to be necessary to solve all
such problems is respect for property rights and eco-
nomic freedom.

Under standing History

Because it explains what promotes and what impairs
the functioning of the division of labor, economicsisan
essentid tool for understanding the world’s history—the
broad sweep of its periods of progress and its periods of
decline—and the journalistic events of any given time.
Its applications include a grasp of the causes of the
decline of ancient civilization and of the rise of the
modern, industrial world, both of which can be under-
stood in terms of the rise or fall of the division of labor.

Economics bringsto the understanding of history and
journalism a foundation of scientific knowledge which
can serve historians and journalists in much the same
way as aknowledge of natural science and mathematics.
Namely, it can giveto historiansand journdistsaknowl-
edge of what is and is not possible, and therefore a
knowledge of what can and cannot qualify as an expla
nation of economic phenomena. For example, a knowl-
edge of modern naturd science precludes any historical
or journalistic explanation of events based on Ptolemaic
astronomy or the phlogiston theory of chemistry, not to
mention beliefs in such notions as witchceraft, astrology,
or any form of supernaturaism. In exactly the ssmeway,
it will be shown in this book that a knowledge of eco-
nomics precludes any historical or journalistic explana
tion of events based on such doctrines as the Marxian
theory of exploitation and classwarfare, or on the belief
that machinery causes unemployment or that depressions
are caused by “overproduction.”®

Economics can also serve historiansand journalists as
aguidetowhat further factstolook for in theexplanation
of economic events. For example, whenever shortages
exigt, it tellsthem to look for government controls limit-
ing the rise in prices, whenever unemployment exists, it
tells them to look for government interference limiting
thefall in money wage rates; and whenever adepression
exigts, it tellsthem to look for a preceding expansion of
money and credit.”

Implicationsfor Ethicsand Personal Under standing

Economics has powerful implications for ethics. It
demonstrates exhaugtively that in a division-of-labor, cap-
itelist society, oneman’ sgainisnot another man’sloss, that,
indeed, it isactualy other men’'s gain—especially in the
case of the building of great fortunes. In sum, economics
demonstratesthat therational self-interestsof all menare
harmonious. In so doing, economics raises a leading
voice againg the traditional ethics of atruism and sdlf-
sacrifice. It presents society—a divison-of-labor, capitdlist
society—not as an entity over and above the individual,
to which he must sacrifice hisinterests, but as an indis-
pensable means within which the individual can fulfill
the ultimate endsof hisown personal lifeand happiness.8

A knowledge of economics is indispensable for anyone
who seeksto understand his own place in the modern world
and that of others. It is a powerful antidote to unfounded
fedings of being the victim or perpetrator of “ exploitation”
andtodl fedingsof “dienation” based onthebelief that the
economic world is immoral, purposdess, or chaotic. Such
unfounded fedings rest on an ignorance of economics.

Thefeelings pertaining to alleged exploitation rest on
ignorance of the productive role of various economic
functions, such as those of businessman and capitdist,
retailing and wholesaling, and advertising and specula-
tion, and on the underlying conviction that essentially
only manual labor is productive and isthereforethe only
legitimate form of economic activity.® Feelings pertain-
ing to the alleged purposel essness of much of economic
activity rest on ignorance of the role of wealth in human
life beyond the immediate necessities of food, clothing,
and shelter. This ignorance leads to the conviction that
economic activity beyond the provision of these neces-
sities serves no legitimate purpose.1° Feelings pertaining
to the alleged chaos of economic activity rest on igno-
rance of the knowledge economics provides of the be-
nevolent role of such institutionsas the division of labor,
private ownership of the means of production, exchange
and money, economic competition, and the price system.

In opposition to feelings of alienation, economic sci-
ence makes the economic world fully intdligible. It
explains the foundations of the enormous economic prog-
ress which has taken place in the “Western” world over
thelast two centuries. (Thisincludes the rapid economic
progressthat has been made in recent decades by several
countries in the Far East, which have largely become
“Westernized.”) And in providing demonstrable solu-
tionsfor all of the world’'s major economic problems, it
points the way for intelligent action to make possible
redical and progressive improvement in the material
conditions of human beings everywhere. As a result,
knowledge of the subject cannot help but support the
conviction that the fundamental nature of the world is


George G Reisman



18 CAPITALISM

benevolent and thus that there is no rational basis for
feelings of fundamental estrangement from the
world.

The above discussion, of course, istotally in opposi-
tion to the widely believed claims of Marx and Engels
and their followers, such as Erich Fromm, that the eco-
nomic system of the modern world—capitalism—isthe
basisof alienation. Indeed, itisconsistent with the above
discussion that the actua basis of “alienation” resides
within the psychological makeup of those who experi-
ence the problem. Ignorance of economics reinforces
feelings of alienation and allowsthe aleged deficiencies
of the economic system to serve as a convenient ratio-
nalization for the existence of the problem.12

Economics and Business

Despite popular beliefs, economics is not a science of
quantitative predictions. It does not provide reliableinfor-
mation on such mattersaswhat the price of acommon stock
or commodity will be in the future, or what the “gross
national product” will be in the next year or quarter.13

However, aknowledge of economicsdoes provide an
important intellectual framework for making business
and persona financial decisions. For example, a busi-
nessman who understands economics is in a far better
position to appreciate what the demand for his firm's
products depends on than a businessman who does not.
Similarly, an individua investor who understands eco-
nomics is in a vastly better position to protect himself
from the consequences of such things as inflation or
deflation than one who does not.

But the most important application of economicsto
business and investment is that only a widespread
knowledge of economics can assure the continued
existence of the very activities of business and invest-
ment. These activities are prohibited under socialism.
Inasocialist society, such asthat of the former Soviet
Union, whichisgoverned by the belief that profitsand
interest are incomes derived from “exploitation,” in-
dividuals who attempt to engage in business or invest-
ment activity have been sent to concentration camps
or executed. Business activities can endure and flour-
ish only in asociety which understands economics and
which istherefore capable of appreciating their value.
The value of economics to businessmen should be
thought of not as teaching them how to make money
(which is atalent that they possess to an incal culably
greater degree than economists), but as explaining
why itisto the self-interest of everyone that business-
men should be free to make money. Thisis something
which busi nessmen do not know, whichisvital tothem
(andto everyone el se), and which economicsisuniquely
qualified to explain.

Economics and the Defense of Individual Rights

Knowledge of economics is indispensable to the
defense of individual rights. The philosophy of indi-
vidual rights, as set forth in the writings of John Locke
and the Declaration of I ndependence and Constitution
of the United States, has been thoroughly undermined
as the result of the influence of wrong economic theo-
ries, above all, the theories of Karl Marx and the other
socialists. The essential conclusion of such theoriesis
that in the economic sphere the exercise of individual
rights as understood by Locke and the Founding Fa-
thers of the United States serves merely to enable the
capitalists to exploit the workers and consumers, or is
otherwise comparably destructive to the interests of
the great majority of people. Precisely as a result of
the influence of these viciousideas, culminating in the
victory of the New Deal, the Supreme Court of the
United States has, since 1937, simply abandoned the
defense of economic freedom. Since that time it has
allowed Congress and the state legislatures, and even
unelected regulatory agencies, to do practically any-
thing they wish in this area, the Constitution and Bill
of Rightsand all prior American legal precedent not-
withstanding.1*

A thorough knowledge of economicsis essential to
understanding why the exercise of individual rightsin
the economic sphere not only is not harmful to the
interests of others, but is in the foremost interest of
everyone. It is essential if the American people are
ever to reclaim the safeguards to economic freedom
provided by their Constitution, or if people anywhere
are to be able to establish and maintain systems of
government based on meaningful respect for individ-
ual rights. Indeed, in demonstrating the harmony of the
rational self-interests of al men under freedom, this
entire book has no greater or more urgent purpose than
that of helping to uphold the philosophy of individual
rights.

The nature and importance of economicsimply that
study of the subject should be an important part of the
general education of every intelligent person. Eco-
nomics belongs alongside mathematics, natural sci-
ence, history, philosophy, and the humanities as an
integral part of a liberal education. It deserves an
especially prominent place in the education of law-
yers, businessmen, journalists, historians, the writers
of literary works, and university, college, and second-
ary-school teachers of the humanities and social sci-
ences. These arethegroupsthat play the dominant role
in forming people’s attitudes concerning legislation
and social institutions and whose work can most profit
from an understanding of economics.
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PART B

CAPITALISM

This book shows that the laws and social ingtitutions
necessary to the successful functioning, indeed, to the
very existence, of the divison of labor are those of
capitalism. Capitalismisasocia system based onprivate
ownership of themeans of production. Itischaracterized
by the pursuit of material self-interest under freedom and
it restson afoundation of the cultural influence of reason.
Based onits foundations and essential nature, capitalism
isfurther characterized by saving and capital accumula
tion, exchange and money, financial self-interest and the
profit motive, the freedoms of economic competitionand
economic inequality, the price system, economic prog-
ress, and a harmony of the material self-interests of al
the individuals who participate in it.

Assucceeding chaptersof thisbook will demonstrate,
almost every essential feature of capitalism underliesthe
division of labor and severa of them are profoundly
influenced by it in their own operation. When the con-
nections between capitalism and the division of labor
have been understood, it will be clear that economics, as
the science which studiesthe production of wealth under
a system of division of labor, is actualy the science
which studiesthe production of wealth under capitalism.
Economics study of the consequences of government
intervention and of socialism will be shown to be merely
study of the impairment or outright destruction of capi-
talism and the division of labor.

|
1. ThePhilosophical Foundations of Capitalism
and Economic Activity

Economic activity and the development of economic
institutions do not take place in a vacuum. They are
profoundly influenced by the fundamental philosophical
convictions people hold.1® Specifically, the devel opment
of capitalist ingtitutions and the elevation of the level of
productiontothe standardit hasreached over thelast two
centuries presuppose the acceptance of a this-worldly,
proreason philosophy. Indeed, in their essential develop-
ment, the ingtitutions of capitalism and the economic
progress that results represent the implementation of
man’'sright tolife, asthat right hasbeen described by Ayn
Rand—namely, as the right “to take &l the actions re-
quired by the nature of a rational being for the support,
the furtherance, the fulfillment and the enjoyment of his
own life”16 Capitalism is the economic system that
developsinsofar as people arefree to exercise their right
to life and choose to exercise it. As will be shown, its

institutionsrepresent, in effect, aself-expanded power of
human reason to serve human life.1’ The growing abun-
dance of goods that results is the material means by
which people further, fulfill, and enjoy their lives. The
philosophica reguirements of capitalism are identical
with the philosophical requirements of the recognition
and implementation of man’sright to life.

It was no accident that the gradual development of
capitalist ingtitutionsin Western Europe that beganinthe
late Middle Ages paralleled the growing influence of
prosecular, proreason trends in philosophy and religion,
which had been set in motion by the reintroduction into
the Western world of the writings of Aristotle. It is no
accident that the greatest eraof capitdist development—
the last two centuries—has taken place under the ongoing
cultura influence of the philosophy of the Enlightenment.

Philosophical convictionspertainingtothereality and
primacy of the material world of sensory experience
determine the extent to which people are concerned with
thisworld and with improving their livesinit. When, for
example, people’slives were dominated by the ideathat
the materiad world is superseded by another, higher
world, for which their lifein thisworld is merely atest
and a preparation, and in which they will spend eternity,
they had little motive to devote much thought and energy
to material improvement. It was only when the philo-
sophical conviction grew that the senses are valid and
that sensory perception is the only legitimate basis of
knowledge, that they could turn their full thought and
attention to thisworld. Thischange wasan indispensable
precondition of the development of the pursuit of mate-
rial self-interest asaleading force in people'slives.

The cultural acceptance of the closely related philo-
sophical conviction that the world operates according to
definite and knowable principles of cause and effect is
equally important to economic development. This con-
viction, largely absent inthe Dark Ages, istheindispens-
able foundation of science and technology. It tells
scientists and inventors that answers exist and can be
found, if only they will keep on looking for them. With-
out this conviction, science and technology could not be
pursued. There could be no quest for answersif people
were not first convinced that answers can be found.

In addition to the emphasis on this-worldly concerns
and the grasp of the principle of cause and effect, the
influence of reason shows up in the development of the
individual’s conceptual ability to give a sense of present
reality to hislife in decadesto come, and in hisidentifi-
cation of himself as a self-responsible causal agent with
the power to improve hislife. Thiscombination of ideas
iswhat produced in people such attitudes asthe rediza
tion that hard work pays and that they must accept
responsibility for their future by means of saving. The
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same combination of ideas helped to provide the intel-
lectual foundation for the establishment and extension of
private property rights as incentives to production and
saving. Private property rights rest on the recognition of
the principle of causdlity in the form that those who are
toimplement the causes must bemotivated by being able
to benefit from the effectsthey create. They also rest on
a foundation of secularism—of the recognition of the
rightness of being concerned with material improve-
ment.

Thus, insofar as production depends on people’s de-
siretoimprovetheir material conditions, and on science,
technology, hard work, saving, and private property, it
fundamentally depends on theinfluence of athisworldly,
proreason philosophy.

And to the extent that production depends on peace
and tranquility, on respect for individua rights, on lim-
ited government, economic and political freedom, and
even on personal sdlf-esteem, it again fundamentally
depends on the influence of a this-worldly, proreason
philosophy.

From the dawn of the Renaissance to the end of the
nineteenth century, the growing conviction that reason is
areliable tool of knowledge and means of solving prob-
lems led to a decline in violence and the frequency of
warfare in Western society, as people and governments
became increasingly willing to settle disputes by discus-
sion and persuasion, based on logic and facts. This was
a necessary precondition of the development of the in-
centive and the means for the stepped-up capital accu-
mulation required by a modern economic system. For if
people are confronted with the chronic threat of losing
what they save, and again and again do | ose it—whether
to local robbers or to marauding invaders—they cannot
have either the incentive or the means to accumulate
capital.

During the same period of time, as part of the same
process, agrowing confidencein the reliability and power
of human reason led to the el evation of people’s view of
man, as the being distinguished by the possession of
reason. Because hewasheld to possessincomparably the
highest and best means of knowledge, man came to be
regarded, on philosophical grounds, asincomparably the
highest and best creaturein the natural order, capable of
action on a grand and magnificent scale, with unlimited
potential for improvement. In conjunction with the fur-
ther philosophical conviction that what actually exist are
always individua concretes, not abstractions as such,
and thus not collectives or groups of any kind, the ele-
vated view of man meant an elevated view of the indi-
vidual human being and his individua potential.

In their logically consistent form, theseideasled to a
view of the individual as both supremely valuable—as

anendin himself—and asfully competent to run hisown
life. The application, in turn, of thisview of the individ-
ud to society and politicswas the doctrine of inalienable
individual rights, and of government as existing for no
other purposethanto securethoserights, in order toleave
theindividual free to pursue his own happiness. This, of
course, wasthe foundation of the freedom of capitalism.
The same view of man and the human individual, when
accepted as apersond standard to be lived up to, wasthe
ingpiration for individuals to undertake large-scale ac-
complishments and to persevere against hardship and
failure in order to succeed. It inspired them when they
set out to explore the world, discover laws of nature,
establish aproper form of government, invent new prod-
ucts and methods of production, and build vast new
businesses and brand new industries. It was the inspira-
tion for the pioneering spirit and sense of self-reliance
and self-responsibility which once pervaded American
society at all levelsof ability, and aleading manifestation
of which isthe spirit of great entrepreneurship.

Finally, the ability of economic scienceitself toinflu-
ence peopl€ sthinking so that they will favor capitalism
and sound economic policy is aso totally dependent on
the influence of a proreason philosophy. Economicsisa
science that seeks to explain the complexities of eco-
nomic life through a process of abstraction and simplifi-
cation. The method of economics is the construction of
ddiberately simplified cases, which highlight specific
economic phenomena and make possible a conceptual
analysis of their effects. For example, in anayzing the
effects of improvements in machinery, an economist
imagines a hypothetical case in which no change of any
kind takes place in the world except the introduction of
animproved machine. Thetruthsestablished deductively
intheanaysisof such casesarethen applied asprinciples
to the real economic world. Consequently, the ability of
economics to affect people’s attitudes depends on their
willingness to follow and feel bound by the results of
abstract reasoning. If economicsisto have culturd influ-
ence, itisindispensablethat people have full confidence
in logic and reason as tools of cognition.

Not only are economic activity and economics as a
science dependent on a proreason philosophy in &l the
ways | have described, but also it should be realized that
economicsitsef isahighly philosophical subject, poten-
tially capabl e of exerting an extremely important prorea-
son influence on philosophy. Asthe subject that studies
the production of wealth under a system of division of
labor, economics deals both with essential aspects of
man’s relationship to the physical world and with essen-
tial aspects of his relationship to other men. Indeed, the
subject matter of economics can be understood as noth-



ECONOMICS AND CAPITALISM 21

ing less than the fundamental nature of human society
and the ability of human beingslivingin society progres-
sively to enlarge the benefits they derive from the phys-
ical world. For thisis what one understands when one
grasps the nature and ramifications of the division of
labor and its effects on the ability to produce. In this
capacity, economics overturns such irrationalist philo-
sophical doctrines as the notion that one man’s gain is
another man’s loss, and the consequent belief in the exis-
tence of an inherent conflict of interests among human
beings. In their place it sets the doctrine of continuous eco-
nomic progress and the harmony of the rationa self-inter-
estsof al human beingsunder capitalism, which doctrine
it conclusively proves on the basis of economic law.

|
2. Capitalism and Freedom

Freedom means the absence of the initiation of phys-
ical force. Physical force means injuring, damaging, or
otherwise physically doing something to or with the
person or property of another against his will. The initi-
ation of physical force means starting the process—that
is, being the first to use physical force. When one has
freedom, what one isfree of or free fromistheinitiation
of physical force by other people. Anindividua is free
when, for example, he is free from the threat of being
murdered, robbed, assaulted, kidnapped, or defrauded.

(Fraud representsforce, becauseit meanstaking away
property against the will of its owner; it is a species of
theft. For example, if a bogus repairman takes away a
washing machineto sell it, while saying that heistaking
it to repair it, heisguilty of force. In taking it to sdl, he
tekes it against the will of the owner. The owner gives
him no more authorization to sell it than he gives to a
burglar.)

Freedom and Gover nment

The existence of freedom requires the existence of
government. Government isthe social institution whose
proper function is to protect the individual from the
initiation of force. Properly, it acts as the individua’s
agent, to which he delegates his right of self-defense. It
exists to make possible an organized, effective defense
and deterrent against the initiation of force. Also, by
placing the use of defensive force under the control of
objective laws and rules of procedure, it prevents efforts
at self-defense from turning into aggression. If, for ex-
ample, individuals could decide that their self-defense
required that they drive tanksdown the street, they would
actually be engaged in aggression, because they would
put everyone elsein astate of terror. Control over al use
of force, even in self-defense, is necessary for people to
be secure against aggression.18

An effective government, in minimizing the threat of
aggression, establishes the existence of the individua's
freedom in relation to al other private individuas. But
thisisfar from sufficient to establishfreedomasagenera
socia condition. For one overwhelming threat to free-
dom remains. namely, aggression by the government
itself.

Everything a government does rests on the use of
force. No law actually isalaw unlessit is backed by the
threat of force. So long as what the government makes
illegal aremerely actsrepresenting theinitiation of force,
itisthefriend and guarantor of freedom. But to whatever
extent the government makes illegal acts that do not
represent the initiation of force, it is the enemy and
violator of freedom. In making such actsillegd, it be-
comes theinitiator of force.

Thus, while the existence of freedom requires the
existence of government, it requires the existence of a
very specific kind of government: namely, a limited
government, a government limited exclusively to the
functions of defense and retaliation against theinitiation
of force—that is, to the provision of police, courts, and
national defense.1

In afully capitalist society, government does not go
beyond these functions. It does not, for example, dictate
prices, wages, or working conditions. It does not pre-
scribe methods of production or the kinds of products
that can be produced. It does not engage in any form of
“economic regulation.” It neither builds houses nor pro-
vides education, medical care, old-age pensions, or any
other form of subsidy. All economic needs are met pri-
vately, including the need for charitabl e assi stance when
it arises. Thegovernment’s expenditures are accordingly
strictly limited; they do not go beyond the payment of
the cost of the defense functions. And thus taxation is
strictly limited; it does not go beyond the cost of the
defense functions. 2

Inshort, initslogically consistent form, capitalismis
characterized by laissez faire. The government of such a
society is, in effect, merely a night watchman, with
whom the honest, peaceful citizen hasvery little contact
and from whom he has nothing to fear. The regulations
and controls that exist in such a society are not regula-
tionsand controlson theactivities of the peaceful citizen,
but on the activities of common criminas and on the
activities of government officials—on the activities of
the two classes of men who use physical force. Under
capitalism, while the government controlsthe criminals,
ititself iscontrolled (asit wasfor most of the history of
the United States) by a Constitution, Bill of Rights, and
system of checks and balances achieved through a divi-
sion of powers. And thus the freedom of the individual
is secured.?!
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Given the existence of government and its power to
restrain the private use of force, the concept of freedom
must be defined in away that places specia stressonthe
relationship of the citizen to his government. This is
because the government’ s capacity for viol ating freedom
isincomparably greater than that of any private individ-
ual or gang whose aggression it fights. One has only to
compare the Gestapo or the KGB with the Mafia, to
realize how much greater is the potentia danger to
freedom that comes from government than from private
individuals. The government operatesthrough openlines
of communication and has at its disposa entire armies
that in modern times are equipped with artillery, tanks,
planes, rockets, and atomic weapons. Private gangsnum-
ber comparative handfuls of individuals, operating clan-
destinely and equipped at most perhapswith submachine
guns. Thus, freedom must be defined not merely asthe
absence of the initiation of physical force, but, in addi-
tion, in order to highlight its most crucial aspect, the
absence of theinitiation of physical force by, or withthe
sanction of, the government. The very existence of gov-
ernment can easily secure the freedom of the individual
inrelationtoal other privatecitizens. The crucial matter
istheindividual’sfreedomin relation to the government.

Freedom asthe Foundation of Security

Itisimportant torealizethat freedomisthefoundation
of both personal and economic security.

The existence of freedom directly and immediately
establishes personal security in the sense of safety from
the initiation of physical force. When one isfree, oneis
safe—secure—from common crime, because what one
is free of or free from is precisdy the initiation of
physical force.

The fact that freedom is the absence of theinitiation of
physicd force also meansthat peaceis a corollary of free-
dom. Wherethereisfreedom, thereis peace, because there
isnouseof force: insofar asforceisnot initiated, the use of
force in defense or retaliation need not take place. Peace
in this sense is one of the most desirable features of
freedom. Nothing could be more valuable or honorable.

Thereis, however, adifferent sensein which peace of
some sort can exist. Here, one person or group threatens
another with the initiation of force and the other offers
no resistance, but ssimply obeys. This is the peace of
daves and cowards. It isthe kind of peace corrupt intel-
lectuals long urged on the relatively free people of the
Western world in relation to the aggression of the Com-
munist world.

Freedom is the precondition of economic security,
along with persona safety, because it is an essentia
requirement for individuals being able to act on their
rational judgment. When they possess freedom, individ-

uals can consider their circumstances and then choose
the course of actionthat they judgeto be most conducive
to their economic well-being and thus to their economic
security. Inaddition, they can benefit fromthelike choices
of those with whom they dedl.

Under freedom, everyone can choose to do whatever
he judges to be most in his own interest, without fear of
being stopped by the physica force of anyone else, so
long as he himself does not initiate the use of physical
force. This means, for example, that he can take the
highest paying job he can find and buy from the most
competitive suppliers he can find; at the same time, he
can keep al the income he earns and save as much of it
as he likes, investing his savings in the most profitable
ways he can. The only thing he cannot do is use force
himself. With the use of force prohibited, the way an
individual increases the money he earns is by using his
reason to figure out how to offer other people more or
better goods and services for the same money, since this
isthe means of inducing them voluntarily to spend more
of their funds in buying from him rather than from
competitors. Thus, freedom is the basis of everyone
being as secure as the exercise of hisown reason and the
reason of his suppliers can make him.

The detailed demonstration of the fact that economic
freedomisthefoundation of economic security isamajor
theme of this book. This book will show, for example,
that free competition is actually a leading source of
economic security, rather than any kind of threat to it,
and that such phenomena as inflation, depressions, and
mass unemployment—the leading causes of economic
insecurity—are results of violations of economic free-
dom by the government, and not at al, as is usualy
believed, of economic freedom itself.22

The harmony between freedom and security that this
book upholds is, of course, in direct opposition to the
prevailing view that in order to achieve economic secu-
rity, one must violate economic freedom and establish a
welfare state. Theexistence of thesocial security system,
in the United States and other countries, both represents
a leading consequence of this mistaken belief and pro-
vides essentid evidence about what iswrong with it.

In the name of economic security, the freedom of
individuals to dispose of their own incomes has been
violated as they have been forced to contribute to the
socia security system. A major consequence of this has
been that an enormous amount of savings has been
diverted from private individuals into the hands of the
government. Had these savings remained in the posses-
sion of the individuals, they would have been invested
and would thus have helped to finance the construction
and purchase of new housing, new factories, and more
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and better machinery. In the hands of the government,
these savings have been dissipated in current consump-
tion. This hasresulted from the fact that the government
has an overwhelmingly greater interest in its own im-
mediate financial needs than in the future economic
security of any private individuals and thus has spent the
funds in financing its current expenditures. This has
meant the dissipation of these savings and thus the seri-
ous undermining of the wealth and productive ability of
the entire economic system.23

These results have proceeded from the essential na-
ture of the case, which is that while private individuals
have aninterest in their long-run future economic secu-
rity, and will provide for it if they are left free to do so,
the government does not have such an interest. The
interest of government officialsisto get by in their term
of office and leave the problems of the future to their
successors. Thustheviolation of economic freedom nec-
essarily results in making individual s less economically
secure. Indeed, having been deprived of the existence of
actual savingsto provide for their future economic secu-
rity, individuals are now in the position of having to
depend onthelargess of future legidators, who will have
to turn to future taxpayers for the necessary funds. This
arrangement has much more in common with the gross
insecurity of living asabeggar than it haswith any actual
economic security.2*

In opposition to al such delusions, this book shows
that to achieve economic security, the essential require-
ment is precisely economic freedom.

The Indivisibility of Economic
and Political Freedom

Although the emphasis of this book is necessarily on
theimportance of economic freedom, thisfact should not
be taken in any way to mean a lack of concern for
political freedom. Economic freedom and political free-
dom are indivisible. They are, in fact, merely different
aspects of the same thing. The alleged dichotomy be-
tween economic freedom and political freedom, between
property rightsand human rights, isgroundless. Virtualy
every human activity employs weath—property. To re-
spect the right and freedom to use property is to respect
the right and freedom to carry on the activitiesin which
property is used. To deny theright and freedom to carry
on such activitiesisto deny theright and freedom to use
the property involved.

For example, the freedom of speech isimplied in a
farmer’s right to use his pasture as he sees fit. The
farmer’ s property rightsinclude hisright toinvite people
onto hisland to deliver and or hear a speech. Any effort
by the government to stop or prevent such aspeechisan
obvious interference with the farmer’s property rights.

Property rights aso include the right to build meeting
halls and radio and television stations and to use them to
propound whatever ideas one likes. Freedom of speech
isfully contained in the economic freedom of the owners
of property of thekind that facilitates speech to use their
property as they seefit. By the same token, the freedom
of speech of those who do not own such property is
implied in their right and freedom to buy the use of such
property from those who do own it and are willing to rent it
to them. Government interference with any such speech
issimultaneoudly aninterferencewith the property rights
of the owners of meeting hals or radio or television
stations to use or rent their facilities asthey seefit.

In the same way, freedom of the pressis fully con-
tained in the freedom of an individual to set his type to
form the words he wants to form, and then to use his
presses, paper, and ink to reproduce those words, and to
sl the resulting product to buyers of his choice. Free-
dom of trave is contained in the property right to build
railroads and highways, automobiles and airplanes, to
drive one's automobile where one likes, or buy a bus,
train, or plane ticket from any willing sdller. It is con-
tained in the freedom to use one's shoes to walk across
the frontier.

In prohibiting the freedom of speech, press, or travel,
one prohibits property owners from using their property
as they wish. By the same token, in respecting property
rights, one respects these freedoms. On this basis, one
should observetheirony of alleged conservativedefenders
of property rights advocating such things as antipornog-
raphy legidation—a violation of the property rights of
press owners—and of aleged liberal defenders of civil
liberties advocating the violation of property rights.2>

TheRational Versusthe Anarchic
Concept of Freedom

The concept of freedom when employed rationally,
presupposes the existence of reality, and with it the laws
of nature, the necessity of choiceamong alternatives, and
the fact that if one resortsto force, one must expect to be
met by force. Of particular importance is the fact that it
presupposes the necessity of having the voluntary coop-
eration of everyone who isto aid in an activity—includ-
ing the owners of any property that may be involved.
After taking for granted the presence of al this, the
rational concept of freedom then focuses on the absence
of one particular thing: theinitiation of physical force—
in particular, by the government.2

In sharpest contrast to therational concept of freedom
isthe anarchic concept. The anarchic concept of freedom
evades and seeks to obliterate the fundamenta and rad-
ical distinction that exists between two sorts of obstacles
to the achievement of agoal or desire: “obstacles’ con-


George G Reisman



24 CAPITALISM

stituted by the ordinary facts of reality, including other
people’s voluntary choices, and obstacles constituted by
the government’ sthreat to use physical force. For exam-
ple, by the nature of things, it is impossible for me to
squarecircles, wak through walls, or bein two places at
the sametime. It isdso not possiblefor me, in the actual
circumstances of my life, to win the Nobel prize in
chemistry or the Academy Award for best actor of the
year, or to enter the automobile or steel business. There
are all kinds of such things | smply cannot do. And
among thethings | could do, there are many | choose not
to do, because | judge the consequences to myself to be
highly undesirable. For example, | cannot arbitrarily
decide to walk off my job in the middle of winter to take
avacation in the sun, without the very strong likelihood
of being fired. | cannot drive down acity street at ninety
miles an hour, nor can | strike or kill another, without
running the risk of paying the penalty for violating the
law. And then, there are things that are possible for me
to do, and that | would very much like to do, but that
would requirethe consent of other people, which consent
they are unwilling to give. In this category, are such
things as having my views published in The New York
Times or having thisbook assigned in courses at leading
“liberal” universities.

Absolutely none of these facts congtitutes a violation
of freedom, adenial of rights, or anything of thekind. In
order for aviolation of freedomtoexist, itisnot sufficient
merely that someone be unable to achieve what he de-
sires. What isnecessary isthat the specific thing stopping
him be the initiation of physical force; in particular, the
government’s threat to use force against him in response
toan action of histhat does not represent the use of force.

The stock-in-trade of the anarchic concept of free-
dom, however, is to construe precisely such facts as a
violation of freedom and rights. On the basis of the
anarchic concept of freedom, it is claimed that freedom
isviolated any time there is anything that, for whatever
reason, a person cannot do, from flying to the moon, to
being able to afford a house or a college education that
is beyond his reach, to committing murder.2”

Ironically, the anarchic concept of freedom is im-
plicitly accepted by conservativesand fascists, aswell as
by anarchists and hippies. This is evident in the argu-
ments they advance when they seek to establish the
principle that it is necessary and proper to violate free-
dom. For exampl e, they arguethat wedo not allow aman
the “freedom” to murder his mother-in-law or to speed
through red lightsand thereby threaten thelivesof others.
In propounding such arguments, the conservatives and
fascistscasually neglect thefact that such actscondtitute the
initiation of force, and are so far from representing freedom
that their prohibition iswhat actually constitutes freedom.

Theanarchic concept of freedom, of course, ispresent
in the assertions of Communists and socialists that their
freedom of speechisviolated becausethey arethreatened
with arrest for attempting to disrupt the speech of an
invited speaker by shouting him down or by speaking at
the same time. This assertion by the Communists and
socialistsneglectsthefact that their action constitutesthe
use of someone e se’sproperty against hiswill—namely,
the use of the meeting room against the will of the owner
or lessee, who wantsthe invited speaker to speak, not the
disrupters. It is thus the action of the Communists and
socidists which is a violation of freedom in this in-
stance—a genuine violation of the freedom of speech.

It followsfrom thisdiscussion of theerroneousclaims
of the Communists and socialists that a prohibition on
arbitrarily shouting “fire” inacrowded theater should not
be construed as any kind of limitation on the freedom of
speech. Arbitrarily shouting “fire” constitutesaviolation
of theproperty rightsof thetheater owner and of the other
ticketholders, whomit preventsfromusing their property
asthey wish. When one holds the context of the rational
concept of freedom, it becomesclear that itisno morea
violation of freedom of speech to prohibit such speech,
than it isto prohibit the speech of disruptive hecklers, or
the speech of an uninvited guest who might choose to
ddiver a harangue in one's living room. Violations of
freedom of speech occur only when the speaker hasthe
consent of the property owners involved and then is
prohibited from speaking by means of the initiation of
physical force—in particular, by the government or by
private individuals acting with the sanction of the gov-
ernment.

Because of the confusions that have been introduced
into the concept of freedom, it is necessary to set matters
right in anumber of important concrete instances. Thus,
freedom of speech is violated not when an individual
does not receive an invitation to speak somewhere, but
when hedoesreceiveit andisstopped by thegovernment
(or by private individuals acting with the sanction of the
government) from accepting theinvitation or exercising
it. It is violated precisely by Communist and socialist
disrupters whom the police refuse to remove. Ironically,
in the case of alivetheatrical performance, itisviolated
precisely when someone arbitrarily shouts“fire.” Such a
person violates the freedom of speech of the actors on
stage.

The freedom of the pressis violated and censorship
exists not when a newspaper refusesto publish astory or
a column that, for any reason, it regards as unworthy of
publication, but when itisprepared to publish apieceand
is stopped from doing so by the government. Thus, if |
want to print my viewsin The New York Times, but can
neither afford the advertising rates nor persuade the


George G Reisman


George G Reisman



ECONOMICS AND CAPITALISM 25

publisher to give me space, my freedom of the pressis
not violated; | am not a victim of “censorship.” But
suppose | do havethe money to pay the advertising rates
or could persuade the publisher to print my views, and
the government disallows it—that would be a violation
of the freedom of the press; that would be censorship. It
isaviolation of my freedom of the press if the govern-
ment stops me from mimeographing leaflets, if that isall
| can afford to do to spread my ideas. Again, censorship
exists not when the sponsor of a television program
refusesto pay for thebroadcast of ideashe considersfal se
and vicious, but when he does approve of theideasheis
asked to sponsor and yet is stopped from sponsoring
them—for example, by an implicit threat of the govern-
ment not to renew the license of thetelevision station, or
arbitrarily to deny him some permission he requires in
some important aspect of his business.28

In the same way, if | ask a woman to marry me, and
shesaysno, my freedomisnot violated. Itisonly violated
if she says yes, and the government then stops me from
marrying her—say, by virtue of alaw concerning mar-
riages among people of different races, religions, or
blood types. Or, findly, if | want to travel somewhere,
but lack the ability to pay the cost of doing so, my
freedom of travel isin no way violated. But suppose | do
have the ability to pay the cost, and want to pay it, but
the government stops me—say, with a wall around my
city (as existed until recently in East Berlin), a passport
restriction, or aprice control on oil and oil products that
creates a shortage of gasoline and aviation fuel and thus
stops me from driving and the airlinesfrom flying—then
my freedom of travel isviolated.

What is essential in all these casesis not the fact that
thereis something | cannot do for one reason or another,
but what it is, specifically, that stops me. Only if what
stops meistheinitiation of physical force—by the gov-
ernment in particular—is my freedom violated.

Subsequent discussions in this book will unmask the
influence of the anarchic concept of freedom in the
distortions that have taken place in connection with the
antitrust laws—in the concepts of freedom of competi-
tion and freedom of entry, and in the related notions of
private monopoly and private price control. They will
also ded with the distortions to be found in the present-
day notion of the “right to medical care.”?

Here it must be pointed out that application of the
anarchic concept of freedom operates as a cover for the
violation of genuine freedom. If, for example, having to
work for acapitalist, asacondition of earning wagesand
being abletolive,isaviolation of freedom and represents
the existence of “wage davery,” asthe Marxists call it,
then it appears that when the Communists murder the
capitdists, they aremerely retaliating against the aggres-

sion of capitalists—indeed, of slave owners.20 Similarly,
if, as the anarchic concept of freedom claims, freedom
of travel or movement requires the ability to be able to
afford to travel or move, then a state’s requirement of a
year's residency, say, as the condition of receiving wel-
fare payments, can be construed as a violation of the
freedom of travel or movement. Maintenance of such
alleged freedom of travel or movement then requiresthe
continued corresponding enslavement of the taxpayers,
who must pay to finance it under threat of being im-
prisoned if they do not.

What is essential awaysto keep in mind isthat since
freedom—real freedom—is the absence of the initiation
of physica force, every attempt to justify any form of
restriction or limitation on freedom is actually an at-
tempt, knowingly or unknowingly, to unleash the initia-
tion of physical force. Assuch, it isan attempt to unleash
the destruction of human life and property, and for this
reason should be regarded as monstrously evil.

What makes the anarchic concept of freedom so de-
structive is the fact that in divorcing freedom from the
context of rationality, it not only seeks to establish a
freedom to initiate physical force, as in the cases of
“wage dlavery” and the anarchic concept of the freedom
of travel, but also, on the basis of the consequences of
such a perverted concept of freedom, provides seeming
justification for the violation of freedom as a matter of
rational principle. For example, the anarchic concept of
freedom of speech, which claimsthat hecklers can speak
at the same time as alecturer and thus prevent him from
communicating his thoughts, not only serves to legiti-
mizetheviolation of thelecturer’sfreedom of speech but
also, if accepted as being a valid concept of freedom of
speech, must ultimately doom the freedom of speech as
amatter of rational principle. For if freedom of speech
actually entailed the impossibility of communicating
thought by speech, because hecklers could continually
interrupt the spesker, respect for rationality—for the
value of communicating thought—would then require
the denial of the freedom of speech.

Such aviciousabsurdity arisesonly onthe basisof the
anarchic concept of freedom. It doesnot ariseonthebasis
of the rationd concept of freedom. Freedom of speech
rationally means that the lecturer or invited speaker has
the right to speak and that hecklers and disrupters are
violating the freedom of speech. Therationa concept of
freedom establishes freedom of speech precisaly as the
safeguard of the communi cation of thought, not its enemy.
It is vital to keep this principle in mind today in an
environment in which many university campuses have
been transformed into virtual zoos, in which cowardly
and ignorant administrators regularly tolerate disrup-
tions of speech by gangs of delinquents masquerading as
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students. Such university administrators thereby aban-
don their responsibility to maintain their universities as
the centers of teaching and learning that in their nature
they are supposed to be. In tolerating anarchic violations
of freedom of speech in the name of freedom of speech,
they pave the way for the outright fascistic destruction
of freedom of speech in the name of rationality.

The Decline of Freedom in the United States

In the twentieth century, freedom in the United States
has been in decline. A twofold measure of thisdeclineis
the fact that, with little if any exaggeration, it isnow the
case that the average mugger has less to fear from the
police and courts than the average successful business-
man or professional hasto fear fromthelnternal Revenue
Service. In allowing common crime to go increasingly
unchecked, the government hasincreasingly failedinits
function of securing theindividual’s freedomin relation
to other private individuals. At the same time, as the
limits on its powers have been removed, it has itself
increasingly violated the freedom of theindividual. The
government’s energies and efforts have more and more
been diverted from the protection of the individud’s
freedom to the violation of it.

To some extent, the process of the destruction of
freedom has taken place under the code words of combat-
ting “white-collar crime’ instead of “blue-collar crime.”
The latter type of crime is genuine crime, entailing the
initiation of physical force. The former type of crime
incorporates some elements of genuine crime, such as
fraud and embezzlement, but consistsmainly of fictitious
crimes—that is, perfectly proper activities of business-
men and capitalists which are viewed ascrimesfromthe
perverted perspective of Marxism and other varieties of
sociaism, such as charging pricesthat are allegedly “too
high” or paying wages that are allegedly “too low.”

A profreedom palitical party would have as the es-
senceof itsplatformthereplacement of thegovernment’s
suppression of the activities of businessmen and other
peaceful privateindividual swith therightful suppression
of the activities of common criminals, such as muggers,
robbers, and murderers. Its essentia goal would be the
total redirection of the energies of the government away
frominterferencewith the peaceful, productive activities
of the citizensto forcibly and effectively combatting the
destructive activities of common criminals.

The extent to which this can happen, and thus the
future of freedom in the United States, depends first of
all on the concept of freedom being properly understood,
and then on its being upheld without compromise in
every instance in which freedom is violated or threat-
ened, from the police turning their backs on campus
disruptions and even open rioting and looting in major

cities, toincometax audits and the ever growing array of
government regulations.

All of the major problems now being experienced in
the United States have as an essentia element theinconsis-
tent application or outright abandonment of thecountry’s
own magnificent original principle of a government up-
holding individual freedom. Every violation of that prin-
ciple—every act of government intervention into the
economic system—represents the use of physical force
either to prevent individualsfrom acting for their self-in-
terest or to compel them to act against their self-interest.
Itisnowonder that asthe violations of freedom multiply,
people are less and | ess able to serve their sdlf-interests
and thus suffer more and more. In order for the American
people once again to succeed and prosper, it is essential
for the United States to return to its founding principle
of individual freedom.

The Growth of Corruption asthe Result
of the Decline of Freedom

Closely and necessarily accompanying the destruc-
tion of freedomin the United Stateshasbeen thegrowing
corruption both of government officials and of business-
men, who are increasingly under the power of the offi-
cials. The ability to violate the freedom of businessmen
gives to the government officials the power to deprive
businessmen of opportunities to earn wealth or to retain
wealth they have already earned. The power of the offi-
cials is fundamentally discretionary, that is, it may or
may not be used, asthey decide. Thisis dwaysthe case
with legidators contemplating the enactment of new
laws. It is often the case with officials charged with the
execution of a law—if they have the power to decide
whether or not to enact thisor that new regulation in the
course of its execution, and whether or not to apply the
regulation in any given case, or to what extent.

This situation inevitably creates an incentive on the
part of businessmen to bribe the officials, in order to
avoid the passage of such laws or the enactment or
application of such regulationsand thusto go onwiththe
earning of wealth or to keep thewealth they have aready
earned. It is a situation in which businessmen are made
to pay the officials for permissions to act when properly
they should be able to act by right—by the right to the
pursuit of happiness, which includes the right to the
pursuit of profit.

At the same time, the government’s ability to violate
freedom givesit the power to provide businessmen with
subsidies and to damage their competitors. This creates
corruption of a much worse character, one in which
businessmen are led to offer bribes not to defend what is
theirs by right, but as part of an act of depriving others
of what belongs to those others by right. Few business-
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men are mora philosophers, and those who may have
begun their practice of bribing government officials in
order simply to avoid harm to themselves cannot be
counted upon aways to keep in mind the distinction
between an act of self-defense and an act of aggression,
especially when they must operate increasingly in the
conditions of a virtual jungle, in which competitors are
prepared to use the government against them and in
which large and growing numbers of other businessmen
areall toowilling to gain subsidies at their expense. The
result is a powerful tendency toward the destruction of
the whole moral fabric of business.

The obvious solution for this problem of corruption
is, of course, the restoration of the businessman’s free-
dom and his security from the destructive actions of the
government officials. When the businessman can once
again act for his profit by right rather than permission,
when the government has lost the power both to harm
himandto harm othersfor hisbenefit, the problem of such
bribery and corruption will shrivel to insignificance.3

|
3. Capitalism and the Origin of Economic Ingtitutions

To the degree that they exist, freedom and the pursuit
of material sdlf-interest, operating in arational cultural
environment, are the foundation of all the other institu-
tions of capitalism. And the study of these ingtitutions
and their functioning is the substance of the science of
€CoNnomics.

If individuals both possess freedom and, at the same
time, rationally desire to improve their lives and well-
being, then they have only to use their minds to look at
reality, consider the various opportunitiesthat nature and
the existence of other people offer them for serving their
self-interest, and choose to pursue whichever of the
opportunitiesconfronting themthey judgebest. They can
do whatever they judge is most in their self-interest to
do, provided only that they do not initiate the use of force
against others.

What people do in these circumstances is spontane-
oudly to set about establishing, or extending and reinforc-
ing, dl the other institutions, in addition to freedom and
limited government, that constitute a capitalist economic
system, such as private ownership of the means of pro-
duction, saving and capital accumulation, exchange and
money, division of labor, and the price system.

Thus, in pursuing their rational self-interest under
freedom, they appropriate previously unowned land and
natural resourcesfrom natureand maketheminto private
property and thus privately owned means of production.
Private property in products, including capita goods,
then follows on the basis of private property in land and
natural resources: the owners of land and natural re-

sources own the products that result from them, includ-
ing those which they use asmeans of further production.
In addition, of course, they can exchange their products
with others for services. These others then also own
products, including capital goods, and can, of course,
obtain land and natural resources from their origina
ownersby meansof purchase or, in primitive conditions,
barter exchange.

Being secure in their possession of property from
violent appropriation by others, and rationa enough to
act on the basis of long-run considerations, individuals
saveand accumul ate capital, whichincreasestheir ability
to produce and consume in the future (for example,
following the appropriation of land, they clear trees,
removerocks, drain, irrigate, build, and do whatever el se
is necessary to establish and improve farms and mines
and, later on, commercid and industria enterprises).

They aso perceive the advantages of establishing
division of labor and performing exchanges with others.
They perceive that some individuals are more efficient
than others in the production of certain goods, whether
by reason of personal ability or because of the circum-
stances of the territory in which they live, and that an
advantage is to be gained by individuals concentrating
on their areas of greater efficiency and exchanging the
results.32

They perceive the advantages of indirect exchange—
that is, of accepting goods not because they want them
themselves, but because others want them and the goods
can thus be used as means of further exchanges. Out of
indirect exchange money develops, with the result thet the
division of labor isenabled radically to intensify—to the
pointwhereeachindividual findsittohisinterest to produce
or help to producejust oneor & most avery few things, for
which he is paid money, which he in turn uses to buy
from others virtually all that he himself consumes.33

In the context of a division-of-labor, monetary econ-
omy, the individual’s pursuit of his material self-interest
gives rise to the narrower principle of financial sdlf-in-
terest—that is, of preferring, other things being equal, to
buy at lower prices rather than higher prices and to sell
at higher prices rather than lower prices. These are the
waysto increase the goods one can obtain by the earning
and spending of money. In combination they represent
the profit motive—the principle of “buying cheap and
selling dear.”

Theindividual's pursuit of self-interest also givesrise
to economic inequality, asthose who aremoreintelligent
and ambitious outstrip those who arelessintelligent and
ambitious; and to economic competition, asdifferent sdllers
seek to sl to the same customers, and as different buyers
seek to buy one and the same supply of agood or service.

The combination of the profit motive and the freedom
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of competition, in turn, constitutes the basis of the price
system and all of itslaws of price determination.

Thus, rational self-interest and the individual’s free-
domto act onthe basis of it underlie private property and
private ownership of themeansof production, savingand
capital accumul ation, thedivision of 1abor, exchangeand
money, financial self-interest and the profit motive, eco-
nomic inequality, economic competition, and the price
system—in a word, the whole range of capitalism’s
economic institutions.

The combined effect of theseingtitutionsis economic
progress—that is, the increase in the productive power
of human labor and the consequent enjoyment of rising
standards of living. Economic progress is the natural
accompaniment of rationdity and the freedom to act on
it. Thisis so becausethe continued exercise of rationality
creates a growing sum of scientific and technological
knowledge from generation to generation. This, together
with the profit motive, the freedom of competition, the
incentive to save and accumulate capital, and the exis-
tence of adivision-of-labor society, isthe essential basis
of continuous economic progress.3*

Economic progressisthe leading manifestation of yet
another major institutional feature of capitalism: the
harmony of therational self-interestsof all men, inwhich
the success of each promotes the well-being of all. The
basis of capitalism’s harmony of interestsis the combi-
nation of freedom and rational self-interest operating in
the context of the division of labor, which isitself their
institutional creation. Under freedom, no one may use
forceto obtain the cooperation of others. He must obtain
their cooperation voluntarily. To do this, he must show
them how cooperation with him is to their self-interest
aswell ashisown, and, indeed, ismoreto their salf-in-
terest than pursuing any of the other alternativesthat are
open to them. To find customers or workers and suppli-
ers, he must show how dealing with him benefits them
aswdl ashim, and benefitsthem more than buying from
others or selling to others. As will be shown, the gains
from the division of labor make the existence of situa-
tions of mutual benefit omnipresent under capitalism.3®
The divison of labor, in combination with the rest of cap-
italism, represents a regular, ingtitutionalized arrange-
ment whereby the mind of each in serving itsindividual
possessor, servesthe well-being of amultitude of others,
and is motivated and enabled to serve their well-being
better and better.

In sum, capitalism, with its economic progress and
prosperity, is the economic system of afree society. It is
the economic system people achieve if they have free-
dom and are rationa enough to use it to benefit them-
selves. As | have said, it represents a self-expanded
power of human reason to serve human life.3

|
4. Capitalism and the Economic History of the

United States

The development of all the ingtitutional features of
capitalism iswell illustrated by the economic history of
the United States. Of course, the United Stateswasby no
means the perfect model of a capitalist country. Negro
davery existed, which denied all freedom to blacks and
prevented them from pursuing their material self-inter-
ests. Thiswas in total contradiction of the principles of
capitalism. And other important contradi ctionsexisted as
well, such as a policy of protective tariffs, public cana
and turnpike building, the government’s claim to owner-
ship of thewesternlandsand its consequent ability to use
land grants to subsidize uneconomic railroad building,
and, very important, the government’s promotion of the
use of debt asbacking for paper money, whichrepeatedly
resulted in financial panics and depressions when sub-
stantial debtorsfailed, as, in the nature of the case, they
had to.%”

Nevertheless, the history of the United States shows
a government committed in principle to upholding the
freedom of the individual and, for the white population,
doing so in fact to a degree never achieved before or
snce. And thus, following the establishment of the United
States, we observe a century-long process of the appro-
priation of land and establishment of private property and
private ownership of the means of production, as people
were made free to appropriate previously ownerless ter-
ritory and moved west to do so. This period represents
the most important historical example of the process of
establishing private property and private ownership of
the means of production described in the preceding sec-
tion. By and large, the settlers ssimply moved into what
was virtually an empty continent and made major por-
tions of it into private property by direct appropriation
from nature. The private property that existstoday inthe
United States can generaly be traced back, through
intervening purchases and sales, to such original appro-
priations from nature.38

The history of the United States was also character-
ized by the rapid development of the division of labor
and the growth of a monetary economy. The largely
self-sufficient pioneers of colonial timesweresucceeded
by farmers producing more and more for the market and
buying goods in the market, including al manner of
equipment and other aids that greatly increased their
ability to produce. The result of the rising productivity
of labor in agriculture was a steady shift in population
away from farming and toward towns and cities, which
sprang up in the wilderness and grew rapidly as centers
of an ever more prosperous commerce and industry.

The growing concentration of farmers on producing
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for the market and the movement of more and more of
their sons and daughters to the towns and cities to find
employment constituted theactual building of adivision-
of-labor society. Thiswas a process that was dictated by
considerations of salf-interest on the part of millions of
individual people. Each individua farmer who devoted
hislabor to producing cropsfor themarket did so because
he judged that he would be better off with the products
he could buy with the money he earned than hewould be
with the products he could produce for himsalf with the
same labor. Each individual son or daughter of afarmer
who moved to atown or city to find employment did so
because he judged that he would be better off by doing
so—that the income to be earned in a town or city
exceeded the income to be made as a farmer and any
allowancefor the self-produced goods and other benefits
associated with living on afarm. Thus, the self-interested
actions of millions of individualsiswhat created a divi-
sion-of-labor society in the United States and every-
where dse that it exists.

The security of property made the American people
both industrious and provident, because they knew that
they could keep all that they earned and be abl eto benefit
from all that they saved. (There was ho income tax prior
t01913.) Not surprisingly, they wereconsidered tobethe
hardest-working people in the world. And their conse-
quent high rate of saving ensured that each year a sub-
stantial proportion of their production took the form of
new and additional capital goods, which had the effect
of increasing their ability to produce and consume in
succeeding years.

Thefreedom of production in the United Statesledto an
unprecedented outpouring of innovati ons—to the steady
introduction of new and previously unheard of products
and to the constant improvement of methods of produc-
tion. This, along with the constant availability of an
adequate supply of savings to implement the advances,
produced the most rapid and sustained rate of economic
progress in the history of the world.3?

In the process, some individua s achieved enormous
persona wealth and distinction. But their success was
not the cause of anyone else’s impoverishment. It was,
onthecontrary, precisely the meanswhereby the general
standard of living was raised and all were progressively
enriched. For theseindividualsmadetheinnovationsand
built the industries that were the source of the growing
volume of goods enjoyed by all.

And, overall, guiding the entire process of production
in the American economy were the profit motive and the
price system. The “dollar-chasing Americans,” as they
were cdled, were vitdly concerned with earning money.
Calculations of profit and loss governed every business
decision and, therefore, practically every decision con-

cerning the production of goods and services. Because
of the freedom of competition, those business firms
succeeded which found ways to reduce their costs of
production and offer better goods at lower prices—earn-
ing high profits by virtue of low costs and large volume.

The economic history of the United States can be
understood on the basis of a single fundamenta princi-
ple: people were free and they used their freedom to
benefit themselves. Each individual was free to benefit
himself, and the necessity of respecting the freedom of
others necessitated that he benefit them aswell if he was
to have them as workers, suppliers, or customers. Be-
cause people had the freedom and the desire to benefit
themselves, they went ahead and virtualy all of them
actually succeeded in benefitting themselves.

In 1776 the present territory of the United States was
an almost empty continent, whose cities either did not
exist or were little more than coastal villages. Its popu-
lation consisted of approximately half amillion Indians,
who lived on the edge of starvation, and three million
settlers, most of whom were semi-self-sufficient farmers
living in extreme poverty. In less than two centuries, it
was transformed into a continent containing the two
hundred million richest people in the history of the
world; acontinent crisscrossed with highways, railways,
telephone and telegraph lines; a continent filled with
prosperousfarmsand dotted with innumerabletownsand
cities that were the sites of factories using methods of
production and producing all manner of goodsthat prob-
ably could not even have been imagined in 1776.

One should ask how the United States' economy got
from where it was then to where it is even now. One
should ask how Pittsburgh, Cleveland, Detroit, Chicago,
St. Louis, San Francisco, Los Angeles, Houston, and
Dallas came to be the great citiesthey all were, not very
long ago, and, for the most part, still are. One should ask
how New York City grew from a population of twenty
thousand to eight million, and how Boston and Philadel-
phia could increase in size thirty-five and one hundred
times over. One should ask where all the means of
transportation and communication, all the farms and
factories, houses and stores, and all the incredible goods
that fill them came from.

Theanswer, asl say, isastoundingly simple. What was
achieved in the United Stateswas the cumulative, aggre-
gate result of tens of millions of people, generation after
generation, each pursuing hisindividual self-interest—
inthe process, necessarily hel ping othersto achievetheir
self-interests. And what made this possible was individ-
ual freedom.

Thus, eastern farmers realized that the land in the
Midwest and West was better for many purposesthan the
land inthe Eagt, and that ahigher incomewasto be made
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by moving there. And sothey moved. Merchantsrealized
that these farmers needed supplies and that money was
to be made in supplying them. And so they opened
clusters of stores and built their houses at supply points
inproximity to thefarmers, thuslaying the base of towns
and cities. They made money and expanded their opera-
tions. Othersperceived the growing trade and the money
to be made in improving transportation to the new re-
gions. They built barge lines and stagecoach lines, then
steamship companies and railroads, and made money.

Businessmen and inventors, often one and the same,
were constantly on the lookout for the new and the better.
They discovered and introduced thousands upon thou-
sands of improvements both in products and in methods
of production, with each new advance serving asthebase
for something still newer and still better. These business-
men and inventors built the factories and the industries
that madethecitiesandtowns. Therest of the popul ation,
aways on the lookout for better jobs, recognized the
advantages of employment in the new industries and the
new cities and so took the ever improving, ever better-
paying jobs they offered.

All this happened because it was to the rational self-
interest of individualsto make it happen and because no
one could use force to stop them from making it happen.
The British had tried to prevent the development of the
territory west of the Appalachian Mountains—to set it
asgdeasakind of gigantic wildlife preserve, so to speak—
but the American Revolution overthrew their rule and
cleared the way for the unprecedented economic prog-
ress | have described.

The rising prosperity of each generation brought about
acontinual doubling and redoubling of the population, asa
higher and higher proportion of children survived to adult-
hood, and asan ever growing flood of immigrants bought,
borrowed, and sometimes stole their way to the shores of
what—in their awe and admiration for the United States
and its freedom—they called “ God's country.”

In recent years, it is true, the economic glow of the
United States has lost much of itsluster. While advances
continuein some fields, such as computerization, major
areas of economic life, and the economic conditions
confronting large numbers of people, have clearly fallen
into a state of decline. Mg or industries, such as automo-
biles and steel, and entire industrial regions—the North-
east and the Midwest, oncethe backbone of theAmerican
economy—are in decline. What was once the industrial
heartland of the United States is now known as the rust
belt—a dreadful, but accurate description of its condi-
tion. Detroit, once the home of the American automobile
industry and the leading industrial city in the world is
now on the verge of losing its last automobile factory,

and growing portions of it are becoming uninhabited.
The housing stock, industry, and downtown shopping
districts of many other large cities are also in a state of
profound decay. For some years, homeownership has
been beyond the reach of most people, and a sharp rise
in the price of electricity, heating oil, and gasoline has
made the operation of homes and automobiles far more
costly and has undercut people’s ability to afford other
goods. The supply of power plants is becoming inade-
guate. A growing number of bridges, highways, and
commercial aircraft are in need of major overhaul or
replacement. Large-scal e unemployment persists.

Thisbook makesclear that the cause of such problems
is the progressive abandonment of capitalism and the
undermining of its institutions over a period of several
generations. This is a process that has finally assumed
dimensions so great asto jeopardize the continued func-
tioning of the economic system.

There has been a steady increase in government spend-
ing for alleged social welfare, which has been financed
by a system of progressive income and inheritance taxa-
tion and by budget deficits and inflation of the money
supply. These policies, in turn, destroy incentives to
produce and the ability to save and accumulate capital.
They have been coupled with a steadily increasing bur-
den of government regulations restricting or prohibiting
economically necessary activities and encouraging or
compelling unnecessary, wasteful, and even absurd ac-
tivities. For example, the production of fuel has been
restricted or even prohibited by price controls and so-
caled environmental legidation, while the hiring and
promation of unqualified employees has been encour-
aged and even compelled under systems of government
imposed racial and sexual quotas.

The consequence of al of this has been growing
economic stagnation, if not outright economic decline, a
situation punctuated by rapidly rising prices, growing
unemployment, and sporadic shortages.

In recent years, it appears that there has been some
recognition of the nature of our problems. Unfortunately,
the recognition does not yet go deep enough nor isit yet
nearly widespread enough. Thusitsbenefitsarelikely to
prove elusive or at least extremely short-lived. For ex-
ample, a magjor undermining of the OPEC cartel and
partial retracement of the price of oil took place in the
1980s, mainly as a result of the repeal of price controls
on oil and the easing of “environmental” regulations
early in the decade. But now thisimprovement isin the
process of being reversed, through the reimposition and
further extension of “environmental” regulations. At the
same time, other forms of government interference and
government spending continue to grow, and federal bud-
get deficits continue at an alarming level, which makes
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it likely that the government will turn either to destruc-
tivetax increases or to ano less destructive accel eration
of inflation. Even the sudden collapse of socialism in
Eastern Europe and the former Soviet Union provide
little cause for long-term optimism about the economic
system of the United States. This is because, as will be
explained later, all the essentials of socialism live onin
the ecology movement, and are enjoying growing influ-
ence in the United States even while socialism in the
form of Marxism isin declinein most of the world.*0

5. Why Economicsand Capitalism Are Controversal

In propounding sound economic theory and thus in
presenting the case for capitalism, thisbook cannot avoid
being highly controversid. It is necessary to explain the
reasons.

The Assault on Economic Activity and Capitalism

Virtually every aspect of capitalism and thus of eco-
nomic activity is savagely denounced by large segments
of public opinion. The pursuit of saf-interest is con-
demned as evil, and of material self-interest as*“vulgar”
besides. Freedom under capitaism is ridiculed as “the
freedom to starve’ and as “wage davery.” Private prop-
erty iscondemned as theft—from a patrimony allegedly
given by God or Nature to the human race as a whole.
Money is denounced as the “root of al evil”; and the
division of labor, asthe cause of one-sided development,
narrowness, and “alienation.”

The profit motiveisattacked asthe cause of starvation
wages, exhausting hours, sweatshops, and child labor;
and of monopolies, inflation, depressions, wars, imperial-
ism, and racism. It is also blamed for poisoned foods,
dangerous drugs and automobiles, unsafe buildings and
work places, “planned obsolescence,” pornography, prosti-
tution, alcoholism, narcotics abuse, and crime. Saving is
condemned as hoarding; competition, as“the law of the
jungle”; and economic ineguality, as the basis of “class
warfare.” The price system and the harmony of interests
are almost completely unheard of, while economic prog-
ressisheld to be a“ravaging of the planet,” and, in the
form of improvements in efficiency, a cause of unem-
ployment and depressions. At the sametime, by the same
logic, wars and destruction are regarded as necessary to
prevent unemployment under capitalism.

Virtually all economic activity beyond that of manual
labor employed in the direct production of goods is
widely perceived as parasitical. Thus businessmen and
capitalists are denounced as recipients of “unearned in-
come,” and as “exploiters.” The stock and commodity
markets are denounced as “ gambling casinos’; retailers
and wholesalers, as “middlemen,” having no function

but that of adding “markups’ to the prices charged by
farmers and manufacturers; and advertisers, as inher-
ently guilty of fraud—the fraud of attempting to induce
people to desire the goods that capitalism showers on
them, but that they allegedly have no natura or legiti-
mate basis for desiring.

Degpite the obvious self-contradictions, capitalism is
simultaneoudly denounced for impoverishing the masses
and for providing themwith“affluence,” for beingarigid
class society and for being dominated by the upstart
nouveau riche, for its competition and for its lack of
competition, for itsmilitarism and for itspacifism, for its
atheism and for its support of religion, for its oppression
of women and for itsdestruction of thefamily by making
women financialy independent.

Overall, capitalism is denounced as “an anarchy of
production,” a chaos ruled by “exploiters,” “robber bar-
ons,” and “profiteers,” who “coldly,” “caculatingly,”
“heartlesdy,” and “greedily” consume the efforts and
destroy thelivesof thebroad massesof average, innocent
people.

On the basis of all these mistaken beliefs, peopleturn
tothe government: for “ social justice”; for protectionand
aid, intheform of labor and socia |egidation; for reason
and order, in the form of government “planning.” They
demand and for the most part have long ago obtained:
progressive income and inheritance taxation; minimum-
wage and maximum-hours laws; laws giving specia
privileges and immunities to labor unions; antitrust leg-
idation; socid security legidation; public education;
public housing; sociaized medicine; nationalized or mu-
nicipalized post offices, utilities, railroads, subways, and
buslines; subsidiesfor farmers, shippers, manufacturers,
borrowers, lenders, the unemployed, students, tenants,
and the needy and allegedly needy of every description.
They have demanded and obtained food and drug regu-
lations, building codes and zoning laws, occupational
health and safety legidation, and more. They have de-
manded and obtained the creation of additional money,
and the abolition of every vestige of the gold standard—
to make possible the inflation of the money supply with-
out limit. They have demanded thislast in the belief that
the additional spending the additional money makes
possible is the means of maintaining or achieving full
employment, and in the blief that creating money is a
meansof creating capital for lending and thusof reducing
interest rates. The ability to create money has also been
demanded because it isvitd in enabling additional gov-
ernment expendituresto be financed by means of budget
deficits and thus in fostering the delusion that the gov-
ernment can provide benefits for which the citizens do
not pay. And when, asisinevitable, thepolicy of inflation
results in rising prices, capital decumulation, and the
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destruction of credit, people demand price and wage
controls, and then, in responseto the shortagesand chaos
that result, the government’s total control over the eco-
nomic system, in the form of rationing and allocations.

In the face of such ideas and demands, which have
swept over the country with the force of a great flood,
traditional American vauesof individual rightsand lim-
ited government have appeared trivial and antiquated—
appropriate perhaps to an age of independent farmers,
but by no means to be permitted to stand in the way of
what afrightened and angry mass of people perceive as
the requirements virtually of their self-preservation. In-
deed, so compl ete has been the destruction of traditional
American values, that the concept of individual rights
hasitself been made over into avehicle serving demands
for government subsidies and extensions of government
power—in such formsasthe assertion of “rights’ tojobs,
housing, education, pensions, medical care, and so on.

This book fliesin the face of al such anticapitalistic
ideas and demands. Itsthesisimplies that never have so
many people been so ignorant and confused about a
subject so important, as most people now are about
economics and capitalism. It shows that in its logically
consistent form of |ai ssez-faire capitalism—that is, with
the powers of government limited to those of national
defense and the administration of justice—capitalismis
asystem of economic progressand prosperity for al, and
isaprecondition of world peace.

The Prevailing Prescientific Wor ldview
in the Realm of Economics

There are a number of mutually reinforcing reasons
for the prevailing mass of errors about economics and
capitalism.

First, even though thisis the late twentieth century, it
iSno exaggeration to say that in the realm of economics,
the thought of most peopl e continuesto bear theessential
characteristics of the mentality of the Dark Ages or of
primitive peoplesin general. What | mean by thisisthat
prior to the devel opment of ascientific worldview inthe
Renaissance, it was common for people evenin Western
Europetointerpret natural phenomenaastheresult of the
operation of good or evil spirits. Thus, if aflood came
and washed away their huts, or if their animals died of
disease, polytheistic primitive peoples would think the
explanation lay in the anger of ariver god or some other
deity. Similarly, the supposedly monothei stic Europeans
of the Dark Ages would believe the explanation lay in
the curse of somewitch or other evil spirit. Both believed
that their protection from such harm lay in securing the
aid of a more powerful benevolent spirit, whether an-
other deity or an angel, or simply the one and only deity.
What was essentia wasthat they believed that their harm

resulted from the exercise of arbitrary power by evil
forces and that their security depended on obtaining the
aid of agreater, stronger arbitrary power who would act
on their behalf.

As the preceding discussion of the assault on eco-
nomic activity and capitalism should make clear, thisis
precisely the worldview people continue to apply in the
present day in the realm of economics. Again and again
they view their economic harm as caused by theill will
of an arbitrary power—above all, “big business.” And
they believe that their protection depends on the good
will of a bigger, tougher, stronger arbitrary power—
namely, the government—which will act on their behalf.
If, for example, the level of wages or prices or the
quantity or quality of housing, medical care, education,
or anything elseis not to peopl €' s satisfaction, theexpla
nation, they believe, isthat evil businessmen arerespon-
sible. The solution, they believe, isfor the government,
which is more powerful than the businessmen, to useits
greater power on behalf of the people.*!

In contrast, theview of the economicworld imparted by
economic scienceis as far removed from that of the prim-
itive mentality asis the view of the physical world that
isimparted by the sciencesof physicsand chemistry. The
worldview imparted by economicsis, likethat of physics
and chemi stry, one of operation accordingto natural laws
which can be grasped by human intelligence. The do-
main of the natural laws of economicsis, of course, that
of the rationally self-interested actions of individuals
insofar as they take place under freedom and center on
the production of wealth under adivision of labor.

This scientific view of economic phenomena, even
though in existence since the late eighteenth century in
the writings of the Physiocrats and the early British
classical economists, has been prevented from replacing
the primitive worldview. It has been prevented by the
combined operation of the factors explained in the re-
mainder of this section.

Economics Versus Unscientific
Per sonal Observations

Everyoneis a participant in economic activity and as
such develops or accepts opinions about economic life
that seem consistent with his own observations of it. Yet
those opinions are often mistaken, because they rest on
too narrow a range of experience, which renders them
inconsi stent with other aspects of experience of the same
subject. Examples of this phenomenon in the everyday
world of physicd redity are such naive beliefs as that
sticksbend in water, that the earth isflat, and that the sun
revolves around the earth. In contrast with such naiveté,
ascientific processof thought seeksto develop thetheory
of a subject based on logical consistency with all the


George G Reisman



ECONOMICS AND CAPITALISM 33

valid observations pertaining to it. Thus, the visual ap-
pearance of sticks being bent in water isreconciled with
the fact that they continueto fed straight when subjected
to touch; the reconciliation being by knowledge of the
refraction of light caused by water. The earth’s appear-
ance of flatness is reconciled with such observations as
the masts of ships first becoming visible on the horizon
by knowledge of the very gradual curvature of the earth.
The appearance of the sun’srevolution about the earth is
reconciled with knowledge of the sun’'s relationship to
other observable heavenly bodies through knowledge of
the earth’s rotation about its axis.

Economics suffers from an apparent conflict between
persona observation and scientific truth probably to a
greater extent than most other sciences. Thisis because
of the very nature of the system of division of labor and
monetary exchange. Every participant in the economic
systemisaspeciadist, aware of the effect of thingson his
own specialization. Asarule, hedoesnot stop to consider
their effect on other specidizationsaswell; nor, asarule,
does he consider what their longer-run effect on him
might be were heto change his specialization. Asaresult
of this, people have come to believe such things as that
improvements in production, which can in fact necessi-
tate the shrinkage or tota disappearance of employment in
any particular branch of the division of labor, are eco-
nomically harmful. By the same token, they have come
tobelievethat actsof destruction, which caninfact result
in an expansion of employment in particular branches
of the division of labor, are economically beneficial.*2

Closely related to thefailuretolook beyond one’sown
current specialization is the widespread confusion be-
tween money andwesalth. Inadivisi on-of-labor economy
everyone is naturally interested in earning money and
comes to measure his economic well-being by the amount
of money he earns. Thus, it isextremely easy for people
to concludethat anything that enablesthe average person
to earn more money is desirable, while anything that
results in the average person’s earning less money is
undesirable. It takes a scientific anaysis to show that
while each individual is always economically best off
earning as much money as the freedom of competition
allows him to earn, people are not economically better
off when average earningsincrease as the result of gov-
ernment policies of creating money, or because the gov-
ernment violates the freedom of competition. Indeed,
economics shows that lower monetary earnings without
money creation and without violations of the freedom of
competition represent a higher actual standard of living
than do higher monetary earnings with them.*® Along
these lines, there are important cases in which, even in
the absence of money creation, it turns out that a lower
“national income” or “gross national product” signifies

amore rapid rate of increase in the production of wealth
and improvement in human well-being than does a higher
“national income” or “gross national product.” 44

Economics Versus Altruism

If economics merely contradicted people’s unscien-
tific conclusionsbased ontheir personal observations, its
path would be difficult enough. Its problems are enor-
mously compounded, however, by the fact that itsteach-
ings aso contradict some of the most deeply cherished
moral and ethical doctrines, above all, the doctrine that
the pursuit of self-interest by theindividual isharmful to
the interests of others and thusthat it is the individual's
obligation to practice atruism and self-sacrifice.

Economics as a science studies the rational pursuit of
material self-interest, to which it traces the existence of
all vital economic institutions and thus of material civi-
lization itself, and from which it derives an entire body
of economic laws. It cannot help concluding that rational
self-interest and the profit motive are profoundly benev-
olent forces, serving human life and well-being in every
respect, and that they should be given perfect freedomin
which to operate. Nevertheless, traditional morality re-
gards sdf-interest as amora at best, and, indeed, as
positively immoral. It considers love of others and self-
sacrifice for the sake of others to be man's highest
virtues, around which he should build hislife.

Thus, the teachings of economics are widely per-
ceived as a threat to morality. And, by the same token,
the anticapitalistic slogans described earlier in this sec-
tion are perceived as expressions of justified moral out-
rege. As a result, economics must make its way not
merely against ignorance, but against ignorance sup-
ported by moral fervor and self-righteousness. Without
the issue being named, economists are in asimilar posi-
tion to the old astronomers, whose knowledge that the
earth revolved about the sun not only appeared to con-
tradict what everyone could seefor himself but also stood
as a challenge to the entire theological view of the
universe. Economics and capitalism are a comparable
challenge to the morality of atruism.

Itisalmost certain that economicsand capitalism will
be unable to gain sufficient cultural acceptanceto ensure
theinfluence of the one and the survival of the other until
there is a radical change in people’s ideas concerning
morality and ethics, and that this change will haveto be
effected infieldsother than economics—notably, philos-
ophy and psychology. But even so, economicsitself has
an enormous contribution to make in changing people’s
ideas on these subj ects, which every advocate of rational
self-interest would be well advised to utilize.

A magjor reason for the condemnation of self-interest
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is, certainly, beliefs about its economic consequences. If
people did not believe, for example, that oneman’s gain
isanother’'sloss, but, on the contrary, that in a capitalist
society oneman’sgainisactualy other men’sgain, their
fear and hatred of self-interest could probably not be
maintained. Yet precisely thisiswhat economicsproves.
It proveswhat isactually the smplest thing in theworld.
Namely, that if individualsrationally seek to do good for
themselves, each of them canin fact achieve hisgood. It
provesthat inadivision-of-labor, capitalist society, inthe
very nature of the process, in seeking his own good, the
individual promotesthe good of others, whose self-inter-
ested actions likewise promote the achievement of his
good. Economics proves the existence of a harmony of
the rationa self-interests of al participants in the eco-
nomic system—a harmony which permeates the institu-
tions of private ownership of the means of production,
economic inequality, and economic competition. At the
same time, it shows that the fear of self-interest and the
consequent prohibition of its pursuit is the one great
cause of paralysisand stagnation—that if individuasare
prohibited from doing good for themselves, their good
simply cannot be achieved.

Economics Versus|rrational Self-1nterest

Theteachings of economics encounter opposition not
only from the supporters of altruism, but also from the
practitioners of an irrational, short-sighted, self-defeat-
ing form of sdlf-interest, aswell. Theseare, aboveal, the
businessmen and wage earners whose short-run interests
would be harmed by the free competition of capitalism
and are protected or positively promoted by policies of
government intervention, and who do not scrupleto seek
government intervention. For example, the businessmen
and wage earners who seek government subsidies, price
supports, tariffs, licensing laws, exclusive government
franchises, labor-union privileges, immigration quotas,
and thelike.

Such businessmen and wage earnersform themsel ves
into pressure groups and | obbies, and seek to profit at the
expenseof therest of the public. They and their spokesmen
unscrupulously exploit the economic ignorance of the
majority of people by appealing to popular misconcep-
tions and using them in support of destructive policies.
Their action is self-defeating in that the success of each
group in achieving the privilegesit wantsimposes| osses
onother groupsthat are greater thanitsgains,; at the same
time, itsgai nsare cancel ed by the success of other groups
in obtaining the special privileges they want. The net
effect islossesfor virtually everyone. For not only does
each group plunder others and in turn is plundered by
them, but, in the process, the overall total of what is
produced is more and more diminished, as well.

For example, what farmers gain in subsidies they lose
intariffs, higher prices because of monopoly labor unions,
higher taxes for welfare-type spending, and so on. In-
deed, the gains of each type of farmer are even canceled
in part by the gains of other types of farmers—for exam-
ple, the gains of wheat farmers are lost in part in paying
higher prices for other subsidized farm products, like
cotton, tobacco, milk, and butter. In the same way, the
benefit of the higher wages secured by alabor union is
lost in the payment of higher prices for products pro-
duced by the members of al other unions, aswell asin
the payment of higher prices caused by subsidies, tariffs,
and so on. The net effect works out to be that less of
virtually everything is produced, because such policies
both reduce the efficiency of production and prevent
peoplefrom being employed. Virtually everyoneismade
worse off—those who become unemployed and those
who continue to work. Because of the inefficiencies
introduced, the latter must pay prices that are increased
to agreater degreethantheir incomes, and they must also
use part of their incomes to support the unemployed.

The pressure-group members may subjectively be-
lieve that they are pursuing their salf-interests. The sup-
porters of altruism and socialism may believe that the
absurd process of mutual plunder carried on by such
groups represents capitalism and the profit motive. But
the fact is that self-interest is not achieved by pressure-
group warfare. Nor is the activity of pressure groups a
characteristic of capitalism. On the contrary, it is the
product of the “mixed economy”—an economy which
remains capitalistic initsbasi c structure, butinwhichthe
government stands ready to intervene by bestowing fa
VOrs on some groups and imposing penalties on others.

(Asused in this book, the term “mixed economy” is
to be understood as what von Mises called a“hampered
market economy.” As he explains, an economic system
is either amarket economy, in which caseits operations
are determined by the initiative of private individuals
motivated to make profitsand avoid losses, or asocialist
economy, in which caseits operations are determined by
the government. These two aternatives cannot be com-
bined into an economy that would somehow be a mix-
ture of mutually exclusive possibilities. Thus, the term
“mixed economy” is to be understood in this book as
denoting a hampered market economy.*°)

In contrast, under genuine capitalism—Ilaissez-faire
capitalism—the government hasno favorsto giveand no
arbitrary penaltiesto impose. It thus has nothing to offer
pressure groups and creates no basis for pressure groups
being formed out of considerations of self-defense.

The absurdity of the pressure-group mentality mani-
fests itself in the further fact that it provides powerful
support for the fear and hatred of self-interest emanating
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from altruism, and thus leads to the suppression of the
pursuit of self-interest. The practitioners of pressure-
group warfare are in the contradictory position of want-
ing to serve their own particular interests and yet, with
good reason, simultaneously having to fear and oppose
the pursuit of self-interest by others, since under pres-
sure-group warfare, one man’'s gain actually is another’s
loss. Theresultisthat while people striveto achieve their
self-interest in their capacity as members of pressure
groups, yet, in their capacity as citizens, they strive to
create socia conditions in which the pursuit of salf-in-
terest of any kind becomes more and more impossible.
Because, given their mentality, they cannot help but
regard the pursuit of self-interest as antisocial and thus
must oppose it for everyone else.

In these ways, the irrational pursuit of self-interest
represented by pressure group warfare actually repre-
sents people actively and powerfully working against
their self-interest.

The practitioners of pressure group-warfare condemn
economics because they do not understand it—indeed,
may have made themselves incapable of understanding
it. Their mental horizon is so narrow and confined that it
does not extend beyond what promotes or impairs their
immediate self-interest in their present investments and
lines of work. They perceive the doctrines of economics
entirely fromthat perspective. Thus, ashoe manufacturer
of this type, who could not withstand foreign competi-
tion, hears economics doctrine of free trade from no
other perspective than that, if implemented, it would put
him out of the shoe business. And thus he concludes that
he has a sdf-interest in opposing the doctrine of free
trade. And, for similar reasons, virtually every other
doctrine of economicsis opposed by the pressure groups
concerned. To use the analogy to astronomy once more,
itisasthough people mistakenly concluded not only that
the sun circled the earth and that morality itself sup-
ported the proposition, but also that their personal
well-being required them to oppose any alternative
explanation.

Economics Versus|rrationalism

The preceding discussion points to the most funda-
mental and seriousdifficulty economicsencounters, which
is a growing antipathy to reason and logic as such.
Economics presupposes a willingness of the individual
to open hismind to aview of the entire economic system
extending over along period of time, and tofollow chains
of deductive reasoning explaining the effects of things
on all individuals and groups within the system, both in
the long run and in the short run.*¢ This broadness of
outlook that economics presupposes is, unfortunately,

not often to be found in today’s society. Under the
influence of irrationalist philosophy, people doubt their
ability to achieve understanding of fundamental and
broad significance. They are unwilling to pursue matters
tofirst causes and to rely on logic to explain effects not
immediately evident.

Inlargepart, peopl€' sreluctance to think hasbeenthe
result of atwo-centuries-long attack on the religbility of
human reason by aseriesof philosophersfrom Immanuel
Kant to Bertrand Russell—an attack which began soon
after the birth of economic science. More than any other
factor, this attack on the reliability of reason has been
responsible for the perpetuation of the mentality of prim-
itive man in the realm of economics.#’

A leading conseguence and manifestation of this at-
tack has been the appearance of a series of irrationalist
writers, who have cometo theforeinfield after field, and
who have taken a positive ddight in establishing the
appearanceof paradox andin seemingtooverturn all that
reason and logic had previously been thought to prove
true beyond doubt. The most prominent figure of this
type in economics is Keynes, who held that “Pyramid-
building, earthquakes, even wars may serve to increase
weadlth, if theeducation of our statesmen onthe principles
of the classical economics standsin the way of anything
better.”#8 In other fields, renowned authorities proclaim
that parallel linesmeet, that electrons can crossfrom one
orbit of an atom to another without traversing theinterval
in between, that an empty canvas or smears made by
monkeys is awork of art, and that the clatter of faling
garbage pails or amoment of silenceisawork of music.
And lest we should forget our recurrent example of the
motion of the earth around the sun, contemporary philos-
ophersassert that one cannot even be certain that the sun
will rise tomorrow—that such a thing has no necessity,
and will just “probably” occur.

The ability of such viewsto gain prominence aready
reflects an advanced state of philosophical corruption.
Once established, they give the realm of ideas the aura
of a dishonest game, a game that serious people are
unwilling to play or to concern themselves with. At the
same time, they open the floodgates to the dishonest. In
the realm of economics, the establishment of such views
has enormoudly encouraged the pressure groups and
advocates of socialism, who have been enabled to pro-
pound their opposition to the teachings of economics
under the sanction of an allegedly higher, moreadvanced
“non-Euclidean economics.” In addition, by depriving
the intellect of credibility and substituting sophistry for
science, their establishment has allowed demagogues to
flourish asnever before. The demagogues can count both
on few serious opponents and on audiences not willing
or ableto understand such opponents. Thus, they havean
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open season in propounding all the absurd charges against
capitalism that | described earlier.

Economicsby itself certainly cannot reversethisepis-
temol ogical current. Even morethanin the case of ethics,
that must come mainly from within philosophy. But
economics, or any other specid science, can certainly
make an important contribution to that reversal by refut-
ing theirrationdistswithin itsown domain and by estab-
lishing the principle that within its domain intelligible
natural law is, indeed, operative. In refuting the theories
of Keynes and similar authors, it can show that in eco-
nomics there is no basis for the advocacy of irrational
theories and that reason prevails. This perhaps may help
to set a pattern for the same kind of demonstration in
other fields.

Economics, moreover, isuniquely qudified to demol-
ish the apparent conflict between theory and practice
which today’s intellectual s experience in connection with
the undeniable failure of socialism and success of capi-
talism. The overwhel ming mgjority of today’sintellectu-
als, it must be kept in mind, believe virtually every point
of the indictment of capitalism described earlier in this
section. Thus, from their perspective, socialism should
have succeeded and capitalism have failed. They had to
expect that Soviet Russig, with its alleged rational eco-
nomic planning and concentration on the building up of
heavy industry, should have achieved the kind of eco-
nomic eminence that Japan has achieved under capital-
ism, and have done so long ago. At the sametime, they
had to expect that the United States and Western Europe
should have fdlen into greater and greater chaos and
poverty.

Yet, despite everything they believe, and think they
understand, socialism has failed, while capitalism has
succeeded. Being unwilling to admit that they have
been wrong in their beliefs—thoroughly, devastatingly
wrong—they choose to interpret the failure of social-
ism and success of capitalism as proof of the impot-
ence of the mind to grasp reality, and now turn en
masse to supporting the ecology movement and its
assault on science and technology.*® In this way, iron-
ically, the failure of socialism and success of capital-
ism have played an important role in accelerating the
growth of irrationalism.

Inpresenting acorrect theory of capitalism and social-
ism—that is, in explaining why inreason capitalism must
result in a rising productivity of labor and improving
standards of living, while socialism must culminate in
economic chaos and a totalitarian dictatorship—eco-
nomics reunites theory and practice in this vital area. It
thereby reaffirms the power of the human mind and
removes the failure of socialism and success of capital-
ism as any kind of pretext for irrationalism.

.
6. Economicsand Capitalism: Scienceand Value

Thisis not abook on philosophy. It isnot its purpose
to validate the philosophy of the Enlightenment with
respect to the fundamental questions of metaphysics,
epistemology, or ethics. It smply takes for granted the
reliability of reason as a tool of knowledge and the
consequent value of man and the human individual. It
leaves to philosophers the job of convincing those who
do not share these convictions. Its domain is merely the
principles of economics and the demonstration that cap-
italism is the system required for prosperity, progress,
and peace.

Neverthel ess, one philosophical question that must be
briefly addressed here is the assertion that science and
value should be kept separate and distinct—an assertion
that is often made by advocates of socialism and inter-
ventionism when they are confronted with the advocacy
of capitalism. This book obvioudy fliesin the face of that
demand, for it congstently seeksto forge aunion between
the science of economics and the vadue of capitalism.

Despite the prevailing view, this procedure is per-
fectly sound. The notion that science and value should
be divorced is utterly contradictory. It itself expresses a
value judgment in its very utterance. And it is not only
self-contradictory, but contradictory of the most cher-
ished principles of science aswell. Scienceitself isbuilt
on afoundation of values that all scientistsare logically
obliged to defend: values such as reason, observation,
truth, honesty, integrity, and the freedom of inquiry. In
the absence of such values, there could be no science.
The leading historical illustration of the truth of these
propositionsisthe case of Galileo and the moral outrage
which all lovers of science and truth must fed against
those who sought to silence him.

Itisnonsenseto arguethat science should be divorced
from values. No one who makes this demand has ever
been able consistently to practice it. What it is proper to
say is that science should be divorced from mere emo-
tion—that it must always be solidly grounded in obser-
vation and deduction. Irrational emotion should not be
confused with dedication to values, however.

The basis of the value of capitalism is ultimately the
same asthe basis of the value of science, namely, human
life and human reason. Capitalism is the socia system
necessary tothewell-being and survival of humanbeings
and to their life asrational beings. It isalso necessary to
the pursuit of science—tothe pursuit of truth without fear
of the initiation of physical force. These are dl demon-
grable propositions. The advocacy of capitalism by econ-
omists, therefore, should be no more remarkable, and no
more grounds for objection, than the advocacy of health
by medical doctors.®
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CHAPTER 2

WEALTH AND ITS ROLE IN HUMAN LIFE

]
1. Wealth and Goods

edth is material goods made by man. It is

houses and automobiles, piles of lumber and
bars of copper, steel mills and pipelines, foodstuffs and
clothing. It is aso land and natura resources in the
ground insofar as man has made them useable and acces-
sible. Man, of course, does not make the material stuff
of land and natural resources, but hecertainly doescreate
their character aswealth.!

Air, sunlight, rainfall, and wind are also material
goods. But insofar as they come to us automatically,
without any need for labor or effort on our part to cause
their existence or our benefit from them, they areoutside
the province of economic activity and of economics.
They are nature-given conditionsthat automatically ben-
efit us; historically, they have been described as free
goods. Economicsdeal sonly with thosegoodswhich are
the object of economic activity, that is, which man needs
to produce in some sense—goods whose existence or
beneficial relationship to his well-being he needs to
causein hiscapacity asathinking being, that is, onwhose
behalf he must expend labor or effort. Such goods are
economicgoods.2 In saying that wealthisgoods, werefer
only to economic goods; we exclude free goods.

Some implications of the fact that wealth consists of
goods must be named.

Wealth isnot at al synonymous with money or mon-
etary value. The wealth produced in an economic system
and the totd monetary value of that wealth are separate
and distinct phenomena. The one can increase without

the other. More wealth can exist totally apart from more
money. More wealth produced in the form of ordinary
commodities, like steel, sugar, automobiles, and so on,
without any increase in the supply of money, is nonethe-
less more wealth; but in such circumstances it resultsin
correspondingly lower prices, and noincreasein thetotal
monetary value of commodities. By the same token,
more money and more monetary value can exist totally
apart from more wealth. This happens amost every day
under a system of fiat paper money, where the supply of
money is determined by the wishes of the government,
irrespective of the supply of goods. In such circum-
stances, the effect of the additional money is simply to
raise prices.

A connection between the quantity of money and the
amount of wealth would exist only if money consisted of
gold or silver. Even then, it would be ahighly imperfect
connection. Under such circumstances, anincreaseinthe
supply of gold or silver would constitute both anincrease
in the supply of money and an increase in the supply of
wealth insofar as more gold and silver in their capacity
as industrial materials meant more wealth. A further
connection would exist insofar asincreasesin the supply
of money under such circumstancestended to exist asthe
by-product of general improvements in the ability to
produce, that is, insofar asalarger supply of gold or silver
was the result of improvements in machinery, transpor-
tation, and so forth, having wider appli cation than merely
to the mining of the precious metals. In redlity, al the
popular measures of the production of wealth expressed
in terms of totals of money, such as Gross Domestic
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Product (GDP) (formerly Gross National Product or
GNP) and National Income, are nothing but indicators of
the quantity of money, not the physical volume of goods
produced.3

Stocks, bonds, and bank deposits are also not wealth.
They are claims to wealth—to the plant and equipment
and inventories of firms issuing the stocks or bonds or
borrowing from the banks; to the houses or automobiles
of the consumers who have borrowed; or, in the case of
unsecured loans, to the equivalent of the goods that
would otherwise be purchasable by the borrowers with
their incomes.

Nor isthe market value of licenses, or legal rightsin
any form, weslth; this includes the market value of
perfectly proper legal rights such as patents and copy-
rights. Government licenses, such as liquor licenses,
derive their market value from the privilege they confer
on their holdersto restrict the production of wealth and
thereby artificially to increase theincomes of thelicense
holders.* While patents on new inventions and copy-
rightson other new intellectual creationsgreatly contrib-
ute to the production of wealth by providing incentives
to the devel opment of new ideas underlying the produc-
tion of wealth, neither the ideas themselves nor the
patents and copyrights which protect and promote them
arewealth. Theideas are preconditionsto the production
of wealth, but not wedlth itself. And the patents and
copyrights derive their market value from the fact that
they make it possible for theintellectual creators of new
and additional wealth to benefit from their contributions
by temporarily limiting the increase in wesalth that their
intellectual contributions bring about. When patents and
copyrights expire, the supply of wealth further increases
at the same time that the market value of the patents and
copyrights vanishes.®

Finally, the labor of people, and their persons, while
also indispensable preconditions to the production of
wealth are never themselves wealth, but merely precon-
ditionsto the production of wealth. Thisistrueevenina
society in which slavery exists. In such asociety, the fact
that slaves possess market value no more qualifiesthem
aswealth than the fact that government licenses restrict-
ing production possess market value qualifies them as
wealth. Indeed, slavery reducesthe production of wealth
far more than do restrictive government licenses: it at-
tacks production at its very root by depriving people of
the incentive to produce.®

Thus, wealth must be distinguished from the wider
concept of property possessing market value. Property
possessing market value that is not itself wealth exists,
aswe have seen, in such forms as various legal rightsto
wealth, such as stocks and bonds, and in various legal
rights, proper or improper, to restrict or limit the produc-

tion of wealth, such as government licenses and patents
and copyrights. Property that isnot wealth—that, indeed,
is the destroyer of wealth—but that nonetheless pos-
sesses market value iswhat existsin the case of slavery.

The meaning of wealth depends on the meaning of
goods. Moreor lessfollowing Menger, thefounder of the
Austrian school of economics, we can define goods—
economic goods—as things which are recognized as
capable of satisfying human needs, requiring the expen-
diture of labor or effort in order to be produced or
enjoyed, and over which one has sufficient command
gainfully to direct themto the satisfaction of one's needs.’
In other words, goods are things actually capable of
benefitingus, that is, of doing uspersonal good, provided
that we make the necessary effort to secure their benefit.
Our weadlth is the collection of material goods which we
possess or against which we hold enforceable claims.8

Things which have the power to satisfy our needs but
which we do not recognize as possessing that power are
not goods and do not form part of our wedth. For
example, before the second half of the nineteenth cen-
tury, petroleum was not a good; before the twentieth
century, uranium was not a good. People did not know
the beneficial properties of petroleum or uranium and
thus did not know how to use them for anything. Thus,
at thetime, such things could do them no actua good and
were therefore not goods and not a part of wealth. (The
only circumstance in which a thing could do us good
without our being aware of itsbeneficial properties, and
thus without our having to take action based on such
awareness, would be if its benefit came to us automati-
cally, that is, if it were afree good. For athing to be an
economic good, itisessentia that we possess awareness
of its beneficia properties.)

In the same way, even if technological knowledge
exists concerning the usefulness of a given type of min-
eral, all of the specific deposits of the minera which are
as yet undiscovered are not goods and do not constitute
wealth. They too can do us no actual good in such acase.
Further, things are not goods and do not constitutewealth
whose useful properties and specific locations are known,
but over which we lack sufficient command to direct
them to the satisfaction of our needs. For example, iron
on Mars, or even fifty miles down in the Earth, isnot a
good and not wedlth, even if we are aware of its specific
location, given our present inability to gain accessto it.
By the same token, water in the United States is not a
good to someonewandering inthe Sahara. Manufactured
products too are not goods to those who have no knowl-
edge of their existence or cannot gain access to them.

Finally, things are not goods and do not congtitute
wealth even if their useful properties and specific loca
tionsare known and even if we have sufficient command
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over them to direct them to the satisfaction of our needs,
if we cannot gainfully direct them to the satisfaction of
our needs. For example, vast stretches of land in the
United States which could be used to grow crops if
someone decided to do so, are not actually goodsand not
wealth, because their potential could be exploited only
by withdrawing capital and labor from other employ-
ments where the product of the capitd and labor is
greater. (These other employments could be more pro-
ductive farmland, or nonagricultural employments whose
product is more important than an addition to the supply
of farm products.) The use of such land to grow crops
would thus not achieve our actual good, all things con-
sidered, but would inflict alossin comparison with what
could be produced without its use. Thus, such land does
not constitute a good and is not part of wealth. (It is
possible, of course, that such things, presently not goods,
could someday become goods and thus wea th—if, for
example, the costs of exploiting them could be reduced,
or if agrowing population provided labor and capitd that
had no better alternativestowhichtobeapplied. To some
extent, such things may be valued as goods and count as
wealth in the present, in anticipation of their being able
to accomplish actual good in the future.)

Just as the beneficial properties of things can fail to
be recognized, it sometimes happensthat beneficial prop-
erties are ascribed to things which do not in fact possess
them, such as the beneficial properties some people
ascribeto rabbit’ sfeet, tarot cards, and so on. Wecanjoin
with Menger in characterizing such thingsas*“ imaginary
goods.” It is not necessary, however, for economics to
devote any specia consideration to such goods beyond
acknowledging the fact of their existence. This is both
because they constitute unimportant exceptions and be-
cause the economic principles that apply to such goods,
such as the laws of price determination, are the same as
that apply to genuine goods.

Again following Menger, we can divide goods into
various orders, corresponding to their closeness to, or
remotenessfrom, the satisfaction of our needsand wants.
Goods that stand in a direct causd relationship to the
satisfaction of our needs and wants can be described as
goods of the first order. These are the things that benefit
us directly and that are, therefore, directly good. For
example, the food we eat, the clothes we wear. Those
goods, in turn, that are necessary to the production of
goods of the first order can be described as goods of the
second order. For example, the ingredients and imple-
ments required to prepare a meal; the cloth, sewing
machines, and thread required to produce clothes. Simi-
larly, those goodsthat are necessary to the production of
goods of the second order can be described as goods of
the third order, and so on. The advantage of this termi-

nology isthat it highlights the fact that the source of the
goods-character of thingsis ultimately within us. Goods
derive their character as goods by virtue of their ability
to benefit human beings. Goods-character radiates out-
ward from peopl e to things and touches first those goods
which we categorize as goods of the first order, second,
those which we categorize as goods of the second order,
and so on.°

|
2. Economicsand Wealth

The fact that economics is a science of wealth was
taken for granted by the classical economists in the
nineteenth century. Economics' focusonwealth hasbeen
challenged in the twentieth century, however, and alarge
majority of economists now downplays its special im-
portance in the subject.

One challengeis constituted by the frequent assertion
that our economy has become a “service economy”
rather than an economy which concentrates on the pro-
duction of goods. The basis of this assertion is the fact
that more than half of the working population is now
employed in rendering services rather than producing
goods.

This service-economy argument against the focus on
wealth is superficial, for the following reason. Not only
are agriculture, mining, construction, and manufacturing
all engaged in the production of goods, but also all of the
so-called service industries center on goods. Retailing
and wholesaling—service industries—are the retailing
and wholesaling of goods. Cleaning, repair, and mainte-
nance services are the cleaning, repair, and maintenance
of goods. Transportation and communicationsarelargely
trangportation of, and communications concerning, goods.
Banking, finance, insurance, and advertising are services
performed overwhelmingly in connection with facilitat-
ing the production, distribution, or ownership of goods.

Those servicesthat are performed not asauxiliariesto
the production, distribution, or ownership of goods—ser-
vices such as passenger airline travel for vacationers,
persona communications, personal medicd, legal, or
grooming services—vitally depend on the use of goods
in their rendition. There could be no passenger airline
travel without airplanes and airports; no telephone ser-
vice without telephones and telephone exchanges; no
mail service without post offices and delivery trucks;
precious few medica services without drugs, hospitals,
|aboratories, and al manner of equipment; precious few
legd serviceswithout courthouses, law offices, law books,
law schools, memo pads, and so on; and precious few
grooming services without scissors, razors, hair dryers,
and the like. The rendition of persona services fdls
within the sphere of economics insofar as the providers
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of such servicesrender them for the purpose of acquiring
wealth. Aswill be seen, inadivision-of-l1abor society this
refersto the rendition of such servicesfor the purpose of
earning money. Thus, the services of persona physi-
cians, persona attorneys, barbers, and the like come
within the sphere of economics insofar as they are per-
formed for money, which is the means by which these
parties obtain wealth.

It is true, of course, that there could be no wealth
without the rendition of services—above al, the perfor-
mance of |abor. But this does not give services an equal
position with wealth in economics. Although economics
is concerned with services, it is so only insofar as they
are necessary to the production, enjoyment, or acquisi-
tion of wealth, or depend on the use of wealth. Econom-
icsisnot at al concerned with the rendition of services
apart from their connection with wealth. For example,
when two people hold an interesting conversation, they
are rendering a service to each other. But economics is
not concerned with activitiesof thisnature except insofar
asthey can be connected with wealth.

It could be argued that the direct exchange of services
for services also sometimes falls within the sphere of
economics—for example, an exchange of French lessons
for mathematics lessons, in which the rendition of each
serviceis performed as the conscious, explicitly agreed-
upon requirement of receiving the other. Even in such
cases, what brings the rendition of the service withinthe
purview of economicsisultimately aconnection to wealth.
This is so because what makes exchange itself a vital
economic phenomenon, central to the studies of econom-
ics, is the fact that in a division-of-labor society the
production and enjoyment of wealth requires it, as the
means of bringing goods from their producers to their
consumers. 10

The second challenge to economics’ focus on wealth
is the mistaken claim that economics is a science of
choicesrather than ascience of wealth—asciencewhich
studies the “allocation of scarce means among compet-
ing ends.” 11

This contention rests on alogical fallacy. It does not
see that what gives rise to economics' study of choices
and its concern with the allocation of scarce means
among competing ends is the fact that people have a
virtually limitless need for wealth but only a limited
capability of satisfying that need at any giventime. Thus,
people must choose which aspects of their need for
wealth are to be satisfied and which are not. Economics
studi esthe determinants of human choice only insofar as
they concern choices of how to spend incomes that are
of necessity limited, and only insofar as they affect the
attraction of capital and labor to the production of some
goods rather than other goods. In other words, it studies

the issue of choices for no other reason than that it is
necessary to do so as part of its study of the production
of wealth under a system of division of labor.

To claim that economicsis on this account a science
of human choices rather than of wealth isto confuse an
aspect of the science with itstotality. To adopt thisview
is to be led to ignore al the really crucial matters that
economics deals with and to seek esoteric extensions of
the subject that have nothing whatever to do with its
actual nature. Fortunately, those who adopt thisview are
highly inconsistent in its application and generally con-
tinue to devote most of their attention to the serious
business of economics and leave the all eged necessity of
extending the subject beyond the domain of wedth asa
task to be carried out in the indefinite future.12

|
3. TheLimitlessNeed and Desirefor Wealth

The leading propositionslaid down in Chapter 1 were
that economicsis the science that studies the production
of wealth under a system of division of labor and that
capitalism isthe essentid reguirement for the successful
functioning of a division-of-labor society, indeed, ulti-
mately for its very existence. It is implicit in these
propositions that the ultimate source of the importance
of thedivision of labor and capitalism, and of the science
of economics, is wealth. This is because, in the last
analysis, thedivision of labor, capitalism, and thescience
of economics are all merely means to the production of
wealth.

Neverthel ess, many philosophers and religiousthink-
ers have held that the production of wealth servesonly a
low order of needs of secondary importance and that
concern with its production beyond the minimum neces-
sities required for the sustenance of human life is evil,
immoral, and sinful by virtue of eevating low material
valuesto the place properly reserved only for the pursuit
of noble spiritual values. If these beliefs were correct,
then economics would at best be a science of secondary
importance and preoccupation with it by seriousthinkers
would be amark of perversity.

In the face of such attitudes, it is incumbent upon
economics to justify itself by providing philosophical
validation for the production of wealth being a centra,
continuing concern of human existence. In other words,
economics must explain therole of wealth in human life
beyond that of thefood, clothing, and shelter required for
immediate sustenance. It is necessary to show how the
continuing risein the productivity of human labor made
possible by the division of labor and capitalism serves
objectively demonstrable human needs—to show, in-
deed, why thereisnolimitto man’sneedfor wealth. Only
on the basis of an objectively demonstrable need for
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wealth without limit isthereafull and securefoundation
for the need for the division of labor and capitalism and
the continuous economic progressthey bring, and for the
science of economics.

Human Reason and the Scope and Perfectibility
of Need Satisfactions

Man's need for wealth is limitless because he pos-
sesses the faculty of reason. The possession of this fac-
ulty both radically enlargesthe scope of man’sneedsand
capacities in comparison with those of any other living
entity and, at the same time, makes possible continuous
improvement in the satisfaction of his needs and in the
exercise of his capacities. Considered abstractly, man’'s
possession of reason gives him the potential for alimit-
less range of knowledge and awareness and thus for a
limitlessrange of action and experience. Man’smind can
grasp the existence both of subatomic particles and of
galaxies, and of everything in between. It observes all
manner of patterns and similarities and differences, of
which no other form of consciousnessis capable. Thus,
the potential is created for man to act over a range
extending from the subatomic level to theremotest reaches
of outer space, and to experienceall that hismind enables
him to discern and enjoy in the totality of the universe.

Materia goods—wedth—are the physical means both
of acting in the world (for example, automobiles and
airplanes, tools and machines of al kinds) and of enjoy-
ing the experiences of which man is capable (for exam-
ple—in addition to many of the goods in the preceding
category—works of art and scul pture, landscaped grounds
and gardens, beautiful homesand furniture). They arethe
instrumentalities of man's action and objects of hiscon-
templation. The potential of a limitless range of action
and experienceimplies alimitless need for wealth asthe
means of achieving this potential. Man needs wedth
without limit if heisto fulfill hislimitless potentia asa
rational being in physical reality.

This abstract principle can be illustrated in a wide
variety of forms, starting with the contribution of addi-
tional wealth to the improved satisfaction of man’s ele-
mentary needs for nutrition and health. Because man
possesses reason, and is thus able to abstract, form con-
cepts, and think conceptually, hismind is able to grasp
connections spanning generations and continents be-
tween his material well-being and the physical state of
the world. Thus, for man, functioning on the conceptual
level, the satisfaction just of the needs for nutrition and
health implies a practicdly limitless need and desire for
wealth: in the form of canning and freezing facilities, a
modern transportation and communications system, a
farm-equipment industry, and everything that is neces-
sary to the existence of thesethings, such asthe stedl, ail,,

and coa industries, the transportation and communica
tions equipment industries, and so on. All such wedlthis
necessary to an adequate quantity and sufficient variety
of food to meet man’s nutritional needs. Likewise, man’'s
need for health further implies aneed not only for med-
icines, hospitals, and all manner of diagnostic and ther-
apeutic equipment and everything necessary to their
existence, but extends even to such seemingly unrelated
things as automobiles and space travel: the former made
possible the ability of peopleto liveinthefresh air of the
suburbs and also the modern ambulance; the latter holds
out the possibility of such things as recuperation from
heart disease in an environment of reduced gravity.

Reason givesto man the ability to usewealth progres-
sively to enhance the exercise of the capacities he shares
in common with lesser species. For example, man shares
with animals the capacity for locomotion. Animals can
do no better than rely on their unaided legs. Man domes-
ticates the horse, the elephant, and the camel. He pro-
duces shoes and builds roads, rafts, and sailing vessels.
He goes further and invents the railroad, the steamship,
and the automobile; and then the airplane and the rocket-
ship. Similarly, man shareswith the animal sthe capacity
toseeand hear. Animalscan dono morethanrely ontheir
unaided eyes and ears, but man produces tel escopes,
microscopes, and stethoscopes; television sets and ra-
dios; eyeglasses and hearing aids; X-ray machines and
computers, motion pictures and V CRs, and phonographs,
compact-disk players, and tape recorders.

As noted, the fact that man is the rational being also
gives him awider range of capacities than is possessed
by any of the lesser species. Because man is therational
being, he is able to pursue such activities as music, art,
science, and athletics. He is able to form relationships
with otherswhich are maintained even though the parties
may be separated by great distances and for long inter-
vals of time. It is the nature of man’s brain that enables
him to integrate separate sounds into harmonies and
melodies, to grasp representations and thus the meaning
of apainting, to pursue science, to follow the system of
rulesof agame of sport, and to maintain an awareness of
others from whom he is separated by time and distance.
These are feats of which an animal’sbrain is incapable.
In the pursuit of all of these additional activities made
possible by the possession of reason, wealth either is
absolutely indispensable or, at a minimum, enormously
contributes to the performance and enjoyment of the
activity.

Wealth contributesto music when it takes the form of
musical instruments, music books and scores, concert
halls and conservatories, radios, phonographs, and tape
recorders. If music were deprived of the existence of
these forms of wealth, the activity would be reduced to



44 CAPITALISM

the unaided, untrained, and largely unheard singing of
the human voice. In the absence of wealth in the form of
brushes, paints, and canvases, of museums, schools, and
books of art, art would be reduced to primitive drawings
onthewallsof caves. Intheabsence of wealthintheform
of scientific equipment, |aboratories, universities, and
libraries, science could not be pursued. In the absence of
wealth in the form of playing fields, athletic equipment,
stadiums, and radio and television sets, athletic events
and the enjoyment derived from them would suffer a
radical decline. In the absence of weadlth in the form of
pens and paper, post offices, telephones, automobiles,
railroads, ships, and planes, friendshipsand other human
relationships could not be maintained over long dis-
tances.

On the basis of these observations, it is obvious that
the ancient prejudice that man’s desire for wealth serves
his“lower” needsisabsurd. Wealthisthematerial means
of carrying on virtually every human activity and of
serving virtually dl of man’s needs. It isman’s means of
acting in accordance with his human potential .

Moreover, even the wealth that does serve man's
“lower” needs, such as, presumably, his needs for nutri-
tion and elimination, also reflectshisnature asarational
being, in ways beyond those aready described. When
man serves his “lower” needs, he does so in a manner
that is unique to him—in a manner that reflects the
digtinctive nature of his consciousness. For example,
when man eats, he does not do so in the manner of an
animal, indifferent to his surroundings. On the contrary,
he desires such things as tables and chairs, table linen,
china, silverware, and so on. Heis aso highly sensitive
to the preparation of hisfood and to the combinationsin
which it is served. When man eliminates, he desiresthe
existence of such thingsasindoor plumbing and privacy.
In such activities, the nature of man’'s consciousness
requirestheincorporation of psychological and aesthetic
elements into the satisfaction of what in animals are
merely physical needs. For man, at least in his waking
hours, thereisprobably no suchthing asapurely physical
need. Man's physical needs are intimately connected
with his psychology as a rational being—as a being
aware of such things as patterns and harmonies and
dissonances in shapes, sounds, and colors, and possess-
ing the need to organize his activities and control the
functions of hisbody. In everything he does, man can be
aware of his own emotional responses and can distin-
guish between aesthetic elements which enable him to
have a more enjoyable or a less enjoyable emotional
response.

Thus, the aesthetic e ement entersinto the satisfaction
of virtualy all of man’s needs. It leads him to desire not
just clothing and shelter, but clothing and shelter with

style and beauty. It leads him to desirenot just “ transpor-
tation,” but automobileswith chrome trim and whitewall
tires. Matters of design and appearance feature promi-
nently in al consumers goods where men are free to
choose.

Closely related to man’sneed for aesthetic satisfaction
is his need for novelty and variety, which need also
emanates from the rational nature of his consciousness.
The lower animals do not become bored with the repeti-
tion of the same routine. Man does. The nature of man’'s
consciousness enabl es him to appreciate differences of a
kind of which animals show no apparent awareness, and
seems to require that he periodically experience such
differences. Thus, whereas animals are content to eat the
same food day in and day out, man requires a variety of
food. Man experiences a sense of intellectual refresh-
ment when he breaks his routine and takes avacation or
aweekend off. Heal so experiencesasense of intellectual
refreshment in the introduction and possession of new
goods, and with the coming of style changes.

Thus, the appearance of almost every new “gadget” is
an occasion for akind of excitement: it is a thrill for a
rational consciousness to see such new products appear
(each inits day) asautomobiles, airplanes, refrigerators,
radios, television sets, pocket calculators, computers,
and so on. The purchase of such goodsisamost aways
an occasion for special pleasure, because it provides
something new and valuable to experience. Even the
replacement purchases of such goodsare usually asource
of pleasure, because further improvements have usually
been madein them, and because of style changes. Changes
in style, whether in automobiles, clothing, or furniture,
are a source of intellectual refreshment and pleasure,
because they provide a sense of the new and different.

It must be stressed that man’s desire for novelty and
variety stands in the service of hislife. The principleis
very similar to that of the pursuit of scientific knowledge,
wherethe motiveis curiosity and the effect isall manner
of practical applications that could not have been fore-
seeninadvance. Injustthisway peopleoriginally desired
automobiles not as a practical means of transportation,
but as an object of amusement. Yet this desire led to the
growth of the automobileindustry and to thetransforma:
tion of the economic system. A similar course of devel-
opment occurred in the case of electric light and power,
and telephones and television sets, and now seemsto be
under way in the case of home and personal computers.

Even if no practical applications ever result directly
from the things desired, their being desired produces
practical results. For example, agreat industriaist’s mo-
tive in earning additional millions on top of those he
already has may be merely to add to his collection of fine
paintings and statues. But in pursuing this motive, the
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industridist isled to introduce products and methods of
production that enable the average person to obtain such
things as more and better food, clothing, and transporta-
tion.

Man's life gains incalculably from the fact that his
activitiesarenot limited tothe“ practica,” but are under-
taken largely for the sheer pleasure of experiencing the
new and different and the corresponding expansion of his
own powersrequired to accomplish it. For thisleadshim
to do things that have practical results which would
otherwise be impossible for him to obtain. In effect,
reason serves man's life in being free to serve itself.
Although man’slife may not need every particular object
of his desire for novelty and variety, it very much does
need the existence of his desire for novelty and variety.

On the basis of the existence of an objectively limit-
less need for wealth, thereisno limit to man’sdesire for
wealth. The occasional cases that exist of individualsin
whomthe desirefor additiona wealthistotally repressed
are comparableintheir frequency and significanceto the
cases of individuals in whom sexual desire is totaly
repressed. These cases are rare indeed. Even medieval
monks, for example, thoroughly committed to the doc-
trine of asceticism, were torn by the temptation for
material things. The truth lies with Adam Smith, who
observed that “the desire of food islimited in every man
by the narrow capacity of the human stomach; but the
desire of the conveniences and ornaments of building,
dress, equipage, and household furniture seems to have
no limit or certain boundary.” 13

To trandlate Smith’s observation into contemporary
terms, we can observe as the overwhelming norm such
things as that the man who has no automobile would like
to be ableto afford one. The man who has an automobile
would like to be able to afford a newer, better one. The
man who has several new automobiles of the highest
quality would liketo be ableto afford ayacht or aplane.
If he is rich enough to afford both a yacht and a plane,
then he would like to be able to afford ayacht on which
the plane can land, and so on. Similarly, the manwho has
asmall house or apartment would liketo beableto afford
alarger one. If he hasalarge house or apartment, then he
would like a more luxurious one—perhaps with a swim-
ming pool or tennis court, or both; and with finely
landscaped grounds. And hewould probably liketo have
more than one house or apartment—perhaps a hunting
lodgein Maine, awinter homein Palm Beach, an apart-
ment in Paris, or, indeed, al three of them. The moreone
has, the more one wants.

The fact that both the need and the desire for addi-
tional wealth arelimitlessfor all practical purposes does
not mean, however, that people automaticaly act to
satisfy that need and desire. Itiscertainly possiblefor the

need and desire for additional weglth to fail to result in
the production of additiona wealth, let donein contin-
uous economic progress. Indeed, history and most of the
world around us are characterized by stagnation and
poverty. The mere possession of aneed or desireisnever
sufficient to ensure that the need or desire will be satis-
fied. Intheabsence of theinfluence of arational philosophy
establishing limited government and economic freedom
and inculcating such convictions as that the material
world has both redlity and primacy, that it isintelligible,
and that hard work pays, man is not able to devote
himself sufficiently to the production of wealth.14

In such conditions, man desires more wealth than he
possesses, but his desire is not strong enough or consis-
tent enough to enable him actually to go and produce
additional wealth. And if it is strong enough to induce
him to increase his production, he is again and again
stopped from doing so because of theinitiation of phys-
ical force by others. Even when the barrier of physical
force temporarily relaxes and some individuals are able
to make some improvements, the absence of a rational
philosophy precludesthe devel opment of science. It also
precludes the establishment of sufficient freedom to make
possible the development of the division of labor and the
other capitalistic institutions necessary to the continuous
increasein wealth.

Asaresult, despite the existence of both aneed and a
desirefor additional wealth onthe part of those affected,
we witness such phenomena as masses of people dying
of starvation, yet unable—indeed, sometimes even un-
willing to expend the eff ort—to produce additional food.
We witness primitive people delighted with the gift of
mirrorsand trinkets of all kinds, not to mention transistor
radios and bicycles, yet continuing to live under essen-
tially the same conditions as their remotest ancestors.

Progress and Happiness

Thefact that the need and desire for wealth are limit-
less does not mean that when people devote themselves
to satisfying that need and desire, as in the nations of
modern capitalism, they go through life with a sense of
endlessfrustration, seeking morethan they can ever hope
to obtain. The normal man, if he lacks an automobile,
does not actively desire a yacht. He actively desires
merely an automobile. Hisdesirefor ayacht liesdormant
until such time as he already has acquired one or more
high-quality automobiles. The limitless desire for wealth,
in other words, becomes active only step by step. It
manifests itself in an active desire for things that are
merely one or two stepsbeyond our reach at the moment.
It leads us to exert ourselves and extend our reach. And
then, aswe succeed, desires previously dormant become
active, or totally new desires are formed, and we areled


George G Reisman



46 CAPITALISM

toexert ourselvesand extend our reach still further. Thus,
the limitless desire for wedth impels us steadily to ad-
vance.

Oriental philosophy and some schools of thought in
the contemporary Western world claim that the fact that
our desireswill alwaysbeastep ahead of our possessions
showsthefultility of our efforts—that, instead, we should
seek to rid ourselves of our desiresand be content forever
with some minimum of wealth. Such teachings are ut-
terly mistaken, and their influence helps to account for
the stagnation and poverty that exist in the world. They
view the excess of our desires over our possessionsas a
source of discontent and unhappiness. Actudly, this ex-
cess is the root of our ambitiousness and our rising to
meet challenges. It iswhat impelsusto progress, and, as
such, isan essentia element of our happiness.

It should berealized that asrational beingswearealso
progressive beings. Progressis the corollary of the con-
tinuous application of reason. Any individual who con-
tinuesto usereason—who continuesto think—necessarily
comesto know more and more, and thusto be capabl e of
accomplishing more and more. If a society is character-
ized by continuous thinking from generation to genera
tion, and if its educational system works—that is, if it
succeeds in transmitting to the rising generation the
essential sof the knowledge discovered by all the preced-
ing generations—then the general body of knowledgein
the society isprogressive, and thusthe society asawhole
is capable of accomplishing more and more. Progressis
the natural result of the use of reason as a constant.

If our happiness depends on living in accordance with
our nature as rational beings, then our happiness and
progress are inseparably connected. The fact that our
desireswill dwaysbe ahead of our ability to satisfy them
isnot acause of unhappiness. It isthe inducement to the
steady exercise of our reason, to our livingin accordance
with our nature, which isindispensable to our happiness.
Our happiness does not come from the existence of
desires satisfied, but from the steady upward climb it-
self—from the process of continuing to think and solve
problems and to become capable of accomplishing more
and more. In other words, progress is a source of happi-
ness. In the lives of scientists, inventors, businessmen,
engineers, and managers, progress is the obvious focal
point of thinking, planning, and problem solving. It is
also what necessitates that the average worker make
himself capable of continuing to think and learn through-
out hislife, so that he can acquirethe new skillsnecessary
to adapt to the changing requirements of production.
Thus, progressis what helpsto elevate even the average
man of modern Western civilization into a thinking,
literate being possessing an intellectual life incompara
bly superior tothat of previouseras. If happinessdepends

on the possession of a sound, active mind, progress
fosters happiness.

A further aspect of the connection between progress,
reason, and happiness must be mentioned. As rational
beings, we are able to be aware of the future: the future
hasreality for usinthepresent. Tobeabletolook forward
toabetter future enablesusto bear considerablehardship
inthe present without complaint, even cheerfully. But to
look to afuture of unrelieved hardship, or, worse, afuture
that holds out the prospect of even greater hardship,
makes hardship in the present more difficult, if not im-
possible, to bear. Indeed, the prospect of impoverishment
inthefuture deprives one of the ability to derive pleasure
even from the possession of substantial wealth in the
present, for the shadow of such afuture must hang over
whatever enjoyment one might haveinthepresent. Thus,
the prospect of progress, aswell asthe process of achiev-
ing it, contributes to our happiness.

The Objectivity of Economic Progress: A Critique
of the Doctrines of Cultural Relativism and
Conspicuous Consumption

According to the widely held doctrines of cultural
relativism and conspicuous consumption, the concept of
economic progress can have no objective meaning.1°
These doctrines hold, for example, that our preference
for automobiles over horses, or for radios and television
sets over jungle tom-toms, is a matter of social and
culturd conditioning. Itisallegedly theresult only of the
fact that inthis particular culture it happensto have been
instilled in people—for no really good reason—that it is
desirable to own such goods as automobiles and televi-
sion sets. Accordingly, people supposedly want to own
such goods not becauseit realy isdesirable to own them
inany objective sense, but merely that they may conform
towhat i sexpected of theminthisculture. They allegedly
want to own them as a source of prestige in the eyes of
others.

The essential meaning of these doctrinescan be grasped
by realizing that what they imply is that people want to
own television sets not because they want to watch the
television sets, but because they want to be seen watch-
ing them—or because they were told to do so by the
advertisers. Not the actual consumption of goodsisim-
portant, we are told, but the “conspicuousness’ of their
consumption. Thus, the only real significance of televi-
sion sets or any of the other “gadgets’ of capitalist
society issupposed to be their significance in the eyes of
others. In a different culture people alegedly derive
equal satisfaction from appearing before others with a
ring through their nose, and in the society of the future
(or at least asmany peopl e conceived thefuture until very
recently) they will allegedly do so by wearing achest full


George G Reisman



WEALTH AND ITS ROLE IN HUMAN LIFE 47

of medals proclaiming them as heroes of socialist labor.

Thus, according to these doctrines, there is no reason
to believe that people’s preferencesin amodern, capital-
ist society are any better grounded than those of people
in any other type of society, or that a modern, capitalist
society is in any objective sense superior to any other
society. Thereisthusallegedly nobasisfor believing that
what has been accomplished in a modern, capitalist
society isin any objective sense progress.

Now what is wrong with these doctrines is that they
omit any consideration of maninrelation to the physical
world. For them, the most important thing in human life
is the mere approval or disspprova of other people,
which isthought to constitute an ultimate standard, inca-
pable of being subjected to further evaluation. But the
truthis, of course, that the primary issuein humanlifeis
man’srelation to the physical world. It isthere and there
alonethat man must liveor die, irrespective of theculture
in which helives. And how man succeedsin relation to
the physical world provides an objective standard by
which to judge the value of cultures. The examples of
automobilesand television setscan servetoillustratethis
point.

It is not true that our preference for the automobile
over the horse is arbitrary, based on nothing more than
socid and cultural conditioning. It isbased on our nature
both as animate beings possessing the capacity of loco-
motion, and asrationa beings capable of enlarging all of
our physical capacities. We cdl the automobile an ad-
vance over the horse by the same standard by which we
cal the domestication of the horse an advance over
possessing merely our unaided legs, and by the same
standard by which we value the possession of our legs
themselves. Namely, it extends our range and power of
locomoation. If the automobile were not an advance over
the horse, then the horse would not be an advance over
our unaided legs. And, on the basisof such reasoning, the
very possession of legs themselves could not be consid-
ered better than not possessing them. The automobile is
an advance over the horse, therefore, for the samereason
that it is better to have legs than not to have them.

Similarly, we call the telegraph an advance over the
tom-tom, and radio an advance over the telegraph, be-
cause they increase the efficacy of our sense of hearing.
The one enables usto hear sounds coming from agreater
distance; theother, soundsfrom agreater distance aswell
asagreater range of sound. Thus, wevaluetheradioover
the telegraph, and the telegraph over the tom-tom, by the
same standard aswe val ue our sense of hearingitself. We
call television an advance over radio for the samereason
that we vaue the possession of eyes and ears together
over the possession of earsa one. Wecall color television
anadvanceover black andwhite, for the samereason that

we v ue normal vision over being colorblind.

Theadvancesin our goods represent extensions of our
power to use our limbs, senses, and mindsto accomplish
results. In effect, they magnify the power of these vital
attributes of our persons. They are advances by the
standard of the value of these attributes, and thus by the
standard of the value of our persons.16

It may be that there are cultures in which people
regularly grow up incapable of appreciating the value of
economic advances. It may be that in this culture there
are some people who really do not understand what our
advances are all about and who see no better reason for
valuing them than that of conforming to the expectations
of others. The existence of such people and of such
cultures proves not that our advances are not advances,
but only that there are people with a gross deficiency of
understanding, and culturesthat are highly destructive of
the capacity for understanding.

This discussion has major bearing on the fact that in
American soci ety, the earning of wealth hastraditionally
been the leading source of prestige. The objective fact
underlying such prestige is that the earning of wealth
benefits one's life by enabling one to do more. Thus, it
deservesto bring prestige, by the standard of human life
asavalue. It isagreat tribute to the culture of the United
States that it is to such activity that it has accorded
prestige.

It must also be pointed out that the attempt to reverse
causeand effect, and to take prestige asthe starting point,
must backfire. For example, the attempt of a socialist
society to induce work by the offer of prestige, rather
than materia incentives, not only cannot succeed, but
must bring the opposite of prestige to those who would
be willing to work for it. To mine coal, drive a truck,
harvest afield, work in afactory—to do virtually any of
the run-of-the-mill jobs that occupy the bulk of the labor
force—for the sake of prestige, would be to mark a
person as nothing but afool. He would haveto be afool
to drive himself day in and day out, sweating and strain-
ing, al for the sake of nothing more than, in effect, being
called agood boy.

The objective superiority of the goods of modern
capitalism is not called into question by the fact that in
our culture many people want to own such goods as
horses, canoes, bows and arrows, and so on, and in some
cases prefer units of these goods to units of more ad-
vanced goods serving the same needs. Such choices do
not by any means necessarily mark these people as
primitivists. There are conditions in which the horse is
superior to the automobile—for example, where there
are no roads. Similarly, canoes can navigate shallow
waters that a motorized craft cannot. Also, the physical
experiencethat ahorse or canoe affordsisdifferent from
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that provided by an automobile or motorboat: they enable
one to observe things more closely and more leisurely,
for example.

The desire to own such goods, even though one lives
inthe conditions of modern civilization, isactualy noth-
ing more than a manifestation of our limitless need for
wealth: a person wants one or more automobiles as his
norma means of transportation, and a horse as afurther
refinement, as it were, of his ability to locomote. Thus,
heloadshishorseinto ahorsetrailer, hitchesit to hiscar,
or, better, motor home, and drives to the edge of terrain
where only horses can go. Or he simply goes for aride
on anearby trail to experiencethe motion of agallop and
the wind on his face. To be able to enjoy the widest
possible range of pleasurable and beneficial experiences
isprecisely why anindividual desiresto obtain thegreat-
est possible amount of wealth. But to obtain it, and have
the time to enjoy it, he must be able to accomplish
everything that isnot itself pleasure, or otherwisevalued
for its own sake, in the shortest possible time. If, for
example, what a person wants is the experience of lei-
surely riding along a beautiful mountain stream, then he
doesn’t want to waste that time using ahorseto crossthe
country to get to the mountains. For that, he wants a
motor vehicle. It (together with roads) is objectively
superior to the horse asanormal meansof transportation.
Asadirect source of enjoyment, however, thereistill a
need for horses, even in the conditions of a modern
economy. In effect, the limitless need for wedth em-
braces a kind of recapitulation of the goods that were
prominent in less advanced conditions.

The Objective Value of a Division-of-Labor,
Capitalist Society

| have shown that economic progress is not a matter
of arbitrary preference, but is objectively desirable—de-
sirable on the basis of our nature as rational beings. The
goods that result are objectively improvements, and the
process of acquiring them—the continuous thinking that
must be done—is called for by our nature as rational
beings.

The objective va ue of economic progressimpliesthat
thecultural valuesthat make economic progresspossible
arelikewise objectively better than thosethat stand inits
way. These values, of course, arethe valuesthat underlie
the division of labor and capitalism—above dl, reason,
science, technology, individual rights, limited govern-
ment and economic freedom, and private ownership of
themeansof production. Inthe name of being ableto see,
hear, move, or do anything that our senses, limbs, and
minds enable us to do—in short, in the name of being
ableto live ashuman beings—these val ues deserve to be
upheld.

Indeed, the same principle that establishes the objec-
tivity of the economic advances of modern capitalism
directly establishes the objectivity of the superiority of
modern capitalist civilization as such, in comparison to
any other form of civilization. Here the attribute that
serves as the standard is the ability to acquire and apply
knowledge. Modern capitdist civilization—modern “West-
ern” civilization—possesses this ability in greater meas-
urethanany previouscivilization. Inadditionto knowledge
of thelaws of logic and the principle of causality, which
were known to the Greeks and Romans and which en-
abled them to surpass all previous civilizations in the
ability to acquire knowledge, modern Western civiliza-
tion possesses not only a much more highly developed
knowledge of the laws of mathematics and science but
also a division-of-labor economy and, above al in its
Anglo-Saxon variant, the freedoms of speech and press.
As| will show in Chapter 4, adivision-of-labor economy
makes possible an enormous and progressive increasein
the amount of knowledge that a society possessesand in
the application of knowledge to production. The free-
doms of speech and press aso play an essentia rolein
theincrease in knowledge by guaranteeing theindividud’s
right to disseminate knowledge without being stopped by
the coercive power of the state operating in support of
theignorance, fears, or superstitions of any individual or
group. Thus, capitalist civilization deservesto be upheld
in the name of the value of knowledge.

It should go without saying that capitalist civilization
is open to men of dl races, as the brilliant success of
Japan and several other Oriental nations dramatically
illustrates. It isnot the civilization of the white man, but
of all menwho wish to prosper and are prepared to adopt
reason as their fundamental means of doing so. Those
who view it, whether with pride or with hatred, as the
civilization of the white man only, areimplicitly racists,
inthat they view civilization and culture asbeing racialy
determined. The fact is, of course, that civilization and
culture, above all, modern capitalist civilization, is a
body of knowledge and valuesthat isaccessible to all of
mankind.1’

While extolling the values of capitalism, it must be
stressed that nothing that has been said or that will be
said in this book should be taken to imply abelief on my
part that contemporary Western or American culture is
perfect. Far from it. Obviously some very serious flaws
mar our culture. And they have been growing.

Our culture’s basic flaw is its philosophic contradic-
tions.18 These contradictions, in the form of irrationalist
doctrines, such as that of cultural relativism, lead it to
attack its virtues. Thus, we witness the spectacle of our
culture flagellating itself for its successes in science,
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technology, and the creation of wealth. We see the spec-
tacle of its intellectuals holding the most primitive and
barbaric cultures as superior to their own, asthey declare
that dl cultures are of equa value except their own,
which isto be despised.

The spectacle is particularly gross in regard to the
culture of the United States, which is the foremost capi-
talist country. The United States is denounced by its
enemiesastheleader of theevil, reactionary forces—the
champion of monopoly capital and imperialism. Many
of its own intellectuals join the denunciations and find
nothing but evil in the history of their country and inits
current policies. Yet all the flaws of the United States
were flaws of being inconsistent with its own magnifi-
cent principles. Itsflaw today, whichis potentially dead-
ly, is that many of its intellectual leaders have been
corrupted to the point of despising those principles,
above all, the principles of limited government and eco-
nomic freedom, and, morerecently, thevalues of science
and technol ogy, as well.

.
4. TheLaw of Diminishing Marginal Utility and

the Limitless Need for Wealth

The principle that man’sdesire for wealth islimitless
isfully consistent with the law of diminishing marginal
utility, one of the most important and well-known prin-
ciples of economics. The law of diminishing margina
utility states that the utility or, equivalently, the impor-
tance or personal value that an individual attachesto a
unit of any good diminishes as the quantity of the good
in his possession increases.

An example drawn from Béhm-Bawerk, the leading
theorist of marginal utility, will illustrate the principle.
Imagine that an isolated frontiersman, say, of the old
American West, requiresfive sacks of grain, which must
last him until hisnext harvest. He needs one sack to meet
his minimum need for nutrition. Without it, hewould die
of starvation. Heneedsasecond sack to be sure of having
enough food to keep up his health and strength. A third
sack enables him to raise some poultry and satisfy his
hunger completely. With afourth sack he can distill some
brandy. With afifth sack he can feed some parrots, from
which he derives amusement.

If our frontiersman in fact possesses only one sack of
grain, he will value it as highly as his very life. Thisis
because, in this context, the possession of asack of grain
is a necessary condition of his survival; if he loses his
one and only sack of grain, he will die. If, however, he
possesses two sacks of grain, he will not value one sack
ashighly ashislife, but only ashighly asthemaintenance
of his health and strength. Because now, in this context,
thisiswhat depends on the possession of asack of grain;

if helost one of histwo sacks, it would be his health and
strength, not his life, that would be threatened. In the
same way, if he should possess three sacks of grain, he
will value one sack only as highly as the remaining
satisfaction of hishunger. With the possession of afourth
sack, the value he attaches to any one sack falls to the
importance he attaches to having brandy; with a fifth
sack, it fallsto the importance he attaches to feeding the
parrots. Thus, the marginal utility of a good can be
thought of asthe utility of thelast unit of asupply, giving
al due allowance to the more important want satisfac-
tions provided by the earlier units of the supply, and thus
falling as the number of such earlier unitsincreases.1®

The law of diminishing marginal utility rests on two
closdly related foundations. First, because goods have
the power to satisfy wants, successive unitsof agood that
are used to satisfy a want necessarily encounter wants
that are more and more satisfied. For example, if | am
very thirsty, the first glass of water | drink meets a very
intense need. But that glass of water helps to satisfy the
need. The second glass of water | drink, therefore, goes
to serve aneed that isless urgent precisely becauseit is
aready partly satisfied by virtue of the first glass of
water. The same, of coursg, is true of the frontiersman’s
grain, insofar as he consumesiit.

The second foundation of the law of diminishing
marginal utility is that insofar as we must choose which
of our wantsto satisfy, and act rationally in doing so, we
chooseto satisfy our moreimportant wantsin preference
to our lessimportant wants. Our frontiersman, for exam-
ple, choosesto feed himself ahead of the parrots. Indeed,
as far as we are able, we devote our goods to the satis-
faction of the most important of our wants that they are
capable of satisfying. Diminishing marginal utility fol-
lowsfrom thisbecause, with the unitsof theinitial supply
devoted to serving the most important of the wants they
can serve, the only wants that remain to be served by an
addition to the supply are necessarily wants that are less
important than those already being served.

The concept “most important of our wantsthat agood
iscapableof satisfying” must beunderstood asavariable
range, whose extent depends on the quantity of the good
we possess. Our frontiersman, for example, devotes his
supply of grain to its most important uses even when he
feeds parrots. In the context of possessing five sacks of
grain, feeding parrotsis the most important use to which
he can devote his fifth sack. While it is certainly not as
important asdevoting any of hisfirst three sacksof grain
to feeding himself, it is certainly more important than
devoting afourth sack of graintofeeding himsaf (which
might be unhealthy and make him fed ill) and more
important than any other use to which he can devote that
fifth sack, given the existence of the other four.
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We satisfy our most important wants in descending
order of importance. The larger the number of unitsof a
good at our disposal, the further down in the scale of
importance we are able to carry the satisfaction of our
wants. The marginal unit of a supply is devoted to the
most important wants that it can serve, but these wants
are necessarily lessimportant than the wants being serv-
ed by the “earlier” units of the supply. The margina
wantsthat agood servesshoul d bethought of not asbeing
unimportant, but as being the least important of the most
important wants that its supply suffices to serve. The
margina wants are always more important than any of
the submarginal wants, that is, wants whose satisfaction
would require a till larger supply of the good.

It should be realized, of course, that the utility of the
marginal unit of asupply determinesthe utility of any of
the units of that supply at that moment. If, for example,
our frontiersman were to attach a tag to one of his five
sacks of grain, and label it specifically as the sack nec-
essary to his survival, the utility of that particular sack
would still be no greater than the utility of asack specif-
ically labeled as necessary to the feeding of his parrots.
Thisisbecauseirrespective of any suchlabeling, itisstill
only aquestion of one sack out of asupply of five. If the
particular sack labeled necessary to survival were logt,
the sack previously designated as reserved for the feed-
ing of the parrots could take its place. By virtue of
making this substitution, the actual loss would fall on
feeding of the parrots, and that utility, therefore, would
be the marginal utility of the sack in question.

Asprevioudly stated, thelaw of diminishing marginal
utility isperfectly consistent with thefact that man’sneed
for wealthislimitless. It is necessary to stress this point
in view of the misconception spread by Galbraith that
increasing wesalth, and the consequent fall in the mar-
ginal utility of a unit of wealth, makes the pursuit of
wealth progressively lessimportant.20

One reason for the consistency between the law of
diminishing margina utility and the limitless need for
wedlth is the elementary fact that the total utility of a
person’s supply of wealth must go onincreasing so long
aswealth has any positive margina utility to him what-
ever. For example, thefact that thefifth sack of grain has
a lower marginal utility to the frontiersman than the
fourth does not contradict thefact that five sacks of grain
have a greater total utility to him than four and thus that
it is better for him to own five sacks than four. So long
as additional wealth has any marginal utility whatever,
thereisaneed for more wealth.

Of course, if oneconsidersavery narrow typeof good,
such as bread, say, it is possible to imagine additional
units beyond a point being of negative utility, and, there-
fore, alarger supply being of less utility than a smaller

supply. This would be the case, for example, if the
additional units either had to be eaten by people who
aready had all they wanted or else would simply rot and
impose costs of removal and cleanup. But, for reasons
explained earlier in this section, it could certainly never
be the case that all or most goods, or, therefore, wealth
in generd, could fall into this category.

Furthermore, it should be realized that the very pro-
cess of increasing the amount of wealth that isavailable
to the average member of any society entailsthe opening
up of new usesfor additional wealth, which hastheeffect
of increasing the marginal utility of additiona units of
wealth. The opening up of new uses for wealth occurs
because essential to the ability to increase the supply of
wealth is scientific and technologica progress, which
makes possi ble not only improved methods of producing
goods of the kind that already exist, but also brand new
kinds of goods. Thus, for example, the invention of the
electric motor and theinternal combustion engine, which
radically increased our ability to produce and enjoy
wealth, did not result in our sating oursel veswith avastly
increased production of such goods as candles and ox-
carts. On the contrary, as part of the same process of
improvement, theseinventionswere accompanied by the
invention of the electriclight and all the electrical appli-
ances and, of course, the automobile. In this way, in-
creasesin the ability to produce raise the marginal utility
of additiona wealth along with providing it.

Thus, an automobile represents perhaps a hundred or
a thousand times the wealth represented by an oxcart,
and, at the same time, is probably of correspondingly
greater marginal utility than an oxcart. Certainly, the
marginal utility of a second automobile does not repre-
sent adrop in the marginal utility of wesalth to the point
that would correspond to the possession of a second
hundred or thousand oxcarts. Along the same lines, one
might think of atwo-hundred horsepower automaobile as
representing the materid equivalent of two hundred horses.
Wealth representing atwo-hundredth part of an automo-
bile has a higher margind utility to the owner of an
automobile than would the wealth representing a two-
hundredth horse. Thus, the effect of agrowing ability to
produce is not only more wealth, but aso a higher
marginal utility of the additional wealth in comparison
with what it would otherwise have been (if somehow the
additional wealth had been able to come into existence
without such technological advances). And, as these
examples imply, the effect of a growing ability to pro-
duce is atendency toward an increase in the size of the
margina unit of wealth, as well.

This last point requires elaboration. The size of the
marginal unit is never something fixed and immutable.
Itisalwaysamatter of context, and the context isalways
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the circumstances and conditionswithwhichtheindivid-
ual is confronted. If, for example, our frontiersman had
two of his five sacks of grain stored in the same place,
and that place was threatened by afire, what would be at
stake for him would be the importance of satisfying the
wants dependent on the two sacks together. The two
sacks together would have to be evaluated, and they
together would constitute the marginal unit. As von
Mises once said in a discussion with the present author,
the marginal unit is whatever is the amount under con-
Sideration.

As people grow richer, the size of the marginal unit
tendsto increase. Not only do they deal with thingslike
automobiles instead of oxcarts, but richer people deal
with Cadillac- or Mercedes-level automobiles rather than
Chevrolet- or Toyota-level automobiles. When differ-
encesin quality areconsidered, ahouse, asuit or adress,
a restaurant meal, practically everything, tends to be a
larger-sized unit of wealth for aricher person than for a
poorer person. When this is taken into account, it be-
comes clear that it is a great mistake to assume that as
wealthincreases, theutility of themarginal unitsactually
dealt with diminishes. On the contrary, the utility of these
units actually increases! Unit for unit, a Cadillac has a
higher marginal utility than a Chevrolet; alarge, luxuri-
ous house has a higher marginal utility than a small,
modest house; and so on.

Furthermore, thefact that the utility of amarginal unit
of wealth of given size diminishes as the quantity of
wealth available to usincreasesis actually an important
aspect of the desirability of increasing our wealth. What
we rationally want is to be in a position in which the
marginal utility of aunit of wedth of any givensizemore
and moreapproacheszero, whilewhat we deal withmore
and more is progressively larger-sized units of wealth.
Wewant tobeinapositioninwhichthelossof thewealth
represented by $10, say, is absolutely unimportant to us;
better still, inwhich theloss of the wealth represented by
$100, $1,000, or $10,000is absolutely unimportant to us.
Thelass of wealth represented by $10 will be unimport-
ant to uswhen we arerich enough to afford spending $50
or $100 for asinglefine meal rather than $10 for awhole
day’sfood—when, in other words, $50 or $100 replaces
$10 as the representative of amarginal unit of food. The
loss of $1,000 will be unimportant to us when we can
afford to spend $50,000 for a second automobile, per-
haps, rather than just $1,000 for our one and only ancient
used car. The loss of $10,000 will be unimportant to us
when we can afford to spend $1,000,000 for our second
or third home rather than just $10,000 for our one and
only small used trailer.

Thus, we rationally want more wealth in order to be
able to deal with marginal units of wealth of progres-

sively larger size, and to be less and less concerned with
units of wealth of any given size. In the spirit of the
welcoming party allegedly once given by American mil-
lionaires to the famous nineteenth-century English de-
fender of capitalism Herbert Spencer, the symbolic ideal
isto be able to afford to use hundred-dollar billsto light
on€e's cigar—while dealing with mansions, yachts, and
private railway cars as the significant margina units of
on€'slife.

|
5. Applications of the L aw of Diminishing

Marginal Utility

The law of diminishing marginal utility hasimportant
applications. It isappropriate to consider several of them
here, both because they shed light on the rationality of
economic activity and because, in one case at least, they
provide positive confirmation of thefact that man’s need
for wealth islimitless.

Resolution of the Value Paradox

Asexplained in the Introduction, thelaw of diminish-
ing marginal utility makes possible a resolution of the
classical economists paradox of value—the seeming
paradox constituted by the fact that goods of apparently
the lowest utility, such as diamonds, are normally more
valuable in exchange than goods of apparently the high-
est utility, such as water. This apparent paradox was, of
course what prevented the classica economists from
being able to ground their theory of exchange value and
pricesin utility.

When people regard water as more useful than dia-
monds, what they have in mind is that if one had to
choose between having no water or no diamonds, one
would obvioudly choose to have no diamonds. Up to a
considerable point, unitsof water arevastly moreimport-
ant than units of diamonds. But because of the operation
of the law of diminishing margina utility, a point is
reached at which the utility of the marginal unit of water
falls below the utility of the marginal unit of diamonds.
Thefirst gallon of water, the hundred and first, or prob-
ably even the thousand and first gallon of water, is more
important thanthefirst carat of diamondsor eventhefirst
ten or a hundred carats of diamonds taken together. But
at some point, after one has all the water necessary for
drinking, cooking, washing, irrigating, and so forth, the
marginal utility of water falls below the marginal utility
of diamonds. The extremity of theabundance with which
nature provides water and the extremity of the scarcity
withwhichit providesdiamondsjointly operateto estab-
lish a far higher marginal utility of diamonds than of
water in normal circumstances.

Thus the fact that in the normd circumstances of
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civilized life people value diamonds above water is not
at all paradoxical or irrational. It is perfectly consistent
with considerations of genuine utility, provided thelatter
are properly understood—that is, in the light of the
principle of diminishing marginal utility.

By the same token, the fact that people nowadays
desire to possess such things as power windows on their
automobiles, and are willing to pay substantial sums for
what many may regard as relatively modest improve-
mentsin fashion or style, isa so perfectly consistent with
rational principles of behavior. It is a question of the
context of how much wealth or income one hasavailable
and thus of the marginal utility to theindividual of aunit
of wedth or income. If one has sufficient wealth or
income so that one is aready able to provide for avery
full satisfaction of such needsasthosefor food, clothing,
and shelter, then, indeed, the most important use for the
price of power windows or the price of a relatively
modest improvement in fashion or style may well bethe
purchase of the power windows or the improvement in
fashion or style. One must aways consider what the
individual’s choices are in the context confronting him.
If the choice is, for example, the power windows or an
improvement in his hi-fi equipment, because all wants of
greater importance are already provided for, then the
purchase of the power windows may very well be the
most important use for the money in question.

Deter mination of Value by Cost of Production

The law of diminishing marginal utility also makesit
possible for the first time to understand the actual role of
cost of production in the determination of prices. Al-
though the classi cal economists mistakenly believed that
cost of production provided an explanation of pricesthat
was a logical adternative to an explanation on the basis
of utility, an understanding of marginal utility makes it
possible to grasp the determination of price by cost asa
major instance of the operation of thelaw of diminishing
marginal utility.

As Bohm-Bawerk and Wieser explained, there are
numerous casesin which cost of productionisin fact the
immediate determinant of the price of agood. These are
casesin which agood of relatively high direct marginal
utility isproduced by factors of productionwhose supply
is abundant enough to permit their employment in the
production of other goods of relatively low marginal
utility. In such cases, the marginal utility of the factors
of production is determined by the utility of the least
valuable of the products for whose production their
supply is sufficient. The value of the factors of produc-
tion, determined in this way, then reduces the value of
the products of higher direct marginal utility to the utility
of their least vaued product. Thus, casesinwhich prices

are determined by cost of production actually represent
a special application of the law of diminishing marginal
utility. Namely, the value of all the products of the same
factors of production, however high their own, direct
marginal utility, is reduced to the marginal utility and
va ug 1of the marginal product of those factors of produc-
tion.

Bohm-Bawerk’s example of the frontiersman with
five sacks of grain, originally used to illustrate the prin-
ciple of diminishing margina utility itself can serve, in
a dightly modified form, to illustrate the present point.
Thus, instead of imagining asack of grain labeled “sack
required for survival,” let us imagine a quantity of bis-
cuits, baked from flour made from this sack of grain, and
labeled “biscuits required for survival.” As before, the
frontiersman possesses four additional sacks of grain,
which are sufficient for satisfying his needs down to the
point of feeding parrots. If now this supply of biscuitsis
destroyed, the frontiersman’s life is not threatened any
more than it was before, when his sack of grain labeled
sack required for survival was lost.

Just as he could previously replace that sack of grain,
so now he can replace the biscuits by withdrawing grain
from the feeding of parrots. Thus, even though the direct
marginal utility of the biscuits, like the sack of grain
before them, isashigh asthat of hislifeitself, the ability
to replace them, by withdrawing supplies from the feed-
ing of parrots, reduces their actual, effective marginal
utility to the much lesser marginal utility of feeding the
parrots.

What is present hereisthat the value of the biscuitsis
reduced to the value of the grain which makes possible
their replacement, and which in turnisdetermined by its
marginal utility. Thus, the value of the biscuits, like the
value of the sack of grain beforeit, labeled sack required
for survival, comesto be determined by marginal utility
at a point corresponding to the much lesser importance
of feeding parrots. In thisway, determination of thevalue
of aproduct on the basis of the lesser val ue of the means
required for producing it, represents the operation of the
principle of marginal utility.

Determination of Consumer Spending Patterns

In addition, and very important, the law of diminish-
ing marginal utility helps to explain the pattern of de-
mand that prevailsin the economic system at any given
set of prices of goods. People can buy goods in many
different combinations. They can buy more of some
goods by curtailing their purchases of other goods. The
law of diminishing marginal utility implies, however,
that as people increase their purchases of any good,
successive additional units of it are accompanied by
diminishing margind utility. By the same token, asthey
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restrict their purchase of other goods, to make additional
funds available for the purchase of this particular good,
the remaining units they purchase of these other goods
acquire greater marginal utility.

From these facts, a principle of equilibrium in spend-
ing patterns emerges, which is that beyond a point,
additional units of any good are not purchased at the
expense of further reductions in the purchase of other
goods because the margina utility gained would be less
than the dternative marginal utility forgone. Purchases
in every line are carried only to the point at which the
marginal utility derived is greater than the alternative
marginal utility that could be derived by devoting the
price of the good to the purchase of other goods. The
equilibrium that emergesis defined by the condition that
the marginal utility of each good purchased in each line
is greater than the marginal utility of any other good or
combination of goods that could alternatively be pur-
chased with itsprice in any other line. At the sametime,
themarginal utility of an additional unitinany lineisless
than the marginal utility that would have to be forgone
in other lines to make possibleits purchase.

For example, consumerscarry their purchasesof food,
clothing, shelter, and entertainment only up to the point
at which the marginal utility of a unit of each of these
goods exceeds the margind utility of any aternative
good or combination of goods that they might purchase
with the same money. They limit their purchasesin each
line at the point a which the marginal utility gained by
thepurchase of an additional unit would beat theexpense
of agreater lossin marginal utility by virtue of havingto
restrict unduly the purchase of one or more other such
goods. People wish to achieve a certain balance in the
different areas of their consumption. Normally, they do
not want to live in penthouses if it means having to eat
beans and wear rags. Nor, by the same token, do they
usualy want to drink champagne and eat caviar if that
means having to livein ahovel. They tend to achieve an
equilibrium that is characterized by the utility of the last
units purchased in each line being greater than the utility
of any additiona units that might be purchased in other
lines.

In an overzealousness for the use of mathematics,
economics textbooks often describe the equilibrium of
spending patternsby claiming that the marginal utility of
each good comes to stand in auniform proportion to its
price. Thus, it is said, the

Marginal Utility of Good A _ Marginal Utility of Good B
Price of Good A - Price of Good B

and so on for al goods and al prices. It is claimed that
this mathematical equilibrium results from the fact that

wherever the equal proportionality of marginal utility to
price doesnot exist, it paysto spend lessfor the goods of
relatively lower marginal utility and more for the goods
of relatively higher marginal utility, which raises the
margina utility of the former category and reduces that
of the latter category relative to their respective prices
until equal proportionality does prevail 22

What the use of the above mathematical formula
overlooksisthefact that marginal utility often undergoes
major discontinuities. For example, the margina utility
of asteering wheel in an automobile relative to the price
of the steering whedl isenormous, for itisasgreat asthe
marginal utility of the entire automobile. On the other
hand, the margina utility of a mere second headlight on
the automobilerelativetoits priceiscomparatively quite
modest. In such circumstances, the above described math-
ematical doctrine impliesthat one should forgo the pur-
chase of the second headlight in order to purchase a
second steering wheel. This, of course, is obviously
nonsensical. Equilibrium in such cases cannot be de-
scribed in terms of a uniform proportionality of priceto
marginal utility, but only interms of the utility of the last
units purchased in any line being greater than that of any
alternative additional unitsthat might be purchased with
the same money in other lines. In effect, the condition of
equilibriumisthat themargina utility of good A exceeds
the utility of any additional units of goods B, C, etc.,
which might be purchased with its price, while, at the
same time, the margind utility of good B exceeds the
utility of any additional units of goods A, C, etc., which
might be purchased withitsprice, and so onfor al goods.

Say’sLaw

Finally, and what is most relevant to the fact that the
need for wealth islimitless, the principle of diminishing
marginal utility helps to explain the phenomenon of
partial, relative overproduction and underproduction de-
scribed by Say’s Law. It thus helps to explain why any
aleged genera or absolute overproduction, with the
supply of wealth allegedly surpassing man’s need for
wealth, is never actually present.23 In so doing, it pro-
videsimportant confirmation of the fact that man’s need
for wealth has no practical limit.

To understand this point, it must be readized that
increases in the ability to produce always take place in
particular industries. Very often, devoting the whole or
even the greater part of such increased ability to produce
to an expanded production of the particular products of
thoseindustrieswould result inthe marginal utility of the
productsin question falling below the margina utility of
additional quantitiesof other products. Theseother prod-
ucts are products whose supply could be increased by a
withdrawal of capital and labor from the industries in
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which the improvements in the ability to produce have
taken place. To the extent that the increased ability to
produce is unduly concentrated in the particular indus-
triesinwhichit originates, the productsof suchindustries
may be said to be in a state of partial and relative
overproduction, while the products of other industries
arein acorresponding state of partial and relative under-
production.

For example, devoting a doubled ability to produce
potatoes with the same labor to an actual doubling of the
supply of potatoes, would result in a partial and relative
overproduction of potatoes. At the sametime, therewould
be an equivalent partial and relative underproduction of
other goods, additional quantities of which possess a
higher marginal utility than the additional potatoes and
which could be produced with capital and labor used to
produce the additional potatoes. The problem in such a
caseishot any actually excessive ability to produce, but
merely the misapplication of an increased ability to
produce in an undue concentration on the production of
a particular good. The solution is thus ssimply a better
balancein the production of additional goods.2*

Further major applications of the law of diminishing
marginal utility will be developed in Chapter 5, in con-
nection with the discussions of the concept of demand
and of price determination.

L
6. “Scarcity” and the Transfor mation of Its

Nature Under Capitalism

Man's limitless need for wealth, combined with the
respectivenatures of desiresand goods, isresponsiblefor
the fact that the desire to consume aways far outstrips
the ability to produce. Desires are mental phenomena,
based on thoughts and concepts. Goods are physical
phenomena, requiring for their existence the performance
of human labor. For all practical purposes, the referents
of concepts are limitless; and to desire, one need do
hardly morethan imagine. But goods are always specific
concretes, and each must be produced, requiring labor
and effort. In essence, our desires outstrip our ability to
produce by virtue of the limitless range of the mental in
comparison with the physical and thus by virtue of the
fact that the range of our imaginationsis always incom-
parably greater than the power of our arms.

This relationship remains true no matter how much
we may augment the power of our armsby meansof tools
and machinery. For at the same time, as part of the same
process, we augment the power of our imaginations, in
that the new knowledge required to providethetoolsand
machines also opens up new vistasin terms of what can
be produced. For example, as already mentioned, the
invention of the electric motor and the internal combus-

tion engine did not result in our sating ourselves with a
vastly increased production of candles and oxcarts, but,
aspart of the same process of improvement, was accom-
panied by the invention of the eectric light and al the
electrical appliancesand by the invention of the automo-
bile. Thus, the desire for goods grew with the ability to
produce them. It will continue to grow with further
improvements in the ability to produce. If, to take an
extreme exampl g, theday should ever comewhenradical
advances in technology make it physically possible for
us to be sated with things like automobiles, the same
radical advancesin technology will open up the possibil-
ity of producing things like rocketships accessible to the
general public and vacation homes on the moon. Thus,
the desire for goods will aways remain far greater than
the ability to produce them.

Economists almost universally describe the condition
in which the desire for wealth exceeds the amount of
wealth availableasoneof “scarcity.” Scarcity, they hold,
means any limitation of wealth relative to the need or
desire for wealth, irrespective of whether the limitation
proceeds from the lack of wealth or the abundance of
desires.

If one wishesto retain thisterminol ogy, one must say
that capitalism radically transforms the nature of scar-
city. For the people of precapitalistic societies, scarcity
meansadeficiency of wealth relativeto urgent biol ogical
needs; it means supplies of food insufficient to still
hunger; supplies of shelter and clothing insufficient to
provide protection from the elements. Under capitalism,
on the other hand, scarcity does not mean any such
deficiency of wealth, but a vast and growing supply of
wealth that lags behind the desire for wealth—a desire
that dwaysexceedsit, alwaysgrowsasit grows, and that
provides the impetus for its further growth. Scarcity
under capitalism actually means economic ambitious-
ness, and is the cause of the progressive elimination of
scarcity in the urgent biological sense.

For example, under capitalism, the scarcity of food
quickly ceasesto mean starvation. Instead itisasituation
in which grain supplies have become abundant, but the
point has not yet been reached where people can have al
the meat they want. And then it ceases to mean even a
deficiency of meat, but the fact that not enough of the
meat supply is in the form of sirloin steak, and so on.
Similarly, a scarcity of housing quickly comes to mean
not a scarcity of dwelling space as such, but only a
scarcity of ever moreimproved, more solidly construct-
ed, and more luxurious dwelling space.

At each stage, the desire to advance to a higher stage
makesthe threat to urgent biological needs more remote.
In a country in which the scarcity of food is merely a
scarcity of meat, a year of bad crops does not threaten
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famine. It just means that less grain will be devoted to
feeding meat animals, and people will end up with less
meat. |n acountry in which the scarcity of food meansa
scarcity of sirloin steak, ayear of bad cropsmeansmerely
that people will have to switch to somewhat poorer cuts
of meat, asthey utilizeasmaller but still abundant supply
of meat animalsmorefully for human consumption. And
as a genera principle, cutting across al branches of
production, the growing abundance of suppliesin acap-
italist society steadily prolongs and enriches human life
at the same time that it further and further removes such
direct threats to human life as famine and plague. Evi-
dencefor the truth of thisproposition can befoundinthe
fact that hardly anyone dies from hurricanes, tornadoes,
volcanoes, earthquakes, or contagious diseases in the
United States, while large numbersdo so in the poor and
backward countries. Our better record isthe result of our
greater progressin wealth—in theform of such thingsas
better constructed buildings, better means of transporta
tion, and better medical facilities, as well as a more
abundant and varied food supply.?® There is no fixed
limit to the process by which the increasing production
of wealth can further enhance and extend human lifeand
its enjoyment. 20

|
7. Time Preference and the Scar city of Capital

In addition to the law of diminishing marginal utility,
there is a second major economic principle of valuation
that closely bears on the subject of scarcity, namely, that
of time preference. Time preference operatesto maintain
the specific scarcity of savings and capital .2’

According to the principle of time preference, an
individual values goods available to him in the present
more highly than goods available to him in the future,
and goods available to him in the nearer future more
highly than goods available to him in the more remote
future. For example, he values having a house, a car, or
atelevision set now, more highly than having it a year
from now, and more highly having it a year from now
than two years from now.

The principle of time preference holds that the pro-
spectivelocation of goodsintimehasasimilar effect on
our valuation of them as the location of things in space
has on our visual perception of them. The further away
from us things are in space, the smaller do they appear
tousin our field of vision. The temporally more remote
goods are in our field of valuation, so to speak, the
smaller isthe value we attach to them.28

Like any principle, that of time preference must be
understood as applying other things being equal. For
example, | would probably prefer to have a bathing suit
in July rather than in January, even though July may lie

further in the future than January. In this case, other
things are not equal. Much more benefit can be obtained
from a bathing suit in the heat of July than in the cold of
January. The appropriate application of the principle of
time preferencein this case isthe fact that if | want to go
swimming, | value the possession of a bathing suit for
thiscoming July more highly than for thefollowing July.

Similarly, the prospective marginal utility of aunit of
agood inthefuture can be higher thanitsmargina utility
in the present, if one expects to have fewer unitsin the
future. For example, instead of eating two sandwiches
now, a person can very well save one for later, because
themarginal utility of afirst sandwichlater isgreater than
the margina utility of a second sandwich now. Here the
appropriate application of the principle of time prefer-
ence is that a person attaches greater importance to
consuming hisfirst unit of agood today than to consum-
ing hisfirst unit tomorrow, and to consuming his second
unit today than to consuming his second unit tomorrow.
The fact that future units in a less abundant supply can
have a greater marginal utility than present units in a
more abundant supply does not contradict the principle
of time preference, since that principle refers to the
valuation of present and future units of equal supplies.

Finally, the principle of time preference is not con-
tradicted by thefact that the prices of commaodity futures
are usually higher than the prices of the corresponding
“cash” commodities available for immediate delivery.
For example, inthemonth of September, thepriceof corn
for delivery in December isalways higher than the price
of corn for immediate delivery, while the price of corn
for delivery in the following March is still higher than
that for delivery in December. Such apricestructure does
not mean that, other things being equal, people prefer
commoditiesin the future to commoditiesin the present.
On the contrary, month by month they are consuming the
stocks of commodities, demonstrating that they prefer
present consumption to future consumption. Theascend-
ing price structure of commodity futuresisthereflection
of the prospectively increasing scarcity of commodities
between harvests, and/or of the need to compensate those
who store supplies of commaoditiesfor future sale for the
coststhey incur in so doing and for tying up their capital
in such investments. In the absence of such an ascending
price structure, time preference would result in the un-
duly rapid consumption of stocks of commodities.

The Foundations of Time Preference

Time preferenceisimplied in the very nature of valua-
tion, and, indeed, of human life itself. All other things
being equal, to want something isto want it sooner rather
than later. If all other thingsare equd in two succeeding
periods of time and a good exists which could be con-
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sumed in either period, then the very fact of the good's
being valued impliesthat it must be consumed inthefirst
period. If it is not consumed in the first period, then the
identity of conditionsimpliesthat it also cannot be con-
sumed in the second period. Hence, the good simply
would not be consumed and, by implication, its con-
sumption would be demonstrated not to be valued. If,
however, the good is consumed in the first period, its
nonconsumption in the second period doesnot contradict
its being wanted just as much in the second period; it is
simply unavailable in the second period.

The nature of human life implies time preference,
because life cannot be interrupted. To be alivetwo years
from now, one must be alive one year from now. To be
alivetomorrow, one must be alivetoday. Whatever vaue
or importance one attaches to being alive in the future,
one must attach to being alive in the present, because
being alive in the present is the indispensable precondi-
tion to being dive in the future. The value of lifein the
present thus carries with it whatever value one attaches
to lifein the future, of which it is the precondition, plus
whatever value one attaches to life in the present for its
own sake. In the nature of being alive, it is thus more
important to be alive now than at any other, succeeding
time, and more important to be dive in each moment of
the nearer future than in each moment of themoreremote
future. If, for example, a person can project being alive
for the next thirty years, say, then the value he attaches
to being aliveinthe coming year carrieswith it whatever
value he attaches to being alive in the following twenty-
nineyears, pluswhatever value heattachesto being alive
inthe coming year for itsown sake. Thisis necessarily a
greater value than he attaches to being dive in the year
starting next year. Similarly, the value he attaches to
being alive from next year onisgreater than the value he
attaches to being alive starting two years from now, for
it subsumes the latter value and represents that of an
additional year besides.

The greater importance of life in the nearer future is
what underlies the greater importance of goods in the
nearer future and the perspective-like diminution in the
value we attach to goods available in successively more
remote periods of the future.

The Scarcity of Capital

Later discussionwill show that time preferencehasan
important bearing on the determination of the rate of
profit and interest.2?? What must be stressed here is that
time preference prevents the existence of profit and
interest from alwaysresulting in saving and the accumu-
lation of additiona capital. For example, assuming a
constant buying power of money, if therate of profit and
interest is5 percent, theimplication isthat by saving and

investing $100 thisyear, one can haveand consume $105
worth of goods next year. The reason that people do not
al rush to save as much as possible, despite the fact that
doing so would enable them to consume more in the
future, isthat they havetime preference. Timepreference
results in people preferring an additional $100 of con-
sumption today to an additional $105 (or whatever the
figure may be) of consumption a year from now. It thus
actstolimit theextent of saving and capital accumulation
and to contribute to the scarcity of capital.

Timepreference manifestsitself intheextent towhich
individualsmake provision for thefuturerel ativeto their
current consumption. An individual with an extremely
high time preference will have no savings. He will con-
sume his entire income and not use any of it to provide
for his future consumption. By the same token, an indi-
vidual with a very low time preference will seek to
accumul ate savings to a substantial multiple of his cur-
rent income and consumption.

Therearetwo dimensionsto the scarcity of capital and
capital goods. In one respect, capital goodsare simply as
scarce as our labor and ability to produce consumers
goods. To whatever extent our desire for consumers
goods, such as houses and cars, exceeds our ability to
produce them, our implicit, indirect desirefor thingslike
bricks and lumber, steel sheet and tires, and the appro-
priate kinds of equipment used in making houses and
cars, exceeds our ability to produce them. This kind of
scarcity can be thought of as a horizontal scarcity of
capital, in the sense that as wide as is our desire for
consumers’ goodsrelativeto our ability to producethem,
equally wide is our desire for the corresponding capital
goods relative to our ability to produce them. Such
scarcity of capital is obvioudy as ineradicable as the
scarcity of wedlth.

The second dimension of the scarcity of capital refers
to the fact that goods can be produced with varying
amounts of capital per unit, that is, with varying degrees
of capital intensiveness. For example, arailroad can be
constructed to go from point A to point B directly, or with
various detours to avoid obstacles like lakes and moun-
tains in between. Usually, constructing the bridges and
tunnels required for the more direct route requires a
greater capital investment than thelonger, indirect route.
In deciding which route to adopt, a railroad company
must weigh the disadvantage of the larger capitd invest-
ment required against the advantage of lower fuel and
labor costs and reduced wear and tear on equipment in
every year thereafter.

The choice of whether to employ more or less ma
chinery inamanufacturing processisof the same nature:
onemust weigh the disadvantage of alarger initial outlay
for the machinery against the advantage of lower labor
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costsin each year of the machinery’suse. Whether or not
it paystoimprove apiece of farmland through irrigation
or drainage, or to improve amine by widening or deep-
ening its shafts, is al'so similar in nature.

The extent to which our products are aged, asin the
case of whiskey, beef, and woods of different growing
time, is also a matter of differences in the amount of
capital employed per unit of output. For example, in
order for the whiskey companies to turn out a unit of
eight-year-old scotch every year, they need to have cap-
ital representing unitsof scotch of each of eight different
yearsof age on hand in the pipeline, soto speak. In order
to turn out the same quantity of twelve-year-old scotch
each year, they need correspondingly more capital—
more units of partially aged scotch for every onethat is
fully aged. In the same way, lumber companies harvest-
ing trees with a twenty-five-year growth cycle need
growing stands of trees representing years one through
twenty-four for every stand of trees they harvest today,
and lumber companies harvesting trees with afifty-year
growth cycle need a correspondingly larger number of
stands of trees at various stages of growth for every one
they harvest today.

A similar principle appliesto the use of morevaluable
materials in preference to less valuable materias. Any
use of more valuable materias at any given stage of
production islikdly to reflect the performance of corre-
spondingly morelabor, or more skilled labor, prior to that
stage of production, and thus a higher degree of capital
intensiveness. Thus, for example, ahouse made of bricks
requires the use of more capital than a house made of
wood, insofar as more previously performed labor is
required to produce bricksfor ahouse of agiven sizethan
lumber for ahouse of the same size. The same appliesto
the extent to which products contain various previously
produced components and accessories. For example, other
things being equal, an automobile with automatic trans-
mission, anair conditioner, power windows, and thelike,
requiresalarger quantity of capital inits production than
onewithout these things or equipped with fewer of them.

Different industries have very different degrees of
capital intensiveness. A far larger amount of capital
investment stands behind the average dollar that is re-
ceived in the form of house rent or a mortgage payment
than stands behind the average dollar received as pay-
ment for restaurant meals or haircuts. Similarly, it takes
more capital investment to earn a dollar of salesin the
electric utility industry than it doesin the motion picture
business, and morein the motion picture businessthaniit
does in the grocery business.

The extent to which capital is scarce in this second
sense—in what we can call its vertical dimension—is
determined by time preference. Inasoci ety characterized

by relatively low time preference—that is, by awilling-
nessto forgo present consumption to the point of making
substantial provision for the future—the methods of pro-
duction will tend to be relatively capital intensive: rela
tively capital-intensive industries, such as railroads and
electric utilities, can exist, and will be larger in relation
to less capital intensive industries; the railroads will be
more ableto build bridges and tunnels, and the factories
to adopt labor-saving machinery; the farms and mines
will be more improved; awide variety of products will
enjoy the benefit of the use of better-quality materials
and of greater aging.

Our discussion of the causes of capital accumulation,
later in this book, will show how the lower isthe degree
of time preference in a society, and thusthe greater isits
overall degree of capital intensiveness, the greater isits
ability to adopt technologica advances and to enjoy a
cumulative process of capital accumulation.®® What must
be emphasized here, however, is that the existence of
time preference prevents the scarcity of capital in its
vertical dimension from ever being overcome.

Beforethe scarcity of capital initsvertica dimension
could be overcome, capital would have to be accumu-
| ated sufficient to enabl e the 85 percent of the world that
is not presently industrialized to come up to the degree
of capitd intensiveness of the 15 percent of the world
that isindustrialized. Within theindustrialized countries,
capital would haveto beaccumul ated sufficient to enable
every factory, farm, mine, and storetoincreaseitsdegree
of capita intensiveness to the point presently enjoyed
only by the most capital-intensive establishments, and,
at the sametime, to enable all establishmentsto raise the
standard of capital intensivenessstill further, to the point
where no further reduction in costs of production or
improvement in the quality of products could be achiev-
ed by any greater availability of capital in its vertical
dimension.

This would mean the maximum possible use of ma-
chinery and automation. It would mean going so far that,
for example, canals would frequently be built without
locks, because capital would be available smply to re-
move al the interfering higher elevations. By the same
token, every curve and grade would have to be elimi-
nated from railroads and highways, al the whiskey and
winesproduced would haveto be aged to the point where
no additional aging couldimprovethem further, and even
the enormous growing time of redwoodswould cease to
be an obstacle to their planting. Capital would also have
to be accumulated to the point where no further gain
attached to the expansion of the more capital-intensive
industriesrel ative to the less capital-intensive industries.
Thiswould entail agrowth inindustries such ashousing,
the electric utilities, and bridge, tunnel, and canal build-


George G Reisman



58 CAPITALISM

ing up to their maximum possible limits relative to less
capital-intensive industries.

Capital would have to be accumulated to the point
where absolutely no project representing an economic
improvement was left undone for alack of capital, how-
ever enormous the amount of capitd required. Thisin-
cludes projectsthat today belong in the realm of science
fiction because of the vast amounts of capital that would
be required for their execution: for example, digging
tunnels not only under the English Channel, but under
the various seas and even oceans of the world; making
inland citieslike Phoenix, Arizona, into seaportsthrough
the construction of massive canals, and thereby achiev-
ing substantial reductions in transportation costs for al
timeto come; virtually eliminating freight costs between
cities, such asNew York and Chicago, say, by construct-
ing straight-line tunnels between them that would con-
stitute secants relative to the earth’s circumference, with
theresult that objectswould simply bepulled by theforce
of gravity tothe center of thetunnelsand, in africtionless
vacuum, hurled to the opposite surface by the force of
inertia. Indeed, it may be that some of these projects
would even achieve such great cost savingsastoyield a
substantial rate of return on the capital that would have
to be invested, but cannot be undertaken at present be-
cause, in the actual state of capital accumulation, they
would strip the rest of the economic system of too much
of its capital.

The accumulation of capita initsvertical dimension
can never remotely begin to exhaust the uses for such
capitd. Its accumulation always ceases far short of that
point. It is always necessary to leave undone an incalcu-
lable range of potential improvements whose execution
would reguire a more abundant accumulation of capital
in its vertical dimension than exists. Thus, capitd inits
vertical dimension, aswell asinitshorizonta dimension,
remains permanently scarce.3!

Such capital accumulation comes to an end because
of time preference. Once people succeed inaccumulating
acertainamount of capital relative to theirincomes, they
feel that they have done their duty by the future and can
now turn more heavily toward enjoying life in the pres-
ent. Thus, they stop accumulating capital relativeto their
incomes, even though the accumulation of still more
capitd relativeto theirincomeswoul d providethemwith
still higher incomesin the future.

A Word on Capital Accumulation
and the Rate of Return

As stated, later discussion in this book will show that
the gains from a lower time preference are both pro-
foundly important and cumulative in their significance,
inthat they permit the adoption of technol ogical methods

of production that would not otherwise be economically
feasible. It will show that the adoption of the more
advanced methods of production made possible by a
lower degree of time preferenceisitself afurther source
of capital accumulation, with the result that capital accu-
mulation does not require steadily repeated reductionsin
time preference, but is perfectly consistent with an un-
changed state of time preference, provided it is suffi-
ciently low. A still lower time preference will be shown
toresultin an acceleration of therate of capital accumu-
lation.32

Furthermore, the fact that a lower degree of time
preference accel eratesthe rate of economic progresswill
be shown to result in a positive addition both to the real
and to the nominal (viz., monetary) rate of profit and
interest. Thus, the dmost universally held opinion among
economiststhat capital accumulation must be associated
with afalling rate of return on capital will be challenged.
Capital accumulation will be shown not only not to
require afalling rate of return, but, as| say, to the extent
that it results in a more rapid increase in the supply of
goods and money, to result in an addition to the real and
nominal rate of return.33

Time Preference, Rationality, and Freedom

Our previous discussion of the philosophical founda
tions of capitalism and economic activity implies that
time preference is the lower the more rational and the
freer a society is.3* The more rational people are, the
more are they aware of the future: the more they can
mentally project it and the greater isthe reality for them
of such projections; in addition, the more are they aware
of themselves as self-responsible causal agents, capable
of affecting the course of future events to their own
advantage by means of saving. Similarly, to the degree
that people are free and enjoy the security of property,
they know that they can benefit from whatever provision
for the future they decide to make in the present. Thus,
to the degree that a society is dominated by the val ues of
reason and freedom, the more conduciveit ispsycholog-
ically and politically to saving and providing for the
future, whichisonly another way of sayingthatitismore
conducive to a low time preference and to all that that
implies about capital accumulation and economic prog-
ress.

|
8. Wealth and L abor

Weadlthistheresult of human labor. L abor isthemeans
by which man’s mind transmits his designs and purposes
tomatter. It isman’sapplication of hisbodily and mental
faculties for the purpose of atering matter in form or
| ocation and thereby making the matter thus altered serve
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afurther purpose. Matter thus altered by man’s labor is
a product. Production is the process of thus altering
matter. A producer is one who effects such alterations.3°

The matter which is atered in production, that is,
which isthe subject of man’slabor, can be nature-given,
such as a piece of land or ore in the ground, or itself a
previously produced product, such as cotton cloth or
steel sheet. Always, the performance of human labor is
essential to production.

It is important to realize that in a division-of-labor
society, the labor applied in production is not limited to
manual labor, that is, to labor applied to materials or
otherwise in physical operations. In such a society, it
embraces much more, such asthelabor entailedin found-
ing, organizing, and directing business firmsand in pro-
viding them with capital. Such labor achievesits effects
by operating through the manual labor of others, which
it renders more efficient.3

The concept of wealth embracesnot only productsbut
also natural resources, such asland, and mineral deposits
in the ground. The physical matter of which natural
resourcesare composedis, of course, not made by man—
it is nature-given. Nevertheless, the wealth-character of
natural resources is man-made: it is the result of human
labor. It is the result of the labor that discovers the uses
towhichthenatura resourcescan be put, and of the labor
that enables them to be become accessible in ways in
which they can be used gainfully. Thus, it is labor that
establishes the character of natura resources as goods
and thus as wealth. Asthe leading historical example of
this fact, one need only consider that al of the land and
mineral deposits of North America were present at the
time of the American Indians. Nevertheless, hardly any
of that land and mineral depositsthen constituted wealth.
Theland and mineral depositsdid not constitute wealth,
because the necessary |abor—mainly of an intellectual
character—had not yet been performed to render them
wealth.

The Scarcity of Labor and ItsIneradicability

Wealth not only isthe product of human labor, but also
could be produced in larger quantity if more labor were
devotedtoitsproduction. | ndeed, the application of more
labor isthe only fundamental requirement for increasing
the supply of wealth. This is because more labor is the
source of additional equipment and materials, including
additional agricultural commodities and mineral sup-
plies extracted from the ground. Thus, the scarcity of
wealth implies amore fundamental scarcity of labor.

As has aready been shown, and will be fully con-
firmed in the next chapter, the fact that the wealth-char-
acter of natural resources is the result of labor indicates
that in acapitalist society, the supply of natural resources

can be indefinitely expanded and therefore does not
congtitute along-run limitation on the ability to produce
that isindependent of the supply of Iabor. Indeed, asthe
next chapter will show, even within very short periods of
time—weeks or months—the supply of raw materials
can almost always be increased through the application
of more labor.3’

The fundamental scarcity of labor is manifest in the
fact that virtually everyone would like to enjoy an in-
comemany timesgreater than theincomeheis presently
capableof earning. For example, today an averagework-
er may earn on the order of $20,000 per year for working
forty hours aweek. If such aworker had it in his power
to earn $100,000 per year, he would have no difficulty in
finding waystolive up tosuchanincome. Unfortunately,
toearnsuch anincomeat hispresent rate of pay, hewould
have to work more hours than there are in the week. His
maximum actua ability to work is obvioudly vastly less
than corresponds to the income he would like to have.

But thisisonly another way of saying that the utmost
goods and servicesheis capable of producing arefar less
than the goods and services he would like to consume.
Taken collectively, our desire to be able to spend five or
ten times more than we now can afford to spend is an
indication that wewould like five or ten timesmorework
performed than is now performed. In the present state of
technology and productivity of labor (output per unit of
labor), thisis how much additional 1abor would need to
be performed to produce the larger volume of output we
would like to be able to buy.

Consider. It would bevery easy for the government of
the United States to arrange things so that the average
worker could earn and spend $100,000 a year instead of
$20,000 a year. Indeed, the governments of many coun-
tries have long ago made it possible for all of their
citizens to be millionaires! To accomplish such resuilts,
al the government would haveto do is print enough new
and additional paper money. But there is nothing to be
gained from such a procedure. It is accompanied by
rising prices, which prevent the higher incomes from
having any greater buying power than the smaller in-
comes did before. The only way that earning and spend-
ing $100,000 ayear instead of $20,000 ayear can represent
the ability to buy five times more goods is if five times
more goods are produced. Only then would prices not
risein theface of fivetimes more spending to buy goods.
But in a given state of technology and productivity of
Iabor, this would be possible only if five times as much
labor could be performed, which, of course, is itself
impossible. People can work themselves to the point of
utter exhaustion, and still they cannot produce more than
asmall fraction of al that it would be useful and desirable
for themto produce. Thus, the supply of Iabor that people
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can provide falls radically short of the supply whose
products they would like to have. Labor is scarce.

(It should be obviousthat the scarcity of labor implies
thereis never any metaphysical reason for the existence
of unemployment—that is to say, there is never any
reason for it by virtue of the necessary, inescapable
nature of things. Unemployment belongs strictly in the
category of the man-made. Either it is voluntary and
chosen by theindividualsconcerned, becausethey prefer
to wait to find better terms of employment or because
they simply prefer leisure; or, whereitisinvoluntary and
unchosen by the individuals concerned, it is forcibly
imposed on them. Unemployment is forcibly imposed
through theimposition of too high alevel of money wage
rates by the government or by coercive labor unions
operating with the sanction of the government. These
policies, of course, could be done away with. The causes
of unemployment will befully clear once we understand
the principles governing money and spending, and the
fact that under the freedom of competition, purchasing
power sufficient to buy all the goods and services that
can be produced in the economic system at the point of
full employment is automatically generated by the pro-
cess of production itself. The discussion of theseimport-
ant mattersisreserved for later chapters.3®)

The scarcity of labor, of course, is aso the result of a
scarcity of personal services. Virtually everyone, if he
could afford it, would like to be able to be served by
maids, cooks, gardeners, personal secretaries, and so on.
Each individual could probably find worthwhile usesfor
the labor of half a dozen or more full-time servants,
without even giving the matter more than a moment’s
thought.

The labor that we implicitly desire to have at our
disposal, whether to produce goods for us or to provide
us with personal services, is, as| have said, limited only
by our imaginations. And yet while nature has provided
each of us with an imagination capable of forming de-
sires on a grand scale, it has simultaneously equipped
each of uswith only two armsto provide for the satisfac-
tion of those desires. Each of us is easily capable of
forming desires whose fulfillment requires the labor of
multitudes, and yet by the lawsof arithmetic, the average
member of any society can never obtain more than the
labor, or products of the labor, of just oneperson. Thisis
so because for each person who existsto consume, there
can be no more than one person present to produce.
Indeed, when the very young and the sick and infirm are
allowed for, who can only be supported by the labor of
others, it turns out that for each person who consumes
thereis, on average, substantialy less than the labor of
one person available to produce.

The preceding discussion demonstrates the existence

of afundamental scarcity of labor. The scarcity of labor
isnot only fundamental, however. Itisa soineradicable.

| have adready shown earlier in this chapter how
increases in the ability to produce are accompanied by
new and additional desiresfor wealth, which grow out of
the very sametechnol ogi cal advancesthat makepossible
theincreases in the ability to produce. The effect of this
isthat the scarcity of labor isnot reduced by increasesin
the productivity of labor. The scarcity of labor isalso not
reduced by any increasein the size of the population and
thus the number of people able and willing to work,
because the additional members of that population bring
with them their own needs and desires for goods and
services that are in excess of their ability to add to the
supply of goods and services. Furthermore, as the pro-
ductivity of labor rises and increases the workers' stan-
dard of living, the workers tend to acquire a growing
desirefor leisure. Asaresult, not only doesthe desirefor
wealth grow astheability to produceit increases, but also
the amount of labor the individual iswilling to perform
decreases. This represents an additional cause of the
continuing scarcity of labor.

Thus, the fundamental and essential nature of eco-
nomic life is this: the need and desire for additional
wealth arethere and the nature-given meansof producing
itarethere; all thatislackingistheability of human labor
to transform the nature-given means of production into
additional wedth.

On this foundation, the fundamental economic need
of rational beings emerges as the overcoming of the
limitations on production imposed by the scarcity of
labor. Always, what stands between man and hisneed for
greater wealth is hislimited ability to produce wealth—
his limited ability and a so willingness to perform labor.
There is only one solution to this problem. And that is
continuously to raise the productivity of labor—that is,
continuously to increase the quantity and quality of the
goods that can be produced per unit of Iabor, including
the variety of goods. An ineradicable scarcity of labor
resulting from aneed and desirefor labor that are always
vastly greater than the supply of labor requires that the
productivity of labor berendered greater and greater. The
rise in the productivity of labor is the only conceivable
way in which man can obtain the progressively greater
amounts of wealth that his rational and progressive na-
ture requires.

The problem of precisely how continuously to raise
the productivity of labor, to make possible an ever in-
creasing production and enjoyment of goods per capita,
iswhat | call the economic problem.

(Associated with the economic problem is an import-
ant but subsidiary problem, which is often mistakenly
presented asthe central economic problem, namely, how
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toalocatean existing limited ability to producein accor-
dancewiththechoicesof individual sto satisfy their more
important wants ahead of their lessimportant wants. The
necessity of this choice is implied by the existence of
needs and wants that have no limit, in the face of a
productivity of labor that a any given time is aways
strictly limited. Regrettably, it isthis subsidiary problem
that most economists have in mind when they describe
economicsasfocusing on“theallocation of scarcemeans
among competing ends.” Closely associated with this
mistaken view of the economic problem is the formula
tion of the fundamental problem of economic life in
terms of a scarcity of goods. The actual fundamental
problem, of course, is a scarcity of labor and thus how
to raise the productivity of labor.)

The next chapter providesaconclusivedemonstration
of the limitless potential of natural resources and con-
tainsanecessary critique of the objectionsof the ecology
movement to economic progress. Following it, Chapter
4will explainwhy thefocal point of the ongoing solution
to the economic problem is the division of labor. The
division of labor will be shown to constitute the indis-
pensable socid-organizational framework for the pro-
gressiveincreasein the productivity of labor required by

man’s nature as a rationd being. It will be shown to
represent in itsinner nature the form of society required for
the efficient and progressively improving use of man's
mind, body, and nature-given environment in production.

As previously indicated, subsequent chapters will then
show the dependence of the division of labor on the
leading ingtitutions of a capitalist society, above all,
private ownership of the means of production and the
price system. They will also show the reciprocating and
thoroughly benevolent influence of the division of labor
on private ownership of the means of production and
other essential institutions of capitalism, namely, eco-
nomic inequdity and economic competition. Still later
chapters will show how, within the framework of the
division of labor and capitalism, the productivity of labor
iscontinuously increased on the basisof capital accumu-
| ation—whi ch entailsthe empl oyment of ever increasing
amounts of wealth as means of further production—and
the absolute dependency of this process too on the insti-
tutions of capitalism.

In effect, the remainder of this book can be summa-
rized as demonstrating a single proposition: in every
possibleway, with no valid objection, the solution for the
economic problemis capitalism.
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CHAPTER 3

NATURAL RESOURCES AND THE ENVIRONMENT

PART A

NATURAL RESOURCES

1. TheLimitless Potential of Natural Resources

T he potential for economic progress is in no way
limited by any fundamental lack of natural re-
sources. Despite the claims so often made that we arein
danger of running out of natural resources, thefact isthat
the world is made out of natural resources—out of
solidly packed natural resources, extending from the
upper limits of its atmosphere to its very center, four
thousand miles down. Thisis so because the entire mass
of the earth is made of nothing but chemical elements,
al of which are natural resources. For example, the
earth’ scoreiscomposed mainly of iron and nickel—mil-
lions of cubic miles of iron and nickel. Its oceans and
atmosphere are composed of millions of cubic miles of
oxygen, hydrogen, nitrogen, and carbon, and of lesser,
but still enormous, quantities of practically every other
element. Even the sands of the Sahara desert are com-
posed of nothing but various compounds of silicon,
carbon, oxygen, hydrogen, aluminum, iron, and so on,
all of them having who knows what potential uses that
science may someday unlock. Nor isthere asingle ele-
ment that does not exist in the earth in millions of times
larger quantitiesthan has ever been mined. Aluminumis
foundinsomequantity practically everywhere. Thereare
immense quantities even of the very rarest elements,

such as gold and platinum, to be found floating in trace
amounts throughout the oceans, for example.

What istrue of the earth isequally true of every other
planetary body in the universe. Insofar as the universe
consists of matter, it consists of nothing but chemical
elements, and thus of nothing but natural resources.

Nor isthereany fundamental scarcity of energy inthe
world. More energy is discharged in a single thunder-
storm than mankind producesin an entireyear. Nor isthe
supply of energy in the world reduced in any way by
virtue of the energy man capturesfrom nature. Heat from
the sun provides a constantly renewed supply that is
billions of times greater than the energy consumed by
man. The total quantity of energy intheworld remainsa
constant, for al practical purposesincalculably in excess
of what mankind consumes, and will remain so until the
sun beginsto cool.

The problem of natural resourcesisinno sense one of
intrinsic scarcity. Fromastrictly physical-chemical point
of view, natural resources are one and the same with the
supply of matter and energy that existsin the world and,
indeed, in the universe. Technicdly, this supply may be
described as finite, but for al practica purposes it is
infinite. It does not congtitute the slightest obstacle to
economic activity—there is nothing we are prevented
from doing because the earth (let alone the universe) is
in danger of running out of some chemical element or
other, or of energy.

The problem of natural resources is strictly one of
useability, accessibility, and economy. That is, man needs
toknow what the different elementsand combinations of
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elementsnatureprovidesaregood for, andthentobeable
actually to get at them and direct them to the satisfaction
of his needs without having to expend an inordinate
amount of labor to do so. Clearly, the only effective limit
on the supply of such economically useable natural re-
sources—that is, natural resourcesin the sensein which
they constitute wealth—is the state of scientific and
technological knowledge and the quantity and quality of
capital equipment available.

Because the supply of resources provided by natureis
one and the same with the supply of matter and energy,
the supply of economically useable natural resourcesis
capable of virtudly limitless increase. It increases as
man expands his knowledge of and physical power over
the world and universe.

For example, petroleum, which had been present in
the ground for millions of years, did not become an
economically useable natural resource until the second
haf of the nineteenth century, when uses for it were
discovered. Aluminum, radium, and uranium also be-
came economically usesble natura resources only within
the last century or so. The economic useability of coal
and, more recently, silicon, has been enormoudy in-
creased by the discovery of new and additional uses for
them.

The supply of economically usesble natural resources
isincreased not only by the discovery of usesfor things
previously thought to have no uses, or new and additional
uses for things already known to have uses, but aso by
advancesthat enable man toimprove hisaccessto things—
for example, to mine at greater depthswith less effort, to
move greater masses of earth with less effort, to break
down compounds previoudly beyond his power, or to do
so with less effort, to gain access to regions of the earth
previously inaccessible or to improve his access to re-
gionsalready accessible. All of theseincreasethe supply
of economically useable natura resources. All of them,
of course, at the sametime bestow the character of goods
and wealth on what had before been mere things.!

Today, as the result of such advances, the supply of
economically useable natural resources is enormously
greater than it was at the beginning of the Industrial
Revolution, or even just one or two generations ago.
Today, man can moreeasily mineat adepth of athousand
feet than he couldin the past at adepth of ten feet, thanks
to such advances as mechanical-powered drilling equip-
ment, high explosives, sted structura supportsfor mine
shafts, and modern pumps and engines. Today, asingle
worker operating a bulldozer or steam shovel can move
far more earth than hundreds of workersin the past using
hand shovd s. Advancesin reduction methods have made
it possible to obtain pure ores from compounds pre-
vioudly either altogether impossible to work with or at

least too costly to work with. Improvementsin shipping,
railroad building, and highway construction have made
possible low-cost access to high-grade mineral deposits
in regions previoudy inaccessible or too costly to ex-
ploit.

In the light of such facts, one should consider how
foadlish it isto complain, for example, that today copper
ores are being mined which contain only 1 percent pure
copper, whereas at the beginning of thetwentieth century
the ores mined often contained 10 percent pure copper.
With aworker in the cab of a steam shovel ableto move
hundreds or thousands of times more earth in the same
time as aworker with ahand shovel, the volume of pure
copper moved in the same time is now enormously
greater, even with ores only one-tenth as pure. Theresort
to such ores is evidence not that we are running out of
supplies, but that we have been able to create vastly
greater sources of supply than ever before. Thevery fact
that we exploit such depositsisevidence of the advances
that have been made. For we would not exploit themin
the absence of vast improvementsin the productivity of
labor.

Similarly, thedevelopment of chemical fertilizersand
low-cost methods of irrigation have enabled man not
only radicaly toimprove the productivity of arableland,
but actualy to make more arable land. Today, land
previously desert or semidesert has been made vastly
more productive than the very best lands available to
previousgenerations. | srael and Californiaprovide lead-
ing examples.

There is no limit to the further advances that are
possible. Hydrogen, the most abundant element in the
universe, may turn out to be an economical source of fuel
in the future. Atomic and hydrogen explosives, lasers,
satellitedetection systems, and, indeed, even spacetravel
itself, open up limitless new possibilities for increasing
the supply of economically useable mineral supplies.
Advancesin mining technology that would make it pos-
sible to mine economically at a depth of, say, ten thou-
sand feet, instead of the present much more limited
depths, or to mine beneath the oceans, would so increase
the portion of the earth’s mass accessible to man that all
previous supplies of accessible minerals would appear
insignificant in comparison. And even at ten thousand
feet, manwould till, quiteliterally, just be scratching the
surface, because the radius of the earth extendsto adepth
of four thousand miles.

Asjust indicated, equally dramatic advances are pos-
siblein thefield of energy. These may occur through the
use of atomic energy, hydrogen fusion, solar power, tidal
power, or thermal power from the earth’s core, or still
other processes as yet unknown. Reductions in the cost
of extracting petroleum from shale and tar sandshavethe
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potential for expanding the supply of economically use-
able petroleum by avast multiple of what it istoday. The
physical volume of petroleum present in such formations
in our own Rocky Mountain states and in Canada far
exceeds the liquid petroleum deposits of the Arab coun-
tries. All that is required is ways to reduce the costs of
extraction.2 Similarly, there are also vast known coal
fields in the United States containing enough coa to
supply present rates of coal consumption for many cen-
turies, and already capable of doing so economically.
Since most petroleum products can be made from codl,
reductionsinthe cost of using coal for this purposewould
represent the equivalent of a further enormous increase
in the supply of economically useable petroleum depos-
its.

Because the earth isliterally nothing but an immense
solid ball of chemical elements and because man'sintel-
ligence and initiative in the last two centuries were
relatively freeto operateand had theincentiveto operate,
it should not be surprising that the supply of useable,
accessible minera stoday vastly exceeds the supply that
man is economicaly capable of explaiting. In virtualy
every case, there are vast known deposits of minerals
which are not worked, becauseit isnot necessary towork
them. Indeed, if they were worked, there would be a
relative overproduction of mineralsand arelative under-
production of other goods—that is, awaste of capital and
labor. In virtudly every case, it is necessary to choose
which deposits to exploit—namely, those which, by vir-
tue of their location, the amount of digging required, the
degree of concentration and purity of the ore, and so
forth, can be exploited at the lowest costs. Today, enor-
mous mineral deposits lie untouched which could be
exploited with far less Iabor per unit of output than was
true of the very best deposits exploited as recently as a
few decades ago—thanks to advances in the state of
mining technology and in the quantity and quality of
mining equipment available.

So long asmen preserve adivision-of-labor, capitalist
society and are free and motivated to think and to build
for the future, the body of scientific and technological
knowledge at the disposal of mankind will grow from
generation to generation, as will the supply of capital
equipment.3 On this basis, man can steadily expand his
physical power over the world and thus enjoy an ever
greater supply of economicaly usesble natura resources.
Thereisno reason why, under the continued exi stence of
a free and rational society, the supply of such natural
resources should not go on growing asrapidly asin the
past or even more rapidly.

The ultimate key to the economic availability of nat-
ural resources is motivated human intelligence, which
means: a capitalist society. In such a society, large num-

bers of the most intelligent people devote their lives to
science, technology, and business. All are highly moti-
vated to increase the supply of economically useable
natural resources by the prospect of earning a personal
fortune for every significant successthey achievein this
regard. No greater guarantee of mankind's ability to
enjoy a growing supply of natura resources could be
found.

The essential principles pertaining to natural resources
can be summarized as follows. What nature provides is
a supply of matter and energy that for all practical pur-
poses isinfinite. Yet at the same time, nature does not
provide asingle particle of natural resourcesin the form
of wealth. The bestowal of the character of economic
goods and wesalth on what nature providesisthe work of
human intelligence. An essential economic task of man
is progressively to apply his intelligence to achieve a
growing understanding of nature and to build progres-
sively more powerful forms of capital equipment that
give him growing physical mastery over nature.

In this process, advances both in knowledge and in
capital equipment themselves set the stage for further
advancesin knowledgeandin capital equipment, thereby
operating to give man both ever greater understanding
and ever greater physical power over nature—provided,
of course, that he continuesto berational, that is, contin-
uesto think and to act long range. For example, learning
arithmetic sets the stage for learning algebra, which in
turn setsthe stage for learning cal culus, and so on. Being
able to build the first primitive railroads and sted mills
provides the physica capacity for being able to build
more and better railroads and steel millslater on. Devel-
oping ametallurgical industry setsthe stage for devel op-
ing an electrica industry and appliance industry, which
setsthestage for devel oping an e ectroni csand computer
industry, which in turn sets the stage for developing a
capacity to launch spaceships, and so on. The combina
tion of increasing knowledge and increasing physical
capacitiesbringsagrowing fraction of the physical mass
of the earth and, indeed, the universe more and more
within man’s power to serve his ends and thus continu-
aly enlarges the fraction of nature that represents eco-
nomically useable natural resources and thus weslth.

Thus the portion of nature that represents wealth
should be understood as a tiny fraction that began as
virtually zero and even though it has since been multi-
plied by severa hundredfold, is till virtually zero when
one considers how small isthe portion of the mass of the
earth, let alone of the universe, that is subject to man's
control, and how far man is from understanding all
aspects and potential uses of what has become subject to
his control. To borrow and expand upon Ayn Rand's
statement that the good is an aspect of redlity inrelation
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to man: For all practical purposes, nature in its infinity
will forever remain something far more of whose good
inrelation to man remainsto be discovered and achieved
than ever has been discovered and achieved, with the
essentid reguirements of the ongoing process being rea-
son and capitalism.* Reason and capitalism achieve a
progressive enlargement of the goods- and wealth-char-
acter of nature and thus a continually increasing supply
of economically useable natural resources. Not only can
no greater guarantee of mankind's ability to enjoy a
growing supply of natura resources be found, but the
underlying metaphysics of avirtualy infinite nature that
is confronted by motivated human intelligence, which
steadily expands both man’sknowledge and hisphysical
capacities, ensures that no grester guarantee of mankind's
SUCCESS i'S necessary.

The growing threat to the supply of natural resources
that peopl e are beginning to complain of isnot the result
of anything physical—no more than it was when these
terrible words of despair were written:

You must know that the world has grown old, and does
not remain in itsformer vigour. It bears witness to its own
decline. Therainfall and the sun’s warmth are both dimin-
ishing; the meta s are nearly exhausted; the husbandmanis
failing in thefields, the sailor on the seas, the soldier in the
camp, honesty in the market, justice in the courts, concord
in friendships, skill inthe arts, disciplinein morals. Thisis
the sentence passed upon the world, that everything which
has a beginning should perish, that things which have
reached maturity should grow old, the strong weak, the
great small, and that after weakness and shrinkage should
come dissolution.’

That passage is not aquotation from some contempo-
rary ecologist or conservationist. It was written in the
third century—long before the first chunk of coal, drop
of ail, ounce of aluminum, or any significant quantity of
any mineral whatever had been taken from the earth.
Then as now, the problem was not physical, but philo-
sophical and palitical. Then as now, men were turning
away from reason and toward mysticism. Then as now,
they were growing less free and falling ever more under
therule of physical force. That iswhy they believed, and
that iswhy peoplein our culture are beginning to believe,
that man is helpless before physical nature. There is no
helplessnessin fact. To men who use reason and are free
to act, nature gives more and more. To those who turn
away from reason or are not free, it givesless and less.
Nothing else isinvolved.

TheEnergy Crisis

There has been much talk about an energy shortage.
There is obviously no shortage of energy in nature and
no inherent reason why mankind should not be able to

continue the progress of the last two centuries and gain
economical accessto more and more of nature’ svirtually
infinite supply of energy.

Even if liquid petroleum deposits were to run out in
the next fifty years or so, there is no reason why, before
they did, men should not be able to produce petroleum
productsfrom shale, tar sands, or coal with lesslabor than
they presently produce them from liquid petroleum—
just as they presently produce iron and copper from
relatively low-grade ores with far less labor than they
used to produce them from higher-grade ores. Indeed,
petroleum products today can already be produced from
these sources with far less labor than they could be
produced from liquid petroleum depositsin the past. The
power of man's mind, operating in the context of a
division-of-labor, capitalist society is clearly such asto
leave no doubt that comparable beneficial results could
be accomplished with respect to petroleum products in
the years ahead.

The energy crisisof the 1970swas purely palitical. In
essence, it was the result of making it largely illegal to
produce energy. In amost every foreign country, the
ownership of oil and natural gas deposits, and thus the
production of oil and natural gas, has been made a
monopoly of the government. It is simply illegal for
private citizens to produce these goods and thus their
production has been restricted by all the inefficiencies of
government ownership.® Inthe United States, thefederal
government claims ownership of the continental shelf
and the majority of the land area of the Western states.
On the basis of these claims, and under the guise of
“concern for the environment,” it has closed off many of
the most promising areas for oil and gas discoveries. It
has set them aside as “wildlife preserves’ and “wilder-
ness areas,” and thus prohibited their development. In
these ways and others, to be explained later in this book,
the government made it illegal to produce energy. This
is the only reason that there was an energy crisis.” The
substantial reduction in government interference that
took place in the early 1980s, above al, the reped of
price controls on oil, made the energy crisis disappear.
The achievement of afully free market in energy would
ensure a resumption of the growing abundance and de-
cliningreal cost of energy that characterized the Western
world in the two hundred years prior to the 1970s.

Regrettably, however, the government’s policy of re-
stricting the supply of energy continues. It continues to
withdraw ever more territory from exploration and de-
velopment: virtually the entire continental shelf of the
United Statesisnow closed to new oil drilling and further
development of Alaskan fieldsisin doubt. The govern-
ment even prohibits the use of already existing facilities
for producing energy, the two best-known cases being
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the Shoreham atomic power plant on Long Island, in
New York State, and the Gaviota Oil and Gas Plant near
Santa Barbara, California. The Shoreham plant, com-
pleted in 1984 at a cost of $5.5 billion, had the capacity
to supply one-third of the power needs of the 900,000
plus homes on Long Island. Nevertheless, it was never
allowed to operate beyond the test level, and as of Octo-
ber 1994, its nuclear reactor was actually dismantled.®
The Gaviota plant, completed in 1987 at a cost of $2.5
billion, has the capacity to refine 100,000 barrels of oil
per day. But it too has never been alowed to operate,
because of environmentalist policies on the part of the
State of Cdliforniaand the County of Santa Barbara.®

2. TheLaw of Diminishing Returns

The production of any product requires the use of at
least two factors of production, for example, labor and
land, or labor, a land site, a factory building, and ma
chinery and material .19 The combinations of factors of
production, of course, canbefar morecomplex, entailing
such thingsas avariety of machines, materials, means of
transportation, and fuels both to power the means of
transportation and to provide power and light to the
factoriesinvolved.

Now if all of the factors necessary to the production
of aproduct are increased in the same proportion, such
asall of thembeing doubled, then it isto be expected that
the quantity of product produced will aso be increased
in that proportion, that is, in the present instance, dou-
bled. Usudly, however, itisaso possibletoincreasethe
production of a product by means of increasing the
quantity just of some of the necessary factors of produc-
tion. For example, the quantity of output produced on a
farm might be increased by increasing only the quantity
of labor, or labor and eguipment together, without in-
creasing the quantity of land employed. In manufactur-
ing, it is almost always possible to increase production
within existing factories, simply by increasing the quan-
tity of labor, materials, and fuel employed, and thus
without increasing either the number or size of the fac-
tory buildings or even the quantity of machinery em-
ployed.

All such cases congtitute the domain of the law of
diminishing returns, or, as it sometimes called, the law
of nonproportional returns. The law of diminishing re-
turns states that under a given state of technological
knowledge, the use of successively larger quantities of
any factor of production or combination of factors of
production in conjunction with a fixed quantity of any
other necessary factor or factorsof production eventually
resultsin lessthan proportionate increasesin output. For
example, a repeated doubling of the labor and capital

applied to agiven piece of land must soon result in less
than double the output being obtained from that piece of
land.

If such were not the case, then the entire world's
supply of food could be grown on this one piece of
ground. Similarly, the entireworld’s supply of any given
good could be produced within asinglefactory building.
Thefact that sooner or later more land and more factory
buildings, more of all the necessary factors of produc-
tion, arerequired for the production of more of anything,
is evidence of the existence of diminishing returns. The
point isreached where the application merely of more of
the factors of production initially allowed to increase—
the so-called variable factors of production—results in
an amount of additional output that is less than propor-
tional to the additiona quantity of the variable factors of
production, and, ultimately, in no additional output what-
ever. Sooner or later, to increase output in the same
proportion as the increase in the variable factors of
production, or, indeed, to increase it at al, it becomes
necessary to increase the quantity of the factors of pro-
duction that were initially held fixed (the so-called fixed
factors of production).

This necessity results from the existence of what von
Mises has called " quantitative definiteness.” Everything
physical has only a definite, delimited capacity to pro-
duce effects. That capacity may be exhausted at one fell
swoop, or it may be approached more or less gradually.
For example, the capacity of agiven quantity of flour of
a definite quality to produce bread is thoroughly ex-
hausted in the production of a definite quantity of bread
of adefinitetype. It isnot possible to produce more such
bread without the availability of more such flour. The
application of additional labor alone in this case would
not result in any additional product.

In other cases, such asloading aflatbed truck higher
and higher, it is possible to increase the quantity of labor
expended disproportionally and succeed in producing
more of the product, in this case more cargo loaded onto
agiven truck. But again, sooner or later, the carrying of
more cargo requires another truck, and before another
truck becomes absol utely essential, the carrying of more
cargo relative to the employment of a given amount of
labor requires another truck. This last reflects the fact
that disproportionate increases in the quantity of labor
are required to accomplish additional increases in the
amount of cargo loaded onto agiven truck. In both cases,
that of the flour and that of the truck, the capacity of the
fixed factor of productionto render serviceislimited and
sooner or later more of thefixed factor isrequired for the
production of more of the product and/or to maintain the
productivity of the variable factor(s) of production.

Table 3-1 provides a quantitative illustration of the
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Table 3—-1

Diminishing Returns

Quantity of Labor

Employed on a Farm of 100 Output (in bushels) Increase in Output Average Output
Acres (in man-years) per Worker
1 100 100 100
2 190 90 95
3 270 80 90
4 340 70 85

operation of diminishing returns in the context of the
application of varying amounts of labor to a farm of a
given number of acres. It makes clear how more of the
fixed factor of production is required to maintain the
productivity of the variable factor(s) of production long
beforeit isabsolutely required for the production of any
more of the product whatever. Thus, in Table 3-1, while
more output can be produced simply by employing more
labor, the use of more land is necessary to stop the
productivity of labor fromfalling. For example, thetable
shows 85 unitsasthe average output per worker resulting
from the employment of 4 man-years of labor on afarm
of 100 acres. At the sametime, thetableimpliesthat with
four such 100-acre farms, the average output per worker
would be 100 units rather than only 85 units.

The only context in which the law of diminishing
returns does not apply is that of technological formulas
or recipes, that is, ideas. The same identical idea can be
applied over and over, ad infinitum, with absolutely no
lossin itsability to render service and thus no declinein
the productivity of the other factors of production.1?

Closely related to the law of diminishing returnsisa
parallel phenomenon which was identified by the great
classical economist David Ricardo, and which operates
on the basis of the pursuit of rational self-interest. This
isthe fact that as far as people have knowledge and the
power of choice, they will choose to exploit land and
minera deposits where the productivity of their labor is
greatest. AsRicardo put it, they will begin by cultivating
land of the first quality and by exploiting mineral depos-
its of thefirst quality. Only when population reachesthe
point where al the land and mineral deposits of the first
quality have been brought into production, will they
resort to land and mineral deposits of the second quality,
which now represents the most productive land and

mineral deposits available to them. In comparison with
land of the first quality, land of the second quality will
tend to be farther away from the market it serves, to be
higher up onthe hillsides, and to have rockier soil; mines
of the second quality will also tend to lie farther away
from the market they serve, and to have less pure ores
and require deeper digging.

Further increases in population and the bringing into
production of more and more of the land and mineral
deposits of the second quality ultimately results in the
need to exploit land and mineral deposits of the third
quality, which at that point are rendered themost produc-
tive dtill available, and, after that, land and minera
deposits of the fourth, and till lower qualities. Thus, a
man-year of labor performed on land of the first quality
may result in an output of 100 units, while an identical
man-year of labor performed on land of the second
quality resultsin an output of 90 units, and onland of the
third quality, 80 units, and, finally, on land of the fourth
quality, only 70 units.13

The necessity of progressively resorting to land of
inferior degrees of productivity operatesin just the same
way as the diminution of returns accompanying the
employment of more and more |abor on any given piece
of land. Indeed, the two processes go on side by side. In
the exampl es presented here, when it became necessary
to cultivate land of the second quality, land of the first
quality would becultivated moreintensively, and the addi-
tional output gained by the employment of the second
man-year onland of thefirst quality would equd theoutput
produced by the first man-year on land of the second
quality, namely, 90. Similarly, when it became necessary
to cultivate land of the third quality, land of the second
quality would be cultivated moreintensively, and the culti-
vation of land of the first qudity would be further in-
tengified. In our examples, the output of the first man-year
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on land of the third quality is equal to that of the second
man-year on land of the second quality and to that of the
third man-year on land of the first quality, that is, 80.

The Law of Diminishing Returns and the Limitless
Potential of Natural Resour ces

The law of diminishing returnsin no way contradicts
the previoudly established proposition that there is no
practical limit to the potential supply of economically
useable natural resources. This is because the law of
diminishing returns in application to agriculture and
mining applies only at any given time, in the context of
a given state of technology and capital equipment. Over
time, economic progress can occur. Indeed, inadivision-
of-labor, capitalist society, with its rationality and its
incentives both monetary and cultura for the continuous
application of reason to the problems of human life,
economic progress is the norm. 1

Theadvancing technol ogy andimproving capitd equip-
ment which such a society makes possible can easily
offset the effects of the law of diminishing returns, and
by awide margin. Quantitative definiteness continuesto
exist and it continues to be true that, for example, one
can bake just so much bread of a given qudity from a
given quantity of flour, or generate just so much heat
from a pound of coal. However, ways are found for the
same quantity of human labor, using improved machinery
and equipment, to produce and process larger quantities
of flour, coal, and all other goods. Similarly, ways are
found for the same quantity of human labor to farm or
mine larger quantities of land, and to render larger quan-
tities of land suitable for farming or mining. In farming,
this occurs through such meansasthe use of tractorsand
harvesters and the devel opment of improved methods of
irrigation. In mining, it occursthrough such meansasthe
use of steam shovels, bulldozers, improved drills, and
high explosives. In addition, as scientific and technolog-
ical knowledge increases, ways are found radically to
increase the productive power of each acre of farmland
or minera deposit. Infarming, thisoccursby such means
as improving the chemical composition of the soil, the
use of insecticides and herbicides, developing improved
strains of seed, and, of course, once again, irrigation. In
mining, it occurs by such means as finding ways to
process ores previously impossible to process or too
costly to process—for example, acquiring the ability to
move multiton loads of ore with less effort than was
previously required to move a single shovelful of ore,
and learning to break elements out of different com-
pounds or to do so at a lower cost, such as learning to
break iron out of sulfide compounds as well as oxide
compounds and to do so at alower cost.

Thus, in adivision-of-labor, capitalist society, amore

intensive or more extensive use of land encounters di-
minishing returnswhether in 1894 orin 1994. Butin such
a society, by 1994 economic progress has so improved
the powers of human labor that the very poorest lands
and mines currently in use are a hundred times more
productive than the very best lands and minesin usein
1894, and the point to which the productivity of labor
diminishes in agriculture and mining in 1994 is more
than a hundred times higher than the point to which it
diminished in 1894. Indeed, thanks to economic prog-
ress, it is possible today to take even extremely submar-
ginal land—actual desert—and by piping in water and
adding various chemicds to the soil, make such land
vastly more productive than were the very best lands of
afew generationsago, ashasbeenaccomplishedin|srael
and in the Imperial Valley in California. Similar exam-
ples can be found in the case of mining. Indeed, so great
has been the access to better lands and the increase in
yields per acre on al grades of land, that extensive
acreages farmed in the past have been thrown out of
cultivation and returned to forest or pasture. Thiswasthe
case in large portions of the eastern United States as
better lands opened up in the Midwest, and in Great
Britain, as American lands became a source of supply.

With still further economic progress, such resultswill
continue to be achieved in the future. For example, in
recent years, it has been demonstrated that it is even
possible to grow many cropsin scientifically controlled
soils and solutions in multistory buildings, in virtual
factory conditions. This, of course, is a development
potentially equivalent to a practically limitless increase
in the supply of agricultural land. The art of genetic
engineering, presently initsinfancy, also holds out enor-
mous potential. In the case of mining, it will probably
oneday bepossible with the aid of controlled atomic and
hydrogen explosionsto move the most enormous masses
of earth at aminimum of cost. And it will probably come
within man’s power someday to conduct mining and
even farming operations not only under the sea, but
elsewhere in the solar system, and beyond.

Thus, theleading principl e continuesto bethat asman
increases his knowledge of and physica power over the
world—indeed, the universe—the supply of accessible
and economically usesable natural resources continuesto
increase, and to increase per unit of labor expended.

The discussion of the law of diminishing returns con-
firmsthefact that theonly limiting factor in production—
the only fundamentaly scarce agent of production—is
human labor, never land or natural resources. There is
aways uncultivated land that could be cultivated, or
aready cultivated land that could be cultivated more
intensively, and mineral deposits that are known but
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presently unexploited, or that are exploited, but which
could be expl oited more intensively. For example, there
isall theland |l eft asnatural forest or pasture, which could
easily be used to grow crops, and the enormous quantities
of desert-type land which potentially could also be used
for crops. Asan examplefrom the case of minerals, there
are, as previousy mentioned, enormous deposits of oil
in the form of shale and tar sands that have never been
touched. And roughly two-thirds of the oil in conven-
tional oil fields has typically been left in the ground.

The reason for leaving such useableland and mineral
deposits aloneisthat the labor that would be required to
work them would have to be withdrawn either from
better land and mineral deposits, where its productivity
is higher, or from the production of other goods that are
more important than the production of additional agri-
cultura commodities or minerals. For example, to farm
land that we now leave aone, we would have to with-
draw labor either from better farmland, whereits produc-
tivity is higher, or from the production of other goods
having greater importance to buyers than the additional
agricultural commodities.

For exactly the same reasons, we do not exploit each
piece of land or mine to the maximum possible extent.
The additional labor that would be required would have
to come either from other land or mines where the
operation of diminishing returns had not been carried as
far, and thus where the productivity of labor is greater,
or from the production of other goods having a greater
importance to buyers than additional agricultural com-
modities or minerals. For example, to get al theremain-
ing two-thirds of the il out of a conventional ail field,
we might have to give up the one-third normally ex-
tracted from a dozen other oil fields, because we would
need so much additional labor. Or wewould haveto give
up other goods in quantities that we judged to be more
important than the additional ail.

Nevertheless, it should be clear that if we do need
more agricultural commodities or minerals, we can ob-
tain them by withdrawing labor from other lines and
applying it to existing farms or mines, or to land or
minera deposits which we know to be capable of pro-
duction but which we have up to now left idle because
their exploitation did not pay. Thus, eveninthe short run,
that is, without waiting for any new technological ad-
vances or discoveries, production need never be re-
stricted by alack of raw materias.

Of course, with economic progress, which is to be
expected under capitalism, we can have more and more
raw materials, not only without withdrawing labor from
other lines, but along with actually making labor avail-
ablefor other lines. The economic history of thelast two
centuries, for example, showsnot only aradical increase

in the supply of raw materials of all types, but dso a
radical decrease in the proportion of labor devoted to
agriculture and mining, and a corresponding increase in
the proportion of labor devoted to manufacturing and the
various service industries. These results can be under-
stood simply by imagining a hundredfold increasein the
productivity of labor in the production of raw materials,
accompanied by a willingness to consume only a ten-
times greater quantity of raw materials before giving
preference to larger quantities of more highly processed
goodsandtolarger quantitiesof services. Insuch circum-
stances, instead of using 100 workersin agriculture and
mining to produce 100 timesthe output of raw materials,
10 such workers will now be used to produce 10 times
the output of such goods, and 90 workerspreviously used
to produce such goods will be released to produce more
of other things.

Diminishing Returnsand the Need for
Economic Progress

The existence of the law of diminishing returns im-
plies that economic progress is necessary not only for
improvement in the standard of living, but also to main-
tain the standard of living a any given levd. In the
absence of economic progress, arising populationwould
result in diminishing returns in both agriculture and
mining, because the larger supply of foodstuffsand min-
erals that would be required for the larger population
would necessitate resorting to land and mines too poor
to have been expl oited before, and to the more intensive
exploitation of the land and mines already in use. Even
if the popul ation did not grow, diminishing returnswould
still be encountered in mining, as the ores closest to the
surface and otherwise easiest to work gave out. (In the
case of mining, diminishing returns actually accompany
the repetition of the same amount of 1abor over time, not
just the application of additional Iabor at the sametime.)

Thus, even with aconstant population, in the absence
of economic progress, the standard of living falls rather
than remains stationary. When it does remain stationary,
it does so as the result of at least enough economic
progress taking place to offset the operation of the law
of diminishing returnsin mining.

These facts should be of significance in judging the
proposals of those who desire an end to economic prog-
ress, notably the ever increasing numbers within the
environmental or ecology movement who subscribe to
the goal of zero economic growth. What they are asking
for is not the maintenance of our present level of well-
being, but growing impoverishment.1®> Furthermore, it
should be realized that such impoverishment cannot be
made gradual and gentle, as year-to-year diminishing
returnsin mining might suggest. Nor isit possible some-
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how to arrange for just enough economic progress to
offset diminishing returnsin mining.

Economic progress is not something that can be con-
trolled or regulated in amount. If the conditionsareright
for it, thereis no fixed limit to how much of it there can
be at any time. If the conditions are wrong for it, there
will be not only no economic progress, but radical eco-
nomic decline.

Theessentid precondition of economic progressisthe
existence of individua s who are motivated to think and
to apply the results of their thinking to the economic
world. But this is also an essential precondition of the
maintenance of any modern economic system as well.
To maintain such a system, new problems must con-
stantly be solved. Even if essentialy the same problems
have been solved before, in previous generations, they
are new to those who must solve them in the present
generation. And almost always, they will differinat least
some important respects from the problems solved inthe
past. All machinery and equipment eventually wear out
and must be replaced. All buildings, roads, bridges, and
tunnels sooner or later need tota replacement or such
extensive maintenance and repair as to be tantamount to
total replacement. All of this requires a fresh process of
thought. And this requires the existence of alarge body
of individuals willing and able to think.

The attempt to stifle the fresh thinking that resultsin
economic progressmust, if successful, also stop thefresh
thinking that is necessary to maintain the economic
systemat itspresent level. Thisisbecauseit must operate
against fresh thinking as such. One cannot tell a self-ac-
tivating intelligence that it can be driven by its curiosity
up to the point of repeating what happens to be the old,
but must not undertake the new. If the attempt ismade to
stiflethe curiosity and discovery associated with the new,
it must serveto stiflethe curiosity and discovery required
to replicate the old. The effect of prohibiting economic
progress must be to make eager intelligence giveway to
passive stupidity throughout the economic system, and
thus radicaly to undermine the economic system, not
merely prevent its improvement.

3. Conservationism: A Critique

The preceding discussions imply that the doctrine of
conservationism is incorrect. Conservationism regards
the existing supply of economically useable natura re-
sources as nature-given, rather than as the product of
human intelligence and its corollary, capital accumula-
tion. It does not see that what nature providesis, for all
practical purposes, an infinite supply of matter and en-
ergy, which human intelligence can progressively mas-
ter, in the process creating a steadily increasing supply

of economically useablenatural resources. It doesnot see
that the supply of economically useablenatural resources
increases as man gains understanding of the world and
the universe and correspondingly improves his means of
production, thereby progressively enlarging the fraction
of nature over which he holds physical power. It doesnot
seethat asthe fraction of nature within man’sknowledge
and control grows, so too does his supply of economi-
cally useable natural resources. In aword, conservation-
ism does not see that the increase in the supply of
economically useablenatural resourcesispart of thevery
same process by which the ability to produce assuch and
in general isincreased.

Having no conception of the role of human intelli-
gence in the creation of economically usesble natural
resources, and confusing the present supply with al the
natural resources present in nature, the conservationists
naively believe that every act of production that con-
sumes natural resources is an act of impoverishment,
using up an allegedly priceless, irreplaceable treasure of
nature. On this basis, they conclude that the pursuit of
sf-interest by individua s under economic freedom leads
to the wanton consumption of mankind's irreplaceable
natural heritage, with no regard for the needs of future
generations.

Once having arrived at the existence of thisaltogether
illusory problem, the product of nothing more than their
own ignorance of the productive process, the conserva
tionists further conclude that what is necessary to solve
this alleged problem is government intervention designed
to “conserve’ natural resources by restricting or prohib-
iting in various ways mankind’s use of them.

Ironically, the consequenceof all suchrestrictionsand
prohibitions is waste—the waste of the onetruly scarce
factor of production, namely, human labor. It isour labor
and our time that are fundamentally scarce, not land or
natural resources. It is our labor and our time that we
fundamentally need to save, not land or natura resources.
For the most part, we need to economize on land and
natural resources only insofar as doing so represents a
saving of our labor or time. We need to be concerned with
those land sites and mineral deposits whose existence
saves us labor as compared with having to produce by
using inferior land or mineral deposits. For example, we
value farmland in the Midwest and an oil field because
their existence saves uslabor in producing food and oil.
Without that midwestern farmland, we would have to
produceto agreater extent on lessproductive East Coast
farmland, or cultivate other midwesternland moreinten-
sively and thus produce with a lower productivity of
labor. Similarly, without that oil field, we would have to
resort to moreintensive, lessefficient methods of extract-
ing oil from other such fields or perhaps bring into
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production a less productive source of oil, such as tar
sands, or even shale deposits. In both cases, the effect
would be that it would take more labor to produce the
same amount of goods. The existence of the midwestern
land and of the oil field saves us that labor, and that is
why we value both.

Sometimes, it istrue, particular land sites are unique
in what they enable usto produce. Their product cannot
beperfectly duplicated by using alarger quantity of labor
elsewhere. For example, real estate in downtown Man-
hattan, sturgeon beds providing fine caviar, vineyards
serving in the production of grapes, and thuswines, of a
unique flavor. At other times, no amount of labor can
provide more of agood—for example, agricultural com-
modities between harvests. In these categories of cases,
we may spesk of a problem of conservation apart from
the saving of labor.

But even in these cases, conservationism is thor-
oughly mistaken in thinking that some kind of political
action is required to avoid misuse of the goods in ques-
tion. This is because the market price of such goods
reserves them to their most important uses and limitsthe
rate of their consumption in conformity with the limited
supply of them available. The free-market price of red
estate regularly ensures that it is devoted to its most
important uses. The free-market price of every agricul-
tural commodity actsto conserve an adequate supply of
it until the next harvest comesin. In exactly the same
way, the free-market price of minerals operates to limit
their rate of consumption between the discovery of new
depositsor improved methods of extraction, to whatever
extent that may be necessary. In such cases, the prospect
of higher prices in the future operates to bring about
higher pricesimmediately, which higher prices automat-
ically limit the rate of consumption.® No limitation of
the rate of consumption by the government is required.
All thenecessary limitationiseffected by thefree-market
price, which makesall duealowancefor the needs of the
future. Any limitation of the rate of consumption over
and above that accomplished by the free-market price
merely serves needlessly to sacrifice the present to the
future, which does not require such sacrifice, and thus
simply to render human labor less productive.

The mistaken philosophy of conservationism currently
playsamajor role in the opposition to atomic power, the
stripmining of coal, and the opening of new landfill areas
for garbagedisposal. It a so underliesthe many proposals
for“recycling” and eventhefifty-fivemilean hour speed
limit.

Itisargued, for example, that the disposal of radioac-
tive material from atomic power plants constitutes a
major problem because the dump sites in which the
material is placed will remain radioactive and therefore

unuseable for other purposes for tens of thousands of
years. Similarly, it isargued that the strip mining of coal
should not be undertaken because once the coal is re-
moved, theland will no longer be useable for farming or
ranching, unless, at great expense, the soil layer isre-
stored.

The supporters of these arguments simply do not
realize that we do not need every last piece of land that
we possess. |n the United States, we have hundreds of
thousands of square miles of land—deserts and moun-
tains, for example—that as far as their contribution to
human life and well-being is concerned might aswell be
covered with sea water. The marginal utility or import-
ance of such landissimply zero. Even if someof it were
totally lost to use forever, it would make absolutely no
difference to human life and well-being. In insisting on
the sacredness of every square mile of land, we place
ourselves in the position of a kind of irrational miser—
not amiser of money, but, if it is possible to imagineit,
a miser of water in a country that is filled with lakes,
rivers, and streams. It is as though we were a farmer
needing, say, athousand gallons of water aday for every
purpose that water can serve, and having ten thousand
galonsaday available, and yet losing sleep at night over
the loss of a cupful somewhere.

Evenif, out of the 3.5 million square milesof territory
of the United States, atomic dump sites and surface coal
mines totally and forever destroyed the usefulness of a
few hundred or even a few thousand sgquare miles for
other purposes, therewouldbenolossto us. Evenif some
of the land to be used for these purposes presently has
other uses, like serving as farmland or ranch land, these
useswould be given up only because of theland' sgreater
valueasadump siteor mine. Anditslossasfarm or ranch
land would be made good either by bringing other, pres-
ently unused land into production or by producing more
intensively on other land. The net effect would simply be
that we could have some of the additional energy that we
S0 urgently need.

To make all this concrete and as clear as possible, let
us assumethat a coal-mining company wantsto buy land
in Wyoming that is presently a cattle ranch. It iswilling
to pay a price that is far higher than corresponds to the
income its present owner can make from ranching. Nei-
ther the coa-mining company nor the rancher nor the
great majority of other people may redlize it, but this
higher offer reflectsthefact that thispieceof landismore
urgently needed for coal mining than for cattle ranching.
The buyers of coal arewilling to allow moreinthe price
of coal for the use of this piece of land than the buyers
of cattle products are willing to allow for it in the price
of cattleproducts. That iswhy itisworth moreto the coa
mining company than it is to the cattle rancher. Even if
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the piece of land islost forever to cattle ranching or any
other use thereafter, the effect is that we can obtain
urgently needed coal and energy, whilethe cattletheland
previously supported can be fed on other land. Further-
more, because of the greater availability and therefore
lower price of energy that would result from allowing the
al-out development of energy sources, it isamost cer-
tain that the cattle would soon be able to be raised at a
lower cost on other land than they could be if they
continued to remain on the coal-bearing land.

The same principles, of course, apply to atomic dump
sites. It should go without saying that, in a capitalist
society, the owner of such adump site would not be able
to expose the property of his neighborsto harmful doses
of radiation. He would have to own alarge enough site
to ensure that radiation levels at its perimeter were well
within the zone of safety. (It should also go without
saying that a landowner’s neighbors, let alone people
living at the opposite end of the country, have no right to
the preservation of any special aesthetic qualities of a
piece of land. Evenif it weretrue, for example, that strip
mining left the land horrendoudly ugly, rather than be-
stowing its own kind of grandeur, no one could legiti-
mately claim that heisthereby denied theuseand enjoyment
of his own property, or, therefore, that he has aright to
interfere.1’)

Of coursg, it is probably the case that in the future
technology will find ways of eiminating radioactivity
and restoring land at far less cost than is presently possi-
ble. Whether it does or not, however, is irrelevant. For
nothing of significance depends on our having the land
in question.

As matters now stand, the kind of mistaken ideas
about the waste of land that have been discussed are
threatening uswith an enormouswaste of our labor. This
is because the only aternative to the energy that man-
made fuels such as atomic power and strip-mined coal
can provide is the minuscule amounts that human mus-
clescan provide. Thusif we prevent the devel opment of
such man-made fuels, our ability to produce is corre-
spondingly impaired.

Asindicated, afurther consequence of the conserva
tion mentality has been a sharp reduction in the number
of government permitsissued for the opening of landfill
areasfor garbage disposal .18 The conservationists ratio-
naeisthat the use of land for this purpose represents a
“waste” of the land. The effect has been that as the
existing landfill areas approach their planned capacity, a
shortage of space for garbage disposal has begun to
develop. In response to this shortage, citizens are de-
nounced for a profligate lifestyle, which allegedly gen-
erates an excessive amount of garbage, and as part of the
solution, parents are urged to sacrifice both their own

convenience and even the comfort and health of their
infants by giving up the use of disposable diapers and
going back to the use of diaper services. In addition,
homeowners and apartment dwellers are urged to turn a
portion of their dwelling space into minirecycling cen-
ters, carefully separating newspapers, metal cans, and
glass containers from ordinary refuse, to make possible
the convenient collection and recycling of these items.

Asthe shortage of landfill space has developed, such
facts as the government’s restrictions on the opening of
new landfill areas have been conveniently ignored inthe
press, which hasled the publicto believethat the problem
is one of an actua lack of space for garbage disposal.
Alsoignored isthefact that the average American, with
his modern, prosperous lifestyle actually generates sub-
stantially less garbage today than in the past, and less
than the average contemporary Mexican with his much
less advanced and highly impoverished lifestyle.1® This
is the result of such facts as that in modern society the
twelve hundred pounds or more of coal ash that the
average American family used to generate is no longer
generated, thanks to the use of dectricity, natural gas,
and heating oil to heat homes; nor, thanks to such things
as canning and freezing and modern meat packing, is
there nearly as much garbage for the average family to
dispose of in the form of animal and vegetable matter,
such as chicken feathers, fish scales, and potato peels.
And of the garbage that is generated, it turns out that the
contribution made by disposable diapersis on the order
of amere 1 percent, while that of fast-food containers
(another leading target of today’s conservationists and
“environmentalists’) is closer to atenth of 1 percent and
that of dl plastics combined (yet another leading target)
islessthan 5 percent.20

Confusions about waste are present in much of the
concern expressed about the need for “recycling.” When
itispossible for acomparative handful of workersusing
giant steam shovels and other such machinery to move
and process ores in multiton loads and thus to produce
thingslike new tin cansand glassjarseasily and cheaply,
it makes little sense for the average person to spend his
time ferreting through his garbage to find a few cans or
jarsto bring to his neighborhood “ recycling center” or to
set aside for pickup by a special garbage truck. It is not
his throwing away the cans or jars that is wasteful, but
his spending time to retrieve and deliver them, or the
garbage disposal company’s having to make a separate
collection of them. For he certainly has better things to
do with that time, and the garbage company should not
be put to the needless expense of having a second truck
and crew to collect items of insignificant value.

Of course, not all recycling iswasteful. Whether it is
or not isindicated by the rel ationshi p between the market
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price of the recycled material and the cost of recycling
it. If the market price of the recycled materia is high
enough to allow compensation for thelabor involved and
for acompetitive rate of profit on the capital that must be
invested, then the recycled material isimportant enough to
justify the recycling. For example, the price of gold and
silver ishigh enough to make it pay dentists to retrieve
theshavingsdrilled fromfillings, whichwoul d otherwise
simply be washed down the drain. On the other hand, it
normally would not pay people to save their sted or
aluminum cans, because the productivity of labor in
mining and processing fresh iron and auminum oreisso
high, and the price of steel and auminum cans accord-
ingly so low, asto maketheir effortsinthisregard highly
inefficient and unnecessary.

In this connection, it should be redized that there is
nothing “wasteful” or uneconomic in the fact that we use
SO many cans or o many paper wrappings. As pointed
out afew paragraphs back, they actually serve consider-
ably to reduce the volume of the more unpleasant forms
of garbage.?! Furthermore, as | wrote elsewhere, if we
consider how little labor it costs us—in terms of thetime
it takes us to earn the money we spend for it—to have
things brought to us clean and fresh and new, in new
containersand new packaging, and what the alternatives
arefor the spending of that money or the use of that time,
it becomes clear that the expenditure is well made.?2

For consider the alternatives. We could have our food
and other goods wrapped in old newspapers and put in
jars, bags, or boxes that we would have to carry along
with uswhenever we went shopping, or which wewould
have to make a special trip to go and fetch whenever we
came on something unexpectedly that we wanted to buy.
We could then use the money we saved in that way to
buy ahandful of other goods. Conceivably, we could use
the money we saved to work a few minutes less at our
jobs each day, and earn correspondingly less. But these
aternatives would simply be bizarre, because neither a
handful of extragoods nor working afew minuteslessat
our jobs each day would compensate us for the loss of
cleanliness, convenience, aesthetic satisfaction, and also
time saved in shopping that is provided by modern pack-
aging.

Of course, people are free to adopt a poverty-stricken
personal lifestyleif they choose. They may go about like
old Russian grandmothers in Moscow, with an ever
present shopping bag and herring jar, if that iswhat they
like. They may pick through garbage pailswhile pretend-
ing that they livein aspaceship—" spaceship Earth,” they
call it—rather than in the richest country of the planet
Earth. But thereisabsol utely no sane reason why anyone
should, or needs to, live this way, and certainly not in
modern America. Above all, no one should be forced by

law to comply with such peculiar values.

Not surprisingly, the attempt to force peopleto accept
such irrational values has begun to introduce what must
be described asameasure of totalitarianinterferenceinto
their lives. Where recycling has become mandatory, as
in New York City, there are now garbage police, whose
job is to snoop into people’s garbage to make sure that
they are complying with the recycling requirements.
Such coercion and spying are unavoidable when people
arerequired to do something nonsensical and which they
would thus not do voluntarily. It can be expected that
schooal children indoctrinated with environmentalism will
be encouraged to report neighbors and even their own
parents to the garbage police.

Thefifty-five mile-an-hour speedlimitisa soinspired
by conservationism. It is supposed to avoid the waste of
oil. Asaconservation measure, thefifty-fivemilean hour
speed limit turns out to be wasteful in the same way that
the compulsory recycling measures are wasteful. Namely,
in amisguided effort to save ail, it wastes labor, equip-
ment, and peopl€e's time, the loss of which is more
important than the oil it saves.

The proof of this wastefulnessis that all the trucking
companies and most automobile owners know that by
driving at fifty-five miles an hour, rather than at seventy
miles an hour, say, they can reduce the amount of fuel
consumed per mile and thus reduce their fuel costs.
Neverthel ess, despitethis cost saving, they do not volun-
tarily chooseto drive at the lower speed. The reason the
trucking companies do not is that the value of the fuel
saved isless than the additional wages that must be paid
to truck drivers, who must spend more hours driving at
the lower speed to haul the same amount of freight the
samedistance; in addition, alarger number of trucksmay
be required to haul the same amount of freight withinthe
same period of time. The owners of automobiles do not
voluntarily drive at the lower speed, because the import-
ance they attach to the money they would save by doing
soislessthan the importance they attach to the time they
save by driving faster.

The comparison of the money saved with the money
lost, or of the importance of the money saved with the
importance of the personal timelost, isthe only rational
criterion of waste, because it weighs all the relevant
factors involved (such as the truckers' labor as well as
the fuel), not just one factor inisolation. Furthermore, if
it is kept in mind that additional oil can dways be
produced if necessary, by withdrawing labor from the
production of other things, then it should come as no
surprisethat the use of thiscriterionleadsto goodsbeing
produced with thelowest overall amount of 1abor, or with
labor of the least value.

The fact, for example, that the fud trucking compa
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niescan save by driving moreslowly islessvaluablethan
the extra truck drivers labor they need at the lower
speeds is an indication that the labor needed to produce
the additional fud is less than the labor needed to save
fuel by driving more slowly. For example, saving five
dollars worth of fuel by virtue of having to pay ten
dollars more in wages to truck drivers is an indication
that at least twice as much labor is required to make
possible the saving of thefuel thanisrequired to produce
an equivalent amount of thefuel. Indeed, sincethewages
paid in the production of fuel worth five dollars are less
than five dollars, the saving of labor through the use of
the fuel in question turns out to be even greater. The fact
that agiven amount of fuel can bemade availableby less
labor if we produce more fuel than if we consume less
fuel meansthat conservationism’sforcing usto consume
less fuel simply makes us waste our labor.23

Ironically, in previous decades, mistaken ideas about
waste led to demands for government-sponsored devel-
opment of natural resources, above dl, irrigation and
flood control projects. At that time, it was naively as-
sumed that the mere fact that a piece of land was capable
of being used productively meant that it should be used
productively; otherwise, it washeld, theland was“wast-
ed.” It was not realized that in view of the fundamental
scarcity of labor, it is simply not possible to use al the
land that is potentially useable. It was not seen that the
effect of compelling the development of land that the
market judges to be submargina isto cause the waste of
labor and capitad—that is, the withdrawa of labor and
capital from better, more productive land or from the
production of other goods more urgently desired. Onthe
basis of such ignorance, the U.S. government, under the
New Deal, squandered hillions of dollars on such pro-
jects as the Tennessee Valley Authority.

Conservationism has spawned the popular miscon-
ception, now taken up by theecol ogy movement, that the
individual’ sfreedom to pursue hisself-interest isrespon-
sible for such phenomena as senseless deforestation and
the wanton destruction of species. The improper, un-
economic deforestation practiced in various portions of
the United Statesin the late nineteenth and early twenti-
eth centuries, and the near disappearance of the buffalo,
which once roamed the Great Plains of the United States
in large numbers, are presented as |eading examples.

These examples do not prove what the conservation-
igsbelievethey prove. It wasnot the pursuit of self-interest
under freedom that was responsible for such deforesta-
tion, but the government’s violation of the individual’s
freedom to establish private property. Since the second
haf of the nineteenth century, the U.S. government has

claimed ownership of most of theterritory of the Western
states, including, of course, forestsand mineral deposits,
and refused to allow this territory to become private
property.

When, in contrast, forests are privately owned, self-
interest does not normally lead their owners to cut them
down without bothering to replant, which is what the
logging companies were denounced for in the late nine-
teenth and early twentieth centuries. Indeed, a self-inter-
ested owner does not normally cut trees down without
bothering to replant, any more than he cuts down wheat
or corn without bothering to replant. Trees are smply a
longer-term crop than wheat or corn. They are commer-
cially grown wherever land is private property and the
prospective price of treescoversthe costs of planting and
an allowance for acompound competitive rate of return
over their growing life.

However, the fact that the western forests of the
United Stateswere owned by the government meant that
the logging companies which worked them could not
expect to receive the benefits of replanting. As a result,
they had no incentive to go to the trouble and expense of
replanting. Had the government owned thefarmland, and
deprived farmers of the prospect of owning the next crop
of wheat or corn, no incentive would have existed for
replanting those crops either. The obvious solution was
to make forest lands private property. Private owners,
whether logging companies or others, would have had
the incentive to replant.

The near extermination of the buffalo resulted from
the fact that their value to man was simply not great
enough to justify the expense of the labor of preserving
them. The buffal o certainly could have been raised com-
mercially, on ranches, just ascattle areraised. But noone
found it profitable to do so, because the consumers were
simply unwilling to alow prices for buffalo meat and
buffalo hides high enough to cover the costs of such
operations. They much preferred beef and cowhides
instead. Buffalo were valuable to man only so long as
they were free for the taking on the open range.

Inthelight of suchfacts, their near extermination was
not an act of wanton destruction, but perfectly reason-
able. Theonly alternative would have been to compel the
domestication of the buffalo and, to that extent, to force
the consuming public to accept buffalo meat and buffalo
hides in preference to beef and cowhides. Or ese the
alternative would have been to close the Great Plains, or
some large part of them, to settlement, in order to main-
tainthe open rangefor the sake of thebuffal 0. Either way,
the preservation of the buffalo as a significant species
would have entailed enormouswaste: the waste of ranch
land, labor, and capital in supporting buffalo herds in-
stead of cattle herds, or the waste of the whole Great
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Plains or some huge portion of them in being closed to
development altogether. Either way, there would have
been an enormouslossin terms of the ability of the Great
Plains to contribute to human life and well-being.

PART B

THE ECOLOGICAL ASSAULT ON
ECONOMIC PROGRESS

1. TheHostility to Economic Progress

A long-standing hostility has existed to economic
progress. Prior to the 1960s, this hostility was based on
the doctrines of asceticism, conspicuous consumption,
culturd relativism, and on acluster of economic fallacies
to which | have given the name consumptionism. (This
last is represented by such beliefs as that machinery
causes unempl oyment and that war and destruction cause
prosperity. According to consumptionism, the funda
mental problem of economic life is not the creation of
wealth but of the need or desire for wedth, which is
thought to be naturally limited, and which allegedly has
been or is about to be surpassed by the production of
wealth, thereby resulting in a problem of “overproduc-
tion,” depression, and unemployment.)

The doctrines of conspicuous consumption and cul-
tural relativism have already been dealt with in Chapter
2. Consumptionism is dealt with below, in Part A of
Chapter 13. Asfor asceticism, which claimstofind value
in self-denial for its own sake, there is nothing to say
except that wealthisthe meansto better health and longer
life, aswell astogreater enjoyment of life. Thus, itsvaue
islogically implied in thevery concept of human values,
which presupposes the existence of living human beings
who value their lives?* Moreover, as was shown in
Chapter 2, wealth without practical limit is necessary for
the achievement of values in the physical world on the
scale made possible and required by man’s possession of
reason.Z> Asceticism is thus simply a doctrine of the
negation of human values and human life.

In the last three decades, a powerful new opposition
to economic progress has developed. This opposition
emanates from the so-called ecology or environmental
movement. (Inwhat follows, | usethe expressions* ecol-
ogy doctring” and “environmentalism,” and “ ecologists’
and “environmentalists,” interchangeably.) This move-
ment has achieved such a degree of influence that it
presently seems on the verge of actually being able to
stop further economic progress by means of the enact-
ment of its program into law.

Such a threat cannot be ignored. Indeed, there is no
point in explaining how the division of labor makes
possible economic progress, and the dependency of the
division of labor on capitalism, when the value of eco-
nomic progressitself hasbeen called into questioninthis
way. Thus, eventhoughit isin the nature of adigression,
the doctrines of the environmental movement, and their
refutation, must be the subject of the remainder of this
chapter.

2. The Claimsof the Environmental M ovement
and Its Pathology of Fear and Hatred

The essential, all-encompassing doctrine of the envi-
ronmental movement isthat the continuation of econom-
ic progressis both impossible and dangerous. Insofar as
it claims the impossibility of the continuation of eco-
nomic progress, the movement offers nothing more than
arepetition of the claims of conservationism. Indeed, it
can be considered as having fully absorbed the conser-
vation movement, with conservationism now standing
merely as an aspect of environmentalism.

The argument against the possibility of economic
progress continuing is, of course, based on the failureto
graspthephysical nature of theworld and the progressive
nature of man. It should not be necessary to dwell further
on this aspect of the ecology doctrine, because it has
aready been thoroughly refuted in Part A of thischapter.
Thereit was shown that the problem of natural resources
is strictly one of making a greater fraction of nature's
virtually infinite endowment accessible and economi-
cally useable. Thisinturn was shownto be accomplished
to the degree that man gains understanding of and power
over nature through scientific and technol ogical progress
and correspondingly improved capital equipment.2

TheActual Nature of Industrial Civilization

Before considering the specific claims the environ-
mental movement makes concerning the alleged dangers
of economic progress, it is vital to recognize the enor-
mous contribution that the essential vehicle of economic
progress, namely, industrial civilization, has made to
human life and well-being since its birth over two cen-
turies ago in the Industrial Revolution.

Industria civilization has radically increased human
lifeexpectancy: from about thirty yearsin the mid-eight-
eenth century to about seventy-five years today. In the
twentieth century, in the United States, it has increased
life expectancy from about forty-six yearsin 1900 to the
present seventy-five years. The enormous contribution
of indugtrid civilization to human lifeisfurther illustrated
by thefact that the average newborn American child has
a greater chance of living to age sixty-five than the
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average newborn child of a nonindustrial society has of
living to age five. These marvelous results have come
about because of an ever improving supply of food,
clothing, shelter, medical care, and &l the conveniences
of life, and the progressive reduction in human fatigue
and exhaustion. All of this has taken place on afounda
tion of science, technology, and capitalism, which have
made possibl e the continuous devel opment and i ntroduc-
tion of new and improved products and more efficient
methods of production.

In the last two centuries, loyalty to the values of
science, technology, and capitalism has enabled man in
the industrialized countries of the Western world to put
an end to famines and plagues, and to eliminate the once
dread diseases of cholera, diphtheria, smallpox, tubercu-
losis, and typhoid fever, among others. Famine has been
ended, because industrial civilization has produced the
greatest abundance and variety of food in the history of
the world, and has created the storage and transportation
systems required to bring it to everyone. This same
industrid civilization has produced the greatest abun-
dance of clothing and shoes, and of housing, in the
history of the world. And while some people in the
industriaized countries may be hungry or homeless (al-
most always as the result of destructive government
policies), it is certain that no one in the industrialized
countries needs to be hungry or homeless.2” Industrial
civilization has also produced theiron and steel pipe, the
chemical purification and pumping systems, and the
boilers, that enable everyone to have instant access to
safe drinking water, hot or cold, every minute of the day.
It has produced the sewage systems and the automobiles
that have removed the filth of human and animal waste
from the streets of cities and towns. It has produced the
vaccines, anesthesias, antibiotics, and al the other “won-
der drugs’ of modern times, along with all kinds of new
and improved diagnostic and surgical equipment. It is
such accomplishments in the foundations of public health
and inmedicine, alongwithimproved nutrition, clothing,
and shelter, that have put an end to plagues and radically
reduced the incidence of almost every type of disease.

As the result of industria civilization, not only do
billions more people survive, but in the advanced coun-
triesthey do so on alevd far exceeding that of kingsand
emperorsin al previous ages—on aleve that just afew
generations ago would have been regarded as possible
only inaworld of sciencefiction. With the turn of akey,
the push of a pedal, and the touch of a steering whesdl,
they drivealong highwaysinwondrous machinesat sixty
milesan hour. With theflick of aswitch, they light aroom
in the middle of darkness. With the touch of a button,
they watch eventstaking place ten thousand miles away.
With the touch of afew other buttons, they talk to other

people across town or across the world. They even fly
through the air at six hundred miles per hour, forty
thousand feet up, watching movies and sipping martinis
in air-conditioned comfort as they do so. In the United
States, most people can haveall this, and spacioushomes
or apartments, carpeted and fully furnished, with indoor
plumbing, central heeting, air conditioning, refrigerators,
freezers, and gas or e ectric stoves, and also persona librar-
ies of hundreds of books, records, compact disks, and tape
recordings; they can have all this, as well aslong life and
good hedlth—as the result of working forty hours aweek.

The achievement of thismarvelous state of affairshas
been made possible by the use of ever improved ma
chinery and eguipment, which has been the focal point
of scientific and technol ogical progress.8 The use of this
ever improved machinery and equipment is what has
enabled human beingsto accomplish ever greater results
with the application of less and less muscular exertion.

Now inseparably connected with the use of ever im-
proved machinery and equipment has been the increas-
ing use of man-made power, which isthe distinguishing
characteristic of industrial civilization and of the Indus-
trial Revolution, which marked its beginning. To the
relatively feeble muscles of draft animals and the still
more feeble muscles of human beings, and to the rela
tively small amounts of useable power available from
nature in the form of wind and falling water, industrial
civilization has added man-made power. It did sofirstin
theform of steam generated from the combustion of cod,
and later in the form of internal combustion based on
petroleum, and electric power based on the burning of
any fossil fuel or on atomic energy.

This man-made power, and the energy released by its
use, is an equally essential basis of all of the economic
improvements achieved over the last two hundred years.
It iswhat enables us to use the improved machines and
equipment and isindispensable to our ability to produce
the improved machines and equipment in thefirst place.
Its application is what enables us human beings to ac-
complish with our armsand hands, in merely pushing the
buttons and pulling the levers of machines, the amazing
productive results we do accomplish. To the feeble pow-
ers of our arms and hands is added the enormously
greater power released by energy in the form of steam,
internal combustion, electricity, or radiation. Inthisway,
energy use, the productivity of labor, and the standard of
living are inseparably connected, with the two last en-
tirely dependent on thefirst.

Thus, it isnot surprising, for example, that the United
States enjoystheworld' shighest standard of living. This
isadirect result of the fact that the United States hasthe
world'shighest energy consumption per capita. The United
States, more than any other country, isthe country where
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intelligent human beingshave arranged for motor-driven
machinery to accomplish results for them. All further
substantial increases in the productivity of labor and
standard of living, both here in the United States and
across the world, will be equally dependent on man-
made power and the growing use of energy it makes
possible. Our ability to accomplish more and more with
the same limited muscular powers of our limbs will
depend entirely on our ability to augment them further
and further with the aid of still more such energy.

So little are these elementary facts understood that a
thoroughly perverted concept of economic efficiency has
come into vogue, a concept whose actual meaning isthe
precise opposite of economic efficiency. Economic effi-
ciency centers on the ability of human beingsto reduce
the quantity of labor they need to expend per unit of
output and thus to be able to produce more and more
while expending the same or a smaller amount of labor.
This, of course, requires the growing use of energy per
capita, as | have just explained. Nevertheless, increas-
ingly the practice today isto view economic efficiency
as centering on how little energy can be consumed per
unit of output, which, of course, necessarily implies an
increasing need for human labor per unit of output. For
example, afront-page article in The New York Times, of
February 9, 1991, was headlined “Bush’'s Energy Plan
Emphasizes Gainsin Output over Efficiency.” Although
the headline meant to refer specifically to the output of
energy, the article'sactual position reducesto theabsurd-
ity the headline suggests, namely, that increases in the
overall output of goods produced by the same amount of
human labor are a contradiction of efficiency, for any
such increase in production requires the greater produc-
tion and use of energy per capita, which the article
characterizes asinefficient. Along the samelines, alater
headline in the same newspaper read “Bad News:. Fuel
Is Cheap.”?? Later discussion will make clear that the
perversion of the concept of efficiency isphilosophicaly
consistent with the environmental movement’smost fun-
damental values.

Now not only does the environmental or ecology
movement respond to the marvel ousaccomplishments of
industrial civilization with al of the sensibilities one
might expect from a dead log, but in virtualy every
respect, it represents an attack on industrial civilization,
on the values of science, technology, and capitalism on
which that civilization rests, and on all of its material
fruits, from air conditioners and automobiles to televi-
sion setsand X-ray machines. The environmental move-
ment is, as Ayn Rand so aptly characterized it, “the
Anti-Industrial Revolution.”°

Consistent with what | said earlier in connection with

the values of capitalism, none of the preceding isto say
that lifein the modern world iswithout serious problems,
especially in many of today’s large cities.3! It is to say,
however, that the problems are not the result of economic
progress, capitalism, technology, science, or human rea-
son. On the contrary, they are the result precisely of the
absence of these values. The solution to every problem,
from crime to unemployment isa combination of one or
more of these essential attributes of industria civiliza-
tion. Thus, for example, if rent control destroys the
quality of housing in cities, if minimum-wage and pro-
union legidation cause unemployment, if inflation and
confiscatory taxation cause capita decumulation and
economic decline, if acceptance of the doctrine of deter-
minism stopsthe punishment of criminals—onthegrounds
that they could not help it—and the crime rate soars, if
people are sick and seek health, if they are poor and seek
to be richer, the solution is not the destruction of indus-
tria civilization. The solution is more of what industrial
civilization restsupon. It iseconomic freedom—capital-
ism. It isrecognition of the power of reason and thusthe
power of the individual to improve himsdf. And it is
science, technology, and economic progress.
What the solution is nat, is environmentalism.

The Environmental M ovement’s Dread of
Industrial Civilization

The environmental movement is characterized by patho-
logical fear of industrial civilization and of science and
technology. It fearsthe* pollution” of water and air asthe
result of industrial production and the emission of its
by-products. It fearsthe poi soning of fish, thedestruction
of rivers and lakes, the “pollution” of entire oceans. It
fears“acid rain,” the destruction of the ozone layer, the
onset of a new ice age, the contrary onset of global
warming and the melting of the polar icecaps and rise of
sea leves. It fears the use of pesticides and herbicides
out of fear of the food chain being poisoned. It fearsthe
useof chemical preservativesand countlessother alleged
causes of cancer stemming from the “chemicals’ pro-
duced by industria civilization. It fears radiation not
only from atomic power plants but also from color tele-
vision sets, microwave ovens, toasters, e ectric blankets,
and electric power lines. It fears the disposal of atomic
wastes, all other toxic wastes, and all nonbiodegradable
wastes. It fearslandfills and the destruction of wetlands.
It fears the destruction of animal and vegetable species
that are usel ess or even hostile to man, and demandsthe
preservation of each and every one. It demands the
preservation or re-creation of everything asit is or was,
beforethearriva of manonthescene, from*old-growth”
forests, stretches of prairie, and Arctic and Antarctic
wastes to the reintroduction of wolves and bears into
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areas from which they had been iminated.32

As | wrote elsewhere, as a result of the influence of
the environmental movement, increasing numbers of
present-day Americans and West Europeans “view sci-
ence and technology in reality asthey used to be humor-
oudly depictedin Boris Karloff and BelaLugosi movies,
namely, as frightening ‘ experiments’ going on in Frank-
enstein’scastle. And castingthemselvesinareal-liferole
of terrified and angry Transylvanian peasants, they seek
to smash such science and technology.” 33 For all practi-
cal purposes, the effect of environmentalism hasbeenthe
creation of a horde of hysterical bumpkins in the midst
of modern civilization.

As a leading manifestation of this phenomenon, a
growing number of our contemporaries view atomic
power as aterrifying death ray, beyond man’s power to
use safely. Their fear is such that they refuse to sanction
even the establishment of dump sites for atomic wastes.
Indeed, as previoudy mentioned, the government of the
state of New York, itself having been overcome by the
fearsinculcated by the ecology movement, has disman-
tled the brand-new, fully constructed Shoreham atomic
power plant on Long Island, a plant whose power output
would have prevented the overloads and brownouts and
blackouts that are now a much more real possibility in
the New York City areain the years to come. It and the
environmentalists seem to be totally unaware of or un-
concerned with such likely consequences of the plant’s
dismantling as people being trapped in elevators and
subways, massive food spoilage, deathsfrom heat stroke
because of lack of air conditioning, and so on, because
that plant and its power output will not exist. All that the
state government and the environmentalists seemto have
been awareof istheirimagining of alarge-scaleradiation
leak.

Inindulging their fear of atomic power, the environ-
mentalists simply disregard all the scientific and engi-
neering safeguards built into atomic power plantsin the
United States, such as backup systems, automatic shut-
down in the event of coolant loss, and containment
buildings capable of withstanding the direct crash of ajet
liner.34 They ignore such facts as that the worst nuclear
accident in American history—that of the Three Mile
Isand nuclear plant—actually confirmed the safety of
atomic power plantsin the United States. Totally unlike
the more recent case of Chernobyl in the former Soviet
Union, there was not a single death, not a single case of
radiation overdose to any member of the public in that
accident. Inaddition, according to studiesreportedin The
New York Times, the cancer rate among residents in the
areaaround Three Mile Island is no higher than normal
and has not risen.3®

To be sure, the case of Chernobyl was a genuine

disaster. But this fact is not an indictment of atomic
power, still less of modern science and technology in
general. Itisanindictment only of theincompetence, and
indifferenceto human life, inherent in communism. Under
communism (socialism), there is no incentive to supply
peoplewith anything they need or want, indluding safety. 3
In addition, under communism (socialism), the ability of
the government to prosecute wrongdoing in connection
with the use of means of production is necessarily com-
promised by the very nature of the case, inasmuch asthe
state itself is the owner of the means of production and
thereforeisitself the party responsible for any misusein
connection with them. Indeed, any prosecution by the
state would have to be a prosecution of its own officias,
logically entailing the prosecution of its very highest
officials. Thisis because under the central planning that
is an essentid characteristic of socialism the highest
officials have responsibility for every detail of economic
activity. The implicit need to chalenge the top leaders,
of course, greatly diminishesthelikelihood of such pros-
ecutions. Thus under communism, as the result of the
lack both of economic and legal incentives to provide
safety, industrial accidentsof all kindsarecommonplace,
including airplane and train crashes. This is a good
reason for rejecting communism, but certainly not a
rationa basis for rejecting atomic power and an indus-
trial society.

Asindicated, as aresult of the influence of the envi-
ronmental movement, the fears of a growing number of
our contemporaries are such that they refuse to sanction
not only atomic dump sites but aso new dump sites for
thedisposal of al kinds of more mundane chemicalsthat
result as a by-product of industrial processes, such as
sulfuric, hydrochloric, or nitric acid, dioxin, PCBs, and
even ordinary lead or mercury. They refuse to do so out
of fear of being poisoned by “toxic wastes.” In addition,
they stop eating one thing after ancther, in terror that it
too is poisoned—with preservatives, pesticides, “chem-
icals.” Increasingly, they view every man-made chemi-
cal additive to food as though it were a cause of cancer
or other dread disease. More and more they turn to
“natura” foods, as though millions of years of blind
evolution in the selection of food were to be trusted, but
the application of science and human intelligence to the
improvement of food were not. The fear of “chemicals’
is such that amgor and once proud chemical company
hasfelt obliged to changeits slogan from “Better Things
for Better Living Through Chemistry” to, simply, “ Better
Thingsfor Better Living,” because the very word chem-
istry has become controversial and a source of fear.
Increasingly, our contemporaries also fear ordinary me-
chanica devices, from automobiles and washing ma-
chines on down to stepladders, and demand absolute
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guarantees of safety in connection with their use. All of
these fears are supposedly in response to the allegedly
self-destructive tendencies of an industrial society.

Yet invirtually no case has any actual proof of danger
ever been offered. Indeed, some of the daimsimmediately
show themselvesto be absurd on simplelogical grounds.
For example, it is a contradiction to fear both a new ice
age and a global warming. Since everything physical in
the world is a chemical, it is absurd to fear chemical
preservatives. Such a fear is tantamount to the fear of
preservatives as such and thus fear of the very fact that
food does not spoil as rapidly.

Not only is there no proof of danger from industrial
civilization and science and technology, but all the proof
runs entirely the other way. As| have shown, the actual
effect of industria civilization, science, and technology
has been to increase life expectancy by two and a half
times since the beginning of the Industrial Revolution
and radically to improve human health and well-being.
The environmentalists simply ignore al this. In their
view, it is outweighed by “air pollution.” This belief is
clearly present in the words of Carl Sagan, a leading
environmentalist:

The“satanic mills” of England in the early years of the
industrial revolution polluted the air and caused an epi-
demic of respiratory disease. The “pea soup” fogs of Lon-
don, which provided haunting backdrops to the Sherlock
Holmes stories, were deadly domestic and industrial pollu-
tion. Today, automobiles add their exhaust fumes, and our
cities are plagued by smog—which affects the health,
happiness and productivity of the very people generating
the pollutants. We've also known about acid rain, the
pollution of lakes and forests, and the ecological turmoil
caused by oil spills. But the prevailing opinion has been—
erroneoudly, in my view—that these penaltiesto health and
environment were more than balanced by the benefits that
fosgl fuels bri ng.37

Thus, Sagan has declared that in hisview it iserrone-
ous to believe that the progressive and radical increase
in life expectancy and in human health and well-being
outweigh theill effectsof air pollution. For itisprecisely
these which are the benefits which fossil fuels have
brought. Theavoidance of air pollutionisallegedly more
important.

Interestingly, in presenting the Industrial Revolution
as the cause of respiratory disease, Sagan somehow
managesto forget thevirtually total elimination of tuber-
culosisand theradical reduction in the frequency of, and
mortality resulting from, pneumonia, which has been
achieved by industrial civilization. Tuberculosisand pneu-
monia, of course, were traditionally the leading respira-
tory diseases. Invirtually totally eliminating the one and
radically reducing the other, the positive contribution of
industrial civilization specifically to respiratory heath

overwhelmingly surpasses the negative of any respiratory
diseases resulting from industrial civilization. Sagan, of
course, does not even bother to specify the nature and
extent of such alleged diseases. In hisview, indeveloping
industrid civilization, we have gotten ourselves into a
“mess.”38

The fear the environmental movement has of indus-
trial civilization leads it to want to destroy industrial
civilization. Thus, an essential god of environmentalism
isto block theincreasein one source of man-made power
after another and ultimately to roll back the production
of man-made power to the point of virtual nonexistence,
thereby undoing the Industrial Revolution and returning
the world to the economic Dark Ages. Thereisto be no
atomic power. According to the environmentalists, it
represents the death ray. There is aso to be no power
based onfossil fuels. Accordingtotheenvironmentalists,
it causes “air pollution,” and now global warming, and
must therefore be given up. There is not even to be
significant hydropower. According to the environmen-
talists, the building of the necessary dams destroys in-
trinsicaly valuable wildlife habitat.

Only three things are to be permitted as sources of
energy, according to theenvironmentalists. Two of them,
“solar power” and power from windmills, are, as far as
can be seen, utterly impracticable as significant sources
of energy. (If, somehow, they became practicable, the
environmentalists would undoubtedly find grounds for
attacking them: they would denounce them for such
things as the massive reflection of light from thousands
or tens of thousands of acres filled with solar panels, or
for maiming and killing birds with their propellers.) The
third allowable source of energy, “conservation,” is a
contradiction in terms. Conservation is not a source of
energy. Its actual meaning is simply using less. Conser-
vation is a source of energy for one use only at the price
of deprivation of energy use somewhere else.®®

Theenvironmentalists' campaign against energy calls
to mind the image of a boa constrictor entwining itself
about the body of itsvictim and s owly squeezing thelife
out of him. There can be no other result for the economic
system of theindustrialized world but enfeeblement and
ultimately death if its supplies of energy are progres-
sively choked off.

The Toxicity of Environmentalism and the
Alleged Intrinsic Value of Nature

Theenvironmental movement’ sblindnesstothevaue
of industrial civilizationismatched only by the blindness
of the generd public toward the nature of the environ-
mental movement’'s own actuad values. Those vaues
explain the movement’s hostility to industrial civiliza-
tion, including its perversion of theconcept of efficiency.
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They arenot known to most peopl e, becausethe environ-
mental movement has succeeded infocusing the public's
attention on absolutely trivial, indeed, nonexistent dan-
gers, and away from the enormous actua danger it itself
represents.

Thus, not so long ago, as a result of the influence of
the environmental movement, a popular imported min-
eral water was removed from the market because tests
showed that samples of it contained thirty-five parts per
billion of benzene. Although thiswasan amount sosmall
that not many years ago it would have been impossible
even to detect, it was assumed that considerations of
public health required withdrawal of the product.

Such a case, of course, is not unusual nowadays. The
presence of parts per billion of a toxic substance is
routinely extrapolated into being regarded as a cause of
human deaths. And whenever the number of projected
deaths exceeds oneinamillion (or less), environmental -
ists demand that the government remove the offending
pesticide, preservative, or other aleged bearer of toxic
pollution from the market. They do so, even though a
level of risk of one in amillion is one-third as great as
that of an airplane falling from the sky on one’s home.

While it is not necessary to question the good inten-
tions and sincerity of the overwhelming majority of the
rank-and-file members of the environmental or ecology
movement, it is vita that the public realize that in this
movement itself, which is so widely regarded as noble
and lofty, can be found more than alittle evidence of the
most profound toxicity—evidence provided by leaders
of themovement themselves, and inthe clearest possible
terms. Consider, for example, the following quotation
from David M. Graber, a research hiologist with the
National Park Service, in his prominently featured Los
Angeles Times book review of Bill McKibben'sThe End
of Nature:

This [man’s “remaking the earth by degrees’] makes
what is happening no less tragic for those of us who value
wildnessforitsown sake, not for what valueit confersupon
mankind. |, for one, cannot wish upon either my children
or the rest of Earth’s biota a tame planet, be it monstrous
or—however unlikely—benign. McKibbenisabiocentrist,
and so am |. We are not interested in the utility of a
particular species or free-flowing river, or ecosystem, to
mankind. They haveintrinsic value, more value—to me—
than another human body, or a billion of them.

Human happiness, and certainly human fecundity, are
not asimportant asawild and healthy planet. | know social
scientists who remind methat people are part of nature, but
it isn’t true. Somewhere along the line—at about a billion
years ago, maybe haf that—we quit the contract and be-
came a cancer. We have become a plague upon ourselves
and upon the Earth.

It is cosmically unlikely that the developed world will

choose to end its orgy of fossil-energy consumption, and
the Third World its suicidal consumption of landscape.
Until such time as Homo sapiens should decide to rejoin
nature, some of us can only hope for theright virusto come
along.40

While Mr. Graber openly wishes for the death of a
billion people, Mr. McKibben, the author he reviewed,
quotes with approval John Muir’s benediction to aliga
tors, describing it as a “good epigram” for his own,
“humble approach”: “*Honorable representatives of the
great saurians of older creation, may you long enjoy your
lilies and rushes, and be blessed now and then with a
mouthful of terror-stricken man by way of adainty!’”41

Such statementsrepresent pure, unadulterated poison.
They expressideas and wishesthat, if acted upon, would
mean terror and death for enormous numbers of human
beings.

These statements, and others like them, are made by
prominent members of the environmental movement.*2
The significance of such statements cannot be dimin-
ished by ascribing them only to a small fringe of the
environmental movement. Indeed, even if such views
wereindicative of the thinking only of 5 or 10 percent of
the members of the environmental movement—the “ deep
ecology,” Earth First! wing—they would represent tox-
icity in the environmental movement as a whole not at
thelevel of parts per billion or even parts per million, but
at the level of parts per hundred, which, of course, isan
enormously higher level of toxicity than what is deemed
to congtitute a danger to human life in virtualy every
other casein which deadly poison is present.

But thetoxicity level of the environmenta movement
asawhole is much greater even than parts per hundred.
Itiscertainly at least a the level of several parts per ten.
Thisis obvious from the fact that the mainstream of the
environmental movement makes no fundamental or sig-
nificant criticisms of the likes of Messrs. Graber and
M cKibben. Indeed, John Muir, whosewish for dligators
to “be blessed now and then with a mouthful of terror-
stricken man by way of adainty” McKibben approvingly
quotes, was the founder of the Serra Club, which is
proud to acknowledge that fact. The Sierra Club, of
coursg, is the leading environmenta organization and is
supposedly the most respectable of them.

There is something much more important than the
Sierra Club’'s genealogy, however—something which
provides an explanation in terms of basic principle of
why the mainstream of the ecology movement does not
attack what might bethought to bemerdly itsfringe. This
isafundamental philosophical premise which the main-
stream of the movement shares with the alleged fringe
and which logicaly implies hatred for man and his
achievements. Namely, the premi sethat hature possesses
intrinsic value—that is, that nature is valuable in and of
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itself, apart from all contribution to human life and
well-being.

The antihuman premise of nature’s intrinsic vaue
goes back, in the Western world, as far as St. Francis of
Assis, who believed in the equality of al living crea-
tures: man, cattle, birds, fish, and reptiles. Indeed, pre-
cisely on the basis of this philosophical affinity, and at
the wish of the mainstream of the ecol ogy movement, St.
Francis of Assisi has been officialy declared the patron
saint of ecology by the Roman Catholic church.

The premise of nature’s intrinsic value extends to an
aleged intrinsic value of forests, rivers, canyons, and
hillsides—to everything and anything that isnot man. Its
influenceis present in the Congress of the United States,
insuch statementsasthat made by RepresentativeMorris
Uddll of Arizona: to wit, that a frozen, barren desert in
Northern Alaska, where substantial oil deposits appear
to exigt, is “a sacred place” that should never be given
over to oil rigsand pipelines. It is present in the support-
ing statement of arepresentative of the Wilderness Soci-
ety that “There is a need to protect the land not just for
wildlife and human recreation, but just to haveit there.”43
It has, of course, aso been present in the sacrifice of the
interestsof human beingsfor the sakeof snail dartersand
spotted owls.

Theideaof nature sintrinsic valueinexorably implies
adesireto destroy man and hisworks because it implies
a perception of man as the systematic destroyer of the
good, and thus asthe systematic doer of evil. Just as man
perceives coyotes, wolves, and rattlesnakes as evil be-
cause they regularly destroy the cattle and sheep he
valuesas sources of food and clothing, so on the premise
of nature's intrinsic value, the environmentalists view
man asevil, because, inthe pursuit of hiswell-being, man
systematically destroys the wildlife, jungles, and rock
formationsthat the environmentalistshold to beintrinsi-
caly valuable. Indeed, from the perspective of such
aleged intrinsic values of nature, the degree of man’'s
alleged destructiveness and evil isdirectly in proportion
to hisloyalty to his essential nature. Man is the rational
being. It is his application of his reason in the form of
science, technology, and an industria civilization that
enables him to act on nature on the enormous scale on
which he now does. Thus, it is his possession and use of
reason—manifested in histechnology and industry—for
which heis hated.

Indeed, the doctrine of intrinsic value implies that
man is to regard himself as profaning the sacredness of
nature by virtue of hisvery existence, becausewith every
breath he draws and every step he takes he cannot help
but disturb something or other of alleged intrinsic value.
Thus, if man isnot to extinguish his existence altogether,
he is obliged by the doctrine of intrinsic value to mini-

mize his existence by minimizing his impact on the rest
of the world, and to feel guilty for every action he takes
in support of his existence.

Thedoctrineof intrinsic valueisitself, of course, only
a rationalization for a preexisting hatred of man. It is
invoked not because one attaches any actual value to
what isallegedto haveintrinsicvalue, but smply toserve
as a pretext for denying values to man. For example,
caribou feed upon vegetation, wolves eat caribou, and
microbes attack wolves. Each of these, the vegetation,
the caribou, the wolves, and the microbes, is aleged by
the environmentalists to possess intrinsic value. Yet ab-
solutely no course of action isindicated for man. Should
man act to protect the intrinsic value of the vegetation
from destruction by the caribou? Should he act to protect
the intrinsic value of the caribou from destruction by the
wolves? Should heact to protect theintrinsic value of the
wolves from destruction by the microbes? Even though
each of these aleged intrinsic valuesis at stake, man is
not called upon to do anything. When does the doctrine
of intrinsic value serve as a guide to what man should
do? Only when man comesto attach val ue to something.
Then it is invoked to deny him the value he seeks. For
example, the intrinsic value of the vegetation et d. is
invoked as a guide to man’s action only when there is
something man wants, such asoil, and then, asin the case
of Northern Alaska, its invocation serves to stop him
from having it. In other words, the doctrine of intrinsic
valueis nothing but a doctrine of the negation of human
values. It is pure nihilism.

It should berealized that it islogically implicitinwhat
has just been said that to establish a public office such as
that proposed in California, of “Environmenta Advo-
cate,” would be tantamount to establishing an office of
Negator of Human Valuation. Thework of such an office
would be to stop man from achieving his values for no
other reason than that he was man and wanted to achieve
them.

Of course, the environmental movement is not pure
poison. Very few people would listento it if it were. As
| have said, it is poisonous only at the level of several
parts per ten. Mixed in with the poison and overlaying it
asakind of sugarcoating is the advocacy of many mea-
sures which have the avowed purpose of promoting
human life and well-being, and among these, some that,
considered in isolation, might even achievethat purpose.
The problem is that the mixture is poisonous. And thus,
when one swallows environmentalism, one inescapably
swallows poison.

Given the underlying nihilism of the movement, it is
certainly not possible to accept at face value any of the
claims it makes of seeking to improve human life and
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well-being, especially when following its recommenda-
tions would impose on people great deprivation or cost.
Indeed, nothing could be more absurd or dangerous than
to take advice on how to improve one's life and well-
being from those who wish one dead and whose sati sfac-
tion comesfrom humanterror, which, of course, asl have
shown, is precisely what iswished in the environmental
movement—openly and on principle. Thisconclusion, it
must be stressed, applies irrespective of the scientific or
academic credentials of an individual. If an alleged sci-
entific expert believes in the intrinsic value of nature,
then to seek hisadviceisequivalent to seeking the advice
of amedical doctor who was on the side of the germs
rather than the patient, if such athing can be imagined.
Obviously, congressiona committees taking testimony
from alleged expert witnesses on the subject of proposed
environmental legidation need to be aware of this fact
and never to forget it.

Not surprisingly, in virtually every significant case,
theclaimsmadeby theenvironmentalistshave turned out
to be false or smply absurd.

The Alleged Pollution of Water and Air
and Destruction of Species

The ecologists claim that economic progress and the
industrid civilization that underliesit have been respon-
siblefor polluting thewater and air and wantonly destroy-
ing animal and vegetable species, thereby endangering
human life. To answer the ecologists claims in these
areas, it is only necessary to recall a few facts that are
known to everyone.

First, asconcerns the rel ationship between industrial-
ization and water quality: it is obvious that the actual
safety of drinking water is in direct proportion to a
country’s degree of economic advancement. One can
safely drink the water virtually everywhereinthe United
States. One can do so in the mgjor cities of Western
Europe. But intravellingto poorer areas, such asMexico,
most of the rest of Latin America, and most of Asiaand
Africa, it is necessary to take precautions. (The recent
cholera epidemic in Peru, with its chemically untreated,
“natural” water supply providesatragic testimony to the
truth of the preceding statements.) Certainly, if one trav-
elsin the African or Viethamese jungles, or even in the
Canadian wilderness, one had better boil the water or use
purification tablets. Even in a beautiful blue Canadian
|lake—the kind for which environmentalist posters used
to depict an American Indian shedding a tear—there can
be dead, decaying animals emitting morbific germsinto
the water one may happen to drink. The safety of water
suppliesobvioudy dependson chemica purification plants,
pipelines, and pumping stations—in aword, on modern
industry. While some rivers, lakes, and streams in the

industridized countries may be dirtier today than in the
past, supplies of safe drinking water have never been
greater, thanksto modernindustry. (And, no doubt, many
or most of the presently dirty bodies of water too would
be clean and safe, if they were made subject to private
property rights. In that case, individuals would have the
incentive to make them clean and safe by being able to
charge for water and such benefits as fishing rights.)

Second, as concerns the relationship between indus-
trialization and air qudity, the obvious fact is that al-
though air quality inlarge townsand citiesis poorer than
that in the open country, and always has been, it is far
better today than in the past—precisaly because of eco-
nomic progress. Before the advent of modern industry,
the open streets served assewers. Inaddition, inany large
town or city, aheavy concentration of horses created an
enormous pollution problem from the dropping of vast
guantities of manure and urine. The development of the
modern iron and steel industry eliminated the sewage
problem with low-cost iron and steel pipe; the develop-
ment of the automobile industry eliminated the pollution
from horses. Central heating, air conditioning, indoor
plumbing, and modern methods of ventilation havemade
further major contributions to improving the quality of
the air in which peoplelive and work.

And although in the earlier years of the Industria
Revolution the process of economic improvement was
accompanied by coal dust in towns and cities (which
peoplewillingly accepted asthe by-product of not having
to freeze and of being able to have all the other advan-
tages of an industrial society), subsequent advances, in
the form of electricity and natural gas, have radicaly
reduced this problem. The substitution of atomic power
plantsfor coal and oil-fired plants would make afurther
major contribution to air quality, because they emit no
particul ate matter of any kind into the atmosphere. Atomic
power, however, is the form of power most hated by the
environmentalists.** As shown previously, the virtual
elimination of tuberculosis and the radical reduction in
thefrequency of, and mortality rate resulting from, other
respiratory diseases, such as pneumonia, provide further
eloquent testimony to the actua contribution of indus-
trial civilization to air quality.

Third, as concerns man’s aleged wanton destruction
of other species: man isresponsible for the existence of
many species of animals and plants in their present
numbers and varieties. For example, man isresponsible
for the existence of the overwhelming mgjority of the
cattle, sheep, hogs, chickens, goats, horses, and cats and
dogs that are alive, and for the existence of most of the
specific breeds in which they exist. There would cer-
tainly be no such things as Holstein cattle, thoroughbred
racehorses, miniature schnauzers, toy poodles, or Persian
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cats, in the absence of man. The population of all varie-
ties of domestic animals would be radically reduced
without the existence of man to feed them, promote their
health, and protect them from their natural enemies. In
the same way, man is responsible for the fact that grain,
vegetables, flowers, and grass grow where otherwise
there would be only weeds. Man is responsible for the
existence of al manner of specific strains of plant life,
from American Beauty rosesto varieties of zucchini.

Furthermore, aswe have seen, despite the misconcep-
tions spawned by conservationism and the ecology doc-
trine, where forest land is privately owned, man is also
responsible for the existence of many trees and forests,
which the profit motive leads him to regard as a long-
term crop.*® In addition, of course, man also plantstrees
as objects of beauty to enhance his surroundings. Practi-
cally al of the treesin many portions of Southern Cali-
forniaand other arid areaswere planted and are maintained
by man for just this reason.

Man is clearly not the destroyer of species. He enor-
mously promotes the existence of those species that are
of benefit to him. He seeksto destroy only those species
that are harmful to him, including those that are harmful
to the specieswhose exi stence he triesto promote. Thus,
he seeks to extirpate such species as the smallpox virus,
rats, fleas, rattlesnakes, coyotes, wolves, and mountain
lions.

Sometimes, of course, casesarisein which hisactivity
threatens the existence of speciesthat are not hostile and
that have been useful to him, such as the American
buffalo and, nowadays, certain varieties of whales. In
these cases, the species are not domesticated and raised
commercially because the usefulness of the animal isnot
great enough to justify the expense involved.*6

It might be of some value if afew members of every
species could be preserved as objects of study or curios-
ity and perhaps as a future source of genes for use in
genetic engineering. From this point of view, it would be
a welcome event if the story line of some low-budget
films became a reality and a scientific expedition were
to come upon a preserve of dinosaurs somewhere. Those
who consider such objectives important, and there cer-
tainly appears to be no lack of such people, are free to
raise money to establish wildlife preserves. Neverthe-
less, from a practical point of view, it is obvious that
man’s life would simply not be significantly affected by
the passing of such species as the buffalo or the endan-
geredwhales. Themerefact that theloss of aspeciesmay
beirreplaceable from a genetic point of view, and that at
some point inthe futureit might conceivably beregretted
for this reason, is not a logical basis for arguing that it
must not be allowed to occur. If this line of argument
were accepted, people could never clean their garages or

throw anything away, for who knows, the clutter might
contain a letter from George Washington or a winning
lottery ticket. Furthermore, the ecology movement, iron-
ically enough, strongly opposesany human useto which
such an enlarged future gene pool might be put: it is
totaly opposed to genetic engineering. The sense of
moral imperative it projects in seeking not to permit the
loss of any species derives from its mistaken notion that
species possessintrinsic value.

The disappearance of specieshas been going on since
the beginning of life on earth. It appears to be no more
rapid now than at any other time. Furthermore, to what-
ever extent it occurs as the result of human activity, it is
still ssimply part of the process of nature. Man himself is
part of nature. Any species that he may destroy in the
course of hisactivities cannot in reason be regarded any
differently from the countless species destroyed by any
other natura process.

If onewishesto judge mattersfrom an ethical perspec-
tive, the only valid perspective isthat of man himself—
that is, aperspective which takesfor granted the supreme
value of human life and well-being and man’sright to do
everything in his power to promote his life and well-
being. From this point of view, one cannot regard man’s
activitiesin relation to nature with anything but awe and
admiration. In theterritories embraced by modern West-
ern civilization, he has not only succeeded in these
activities, but succeeded with surpassing brilliance. For
he has transformed his environment to promote his sur-
vival and well-being. He has transformed enormous areas
that were originaly hostile or at best indifferent to his
survival into virtual gardens—into thriving areas of ag-
riculture, industry, and commerce. In so doing, he has
changed the balance of nature radically in hisfavor.

In view of these facts, the environmentalists' claims
that the effect of man’s productive activitiesin an indus-
trial society onwater, air, and speciesrepresentsany kind
of danger to human life and well-being are patently
absurd. All of the isolated negatives the environmental-
ists point to, such as smog in some cities, or dirty rivers,
lakes, or beaches in various places, have occurred in the
context of the most radical improvementsin human life,
health, and well-being, including the most radica im-
provementsin the quality of the water people drink and
otherwise use, in the quality of theair they live and work
in, and in the whole balance of nature. Nevertheless, the
environmentalists proceed as though problems of filth
emanated from industrial civilization, as though filth
were not the al-pervasive condition of human life in
preindustrial societies, and as though industrial civiliza-
tion represented a decline from more healthful condi-
tions of the past. If it is filth and squalor one wants to
complain about, one should go to virtually any of the
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countries of the so-called third world, which are not
industridized. There one will find filth and squalor—
“pollution”—of the worst kind: human excrement and,
indeed, human corpsesfloating downstream and contam-
inating the rivers through which they pass.

Moreover, as previoudly indicated, what would over-
come most of the isolated negatives in the industrial
societies, apart from the wider use of atomic power,
would betheextension of privateownership of themeans
of production, especidly of land and natural resources.
The incentive of private ownersisto use their property
in ways that maximize its long-run value and wherever
possible, to improve their property. Consistent with this
fact, ways should be sought for extending the principle
of private ownership to lakes, rivers, beaches, and even
to portions of the ocean. Privately owned lakes, rivers,
and beaches, would amost certainly be clean lakes,
rivers, and beaches. Privately owned, eectronically fenced
ocean ranches would guarantee abundant supplies of
almost everything useful that is found in or beneath the
sea. Certainly, the vast landholdings of the U.S. govern-
ment in the Western states and in Alaska should be
privatized.

Of course, what leads the environmentalists to make
their claims concerning water and air pollution and the
destruction of species is not any actual concern with
human life and well-being. Human life and well-being,
it cannot be repeated too often, are not their standard of
what is good; instead, it is the alleged intrinsic values
found in nature.

The Alleged Threat from Toxic Chemicals, I nclud-
ing Acid Rain and Ozone Depletion

Almost all of the other claims of the environmental-
ists, which for the most part are more recent, do not fare
any better than their claims concerning water and air
pollution and the destruction of species. In virtualy
every case, they too have turned out to be false or simply
absurd.

Consider, for example, the recent case of Alar, a
chemical spray used for many years on apples in order
to preserve their color and freshness. Here, it turned out
that even if the environmentalists claims had actually
been true, that the use of Alar would result in 4.2 desths
per million over a 70-year lifetime, al that would have
been signified was that eating apples sprayed with Alar
would then have been less dangerous than driving to the
supermarket to buy the apples!

Consider: 4.2 deaths per million over a70-year period
means that in any one year in the United States, with its
population of roughly 250 million people, approximately
15 deathswould be attributable to Alar! Thisistheresult
obtained by multiplying 4.2 per million times 250 mil-

lionand then dividing by 70. Inthe sameone-year period,
approximately 50,000 deaths occur in motor vehicle
accidentsin the United States, most of them within afew
miles of the victims homes, and undoubtedly far more
than 15 of them on trips to or from supermarkets. Nev-
erthel ess, because of irresponsible, sensationalist news-
paper and television reporting of the ecologists' claims
concerning Alar, apanic ensued, followed by aplungein
the sale of apples, the financial ruin of an untold number
of apple growers, and the virtual disappearance of Alar.

Before the panic over Alar, there was the panic over
ashestos. According to Forbes magazine, it turnsout that
in the forms in which it is normally used in the United
States, ashestos is one-third as likely to be the cause of
death as being struck by lightning.4’

Then there isthe aleged damage to lakes and forests
caused by acid rain. While the phenomenon of acid rain
certainly exists (largely as the result of governmental
insi stence on the construction of smokestacks two hun-
dred feet or moretall), it turns out, according to Policy
Review, that the acidification of the lakes and surround-
ing forests has been the result not of acid rain, but of the
cessation of logging operationsin the affected areasand
thus the absence of the alkaline runoff produced by such
operations. This runoff had made naturally ecidic lakes
and forests nonacidic for a few generations.*® Further-
more, accordingtothefinal report of theU.S. government’s
National Acid Precipitation Assessment Program, the
direct mgjor cause of acidification appears to be simply
one hundred fifty million tonsayear of bird droppings.*°

Besides these cases, there were the respective hyste-
rias over dioxin in the ground at TimesBeach, Missouri;
TCEinthedrinkingwater of Woburn, M assachusetts; the
chemicalsin Love Canal, in New York; and radiation at
Three Mileldand, in Pennsylvania. (Thelast hasaready
been shown to be groundless.) According to Professor
Bruce Ames, one of the world's leading experts on can-
cer, the amount of dioxin that anyone would have ab-
sorbed in Times Beach was far less than the amount
required to do any harm and, indeed, the actual harm to
Times Beach residents from dioxin was less than that of
drinking a glass of beer.%0 (The Environmental Protec-
tion Agency itself subsequently reduced its estimate of
the danger from dioxin by afactor of fifteen-sixteenths.??)
In the case of Woburn, according to Ames, it turned out
that the cluster of leukemia cases which occurred there
was statisti cally random and that the drinking water there
was actually above the national average in safety, and
not, as had been claimed, the cause of the leukemia
cases.®? In the case of Love Canal, Ames reports, it
turned out upon investigation that the cancer rate among
the former residents was no higher than average.®3 (It is
necessary to use the phrase “former residents’ because
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thetown lost mogt of its population in the panic and forced
evacuation caused by the environmentalists' claims.) Over-
al, Ameswrites, “Thereisno convincing evidence from
epidemiology or toxicology that pollution isasignificant
source of birth defectsand cancer. . . . the epidemiol ogic
studies of Love Candl, dioxin in Agent Orange, Contra
Costa County refineries, Silicon Valley, Woburn, and the
use of DDT provide no convincing evidence that pollu-
tionwasthe cause of human harmin any of thesewel-pub-
licized exposures.”>* Thereasonisthat the amount of actual
exposure was simply far too small to be harmful.

Before these hysterias, there were allegations about
the death of Lake Erie and mercury poisoning in tuna
fish. All along, Lake Erie has been very much alive and
was even producing near record quantities of fish at the
very time its death was being announced. The mercury
in the tuna fish was the result of the natural presence of
mercury in sea water; and evidence provided by muse-
ums showed that similar levels of mercury had been
present in tunafish since prehistoric times.

And now, in yet another overthrow of the environ-
mentdists’ claims, a noted climatologist, Professor Robert
Pease, has shown that it is impossible for chlorofluoro-
carbons (CFCs) to destroy large quantities of ozone in
the stratosphere because relatively few of them are even
capabl e of reaching the stratospherein thefirst place. He
also showsthat the cel ebrated ozone“hole” over Antarc-
tica every fall is a phenomenon of nature, probably in
existence since long before CFCs were invented, and
resultslargely fromthefact that during thelong Antarctic
night ultraviolet sunlight is not present to create fresh
ozone.%®

The Dishonesty of the Environmentalists' Claims

The reason that one after another of the environ-
mentalists' claimsturn out to be provenwrongisthat they
are made without any regard for truth in the first place.
In making their claims, the environmentalists reach for
whatever is at hand that will serve to frighten people,
make them lose confidence in science and technology,
and, ultimately, lead them to deliver themselvesup tothe
environmentalists tender mercies. The claims rest on
unsupported conjectures and wild leaps of imagination
from scintillas of fact to arbitrary conclusions, by means
of evasion and thedrawing of invalid inferences. It isout
and out evasion and invalid inference to leap from find-
ings about the effects of feeding rats or mice dosagesthe
equivalent of ahundred or more times what any human
being would ever ingest, and then draw inferences about
the effects on people of consuming norma quantities.
Fears of partsper billion of this or that chemical causing
single-digit deaths per million do not rest on science, but
on imagination. Such claims are based neither on exper-

iments nor on the concept of causality.

No oneever has observed, or can or will observe, such
athing as two groups of amillion peopleidentical in all
respects except that over a 70-year period the members
of one of the groups consume apples sprayed with Alar,
while the members of the other group do not, and then
4.2 members of thefirst group die. The processby which
such a conclusion is reached, and its degree of actual
scientific seriousness, is essentially the same asthat of a
college students’ bull session, which consists of practi-
cally nothing but arbitrary assumptions, manipulations,
guesses, and plain hot air. In such a session, one might
start with the known consequences of a quarter-ton safe
falling ten stories onto the head of an unfortunate pass-
erby below, and from there go on to specul ate about the
conceivable effectsin amillion cases of other passersby
happening to drop from their hand or mouthan M&M or
a peanut on their shoe, and come to the conclusion that
4.2 of themwill die.

Furthermore, as indicated, in contrast to the proce-
dures of a bull session, reason and actual science estab-
lish causes, which, in their nature, are universal. When,
for example, genuine causes of death, such as arsenic,
strychnine, or bullets, attack vital organs of the human
body, desth is absolutely certain to result in all but a
handful of cases per million. When something isin fact
the cause of some effect, it is so in each and every case
in which specified conditions prevail, and fails to be so
only in cases in which the specified conditions are not
present, such as aperson’s having built up atolerance to
poison or wearing a bulletproof vest. Such claims as a
thousand different things each causing cancer in ahand-
ful of casesare proof of nothing but that theactual causes
are not yet known—and, beyond that, an indication of
the breakdown of the epistemology of contemporary
science. (This epistemological breskdown, | might add,
hasradically accelerated since the 1960s, when the gov-
ernment took over most of the scientific research in the
United States and began the large-scae financing of
statistical studies as a substitute for the discovery of
causes.)

In making their claims, the environmentalists will-
fully ignore such facts as that carcinogens, poisons, and
radiation exist in nature. Fully half of the chemicals
found in nature are carcinogenic when fed to animalsin
massive quantities—the same proportion as applies to
man-made chemicals when fed in massive quantities.
(The cause of the resulting cancers, according to Profes-
sor Ames, isactually not the chemicals, either natural or
man-made, but the repeated destruction of tissue caused
by the massively excessive dosesin which the chemicals
are fed, such as saccharin being fed to rats in a quantity
comparable to humans drinking eight hundred cans of
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diet soda aday.>6) Arsenic, one of the deadliest poisons,
isanaturally occurring chemical element. Oleander, one
of the most beautiful plants, isaso adeadly poison, as
are many other plants and herbs. Radium and uranium,
with all their radioactivity, are found in nature. Indeed,
al of nature is radioactive to some degree. If the envi-
ronmentalists did not close their eyes to what exists in
nature, if they did not associate every negative exclu-
sively with man, if they applied to nature the standards
of safety they claim to be necessary in the case of man’s
activities, they would have to run in terror from nature.
They would haveto use one-half of theworldto construct
protective containersor barriers against all the allegedly
deadly carcinogens, toxins, and radioactive material that
constitute the other half of the world.

It would be a profound mistake to dismiss the repeat-
edly false claims of the environmentalists merely as a
case of thelittle boy who cried wolf. They are a case of
thewoalf crying again and again about alleged dangersto
thelittle boy. The only real danger, of course, isto listen
to the wolf.

Direct evidence of the willful dishonesty of the envi-
ronmental movement comes from one of its leading
representatives, Stephen Schneider, who is well-known
for his predictions of global catastrophe. In the October
1989 issue of Discover magazine, he is quoted (with
approval) asfollows:

“...Todo this, we need to get some broad-based sup-
port, to capture the public's imagination. That, of course,
entail sgetting loads of mediacoverage. So wehaveto offer
up scary scenarios, make smplified, dramatic statements,
and make little mention of any doubts we may have. This
‘doubleethical bind’ wefrequently find ourselvesin cannot
be solved by any formula. Each of us has to decide what
the right balance is between being effective and being
honest.”

Thus, inthe absence of verification by sourcestotally
independent of the environmental movement and free of
its taint, all of its claims of seeking to improve human
life and well-being in this or that specific way must be
regarded simply as lies, having the actual purpose of
inflicting needless deprivation or suffering. In the cate-
gory of maliciousliesfall al of theenvironmental move-
ment’s claims about our having to abandon industrial
civilization or any significant part of it in order to cope
with the dangers of alleged globa warming, ozone de-
pletion, exhaustion of naturd resources, or any other
alleged danger. Indeed, all claims constituting denunci-
ations of science, technology, or industrial civilization
which are advanced in the name of serviceto human life
and well-being are tantamount to claiming that our sur-
vival and well-being depend on our abandonment of
reason. (Science, technology, and industry are leading
products of reason and are inseparable fromit.) All such

claims should be taken asnothing but further proof of the
environmental movement’s hatred of man’s nature and
man’slife, certainly not of any actua significant danger
to human life and well-being.

The Alleged Threat of “ Global Warming”

Currently, the leading claim of the environmentalists
is that of “global warming.” It is dleged that man's
economic activities, above all the burning of fossil fuels,
areincreasing the amount of carbon dioxidein the atmo-
sphere. This will supposedly raise the average mean
temperatureof theworld by several degreesover the next
century and will cause a rise in sea levels because of
melting ice.

It should be realized that despite the sensationalist
claims of JamesHansen of NASA, made during the heat
wave of the summer of 1988, that global warming was
at hand, weather satellites showed no evidence of global
warming in the 1980s.>” According to The New York
Times, “ Few scientists believe that greenhouse warming
can now be detected amid the normal swings of cli-
mate.” %8

If one did not understand its underlying motivation,
the environmental movement’sresort to thefear of global
warming might appear astonishing in view of al the
previous fears the movement hasprofessed. Thesefears,
in case anyone hasforgotten, have concerned the all eged
onset of anewice age astheresult of the sameindustrial
development that is now supposed to result in global
warming, and the alleged creation of a“nuclear winter”
asthe result of man’s use of atomic explosives.

The words of Paul Ehrlich and his incredible claims
in connection with the “greenhouse effect” should be
recalled. In the first wave of ecological hysteria, that
“scientist” declared:

At the moment we cannot predict what the overall
climatic results will be of our using the atmosphere as a
garbage dump. We do know that very small changes in
either direction in the average temperature of the Earth
could bevery serious. With afew degrees of cooling, anew
ice age might be upon us, with rapid and drastic effects on
the agricultural productivity of the temperate regions. With
a few degrees of heating, the polar ice caps would melt,
perhaps raising ocean levels 250 feet. Gondola to the
Empire State Building, anyone’.759

The 250-foot risein the sealevel projected by Ehrlich
as the result of globa warming has been scaled back
somewhat. According even to McKibben, the “worst
case scenario” isnow supposed to be 11 feet, by theyear
2100, with something less than 7 feet considered more
likely.89 According to a United Nations panel, it is sup-
posed to be 25.6 inches.f (Even this still more limited
projected rise did not stop the U.N. pandl, alegedly
composed of scientists, from calling for animmediate 60
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percent reduction in worldwide carbon dioxide emis-
sionsto try to prevent it.52)

Perhaps of even greater significanceisthe continuous
and profound distrust of science and technology that the
environmental movement displays. The environmental
movement maintai nsthat science and technology cannot
be relied upon to build a safe atomic power plant, to
produce a pesticide that is safe, or even to bake aloaf of
bread that is safe, if that loaf of bread contains chemical
preservatives. When it comes to global warming, how-
ever, it turns out that there is one area in which the
environmental movement displaysthemost breathtaking
confidence in the reliability of science and technology,
an area in which, until recently, no one—not even the
staunchest supporters of science and technology—had
ever thought to assert very much confidence at all. The
one thing, the environmental movement holds, that sci-
ence and technology can do so well that we are entitled
to have unlimited confidence in them is forecast the
weather—for the next one hundred years!

It is, after all, supposedly on the basis of a weather
forecast that weare bei ng asked to abandon the Industrial
Revolution or, asit is euphemisticaly put, “to radically
and profoundly change the way in which we live"—to
our enormous material detriment. We are being asked to
begin with a curtailment of energy consumption suffi-
cient to achieve a global limitation on carbon dioxide
emissions, indeed, a curtailment sufficient to achieve an
immediate 60 percent reduction in such emissions. (It is
significant, of course, that any global limitation on car-
bon dioxide emissions, let alone a 60 percent reduction,
implies that the economic development, and hence in-
creased energy consumption, of the vast presently back-
ward regions of theworld would have to be accomplished
at the expense of the equivaently reduced energy con-
sumption of the more advanced countries.)

Very closely connected with the demand for reduced
carbon-dioxide emissions and energy consumption is
something elsethat might appear amazing. Thisconcerns
prudence and caution. As we have seen, no matter what
the assurances of scientistsand engineers, basedin every
detail on the best established laws of physics—about
backup systems, fail-safe systems, containment build-
ings as strong as U-boat pens, defensesin depth, and so
on—when it comes to atomic power, the environmental
movement isunwilling to gamble on the unborn children
of fifty generations hence being exposed to harmful
rediation. But on the strength of a weather forecast, it is
willing to wreck the economic system of the modern
world—to literally throw away industrid civilization.
(Any significant limitation on carbon dioxide emissions
would be utterly devastating, let alone the enormous
immediate reduction urged by that U.N. panel.)

The meaning of this insanity is that industrial civili-
zationisto bewrecked becausethisiswhat must be done
to avoid bad weather. All right, very bad weather. If we
destroy the energy base needed to produce and operate
the construction equipment required to build strong,
well-made, comfortable houses for hundreds of millions
of people, we shdl be safer from the wind and rain, the
environmental movement alleges, than if we retain and
enlarge that energy base. If we destroy our capacity to
produce and operate refrigerators and air conditioners,
we shall be better protected from hot weather than if we
retain and enlarge that capacity, the environmental move-
ment claims. If we destroy our capacity to produce and
operate tractors and harvesters, to can and freeze food,
to build and operate hospitalsand produce medicines, we
shall secure our food supply and our health better than if
we retain and enlarge that capacity, the environmental
movement asserts.

There isactually aremarkable new principleimplied
here, concerning how man can cope with his environ-
ment. Instead of our taking action upon nature, as we
have aways believed we must do, we shall henceforth
control the forces of nature more to our advantage by
means of our inaction. Indeed, if we do not act, no
significant threatening forces of nature will arise! The
threatening forces of nature are not the product of nature,
but of us! Thus speaks the environmental movement.

In answer tothisinsanity, it must be stressed that even
if global warming turned out to beafact, thefreecitizens
of an industrial civilization would have no great diffi-
culty in coping with it—that is, of course, if their ability
to use energy and to produce is not crippled by the
environmental movement and by government controls
otherwise inspired. The seeming difficulties of coping
with global warming, or any other large-scale change,
arise only when the problem isviewed from the perspec-
tive of government central planners.

It would be too great a problem for government bu-
reaucrats to handle (as is the production even of an
adequate supply of wheat or nails, as the experience of
the whole socialist world has so eloquently shown). But
it would certainly not betoo great aproblem for tensand
hundreds of millions of free, thinking individualsliving
under capitalism to solve. It would be solved by means
of each individual being free to decide how best to cope
with the particular aspects of global warming that af-
fected him.

Individuals would decide, on the basis of profit-and-
loss calculations, what changes they needed to make in
their businesses and in their personal lives, in order best
to adjust to the situation. They would decidewhereit was
now relatively more desirable to own land, locate farms
and businesses, and live and work, and where it was
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relatively less desirable, and what new comparative ad-
vantages each location had for the production of which
goods. Factories, stores, and housesall need replacement
sooner or later. In the face of a change in the relative
desirability of different locations, the pattern of replace-
ment would be different. Perhaps some replacements
would haveto be made sooner than otherwise. Tobesure,
some land values would fall and others would rise.
Whatever happened individual swould respond in away
that minimized their |osses and maximized their possible
gains.% The essentia thing they would require is the
freedom to serve their self-interests by buying land and
moving their businesses to the areas rendered relatively
moreattractive, and thefreedom to seek employment and
buy or rent housing in those areas.

Given thisfreedom, thetotality of the problem would
be overcome. This is because, under capitalism, the
actions of theindividud s, and the thinking and planning
behind those actions, are coordinated and harmonized by
the price system (as many former central planners of
Eastern Europe and the former Soviet Union have come
to learn).5* As aresult, the problem would be solved in
exactly the same way that tens and hundreds of millions
of free individuals have solved much greater problems,
such asredesigning the economic systemto deal with the
replacement of the horse by the automobile, the settle-
ment of the American West, and the release of the far
greater part of the labor of the economic system from
agriculture to industry.

Thisisnot to deny that important problems of adjust-
ment would exist if global warming did in fact come to
pass. But whatever they would be, they would al have
perfectly workable solutions. The most extreme case
would be that of the Maldive Islanders, in the Indian
Ocean, dl of whose land might disappear under water.
The population of the Maldive ISlands is less than two
hundred thousand people. In 1940, in a period of afew
days, Great Britain wasableto evacuateitsarmy of more
than three hundred thousand soldiers from the port of
Dunkirk, under the threat of enemy gunfire. Surely, over
a period of decades, the opportunity for comfortable
resettlement could be arranged for the people of the
Maldives.

Even the prospective destruction of much of Holland,
if it could not be averted by the construction of greater
seawalls, could be dealt with by the very simple means
of the rest of Europe, and the United States and Canada,
extending the freedom of immigration to Dutch citizens.
If this were done, then in a relatively short time, the
economic losses suffered as the result of physical de-
struction in Holland would hardly be noticed, and |east
of al by most of the former Dutchmen.

For densely populated, impoverished countries with

low-lying coastal areas, like Bangladesh and Egypt, the
obvious solutionisfor those countriesto sweep away all
of the government corruption and underlying irrational
laws and customs that stand in the way of large-scae
foreign investment and thus of industrialization. Thisis
precisely what needs to be donein these countriesin any
case, with or without global warming, if their terrible
poverty and enormous mortality rates are to be over-
come. If they do this, then the physical loss of a portion
of their territory will not entail the death of anyone, and,
indeed, their standard of living will rapidly improve. If
they refuse to do this, then nothing but their own irratio-
nality should be blamed for their suffering. Thethreat of
global warming, if there is realy anything to it, should
propel theminto taking now theactionsthey should have
taken long ago.®®

Indeed, it would probably turn out that if the necessary
adjustments were allowed to be made, globa warming,
if it actually came, would prove highly beneficia to
mankind on net balance. For example, there is evidence
suggesting that it would postpone the onset of the next
ice age by athousand years or more and that the higher
level of carbon dioxide in the atmosphere, which is
supposed to cause the warming process, would be highly
beneficiad to agriculture by stimulating the growth of
vegetation.%6 Growing seasonstoo might be extended.5”

Furthermore, any lossof agricultural land, such asthat
whichis supposed to take placeinlow-lying areas asthe
result of higher sea levels, would be far more than
compensated for by vast quantities of newly useableland
in central Canadaand in Russia. In addition, therewould
bethemajor contribution made by the preceding clearing
of the Amazon and other jungles. (The clearing of these
jungles—not “tropical rain forests,” as they are euphe-
mistically called nowadays—and the concomitant elim-
ination of their poi sonoussnakesand other hostile beasts,
and replacement with farmsand ranches, isan enormous
boon from the point of view of human life and well-
being.%)

Whether global warming comes or not, it is certain
that nature itself will sooner or later produce major
changes in the climate. To deal with those changes and
virtually all other changes arising from whatever cause,
man absol utely requiresindividua freedom, science, and
technology. In aword, herequirestheindustria civiliza-
tion constituted by capitalism. What he does not require
isthethrottling of hisahility to act, by the environmental
movement. If it really were the case that the average
mean temperature of the world would rise afew degrees
in the next century as the result of the burning of fossil
fuels and of other modern industrial processes, the only
appropriate response would be along the lines of being
surethat more and better air conditionerswere available.
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(Similarly, if there were in fact to be some reduction in
the ozone layer, the appropriate response, to avoid the
additional cases of skin cancer that would allegedly
occur from exposure to more intense sunlight, would be
to be sure that there were more sunglasses, hats, and
sun-tan lotion available.) In absol utely no casewould the
appropriate response be to seek to throttle and destroy
industrid civilization. Primitive man, the ideal of the
environmentalists, was incapabl e of successfully coping
with climate changes. Modern man, thanks to industrial
civilization and capitalism, is capable of successfully
coping with climate changes. To do so, it isessential that
he ignore the environmentalists and not abandon the
intellectual and material heritagethat elevateshimabove
primitive man.

Why Economic Activity Necessarily Tendsto
Improve the Environment

Itisimportant to realize that when the environmental-
ists talk about destruction of the “environment” as the
result of economic activity, their claims are permeated
by the doctrine of intrinsic value. Thus, what they actu-
aly meanto avery great extent ismerely the destruction
of aleged intrinsic values in nature such as jungles,
deserts, rock formations, and animal species which are
either of no value to man or hostile to man. That istheir
concept of the“environment.” If, in contrast to the envi-
ronmentalists, one means by “environment” the sur-
roundings of man—the external material conditions of
human life—then it becomes clear that al of man's
productive activities have the inherent tendency to im-
prove his environment, indeed, that that i stheir essential
purpose.

Thisbecomesobviouswhen onerecallsthat theentire
world physically consists of nothing but chemical ee-
ments. Theseelementsare never destroyed. They simply
reappear in different combinations, in different propor-
tions, in different places. Apart from what has been lost
in afew rockets, the quantity of every chemical e ement
in the world today is the same as it was before the
Industrial Revolution. The only difference is that, be-
cause of the Industrial Revolution, instead of lying dor-
mant, out of man’s control, the chemica elements have
been moved about, as never before, in such away asto
improve human life and well-being. For instance, some
part of the world'siron and copper has been moved from
the interior of the earth, where it was useless, to now
constitute buildings, bridges, automobiles, and amillion
and one other things of benefit to human life. Some part
of the world's carbon, oxygen, and hydrogen has been
separated from certain compounds and recombined in
others, in the process releasing energy to heat and light
homes, power industriadl machinery, automobiles, air-

planes, ships, and railroad trains, and in countless other
ways serve human life. It follows that insofar as man's
environment consists of the chemica elements iron,
copper, carbon, oxygen, and hydrogen, and his produc-
tive activity makes them useful to himself in these ways,
his environment is correspondingly improved.

All that all of man’s productive activities fundamen-
taly consist of is the rearrangement of nature-given
chemical e ements for the purpose of making them stand
in amore useful relationship to himself—that is, for the
purpose of improving his environment.

Consider further examples. To live, man needs to be
able to move his person and his goods from place to
place. If an untamed forest stands in his way, such
movement is difficult or impossible. It represents an
improvement in his environment, therefore, when man
moves the chemical elementsthat constitute some of the
trees of the forest somewhere else and lays down the
chemical elements brought from somewhere elseto con-
stitute a road. It is an improvement in his environment
when man builds bridges, digs cands, opens mines,
clears land, constructs factories and houses, or does
anything else that represents an improvement in the
external, material conditions of his life. All of these
things represent an improvement in man’'s material sur-
roundings—his environment. All of them represent the
rearrangement of nature’'s elementsin away that makes
them stand in a more useful relationship to human life
and well-being.

Thus, all of economic activity has asits sole purpose
the improvement of the environment—it aims exclu-
sively at the improvement of the external, materia con-
ditions of human life. Production and economic activity
are precisely the means by which man adapts his envi-
ronment to himself and thereby improvesit.

So much for the environmentdists claims about man’'s
destruction of the environment. Only from the perspec-
tive of the alleged intrinsic value of nature and the
nonvalue of man, can man’'s improvement of his envi-
ronment be termed destruction of the environment.

The environmentalists' claims about the impending
destruction of the “planet” are entirely the result of the
influence of the intrinsic value doctrine. What the envi-
ronmentalists are actually afraid of isnot that the planet
or itsability to support human life will be destroyed, but
that the increase in its ability to support human life will
destroy its still extensively existing “wildness.” They
cannot bear the thought of the earth becoming fully
subject to man’s control, with its jungles and deserts
replaced by farms, pastures, and forests planted by man,
as man wills. They cannot bear the thought of the earth
becoming man’s garden. In the words of McKibben,
“The problem is that nature, the independent force that
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has surrounded us since our earliest days, cannot coexist
with our numbers and our habits. We may well be ableto
create a world that can support our humbers and our
habits, but it will be an artificia world. . . .”©°

The influence of the doctrine of intrinsic value and of
itsimplicit hatred of mankind is present in the usage of
the very word pollution. More and more, “pollution” is
used to mean any changein the state of nature caused by
man. It isonly from this perspective that one can label as
“pollution” such things as the possible changes in the
chemical composition of the earth’s atmosphere which
may result as the by-product of man’s productive activ-
ity. Consider. Somewhat more carbon dioxide in the
atmosphere or less ozone in the stratosphere (assuming
these things were in fact the result of human productive
activity) does not make the atmosphere dirty. It merely
makes it somewhat different, requiring a somewhet differ-
ent response on the part of human beings in order most
efficiently to adapt to their environment. It isof aradically
different character from pollutionin thelegitimate sense of,
say, the discharge of human fecal materia into drinking
water. |ts being subsumed under the concept of “pollution”
srves asavehicle to attack productive activity.

Closely related to the misuse of the word pollution is
the practice of describing the chemical emissionsintothe
atmosphereentailed inindustrial production, asusingthe
atmosphere as “a garbage dump.” The meaning of the
word “garbage,” according to The American College
Dictionary, is “1. refuse animal and vegetable matter
from a kitchen. 2. any foul refuse; vile or worthless
matter.” To use the term to describe chemical emissions
is an unwarranted extension of the term having no other
purposethan to attack productive activity and man’slife.
Ironically, garbageis precisdly that allegedly good “bio-
degradable” material the environmentalists are so fond
of. A further irony is that precisely when human beings
eliminate garbage, by burning it and thus reducing it to
mere carbon and gases, they are denounced for dumping
garbage—into the atmosphere.

Like the use of the word concupiscence in an earlier
age to describe sexual desire, the use of the word pollu-
tion to describe essential aspects of the productive activ-
ities of an industrial society represents an attempt to
defame an entirely proper human capacity by means of
using an evil sounding name for it.

3. TheCoallectivist Bias of Environmentalism

As| have said, the ecology movement could not have
nearly the following and the influenceit doesif itsbasic
ethical perspective were known. Thus, most of the time
it assertsthat it actual ly hasthewel fareof peoplein mind,
and that it is in the name of human well-being that it

attackstechnology and economic progress. When it does
this, it proceeds as though despite all the best efforts of
sientigts, engineers, and businessmen to improve human
lifeand well-being they systematically fail, at least inthe
long run. Here, asin the case of alleged globa warming,
the movement apparently claims to be able to see from
the vantage point of its alegedly superior wisdom that
the true road to human well-being requires that mankind
not attempt to travel the road to well-being—that it
renounce action based on science and technology. Only
then, allegedly, by virtue of its renunciation of such
activity, and by virtue of itsinaction, will mankind avoid
self-destruction.

In proceeding in this way, the ecology movement
adopts the tactic of taking for granted dl the benefits of
economic activity and proceeds as though they existed
independently of such activity. It then concentratesall of
its attention on a few relatively minor phenomena of a
negative kind that it traces to economic activity and that
it regards asthe sum and substance of such activity, such
asthe emission of certain chemicalsinto the atmosphere
and the consequent creation of smog or, more recently,
aleged globa warming. Thus, for example, it treats
automobiles and power plants as though they were a
threat to human life and well-being rather than the enor-
mous source of improvement that they actually are. It
proceeds as though people could continue having effi-
cient transportation and eectric power and light while
being deprived of the meansrequired for their existence:
the oil fields, pipelines, and power plants whose con-
struction it fights tooth and nail.

In this process, the ecology movement refersto “ con-
servation” asthough it were somekind of magicad method
of achieving radical reductions in energy use without
sacrifice. It claims, for example, that the loss of millions
of barrels of oil per day can easily be offset by such
meansassi mply doubling the number of milesper gallon
obtained by the average automobile Americansdrive. (In
its view, evidently, people have up to now simply been
toofoolishtorealizethat they could get alongjust aswell
with automobilesthat would cut their cost of fuel in half.
Or, alegedly, if the buyers of cars have realized it, each
and every manufacturer and potential manufacturer of
automobiles has been too foolish to realize the enormous
competitive advantage he would enjoy by meeting the
public’'s demand for such fuel-efficient cars. Or, if the
manufacturers have realized it, they have not provided
such cars, because each and every automobile manufac-
turer and potential automobile manufactureis allegedly
part of a “monopolistic conspiracy” or otherwise just
arbitrarily refuses to provide the market with such cars.
In this way, the environmental movement contemptu-
oudly dismisses as of no significance such differencesin
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automobiles as size, weight, and power of acceleration,
andthepublic’sdemongtrated preferencefor larger, heavier,
and more powerful automobilesthat obtainfewer miles per
galon, over smaller, lighter, less powerful automobiles
that obtain more miles per gallon.)

In its masquerade as fighter for human welfare, the
technique of the ecology movement consists of an appeal
tocollectivismand hysterig, inorder to createtheimpres-
sion of an overthrow of the harmony-of-interests doctrine
of classica economics and the existence of a conflict of
interests between the individual and the rest of society.

Thetruth is that the necessary tendency of economic
activity to improve the environment, which was de-
scribed at the end of the preceding section, ispowerfully
reinforced by the existence of freedom and free ex-
change. Freedom and free exchange create an inherent
harmony of the rational self-interests of people. When
the actions of individuals are free and do not represent
the use of force, their effect is necessarily to benefit
everyone involved. Thisis because each individual acts
tobenefit himself and must at the sametime benefit those
whose cooperation is to be secured, or else he will not
receiveit. In addition, no one standing outside the trans-
action can be harmed, because any evidence of harm to
the person or property of othersisgroundsto prohibit the
action as an act of force and violation of freedom. For
example, under freedom, if | decide to construct abuild-
ing, | do so because | judge that | can serve my own
interestsby doing so. Atthesametime, | canfindworkers
and suppliers to help me build it and a buyer or tenants
to use it, only by making it to the self-interest of all of
these parties to deal with me. In addition, the construc-
tion of my building must not endanger other, surrounding
buildings or passershy; if it does, | am guilty of an
initiation of physical force against the property or per-
sons of others, and thus grounds exist to stop me. As a
result, the inherent tendency of my action isto produce
improvement for others aswell asmyself, and thereby to
improve general well-being.

Thestock intrade of the ecologi sts, however, istofind
cases in which perceptible negative consequences to
others appear when the actions of large numbers of
individuals are cumulated, and then incredibly to exag-
gerate the importance of those negatives by techniques
of hysteria, in the process obliterating all concern for the
rights and responsibilities of individuas. The ecol ogists
conclude by arguing that noindividual should beallowed
to act without first proving that his action will have no
adverse “impact” on the “ environment.”

Thus, for exampl e, ecologists consider such phenom-
ena as the clearing of large areas of land for the estab-
lishment of farms. Such clearing of land may sometimes
havethe effect of raising thewater level downstreamand

thereby causing flooding, asallegedly occurred alongthe
Mississippi River as the result of the settlement of the
Midwest. Likewise, they consider the fact that the move-
ment of large numbers of people into the same area may
result intraffic congestion. And in exactly the sameway,
they consider the effects of hundreds of millions or
billions of people burning fossil fuels, using CFCs, and
so on, which actions allegedly result in global warming
and ozone depletion.

In their treatment of all such cases, the ecologists
show themselves to be collectivists. They are prepared
to hold individuals responsible for negative effects that
are not the responsibility of individuals quaindividuals,
that is, for negative effects which are not caused by any
individual, but which are the result of the combined
actions of the members of the group to which the indi-
vidua belongs. Such negative effects, not being the
responsibility of any individual, should properly be re-
garded astheequivalent of actsof nature, and individuals
should bel&ft free to respond to them in the way most to
their advantage. Instead, the ecol ogists seek to paralyze
the individual by harnessing him to the collective—to
prohibit him from acting in @l casesin which noticeable
negative consequences flow from the actions of the
collective to which he belongs. And then, of course,
instead of allowing the negative effects to be dedt with
by the free actions of individuals, the ecologists can see
no other solution than that of collective action, in the
form of government planning.

In such cases, the ecologists mistakenly assume that
they have the right to prohibit the actions they find
displeasing. Actually, however, they do not. Thefact that
the separate, independent actions of vast numbers of
people may result in significant negative consequences
to someone by virtue of their cumulative effect issimply
not the responsibility of any of the individuals con-
cerned. It should not beabasi sfor prohibiting hisactions.
To prohibit the action of an individua in such a case is
to hold him responsible for something for which he is
simply not in fact responsible. It is exactly the same in
principle as punishing him for something he did not do.

The harm that results from the cumulative actions of
the whole category of individuals, without any of the
individuals quaindividuals being responsible, should, as
| say, be regarded as having the same status as harm
caused by acts of nature. That is, such phenomena as
floodsdownstream possibly resulting from the actions of
tens or hundreds of thousands of separately acting indi-
viduds, each of whom as an individua causes no per-
ceptible harm to anyone, should be regarded in exactly
the sameway asfloodsthat result when few or no human
beings are present upstream. Exactly the same is true of
the similar phenomena, or aleged phenomena, of global
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warming, ozone depletion, and acid rain. As the result,
or alleged result, of the actions of vast numbers of
individuals, each of whom hasno individua responsibil-
ity for them, they should be regarded in exactly the same
way as one would regard global warming, ozone deple-
tion, or &cid rain existing totally apart from modern
economic activity. That is, they should be regarded as
phenomena of nature, for which no individual human
being is responsible and to which individual human
beings must be left free to respond.

Thosewho areadversely affected in such cases should
not blame anyone, but should simply be |eft freeto take
steps to protect themselves by engaging in the appropri-
ateform of productiveactivity. Inthe case of downstream
flooding, this might consist of building dikes or flood-
control channels; in the case of traffic congestion, it
might consist of building more roads, or moving else-
where.”0 Thekind of responsesappropriatetothealleged
cases of global warming, ozone depletion, and acid rain
have already been explained, in the preceding section.
The all-encompassing appropriate answer to the ecolo-
gistsin all the cases they bring forward of thiskind is
simply that under capitalism, man will dea with the
negative forces of nature resulting as by-products of his
own activity in precisely the same successful way that he
regularly deals with the primary forces of nature.

Furthermore, it must never be forgotten that the harm
done in these cases is necessarily minuscule in compar-
ison with the good achieved. The ecologists use the
technique of weighing the full harm against the actions
of eachindividual alone. For example, they argue that an
individual farmer should not be allowed to clear hisland
becauseif hundreds of thousands do so, flooding may be
caused downstream. The fact is, the individua farmer
accomplishes a substantial amount of good and no per-
ceptible damage. If one wants to look at the damage
caused by all the farmers together, it must be compared
with the enormous good accomplished by all the farmers
together.

The development of the Midwest, for example, obvi-
oudly represented afar greater gainto virtually everyone
than the occasiona greater flooding in the New Orleans
area, which may have been itsresult, represented aloss.
(It represented again even to the peoplewho lived in the
areas subject to occasional greater flooding.) Yet the
logic of the environmental movement, had it been pres-
ent and guided government policy in the nineteenth
century, could well have prohibited the development of
the Midwest and required the American peopleto remain
bottled up behind the Appalachian Mountains. (One can
easily imagine anineteenth-century campaign of ecolog-
ical hysteria centering not only on the fear of such
alegedly horrifying results as higher flood levels along

the Mississippi, but also on the pollution of many rivers
and lakes, and on the disturbance of the habitat of thisor
that species. The impending near extinction of the buf-
falo would probably have been considered sufficient by
itself to stop the settlement of the Midwest, if the envi-
ronmental movement had existed at the time.)

Precisely the same principles apply to the cases of
global warming, ozone depletion, and acid rain. Each
individual who usesan automobile, electricity, and soon,
derives immense benefits from doing so and causes
absolutely no perceptible harm to anyone. The same is
true of the manufacturers of automobilesand is probably
true even of the very largest individua electric utilities
and chemical companies, in connectionwith thecreation
of acid rain. The prohibition or curtailment of such
activities for the sake of preventing global warming,
ozone depletion, or acid rain is fully comparable to
prohibiting or curtailing the devel opment of the Midwest
for the sake of preventing floodsat New Orleans. Itisthe
attempt to stop production and its immense benefits for
the sake of avoiding the relatively minuscule negative
effectsof the by-productsof production. Itiscomparable
to prohibiting the use of machinery and the achievement
of all itsbenefitsfor the sake of avoiding such athing as
short-run technological unemployment.

Of coursg, it is possible in productive processes for
individual producers to cause perceptible negative ef-
fects on others. Even if thisis not so in the case of acid
rain, it was certainly so in the days when power plants
and steel mills generated large quantities of soot which
fell in the surrounding territory, and which the very tall
government-mandated smokestacks that result in acid
rain were designed to overcome.

In such cases, an important principle is that of who
holds prior established rights. For example, if asteel mill
begins operations in the open countryside, where the
surrounding land is simply unused, and the landowners
make no complaint over a period of several years or
more, it appears reasonable to say that the steel mill
acquires aright to continue its operations. The same, of
course, would certainly be true if the steel mill made a
mutually agreeable payment to the owners of the sur-
rounding land as compensation for the negative effects
of its operations. In either case, the price a which the
surrounding land sellswould tend to be cheaper in reflec-
tion of the negative consequences caused by the exis-
tence of the nearby steel mill. On the basis of such
condderations, the owners of the surrounding land would
have no judtifiable basisfor complaint. Justifiable grounds
for complaint exist in cases in which an action of a
producer creates some new negative effect, which has
not become an established right, and which was not
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reflected in the price that the present owners of the
surrounding land paid for it. In such cases, the only
proper way in which the producer can proceed is by
buying the right to do so from the owners of the affected
surrounding land.”®

In the absence of modern technology, the existence
of densely populated areas necessitates considerable,
individually perceptible mutual impositions by the
inhabitants on the health, cleanliness, and property of
one another. In the absence of low-cost iron and steel
pipe, for example, there is virtually no aternative to
using the open streets as sewers. I n the absence of the
automobile, there is no alternative to the streets being
filled with horse droppings. In the absence of heating
oil, natural gas, and electric power, thereisno alterna-
tiveto the soot produced by wood or coal-burning fires
which falls on neighboring properties as well as on
one’sown.

If people are to live in towns and cities in such
circumstances, they must put up with such problems.
However, thanks to economic progress, it becomes eco-
nomically and financially feasible to reduce the extent of
these impositions. This comes about as the result of the
continua widening of technological aternatives, reduc-
tionsin cost, and fall in prices relative to incomes that
economic progressrepresents.’2 It isin thisspirit that one
should fundamentally understand such public health mea-
sures as the requirement of sewer hookups as a precon-
dition to housing construction. It isin this spirit that one
should understand such measures asthecity of London’s
requiring some years ago the gradual replacement of
coal-burning furnaces with natural gas and electric fur-
naces. Measures of this kind, though they were better
carried out by organs other than local governments,
namely, by associations of private property owners, are
consistent with the principle of individua rights. Fur-
thermore, they are fully in the spirit of economic prog-
ress. They thus have nothing in common with thekind of
measures characteristically advocated by the environ-
mental movement.

The ecol ogi sts employ the technique of confusing the
effects of the actions of specific individuals with effects
that can be caused only by cumulating the actionsof large
numbers of individuals to downplay the importance of
positive individual contributions. For example, the Si-
erra Club has argued against government approval of the
search for oil in Northern Alaska on the grounds that if
oil were found there, it would represent only a 200-day
supply, whichistoolittletojustify the project, according
to the Sierra Club. In a mailing to its members, the
executive director of the Sierra Club declared:

Imagine! The supporters of drilling in the Refuge are

willing to ravage a fragile ecosystem. To build airfields,
pipelinesand roads where caribou, polar bears and wolves,
golden eagles, swans and snow geese make their home. To
destroy a wilderness—perhaps North America's greatest
wilderness—forever denying the right of future genera-
tionsto marvel at its majesty. And why. For a 19% chance
that they will find a 200-day supply of oi nr

Thus, if anindividual oil field succeedsin adding 200
days worth of ail to the world supply, it isallegedly too
small to beworth developing. Presumably, each ail field
must be capable of dramatically increasing the entire
world’s supply—adding at least severa years worth all
by itself—if it is to be alowed to be developed. The
implication of thispositionisthat no oneisto be allowed
to act unless his action al by itself can have absolutely
stupendous positive consequences, and is virtualy cer-
tain to achieve them. Since the world supply of anything
isamost aways produced by large numbers of produc-
ers, each of whom producesarelatively small percentage
of the total supply, the adoption of this standard easily
serves to prohibit increases in production by practically
every private individual or firm.

The leadership of the Sierra Club almost certainly
knows that a 19 percent chance of finding oil is almost
four times the chance that is present in most exploratory
effortsand that oil inthe areaconcerned isactually found
seeping out of the ground. It is not so illogical as seri-
oudly to believe that roads and pipelines would be con-
structed without definite proof having first been obtained
that substantial quantities of oil were actually present in
theregion. Nor isit soillogical asto believe that future
generationswill beabletogoand marvel at the* majesty”
of the area without the benefit of roads and airfields to
bring them to it (that is, if the area were not a frozen
barren desert and thus actually had majesty worth trav-
elling to see). And the Sierra Club is almost certainly
capableof realizingthat if, asmight be expected, thefield
contributed to production over a 20-year period and
added just a 10-day supply to the otherwise existing
supply of oil in each of those years, that would represent
an almost 3 percent increase in theworld supply of ail in
each of thoseyears. It is capable of realizing that such an
increase in supply is approximately equal to the reduc-
tion in supply caused by Irag’'s invasion of Kuwait and
the consequent embargo imposed against Irag, and that
it would likely have as much effect in reducing the price
of oil asthelragi invasionhadinincreasingit. The Sierra
Club’s leadership undoubtedly is aware of all of these
things.

Nevertheless, it attempts to triviaize the importance
of the project by setting an impossible standard of what
must beproducedin order for the project to beconsidered
worthwhile.”* Having triviaized the project in thisway,
it can then rank the project below the aleged value of
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maintaining absolutely undisturbed the wildlife in the
region and the existing state of the mere ground itself, to
neither of which anyone attaches any actua vaue.

Thus amajor technique of the environmentalistsisto
confuse the individual with the collective—to hold the
individual responsible for the negative effects resulting
from the actions of the whole category of individuals to
which he bel ongs and to demand that his positive actions
be on a scae great enough dramatically to benefit the
whole of society.

Confusion of the individual with the collective, in-
deed, of theindividual with the cosmic, ispresent dsoin
the environmentalists' scare tactics. For example, Carl
Sagan writes: “ The typical temperature difference aver-
aged over the whole world between an ice age and an
interglacial isonly 3° to 6'C (equivalent to 5°F to 11°F).
This should immediately sound an alarm: A temperature
change of only afew degrees can be seriousbusiness.”

Of course, Dr. Sagan and every housewife knows how
easy itisto bring apot of water toaboil, let dlonetoraise
itstemperature by amere few degrees. On thisbasis, he
apparently believes that raising the temperature of the
hundreds of millions of cubic miles of the earth’s atmo-
sphere and oceans and thus the surface of thewhole earth
afew degreesisacomparably easy matter, whichwe are
readily capable of doingif wedo not employ himand his
colleagues to take charge of our lives.

Indeed, as should now be clear, the mentality of
collectivism permeates environmentalism. It contributes
to the notion of a “fragility of nature” in al of its
immensity comparable to the fragility of anindividua’s
possessions or an individual’s life. As we have seen, it
playsavital rolein the existence of the belief that there
isan “environmental crisis,” in projecting that only in-
competent governmental action is available to deal with
the changing environmental conditionsallegedly caused
by man’s productive activities, and not the intelligent
actions of individual human beings. That is, it istotally
ignorant of the intelligent actions of individuals coordi-
nated by the price system, as the means of solving such
problems. Indeed, the very notion of an “environmental
crisis’ is the result of a preexisting mentality of collec-
tivism. If not for the prevalence of the mentality of
collectivism, human productive activity would have gone
on just as smoothly and successfully as before, with
individuals being happily and legitimately unconcerned
with avoiding the effectsresulting from the actions of the
collectives of whichthey are membersand easily dealing
with such effects as and when they arose.

Environmentalism and Irrational Product Liability

Confusions—ingpired by collectivism—concerning the
responsibility of individualsalso arisein other important

areas, which may or may not be connected with en-
vironmentalism. Thus, for example, an individual crim-
inal isheld not to be responsible for his actions. Instead,
respongibility is held to lie with “society” and with other
individuals, who somehow convey negative socid atti-
tudesto suchindividuals, such aslack of respect for their
race or national origin.

Thefallacy of such misplaced responsibility ispresent
inthe case of product liability, when large manufacturers
who are aware that statistically so many accidents of a
certain kind will occur per hundred thousand or million
units of their product are held to be moraly responsible
for those accidents, especialy if it is possible to take
steps to prevent or mitigate them and they do not do so.
To illustrate the logic of this view, one might imagine a
fruit company that imports tens or hundreds of millions
of bananas. Some percentage of the peels from these
bananas will end up in places where people can dlip on
them and suffer seriousinjury. Never mind who thought-
lesdly threw away the banana peels or who was respon-
sible for watching where he walked. If it is known that
statistically one person will break his neck or arm asthe
result of every X million bananas imported, the logic of
this view implies that the fruit company somehow has
responsibility for the injuries people suffer as the result
of dipping on banana pedls. (Presumably, it should be
obliged to work on anonskid banana peel.)

While the example of banana peels may seem far-
fetched, because no one has gotten around to bringing
suit on thisbasis, it is difficult to distinguish thelogic of
it from cases which have been brought and won by the
plaintiffs. For example, the Ford Motor Company was
held responsible for the fact that in a certain category of
collision thefuel tank of its Pinto automobile was appar-
ently capable of exploding. On this view, the responsi-
bility of the individual(s) who caused the accident was
dropped from view, and it was assumed that because
statistically there could be a certain percentage of such
accidents, the manufacturer was responsible: he aleg-
edly should not only have known about such a statistical
probability but also havetaken stepssothat peoplewould
not suffer such grave injury in the accidents for which
somehow none of them allegedly bore responsibility.

Thelogic of holding an individual responsiblefor the
actions of othersis also present in legislation requiring
soft-drink manufacturers to charge return deposits on
cans and bottles, which they would normally not seek to
have returned and on which, therefore, they would not
charge such deposits. The manufacturers are viewed as
responsible for the actions of their customers, who sim-
ply leave the cans or bottles lying on the ground.

The effect of imposing such wrongly increased liabil-
ity on producersistoincrease costsand pricesfor every-
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one. And because of the grave uncertainties created
wherever the sumsin question are substantial , to prevent
the introduction of new products, and sometimes, asin
the case of the manufacture of small private airplanes,
cause even the discontinuation of existing products. Ir-
rational product liability isan important aly of the ecol-
ogy movement inits campai gn to end economic progress
and reduce the standard of living.

Environmentalism and the Exter nalities Doctrine

The influence of the environmental movement has
been promoted in the science of economics by a perni-
ciousdoctrine known asthetheory of “externa costsand
benefits’ or, sometimes, simply the theory of “external-
ities” /6

The externalities doctrine must be understood against
the background of the fact that economistsrealized early
that the pattern of spending adopted by consumers deter-
mines the pattern of spending adopted by businessmen,
whose products must sooner or later serve to satisfy
consumers. They saw, for example, that if consumers
spent more money for shirtsand lessfor shoes, business-
men would beimpelled to spend more money in produc-
ing shirts and less in producing shoes. The economists
recognized in thisthe operation of a profoundly benevo-
lent principle enabling people to obtain what they wanted
by virtue of the waysin which they spent their money.

The supporters of the externalities doctrine are not
satisfied with the fact that the spending pattern of con-
sumers determines the spending pattern of businessmen.
They add thefurther arbitrary demand that theindividual
should be able to lay claim to compensation for all the
benefits his action causes to the rest of mankind and
should beliablefor all the costsit imposes on the rest of
mankind, even though the benefits and costsin question
are not subjects of purchase and sale in the normal
context of the individuals concerned. From the perspec-
tive of the externalitiesdoctrine, it isaflaw of capitalism
whenever an individual’'s action provides any kind of
benefits to others for which he is not compensated, or
imposes any kind of costs on others for which he does
not compensate them. It calls upon the government to
enter the scene and set matters right by deciding who
owes what to whom and then effecting the necessary
redistribution of wealth and income.

The alleged environmental damage caused by eco-
nomic progress is regarded as falling under the heading
of externa costs, and it isurged that thoseresponsible be
held liable for damages. For example, it is argued that
everyone whose car or factory emits any chemical into
the air should be made to pay a share of whatever
damages may be caused by the total volume of emissions
of that chemical.

It is believed by many economists, including some
who are usually staunch defenders of capitalism, that
many of the demands of the environmental movement
could be satisfied in thisway within the framework of a
capitaist society. They regard the demands of the exter-
nalitiesdoctrine asfully consistent with the principles of
capitalism, indeed, as representing a more-perfect im-
plementation of those principles. In their eyes, the de-
mand for compensation for all the benefits one causesis
merely the principle of being paid for one's work; the
demand for liability for al the costs one imposes on
others appearsto them as an implication of the principle
of accepting responsibility for one’s actions.

The externalities doctrine is a further confusion re-
specting the responsibilities of individuas. Even apart
from imposing responsibility on individuals for results
that individualsquaindividual s do not cause, the error of
the externalities doctrine is that it states matters far too
broadly. A moment’ sreflectionwill show that one should
not be compensated for all the benefits one causes, nor
be madeliable for all the costs one imposes. One should
be compensated only for those benefits one gives to
others which those othersfreely contract to receive. One
should be liable for damages to others only insofar as
one's action causes demonstrable physical harm to the
persons or property of specific, individual others.

The broader standard of the externalities doctrine is
an invitation to chaos and tyranny, for it opens the door
toall kinds of arbitrary claims. According to thelogic of
the doctrine, beautiful women and the owners of beauti-
ful homes and gardens should demand compensation for
the pleasure the appearance of their persons or property
brings to others without charge. Even the senders of
unsolicited merchandise through the mail should also be
able to demand compensation, if their merchandise con-
fersany benefit on the recipients. Indeed, on the basis of
the externalities doctrine, it is arguable that people are
liable for payment for all the benefits that now come to
them freely in the form of the work of all the inventors
and authors whose discoveries or creations are not digi-
ble for patent or copyright protection, starting with such
contributions as fire and the wheel. Whether or not these
payments are to be made to the descendants of the
inventors or innovators, to the government, or to some
other party, is a separate question. The principle holds
that payment must be made for benefits received.

Whatever it may hold about the specific claims of the
descendants of inventors and innovators, the doctrine
impliesthat every living inventor or innovator should be
prepared to meet demands for compensation by those
displaced by the competition he inaugurates. For exam-
ple, the doctrine implies that Henry Ford should have
been made to pay for the support of unemployed black-
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smiths and horse breeders, asthough thelatter had aright
to go onin their routine irrespective of Ford'simprove-
ments and irrespective of the voluntary choices of the
buyers of means of transportation.

Itisadistortion of sound principles and totally inap-
propriate to call for payment for every benefit bestowed
or to demand compensation for every cost imposed. Itis
in the nature of a division-of-labor, capitalist society to
bestow enormous benefits for which people do not have
to pay. Indeed, in such asociety perhaps 99.9 percent or
more of everyone's standard of living comes to him as
an “external benefit” provided by the thinking of others
past and present. It isaso in the nature of such a society
toimpose various costsof aminor and transitional nature
in the process of improving the methods of production
and raising the general standard of living. The external-
ities doctrine implicitly represents a two-pronged attack
on adivision-of-labor, capitalist society: itslogic would
deprive people of the benefits such asociety freely gives
them, by making them pay the equivalent of those bene-
fits. And, by making those who are the source of the
benefits bear unnecessary and unjust costsin the process
of bringing them about, it would operate to prevent the
achievement of the benefitsin the first place.””

There is no better place than this to observe that in
addition to being used in support of environmentalism,
the externalities doctrineis used as a fundamentd justifi-
cation for government activity beyond defense against the
initiation of physicd force. It is argued that insofar as
important benefits are obtainable without individuals
having to pay for them, a free market cannot function
successfully. A typical case advanced to illustrate this
claim is that of lighthouses, which, once they exist,
benefit al the ships passing in the night, whether the
ships' owners have helped to pay for the lighthouses or
not. It is argued that in this case, the possibility of
avoiding payment and getting by asa*“freerider” on the
strength of the contributions of otherswill resultin large
numbers of shipowners refusing to pay for lighthouses
and thus in either preventing their construction alto-
gether or making their construction and operation less
adequate. More broadly, as a generd principle, it is
argued that in such circumstances vita serviceswill not
be performed, or will be performed inadequately, be-
cause too many people will be hoping to take advantage
of a“freeride.”

The substance of the free-rider argument isthe gratu-
itousassumption that peoplelack sufficient rationality to
act in their own interest in cases in which they cannot
receive corresponding direct payment, and hence must
be forced to act in their own interest in such cases. The
clearest contradiction of this belief isthe success of the

activities carried on by countless private charities. In
their case, individual donors give without expecting to
receive any corresponding material payment, direct or
indirect. Althoughthefree-rider doctrine' ssupportersare
focused on such cases as lighthouses, the logic of the
doctrine implies that all charitable activities should be
performed by the government. The doctrine asoimplies
that in every case in which there are benefits of any
description which are not paid for, the government is to
beputinapositioninwhichit can demand ablank check,
since no one can actually determine what voluntary
payments made by the citizens on their own would be
“adequate.”

The truth is that private citizens are capable on their
own of providing for necessary activities for which it
may not be possible to arrange the norma system of
payment for goods or servicesreceived. Thisistrue even
in cases requiring the cooperation of millions of individ-
uas. There is no reason why in such cases individuals
could not agree to contributeto the financing of aproject
on a contingency basis, namely, on the basis of a suffi-
cient number of other individual s making the same pledge.
Whether it is a matter of a hundred ship owners con-
cerned with constructing a lighthouse or a million prop-
erty owners concerned with building a dam to prevent
flood damage (or perhapsinstalling catalytic converters
on their automobiles to reduce smog), there is no reason
why an arrangement could not be made whereby the
individual pledges his contribution on the condition of
an equa or otherwise comparable contribution being
pledged by a certain percentage of other such individu-
as. For example, the individual ship owner or property
owner might agree to pledge a definite sum on the
condition that haf or two-thirds of the other ship owners
or property owners made the same or a comparable
pledge. Only when it was established that the necessary
number of pledges had been made, would the pledges of
the various individuals become binding. In such cases,
there might be a class of free riders, but they would
certainly not stop the activity from proceeding. (To some
people, of course, such a procedure may appear cumber-
some. Neverthdless, itisaninsignificant price to pay for
maintaining consistent respect for the rights of the indi-
vidual.)

Finally, although the payment for agood or servicein
such circumstances might be less than it would be if
somehow the usual circumstance prevailed of receipt of
the benefit being directly contingent on payment being
made, it by no means follows that the amount of benefit
provided would be any less under private control than
under government control. Government is inherently
wasteful . Asaresult, it needsto spend much more money
than a private organization to provide the same amount
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of goodsor services. True, if it spendsstill morethanthat,
it may provide more of the good or service than would
be provided privately. But no objective basis exists for
showing that it should provide more. In fact, the one
outstanding objectivefact inthesituationisthatintaking
responsibility for activities beyond defense against the
initiation of force, the government does something it
should not do: namely, it initiates physical force against
people.’®

4. The Economic and Philosophic Significance of
Environmentalism

The American people must be made aware of what
environmentalism actually stands for and of what they
stand to lose, and have already lost in economic terms as
the result of its growing influence. They must be made
aware of the environmental movement’s responsibility
for the energy crisis and the accompanying high price of
oil and oil products, which isthe result of its systematic
and highly successful campaign against additional en-
ergy supplies.”® They must be made aware of its conse-
quent responsibility for the enrichment of Arab sheiksat
the expense of the impoverishment of hundreds of mil-
lions of people around the world, including many mil-
lionsherein the United States. They must be made aware
of itsrespongbility for the vastly increased wedlth, power,
and influence of terrorist governments in the Middle
East, stemming from the high price of ail it has caused,
and for the resulting need to send an American army to
the region. In the absence of the environmental move-
ment, the war in the Persian Gulf would not have been
necessary. For in that case, the Iragi dictator would not
have been able to achieve asignificant military build-up:
he would not have had the oil revenuesto financeit.

The American people must be made aware of how the
environmental movement has steadily made life more
difficult for them in prohibiting, or increasing the cost,
of one economic activity after another. They must be
shown how, as the result of its existence, people have
been prevented from taking such necessary and rela
tively simple actions as buil ding power plantsand roads,
extending airport runways, and even establishing new
garbage dumps. They must be shown how the history of
the environmental movement is a history of destruction:
of the atomic power industry; of oil fields, oil refineries,
and oil pipelines; of coa mines, of metal smelters and
steel mills; of the Johns Manville Company and the
ashestos industry; of logging companies, sawmills, and
paper mills; of cranberry growers and apple growers; of
tunafishermen—to name only those which comereadily
to mind. They must be shown how the environmental
movement has been the cause of the wanton violation of

private property rights and thereby of untold thousands
of acres of land not being developed for the benefit of
human beings, and thus of countlesshomes and factories
not being built. They must be shown how asthe result of
al the necessary actions it prohibits or makes more
expeng ve, the environmental movement has been amajor
cause of the marked deterioration in the conditions in
whichmost peoplenow must livetheir livesinthe United
States—that it is the cause of families earning less and
having to pay more, and, as a result, being deprived of
the ability to own their own home or evento get by at al
without having to work a good deal harder than used to
be necessary.

Ironically, while claiming to be concerned about the
“environmental impact” of everyone's actions, the envi-
ronmental movement is utterly unconcerned about the
economic impact of its own actions. It demands that
before human beings be allowed to act, they first prove
animpossibility: namely, that their actionswill bring no
harm to any species, indeed, any geologic rock forma
tion, anywhere on earth, for an indeterminately long
period of time. It itself, however, is to be free to act
without any concern whatever for the conseguences of
its actions on the lives and well-being of human beings.

The environmental movement does not care to know
that the rise in the price of oil and all other increasesin
the cost of living that it has brought about necessarily
have a negative impact on human hedth as well as on
happiness, and have actually cut short an undetermined
number of human lives. Thisisbecause asaconsequence
of having to meet higher costsof living, there are dlways
at least some peoplewho are put in the position of having
todowithout, or at | east postpone, such thingsasmedical
checkups and necessary repairs on their automobiles,
home heaters, or wiring systems, and who, because of
this, suffer injury or even death from illnesses or acci-
dents they might otherwise have avoided.

Thiskind of result isthe effect of all legislation which
increases costs. Such legidation always has negative
economic consequences which are not immediately ob-
vious. For it embraces the consegquences of millions of
people having to respond to some degree of straightening
of their financial circumstances and corresponding de-
clinein their standard of living.8°

Even more insidious, legidation that increases costs,
or in any way reduces economic efficiency, has acumu-
lative negative effect on the standard of living, which
results from the fact that it reduces the ability of the
economic system to accumulate and maintain capital.
This is the result of the vast diversion of capital from
normal, productive usesto usesrequired by law to bein
compliancewith theever swellingarray of “environmen-
tal” regulations—for example, the vast sums of capital
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that must be unnecessarily expended to remove ashestos
from buildings, to replace underground gasoline storage
tanks at service stations, or to prevent the escape of
ordinary chemical fumes from dry cleaning establish-
ments. Capital diverted in this way is drawn not only
from the production of consumers’ goods but aso from
the production of subsequent capital goods. This last
reduces the ability of the economic system to produce
more capital goodsthanit usesup in production and thus
its ability to increase the supply of capital goods, on
which depends its ability to increase production in the
future, including the future supply of capita goods.
Carried far enough, by means of enough wasteful and
destructive environmentalist regulations, the reduction
in the production of capital goods may be so great asto
make impossible even the replacement of the capital
goods used up in production. If that happens, the subse-
quent ability to produce declines, including the subse-
quent ability to produce capital goods.8!

In sum, the American people need to be shown how
the actual nature of the environmental movement is that
of avirulent pest, consistently coming between man and
the work he must do to sustain and improve hislife.

If and when such understanding develops on the part
of the American people, it will be possibleto accomplish
the appropriate remedy. Thiswould include the repea of
every law and regulaion in any way tainted by the
doctrine of intrinsic value, such as the endangered spe-
cies act. It would also include repeal of all legislation
requiring the banning of man-made chemicas merely
because astatistical correlation with cancer in laboratory
animals can be established when the chemicalsarefed to
theanimalsinmassive, inherently destructive doses. And
it would include abolition of the Environmental Protec-
tion Agency, which is one of the foremost practitioners
of pseudo-science in the United States today and the
leading instrument of the economic destruction that is
practiced in the name of environmentalism. The overrid-
ing purpose and nature of the remedy would be to break
the constricting grip of environmentalism and make it
possible for man to resume theincreasein hisproductive
powersin the United Statesintheremaining yearsof this
century and in the new century ahead.

As | will show in the remainder of this chapter, the
philosophic significance of environmentalism is more
profound than its economic significance, which is cer-
tainly great enough. Thecultural acceptance of adoctrine
as irrational as environmentalism makes clear that the
real problem of theindustrialized world is not “ environ-
mental pollution” but philosophical corruptionand mor-
al depravity.

As an indication of the depths of the depravity into

which contemporary society has fallen, | offer the fol-
lowing excerpt from a recent news story. | believe that
the actionsdescribed in thisnewsstory rival in absurdity,
and far exceed in viciousness, those described in the
ancient report that the Roman Emperor Caligula had
made his horse a member of the Roman senate.

A New York commodities dealer pleaded guilty in 