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Subjective Value Theory
and Government Interventlon
in the Labor Market B
by Don Bellante

Whatever the costs to society assoc1ated W1th the
‘massive federal government deficits of the 1980s, they
have brought a minor benefit. It is probably true that
- the presence of those deficits has slightly moderated

the tendency of public office holders and seekers to
- propose massive new spendmg programs. In the recent

_federal election, both major parties proposed a variety :
of new spending programs, but their approach was

more incremental than grand. We should have no illu-

sion that the share of government spendmg willas.a:
result shrink or even remain stable as a percentage of
total G.N.P. At best, we may for the time being return
to the “creeping socialism” of earher decades, rather
than a rebirth of massive social engineering projects of

the “Great Society” type. Of course, the basicincentives
of office seekers have not changed spending programs

~ buy votes, exp11c1t tax increases cost votes. Before in-
dexation of tax brackets economic _growth, and even
more so inflation, brought enormous revenue growth to -

the federal government without Congress having to

exphc1t1y raise tax rates. Even with indexation, recent
economic growth has increased tax revenues by sub-
stantial amounts: about $60 billion annually dunng ,

the 1980s and a }i;rOJecteef $74 billion annually over the
next five years.” Given the. tendency of the Federal

‘Government to spend an addxtxgnal $1.58 for every $1
it receives in additional taxes,

hoped for is moderation in the tendencies of Congress

- and the Administration toward soc1a1 engmeermg with

tax-dollars. .

We should therefore expect the unchanged incen-

tives of politicians to manifest themselves in an in-
creased tendency to seek votes through additional
regulations and the’ mandatlng of beneﬁts to votlng
blocks where the costs of these programs are borne
directly by the private sector. The “taxes” to pay for

these programs are very real, but are largely in the

form of higher costs of production passed on to-consum-

Jers, losses of job opportunities to the working public,

and reduced economic growth. We have already seen

some of this redirection of governmental effort in pro- |

posed or passed legislation in the form of ‘plant closing
laws, compulsory provision for maternal leave and for

“the best that can be

sAustrian Economics Newsletter

Professor Don Beliante

' chlld care, etc In short wé may experlence the death

and reversal of the deregulatlon movement, tentative

“as it was. Yet the reasoning behind the mandatmg of
- benefits is badly flawed. Such reasoning is most basi-
‘cally flawed in i

failure to recognize the subjective
nature of value and its implications for the functioning

- of labor markets in a free soc1ety Free market econo-

mists of all émhools can recognize some of the fallacy in

~the welfare state mentahty, but the subjective value
~ theoryof Austrian economics best highlights the broad-
_-est consequences of such misconceptions.

The Austrian -approach is most distinct from main-

@ystream economics in its thorough emphasis on the
individual decision maker as the focus of scientific
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In fact the U.S. has never had true free bankmg,
though it came close with the Suffolk system. As bank-
ing historian Bray Hammond has observed, the choice
of state and territorial governments early in this
~ country’s banking history was always between monop-
- oly-and prohibition—with no thought of laissez faire.
The “free banking” laws were an improvement upon
that early state of affairs in so far as they allowed for
free entry into the banking business. But entry was all
that was free, or nearly so. The same laws encumbered
the new banks with bond-collateral requirements for
note issue. These requirements were responsible for all
of the worst banking done during the free banking era,
though failure of the courts in certain places to enforce
the convertibility of bank notes was also to blame. Nor
did the evil effects of bond-collateral requirements end
during the Civil War, when state banks were forced out
of the note issue business. For the same requirements
were included in the National Bank Act, and were to be
responsible for the disastrous currency shortages and
financial panics of the late nineteenth century.

Modern day writers repeat the myth that the Na-

tional Banking System was set up “to unify the cur- -

rency.” Frankly, this is a bunch of malarkey, as anyone
who looks closely can discover. Had Salmon Chase, the
then Secretary of the Treasury, desired-only to unify
the currency, he could have created a national version
of the Suffolk System, which everyone at the time knew

was the best banking system around. But Chase was

not merely interested in “unity”: his job was to raise

money to pay for the war. That was why the National
¢ ‘Banks were created; and it is why they were required -

(as a condition for note issue) to buy the government’s
debt. It is also why a law was passed to snuff-out the
Suffolk System one year later, because the currency

issued by banks in that system was oo uniform and too .
well liked by the public, which meant that no one in
New England wanted to get a National Bank charter to :

help the government sell its bonds.

2. If free bankmg can work; why have 50 many ‘
countries set up central banks? : ,

This one is fairly easy. Thelr reasons have often
been the same as Salmon Chase’s reason for setting up

the National Banking system: those responsible
wanted to allow their governments to escape from the

confines of private, competitive finance. Look at the

history of monopoly banks of issue, and you will see
that they were established in many countries years

before Walter Bagehot or anyone else came up with any

broad public service for them to perform: It was up to
later generations of economists. to re-interpret. the

foundmg of these monopolies as a public-spirited effort

to improve monetary stability. The economists even
manage to do this in cases where they know that prior
experience with competltlve note 1ssue was not at all
unfavorable. :

George Clayton inan artmle on bankmg in Sweden :

notes that it had 28 note-issuing private banks in 1880.

- He then observes that “although this power to issue -

notes was used with such discretion that there were no
instances of default, the unfortunate consequences of

excessive note issues in other countries had not been
lost on the Swedish government. Consequently,” he
continues, “the sole right of issue was vested in the
central bank [the Riksbank] and enskilda banks were
given until 1904 to withdraw their own notes from
circulation.” (In R. S. Sayers, ed., Banking in Western
Europe [Oxford: Clarendon Press, 1962], p. 60.)

~ Not a whisper about the fact that the Swedish
government stood to gain several million kroner of
interest-free loans from doing this. Nor does Clayton

. attempt to explain why private banks did not overissue
~if they were able to do so. As for the “excessive issues”
~ of notes in other countries, Clayton does not say which
other countries, although his argument implies that

they must also have had competing banks of issue for
its conclusion to be valid. My guess is that Clayton is
thinking about the phoney “free banking” episode in
the U.S. But that his argument rests upon a misinter-

“pretation of history by other persons is no excuse: he is

still in the position of someone who, having just seen a

‘black swan, still insists that all swans are white be-

cause someone has reported a white swan.

Free banking does not require any
- special law or legislation; it is what

happens spontaneously when money

and banks are allowed to evolve free
of leglslatlve mterference.

‘Now that economists like Clayton have gone to
work reinterpreting the past, it is no longer true that

‘central banks are established solely for reasons of gov-
~ernment finance. Since the World War II, for example,
_-newly independent countries set out at once to create

their own central banks of issue. But by then they were

- ~influenced just-as much by “expert” epinion, which held
- that a country could not. pursue any “scientific” mone-

tary policy without having a central bank, as by finan-
cial considerations, which led to many of the new
institutions being. involved in runaway 1nﬂat10n
shortly after they were estabhshed

3. Surely, if this is true, economists would have
defended free banking. So why didn’t they?
Some: did Adam Smith is routinely criticized for not

» having said more about the need to regulate money and
~banks. But Why should he have said more? After all,

Smith lived in-Scotland, and Scotland’s banking sys-

- tem, which was free from most of the restrictions that

are now held to be essential, worked well. What is

. really curious, then, is not that Smith did not call for

regulation of banks, but that he did call for some

“regulation, including the prohibition of small notes and

of-the option clause. Smith was wrong on both counts;

- ‘but his error is understandable since he happened to
“write the Wealth of Nations just as Scotland was having

its only really serious banking crisis. Perhaps if Smith

' “had waited a few years he would have eased off a bit.







merely cause a tempora
;followed by its redeposit
‘assuming the other bank:
of the wat"bank and refuse

in the usuaf

sort to the cla

been). But thi

free banks did precisely this on
‘invoked an “option clause”
wed the banks to delay -
,onths, provided
ders of the notes. .

' supply, and of
It tis really qulte ;

 be centrally |
’t develop this way, 1

ave e‘ ed in complete







‘Menger was largely uninfluenced by ineteen ition by reasoned experiment within
century German economlcs In “Carl V on Eco- the k of t stlng soolal system Keynes
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the Phillips Curve. Professor JoSeph Salerno of ‘Pace uh |
 University connected poor-monetary theories and

world policy trends in “Keynesianism and World Infla-
tion.” Professor Hans-Hermann Hoppe of the Univer-

sity of Nevada, Las Vegas, engaged Keynesian
macroeconomics in a battle with the Misesian theoret-
ical framework in “Keynes vs. Mises.” Dr. David Gor-

don of the Ludwig von Mises Instltute presented, “The
Philosophical Foundations of Keynesianism,” showmg'
that much of the Keynes1an system flows from Keynes’s
own philosophical premises, based on the thought of his
mentor G. E. Moore. The final paper was by Professor -

Murray Rothbard, “Keynes the Man: Hero or Villain?”
Keynes'’s followers revered him as an almost godlike
figure; Rothbard examined Keyness life and found
something quite different.

Within the academy, there stlll remams a multltude : :
of Keynesian-oriented issues to discuss and 'yths 1o

clarify from an Austrian perspective.

 Institute’s conference on Keynes and Keyneslamsm”yf

made significant progress toward that end om

~“-Mises Universitt‘y»‘ o
at Stanford University
by Jeffrey A. Tucker

It was a mllestone for Austrlan mstructlonal confer-
ences. That was the consensus of those who took part
in the “Mises Umversnty,” the week-long teachlng sem-
inar on the Stanford University campus, July 8-15,
1989, sponsored by the O P. Alford Center of the: Lud-
wig von Mises Institut swe, scope, and structure,
“it. went -far beyond anythmg' ever attempted at an
Austrian conference. s ,

The 125 students
their- dlspcsal fO,’ :

“Mzses Umverszty” students began their week of classes with -
S Professor Rothbard 5 lecture on praxeology.

ﬂ‘dlscuss d the orlgms of the Federal Reserve System,
~the “mystery ‘of banking,” and the history of thought
_ from Aristotle to Arrow. Before his final speech on “The |-
Future of Austrlan Economics,” the students spontane-

~ously burst into-an extended round of applause. '

Robert- Batemarco of Marymount College is a new
name Wlth L A economlcs and his spec1alt1es

" 1cs—-—sub_1ects he spoke on durmg the week.

Walter Block, senior economist at the Fraser Insti- 4
te and co-editor of the Review of Austrian Economics,
is a critic of government intervention in all forms. He
spoke on neoclassica onomics, mterventlomsm reg-
. ulation, and the pro ects for privatization.

~ Williamson Evers a Hoover Institution national
fellow, spoke on the origins of classical liberalism and
on the prospects for East Bloc economic reform, and he
gave an advanced lecture on the philosophy of history.
; Roger Garnson of Auburn University and premier

Austrian business cycle theorist gave a series of lectures
starting from capital and interest and building up to

" competing trade cycle theories within neoclassical eco-

quests: This allowed studen
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ular professors.
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capabilities associated with it” (p. 21). This is what makes
the view that reason can construct social orders a “fatal
conceit” as “...custom and tradition stand befween instinct

Ko and reason—loglcally, psychologically, temporally” (p. 23).

Socialists, and others desirous of a purely “rational”
order, who would discard traditions painfully distilled
through the centuries thus risk discarding the very
props of the rationality sustaining the extended order
of four billion people. The alternative they offer to free
market capitalism may well be mass extinction and
impoverishment of those surviving.

Chapter one thus contains the gist of Hayek’s argu-

ment, leaving the rest of the book for a slight extensmn
of each of its major aspects.

Chapter two is a brief argument for the importance
of private property rights (which Hayek labels “several
property”) and contractual property transfer for the
growth of trading activities, and identifies their origin
and evolution in morals and tradition.

Chapter three argues that trade expansion was
enabled by the evolution of customs and rules and this
encouraged division of labor, population increase, more
division of labor, etc.—the whole process supported by

~ trade in commodities and information.

In chapter four, Aristotle and Descartes are identi-
fied as the progenitors of the belief that pure reason
can derive a successful morality and law that will
supplant tradition. Rousseau adds the conception of
liberty as the freedom to be guided by animal instinct
(fictionalized as “the will of the people”) to the assault
on tradition, and thus rationalism and “the general
will” unite “...to lead us back to a paradise wherein our
natural instincts rather than learnt restraints upon
them will enable us to subdue the world...

such a conception, although it was property rights that
made possible the extended order. ’

In chapter five, Hayek argues that neither trad1t1ona1
morals nor any conce1vable rationalist morality are ra-
tionally justifiable; however, traditional morality can be
“rationally” reconstructed through the kind of conjectural
history he has provided in previous chapters. Traditional
morality is thus justifiable by its fruits (functional-
ism)“modern civilization—and by no other criterion. It

sustains the extended order of human cooperation asno -

“rationally” constructed morality could because it is con-
sensual and successful, whereas the morality demanded

by rationalist scientism suffers from “a naive anthropo-
morphism” in its desire to impose a “just” and simple .
order on mankind. As Hayek puts it, “such demands for

justice are simply inappropriate to a naturalist evolution-
ary process” (p. 74), where the unintended consequences
of humanaction require a trial-and-error process of indi-
_vidual adaptation through markets.

‘Hayek argued, in chapter four, that intellectuals are
seduced by rationalism to be socialists because ratio-
nalism (and socialism) overvalues intelligence and reason.
Their demand for freedom in the rationalist/Rousseauian
sense is really a demandto destroy the traditions that create

7 (p. 99).
Private property becomes suspect as divisive under-

Gordon . . .

before a more populous society, e.g., China or India,
whose large population manifested their pursuit of the
correct Hayekian line.

But why should this now interest us? Hayek
purports to deal with the long-term trend of evolu-
tion. Except in special cases, e.g., the sudden adop-

“tion of “war communism,” he does not contend that

the members of society which fail to adopt Hayekian
policies will at once suffer bad consequences. Un-
less, then, one values the long-term survival of one’s
society, one can ignore Hayek’s view to one’s heart’s
content. Someone might well reply to Hayek, “In the
long run we are all dead.” Hayek’s supposed short
circuiting of ethics fails of its purpose.

Regardless of its bearing on ethics, Hayek’s view
of social evolution possesses considerable interest in
its own right. The problems confronting it have been
addressed in a comprehensive way by David Steele in
a recent article in the Journal of Libertarian Studies,
but I venture to add to Steele’s masterly treatment a
few points from a slightly different angle.

Let us consider for a moment the analogy on
which Hayek’s view of social evolution rests, the
process of biological change through Darwinian nat-
ural selection.- The extent to which this ingenious
mechanism operates cannot be settled a priori: we

must just look and see. And just because one can

conjure up an analogous process for “social evolution”
does not suffice to show that social evolution actually
operates. Hayek simply postulates but nowhere
shows that social change proceeds in a similar man-
ner to biological change.

Further, growth of population in absolute numbers
is not the essence of biological evolution. Differential
reproduction is the key to the theory: animals whose

" traits enable them to pass on proportionately more of

their genes than other members of their species are by
definition successful from the evolutionary point of
view. The total number of a given population in the
absence of comparison with rates of growth among

“evolutionary competitors tells us nothing.

Further, the Darwinist view does not contend that
selective advantage is the only reason for population

- growth. It is one factor among others: given suffi-

- cient time, evolutionists believe its effect will have

majorimportance. There is nothing in the evolution-

ary analogy that warrants one in identifying large
populations among human belngs as harbingers of
evolutlonary advance.

Hayek also wrongly takes for granted that if a society
replaces another group, the “winner” did so because it
was more socially advanced. No doubt superior technology
often does prove the decisive factor in social conflict; but
this by no means is always the case. In the fashion of the
Assyrian that came down like the wolf on the fold, one
society may overcome another simply by being more
ruthless. Hayek would have a difficult time peddling his
theory theory of social evolution to the citizens of Rome
in 476 A.D. or the inhabitants of Byzantium in 1453.
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and maintain civilization. In this chapter he opines that
intellectuals are attracted to central planning because
they resent being part of an impersonal process whose ends
are several, as well as unidentifiable to them personally. -

They refuse to concede the 1mposs1b1hty of a “_)ust scmety’ T

in their fatal conceit.

~ He goes on to argue in chapter six that 1nte11ectuals
especially disdain and suspect commercial and finan-

cial institutions in a market system because they in-
volve phys1ca1 processes and common knowledge in -

only minor respects. Their major contributions of in-
creasing value and organizing dispersed knowledge are
both difficult to understand and seemingly ¢ unfalr\

Chapter seven contains remarks on how inappro-
priate language contributes to anti-capitalism; chapter -
eight argues the reciprocity of extension of the market
and population growth; while chapter nine provides
observations on the key historical role of certain reli- -
gions as “guardians of tradition” beneficial to the ex-
~-gspecially the tradltlons,
of family and several property.

For me, the book suffers from two flaws. The first
is that it is far too brlef,for such a grand project. The .

editor characterizes it as.“a manifesto” and promisesa _

ghmpse of fragments of the longe: k, of which this
is a condensation, in volume X of the Collected Works:

Whether this ocecurs. or not, the manifesto itself rides
on the ocean of all Hayek’s lifework. Those who find the
book appealing will follow the references and thereby
complete the treatise it should have been.

The second flaw is less easﬂy dlsposed of, by
believe, less consequentlal to the main thrust of th
argument. This is Hayek’

tradition, or morality, and 1 nahty As Gray (1986,

-ch. 2) realizes, Hayek’s view implies a conflict be-

tween man as a “rule- followmg ammal” and man as

that do not h1nder or, even a1d that expansion I'his

allows Hayek to deny ‘any claim of “goodness” for
surviving rules and to say that he claims that merely

poverty and death may follow the dlscard of partlcu-"

Ly
mology and ‘ethics, the whole argument need not b

thrown out as well. Gray suggests the “economic ap- -
proach to social behavior” of Gary Becker as one alter-

native to Hayek’s particular natural selection

explanation of rules evelution. There are others, e.g., -
that provided by rational egoism, which suggest that
ain general accep-

individual life-enhancing:
tance for that reason, lead to alternations in therules

iew of the relation of '

framework, and consequently more successfully pmmote ~

Gordon .

After looking at the charivari Hayek has offered us in
the guise of a theory of social evolution, one cannot help
‘but recall Morris Cohen’s remark to a student: “In the -
 first place, you're wrong; and in the second place, even ifg
- you were right; so what?” |

Friedrich A. Hayek

Bostaph... , ; :

- general life enhancement—which is good. Stability of
the framework is desirable for it enhances calculation,
coordmatmn, and social cooperatlon——-whlch all indi-
rectly enhance the ab111ty of the individual to engage
in life-sustaining and -promoting activities. But the
life-enhancing characteristics of the rules framework

_are its key aspects and the key determinants of long-

“run change. Such a view grafted to the corpus of

- Hayek’s manifesto allows the conclusion that the

- customs and traditions that promote free-market cap-
* italism are not only necessary to support modern civi-
- lization, they are also good. :
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