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INTRODUCTION

by Fritz Machlup

It would be too ea,sy to say that "the author of this book needs no

introduction," and to proceed immediately to introducing the book itself.

It is not true, however, that introducing the author is altogether super-

fluous. There are people, even students of economics, who know littlt, or

nothing about Ludwig von Mises. And there are those who have erroneous,

or distorted knowledge, of him', acquired from superfic'ial hearsay or from

the teaching of ,unfriendly critics. There has been no scarcity 'of critics

of this most learned, highly original and unc!ompromising opponent of

~ocialism and government intervention in all its forms.

Introducing Mises to those who know ha,rdly anything about him and, at

the same time, to satisfy the admirers of Mises who may be interested to read

what I have to say about "the master," is not an easY,task. I shall simplify

it for myself by resorting to brevity. By sticking to bare outlines, I can

avoid trying to solve some fascinating puzzles in the life' of this great man.

Ludwig von Mises was born in 1881 in Lemberg, the capital of Galicia, a

state in the Austrian monarchy. He died, more than 92 years later, in 1973 in

New Yo~

~ises attended the Academic Gymnasium in Vienna. After graduation, in

1900, he enrolled at the Faculty of Law of the University of Vienna to study

both law and economics. His first book, published in 1902, was a monograph in

economic history, dealing with the development of manorial-peasant relations

•in Gal~cia,1772-l8~8. He received his degree' as doctor of law in 1906.
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The life story of our author can be conveniently divided into three

periods: his residence in' Vienna until 1934; his stay in Geneva, Switzer-

land, 1934-1940; and the final 33 years in New York. Each of these periods

can be characterized by the.ae,ademic posts he held, by the students whom he

inspired, and by t~e books he produced. The three academic institutions were

the Univ~rsity of Vienna, the University Institute for Advanced International

Studies in Geneva, arid New York ,University. In Vienna he was "extraordinary"

(unsalaried) professor, in Geneva he held the chair for international economic

relations, and i~ New York he was visiting professor at the Graduate School

of Business Administration.

An assiduous worker and prolific writer, Mises published 47 books, of

which 19 were first editions ~nd 28, were second editions or translations. This

introduction of the author should not be encumbered by a listing of all titles,

, O'~\!.,.

but it should not fail to state,which~I regard as the most important of his

writings. First and'foremost, his Theory of Money and Credit (first German

edition 1912, 2nd edition 1924; Engli'sh translation 1934, New English edition

1953), of which Lord Robbins said that he knew "few works which convey a more

profound impression of the logical unity and the power of modern economic

,analysis." If this book had been widely read and promptly understood, the world

might have been spared the disasters of hyperinflation and their social and

political consequences. Secondly, there is the essay on "Economic Calculation

in the Socialist Commonwealth" (first published as an article in German in

1920; English translation in a collective volume, 1935; republished 1963,

and 1966») which argued that a centrally planned economy without competitive

markets and market prices would be unable to engage in rational economic calcu-

lation. ' This theme is expanded and joined with many other issues of collectivism

and socialism in the book Socialism: An Economic and Sociological Analysis

(first German" edition 1922, 2nd edition 1932; English translation 1936,
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republished 1951 and 1959). The socialist economist Oskar Lange suggested

that a statue of Mises be erected in front of the planning office in gratitude

for his calling attention to the need for (actual or simulated) market prices

in a socialist state. 'Finally, Human Action: A Treatise on Economics

(published 1949.and republished 1966, almost '900 pages, expanding on a book

first published in German in 1940), a worko.f truly awesome scope and intellectual

range.

Where does Mises stand in the development of economics? As a native

Austrian and student at the' University of Vienna he took his place as a

representative of the Austrian school of ec~nomics. School, in this context,

does not refer to an academic institution but to a way of thinking, a technique

of analysis, a program of research. The'Austrian school of economics was

founded by Carl Menger, whose major works were published in 1871 and 1883. The

"second generation" consisted of Eugen von B8hm-Bawerk, Friedrich von vlieser,

and several others whose most important works were published before the turn

of the century. Ludwig von Mises was a student of B~hm-Bawerk, in whose

seminar one could'find several Austrians of the "third generation," who began

publishing during the first two decades of this century. The fourth generation

consists chiefly of members of the Mises seminar in Vienna, of whom Friedrich

von Hayek, a. winner of the Nobel,Memorial Prize in Economic Science, ,is best

known. Perhaps one may speak of a fifth 'generation of Austrian economists,

because a few years after Mises moved to the United States another Mises seminar

started in New YCk'k . ,Its members became adherents of Austrian, economics without

being Austrian by either origin' or residence; but they shared the major tenets

of the' school: a 5t~ong commitment to methodological individualism and
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subjectivism. This means; in a nutshell, that in the -explanation of economic

phenomena we have to go back to the actions, (or inaction) of individuals,

since groups or "collectives" cannot act except through the actions of individual

members; and that we have to go back to judgments 'and choices made by individuals

o~ the basis of ~hatever knOWledge they have or believe to have and whatever

expectations they entertain, regarding exter,nal developments and especially the

copsequences'of their own intended actions.

In the United States, the label "Austrian Economics" has come to imply a

,commitment to the, libertarian program. This was not so in the case of all

.'earlier generations of Austrian economists, some of whom were advocates of

governmental interventions and interferences which would be ruled 'out by Mises

an~ his students. if Mises is introduced here as a long-term leader of

Austrian Economics, it is important to stress that his mission was above all

the attainment and maintenance of individual freedom.

Ludwig von Mises was not a popular economist in any sense of the word.

His writing was not in a popul~r style --this book is a rare exception -- and

his views were unpopular with the majority of the people considered as the

intelligentsia. Mises fought interventionism; while almos.t everybody was in

favor of .some government· actions against the "evil" consequences of laissez-faire,

or at least in favor of 'public measures supporting this or that "deserving"

cause. Mises fought inflationism, while a large majority of people were con­
,4.t'l"f,\tnt..ltxl..d....

v~nced that, onlys eearS!eOaW8 expansion of money, credit, and governmental

budgets could secure prosperity, full employment, and economic growth. Mises

fought socialism in all its forms, while most intellectuals had written off

capitalism- as a'decaying system to be replaced, either peacefully pr by revolution,
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by socialism or communism. Mises fought coercive egalitarianism, while every

"high-minded" citizen thought that social justice required redistribution of

wealth and/or income. Mises fought violent and government-supported trade-

unionism, while progressive professors of political science represented increasing

union power as an essential ingredient of democracy. No wonder, then, that

interventionists, monetary expansionists, socialists, egalitaria~s, .and laborites

have disliked Mises, or even detested him.

The present book fully reflects the author's fundamental positions for

., ~/6oet.~ I: rY'"t14 ",ls .
which he was, and still is,.admired1~Afeviledby~~i~. In this series

.,t'

of six public lectures, delivered in Buenos Aires in 1959, Mises discusses some
I I , y ...

of the most important problems of our time~ the contrasting features of the

economic systems of capitalism, socialism, and interventionism; the evils of

inflation; the importance of capital formation and foreign investment; and

the links between ideas and pOlitics.l While each of the lectures can stand

alone as ah independent essay, the harmony of the series gives an aesthetic

pleasure similar to that' derived from looking at the architecture of a well-

designed edifice.

The first lecture.,· on "Capitalism," explains the author's notion of

consumers' sovereignty, based on the essential freedom of competition, under

which innovating entrepreneurs are~iven the right to serve the masses better

p
and more cheaply, and

-fu>,a.. d ,· d'as MarxApre 1cte --

miracles achieved by the free-market economy.

The second lecture, on "Socialism," begins with a discussion of the mean-

ing of economic freedom and the role of the free market in preserving intellectual
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and political freedom; and then offers interesting commentaries o~slavery,

class conflict, and socio-economic status. It proceeds to explain the meaning
M~ol.U1-

of planning, with the important distinction ~central planning and individual

planning, and the role of innovators, the "fools" who may get rich, but also

may lose their money. FinallYJMises comes to the problem which he had first

raised in 1920, the problem of economic calculation in a socialist system. A
SMc.J£.'

full exposition of this problem cannot possibly be given in a~ part of a

brief lecture, but some of his observations are most enlightening, for example,

w:hen he likens the modern socialists' schemes for "playing market" to children

"playing school" or to peace£time generals '~laying war."

The third lecture is on "Interventionism." A distinction s made between

a mixed economy, in which some enterprises or industries are owned and 9perated

by the government -- often at a loss, with the deficit financed by taxes -- and

interventionism, in which the government interferes with market processes.

"Intervention means that the government not only fails to protect the smooth

functioning of the market economy. but" ; interferes with the various market

phenomena: prices, wage rates, interest rates, and profits." Examples are

offered to show how governments' attempts to regulate prices have failed, from

the Roman Empire to the present. The explanation of how maximum-price regula­
r.u-e ~rt f:t.

tions~lead to shortages is so simple that one cannot understand how majorities

in the legislatures can be so blind and deaf that they continue to adhere to

the pOlicy of 'interfering with the markets.

The fourth lecture, on "Inflation," places proper emphasis on expansion

of the money supply and on. excesses in government expenditures)
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the t'Wo most potent factors in any large and protracted inflation,.. He
I

also shows, what most economists in our days fail to mention that there

is no such thing as a "price level".) Instead, there is a sequence of

increases of particular prices, some rising faster, others more slowly,

and a few perllaps not at all. This distortion of the price structure,

although beneficial to the sellers of the goods and services demanded

by the first spenders of the n~ly created money and by the recipients

of increased incomes, impoverishes the groups with relatively fixed

.incomes and, what is even more important,jit reduces productivity. The

worst consequences of inflation are induced inefficiency, reduced

capital formation, bad investments, and wasteful and ultimately ineffective

attempts to "slOw down" price increases by administrative controls and

interferences with the markets. Strangely enough, Mises is more optimistic

than one might have expected: he says that " inflation cannot last". In

some countries, unfortunately, it has been going on for several decades.

Perhaps it will not last forever, but the damage done has been and will

be enormous.

In his fifth lectUre, on ''Foreign Investment", Mises presents some

highly instructive lessons from economic history. He recounts how British

capital built the railroads on the European continent and established the

gas companies which provided the cities of Europe with artificial light.

The indust~ial development of the United States was likewise helped by

British capital. The British exchanged industrial equipment for bonds
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or stocks of American firms~ Mises regards foreign investment as "the

greatest historical event of the 19th century," and the examples which

support this view most impressively. Having made this point,

to show how the present policies make foreign investment

less and less attractive: developed countries penalize saving and restrict

capital exports; developing countries threaten nationalization and

,confiscation of foreign-owned assets and restrict the transfer of dividends
" ~

to the foreign investors. Again, Mises is optimistic regarding the

economic growth of the less developed countr~s, .but it is a guarded

optimism: it is conditional upon the adoption of policies that promot~

,formation of domestic capital and import of foreign capital.
I ,, ~

'lhe, sixth and last lecture is on "Politics and Ideas". 'As the title

indicates, the emphasis is less on economics and more on political and

social philosophy. Not that any esoteric philosophical problems are

'., .;' presented; the issues discussed concern the processes of policy ma.king
.' ,

in the large democracies, with their party systems, pressure groups,

political coalitions, and devotion to interventionism. Mises raises an

interesting question in connection with the decline and decay of the

Roman Empire that followed the currency inflation (by means of debasement

of coins), the consequent price inflation, and the attempts to halt

price inflation by means of price controls. He asks whether the nations

of our time are doomed to suffer the same consequences--decline, decaY.,

and collapse. His answer, onca again, is optimistic. He bases his hopes
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on the following argllIllent: In Roman timeS nobody doubted the government's

need to finance its expenditures by the debasement of currency and nobody

questioned the government's power to control prices, In our time, however,

we have professors and books arguing the pros and cons of economic

policy. Our current inflation can be attributed to the persuasive teachings

of academic economists, but increasing numbe~s of economists are recognizing

the fallacies of trying to improve economic 'conditions by creating more

money and controlling prices. Better ideas can replace the bad ones, and

" ,

this, Mlses is confident, will be done by ~e rising generation.

All through his'active life as a teacher and scholar, Mises was a

prophet of doom. Most of the time, unfortunately, he was right. In this

book we meet Mises the optimist, though perhaps an optimist only for

a distant future. Let us hope that he will be proved right also

in this unusual role.
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Since this book was written for a lay audience

in South America, it seems to me/as a non econ­

omist/much easier to follow than many of Lud­

wig von Mises more theoretical writings.

It was at the end of the year 1958 when Ludwig

von Mises was invited by Dr. Alberto Benegas­

Lynch for a series .. of lectures at the Univer­

sity of Buenos Aires, and I was asked to ac­

company him.

Dr. Benegas- Lynch was born 68 years ago in

Argentina. After having finished his studie~

he managed for thirty-five years the family

wine business, which his grandfather had

founded. During this time he became acqaint­

ed with my husband's books and his goal became

to spread the Ludwig von Mises philosophy of

freedom in his own country. He lectured all

over Argentina, in the United States and other



2

countries and he wrote numerous articles about

li~rty and freedom of the market. He belongs

to the Academy of Economic Science and to the MONT~-~-r-
\

PELERIN Society. Since 1958 he has been President

of the Center for Studies on Liberty and in that
.~

cap~city he invited Professor von Mises to Buenos

Aires to deliver th~ lecturesfhat follow in this

book. )

The lectures, delivered in English, were given

in the enormous lecture hall of the University.

In the neighboring two rooms his talks were sim-

ultaneously translated into Spanish and the stud-

ents listened with earphones. Later the English

tapes were transcribed by a Spanish speaking secre-

tary and I found the typed manuscript among my hus-

band's posthumous scripts. Reading the notes I

.remembered the singular enthusiasm with which the

audience had responded to those talks.-

We arrived in Argentina some months after Perron

had been forced to leave the country. He haa gov-

erned destructively and completely destroyed i'ts

economic foundation. His successor, Eduardo Leonardi,

was not much better.

These young people, who listened to my husband, did

not know much about freedom of the market or indi-



have dared to attack communism as my husband did,

LUDWTG von ~1ISES II If anyone in those times would,.,-==---
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/'
I

I
I

vidual freedom. As I

~( It-

wrote-\in MY .... 68~C My YEARS with

the police would have come in and taken hold of him

immediately, and the assembly would have been bro-

k.en up. II

Ludwig von Mises spoke without any restraint about

\\ Interventionism, Communism, Foreign Policies and the
\

dangers of dictatorship. The audience reacted as

if a window had been opened and fresh air allowed

to breeze through the rooms. He spoke without any

notes, As always, his thoughts were guided by just

a few words, written on a scrap of paper. He knew

saying.

this book - may illustrate the feeling

event - it has nothing to do with the

" 4 ....... ~

of the

My

his £ree days the rector

us for the opening of an

to him.

third day. On one of

University invited

his most
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arranged in one of their beauti-

The walls were covered with sket-

paintings; busts and sculptures were place~

taste on velvet covered stands. The

students, mong them the young artists, were gath-

looking at these talent-

the room. As we slowly walked

ed paintings and s ulptures, the students suddenly

through

ered in my husband and the Dean - I

between them

started to shout " Mises, bravo"
h

and accompanied thei shouts with r;rthmic clapping.

I stopped at sketches, a charm-

ingly simple lonely trees, a green

The next morning the deskporter calle

visitor. £ knock at the door revealed

see a

on our

told the Dean how

his students with

themselves, we

of hope and despair

e distance, a pale blue

student who had painted

had ~ired so much.

much we admired him for

sky••••• seemed to me to

such opportunities for expressi

left, accompanied by the sound 0

room telephone and asked whether we wo

and show great promise.

applause.

meadow, a small house in



Politely, in the fashion of all

Americans, he addressed

asked, whether he would

little sketch to me as

5

my husband and

to present that '\_=~-­

of Buenos Aires.

and this young man's response

dear to him. Today the

still hangs in our living room, as a remem-

in

Smilingly my husband The student bowed

and ~~pped package, containing

the e picture. I thought it was very

moving;., ~y h sband's words had touched something

Although my husband himself never visualized these

speeches as a book, I felt they contained so much

valuable material, so many thoughts important for

today and the future, they should not be lost •

.My only contribution has been to pull the senten­

ces together and take out the little words one uses

when talking informally. I have been very careful

to keep intact the meaning of every sentence, to

change nothing of the content, to preserve all the

expressions my husband often used and which are

familiar to his readers. If the attempt to trans­

form a speech into an essay has succeeded, it is

only due to the fact that, whenever I wrote a

------:-w---._ _._ .- _ ,~._ . ...



,

6

sentence, I heard his voice, I heard him talk.

He was alive to me, alive in how clearly he demon-

strated the evil and danger of too much government;

how comprehensibly and lucidly he described the dif-

ferences between dictatorship and interventionism;

with how much wit he talked about important his-

toric personalities, ( f. i. Madame de Pompadour,

page 000); with how few remarks he succeeded in mak-

ing bygone times come alive ( see England and the

Industrial Revolution, page 000.)

I want to use this opportunity to thank my good friend

George Koether for reading the manuscript for me. His
r--...

ed~orial experience and his understanding of my

husband's theories were a great help to this book.

I hope! these lectures will not only be read by schol­

ars and by my husgand's many admirers among non-~con-

(r;.(~'7\.k"tJ w/siJ
omists~~ ~ that the book will be made avail-

able to younger aUd~ces, in particular High School

and College students.

+

New York, March 1978 Margit von Mises.



Six 'lectures delivered by Dr. Ludwig von Mis~- ~t the UniveTsi~y

of Buenos Aires, Argentina June 1959

First Lecture

~ERGENC~~~TIC Sf5'l'EM

Descriptive terms which people use are often quite misleading.

In talking about ~rn captains of industry and leaders

of big business, for instance, they call a man a "chocolate

king" or a "cotton king" or an "automobile king. " Their use
..

of such ~erminology implies that they see practically no

difference between the modern heads of industry and those

.'

feudal kings, dukes or lords of earlier days. But the difference

is in fact very great, fo~ a chocolate king does not rule at

all, he serves. He does not reign over conquered territory~

independent of the market, independent of his customers~e

chocolate king--or the steel king or the automobile king or

any other king of modern industry--depends on the industry he
; \

operates and on the customers he serves. This "king" must

stay in the good graces of his subjects, the consumers; he loses

his "kingdom" as soon as he is no longer in a position to give

his customers better service and provide it at lower cost than

others with whom he must compete.

Two hundred years ago, before the advent of capitalism, a

man's social status was fixed from the beginning to the end of

he was born poor, he always remained poor, and if

inherited it from his ancestors, and it never

rich--a lord or a duke--he kept his dUked_o_m__a_n_d t__he~

property that went with it for the rest of his life.LAs for {f

~~r~~, the primitive processing industries of those days
/)f.:uC'~

existed almos~clUSiVelY for the benefit of the wealthy} ~__~

of the,peoPl~inEurope. H ' incl~ded ninety percent or more

his life; he

~~
~

he was born

-1-
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of the population worked the land and did not come in contact

with the,city";'oriented processing industries. This rigid
. .'

system of" feudal socfety prevailed, -in the most developed areas

of Europe for many hundreds of years.

However. as the rural population expanded, there developed a

surplus of people on the land. For this surplus of population

without inherited land or estates, there was not enough to do,

nor was it possible for them to work in the processing. industries.

the kings of the cities denied them access. The numbers of these

"outcasts" continued to grow, and still no one knew what to do

with them. Th~ywere, in the full sense of the word, "proletar­

ians ," outcasts whom the government could only put into the work-
"

house or the poorhouse. In some sections of Europe, especially

in the Netherlands and in England, they became so numerous that,

by the eighteenth century, they were a real menace ,to the

preservation of the prevailing social system.
. '

Today,Ln disC\,Issing similar conditions in places like India

or other developing countries, we must not forget that, in

eighteenth-century England, con~tions were much worse. At,

that time, England had a popuhi.tior{of six or seven million

people, but of thosesix.or seven millidq people more than
,,,:,,, . -, ....

one million, probably twa million, were simply poor outcasts
..... '. -e ~'

for whom ,the eXisting social system made,J)Q'::provision.

, .
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it possible to work in the
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the cities denied them

without

of yea

processing industries: the kings of

there was not enough to do, nor was

of the population"worked the land and did not come

with the city-oriented processing industries.~~----:------

1 /LA,R,Ntv s the rural population

rra'v /e~~;8G~~.&o,!;iPi~~~:ea..w~M~;::::::------S-y-s-t-em--o-f----
prevailed in the most developed

access. The numbers of these "outcasts" continued to grow,

and still no one knew what to do with them. They were, in the

full sense of the word, "proletarians," outcasts whom the

government could only put into the workhouse or the poorhouse.

In some sections of Europe, especially in the Netherlands and in

England, they became so numerous that, by the eighteenth century,
~~~

they were a real menace to the preservation of the ~li~S' C
social system.

Today, in

.~
similar conditions in places

like India or other developing countries, we muet not forget

that, in eighteenth-century England, conditions were much

worse. At that time, England had a population of six or seven

million people, but of those six or seven million people more than

one million, probably two million, were simply poor outcasts

for whom the existing social system made no provision •
....
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...l That-va.: one or, the', ~reat, problerall of' eighteenth century Ene­
;\' , ' e

landl wh.t to do with,th,.e outca.t.? Anoth.r great'probles

va. the laok o~ rav ..torial.. The Briti.h, yery •• rlou.ly.

-had' to a.k tb.... lye. tbl. qu•• tions ~.t are we ceing to 4~

in the tuture)vhen our tore.t. viii no longer give u. the vood
6Wv~

ve ne.4 torAl.'?' .. , .nd f'or heating our hou.e.? for the rul-
€> i t L{ tt,"f; ,.o--r,

ina ol•••• ~ it va. a d••p.r.t.~coRdi'lon. Th••tate ••en di4

not knov what to do and tb. ruling gontry va. ab.olutely with­
)
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and the feuda~pr1ncipl.s

......

.
'..

qr Out of thi••eriou••ocial .ituation .Merced the first begin­

ning. ot .odern capitali... There wer••om. per.on. a.ong tho.e
e,

outca.t., a.ong tb~.e poor people, who tried to organi.e other.

to .et up .ma11 .hop. which could produc. something. Thi. va•

• n innoYation. These innoy.torsdid not produce expensiye good.~

.uitable only tor the upp.r cla.se.) they produced cheaper prod­

ucts, .u,••~. tor everyone's need.. And this wa. the origin

ot capitali•••s it operates today'" t vas the beginnin,~

~
•••• production, the fundament.l principle of capitali.tic indus-

try. Whereas the old proce••ing industries seryinc'the.rich

people in the citie. had existed .lmost exclusively for the
e;glt!!i)cr-'

demands of the upperlcl.sses, the nev capitalist industries
pI.( .....e.l,..,q > ,t.

beg.n to produce ~thing. that could be "'1"Ft by the cen-

eral population. It va. ma•• productloa. to .ati.fy the ne.d.

ot the ..a •••••

~Tbi. i. th. fundamental principl. of capitali•••s it exist.

today in allot tho.e countries in whlcb there i. a hlChly deyel-
sy~ ~ ri -~

opedA~a.s production: ~lg bU.ine.s~the target ot the mo.t tan-
. .J._

atic .ttack. by the so-called leftist~~ produces al~ost exclus-

iYely to satisfy the vants of the ma••e.. ~. enterprises
solely ~

--~n~wk~'~'~~"" producin~lUXUry gOod.~for the vell~t~-do can neyer ..~ L
rn..,,,, iW-e. A~..( ~) ;;t .IA U-t.~ v.rlo wcruu .

attain the~ of' big bu.lne... Xedn,y.,M•••II •• n.qkjM&",
~

l.rge f.ctoriesAare the main consumers of the products .ade

in.those factories. Thi. is the fund.~ent.l difference betveen
~t2.(..., f'N>~~

the.o t''' principles of capt'.l'..
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When people a••ume, or olalm, that there 1. a d1fference between

tbe p~ducer. and the con.u..r. of the produots of b1g bu.ln-
:&v

•••• 'be, are hadly ml.taken. ~ A.erloan d~part..nt .tore. ,ou

h.ar the .lo.an -tbe ou.to..r 1. alwa,. rlght.- And tbl. cu.-

toeer 1. the .a.. man who produo•• ln the factory thoae thlne.

vb'lob are .old in the depart..nt store.. The people who tbink
\a~

that the power or ble bu.lne•• 1s enormous are ml.taken~.lnce

big bus in••• depond. entlrely on the patronage of those who

1ts produot.: jbe bl«Ce.t enterprlse loses 1t. power

and ..... it. influence vb.a it 10•• s its customer••

'C

. ,
, .

.1

all oapital1.t, \ countries, -the ra1lroad compaales are too blg
~

and too powerfUl, they ha.e fmonopoly. lt ls l*po••lble to com-

'pet. vltb th.m.- It va.' allec.d that, ln the fl.ld of tran.-
cd;

portatlon, capita11sIIl bad already reacbed a .tase ~ whlcb it ,bad

destroyed itself, tor lt had el1minated competitlon. What people

o.erlooked was the' fact that the power of the ra11road. depended

on their ability to .er.e people better than any other

metbod or tran.portation.,~t oour.~ lt would ha.e been ridicul­

ou. to compete with one otthese ble rallroad co~panle. by bul1d-

sufflclent to ser.e exl.tln~ needs. But very 800n there

old line, since the old line wa.inc another

.'.-, ca•• other cc.petitor•• ·. Jr••do. or co~petltlon doe. not 'mean

that ..you can.uooe.d .1mply by 1.ltatlne or copying pr.c1•• ly

what .o~eone els. has done. freedom of••
the pre •• doe. not .ean that you ha•• the right to copy what

-tp
another man has written and thu.

A
aoqulre the .ucce •• which thl.

~ .

other ~an ha. dul, merited on aocount or hi. achl~•••ent.. It

"::h=====~~==:,;;;;.:,;"..~.~,_.;,
----~._-----,---------~........_~



Note for Page 6

Suggested.ed}.tor's nQl;e ~(J~G)
In other books, Ludwig von Mis.es has' .,pointed out the harmful

j

effects of other factors on ,the~railroadsl i.e. "feather­

bedding" restric~ion~Tla~or~nions and~overnment subsidies

to ee.p,.""r truck~r' '~ndl air lines." 7(Jt ~,'~ !l
--tk~( .. ', V'

...

Mr. Barrett J

.' .;, '}>{""" ...
".... ;......

My point·he~e. is tha~,Mi8es wou14·not have wanted
people to assume that he wgs'unawcfre of these other factors
in respect to the problems of the railroads. factors'. which he
did, indeed st~ess very often. No doubt he omitted them in' his
spoken remark$'"~' pu:rposes of brevity and simplici ty. There
were, for example.\~be government subsidies paid to truckers'
and air lines which favored their rise against the railroads.
Mises was well aware of all of those factors.

, .



rae.ns th.t

Jreedora ot'

".....you h.ve the rlght to vrlte so.e thlng
l I~~ rc~;JS

co~petitlcn coneemlne~.~n,

6

dlfferent.
Q.I't..t.­

th.t you ...

i'

...'
I"

",
,.

'.- ~,

free to invent something, to do something, which will

challenge the railroads and place them in a very ~recarious

competitive situation.

In the United States ... t12Q t bp? happened. the competition

to the railroads--in the form of buses, automobiles, trucks,

and airplanes--has caused the railroads to suffer and to be

almost completely defeated, as far as ~assenger transportation
~

is concerned.

* fiJAh~~ ~:.il­
.~~ft;P~

~ The d.velopatent or c.pita i ... con.l.t. 1n.... , at tblEt .v.ry-
,s .h:tvl~~ . l~)60e 8.rk1g o's

on~'" tb. rlch' to •• ve the custo.er b.ttir~ ~
1\ Ci I III. • •• • I. ., p esC; casc. . . __

bett...~ .~ ....,. 'A d tb1., .. thOd, this p.l'lnc1pl:e." hal'I\With-

in a comparatively.h t1.~ran.tor.ed th.whol. world. It
7--- ~~

ha•••de po••lble the 1ncr.... pOPUlatiol~""" 'a an

t In. •.. • "'"'""
1 ": ~'.h~ ({MfIfUh"'~ ~? 0_..

~ In En.land~wh.r•• tn the elchte.ntb century, the. land could

~.uppor~ .ix .111ton people on • very low st.ndard ot Itv-
•

ing~today more than fifty million people enjoy a ~oh hieher

.t.nd.rd ot 1ivinc than even the rich enjoyed durine the eight­
. \Y

.enth century. And today•• t.ndard or livlng in England would
~')w-~

,robably be .tlll hlgher Ma a «re.t deal ot' the en.r«y of the
" ) 1'\

Brltl.h been v•• ted 1n wh.t vere, frolll varlou. point.

of vl.". avoid.bl. poli t1cal and III1 11 t.ry ''adv.nture••'/
,

, -~

The•• ar. the tact••bout c.pitalt... '!bu., 1t an Encl1.h.anA.,
o~ t'or th.t ••tt.r. any other ~an 1n a~y country ot the world~

, ")
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.ay. today to hi. friend. that he is opposed to capltal1s~,

there i. a vonderful vay to an.ver him: ·You knov that the pop-
, ~rt~

ulation ot this planet i. nov ten ti.e. hlgh6i than it va. in
.\ ,1);1'

the age. preoe,41nc oapi~ia.; you know tbat all .n today .n­
bef'6Y"~

Joy a hi«her .'andard ot livin« than your anc.stor. did .. the
0."

age ot c.Pitlli.m. But how do you knov that you are the one

out ot ten vbo would ha.e li.ed in the absence ot capitali.m?

The .ere tact that you are 11.lng today ls proof th.t cap­
-no

itall.~ ha. aucceeded~ttervhether you consider your own 11r.,

Yery y.luabl. or not.-

.:'....
it. b.n.tit., o.pit.li.~ haa b.e~ furiously

eloped capitaliatic induatrl•• had h.r~ed the worker.J e8ft

~~ c
6i" ••• ~ •• ~•• b.c.u.e, the people hired to work ~n tajtorle.

bad b••n"1rtu.ll~••lat1n. at ~~ubbu.an atandard ot 11Yi"••
.'
i';

att.oked and crlticised. It i. nece ••ary that ve under.tand

~~the orieln or tbis ~.t.·d.. It i •••c••••~~xt~.*x • fact th.t

the hatred ot c.pit.li.m orig1nated ~ with the •••••• , ~ I
QlIW'\.\I\-, witnj~ __w'''' the worker. th•••• ly••• but ••e.c the l.nded ari.tocracl'~

the ~.ntry ot &ngland and the Europe.n oontinent. Th.y bla~4

oapit.lism tor one t.ct vblch) it 1. true) va. not •• ry

ple•••nt tor them: It the b.ginning of the ni~teenth c.ntury,

the higher w.ce. paid by industry to ita worker. torce tbe

landed gentry to pal' equ.lly higher vace. to their agricultur.l

workers. The .ri.tocr.cy .tt.cked the industrle. by cr~tic-

lsing the st.ndard of 11rintr or the ",•••es of the work~rs. "ot
,-- ~cour••Atrora the polnt ot Yiew ot our p.....nt .t.nd.rdl\'ecl.)T..A~

the .tand.rd or 11Y1nc v•• e.tre.. ly lowj J'onditlona under e.rll'

oapitalia. vera abaolutely 'hocking, not beoau•• the n.wly d.Y-
)
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~ ~The ramou. old story, repeated hundreds or t1Mes, that the ract­

or1es employ d women and cb1ldren and that these women and ch11d-

ren, berore:tb'y were work1ne 1n ractor1e., had 11.ed under .ery

.at1.factory cond1t1ons, i. one or the ereat•• t fal ••hood. of

hi.tory. The ••ther. who worked in the ractor1e. had nothlnc

to cook with1 they did not l.a.e their home. and their kitchen.

to, co into the tactorle., they went lnto ractor1es because th.y

had no kitchen., ,and If they had a kltchen they had no ro04 to

precl.e1y 1n tho.e
1 '. \"~:; ~t\,

..an. that bundred. or thou.and.
t ~ ~

whlcb

18,0,
e

year. the populat1on of Ene1and 40ub1~d,,
of chl1dren~vho wo~ld.-

haYe dle~:u~~~~ t~e mortallty rate. of the precedlnt t1me~ sur-

ere 1. no doubt that

cook ln those kitchens. And the chl1dren dld~ot come fro~

comfortable nurserle.!they wev-e. ~r:~t:r, ~ ~ f::rt:;t senSe 0',
\. '-,. ~tA.~~'" ---

tJ,t, IA)O~elJ st«~vin3~d all thl. talk about

the .o-ca1led .unapeakble horror of early capltall•• ~an be ret-
a.. SihJ/t.", ,

uted by ....tatl.tlci ;Preclsely 1n these years ln whlch B~l.h

capltall~1D de.e10ped, precl.ely ln the age ~~~~v

Zndu.trlal e.ol~tlon ln Eneland, ln the year. rrOID 1760 to
, ,

.1••d an~J c-::e~.~ ~o:,,~.. co..e ..n and wo..en.

the ~ondltlOft.~ot 'be Precedlnc tl... were Y.ry ue.atl.factol'7,
• 't.. "_'~ ~. i \ r ." .

I •• ' .:

but lt wa~ ,pr~!I.e1y c~plt_l1.t bu.lne•• that 1.proyed th~ It
, ' I", 1... : tJwJ; PY'ovie4e.~

was precl.ely t:h. '.e~ ."at 'bo.e early factories ••••'1.....""e.
! ".:' ',' e; tl,er oUrec.t/y o"'--.'indi,.~ct/y-.

"~l....ee.41'~l..) Ifo~ the ne.d. of tbeir worker., It:" ,'nd' rest')' by export-

. :-

.; .

0' '.',"

.. . "

r .f·

ac.l~ the early hl.torlan. of,c~p­,
use a a1lder word ~ Cal.irled

lnc th.lr prod~c~. and 1mportinc food and raw Material. froa

o.er.ea. 'c~t~~~~, Acaln and
I" ' t I-"! " ... ,.. " , '
" , " .

itall... ~~.e-M.!~~: can bardly

hl.tory.

One anecdote th~y·u.e~-to: tell, quite po.slbly ln~.nted, InYol.ed
"

\. ','

,A..

":". "'... :'."
~'

~

" .. ; I

• '",••• i
-0' I
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B.nja.in franklin. According to the story, Ben rranklin visited

;:
: .. :'

, ....
. t. "

.~ ....
•• : f

r~ .

a cotton .ill in England and the owner of the mill told hia, full

of prid.: NL~~~~ bere are ootton good. for HUnga~ Benjamin

.ranklin, looklnc aroun4, ••einc that the workers v.r. shab-

bily dressed, saidl NWhy don't you produce also for your own

v'Orkers?·
.!! ,', .

~But thoae exports of which the owner of the ~ill spoke, really'

.eant that he did produc. for his own workers, because England-
,

. \~ .. ':
'.

bad to i.port all i t. rav.~II&~.rial.. There vas no cotton 1n... "

Europe, nei t~'r~, .~n England nor in pontinental Euro~. nier•
..".

va. a sbortage of lood in England and it had to be i~ort.d fro~

"
Poland, ~ro. RU.~ia, frOM Hungary, and these exports vere the

pay..nt for the iaports of the food whlch survival of
.. .1 ~~~~ A"1;~~

lnc to which th British goy.rn••nt paid all workers who did
• '. "t.. '~'J .... ~~. ":-.' I

not ..,·th. '·.tnl"'- vace@.eterain.4 by the ~oYernra.nt) the 41,1'-
.... ! . ~ ft·· ;(t. . . .' l

ference between the wa~s they rec.iyed and this minimura .acej ehi~
. v SA v eDt. '

~1, v'. de". ,~ ••~e. 'e ••••~th. landed aristocracy the
. r' . The. Jeh..try

trouble. of paying high.r wages. ':.~,,' would pay the tradi tion-
. '. IA/d ' fAX)tAr/~ "

al low agrl~~ltural wage. ~.eaY•• the «oYern~.n7\su~Plement~.it~

tile ~.g. I ~~.~: '~. th':ls k"4 "worker. frons leaYing rural '
","'I' \. •

accord­
f

the hi.tory

This was the system

Many
~ .

01 the gentry andA arl.t-

tvo .xaapl.1f(!) One ~ the f..ou.

the

~t.e.,

tb. Britisb population possibl••
o :'1. : ;'.:'.'.', .stw-

of tbrs. age. ~111
. 1 ,I., ~. . . '.

ocracy :' I ~vant to

Brltish .••••.d· and land- systea.
" " .

. ' .

.'. '

occupations to s.ek urban factory e~ployment.
~'

ij"J:..·......
., '
.'~ .

~

~, .....0,
1',..

Eighty years later, after capitalism's expansion from

England to continental Europe, the landed aristocracy again
.'

r! t •-------_.__._-_.
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reacted against the new production system. In Germany the

Prussian Junkers, having lost many workers to the higher-paying

capitalistic industries, invented a special term for the problem;

"rllcht from the country.lde'~~df'lUCbt.~ in the German
~

p~ ..11a.ent.J they dlscuss,ed what Iftlght be done agalnst this -
-I . ~ WtU) .

~) a.Aseen from the point or vlew of the landed aristocracy.

Prl.c. Bls",arck, the farJlous 'han.cel10r of the Gerfllan Relch) in a

apeech one day .aldl "I filet a .an ln Berlin who once had worked
e,.tv­

on .., .s~ate ·:anes"! asked thl••anl ,(Whydld you leaye the .s-

tate, wht did you ~o avay trOll the country, why are, you now l1y­

1nc' in Berlln.? J)

~ ~And, accordln~ to Bls~arck, thls.an answered, "You don't haye

r"\
such a nlce Bler Aarten' In the vlllage as we have here in Berlln,

I

where you can .1t, drlnk beel) and listen to fllUslc." 111is 1.,
. -frOM

of cour•• , a .t~ry told ~ the'polnt or Ylew of Prlnce Bl.marck,

the e~ployer. It va. not the polnt or vlew of all hls efllployees.

They vent .into lndu.try becau•• 'lndustry pald the~ hl,.her vaCee.
and ..aleed tb,elr ·.tan~ard 0~11Ylnc'to.an unprecedented d.«re~.

~'; \ ..'~~ ·f'. . . .

C8 "Today, 1" the capltallst countrle., there ls relatlvelylittle-
. ' higher

dlfference between the ba.ic 11fe of the so-called "pp, •

.. and, )..over' .classe~j joth h.ave ~OOd, clothlng) and shelter.
. . . ee::tr"~r.>"

But in the e1et:ateenth century and ~ef..... the dlfference bet".en
'.

the ~an or, tb.·~ddle cla•• and the man or ~he lower. cia•• :va•. r
that the.~anor the .1ddle class had shoes and the .an or the'

lower cla•• ritd not have aho... In the Unl t~d ,State. today' the.-

. ,. ~

difference betveen a rlch ~an and a poor man .ean. very

:' I .

otten

1'

:: 't
/'

l
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only the difference between a Cadillac and a Chevrolet. The

Ch8yrolet ~ay be bought secondhand, but basically 1t renders the

~::- : .

r·
.~ '.

sa~e .er~lces to It. owner' h~ to~ Can drive fro~ on. polnt to
p~ ,.~e'>"lt U, ~

anoth.r. Mor. than fiftyl.ot:th.: n ~ the Unlted st.t••
. 1\

I1vin« ln hou.e••nd apart~ents th.y own the~.elves.~ ••t-
~ . wit~ respect t6 t.h/'.~

tack. again~t caPitalis~A ••pecl.lly ~A.ld••l"~ 'hs ~.l.~* e'

vage rates~.tart fro~ the fals. assu~ption that wages ar. ultim-
~•.I.l employed-

ately paid by peoplewuuycUfferent fro~ tho.e who are ~••JR8
Q;/I yo iJ'" t

in th, factories. Now it is ~l.'.ht for ... econo~ist. and for

___ students of .cono~ic th.ori.. to distingui.h between the
..-t:Ju.. 'M

vorker andAconsu.ar and to ••ke a di.tinction between. tba.. But

other,

majority of the

employef)) ...a:­
proelfA'-4't­

productive. enterprls.s that .s. prod.the

,. ...
1. that a •• ry consu"'r .,.st, in some way or th.,
money .,... he

the tact

spends, and the i~men.e

c..y.Jo"~)

consumers are preci.ely the .a~e people whO) as

earn the

.ark.... .•. UOi kink in

"'oJ • the' thlnc. Whie.~ t~~y co-n sum e.... Wage rates' un~.r
set .

capitalislII are not~ by a cl•• s of people differ.nt frOID tbe
. earn,...

cla.s of people who ••• i .... i"r; the wag•• , they ar. the sa~.-
people. It 1. not the Hollywood fl1m corpor.tlon th.t pay. tha

~

people In many
.' .

The re lire .f..a..I.....' ....W.toIta.·..8~~,..

vac•• ot: .....0.1. at.art it 1s the p.opl. who pay ad"l...10n to tha

.0.l.s.And it is not the .ntr.pren.ur of • boxing ~atch who
. qc;;;;'tIltl.s

pay. the enormous ••1••le. of the priE. fighters, 1 t i8 the peop1.
tJ...,t. -

.who pay ad~i~slon to the fight. Th~ough ~ distlnction b.­
~

twe.n th~ employ.r and th••~ploye) a dt.tinction 1s .... in ac-

ono.tc theory'~ but tt i.not a distinction 1n r ••~ 11fa; la~.)
, (~ ~. per~O'"N.

the employer and the .'Bpl'Jye .ultl..ately ar. the ..... .".....~pl••..

+Or ;';'st~,).

countrie~ who con.id.r 1 t
1\ .

:: ..t.: j:

...
i- .;'
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8e¥'-with...ery unjust that a ~an we h•• t·o support • r.ml1y
'-('(IV', '

era1 chl1dre n viii ~ the ..... • a 1.ry QQiC:::::I.tt'at::lo=aC:lS_~I=-Slllld"tJ~I' ........ a..

.a,n ";'o~(fo taka care o~..e~. But the 'luut1on,u~
5A(J~//.· b.elJr 9ft.#.te.r ".es~QYJS; Oil/t'/).

• h.~i. ' e ••ployer. ~~

-. The 'luuUon :'::-wa~~ ~ek. 1n thh cafO'~r t •• Are ~~£;-t~.1
your.;;.pare~*.~ •••• ln~lYldu.~to pay nlore .o~ethlng, ~~
/. ~

let u. aay. a 10.~ ot bread, lt you are ~Rre•••• that the ~an '

'.

who produced this loaf of braad has .1x xhl1dren? ~ the hon--:::
e.t .an w11lc.rtalnly an.wer in the negatlYe and .... 8ay.

-In ~rlnclple I voul~ ~•••••••• 4. but in fact I would rather
, .' ". it 'YV vJ i bl-t o ..,t;-' t-\y •

••• , .... buy tbe br.ad pro4uc.4by ••••'. v&.~.~, childr.n.-

. ,."
." -

,

'Th. tact ts th.~ it tbe buyer. do not pay the eraploy~r e~Ough tA, eMM..
~ jod)'~ WD~I<Cr'".5

... hl.~•. r"V.8'.' ...x.*.~xt.x'•• t ••••, lt becorae. lmpo8s1ble
re ma ;'Yt.r.. ;~. .

tor the employer to ~ap eR .y~..~.~~. buslne.s.
1\ .

W44~ .~, '"
Tha c.pltal1.t.~~I .yate.. ba. lit•••••11•• capltalls", not by a

fri.·.nd ot
~MM..
.y••••••

it d••oribe. ·ole.rly the

r:;."";th capUaU~rOUltht

atlonlthey are baaed on

. ',

':;' •• 1,

"

. ,

the .,.tem, but by an 1ndl ldual who con.ldered ,~••

tha wot'st Df all hi.torical .ysteras, ~"'• .: r::r~~t:r
h~J .,,~-... Ioltfall~ Th~

~ .¥11 that •••• ~e'.ll .an~lnd. ~ raan was Karl Marx.
" MoY'x)s

-- ••v.rth.t••••. ther. 1. no ..e ••on to reject '\al. tarta, becau••
. .

~ouro. of the er.at aoclal lmproye••nt.
.. __ .J ThDse.:;W\pro,,-e~~s()JtJ... tA.t~ of
ab~. ~a, c.'. "e~capltal accu~ul-

the tact that people, as a rule. do not I

. -~D..Md invt5't --
con.u.e every thine they have produced, that they ~.eA. part ~

of it·
'D or4•••• l"••• ' .... '111.re 1. a gr.at deal or ..launderatanding

about this problem and--in the course of these six

lectures--I will have the opportunity to deal with the

most fundamental misapprehensions which people have

concerning the accumulation of capital, ths use of capital,



~ b.e q~;nerJ ,s~l1
and the universal advantages ~~'¥Qa from ~ use. I will

deal with capitalism particularly in my lectures about foreign

investment and about that most critical problem of present-day

politics, inflation. You know, of course, that inflation exists
?r ~.d/8ded

. not only in this country, ~ is a tt~' 3 1Pt of the world

today.

An often unrealized fact about capitalism is th~s: savings
I for cl."OdkCC. or .to

W\~Q~ benefits M all those who are anxious tol earn wages.

When ' a man has accrued a certain amount of money--let us..
say, one thousand dollars--and, instead of spending it, entrusts

these dollars to a-savings. bank or an insurance company,- the

money goes into the hands of an entrepreneur, a businessman,

enabling him to go out and~~~wu~~~~~~~~~~he~

,
...

-Cfl

\ '

~!R5e;)

~~~~~~~~~eW::=~~...4iI-=a.-~8M!-=~~~~Y-

~.LJBa~d.:~~aa~~~~;a--;l~~~~ftit:~M;%l::;~ embark tiod&SC on a pro ject
b~e,,·

which ~ could not haveAembarked on yesterday, because the

required capital was unavailable.

What will the businessman do now with the additional
","s1:" - - -

capital? The first thing he do, the first use he ~
w;lI- . ut0 o~~

~ make of this additional capita~ is t01hire workers and
. -~ 1r\ t(A~n .~~'-l '''':)

buy raw materials" OAURi ill@! a: further demand for workers and

raw materials to develop, as well as a tendency toward higher

wages and h~gher prices for raw materials. Long before the
. - - - - - .:.. -.' _. ~ tl o'f

saver or the entrepreneur obtain any profit fromAthis, the

unemployed worker, the producer of raw materials, the farmer,
~~etdJZ;~d

and the'wage-earner are all sharing in the bene~1ts ~~~~~

savings. ~¥8-.i1!$!!!!!!!!!!~~

\' .
" .
t. ;"":.

..~ .' ...-

..

:f',



Note for Page 15

Mr. Barrett.

I strongly recpmm~nd elimination of this sentence
because thel'hrase "unions. can have some temporary success"
implies that monopoly wage rates can be permanently and
§uccels(UI1Y imposed on the economy. In fact as Mises often
stated, labor unions cannot perma~ntly raise wages above market
levels, they can ,only impose non-,economic wage rates for some
workers at the _~;xpense of other workers and create unemployment
for a part of.i-tM total work force. The subject is far too
complex .to 'be covered in the framework of his discussion here-

-about MaZ?' and capital. Its inclusion in thiS'sentence will
only confuse _the reader and its elimination dOes not harm, but
helps, comprehension of the main point Mises is making in this
paragraph. .The next paragraph suffices to cover the error of
Marx.

• "'l,,'

... , .

....

, -,

:"-i'

.;il .\ . ,
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Whether the entrapreneur viii get .o~~thing out of the project

d pend. on the future .t.te ot the .arket and on his ablllty

toFiCiPat~orrectl~the future state ot the ~arket. But

the workar••• well a. the producer. or raw ~aterial. get the

benetit. ,l~'cll~telY. Mu~h ..~.~~ ..~a14: thlrty 01' ~o,¥rt,. .

,aar••e~~'·'.bout" the ·wa«e P~lic~ '•• ·they called :it,., of~ .
acc~ W\ pI rs"- "'" ~ HoeS

Benry ~ord.'h. Il••~ One or the great ~).Ye·e.t. of Mr.

Ford was that he paid higher wages than did other industrialists

cr a ne. tactory ln an already
~

to ~"h•••w worker. frOM other e~p10y.ent., fro. other ~arte

or factories. His wage -policy was described as an "invention,"
";~"

yet it is not enough to say that this ne~ policy was the result,

"~~r., of the liberality of Mr. Ford. new branch of business
~ ~

exl.tlng brb"t~ of bu.lne••,J has

. ' .
" ....
/

; .::-... . . . -
ot the c~u~try, eyen fro.. othar countrie•• ' And the ,only. way'

, ',' .(.(~r c., ... i'ker WQ..i'.s J'_~ ~.~ .~
to do thle 1. to~ the worker. ~ ,J TU -e, woY"yc: ts w~Q)fo.J -
~fo~i~6.'~ Thi.'took place ln the early day. or capital1e.) and it

1.1:\:' ::~=QCCAiOday.) When the lIIanufacturere in Graat
., '-c... . .-,-.a '.

~ -- t..- - -,' " ..

• rlt••~ fir.t began to produce cotton good•• thay p~~

u--I~ ~~z/J;t-~ h~

urJ1~ !rJd'()Y"e. Or couree, a ttreat percentaRe ot ~he8. new
, a;t a.1I btfo~e t'~ .

workers hai earned nothln~~'oi6 and vere prepared ,to take--anything they were offered. But after a .hort t meA when ~ore
f· '
.~ .. ;~- ;,

.'i· . \

: f'
~.. ,
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and ~ore capital va. accu~ulated and ~ore anrl ~ore nev enter·
I

we"-t --
prl.e.AdevelopedA vent up)a.d the result vas the

unpr cedented increa.e 'ln Brltl.h po~'atlon which I ~••• ~='Pm
.s~t<e of D..... ~

l.~.lr •••6ilb&4~V'

, ~-<,-~
The scornrul .h•••••••••• t'e••r the e.~l'altHtle 'J".~ by
,U3-SV~i~~:to=~~~~~ ,

s018e~....... .?w.3k richer anet the poor ....~
W rt}?19 ' ? ft1

... tIEL poorer 1. _t·l.ken from beginning to ... end. ·awGM Q ~

I r1. III hi1 the.ls .fII&~ the cOfillng of .0clallsl8

va. ba.ed on.-the a ••umptlan that vorker.~ getting poorer,
, ' ." W~r'"L 6e~I1:;nt~ ~.J' '

that the ~a••ei .....1"tNI p~jiir.r and that tlnal1y all the
,~ "

vealth of • country~ be concentrated ,in a rew hand.' or 1n

the bands ar one IDan only. And then the 18a••e. ot ... impov­
W(!)G(fd paeb~ I~

erl.hed workers"". "nally ..ake a reyolution, and exprop~~

the rlches of ~h...althy proprietor.. ,Accordinc to ~dOC-
, c,~k'

trine or, Karl ,Marx, there ~no opportunity, no po.sibility with-

union. could ,lf11prove condition. tor the working population va.
" , ,f ~,e in.. ~"or: ,

ab.olutely er,"""e.."s, hi ~j a the union policy or a.king
- he.~ I

for bieber WBg8 rat•• and shorter vork hour. 1\ con.eryatl ...e ~-
=~ t:..DI15~"'VCll,.~"., ~.~, 01- c..o~ c.~

vii4£A;:: 1.1 )f"X, at .rpr•• , ft'tu ••".".'. w.s the raost '
c...wk;ctvM~ MAI\1' lie . set ttt ~1JfA.5<:.1ves

,ter'll ~.' could u.e. 'A 1 he suggested that the unions .Yb.Ututa
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a new, revolutionary goal: that they "do away with the wage

system altogether," that they substitute "socialism"--government

;.,:: ownership of the means of production--for the system of private
~~ .'
;'.:. ownership.

~ It ve look upon the history or the, vorldt .nd especially upon

the history of Encland eince 1865, ve ~ reali&e that Marx

vas vrong in e.ery reepect. There la no 'veatern, capitalletic

country in which the conditiona of the ~a8.e. have not i.pro.ed

'. '....
"',' ':-:;.. .. ....
"

ln an unprecedented vay. All theee i.provementa of the l.at

.. lp'ty or nln~tJ yeare were .ade 1n 'epite of the prognostloa­
s

tlonJl' ot learl Marx. for 'be Marxlan soclaliets belJ,•.yed that

the conditions of the workers could never be ameliorated. They

followed a false theory, the famous "iron law of wages"--the

law which stated that a worker's wages, under capitalism, would

not exoeed the amount he needed to sustain his life for servioe

to the enterprise.

workers' wage rates go up,

~ /74 ~
The Marxians formulated thei theory in this way: if the ~L

above the subsistenoe~

level, they will have more children; and these children, when

they enter the labor force, will inorease the number of workers

to the point where the wage rates will drop, bringing the

workers once more down to the subsistence level--to that minimal

sustenanoe level which will just barely prevent the working popula­

tion from dying out.

... ' .
I. of" •

",'t ...

But this idea of Marx, and of many other socialists, is a

concept of the working man precisely like tre "0" ,$ that wL,ic.L,

biologists use--and rightly so--in studying the life of

animals__ ;tf mice, for instance •
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Note for Page 17

r~" '\
.-

Mt- • Barrett a

Use of' tlte term "wagerates" in line·6 on this page is
probably a slip on tOe ..part of the ~tenogr~her who transcribed
the tape,s~.Mises wOl.ll'<l ,~ver"Mve ·inade an ,error like this a It
U possible,. to have art·~·iJier~ase i.nwa-ge rat~;s without an. impro,ve­
ment in tne standard of livin.,&. A·heightened wage~ does not
necessarilY.produce a higher wage inc9me. If the hours worked
,are' lessened' or if the cost of living goes (as now in inflation)

,the 'higherwage.,~,(toes·~~ce~sarily'~J1\pr~lVe the average
standard of liv~ng·.·"i -,"";. .... , " '.

What Mises meant (if he did no-t actually ~ it) was
that increased wage incomes (i.e. total tts.l wages) result in
an increase in living standard. Hence my change in this word.

Iikf
/Ud_----,'r----..
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.~ .

If Y4U lncr-a•• the quantlty of food avallable for anlmal organ­
-tD~

l.~. of ~.tcrobe•• then .ore of them w1ll surv1ve. And 1f

you r •• tr.1·ct· their food, the;' yo~ will reetrlct their nu..ber••
. ,

But ..an 1. dlrterent. Eyen the work,e;;, in epl te of tb. fac't
--

that Marxleta do not acknowledge li;~ ha. hUfllan wante other 't~an

MY co. .ARaI 1L~~~'rt"""~s
~ tOQd and reproduot1on of hi. epeel.e. An lnereaee 1"wae8ir,t••
~ _ -re.ult. not only ~n an lner.aee 1n population, 1t re.ults aleo}

• ().M.(J. fir'!>l 0{. ~J 1n an 1IllproY.ID.nt ~ tlit avera!..e etandard..!!f

11Ylna_

. - ; In:. Ve.'e":c: ;
~:.~. ~. ~~
... .' ,'.

:'::'.< . ;. .tlona

That la why today ve have • higher standard of Ilv1ng

Europe and .1n theUnlted ~ta~.e th.~~~
,~..i~·.~rlc.. : 'i4~-~~ ' .

~ce.).

~ We must realize that this higher standard of living depends,

however, on the supply of capital. This explains the difference

in India; modern methods of fighting contagious diseases have

been introduced in India--at least, to some extent--and the

,,~ ~~t.~ • . '. •

i·... '., -.' . .'....
,. '.

between conditions in the United States and conditions

:'::.

4· •. ·
-:..',
':".: '
1 .,' ..~. ...... .,
~ .: .. /.

•• ! •

'. j '.'

effect has been an unprecedented increase in population. but, since
,-has not been accompanied by a corresponding

this increase in population"A:UI .8'4; SI ==.pMRiea. ~, all increase in

the amount of capital invested, the result has been an increase

in poverty. A country becomes more prosperous in proportion to

the rise in the invested capital per unit of its population.

I hope that in my other lectures I will have the opportunity

to deal in greater detail with these problems and will be

able to clarify them, because some terms--such as ".et, e c.4..p;ta.(

;nv~sucl fer c,4..f'ittL " --require a rather detailed explanation.

But you have to remember that, in economic policies, there
'.' Yt:4f,.,~~~..(.--.

are no miracles. Beeently, te many newspapers and speeches,
'; .

.'.. .',

. '. ..,' .
'..
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yea kala .esd about, so-called German economic miracle--the
ad't. at 4M~ J~'I~ t:1u Sec.cH\d

recovery of Germany after its laaeqai 500al clu:f!Ca4 i~World War.

But this was no miracle. It was the application of the principles

of the free market economy, of the methods of capitalism, even
ai( s

though they were not applied completely in ~epY' respec~

Every country can experience the same "miracle" of economic

,
, I

L';"~:;..:':'; -'
.,~, ~ .....
t •• ;,. .t'.

;; ", :, .'I' ,

:' lit .'.....

r covary, although I must insist that economic recovery does not-
come from a miracle; it comes from the adoption of--and 1s the

r suIt of--sound economic policies.

:.~. ....

~.~~.' <.:
....~, '.~.,

, ' . ,
-,' .

i . " ; ,: /< '"

,. . / '

' ..'

: '
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SEcond I.ecture

SOCIALISM !N'&; E'! !!1(~~Q!l?HY

I a. here ln aueno. Aire. a. a cue.' ot the In.tltut; 'or la

Soono.Ca Llbre. What 1. icono.~a ~lbr.? What doe. thl••yt.~

o econo.1e freedo. ~ean1 The anawer 1....1.ple~ jt 1.. the ~ark­

et eoono." lt 1. the .y.tes 1n which the cooperation of 1nd1-.· .

vldual. in the .oclal div1s10n.or labor 1. achieved by the.
.L6<

arket. 'ntl.••arket ...iN nota place. 1t ie • proc.·••• 1t 1s

the way 1n whleb·· by •• lling and buying, by producing and eon8-
t '. ,J tDta( wDt'k,''''f}s

u.1ne;" the ~n41v14u.l. contribute to the whole "ark ~{ .0cU.ty.

In dealing with this system of economic organizatfon--the

market economy--we employ the term "economic freedom." Very

often~ople misunderstand what it means, belieVing that

economic freedom is something quite apart from other freedoms,

and that these other freedoms--which they hold to be more

important--can be preserved even in the absence of economic

freedom. The meaning of economic freedom is this: it means

that the individual is in a position to choose the way in

which he wants to integrate himself into the totality of

society. The individual is able to choose his career, he is

free to do what he wants to do.

This is of course not meant in the sense which so many

people attach to the word freedom today; it is meant rather in

the sense that, through economic freedom, man is freed from

natural conditions. In nature, there is nothing that can be

te~ed freedom, there is only the regularity of the laws of

nature, Which man must obey if he wants to

attain something.~n using the term freedom we think

(I ~-"r~~~~
I' , •• ,0.......
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~ \ 5D~ia.l 0
~ of the ~reedo~ within .oclety.· ~.. freedo~. are

. ~~
~idered by .any people to be independent £roe .Re another.

~tbose vbo call th...ely•• ·ll~er~l.· today are a.kln«
,,r ""hid",

tor polloi.'• .-blch ar.1 t • OPPO it. of tho•• pollcie••ebh

the 11berala ot the nineteenth century adYocated 1n th:lr 11b­
5 " nH~...

eral progra~ !bo.. so-called 11berala of today have the yery

popular,id~a that freedoM of apeech, or thoug~t, or the pres.,
(; ."

fr.edo. of rellgion, freedo~ from lmpri.onment vhith-

out trial -1_ that all the.e freedoms can be pre •• ryed ln the
, ~"..L4~ ,

.b••nce.~t what 'h., eall economic freedom. They do not realla.
I , '. ,

1'#' .

that) 1n ~,~r..t~~ vber. there 1. no market, vbere the 80y.rn,.ent
' •• #

,.,
" '!: ;...
, . direct. ~Yerythln~~c' J ? riu" -:...s, .."" all

~
ar. lll~.ory, eyen if t~ey are •••• t 4 lnto

Il

10n••

those other fr.ed~.

c..w~~~~~~
laws andAcon~ltut-

; ,

'...;: '

Let us take one freedom, the freedom of the press. If the

government owns all the printing presses, it will determine

hat is to be printed and what is not to be printed. And if

th government owns all the printing presses and determines

what shall or shall not be printed, then the possibility of

printing any kind of opposing arguments against the ideas

of the government becomes practically nonexistent. Freedom

of the press disappears. And it is the same with all the other

freedoms.-------------
~ In a market economy, the individual has the freedom to

choose whatever career he wishes to pursue, to choose his own

way of integrating himself into society. But in a socialist

system, that is not so: his career is decided by decree of the
~ DY'tt~r

government. If it deci4we to do ~, ~he government can~efta

people whom it dislikes, whom it does not want to~

I'

, ' I,
"
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. C1;;~
~h~.nrin certain reglone, into other ro«10n. and to other place ••

And the eo.ernment 1. alvay. ln a posltion to justify and to es­

plain such procedure by 4eolar1ne that the IOYern~ental plan

..equ1re. t~. pre.enoe ot tbi. e.1nent citi.en tlye thou.and
e.

~ile. avay fro. the place in whlch he could be d1.agre~ble to

tbo.e 1n power.

~ ~
It 1e t.,.e that the treedom a raan l1Iay ,.,••"'. e 8 1n the lIIarke t

, ~'

econo-r i. not • perte~~ t ..eedoMjrrolD the met.aphy.1eal polnt

of viev. But there 1. no .uch • thlnR a. perfect freed ora.
A/ .f~

' ...edo. ..••n"'.o•• thlng vi th1n the At'..... or .o.clety.

'nIe e1ghteentb-:,centuI'Y, author. 'of -natural ~Il~'-.~~

Jean ,Jacque. Rou••eau~belieYed that once, 1n the ro.ote pa.t,
'I)V~

lDen .njoyed .ome,thln~ called "natural-/treedorue ~u~~, ~e•• ·

..enaote age~. indiYidual. vere not free, they wore at the .er­

cy ot eYeryon. ~~o,wa••troncer tban they ver.. Th. fa_ou.

words of Rousseau: "Man is born free and everywhere he is in

chains" may sound good, but man is in fact not born free.

Man 1. born ~ a very weak.uokllng. Without the protectlon
.' ..\.. ' ,

of bi. pa...nt•• :vithout· tbe protection ,iyen to hi. parent. by
,,'" ~ ,

.oclety. be would not be ~p••"lu~'to ,pre.eryehl. lif••

freedom in sooiety IDeans that a Nan depend. a. much upon other
1\ ' .

people aa otber people depend u~on hl~. 50el ty under the .ark-
, ~ /

.t economy, under the condl~on. ot ".cononala 1Ibr~· ••an. a

.tate of .ffalr. ln which e.erybody .erye. his tel10w eiti.en.

and 1. People belie•• that there
ware in the,~ark.t .cono~ bo•••• 9ho are indepondent or the

eood v-ll1 and .upport of other people. 1bey b.tleve thattb.

-- .-" .~ ....._....-; --- •..--. --.-.
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e
captaln. or indu.try, the bu.ines_~en, the entrepren~~z. are the

r.al bo•••• in tbe .conomio .1cte~. But this i_ an liluslon.
. . ~

Th. real·bo•••• 1n the .00n~10 .y.t•• are the conau 1'.. And

It tb. oon.u~r.·.top pa~ron1.ln£ a branch or bu.ln••at tbe••

buslne.m.n are elther roroed to abandon thelr emlnent poaltlon

In. the .conomlc a1.te~ or to adjust thelr act10n. to the vishes

~d to the orders or the con.u~r••

'if One of' the best known propagator. or co~unls~ va. Lady Pa••-. .
r1e1d, un.derher ••1den na•• Beatrice Potter, and vell known

under the naM ot bel' huaband Sydney Webb. 1bla lady va. ttl.

daupter or a veal thy bua1n••-:.an a d, when .he va•• ,.~ounc.

~

adul~.he .eryed a. her rathel" •••oretary, In her pe.ollee-

tieR. ahe write.:-ln the buein••• or MY tather everybody had
. ~

to obey the or4er. ~••ued bJ ., rather, the bo... U. alone

had to eiy.· or4.ra~ but to h1. nobody' caYe any order••- Tbl.

1. a Ye~ .bort.alchted vlev. Order. were gl.en to her rather-
by the consumers, by the buyers. Unfortunately, she could not

see these orders; she could not see what goes on in a market

one of his

words ofIn all economic problems, we must bear in

the great French economist Frederic Bastiat, who

economy, because she was interested only in the orders given

within her father's office or his factory.

. "

brilliant essays;1rl:u t;$~ "Ce qu'on voit et ce qu'on ne volt pas"

("What you see and what you do not see"). In order to

comprehend the operation of an economic system, we must deal

not only with the things that can be seen, but we also have to

give our attention to the things which cannot be perceived
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directly. For instance, an order issued by a boss t.o an office

boy can be heard by everybody who is present in the roo~. What

cannot be heard b:p the n are the orders given to the boss by his

customers. A. The fact 1s· that~~ c.aJfJit4/;st:~ s)'st_e~.J
,.... I·

~ the ultimate bosses are. the consu'!!ers. The sovere1gn 1s not

the.ftate, it is the peonle. And the proof that they are the sov-

erelgn
e. .

is bor~ out by the fact tha t they have the righ t ~ ~

foolish. This 1s the pr1v1le~e of the sovere1~n. ~e has the

right to make mistakes, no one can prevent him from making them,

but or course he has to pay for his mistakes. If we say the

consu.er is supre•• or that the consumer 1s sovereign, we do

not say that the consumer ls free from faults, that the consul1ler

1s a man who always knows what would be best for him. The con-

sUl1lers very often buy th1ngs or consu'!!e things they oU~ht not to

buy or ought not to consume. TK.X~«~KX~IX~XMKXKKKKtXK~rK.KII~¥

t.XK«XKXKK"«~KKXr.KX.VKl"K.~X~KX~KXXIKKX.tXXK.KK(M•••tKXWK.

aKKX~KXIK ••IX.tX~.KXKtXK~X

a guardian for everybody is the idea of those
J

favor dP socla1isl'll. In the United States some,.. 8JSle who

~ ~~ ·1;"" -f (,.OWl~~
~BUt the~ that -tHHtl\government can prevent peopleI\Mi:n~ ~

e1lJ«of''t'I .....~

by controlling their consumption is falae. The ldea of a paternal
(1.A..,

authority, .0 ~
1\•

years aR~ the government tried what was catled "a noble experi­

~en~ This fte~l•••peFl••At)vas a lav'making lt illegal to con­

su~e intoxicating beverages. It i. certalnly true that 'Danr
Wh;~~YI

people drink too much brandy and ~y.ky and that they ~ay hurt

themselves by doing ao. Some authorities in the United States are

even opp~~ed to smoking. Certa~nly there are many peon1e ~o



smoke too much and who s~oke in spite of the fact that it would

...

be better for the~ not to amoke. This raises a question whlch
;t;

goes far beyond economic diacusaion~~ shows what Ma. ~ ••~1••

~., freedom really ..eana. j\ Granted, that lt la good to preyent

people fro.. hurtlng the~aelYe. by drlnkln~ or amoklng too laUch.
~

Butl\3' you have ad..itted thi~ w.... other people 11111 aay.: Is .f;l-te..

body everything? Is not the ..ind of ..an much ~ore im~ortant?

Ia not the mind of man the real human endowment, ~~~

.. quality? If you gl e the government the right to determine

the conaumption of the human body, to deter~ine whether one
~t>~

ahould amoke or not amoke, drink or not drink, there ia noAreply
~iV~

you can ..... to people -who .ay: "More lIWportant than .the bo'Y la .

the ~ind and the aoul, and lIlan hurts hi...elf 'Iluch more by reading

bad books, by llatening to bad music and looking at bad ..ovie_.

Therefore it 1. the- duty ot the ~overn.ent to prevent people
'"/1l.. ~_I r tJA- f,,"-

'1l tro. c o....~ t tine t~e.e t.~1 tSI ~ ~A ell,.... ~, ....a."....any
'0- .

hundreds of y.ar.)~ govern.ents and ~ authorltl.s ,..,
".~allv .

belleveel that thisA~ their duty. Hor·did thls happen in far

distant agea only; )tot long ago. there was a gov.rnment in oer..­
tJ'- ~""C'J''l1 "'" e~UtI

any that conslderearlt~~ea.rduty to dlstinguish b.tween gooel,..-
and bad paintlng llj\Whlch of cour.e ....nt good .nd b.d from the

point of vle=.t0~.~ man who,ln bls youth, bad failed the entrance

.xa'ftinatlon ~~,,~he Academy of Art ln Vienna..;' ;Jood and bad frOID

the polnt ot vlew of a picture-postcard palnter. And it ...b~
'~..

tor peo~le to utter other viewa about
FUel" u.

. Once you
A .

government to control

II·

begln to ad'ftit that it i. the duty of t

I .- ....

illegal .1 J tapcsslkla
...: . ~ ~ .

art and paintinga than.11

•••, .... t •

...... .
" .
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your consu~ption orl1tq~1~8,

~.

what can you r::::. to those

2.5

who say

the control or books and ideas is'much more important?

. . <t1 freedom really mea~.~ freedom to make mistakes. Thi. ve haye

to realize. Ve may be highly critical witb regard to the way in

which our fellow citizens are spending their money and livi~g

their lives. We may believe that what they are doing is absol-

utely foolish and bad, but in a free so~l.ty there are many ways

for people to air their opinions on how their fellow citizens

.; .
.}...

.'

should chan«. the'f ways of life. They can write books, they can
" ·t~ . . ~

write articl•• , t~.y can make speeche., they can even preach· at
: • . - !. o/..-<J

street corners~~~·they want~and they are ~el"~ thi~ in many coun-

tries. But they must ~ try to police other people in order to

prevent them ~rom doingv~~•• si~ply bec~use they
o • t9 c.9 <' <\ 0 tA.A..

themselves do not want these other people to haveAfreedom to do it.

This is the difference between slavery and freedom. The slave must

I
do what his superior orders him to do, but the free cit1zen~and

I
this 1s what freedom means--· 1s in a position to choose his own

M
wo.y ~;6t/,'~~"G.·

-r of life. 'Certainly thisl\system can be abused, and is abused,

by some people. It is certainly possible ·to do things which ought
Lo-f- -I-~ Pf!of'J/~.J

not to be. done. But if these things are approved by a ma)orlt~

pf!.r.so"" a11AJ4r s has a. 1.V4.::J ::to azte,.""C rc. .}J4-
a.. ~iS4ppro'" JIt..7 change the minds of e,u' " fe llow oi ti zens:
~~ c..bu.-t=_=-~

~,~ t~ .0 trY to persuade them, ~ t., to convince them, not

-. try to force them by the use of power, of governmental
• , J.

lce power. In the market economv everyone serves his fellow
~ ,.?

citizens by .erv~~g himself. This is what the liberal' authors of

the eighteenth century had in mind when they spoke of the har~-
'! : "

. '
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ony~of the rightly understood interests of all groups and of all

individuals of the population. And it was this doctrine of the

harmony of interest which the socialists opposed. They spoke

01 an Mirreconcilable conflict of interests" betveen various

groups.

.'1t Wha't does this ...an?
I--When Karl MarX~in the first chapter of the

~

Com~uni.t Manifes~, that amall pamphlet which inaugurated his soc-.
I

ialist movement~clalmed that there vas an irreconcilable conflict

betveen classes, he could not illustrate his thesia by any ex­

amples other than those drawn from the conditions of pre-caplt'l- .~
I':' "t--f

istic society. In pre1capitalistic a~es, society va. divided into

hereditary status groups, vhich in India are c lled .caste~ In
~ .... ~]<~~ bD"'"

a status society a man was no~~a Frenchman.;. he was born

e'.~.r as a member of the french aristocracy or of the Ire cb

~Y.8"••S;.· '11. bour~eoi.ie o·r of the french peasantry. In the

greater Part of the Middle Age~he .~••XJ was simply a serf. And
cfl••'t'ear

serfdo~did not~completely dis 11'15 in rranc~ until after the

Americ n Revolution. In other parts of Europe it disappeared eyen
..!- ~to~

later. ABut the worst form ~n which serfdom eXisted~and"t.~.4
~~ f4 a.JUJ//t;d"t ~ M .

.. ey 1.'.r ~h.ft slaveryA wa. in the British colonies abroad.

The individual inheri ted his status CIJ:", ..l~ty· from hi spare ts, and

~he retained it d\I~iRg .11 his life. He transferred it t~ his
..~

children. Every group had privileges and ~tsabtlt'ie.. The
. . . ~faI.~~

highest groups had only priVileges, the lovest groups only ~l ••b- •

~l_te~ And there vas no &~h•• way a man could ~ ri~e
""'" d4del~p.l~~

legal 41s ..~lllb(•• «lye" •• him bp his status than by fighting a
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pollclal st~ugele agalnst the other classes. Under such conditions,
W2J4-

you could say that there }4 an Mirreconcl1able conflict of lnter-

e.t. between tbe .lave owners and the slaves,- because wbat the
~

.laves wanted wa. to ~ rid of their slavery, of their quality
hDtW~y~t;

ot being sla~e.. ~ this ~eant a los~ for the owners. There-

tore. there is no question that there had to be this irreconcilable

heover cl~s. ~ ,wh1ch

aristocrat. ar' otber_, -----

conflict of interests between the members of the various classes.,
~One must not torget that in those aRe~~ri which the status so­
,i~t:;~, wcr~ p'r~ito"""",4t1t"f:"#It €urdp< J as well~.s
.to.ty p••40...... t •• toR iU.8~. a ..a la~ei alse in the colonies which
t"< tlArDpeA"$ /4t.O· I'ott ..eI~el. :.
w••e fe'Slided Is, BtI.e,.8 .... in Araerica~ 'People did not consider

1:. ...6-l. , i+t~ Speua./ wtS!::J
the~.eIYes~ •••,..'.11y connected~v£th the •••~e •• el other clas-

, ~ '~~'
••• of their own n.~~L17::~Ch .ore c•••••••ht~ with the

.e.bers of ~" ~ countries. ~.t me.A., : French
!D;!c U:1'.~ :z.

aristocrat did not ee... ' ••• o_her frenchmen as his fellow citi ens;
r~

they vere,I, rabble~

Italy, England and German~as his equals. AA4 the most visible
I " , ~ ~

effect of this state of aif.ira waa the fact that the aristocrats

allover Europe used the sa.e language. And this l.nguage va.

French, a language which was not understood outslde 'ranee by
) , ,

-;r.
other groups of ,the 'Population. The middle classes~ the bUiJjhwI8

~ ~ -~
~ b~u~ge01sieAhad th~r own langua~e, vhile the lover classes~

-,,_.
the peasantry~ used local dialects which very often vere not ~-

der.tood by other ~roups of the population. The sa~e va. true

with regard to the way people dressed. When you 'travelled 1n

1750 from one country to another, you~ that .,.__

the upper, clsses, the aristocrats, ver~dressed 1n the

~
safll.
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,
the~ay he dreseed;-to which class, to which statue

way allover Europe, and you found that the lower classes dressed
r--~~

differently. When you met so~eone 1n the street, youe .... imme-
I

diately-;[from
I'

h. belonged •

.<f1 It is difficult to~4 how d1fferent these conditions were

from present-day conditione. When I co~e from the United states

'""" ~to Argentina and I see a man ~ the street, I cannot 41ee8ver what

his atatus is. I only assume that he is a citizen of A1gentina
/~ja/ly~ .'- .' - '

and that he 1s not .. member of some""group.:. "'lola 111 '.in_ed br

l.gal 41.a~'11_le.~ This is one thing that capitalis~ has brought

about. Of course, there are also differences ~ith1n·capita11sm.

WJ,;cJ,l Mar,c;alits h7"~.
There are differences in wealth, aRd t~e.e differencesA"~•••

'. )to
takenly consider .~, .... Ifa.stans to be 4*e equivalent ed' the

,--'CAd~ )f;sterL
old 4ifferences'between men in the status society •. ..1\ : _

~ the differences within a capitalist society are not the same
~

as t=he ditfe.e,.... in a socialist society: In the Middle Ages.--.:::::::>

uriV' t
b I ~'«illl~'''8 ef' •• ti ••" e.JII"iallS~~in many countries

..~ PDSH'S:S

even much:- later", a fal1lily could be an aristocratic Card \.y and I\e#
d .

great wealth, t.aM.¥ could be a fal1li1y of dukee for hundr.dll~,·artd

. ~ . ~ tAleH-t;$..1 A
hund eds of years,. whatever th...... qualities, ~.ip t:lf~... '''eh'

character or tis.'. morals. But under modern capitalistic con-, .
. . '-~~

dition~ there is. what has been technically ••lle~by sociologists

"social mobilityrtJ The operating principle of this soc~al mobi1i-
~c,.."i,.,g. 1,;..tO· . . .

tY,"a. ~een ft •••• ~y the Italian sociologist and economist
~ (;1" )A.-''b, .
filfredo pare1to~A'" clrcul~tlon des ~lites" (the 9irculation
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:.. ' .
"..'", dJ
.: :. I'

01' the elites}. Thia means that there are always people who are

at the top of the social ladder, who are wealthy, vho are polit-
~ I /

ieally important, ~ these peoPle;:these elite.;rare continually

ch n«1n«. This 1s perfectly true in a capitalist.. aociety. It
1\

vas not true for a precapitallstic status society. The fa~iliea-
who .vere considered the great aristocratic families of Europe are

still the same families today or, let us say, they are the

descendants of families that were foremost in Europe, 800 or

1000 or more years ago. The Capetians of Bourbon--who for a

very long time ruled also in this country--were a royal house

as early as the tenth century. These kings ruled the.t~rritory

which is known now as the Ile-de-France, extending their reign from

10.ing th,ir ~ealtb and becoming poor.
, 1:,:'1 ;

society, there is continuous mobility--poor
------and the descendants of those rich pe~ple

I\....
in capitalist.

1\
people beco.lng:rlch

..... J ",;1 ;'

generation

' ....

Today I sav In'abookshop in one of the central streets of Buenos

Aires the bio~ra~hy of a businessman, who vas so eminent, so i~p-
, , ~ ~

ortant, so characteristic big business ~ the nineteenth cen-
". ""

h .'... tury in Europe that.! even' in this .country, far avay frolB Europe,
" ',' .

the bookshop carried copies of his biography. I happen ,to know

He has the sa~e na~e his grandfather
I

..
j.,.... ,- .. . ..... ; iI'

., .
!L."



)0

~The ·mo.t fa.ou. industrialiat or the
. '

i. Henry lord. tts. 'll.b.. He started

~~~ .

bad} and be .. et,ll1)~*I11l:I. to wear tbe t1:te of nob1l1 ty wbleb

M
his grandfather~who started as a blacksmithAhad receiyed eigbty

year. ago. Today this grandson is a poor photographer in New
O;t~

YOrke ~ ¥ther people, who were p~~he tlme thls photo-

grapher'a grandfather beca~e one of ~ bi~gest industrialists~

of.Kw••pe. are today captains of industry. Everyone is free to

r~ ~J4~~~~
change his atatua. ~ is the difference 6e~ee ihe4iapltaU~r

~ ~
... GDnal".Re of economic rreedo~in which everyone eeft only

~1••• h'm.e~~40es not reach the position he want. to reach.

twentieth century up to now .
, ~~-Itd4'

with a rew hundred dollars~~

borrowed trom his friend~ and within a Yery sbort time he devel-

oped one of the moat important big business firms of the world.

And one c~ndi.cover hundreds .... .e't!t-of such cases every

"

Every dal/
i
. the ~.~ 1'i'lles prints long obi tuaries of people who~

~~

died. If you .,~ead theae biographies> you may/\I-t:mt the name of an
.....~ .

e'llinent businessman, CKK whD atartecnlLs a seller of newspaper. 'at
";' ,' ,

~treet co~ners 1~ ,New York. Or he started as an office bo? Gnd
I •

at his death he is the president of the same banking firm where

he started: the lowest~ of the ladder~ Of course, not all

people ~a~ a~~ain,·these positions. Not all people want to attain

them. There are people who are more iftterested in other problem. 1, ~ .': . ,.. :.,' .

and) for t~~~e P~~~l, other way ....are .open· taday which were not open
. .

1n the days of feudal society, in thetges of the status society., .

The socialist system, howeYer, forbids this funda~ental'rreedom
A

. t
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to choose one's own career. Under socialist conditions) there 1s
~ ~..L.L-IvJA-

only one authority ~ the right to determine all matters concern-
A )f\

inc production.

. .
One of the characteristic features of our day is th t people use

'"~any na~e8 for the same thing'f1 One .ynony~ for socialism and

communis~' is .plannin~.1 If people speak of Mplanning" they ~ean.
~V' ~

of course, central planning, ~ ~eans ~~ ~~ ~e govern-
,- L~~~~~.

_ ent M one plan that prevents alJ.~,~!S~~e planriiriifA

A British lady, who also is a member of the Upper House,

wrote a book entit~ed Plan £! No Plan, a book which was quite

popular around the world. What does the title of her book,

..

mean'? When she says "plan," she means only the type of plan

envisioned by Lenin and Stalin and their successors, the type

which governs all the activities of all the people of a nation.

Thus, this lady means a central plan which excludes all the

personal plans that individuals may have. Her title Plan Q!

!2~ is therefore an illusion, a deception; the alternative

is not a central plan or no plan, it is the total plan of a

central governmental authority £! freedom for individuals to

make their own plans, to do their own planning.

The individual plans his life, every day, changing his

·:'.4

daily plans whenever he will. 1.* i Ii we?) liD~v'n thet sg,?v9iPnments

eJ:e:o: SQiilstlmcB change the:!!! plMls.

The free man plans daily for his needs; he says, for example~

"Yesterday I planned to work all my life in Cordoba." Now he

learns about better conditions in Buenos Aires and changes his

plans'~ saying: "Instead of
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work1n~ 1n Cordoba, I want to ~o to Buenos Alre~ And that i.

what freedom means. It may be that he is mistaken, it may be that

hi. «oing to Buenos Aires will turn out to haye been. mist.ke.
t.

·Conditions may haye been better for him in Cordoba, but he hi~self

, '

And there are people who have the gift to

There are .o.e people.
,vtN

le8s ~ another one.

made bi8 plans. 1\ Under government

an ar~y. The soldier in the army
84"'''' i~O'"J'\"

choose his s.rri .... to

plannin~ he is like a soldier in
1

does not have the ri«ht to
will

choose the place where he bee •• serye., '--He has to obey orders. And the socialist system~ as Karl Marx,
M~

Lenin) and .11 socialist leaders knew and ad~itted~ the tran.fer

of • ...,. rule to the whole production 8yste~. Marx .spoke 4-
, '

~ -,indu.trial ara1es~ and Lenin' ca.f(~d tor "the org_nisation
.J,

of everything --.r the postoffice, the factory and other indus-
~ )

tries) according to the model of the army". A 'l11erefore, in the

socialist system ~Yerythin« depe"ds on the wisdom, the talent~.• ..
and the gift. or tho.e people who form the .upreme authority.

-..1_ _ 4P'~ 't'"'' I- ~._
,~ _~ ~w -~

Wha;Jt the supre..~ dictat.or~or ~ contfllittee~F the SCPiSil8 cUeta'.
~ " ,0.M",
...... ~/know.~ i. not taken into account. ,t.fhe knowledge wh1cb

..ankind has accumulated 1n it. 10n~·historYf_'I". 1...."lIIiSI i.. ~,

not acqulred,by" e~eryone;. le-, ha~eJ\such an enor..ous amount or '
. . ~ .

• cientific and" technological knowledge .......ml. ted over the cen-

turle~ that it i.~ iJllpossible tor one individual
, ~~..k~

to know all these things, even ~e. ~st gifted an. And
Ali'!',.-

People are different, they are unequal. They always will be.
: ~

who are more «if ted $er 08e subject and

, ,.. ,
'\.:-

'. ,

.~:'
,~

~;. ~ ":
:1,
",

find new paths, to change the trend of knowledge. In ~ cap­
," "" 4JC-; c.t; ~$,

it.list.. ~~~) technological progre•• and economic progre •• ~~



gained through such people. If a man has an idea) he vill try

to rind a fev people who are clever enough to realize the value
,daJa.e. ltD~~, J of hie idea. Some capitalists, who ... the future, who realize

: :~ ~S;"(<. ~t\..cA..-l: ~.I the cons~.uence.~ idea/rill put l~5it~ work. Other

-- peoPle"),.a: say: ""they are fools"; :ir: :t:; ~SaYing ..,
/ . ~

wh.~ they discover that t this enterprise, which they
, b

called fooliah,'is 1 that people are happy to ~lta products •

. L-~~~ ~
,~ Under the Marxian system, on the other hand, the supreme body

must first be convinced of the value of such an i~, before it

can be pursued and developed. This can be a very difficult thing

to do, for only the people ~hs sse at the head--or the

supreme dictator himself-~e power to make decisions. And

if these people--because of laziness or old age, or because they

are not very bright and learned--are unable to grasp the importance

of the new idea, then the new project will not be undertaken.

We can think of examples from military history. Napoleon

w~s certainly a genius in military affairs; he had one serious

problem, however, and his inability to solve that problem culminated,

fl~aily, in his defeat and exile to the loneliness of St. Helena.

Napoleon's problem was: "How to conquer England?" In order to

do that, he needed a navy to cross the English Channel, and there

were people who told him they had a way to accomplish that crossing,

people who--in an age of sailing ships--had come up with the new

idea of steam ships. But Napoleon did not understand their

proposal.

Then .. th re was Germany's famous Generalstab. Before the First
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: .;

.,

World War, the German jeneral ~taff was universally considered

to be unsurpassed in military Wisdom~~ similar reputation
~

was held by the staff of General Foch in France. But neither

the Germans nor the French--who, under the leadership of General

Foch, later defeated the Germans--realized the importance of avia-

tion ~or military purposes. The German peneral sta~~ saida

."AYiation is merely ~or pleasure, ~lying is good for idle people.

From a military point of viev only the ieppellns are importan~
) ::£i _/'2. eLUt I

and the rrenchpeneral statt was ot th~same oPlnlonl,~~ I~
~ . ~()J~(,t/~.r~~=JcJ'

Later, J;1I the ·._.IIFer perio ~ there vas a general in the Unite&>'
I\. .

States who was convinced that aviation would be very important in

the next war. But all other expert. in tae United states were

against him. He could not convince the~. If you have to convince

.a group of people who are not directly dependent on tbe solution
ThM~~~ 01-

ot a problem, you vil~eYer .ucceed. Anti -',ls is the s ...e '00''''''
~

~ nonteconomic problems.

~~
There ~ paintera, poets, writers, composera, who complained

duift" W'lYlA..~ e4(,f"~ ~ 1'0~
that the public did not acknovledgeAtbe. aft. ae t~.y ••••lR.4

~ ~ J
poor. The pUbliC~ce~_tainlYAha~ poor ·.,jUdgment, ,uut when theae

artists .a1d1 "Yhe government ought to support great artists,
.,Q . ~~~~tA>"~'

pa1nters) and wr1 ter., (JI they .were ) •• ly .l."akeh,. Whom ah~uld

( -f:;h..t, r 6f- ..u .
the government. entrust vith deciding whether a newcomer ... real-

:r;t !Uk~ ;r,M.
ly a great pa1nter or not? ~e ~••e.R..e.t would have to'~
j~4ik. tAL ~
~ •• critics, and" professors of. history of art who are al-

. A- ~~ ~

ways looking ~~ck into the past e•• hat' very rarelyAshovn the'
.. '~~~ "

.talent to dia~OverTgenius. This 18 the great difference between

..
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a system of "planningh amd a system in which everyone can plan

and act for himself. "It is true, of course, that great pai"ters

and great writers have often had to endure great hardships. Tbe,.~,

~~ p.A, ~
~ee~ in their art, but t ••y .,. not a1.ays .~'Jce~ in

getting ~on.y. Van Go~ vaa certainly a great painter. He had

to suffer unbearable hardship an~ finally, when he was thirty-
• I

••yen years old, he committed suicide. In all his life he -..tr
~

sold one painting, and the buyer of it was his cousin. Ap~rt

A ~ $4/e~ ,,' .
from thi~he l~ved.~m the money of his brother, who was not an

arti.t or ~ pa~nter. But ;anGogh'a brother'understood a pain-
o (". ~~~

ter' a need••, .. ;Today' you cannot buy a 'an Go~ vt:1h 'less than

()"h~ o"\'.J:uo~~1"4«"..(. ~.'

Under a socialist system, 1an Go~hts fate might have been dif­

ferent. Some government official would have asked some well

known painters ( whom jan Gogh certainly would not have ~~~
~ as artists at all) whether this young man, half or completely

was really a painter worthy to be supported. And they
I ~ _

Y vou1d have answered. No••• he i. not a painter, he is

not an ar~i~~, he ls just a man who wastes paift~an~~~

haye sent' hl,. into a milk factory or into a home for l.A••lte peotsl ...

Therefore all this enthusiasm, in favor of socialism by the rising

generation of pai~ters, poets, musicians, journalists, actors, is
oh.L

based on an illusion. I mention this because these groups ~eleft~

~~o

., the most fanatical supporters of the socialist idea.

~ , Wh~ ...... .:..:t~.Ma~o.s;"'9
<J7 0 8 I'robl~ .. is so..awbat dlffaran~ wa h.,a :;:a.....""'batw..n "f-

socialism and capitalism as 'an economic system) ~ the~
~ 1\
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•• R8ce never suspected that modern industry, and all

the operations of modern business, are based on calculation.

Engineers are by no means the only ones who make plans on the

_~ basis of calculations, businessmen also must do so. And businessmen~

~'V calculations are all based on the fact that, in the market economy,
\.. ~ G )
.---- the)pr1ces of goods inform not only the consumer, they also provide

vital information to businessmen about the factors of production,

the main function of the market being not merely to determine the~

last part of the process of production and transfer ,o~goods to the
'-p/a~~~ A./tt'

hands of the consumer, but,A-t11 p8..ts leading up tortfi:& 188"1: Q:M: mE we-

The whole market system is bound up with the fact that there is a
mentally calculated
~1a~ division of labor between the ~arious business~en who vie with

each other in bidding for the factors of production--the raw material:

the machines, the instruments--and for the human factor of productiom

the wages paid to labor. This sort of c~lation by the businessman

cannot be accomplished in the absence of prices supplied by the

market. I
Lwhicl1 t's W"'A.'t tit'! 'OC;Q{/s.T:s

~~r---71 At the very instant you abolish the market--~ ~~iBei~Ql OQj8Qti'~
N.~!JfI~fIt'll'Cl.td (Ike. totlo • .. Q 0 f'O <0 '" ~

,- , --you render useless all the computations and calCulat'l~onE
ca.Q ot? .

~ e engineers and technologietej the technologists can give you a-

8T at number of projects which, from the point of view of the natural

sciences, "f!:==~.iiiiiii"~=*i3SIie=:iillII_~, are equally feasible,

~\

but it takes the market-based ~alculatiQns of the businessman to

make ~ clear which of those projects is the most advantageous,

from the ~conomic point of view.

The problem with which I am dealing here is the fundamental issue
C41> it~' is-t;C.

of economic calculation as opposed to socialism. The fact is that
1\
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economic calculation)and therefore all techno1o~ical planning, is

~1~SSib1~if there are money prices, not only for consufller
ThU.

goods but a1ao for the factor. of production. ~ mean. ther

ha. to be a market tor all rav .ateriala, for all ha1f-fini.hed

~ooda, for all tools and machine~and for all kinds of human

labor and human services.

~ When this fact vaa discovered, the socialists did not know how
r~~po\l\tJl. I~O ye~

to ~ft.wer. lor ~uA4••"ft' flf_y y.·s. they ha~alda "All the

evil. in the world come from the fact that there are market. and.
• arket prices. Ve want to abolish the market and,vith l~~~ot course,

the market economy, and substitute for it a syste. without
..,..
p~ices and without markets." They vanted to abolis~what Marx

called the "co~modity character" of eo~oditi.s! and of labor.
~ ...... $~4.lcii.--.1~

~When faced vi~~,thls nev'prob1em the ~"'.l'.' .y_~.... kA8W'W8

no anaver, final.1y s.id, "We vill not abolish the aarket alto-
"'1" \

gether1 we vi1l pretend that. market eXists, ve will play ••rket,

'h.' ••all. v, ,,'11 ... like children ~ who
.f

pla~ school.

But everyone ~nows that when chl1dren~ p1ay~ school, they

'.

do not learn

Just an exercise, a
:.; "

""...~t;:c:4~1 and y ou can

..;

'.~ '., .,.. '
'"

~ (bings. AThis is'a very difficult and complicated problem and 1n

order to deal with it in full one needs a little more tiflle than
~

I have here. I~exP1ained'it 1n detail in my writings. In aix

lecture. I cannot .nter into an ~-'i~j.h~,

Q:~~y~~
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~
CgP. I want to advise you, if you are interested in the fundamen-

tal proble~ of the impossibility of calculation and planning under. '
.a~~~~=o~~~~~, ~ read ~y book .Hu~an ActionK, which is-

Gf\" ayailable in an excellent Spanish translation. j\But read other

book~ ~oo, like the book of the Norwe~ian economist Trygve Hoff,

who wrote on economic calculation. And if you do not want to be

one-sided, I recommend that you read the highly-regarded socialist

book on this subject by the eminent Polish economist Oscar Lange,
. . . . t(U(Ie~/e f!U

~ who ~ne t1me was a professor at an Amer1can un1vers1ty,~

~p ~~r returned to Poland.
~

tL<J
You vill probably ask me~MWhat about Ruasia? How.-w the Rus-

~.t;hc" . --
siana handle this question?" This w a .l'....elit problefll. The

!-'.-- ..~
Ruasians .... operat~ their ~alia~ systefll within a world .in

vhich there are prices for a~ctors of production, for all

raw fila teria18, tor eYerything. "'"'" they can therefore eraplolj 1'or

4:!:1;.;::r~~L~
their plannin« the !&.....prt"c-e.-~f' the world market. And be-

) ~~.-/ ~~~
cause there are certain differences be6,eenriiU881a and~

United Rtates, the result is yery often that the Russians con-
. l.M.k . '*

sider 8o~ethi~ justi1'ied and adviaa~le~from their econofllic
_~ "tL..tA~""" .~ A.w::f~: eConc> ... "cAIly Jt(.st;(,·ai:J/~

view~ which '"''114 nO'," ~8 ai! e is 8111., '1n4. ¢point ot
a-t aR.R..
/~ the IlAi'ed-!t.~es ~'"'t advla.ble HAdeI' the COAcUttehSl)fh=1\U'S"S'ta.

;,
. SDV;C~ ,

The A'iestaif experiment,' as it was called, does not prove anything.
~~

It does not ~ anything about the fundamental proble... ot 8ocial-
1> /.AX~ uK.-~;t."'p~IL4 ;d;- a.

ie~, the proble'll of calcu~~., 8.er~H"'ll~ to ee" it

an experiment? I do not .~l.h *~.t there ls such a thing a a

scientific experiment ln the rield of hu~an actlon and econo'lllcs.

~=~'t-Y-o-u-c-a""':'n':"'n-o-t-m-a-k""e~eiil'x!liiip-eiJ~~i~~ent <-becauBer.::~eqU1 re. the t

~ htA£~~~



ani~al one or the
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~
-{:l-t4 &.(.A'14 ",,~~;-~
~c.~1

you do the same thing under dlFFereft. conditions, chan~in~ perhaps

only one factor. For instance, if r inject4 into a cancerous ;',
~

other medication, the result may/that the can-
~~~;tea~ .

ala can tI .......1I1 ••g·a with various animal. ot

the sa~e kind which suffer the same malignancy. If you treat

so~ of them with the new method and do not treat the rest, then

you can compare the result. You cannot do this within the field
,

laboratory experiments in:hu~an

~xperimentVmerely shows that
oviCt.

of hu..an ~. There are no
Sov;«~

so-called aw•• '.w
,

~.I\'n1e

the .tandard ot"11Yln~ is. incomparably lower ln Ru.sia than ~t i.
," .~ .

ln the country 'that 1s consideredl~ the whole vorl~ as the para-

con of capita11s... ft...e United states" Of 'course, if'you' tell. r·· 1\

this to a soclalist, he will say. -Things are wonderful in RUSS1~

'41
I':

......

."And you tell him. -They may be wonderful, but the average stand-

ard of liY~ngis much 10w.~ ,Then be w11l answert
"I;e",:hle

r.~emb.r how~ it was for the Russlans under the
ti,,;blc. we.' .
~ a war ~ ha~ to figh~

-Y.a, but.
-tsar-.s
C.... and how

I do not want to enter into discussion of whether this is or

is not a correct explanation, but if you deny that the conditions

are t~e same, you deny that it was an experiment. You must then

say this (Which would!be much more correct): "Socialism in Russia

has not brought about an improvement in the conditions of the

average man which can be compared with the improvement of

. conditions, during the same period, in the United States. IIf.

In the United States you hear of something new, of some improve­

men~almost every week. These are improvements that.business

J
~ ·"usi..esS

has8~@ft~ a~e'-\ because thousands and thousands of people are

"
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trying day and n1ght to find some new product which satisfies
~~ss 4Z.1' t'tMS;~C b "vo4A~t!. J - ,,$) e..ttp~~Si'"

. the consumer better or'e....'.--. or better and .....p•• than the
#tf.;sti,., -
~••• product. They do not 40 this out or altrulsm, they do lt

because they want to make money. And the effect ls that you,
WI

have an ~mproveMent~ the standard of livin~ in the United

states whlch 1s almost ~i aculoua, when co~pared with the cond1­
~le1:"

tiona that exlsted fitty or a hundred years ago. But 1n1Rus.1a,
- <.....A,c..~~

where you do not have such a syatem, you do not have-~)''''ob en

lmprovement. 50 th~ae people who tell us that we ought to adopt
S-vac.t

the RM.".R system are badly mistaken •.

~ There 1s aometh~ng else that should be mentioned. The American

consumer, the "'''01 leah 1ndlv1dual, is bot.h a buyer and a boss. When
'1°14 '~a"c A. ~'-or, 'M A",~ ....·~ y~
. tt. 1•••18 ••*••• Llmlay lind' a sign .ay_"n~1 "Thank you tor

your patrona«e. Plea.. -come a«a1n.- But -when you ~o -into a,
~-

.hol) ln totalitarl~n country~b. 1 t ln pres~n-t-day Ru.sla, or

in Germany as it was under the regime of Hitler--the 8Wft8» Q~
6h"pK~ep~r

-~ tells you: "You have to be thankful to the great

leader for giving you this."

In sooialist oountries, it is not the seller who has to be

grateful, it is the buyer. The citizen is not the boss; the
- lSk;tfUst

boss is the Central Committee, the Central Offioe. Tliose~

committees and leaders and dictators are supreme, and the

people simply have to obey them •
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Third Lecture

A C••ous, very oCten quoted phr••e ••ysz-Th.t ~overnment is

be.t, .' goyerna leaat.- I do not believe th1s to be •
~

correct descrlptlon ot the functions OfAgood government.

Government ought to do all the things for which it is needed

and for which it was establl.hed. Government ought to protect

the lndividu.l. within the country against the violent and

fr.udulent att.~ks or gangsters, and it should defend the

country a«alnat foreign enemiea. Theae are the functions
I

of «overnment witbin a tree aysteM, wlthin the system of the
": i ~

.arket econo.,..

Under socla11sa, or course, the government is totalitarian

and there is nothinc outside its aphere .nd its Jurisdiction.

~t 1n tbe ..rk.t.~cono., the. ln task of the goYern.ent
. "

ia to protectFtbe amooth functioning of the ltlarket econoNY'
with;" +,.0,""",

ac.inst ~raudor vi~l~~ce from ~el~e .ndAoutside the country.
, ..

11 People who do"not agre. witb' th1. definition of the functlons

oC coyernlllent '.a,. .ay. -1111a ....n bates the government.-

lothing could be farther frOM the truth. If I should say that

gasollne i. a very useful liquid, useful for m.ny purposes,

but that(IReYe~t~~les~Iwoul~not drink gasoline because I

thlnk that vould not be the rlght u.e tor it, I .". not .n

ene.y of ca.olin~.~nd I 60 not h.te ga.oline. I only .ay that

8 ••01 ine 1. very uaeful tor certA.tn -purposes... but not tit for
.' \ f o-.;' ., ••••\ •• :.. p.... ,.' ','~. ~ ..•... "',,',:.>, .. t,

. ;

.,



other purpo.es. IC I say it i_ the govern~ent·. duty to ar­

re.t ~urderera and other criminal., but not its duty to run

,~ ,

, "",

::., ".-: .
, ",
"J

" .
::. I

.". '.',

the railroad. or to .pend .oney tor usele •• thing., then I

do not hate tbe goy.rnm.nt by declarine tbat it i. tit to do

certain tbing. but not tit to do other thing••

~ It has been .aid that under pre~ent~day condition. we no longer

bay. a Cr.e mark.t economy. Under present, day conditions we

have .omething called the -mixed econo~ And for eyidence

ot our -Mixed econo~- people point to the ~ny enterpri.e.

whicb are operated a':ld owned by the goYernment. 111e econolll1

i. ndxed, people .ay, because there are, in ~any co\Jnt~ie.,,--
certai~ institutions~ like the(telep~one, telegrap~ and rail-

road.~'-which are owned anel ope rated by"the governlllen t. dIte
~. A

~ hat .0•• ot tb••e ina*itutiona and enterpri ••• are operated
".. -r::;-. . A '
.-:;. . .... {/~ ..

by tbe cov.rn.ent l.certainly o•••• ,fte But this tact alone

doe. !!! change tbe character of our econo.ic .y.tem. It doe.

not eYen .ean tb.re i. a -little .0ciali_lII- witbin tbe other­

~
vise nont.ociali.t, tre...rk.t .cono.,-. lor the coYern..ent.

" Co '

1n operatlnc t.h~.e enterprl.~~,I. ~~/~~~~~o tbe eupre..cy
. "..:,hie.... . ~ G<l.- ~.r.c-'r--r ll

, ot the .arket, ,""" .ean tbe .upre.acy of' the consumer••,--,." ,

Th. coYernmentA It it operate •• let u••ay. post ottic.s or
, I' , ' ,

,railroad.;fbas t~ hire people who baye to work in the.e ent.r-

pri •••• It al.o bas to,buy the raw aaterial. and other thine.

tbat are needed ,tor tbe conduct 9t .the.e ent.rpri.... And

on the other hanel, it -.e11.- th••••ervices or commodities

to the public. Yet, even though it operates the.e Lnatitution.



u.ing the metbods of the free economic system, the result,
C-.hoOAlev.c ~

••• rule, is a deficit •. ~ ~he goyemwaenYls in • position
- , ~

to tinance sucb a deflclt~)l~ l ••• t tbe .ember. ot the go"ern-

<R .ent and ot tbe ruling party belle"e .0.A1t i. certainly 41t­

terent tor an lndl"ldu.l. The indl"idu.l·s power to operate

80methine with deficit i. Tery limited. If the deficit ls

I
an enterpri.e at a 10•• --that i.,

M

th.n it would b. done by a prl".te

I. " •

. .;.

,...' '~ ".

~: ::..

not Tery soon ellainated, .nd ~f the enterprise does not beCOMe

protitable,(or at least show; th.t no further deficit and los­

.e. are being incurred) the lndividu.l goes b.nkrupt and the
,".. 5~ "I

enterpri.e .... ca... to an end.

But tor the go"ernmen) condition••re ditferent. The «~~ern­

••nt can run at a deticit, becaus. it baa the power to t.x-
peopl.. And if th. taxpayer. are prep.red to p.y bigher tax••

in orde~to make It possibl. tor tbe.«o"ernMent to operate

in ale•••tficient vay

in.ti tution -L .nd it the
1\1

public will accept thi. 10•• , then of~our.e the enterpri.e

'ff will continue. t\ In recent ye.r.t~.oTem••nts haYe incr•••• el

the number ot nationali•• el in.titution. and enterpri••• in

moat countrle. to .uch an .xtent that the deticito bav. grown

tar beyond the amount that could be coll.cted in t.xe. tr~

th. citi&.n•• What happens th.n, i. not the .ubjectot ·today'.
~~Q-t

lecture. It i. intlation,and I .hall deal with ~ tomorrow.

I mentioned thi., only becau.e, the mixed economy mu.t not be

contu.ed with tbe problem of interventlonl.m, about which I

want to talk tonight.

..' .,~
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~ What 18 interyentionism? Interventionism means that the goyern­

••nt do•• not restrlct its activity to th. pre.eryation of, -~

ord.r, or;[•• people u.ed bundred y••r •..•goA to -th•

productlon or .ecurlty#- hat the goyernment want. to do

.01'.. It vanta to lnterfere vl tb market phenomena. A If one.

object••nd ••y. the governm.nt should not interfere with busl­

n••• , ~.ry otten., ==<Peop!i>.ns"er:M:ut the goy.rnment

nec•••arlly al"ay. lnt.rrere8.~ there ar. policeNen on

tb••tr••t, tbe goyernment lnterfere..It interf.r•• wlth

.robb.r lootlng ••bop or lt pr.y.nt. a man from .t.aling
~ ~

a car. But vb.n dealing v1th lnteryentionlsm and defin_lng wl"a,;t ;s tM(~
~ df'< ~p~tU<I"~
Ainterventionls., ve ~.k about goYern.ent interference wlth

the lIIarket.phefte.ellolh (That the government and the police

are "-iiilIIly to protect the citl&.~., whlcb lncludes bu.lne....n.

...... ;
:.:. '.

and or cour•• th.lr .mploy.e., ~galn.t .ttack. on the~~

~I do...tic ozjlorailPl «.ncats~~~~.ct.(;ece.....,.

.~~••*.n 01 «oYernaent. ~~lnterYentlon.lor

tbe coy.rn....nt •• only l.Cltl..t.~'runctloni•• preoi••ly, to·.

produ•••ecurl t,.)

;:...

.' '~.,. :
.:r> "
; p •

,"~; ..' .

Vh.t v. baye ln mind vben w. t.lk .bout interventlonls. 1.
q$sau.lts

tb. conrn...nt·. deslre to do !!2!!. than ~reYent~ and traud.

Interyentlon .ean. tb~t the coyernment not only tall. to pro­

tect the smooth tunctio~'.,. ot the .arket econo.y, .a.t ~t In-
''':~: . 0 :",t.l'feY-es ~i~'" w;~h

t.rtere. with the Yarioua!.arket Phenomena'i\"- prlce.'Awage

rat•• , lntere.t rates,and protits.

~ Th. goY.rnment vanta to lnterfere ln order to tore. busl-

ne8.~m.n to oonduct their attair. in a~ay tha' ,.~~
~

th.y would b.ye chosen 1t tb.y had obeyed only

\



the consuurs. '!bus, all the mea.;::::.y;r interventionism by

tbe government are directed .. 'he ,~.pe•• ef restricting the
~ ....

"

'~:
.;, .
'" .

.upre..cy of con.u.er.. Tbe govern.ent vant. to arrocate
.'.

::" .

'... .~

.! .

'.'
': ..'

to itself the powe~or at least a part of the pove~ which,

in th. rree market economy, ~s in the hands or tbe consumer••, . .
Let us consider one exa.ple in many countries~

~
which b" b'ar tried again and again by many govern.ents, .s-

pecially in tille. or inflation. I rerer to price control.

91 Govern.ent. ulually resort to price control when tbey bave
. ~:. to~

intlated the iaoney supply and pe ople ... :t::;'ia'"."C abou t

the resulting ri.e in p~ices. There are many ramous hlstori-
. s~~cal ex..pl•• of price. control method. that ralled, but I ...

~f~ . d1tM e.
•• r."'.e ··'t.···_'i7~·'t"O··., .. • --Mcau.e) in botb tb,.e ca.e~ tbe'

co.ernaentl w.~. r.ally ver,r enere-tic in enforcing or trying

to -...toroe tbeir price controls. ~ ~e tirst ra..ous exat.D~le
. 1),oc.'eti(11\.1 .

i. tbe ca.e or the Roman Emperor a•••l.~, very well-known

as the last of those RomaD~.peror. who persecuted tbe Cbri.t-
'. -,

iana. 'lbe BC*aD "aperor in the second part or tbe third cen-

, tury bad only one rinancial method, and this was currency de-
D

basement. In tb,se primitive ages, berore the invention or

the printing pres., even inflation va., 'let us say, primitive.
involvuL.

. It •• atit debaee.ent or the colnage, "peclally the .ilver. eolu-

••0 The government mixed .ore and more copper into the .ilver

".......
:, ':' ..; ~. ;. .-
:~.. :~;::~: .: .

.) :~:~..

..~

until the color or the silver coin. vas Changed"nd the weight

vas reduced considerably. The result or thls coinage deb.se-
~,.tk.~.~iM-tAt.~4~

••~wa. an increase tn price., followed by an edict to control

price•• 'And ~i •• Ro.an ~.perors.vere not very .i1d vben tbey

I .



.
;'" "enforced a law; fhey did not consider

~AJ-

a puni.hment for a man wh0Aasked for a

death .. too mild

higher price. They

46

enforc.d pric. control. but they fail.d to Maintain the

;. .ocie ty. 'lbe I 'If re sul twa. th. disintegration ot the
~

Roman eapire---' the .ystem of the division of labor.
~

<f\ 'lben, 'Sco years later. the same currency debasement took

:"',

plac. during tbe french revolution. But this time a dif­., .- .
ferent method was used. ,The technology for producing money

was con.iderably improved. It was no longer nec.s.ary tor

tb. ~r.ncb to r ••ort to a.ba••••nt ot the coinage: ;they

had tb. printinc pre... And th. printing pres. wa.' Y.rY

.tfici.nt. Again, the r ••ult vas an unprecedented riae

in pric... But maximu. pric. in the french Reyolution

w.re not entorc.d by the ...... thod ot capital puni.bsent.

whicb the Emperor Diocletlan bad used. There had al.o
•

be.n an improvement in the technique otkilling cit1.en••

You all reme.ber the famous Doctor J.t. Gu1llot1n ('738- n@_ ~'~

1814~ who invented the guillotine. r:;;, the Srenc,:> 0100 ,z._~,
falled vith th.1r law. ot .ax1mum pric.. Vben Robesp1.rr.~~

himself was carted off to the guillotine the people .bouted,

"There goes the dirty Maximum."

<J?' I wanted to mention thi •• because people often .aya --
i. ne.d.d 1n ord.r to make pric. control eft.ctiYe and

etflcient i ...rely more brutal1ty and more energy.- Hov

certainly. Diocletian wa. very brutal, and SO was the ~rench

reYolut10n. ·Neyerthel•••• pric. control mea.ure. in both:- .

•••• falled ent1rely.

,~ t' ....- ..... --.-•._-.-.,...,. ._....._ ..... , .
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~ Nov let us analyze the reasons tor this fallure. The «ovorn-

~ent hears people complain that the price ot milk has ~one

".~

up. And _11k 18 o.rtalnly very lsportant, a.peclally tor

the ri.in~ r.eneration, tor children. Con.equentl~ the covern­

ment declare. a maximu~ price tor milk, a'.axlmu~ price tap i,L'k

lover than the potentlal ~arkot price w~uld be. Now the

f,'overnlDent says. "certalnly ve haye done everything no.dod
;

1n order to make lt pos.ibl~ tor poor parents to buy as such

children."1\ nut what happens?'
\"';*551 ,t

ot ~llk incre•••• the e••nd~

_11k .e they neod to reed their

On the one hand the lover prtc~

~/) .r j )"eoPle who caul" not .ttord fa buy _Uk

at a higher price p-rf! now able to buy it at the lower price

':'".

which the govern~ent haa d.creed. And on the other hand

.OM~ or the producers, tho.e produoer. or milk who are pro-, ,
~- ~~

duc1ng at t~. ~lr.hest coet~ that i8, ~h8 marginal produo.r.~

ar. now .uttering 10s8es, because th8 pr1ce whlch the goyern-

lDent has decreed 1. lover than their COllt.. 111i. i. the

important point in the ~arket .cono~•

. ~ ~

<::fI' 'lb. priv.t. '~n·'tr.pr.n.urt the private produc.1j cannot take

~" ' lo.s•• 1n the long run. And a. h. cannot take 10•••• ~n ':
P(oJ",~t;DtI\

m1l~, he restrict. the prod~" ot .ilk for the ~arket. He

. : '.. ' ....
, '.

~ay sell .o~e ~r his cow. ~or~the 81aucht~r hou •• , or in.t.ad

ot ~llk he ••, .e11 .o~e product. ~ade out 0' .llk, tor in­

.tance so.r cre.~, butter or che••••

~ Thu. the goyernmentts interrerence vith the price or ~ilk

vl11 re.ult in Ie•••ilk than there va. berore, and at the

.... ti.. there vill be • cr••ter d...nd. -.t .0.. people
=,.



who are prepared to pay the government-decreed . price~can­

not buy it. Another result will be that anxious people will

hurry to be first at the shops. They have to wait outside.

The long lines of people waiting at shops always appears

as a familiar phenomenon in a city in which the government

has decreed maximum prices for commodities that the govern-

ment considers as important. This has happened everywhere

when the price of milk was controlled. This was always prog-

nosticated by economists. Of course, only by sound econo-

mists, and their number is not very great. But what is the

.result of the government's price control? The government

is disappointed. It wanted to increase the satisfaction

of the milk drinkers. But actually it has dissatisfied them.

Before the government interfered, milk was expensive, but

people could buy it. Now there is only an insufficient quan­
the

tity of milk available. Therefore;~ota1 consumption of

milk drops. The children are getting less milk, not more.

The measure to which the government now resorts, is

rationing. But rationing only means that certain people

are priVileged and are getting milk while other people are

not getting any at all. Who gets milk and who does not,

of course, is always very arbitrarily determined. One order

may determine, for example, that children under four years

old should get milk, and that children over four years, or

between the age of four and six should get only half the

ration which children under four years receive. Whatever

the government does, the fact remains, there is only a.

smaller amount of milk available. Thus people are still

more dissatisfied than they were before. Now the government



I .

askS the m1lk producers y'(becauae the govern~ent does not

have enough lmaglnatlon to flnd our for ltself).,. "Vhy do

you not produc. the ......ount or _11k you produced b.fore?"

nt. cove m ..ent ce ts the anawer. "We cannot do i) .1nc. tb.

co.ts of productlonar. bleber than the Naxlmu~ prlce whlch

the government baa establlsbed." Now the govern.ent studle.

the coats or the varlous It.... or productlon, and it dls­

covera one of th. 1 t ••• la fodder. A "OhFbJ says the govem­
we

••nt, "the aame control)!applled to ..11k' we wlll now apply

to fodd.r. We vlll deter.lne a Naxl..um prlce tor fodder,

and then you vlll be able to feed 'your cows at a 'lower prlce,aLl. ..
at a lover expendlture. Then everythlng will be~
you vl1l be able to produce more mllk and you vlll aell more

milk. It

But what happena now? The .ame .tory repeats ltaelt wlth

rodder, and a. you can understand, tor the s ...e reason••

The production ot todder drops and the government ia agaln

raced witb a dllemma. So the government arrang.a nev he.r-

inc., to rind out what 1. wronc wltb fodder productlon.

And lt geta an explanatlon fro. the producers of fodder

precl.ely llke the one it got from the ml1k producers. So

the government muat go a step farther, since lt does not

want to abandon the princlple ot price control. It deter..lne.

maxlmum prices tor producers' gooda whu::hiare neceasary tor

the production of fodder. And the ame story happens agaln.

AThe ~oYernment at the aame tlme starts controlllng not only

m1lk, but also eggs, meat/and other neceasltlea. And every

time the government get. the aame result, everywh.re th
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consoquenoe.1. the sam9. Once the goYorn:nent fixes a l'Iax-

i~um pric~ for ~onsumer ~oods, 1t has to go farther back

to produce~ «oods, and limit tho pr1cos of the produoe~

good. requ1red for the production of the price-controlled

consumor good.. And so the goYorn~ent, hav1ne started w1th

only a few price controls, goos farther and farther back

1n the prooess of production, f1xing maximum prices for all

kinds of producer~ goods, lncludlne of course the price

or labor, because without wage control, the government'.

·co.t oontrol- would be •••ningle •••

.
Moreover thogovernmant cannot limit its interferenoo into

, 1"""':'\.. \ Vi'W ~
the market/onl~thoso things which it ••·"'•••• 8 as vital

neces8it1es, 11ke m1lk, butter, oegs.and meat. It must ne-
, ---~

cea.arl1y include luxury &ooda, becau.o if 1t u ••i4 not

li~t tbe1rprlce., capital and labor would abandon the

production of vltal noco••ltlus and would turn to producing

those things whlch tbe gove~nment cons1dors unnecessary

luxury goods. Thus, the lsolated 1nterference vith one or

• rew prices ot consu.er Bo04. alway. brlngs about .tfect.
, I

--and thls 1. important to reallse.- which are even le ••
1'1 /101-

satisfactory than the condltlons that preval1ed before:

,efore the government interf'erod, mllk and egro- vere expen­

slyel aftertbe coyernmont lnterterence they begin to dl.ap-

pear fro. the .arket. ~e coyerneent con.idered tho.e ite••
1:0 be . A
... 80 i.portant .that it intertered, lt wanted to lncrease

the quantity and improve the .upply. The re.ult vas tho

opposite: _ the taolateet interference ... brought about, /

. -- ~-

• condltlon:wblob;tr~ tb. point of Yiew or th. co.ern.ent;\
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1••ven More und••irabl. than the prevlous state or artair.

whicb the co,-.n.ent want.d to alter, And a. tb. «oyern..nt
'ft~A,.~ _. -' -- -

.f : ••••• '. ",..-_r __~

co•• 'artberan4 farth.r, it vill tlnally arrl•• at a ...,.

...If•••• ,. '~'e~ all prl0•• , all wa«e ratea, all lnterDat

r.t•• , in .hort .verythln« in the whole ocono~10 .yate.

is d.ter~ln.d by the go••rn..nt. And th'~ clearl~ la soc1.1­

1 ....-
Wh.t l ha•• told you here. thls .che~atlc and theoretical

••p1anatlon,.~ 'a' pr.oi.el, vbat happ.n.d ln tho•• countrl.,
• ~ ",.;~-e.

vbich tried t.entoro.~".l.u~~oontrol,..'. P••••,.. whar.

coy.rnmenta'were .tubborn enough to co step by step until

they c... to the en4. This bappanad in the Firat World

Var, in ae...an1 and ~n£1and.

Let u. anal,.. the .1'uat1Oft 1n both oountria.. Both OOUD-
u~;"'Ib~.

trl.a ~irl._.d, Pric•• v.nt UP, .nd the t~o ~ov.rn~ent. 1.-

po.ed pric••ontrol.. Starting with a few price_ t st.rting

vith only .ilk .nd .fta-, they had to «0 fArther .ndfqrth....

Th. lonc.r the wa.. vent on, tb••0 ... infl.tion va. can.ra'ed.
, ,
,.-

And .ft.r tbree ,.ar. or val', the Ger...n.; .y.t....tlc.l1',
a. alvaY.~.laborat.d a «reat plan. They called it the ~-

denbur£ Plan: eYerythlnc ln G.~any at th.t tl.. con.ld....d
'te be.
~ frood by the covem...nt aft.r Uind.nbur«.

Th. Hindenbura pl.n Neant tb.t the whol. Ger.an .cono.l0
£

ay.te••hould be contr lied by the covernmenta )price •• w.«•• ,
profita ••••v.rything. And the bur.aucracy imm.diately beaan

to put thl. into efr.ct. But b.tor.'they h.d tlnlkhed, th~

~
d.baole 0.... the Ge ...an .mpire broke do,,", the .f,lIl. burea..-
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cratic

bloody

apparatue disappeared, the revolution brought 1ts

I
result. -~thint~ c..a to an end.

.M

" ,
"

~.' .

In £n~land they atarted 1n the .... vay, but atter a tiae,

1n the)Sprlnc of '9'7. the Unlted 9tatee entered the war

and 8uppl1ed the Brlti.~~v1th sufficient quantities of

eyerythlnF.. Therefore the roart to eoclal1s~, the road to

serfdom. va. lnterrupted.

Before Hitler 0 ... to power. Chancellor Brunln" a«aln introd-

ueed prioe control In Ger-any tor the u.ual rea.ons. Rlt~

, 1ar enforced it, eye" betor. the var atarted. for, 1n Blt-
.ler'. Ger~any, there was no privat~ entrrD[lse DrPrivate 1nitiative

In Hl~.r'a Germany tbere waa a .ystem or aoe &1 sm wn ch differed

frem the Ruesian ayete. only to the eKtent that the termin-

01017 -!!!,d label. or the tr•••oonOllll0 .yste'll were .ti11 re-

ta1ned. ~~... still ex1.~\ .prlYate enterprlse"'l, aa they

were ealle4. But the owner wa. no 10n,.er an entrepreneur,
'" ., /"'

the owner w•• 'oalled a "ehop ..ana~r" (·iBetrleb.fuhrer',·).
6The whole of Germany va. orsanl ••d in a hierarchy ot r~hr~~s;

~ - -
there va. t~.~~, H1tler or cour•• , and th.n

there ve're ~h..e,." dC1Wfl to the ~any bierarchie a ot ••aller

f~.ht"~rs, And the bead ot an enterprise was the Be triebs-
II . ,

. ruhre~ -i And the worker. ot tlse. enterprise were namod by.
J.,

a word tbat. 1ft the Middle ACe., bad .1«"lf104 tbe ret;nuo
$

ot • feudal lord' the /,a.fol"chal't'. And Illl or the••

n~d 00er1ne. adorned vltb J.velr.r
b.dy of ""in;'t.~,...s

thi...al.'..... vith th. lone n...

. ' d1
..... "

poople had to obey the order. isaued by an lnstitution which
.. ~. 5 ~

had. terribly long n.... R.iCh,ru~rer~lrtschaft.~lnl.-

terl~~~at the head ot which wa. the well-known tat man,
r.-

and •••dal•• A And trOtS

0". all the ordera to

------ .



every enterpr1sel what to produce, 1n what quant1ty, where

to get, tbe raw lIlatorials. and vhat to pay tor them" 10 whom

to ••11 tho products and at what pr1ces to 8ell them. The

wcrkere Rot the order to work in a definite fQotory and thoy

r&ce1Y"~. w.~o. M'111oh t~18 (Jo.,el'nrnent. docroed. 'the vholo acon­

'orUc aystorD vas nOt4 rogulatod in every dotail hy tho ~ovorn­

lIlont. The Betr1ebsfunrer did not havo tho right to t !(8
1\

tbe profit. for h1mBolf) Ie rece1ved -.rhat aruounted to a

sa.lary, and It be wan ted to ge t mor" , rr;r 8xa.'1IPle~e would" )

aaya,: -I &Ill very sick. I n••d an opera.tion 1f1PHd1ately, and ~
( ;C'uch .,....... 0" I:.ht ";silur

the op.~atlon will cost 500 Marka,- then he had~ ask t6.~
(tM f.(J.IA.fiA.hr~r .... G(A~/eit~~)
1\ whether he had the r1~t to take

out more than the salary which was given to hiN.The price.

wer. no longer price., tbe wage. were no 10nBor vage., they

were .11 quantitative te~. in a .ystem of aocialism.

'fl ~ow letroa tell you how that system broke down. One d.ay,

a~ter yoars o~ Clghtins. tho roreign a~ies arrived in ~r­

many. 1bey trled to pre••rve this coYern~nt-di~ctedGcon­

o.ic .,.t••, but the brutality o~ Hitler vould bave been

British government
/'"

1n peace time} even
:.co.~.0".: olllllC more and more ot the "conomy un til ,~"'-~~"H~

WA;'- e.HdeJ.,,,~ ~

., •."., tb.'"ra.ched aOlll.thlnB that was almost pure aucla1.

necessary to pre.erve it and, without this) it did not _:ork.. ~

~And wh11. thl~ was going on in Germany, Groat BritatnA~

5~col'\~ '\No ... lcL Wa.J'L.-4-did precisely what r..ermany d1d. atart-
. .

inc with tbe price control of some commodities only, the

p~~~~~~~nLJt~h~.~s~a~m~e~wayHitler had 40ne
L~ta1't 01 the 1AltJt'"

be fore '"the \1••,,;(.,.1' t 0 4~ "'---.'I77:1.rr-~-e, ~

.: . , . 1 .III,
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Great Br1tain vas not brought to socialism by the LabW

povernment ~lch vas establlehed 1n '945. Great Britaln

bec... aoclallat durinc·the war, tbrou«h the COTern..nt ot

bleb Sir Win.ton Churohll1 vas th~ jrl~e ~ini.ter. The
cw

Lab~r fovemment the system of socialisi'D which

the' «overnmcnt of Sir ~1n.ton Churchill h~d already lntro-

duced. And this 1n ~pite of creat resistance by the people.

~ Athe netionnll;atlona 1n Cre~t Brita1n did not m~an very much,

the n~tlonallzatlon of the Bank of England was merely nominal,

b.ca~se the Bank of England was already under the complete

control of the gov~rnmont. And it was the same vith the
. z.

nattonali,ation of the rallrca~8 And the steel Industry.
, " ".

-- /111~~
Tht! "war Bocl.11em:' ns lt was calledA' ~ha~ the sy:stel1l

p~Dc~e4in4 ~

of'1~terventlonlsm pr'ce4... atop by stOPA had already v1r-
z. .

tually nQtlon.ll~4 the syatem, ~That tha syst8~ va. oper-

ated by people appointed by tho &ovornmont made no great

difference, since these pooplo hQd to oboy the novcrnrrJent~

orders in every reIPoc~. A. I sa1d before, the systc~ of

th. GermAn Ba&laretalne4 tbe labela and ~ term. or tbe
L.f"'c.' ""1l,,fCc-t: J

eapltalietlcleconomy. But they meant something very dir-

ferent:'therA were now only ~oYorn~nt decrees. This v••
1\

al.o true for the B~ltlah .ystslII. 't:hen tho eonaervatl ...
~

party in Brita1n vaa returned to power••he, p ...e.e~ aoate
" C. W~Y~""~""fiW~"'.

or tb,.e control.l In. Great Brita1n we now haye .tte~t.

trom ono side to retain W•• a. controle and rro~ the other

side to aboliah them. (aut one ~u.t not Corr,et tha; in ~nc-

l&nd)~ oond1tions ; are TerT diCferent fDO'" ... con-

ditiona '1n RU••la~. The aar- 1. true tor other countriea
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which depend on the importation or ... len food and raw
, ~'.&,

lIlaterials,' and therefore)f qt export manufactured Cood••
~~~'t~;~s d~p~ftd"n, '''~it'';'7 et"'f '
ror~ expor' trade •• ..,st•• ot COT.rn.ent control sl~ly

d~. not vork.

7hu~ '. .
;&•••rQ~ a. t.r a. th.r. 1. economio freedom lett (and
o ~1:;1t-~tiA-
tb.r. lsJ.ub.tantlal rr••4~ ~ ln .ome countri••• ~

;&'-.111.., Jiorva" Engl....).. Swed.n») , .... , •••••• exl.ts

becau•• ot the a.,.sslt! !! r.tain .xport trade. 8arll.r,

1 oho.. tb. • ...pl. or .11k, not b.cau.. I haT' a .peclal

pref.reao. tor IIllk. but becaus. practlcall, all .... aOT.m-,. ~

..nts;(-or •••t ot' tlI• .;;r....... 1ft ...cent decacSe~. al:",~

r.culat .llk, .ge

<:fI I vant to ...t.r, in a t.v vorel., to another .xa-.pl.I'" and

that :':1".' _.·trol. Xt the COT'mJHnt oontrols ...nt~on•v .
d f:k~yw;~e..

r ••ult 1. tba' ·peopl. who vou14f\ha.....o...eel rrOle bl«cer apart­
t:.h~;r

..nt. to ..all.r one. 0 .en"r...ll,. condltlon. changed, vi,11

no 10n..r 40 so. ror .sa-ple, cons14.r parent. who•• cblldr.n

l.tt h~ vb•• ~., o... ·into t~ir tv.ntl•• , .arrl.4 or
. I.···

'0 •

vent lnto other 01t1e. to vork. Suoh p....nt. u .4 to cban..

tbelr apartments and take ••al1.r and cheap.r on... Thls

n.c•••lty d1.appeared vb.n r.nt control were 1.po.ed.I\In

Vi.nna. Au.tria. 1n the .arly tventl••• where rent control

w•• well-•• tablish.d, tbe ..oun' or .oney that tb.·landlord

reo.l••d tor an aTe rase .part.ent under r.nt control wa.

not .or. tkan tvic. the price or • ticket tor a r1de on tbe

cltY~ovn.d stre.t cara. You can 1-ac1ne that p.opl. 414

not b..... any.lnoentl•• 'to obance thelr ap.rt..nt•• An4~on



~ :'

....
. '., ,
','

."' ..

the other b.n~ there va. no construotlon of nev house ••

Simllar con~ltlon. prevalled ln the United States Arter ~. -,.,.

Sec",,'" W"~I,~~~~::::~n ..any ,;'tW-". to thlo day.

<fl One of the .aln rea.on. vbf .any clti•• ln the Unlted Stat••

are 1n aucb cre.t financlal dl~r1cUl~ 1s that they hay.

rent control' and a resultlng .hortage or housing. So the
, '..fJ..l 4-

BOyern_ent ba••pent billion. tor~bul1d1ngAn.vhou.... But

vhy wa. th re .uch a houslng shortage? The housing .horta~.

deYeloped tor tbe .... rea.one that brought mllk .hortage.

vben.tbere v••.-tlk price control. That .eans' ~en the·

«o.ern-ent lnt.r~ere. witb the .arket, it is .ore .and more

dr1.en toward••00ial1••• ~And t.ie i8 the ansver to those

people who .ay. -we are not .ociali.ts, we do not want the
~

co.ern..nt '0 oont~ol ."r.rtbinC. We reall.e thl. 1. ba •

But why ahoUld 'not the aOftm..nt lnterrere a 11 ttle bl t
,t· .... ".

·il

wlth the market7 Why .bouldn'tthe govern~ent do away with

.ca.e tblna. whioh "e do hot l1ke?- 1\'lbe.e pe~i-e~r$ 2 :tJ;
C!i' 12 ....u.... ~ (talk or a --tddle-of-the-road-

p~1107. Vbat, th.y do not ••• 1. tbat tbe l.olat.d lnterr.r-

.no., wlob an. th interferenoe with only one ..all part

. ,
'..~..

.~ .

.'. "
~ ..
:0,

or the econoeic'_YMte • brlng. about a situation which the
I

co.e.n~ont It.elt~-and t~e people kbo are asking for covern-,
.ent lnterter noef vor.e than the condltione they

want.cl to aboli.b: jibe people who are a.king tor rent con­

trol are Yery ,an«ry vben they dl.co•• r there 18 a ehortace

or .part~ehts and a .bortag. or bouelng. But thie .horta~e" .

of bOu.inc va. cre.ted preoi•• ly by CoYern~ent interference,

-, ..- -.-..-_. ----,_ .._--,--- ----------
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by tke ~st.";s/.s....~"t -J,
......,ll.ht ..c rente belov the leyel people would have had

a. rar ava" fro. 800iall•• a. it
'~a,VD;~ ~h.(.. d.;s4d,,~t:AJj~S

fro. capltall•• ,. but retalna 'iiio adYanta~e'-J.0f e.ch --1

to pay 1n a free .arket. The idea that there i_ a third

.1.t."~b.tV.~" .oclali••~d capitalla., aa ita aupporter.
,

••"M a .".te.........

dltlo". whicb th.,. tb..... 1Y•• , do not 11ke.

dome.tic producers to torm c.rtel~

~~~~~_iD>Ok:a4.by};e government , ~~
C••••R••n. decla~1 ·Under the.; condition•• ant1t .rte ~

I
1••1.1atlon 1. nec••••r.r •• ~Thl. 1. preoi.ely the .i~uation

with most or the European «overnments. In the United St.t••,
~

there are yet other reaaons for ant1ttruet legi.lation and

~"".H".J ~.&.aa4 ~.....,.( 1. "re non-

'.ople vIIo belleYe thero 1. such a mythic.l ~'eyste..
~'

can b.C~8 r.ally poetlc whon they praise the glori~ or

intery.nttonlas. One oan only ••y they are ml.t~ke~, The
. ""kid, f;~ey prtt;se.. J.

coy.rn'-ft' int.rference ~•• a•••••'.'na brin•• a~1rt con-
~.

t
r·r
"~one of the proble•• X vl1l deal vith lator i. proteftioni•••

The coyern-ent tries to laolate the domestic market trom
, r4i,L I

tb. world ......t. It lntr04uce.· tarltf. which "l.~e do-

...tic pric. or • co-aodity aboy. tb. world ....ket prio.,
t'HA.k:"~ .
egA =.~ ltpo.alble for

'.'
, 4

~ ..
, ".. ' .

I.; ","

" :-..'

'.......

'.
'1t

tho govern.ent'. oa~p.i«n acain.t the spec~ of .onopoly.
, .-L

It 1. ab.urd to ••••bei' coY.rn...n~which oreate. by it. own
/\ ' "

interv.ntion the oonditlon••akine poa.ible the emerceno~

ot dom.sti0 cartels~ point lts finger at buslne.~ ~a~~&~
eh~rc..tDr..

Nthere are cartel.,~ government interterenoe with
~ '.' ;

bu.lne •• '1., ".o.....rj·~".. ··:"'Xt would be l'IIUoh simpler to ;ayold

o.rt.l. b.r ~n41n. th. soyerna.nt l • lnterfereno. wlth ·the



t•. --(h1~
market\whlch makes theae cartola poaslble.

~
~ ld.a of co••rn~nt lnt.rr.reno•••• -.olut10n- to

.cono-l0 proble~.ad., 1n .Yery oountry, to oon41t10n.
w~,M~.'cb,......"~.I.~... t ••re •• ry un••tl.f.ctory and often qui t.

ch.otl0. It the eo.ernme"t doo. not .top ln tl~•• 1t wll1

brlng on aocl.li.lII. t\ Ne.erth.l•••• gO'vernmont lnterference \

w1th buslne •• 1•• t11l very popular. A8 800n as 8omeon.

do•• not llke e~8thin8 that happens 1n the world, he .ay.~

. '. L..~ S(J7ke.~~ .i.t. .
-tbe coy.rnmeat oueht to ,.,••C·.·...· 'fhat do we have a go-;. ..

,
-,

by •••170ne;:

And th1. i •

.BO. precectin,
~

go.ernNent, repr••en­
A.

centuries

modern froedom, modern const1tutional

••~nt ~or' ,·Tb. £oYern-ent .bould do It.-
.. ~

• oh.r.ct.ri.tic re.n~~C••• ot ~

t.t1ye co.ern.ent or -o:tem r.publlcanl.lII. 1\ lor

there v•• the dootrln.~"intain.dand .co.pt.d
. WAS

tbat a kina, an anoint.d kin-, .. th......n••r ot God. b•
. ~. 0 6 ~
ha~more vi.do-than bl. subject•• and he ha~ .up.rnatur.l

r ~ .~.

pov.I'S _ A. ~ as the beg1nning ot~~ oen tury. po 0-

...
;:.t·. .:..:~'., .,
:;........ "

ple .uttorlne fro. o.rtaln di.e•••• expeot.d to be cured

usually better, neverthel••• they hact tbeir patlent. try
CL.-e.the kinl; ~Tbl. dootrine ot tb••uperlority or a paternal

government, or t.e supern.tural and superhuman povers of the
3~~"Y -~ ~~.

b.redl tal7 king" d1.app.....el;: or at 1.aet we tboucbt -..
. "

t t At d. But l' 0". b.ok .-aln.... there " •• a ae....n pro­
. - ~t-

re••or named Wem~r sOIIIbarf (1 lene" bl.. p.r.onally "17 ".11),

who was known th. world over, who v.s .n honorary dootor

or -any unl.er.lti•• and an honorar.r •••b.r of th. Am.rlo.n
T~P(~f~SSt'r- \Nkic..h·

£cOI\0III10 A••ocl.tlon. ..wrote • bOOk, ........,. ar .... 1....

'..

,"

,. '.
~ .....

~.

by tbe roy.l touob, by tbe hand ot tb. kina_
WL..<

Dootor......

--_......_. --. '--~'~ _ ..



.,

vallable ln an tnglisb translation, published by the Prlnce-

ton Un1versity Pre.s. It 1•••ailable al.o 1n a Irench,
'0"·.

• 0

·. ~........

,
,.:' ..
';~~. ::::

.....· .~ . ",

'\ "

--
1 ...8'1.... 'ranalatlon and probabl1 al.o 1n '-'. spanlab~ ..gtl...

. )

t~_.l."._ ft,' 1.ast, I bope it 1. ayal1abl., b.oaus. thin

you oan cbeok vba' I .. sa¥in.. In thl. book, published
. J) A II ., ~

1n our centul7. not 1n as < the .,.rk r"os, Sir W,rner So...

bart) • prote.sol' or eCOftotilo., sl.-ply says, "'!be F~

l>uh. fa~"-; b. ·..an.
J
ot ooura.,Bltler;'gets h1. ord...s .

cUr.otl,. fro. aoct .. r:ht Fu.~ * xJu..~.'. ! spt:t"-e. 0&-
, ~~I A I~

thi. bier&l'obT of the "'h....• , . anel in thi. bieraroby ., .lae
o 0 A~I~ 13'·' ,aA,... ~ •••• ,~ ~

...hr•••• Bitl... ..., t • cc~upr... ·.........8..~.re ..... ao-
e. . -e f~.I·

cord1nB to V,rner So-b.r'•.••tlll higher ~Ia•••, God, the
f~' I..b.~
¥Ula••• ot tb. ~lYer••• And~«1Ye./hi. order. direotly

. I t
to Hitler. .or oourse, Prote••or So.b.r~ s.id yery _odestly.

-V. do 110' bow bo" ooct 0 ....nl0.t•• vi tb tb. ruhrer. But

the t.ot .anno' be. ele ed,w

~ Nov, if you he.r tb.t sucb • book can be publiahed In tbe

Genun laneuace. the l&11&'1..e ot a n.tlon vb1ch v •• onoe~
'DA.- " ::, ., ~ A.(..C.

••11e" tbe '"a'ion ot philo••ph.... anel poet.," a,,4 it f......;t '.. ~ .
M t~.nsl.t.d into ~ngli.b and rrenob. then ':1~ will 'h.ot ~ ~~o-
. h-uC c1.:t ~ f 1-.\I~~,s 4Ce tbat;.11ttle bureaucrat considers hl__

801t ~ wiser and better th.n tbe oltlsen8 and want. to
Le.v.e", i:::M.~., h.c-

intorfere with .y.rythlnc~. li1 only. poor little bu....u-
.~ 1:

orat, ·K. ,. not tbe ~~ou. Prot••sor Verner S~b.r~. Honor-

4t .17 ....ber or e.eryt.lna. ;\Is there • r dy .galna' auch

bapp.nings? I would ••,. y•• , there 1s e.edy. And thl.
'.' ~&,jr" t:tf ~

r •••dy 1. ~ 0Aoltl••naJthey ha.. to preven~ tbe e.tabllsb-
'. ,." . '. .

.."t of .uob an auto.ra'10 reel.. tbe' ...ro••'e.to lta.lt



'. .
:}'1'~:', .,! :
'~/"~~ .,,:,
~~~:;.:~. ~\.:
:~~~:.... ';' .

,.... ,.:_. "~:.

~!;~:,~.~;.:> ;
....
J.;~:.: "';' ...

~~
a hieb.r vi.doe tban-'the a.era«e citl&en_~ Tbl. 1. the

tun4...ntal dltt.r.nc~ between freedom and .ert4oN.I\The
o • • • •

.001al1.' Da~oa. baya arro••ted to tbe••• lYe the tar-
;

d mocracy. The Russians call their own system a People's

mocracy; they probably maintain that the people are

represented in the person of the dictator. I think that

~ dictator, here in Argentina, was given a good answer.

Let us hope that all other dictators, in other nations, will

b accorded a similar response.

(

")2f:y

.'

. :
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It tbe .uppl, or oayl.r ~r. •• plentltul a. the supply or,
potatoe., the prloe or o.Y1.r~ that 1_, the exohance rat10

between caYier and aone, or cavlar and other c~oditie.~

would cbance considerably. In that o••e, one could obtain

cavi.r at a .uoh ••aller .acrifice than ls required today.

LikeVl••:;ttbe quant1ty of .oney 1. lncreaaod, the purcha.ln«

power of the .onetar" unlt deere••••• and the quantity of

&004. tbat oan be obt.lned for one unlt of thla .oney de-

~
When, ln the ~ century, American resources or gold and

allver vere di.coyered and exploited, enormous quanti tie.

of tbe pr.olou....tal. ve"~to Europe. "ntt' re­

ault or tbl. inorea•• 1n tbe quantity ot soney vas. gen.ral

t.n~~an ~pvard 1Il0yeaent of pricell. In the same w.y,

toda" vben a aoyern.ent lnoro•••• tho quanti~ ot paper

_oney, the r08ul' 1. that the purcha.in~ power ot the .one-

tar" unltbocl.e to drop, and 80 price. rise. Thi. 1. call.d

~ . Inflation.1\ Unfortunately, in the United state., a. veil

as in other countries, .oma people pre for to attr1butt' the

cauae ot lntl.tion not to an inoreas. 1n the quant1ty or

_on:~ bU~ ratber, to the'rl •• in price ••

<::J1 Oowyer. there baa never belU' , 'any .eriou. arcuJHnt agaln.t

the economic interpretation of tbe relationship between

price. and the quantity of money, or the esoh.nee ratio be­

tween mone7 and otber 80od., co.-editie. and .ervice••
. ~

Under pre.ea' 4~ technoloaical condition. there 1. notblaa

~~...------_.. "---' .. '"
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easier than to print pleceB of paper upon which certain ~o­

netal7 a..ountB..... printed. In the Un1ted StateB, where

'I•.
~ .0:" ..' '·.i·· .
~:: . ; .
: .., .

all the note. are or the ... al •• , it do•• not cost the

aoyern-ent .ore,to print a bill or • thou.and 4011ar. than

it doe. to print a bill ot one dollar. It i. purely a print­

,in« prooedure that require. the same quantlty or pa~r and

ink.

them to produce
~;_tfJ,ue "",,-1:"'­

wealth ou' of ftothlnc. Whe" the aovern..ents ,or the ~

oentlll7 _~;:lllf'lnanOla141f'f'lolllUe., tllleythouabt all~
nee4ed vas • oleYer bank.r at the head or their

~In the~ c ntury',vhen the first attempts were .ade to

1••ue baftk not•• and to «lye theBe bank notes the quality

or 1.ga1 ·t.n~~thatl•• the rlaht to be honored in exch~g.

tran.aetlon.' in the .... war that gold and sllver·plece.

Iwere honored;; tbe goYernMents and nations be1ieYed that

banker. had SOMe Becret knowledge enabling

flnanclal man.~ment in order to «et rid of all their dlf-
.""',

floultles. ",SOfMJ'ears "ftto~e. the frenoh;ovolution, vben

the .r01alty or france vas in financial t;~ubl., the ;ting
~ufjh't 0 ..... .A.u-~.J

~. : ~ .:'.

or Yrance title"".... t'hrt:c-l~"ee.e. ,. 8.l... tat.. e'.....8ial L:..A-
C- ~~~~4~7-"

p&pblAm, ye, to el... a clever banker, ..4 ....A .ppQ1nt8~

pOS; 6;rt1.· ,w..,
ea' 'I This Manrln eyery re/taret,othe opposite ot

the people who, up to tbat ti~•• bad ,rul~d 'ranee. ~ir.t

I
ot all be was nota ~rench..n, he va. a foreicner~ a Oen-

oYese. Seaondly, he was not a ..e..ber otlahf)' Ilristooracy,

h. was a 81mple ComNonflr. And wh*t counted even more in
e...;6h t-r..eh:f",
~ oenturJ rrance, h. vaB not a Catholio, but a Prote.tant.

Necker tbte
And .0 Mon.'.ur ......'r... ,.tb... or the t ..ou. tv1~ dA-,
Sfa..el ,.,.14' f;n~ IJ '
• •••1. bee... • rlnlat.r or _lEA•• , and ••eryon•••peot.4~

-.-__:lo'~,,~.,~~~F~~B~ lM~.~
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~ - -I'!(cke~s greatest mistake having been hi::- . ttempt to finance

aid to, the American colonists 'in their war of independence against

England without raising taxes. That was certainly the wrong way to

go about solving France's financial troubles.

~ There can be no secret way to the solution of the financial

problems of a government; if it needs,money, it has to obtain the
c.

money by taxing its citizens (or, under speflial conditions, by bor-
rowing it froM 'people who haye,the ~one~. But ~any «overn-

ment., we can eyen .ay~ govorn~ents, think therft 18 a~-

Co
'other method fo~ gettinR the needed ~oney; .~d th.' 1e ei~-

'1.

and

ply

~r the

printi t.
goYern~nt want. to do so~ethina~ banAficlal

I r
uS tua.Ar. ',1.,r,. tor exa~ple. it wants to b~~}} a hospttalM"

. . , Lfor T pro.;--- ,
& tbe way to.find the 'neede~ ~on~y 1s to tax the citizen.
0"':1'./"-
1112"1-.+ th hospital.~ 4- 1M- rey,mues. '!'hen no special

" I' ~price revolution will occur) AAe.Y.~when the gOTernm~nt

~
e~ft"~e ~oney for the construct10n of the ho"pital, the ci-
C:U~ , ' ;;-' &to ~«-~~ei~.

tiaenlf,,"e "a.e, paid tha tallesI\. are force<P '9 8"~,,t4 1.... I

The individual taxpayer is forced to restrict either his

citizen:
, b
~ ~c lIlC?re.·11Ia ~oYern..ent. or eours" doe. not al"ay.

consu~ption, his inve.t~ftnts or his saYines. The ~overn~ent/

~n th'e market as a buyer,~ 'tho indl·.ldual
'. b ~ ?

wbaa'the citizen: ape~n«l~ the goYern~nt
. " I

buy the sa~e cooda which the citizens would hkve bought; _0
d.ML-.xo ,.vu.

Jut. on the a~~ra~c~no rise 1n pr1ces aJ."llIyJly

~~81"'DGIIt ha. ,,~lk a hospital.
I choose this axa~p1e ot a ho.pltal preci.ely because people

A: " "

sO"6t1~e. aay: -It ..akea a dirrerencft whether the government

uses its ..oney for eood or tor bad purposes." I want to

•••unae that the £overn~ent always use~ the ~Qney which it
. ,

ha. printed tor the beat po•• ible purpos"~itA- purpo.e~ with

which we all _«ree. For it i. not the way 1n which tho



()..)tJl,
will be 1n • po.ition to buy more.

'. "

• ':oW
,"
•

0"

r ""
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money 1" spent, "1t 1. the way 1n vh1ch the government lib eb~
~th1~ ~o~ey that brln~. about thosa consequAnces Wft

,: . .
call lnrlat~on and which soat poopl. 1n the world today do

" .'
.t" .

not conaid.r a •.benftCicial.

for 8xa~pl., without Inrlatln~, the «oYern~ent could use

the tax-collected ~onoy for hlrin~ new emnloyee8 or for ral.-

In~ the ~al.rl•• of those who ara already In governmftnt .er-

Vice. Then th8ae people, wh08e aalaries have been Incrna.ed,

When the ~overnmont .
Zo~~~

t •••• the cltlsen. and uses thls Mon y tA. aA iAe••••• lR

to APend, but the ~ov8rnment employoea have ~ore. rrlc~.

'-no~\ "
1n general vil1)(lncrea•••

<ff But if the Cov.J"I'lHnt do•• not u •• t.x .on.y for thi. pur-

po•• , It it·u••• fre.hly prlnted .oney inetead, it ~.an.

th.t there wlll be people who now have Nore .oney while all

other people .tlll have a••uch a. they had before. So tho••

who recel.ed the n.vly~prlnt.d .on.y vl1l be co.pating 'lith

tho.e people who were buyers before. And sine. there are
L~~~

no more co~odltl&. than \eto.e but there is ~ore money on, -
the market;and stnce aM • 4" ••• £(aelle~ there are now people

. ~~'
Who can buy more today than they~ye.~erda~there

'1111 be an .dditional deMand t~ .am~ of £ood••

Therefore prices will tend to go up. This cannot be avoided,

no matter what the use of this neWly-issued money will be.

And most importantly, this tendency for prices

to go up will develop step by step; it is not



a g neral upward move~ent or vhat has heen called the "prico leTe~
The.
~ .8taphorical expression "price level" must nftver be use~.

'. q:( "hen people t.lk ot a "price leY.l~ they ave in ,.ind the i.ac.

or a leYel of a liquid which «oe. up or dovn according to the

increase or decrea•• in it. qu.ntity, but vhich, llke a liquid

1n a ·tank, .lway. riae. eYenly. But vi th prices, there 18 no

.ucb th1n« •• a -le.elRj Price. do not change to the .a~e 8X­

t.nt at the s.,.e t1.e. Ther. are .lway~ prices that are chang-

~'..', ,:
t· ... ": .' .

;:'.':~

..Ar
". '-1'

'f' ~

..: ! I

inc ..ore rapidly, ri8in« or tailing ~ore rapidly th.n other
r. 0-

. Pfio... Ther. i. ~ ••••on tor thi ••

Con.ldor tho ca•• oC tho goYorn~ont O~P10YO~who rocolyod tho nov

~.on.y .dded to the .on.y supply. ~ do not buy toll.y precisely
~ a.4,~ cJ4l

the •••• co..od1ti•• andAthe •••• quantities ~l~ey ~e"~ht

J •• ~.rda,.. Th••dditional .on.,. vb ch the co••rn~.nt ha. print.d
~

.,,4 1••• .".-4 into· the .ark.t ·i. not u.ed tor the purch••e ot .11

co..odlti•• and ser.1ce.. It i. used for the purchase ot certain
~~-1r~w"((~.) wilL;

co..~ while other co~odltie.~.tlI1 re••ln at the price.~
~ j OM

pre••i1,-*- berore the nev ..oney wa. put~ the mark.t. ntere.A ' r--~
~"H9~f.L.o'"--~

tore. when inflation .tart., group. within the

population ~ are a".cted by thi. Intl tlon dl~rerent vay~
~ ~ /

'fb1'M1IC~..!lfililIU~~~Ii!"_~~ev fIIoney 8... s firs t.

caln a te~porarY· benef1t •

lUi "."ria., ~en the coyern'Bent intlate. in order to vage a war,
.--

it h•• to buy .unltion., .nd the flrat to ~et the additional

..oney are the MUni tl on. indua trio. and the workers
'l

I .



wit},;,."
~ th.ae induatriea. The.e «roup. are now 1n a very favor-

able po.ltlon. Th.y have higher profit. and higher wa~e••

.;.',

- ... "

..
'.'.'.

their bu.ln••• 1••ovlna. Why? Becaua. they vere the flr.t

to reeelYe the 'addltlonal .oney. And ha.in« now .or.··.on.y

at their d1.po.al. they are buying. And they are buyln«

.fro. other people who are manufaoturlng and sell1ng the co.­

mod1tl•• that these munition makers want.
A

The.e other peo­

pl. for. a second group. And th18 8eoond group considers
1bb<.

inflation .. very good for busin.... Why not? Isn't It

wonderrul to .el1 more1 .lor exampl~t the owner of a rest,ur­

ant 1n the ne1chborbo6d or ••unltlon. factory .a,.a hIt

1. really marvelous! The .unitlon workers have more mone,.

there are _any _ore of th•• now than before, they are all

The .ituatlon 1. this.

rir.trbave~O~.high.r inoo.e and they can stlll buy eany

patron1&lnCt'" restaurant. I alii very happy about it." 11.

doe. not .e. any'rea.on to teel otherwlae.

tho.e people to who~ the .oneyr:.~

,-, ,

. . .
'..

".,,' ..".

c~odltie. and .ervlce at prlc•• whloh corre.pond to tb•

prevlou••tate or the ••rket. to the oonditlon that exi.ted

on the eye or inflation ,naey \therefore are ln a yery ra­

vorable position. And thu. inflation continue••tep by .tep,

from one Croup of the population to another. And all tho.e~

to vho~ the additional money 00... at the early .taC8rar;1

ben.fite~becauae they are buyln« aome thing8 at price. stll1

corre.ponding to the previous staftO o~ the exchange ratio

be~w.en ~oney and commodities.

.~. '

~ But there are .other «roup. 1n the population to who. thi.

additional aoney co.e. auch, much later. The.e people are
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~n an unfavorable position. Before the ndditional money

corsaen to th~!". they aro forcf!ld to pay hlChor p,rlccs than they

~ before.. fO~' .om~or,nn:;ctlcal1~o:Jall~r tho coramo-
...: f'..14.,clt.s~ h 1 d

dl tios tbey "vanted to o.o"_'I.e, whlle their incoMe a. relDa ne

the lIIamfl. or h.~.not increased proportionately w1th prlce ••

Consider for instance a country like the United States during
-the.. Se (,0 t'\t(
AWorld War; on the one hand, inflation at that time favored the

munitions workers, '4;&* Jdtlhi~ion8 wftP1Ee1"'$;p the munition industries,

the manufacturers of guns, while on the other hand it worked

against other groups of the population. And the ones who

suffered the greatest disadvantages from inflation were the

teachers and the ministers.

As you know, a minister is a very modest person who serves

God. and must not talk too much about money. Teachers, likewise,

are dedicated persons who are supposed to think more about

educating the young than about their salaries. Consequently,

the teachers and ministers were among those who were most

penalized by inflation, for the various schools and churches

were the last to realize that they must raise salaries. When

the church elders and the school corporations finally discovered

that, after all, one should also raise the salaries of these

dedicated people, the earlier losses they had suffered still

remained •

For a long time, they had had to buy less than they did before,

to cut down their consumption of better and more expensive roods,

and to restrict their purchase of clothing--because prices had

alr~~dy adjusted upward, while their income, their salaries,

had not yet been raised. (This situation has changed considerably

today, at least for teachers.)

There are therefore always different groups in the popula-
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tion beinrr affected differently by inflation. for some of

the~/inflatlon is not so bad' they even ask for a continua-

tion or it, becauae they are tha first to profit fr~ it. ~

We will a•• 1n tbe next lecture, 'tABla aM Hsta9P'.'" I'.~.
J ~

t-rl
\ln~venness the consequences of inflftti0't"la,.~~
p~/, ti c ~ - - A ,-:)~-" :Jf--
~Y*'c. that lead towards inflation. ~

~ Under thee. changea brou~ht about by inflation/we have group.

who are ravore~ and ~roup. who are directly profiteering.

I do not u.e the tertii "proti teering" a. a reproach. to the so

people, tor 1t t~er. t ••o.eone to bIa•• , it i. the govern­

ment that e.tab118h.~he inflation. And there are alway.

people who favor inflat10n, becaus. thoy reallEe what 1s

going on sooner than other peo~le do. the1r special 9ror1ts

are due to the tact that there will neceslarlly be unevenness

"":,. ..

-... /

qt.

in the proce•• of intlat1on.

I__~ fA,

th. r.overnraent ay think that inflat10n ira he"e. method* l,-iS~
~ raiaing .fundaAthan taxat1on, whlch 1. always unpopular

and dlfr1cul~. In many rich and great nations, legislators

have often di.ou....d, for .onthe and _onths, the var10us

forms of new tax~s that were neoessary because the Parlia-

~~nt had decided to incruase ,expenditures. Having diacusaed

~...

variou. methode of ~atting the money by taxation. they final­

ly declded that perhaps it vaa better to do 1t by intlation.
waA.-

1\ But ot cour•• , the word "intlation" _ not uI.d. 'nIe poli-

tician in power who proceeds toward inflation does not an-

noan'c)t'1 "I BID proceeding tovards inflation." The technical

~.tbode e_ployed to achieve the inflation are .0 co~plicated

that the averace citiesn do•• not reallee lnflation bas becun.
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4/) Dur1nff one o~ the bl«lt8at 1 nation.VA -

lIlan Reich after t"'-t Fi..~t \AJc'rfo( War.
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in history, in the Ger-

the inflation was not

so mOflentoue durine the war. It wa. tho inflation after

the war that brought about the catastrophe,'" 19i"- The

r.overnusent dld not say: IIWO aro proceed1n~ toward. inflation."

'~e aovern~ent 8imply borrowed money very indiroctly from

the ¢entral panke 'nle governmont did not have to ask hoy,

the stuntral panIC vould:t1n4 and dell,'Yer tbe money. Tbe

¢entral pank .imply printed 1t•
....... J .... _0

"
",

", '

~"o:.:}(('... ,

.~~ orr'" °

, '.

, ". ,

Today the techniques for inflation are complicated by

the fact that there is checkbook money. It involves another

h W;th the stroke of atechnique, but the result is t e same. •

pen, the government creates fiat money. thus increasing the

quantity of money and credit. The government simply issues

the order, and the fiat money is there.

The government does not care, at first, that some

people vil! be lo.era, it doe. not care that pric•• wlll Co

up. The legl.lators .ay; "Thi8 1•• wonderful system'".
Hut this wonderful syste~ has one funda~entGl·veaknes.:

could
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, '

~ cm.L-

c~ta5trophe, to a s1tuatlon llJ~ 1n ~ermany 1n '97.'.
en AUltu.t II 1914, the value of the c1011ar was four fl:ark. ~~

pf~t'U, ijS. '-ln8 years and thre. lJIonths later. 1n ""Ye!Wber

192'3. the d~lla.. was f~~,eet a..t ~.2., hi/lien-, U1~. I .....~
words, the mark vas ..ot~fll~...oth1n~. It no longer had any-
Yalue.

'tl 1\ Some yeaI'll ago, a famolls author wrote t "In the 1~'1~ run

W~ are all dead." Th1s 1s c6rtalnly tru~, I a~ 8~rry to

8AY" t* r. But the,question 18, how short or lontp w1ll
'ei~~~ '.

the short run be? In the centary there waft a faMou8
' .." •

lady, Madame ~e Pompadour, who 1~ cr~dlted with th~ dictum.

, I" 0( :\".'\prc& nOUll ,eo delu{:e,. "ftrter U!ll w111 cmM the fl00c~.t"I.

loladal1lfo de Pompadour li8e happy enoup.;h to etie 1n the short

run. But her .ucceseor in offlce, Madame du Barry, outl1Ted

the short run and wa. beheaded'1n the 10n~ run.

people the "lon~ run"quickly beco~es the "short

For .anY
I

run"~- and

)

the 800nor the "short run-
(\£ A1. /. 6i::;;#~;t{-::

the loncer intlatlon

·:DJilty'4 ~ iP How long can t~ short run. last? How long can a central

bank continue an inflation? Probably as long as people
re convinced

,,",,

J\f tbat t.I!J'O government, sooner 01" latar, but certainly not

too lat., vill stop println~ money and thereby stop decreas-

in~ the Talue of each unit of money.

Cfl A 'A'hen people no lon~er believe th1., whon thAy real1r.e that

the'~overnment v1ll g~ on and on without any intention of

stopping,,,, then they begin to underatanet that pric•• tomor­

row will be hlahsr than they arlt today. 't11nn they be~in



.,

:.'

"

c.~ ~-'
buyln~ at any prlce, XAe."_~ly nrlceSfgo up to .uch helght.

tbat the .0n.tal7 sySt(W\ \?rea ks dow.,.

w~;~

~I reter to tbe ca.. ot oe~any) ~ee.Y.. tbe whol. vorld va.

watchlne.wh.t happefted th.i.~Man1 book. have described

~h. event. ot tbat ·ti.... (AlthOUgh I ara no Gerraan, but an

Au trian, I .a" everythin« frotll the In.ide: "z'n Au.trla) con­

ditlons vere not very dlfterent tro~ tho.e ln Germany; !or

were th.y much ditterent 1n .any other ~uropean countrles.)

for •••eral y.ar~ the German peopl. belleved that thelr 1~­

tlatlon va. Juat a te.porary afta1r, tbat it vould 800n coa.

to an end. Th.y bell••ed it tor al~o.t nlne year., untll
~ t:I4­

the .u.... r ot _~2'. Then) t~nally, they began to doubt. ~

the lntlaUon conUnued, ~"'R~ Fe.. " ..,,18 Itdb•••

'"tb.t 1 t "oul••e Oil 'Breyer. '!he .. 'ere pe ople though t 1t

~ wi.er to bUy e"r.rthlnc a'Yallable, In.t.ad ot keeping·

.oney 1n their pocket.. Yurthe~ore, they reasoned tbat

one should not ct.e loan. ot money, b*t on the oontrary,

tbat lt va. a 'Ye~ cood 1d.a to ~ a debtor. Thu. lntlatlon
(...DtI\ti14kCc( c¥'{'
Ave .. ' 'R teed~~ :It••1t,

<ft And it went on ln Germany~AUgUat 28, 1923.

The ma•••• bad belleved 1nflatlon money to be real money)

the

tben they tound out that condition. bad chang.d. At

end ot tbe Ge~an lnrlatlon~~~~23, tbe German
) ,..- -

Vlt.; ... ~and.d hi.

to ber l ...dlately.

tactorl••

tbe day.

paid their workers every mornlng in advance tor

And tb. worklng .~me to the tactory wlth hl.,
I r

W&4e.-- all the .llllons h. got-- overM M

And the lady 1mmedlat.ly went to a .hop

to buy eo.. tilne, no ~atte~ what. She r.aliz.d vbat _oat
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Ipeople knRW at that t1~e-- that overnight, ~ro~ one day to
.Ai

another, the .ark loat 5~ or Its ~urcha81n~ pover. Money,

llke chocolate on a hot oyen, va••eltlng 1n the pocket.
~~JI2"1~

or the peopl.. Thl. la.t pha•• o~tlon. ot Gour a .,

cJJ.<l,.
.ou14 not laet long; )Cfter a rev daye, the whole. nlght~are

va. over: the .ark vas value Ie •• and a new currency had

Lord Keynea, tbe .a~. ~an who .ald that 1n the long run we

are all dead. va. one of a long 11ne of 1nflationl.t authora
~

or~·..ceDtUry. Tbey all vrote again.t the «old ata,,-

dard. When keynes attacked the gold.tandard, he called it
Q.. "h~·~." / .
••~••b.....caAtlo~ And _o.t people today consider 'tt ~
~;t:.~ trl- Q.

taRt•• tle t LIs •• return to thB gold .tandard. In the Unlted

Stat•• , for 1n.tance, you are con.ldered to be .ore or le.a

er • drea••r ltyou .ay: -Sooner or later the Un1t.d state.
, . .. ' ya·

will have to return to the gold .tandard.- ~~ the «old

.tandard has ~ne tre~endou. Yirtue. the quantity or the

.oney .uPP1~ under the cold atandar~l. independent or the

polleie. or'.coverneenta and polittcal partie.. 11\i. i. it.
. ~..;~ 61 n.~.:-,c..~:. .. . "" .,..... ~ .. ---

.... advantace•. It t. a protection...tl n 2 .pendthr1t.t «overn-

1m~ It; under the «old atandard, a «overnment 1...aked to

.pend .oney tor aomethin« nev, the ~ln18ter ot j1nance can

••y. WAnd where do I get the .oney1 Tell m~ rlr.~ how I

will find the aon.y tor this .ddit~on.l expendlture.-

~ under an inflationary
~ <:£~,. f4 p_lii:ic/• .,S Toelo

not~1ng 1••1 pier than to order the govern~ent printing
(~~ f4'Y~Im;).i~(.~s.

off1ce to proylde a••uoh .oney~ RI d4 Under. cold
<...~'a.~~~;.

• tandard, .... .. .ounel coyern.ent 1:. ,uaeh .ole I'esw. Fit1 ,
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~e£ad" lta lead.r. can .a, to the people an~the polltlcian••
~~~

• W. can't do 1 t .. If~tlla d. • ......"Rlf tal:e •• - ABu t unde~lnrl.-

tlonary oond1'10n., peopl. aoquir. tb. hablt.ot lookine UpOft
. WIth.

tbe aOyern...' aa an in.t1tution ~ •• ~•• l1mltl••• aean•

• t It. di.po.al: Jbe 'tata, tbe goYarn_ent, can do anythln~.

It, ror In.tance, tba natio want. a n.w h1ghw.y .y.te.,
.~

the government 1. el:peeted to bulld It. But where wl11~

l\~e.,'1
I--

Cff On. could .ar "'.t ln the I Onlted 9t.t•• t04a~and eyen ln

tha pa.t, unci.1' MCXinl• .,;; the Republican jarty .a. aOr' 01'·

1••• ln rayor .t .ound mon• ., and or the ~old .tandard, and

the D••oeratl0 jarty va. ln fayor or lnflation. or cour••

not of paper lnflatlon, but of .llyer 1nfl.tlon.

(~~'fI JiI!t' ~t ~. De~oor.tlcI ....ld.nt of the United State.,... : In~

P....ld.nt OIIYeland,· who at the en4 ·or the N ........ 'Wetoed

adecl.10n ot Con~re.'r* tatouta ••,'att to elye a ...11 au.~

I --
~ aboutf.O,OOOA'o help a c~unlty that h.d .uft.red

.... dl.a.ter. Aa4 ' ....ld.ftt .CI.weland Ju.tlfi.d hl. y.t.

by writl".. -Whil. it 1. tb. dUty .t tb. cltl••ft. to .up.

port the .0Y'rn~nt. it i. not tbe duty or the coY.~n~ent

to .uppo.. t the cltl.en•• - Thi. 1. ao~.thinc whioh .yer,

,', ..

,.., .t.t••••n .hould vl'iW.:;on.tp~ vall of hl. offic. to ahow
# '. • , ••••,.,.. ~ •

.,. ,~:..•...
who 0... &.kill.~O''';.·..one,..

, ..

:/,, .

'R I .. r.ther ••barra•••d by the nec•••lty to .i~pll". th•••

pro~le... Th.....re .0 man,. co_ples problem. ln the ~one­

tary ay.tem. and 1 would ftot baye written yolum.. about tb••

lt the,. l_pl. a. I .~ de.orlblnc tb•• b.re. But



the fundamental. are precis.ly thesel ;if you increase the

quantity ot _oney. you brln« about the lowering ot the pur­

cha.inc pover Or the monetary unlt. Thi. i. what people

vboa. priYat. attalra are unfayor.bly .ffectod do not l1ke.. ",

People who 40 not benef1t troM lnflatlon are tbe oneB who

cO'1lplaln.

~ It 1ntlatlon 1. bad and It people r.al1ee it. why h•• it

In·

•

become alaoat a way or llfe ln all countrles?

• 111 diaco••1 tb.~ .an,. .tta•• eou"'Fi•• , even some' of the
U>~ ~

rlcbest~ eut.ter trom ~he .... dlsea~"

~e Unlted State. today 1a certalnly the richest country

ln the world. witb the "bieb-at atandard of 11ylnc_ But vbe"

you traYel In"the Unit.d States you will discoyer that there

1. constant talk about lnflation and about the necessity

to atop it_ But they only talkj ;ethey do not act.

<t\ To elv• you a tacta. Itt..r .t-k. F;nt W"r-I~ Way, G~~a.:t:

Brita1n returned·to the pre~war Cold parity or the cold .tand-

ard. That.~ lt resorted to derlation. We do not ha.e

tl~. bere to d1.cuss the rea.on. tor this. But the unlona

.' .. ' ~

1n Gre.t Brit.1n vere unwllli,,« to aooept an adjuat..nt of

wace rat•• to t~ hieber pUrcha.ing power ot the aonetary

uni t. eYen tbou«h real wace. vere raised considerably by "
" -

<" ..; ~.

:+;;'.'~
""' ".£.. '. ~

thi~ ~onetar1 mea.ure. aecaus. Great Brita1n 1s a predo~­

lnantly industrial country tb*t" ha. to l~port 1t. rav ~ater­

lala, half-flni.bad «ooda, and tood stuft. in order to l1Ye,



and ha. to export manufactured ~oode, this va. a 8eriou.

oat••troph. for England. Becau•• of doeeettc ~.flation)

to b"", ....ch food and r.w ..t.r-
,tke..~ ~ rA.e ~' .

befo...J\.... ·........lta." •••• t ··t..~.~.,~.."tt...--
inclan4 could not .rford

~
la1••• .-. b.d bousbt

since Brltl.b «004. vel'. to~ expenei.e on tbe forelgn ••rket,

export lnoo.e 4eolln.d. Gr.at Britain priced~ out

or th. world .arkot,

CR· Th. unlon. could not be def.ated. You know the power of a

unlon tod.,. •. 1' ~a. the rl«bt, practlcall,. tb. prl yi1.....

to ....ortl t~.lOl.•nc.. And a unlon ord.r 1. ther-,foro)

l.t u••ay~ not Ie •• lmportant than a coy.rn~ent decree.

1. an order tor .nrorcement for wbich
( -~ t:£"~ I/'jolice -~
," _ r /I.of

of the «oY.rn..n~18 read~

.. '...;

The government decr.o
~l'\fot"ceh1t'~

the Yiele"" apparatu8
.~

» It I. You~.. '0 obey the covern.ent deere••
. h4Ve.

TOU vl11

otherwi••

.; ...

<1l Unfortunat.ly 1M haY. nov) 1n al.oet all countrl•• all oy.r

tb. world) ••••ond power thAt 18 ln a poeltion ... ,n I

c......~)(~f'C.;Sc. .f'?~'e.: .
tol M.I:...ou. : the labor unlon.. 'lb. labor unlona 4.t.l"tIIlne

wac•• an4 th••trlk•• to .ntoroe tb•• 1n the ...e way ln

whiCh the eo•• rn.ent Night decr•• a _inlmu. wace-rate.

I viii not dl.cue. the unlon queation nov, I sball deal

wltb lt later, I only want to •• tabl1ch that It ls tbe

unlon pol10)" to I'al •• wace rate. aboy. the l ••el u"•• they

• ; ••• I

~.•. "~ .

would haye on an unhampered ~arket. A. a result.·a coneid.r­

abl. part or the potentlal labor foroe can~be ••Ployed)
~

by people or 1ndu.trle. ¥Me are prepared to .urrer lo••e ••

Obyiou.ly, tbl. 1. unreall.tlc. ~o th. re.ult ls alv.,. un-

I .



ef)lpi"oym~nt', bcccuu. the a~tt1"6 or wi:lt!a rates above the

1eve 1 thor ~O\lld bave on tho 'All ....pero~ market alway. re··

aul ta in he una ploymout of ~ oon~ld r~ble part of the po-

tentl.1 labor torce.

<f\ In Great Belt.l.n) tho r ••ult 0": ",.gh 'wage' ("Gte. enforced by

'the bor unl~n. _a. lea ,(,,,~ ,UJ'1fl:ap oy~,,4::) prolonged year

at~ r y.'-r.· ~. lli4>ns or WeJrk'4rc \Alere llne~pt.oyed. production

flftUrea droP"Ped.~.cn 8x~rtS W~f~ perf hil~eJ_ In thl••1­

tu.tlon the Brltlab gDyemOl.nt Made a move whiCh it con­

aidered an lnetlapuna:,ble, .... rCenc1 .e.a."'l'e:. ...bt de".lue4·

<j1- The re ul t W6a tb. t the pur:-c;haa' "B pow. i' of the ...oney "age a.

upon ~\lcb the unions h~ t~lt.t~d, was nc longer the .am..
The real va«e_. the (~.~Pit~1 wa~•• 1 wera reduced. lov the

~,~Oo4-~tu-k ~
w rkar Goul.,'••,",u fa! ill .• h h.A be.n able to buy be-

tore, ."an tboucbthe no~lnal wage ratee rem.ln.~ the .....

In thl. 'lay, it va. thought, real ",a:re r.te. would return

to free aarket l ••el. and unemploy.ent vould dl.appear., ,
Thi. ~ea.ure-- d.Yalu.tlon~- wa. adopted by v.riou. otber

A M ~

countrl~8, by 'rance, t~e, Netherland~ and Bel~lum. One coun-

try even r.sorted tvlceto this lQetuure wl tbin a period of

one year .nd a b.lf. That country va. Czechoslovakia. It

va. a .urre~lcu. metbod, l.t u•••y, to thwart tbe power

ot the unlone. You c'-I'Jld not c.ll it • re.l .ucc•••• hove"er.

i.~Re. or 1••a., !fter • tew year., the people, tbe workera,
-:::

••en the unlon_, bec.n to under.tand wb.t va. golng on.

They c... to re.li.. tb.' ourrenc, de••luatloft h.d reduc.d
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their real wages. The unions had the power to oppose this.

In many countries they inserted a clause into vage contracts

providing t~_.oney vage. au.t go up automatically with

an incr•••• 1n pr1ces. Thi. i. called indexing. The unions

becaMe index conscious. So, this ~thod ot reducin~ unem-

ployment that the government of Great Britain started 1n,
'9"~ which vas later adopted by almost all important go-

Yern..nts~ this method ot -solVing unemployment" no longer

works today.

V £ i.e I~ 1936J I.e.' -oJ I me ~n bi., Gene ral nteory
LLcJY'd Ke.t"t... Uhl"D ...-t":~ ,!! E.ploy~ent, Intere. and Money; ~.ted this _ethod;r

tho.e emergency measures ot the period between 1929 and 1933
(
~to a principle, to a tunda.ental syste. of policy. And

be justified it by saying, in effect; "Unemployment i. bad.

If you want unemployment to disappear you must intlate the

currency." 1\ He realised 'Yery well -:that wage-rat•• can·"be

tOD!.hi«b .for._ tb8_,.ark.t,,:.that is, too bigh to make it pro-

titable tor an employer to incre..e his wor.k force, thus

,too higb fro. tbe point of view or the total working popu­

latio~Y')litb vage rate. i.posed by unions above the market

level, only'a part ot those anxious to earn vages can obtain
~

JOb..." And Keynee said, 1n ettect: "CartainlYA un••ploylllent,

1IIe•• tlfte"P10y.~n~prolonged year atter year; i. a very un­

sati.factory condition.- But in.tead of suggesting tbat

wage rates could and should be adjusted to market condition.,

he.aid, in ettecta "It one devalues the currency and the

workers are not clever enough to realize it, they will not j ,
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otfer res1stence a~a1nst a drop 1n real wage rates, as long

as no~inal vage rates re~ain the sa~e." In other words,

Lord.~eynes vae eay1ng that if a .an gets the aame amount

of eterline today a. he got before the currency was deval-

ued, he will not r a1ize that he is, in tact, now getting

·le •••

cJH In old fashioned language, Keyne. proposed cheating the

workers. Inatead of declaring openly that vage rates muet
/.

be adjueted to the condi tions of the ..ark. t iG' because) if •

they are not,· ....:p.tt·.ot·th. labor force v1ll 1nevltably re­

maln unemployed;; i:netead at ••yiA8 ttl.tor he said, 1n effectl

-J'ull e ..ploy.ant can~l~e reache~if you have 1nflation.

Cheat the vorkers.- nte most 1nterest1ng. fact, however,

..
1. tbat when bi. General Theory was publ1shed it was no lon~-

er po••ibleto cbeat, be.c.au.e

con.cious. 'Bu.t ~~ 50'1 t ~f

people had already beCOMe index

full el-tAploytM~ ~.

_. -ere

increase in the demand for labor,

and if fewer \'.orkers are needed, thethe

" " J:'-L ~as u dIJ w:~y
What does fU~l employment mean? ~he unhampered labor
~ ...

-rrket. whicb 18 not Ma~ipulat.d. by the unions or by the

government. On this market. wage rates for every type

of labor tend to reach a level where everybody who wants
a job can get one and every employer can hire as many
workers as he needs.

, .­.....



79
wagetg:;klJ(J..~~ v::J -f> ~(;)

The only m~y which a "full emplo~ent" situation

can be brought about i~e maintenance of an unhampered

labor market. This is valid for every kind of labor and for

every kind of commodity.

~ AVh.t does a bu.lne ••••n do who w.nts to sell a commodity

tor fiye doll.rs a unit? When he cannot. sell it at that
f

price, the technical business expression in the United state. ~

"the inventory doe. not moveJ' But it must move. He can-

not retain thing. because he must buy something new1 fashions

ar. changing. So he sells .t a lower price. If he cannot

•• 11 the merchandi.e at rive dollars, he must sell it at

four.

three.

•If he cannot sell it at four, he must sell it ,for

There is no other choice as lonff as he stays in

-
.' .

business. He may suffer losses, but these losses are due

to the fact th.t his anticip.tionof the market for his

product va. wron«.

~ It 1. the same v1th the thousands and thousand of young

people who come eyery d.y trom the .gricultural districts

into the city,' trying to earn money. It happens so in every

indu.trial n.tlo"@ .1•• he •• iA A.Ce.. 'l.... In the Uni ted St0...:!:t4.­

~~ to town with the idea that they should get,

say, a hundred dollar. a week. This ~ay be impossible.

So it a .an cannot get a Job for a hundred dollars a week,

he .ust try to cet a job tor ninety or eighty dollar~ and
(

per~ap. even less. But it he were to say~ as the ~on.. ~~

do~- "one hundre~ dnllars a week or nothin~," then .em~
the .,euple »ttt remain unemployed. (Many do not ~ind being
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une~ployed, because the government pays unemploy~ent bene-
/ (J?1... - '

fits~out of special taxes levied~ the e~Ployers~-~efte
w"'/eJ\.- ~

fit. $~a' are sOlDetimes~ as high as the wages the
~~~k~~-L_)

IIIan .. 7~--r-
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Because people believ~that rull e~ployment can~ be at-
.~ ~

tainedlby"inflation, inflation is popwl.p in the United States.
6JAX
~~eople are discussing the question: ~hould we bave a sound

currency with unelDPloymen~ or inflation with full employment?

This is in fact ~very Vi~iOUS analYSiS.')~

To deal with this problem we must raise the question. How

can one improve the condition of the

other grou~s of the population1/

and of all

~a is, shall the

:-,p,'

1.­
~\':'_::'

:~~ "':'Z' '
':. ".' ~" .
.:,;. ';,
~., ", .,

market deter.ine wage rat•• or shall they be determined by
7?A ./,12. ._- - - .. ~

union pres.ure and compulsion? I~~ U- .. .
/~M:tt we~~.~ )

<tf .
~ThiS ~istaken an&lysis of the problem is argued ift

England, in European industrial countries and even

in the United States. And 'some people says wNow look.

even the United Stat~s is inflating. ~y should we not

do it a1 0.-
these people one should answer first of all: "One

of the priVileges of a rich man is that he can afford to

be foolish much longer than a poor man." And this is the

situation of the United states. The financial policy of

the United States is very bad and is getting worse. Perhaps

the United States can afford to be foolish a bit longer

than some other countries.

n



"Now look, even the United States is in:flating. Why should

we~~·do it also?"

other European industrial coun

":--.

The :fundamental argument

brought :forward'in the United S¢~.~, in England, and 1n

Some, o:f them S.~l
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~ost i~portant thing to remember 1. that inflatlon 18
t

not an act of God, that inflatlon 18 not a catastrophe of

the .le••nt. or a dl.eas. that com•• like the plague. In-

81
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,
flatlon i. a pOlicy~ ~ dellberate polley

r.sort to lnflatlon because they consider

of p.opl. who
r-,;to-k0­,..'l.... e:: pi".

: f l
'::.. ~ .•

~ ,. ...J. '.'
I •• r...... ".,

·.:j! ..;..
... -"",~,,
'.: .,
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~e ••er evil than unemployment. But th. fact ls tha~ ln the

not yery long run) inflation do~~ !!.!! ,~cure . unemployment.

~ Inflation 1. a policy. And a pollcy can be chang.d. Th.re-

fore, tb.re 1. no reason to glve ln to lnflatlon. It one .
~ f '.". ~~~,Co~~.OfrU-

~:..t~at;lo" ,.~y~~: ::.: :a::::_: :::~:: :0:-:: :.:; /
Pl;'~R;r...,;-::=:::l:=--'~.R~~--- -R --- -h---- .... -- --~
Qqe be! il.las, '9!"t1", ••• baa to balance the budg.t .

of the ~oy.rft••nt. Of course, public oplnlon must support

tbi•• the lntellectual: _u.' help the people to under.tand.

Glv.n the support ot publlc oplnion, lt is c.rtalnly po.­

sible for the people's el.cted repr.sentatives to abandon

the ....1•••••1 polley of inflation.

Ve fau.t re....b.r tha~ ln -"th. long run) w••ay all be dead

and c.rtain17 will b. d.ad. But we should arranc. our

.arthly atfair., for the short run in which we have to 11y.,

ln the b•• t po.slble way. And on. of the measur.s nec.ssarY

for thls ~urpCJs, is io tlbal-1do'" ilt1flat;ofl1QlI'y pc>liC"~S•

'"II._lolh·
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fitth Lecture

FOREInw INVP,STMRNT..

50me people call the PI'ocr.. ot economic freedOM a ne«atly.

proar••• Th., ••'f.-What do TOU liberal. really want? You

are Aaaln.t .ocl.11.~, ~oYern~ent Intervention, intlation,

·labor union Ylolence, protective tarirf••••• You eay 'no'

to e.erytblnc."

~ I would call this statement a one-sided and shallow formulation

of the problem. For it is possible to formulate a liberal

progra. in a .po.ltlye vay. It a man eay.: "I a. a«aln.'

c.n.or.hip, ...· h. 18 not n.«ativ.; je 111 1n ravor' ot' author.'

haYinc the rl«ht to determine what they want to publish with-,
out the intert'erence or ~

ROYern~ent(~.....-~ This 111 not

';." ,."
~ .' ,

':.', "

. \

.i..

.\

' ..
..,

~.

" ••.1,,;.

." ."

negativism, this is precisely freedom. (Of course, when I

use the term "liberal" with respect to the conditions of the

economic system, I mean liberal in the old classical sense of

the wordT)

TOdaYJ.o.tP.OP1~••• YM.atl.taet••y the
'-'-""!!I~---J

abl. dlrt...."c•• eAs ••". 1" the .tanetard ot
~~~~..

countrl••' Two hundred ,ear. aco ~ondltlon. 1n Great

Britaln we~••uch wor•• than they aro tOday in India. But

the Brlt1ahln 1750 did not call the~•• lves "undeYeloped-
·1

or "backwar~~ becau•• th~, w~r. not 1n a po.ltlon to co.-
~

~are the conditions or their country with
01c.o~· . "$G4)"o"'; e 5a-t,,.~ .f~c.-

ef another ebunli""f 1n vhichlcondltlonll vere ,"ore Atler.c­
i;o.~y•
terr,· Today all people who haYe not attained the average

• tandar4 'or llYlnc or the United stat•• bell••• that tb.re
; .
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1. something wron« with their own econo~lc situation. Many
II~

or the.e countries call tbe_selyea ~ft~e7e19p.~ countrie.-

and).a ,uc~ar•••kine tor ald trom the 8o-cal1ed~eYelop.4

1':\
..wlltl'l," or eyen oyertdeyelop.d countrie8~'/

Let .. explain the reality ot this situation. The standard
tle\lClD,.i ..~

ot 11Yln" 1. lowor 1n the eo-called ""tI'''lerd e''ele..ed- coun-
ea,." ;,"'5'$

tri•• becau.. th. averac. ~ tor the aame type ot labor

1. lower in tbo•• countries than it is in so~e countries

or Western Buropo, Canada, Japan, and especially in tho

United Stat.e. ·It we try. to find the rea.on. tor thle 41i-

terence, we .u.t roal1ae that it 1s e ' .I.. liy n~' due to

an interiority ot the workers or oth~r employees. There
. e-

prey.lte a~ong .o~e groups or N~rth Amorlcan workers a tfn-

deney to b.li.... ·that tht'ly the ..,elves are better than other
. I

that 1t., peop1e-- 1e throush th.1r own fieri t that th.y are
11

getting hi~her waees than other people.

,.
t ..

.4
. \ .
~ 4,. ,

: ,

,:" .'

............

It would only be nec•••ary for an American worker to .1s1t,.
anoth~1' couitt..,.Xl.' us' eaT, ItalT. tro,-, where .ai~":,~~:;-.

Q.. -- . . .

e~"A in ord.r to dleoo.e,. that 1t 1. ~ hi. personal qual-

ities but tbe conditions in the country that ~ake it po••i­

. ble tor him. to earn hlgber wage •• It a~an tro~ ~icily 1.­
.%0

ml~r.te8 ~~~e Un1ted Itatea, ha can vory 800n earn th.
, '"

wage rate. that are cuetOlaAry 1n the Unlted stat... And

lt the·.a~ san'rftturns to Slcl1y, he will discoyor that

hlft visit to the United ~tatos did not «ive hi~ qualities

which would pe~lt hi. to ftarn hieher wanes in Rieily than



NoB' Can one'c.splain thi. econ~10 .ltu.tion by ....umlnt: Aft'
-"·r.• , .-:.'~..,.'.:.' . .

iftteriority Oft tbe part et entrepreneur. out.ide tbe Unit.4

8

they :~::lorportunlt1

and &9. tech . rna~a.lne.

ractorio. in the
1Y

equl~4. They.
tbey ~.t know about technology.

rel1o~ country~n.

them8elvea ..n·ow··.•verythlng
~

and if they wo&ld not
c.......Wl-l".f~~~

to le.rn'~ 'rom tcxt~ooks
-"

Lo.J~"~'"~
......pe .pr••d ....s this knovled.ce •

One. acaln. ~f" 41tterenee 1. not per.onal interiority or

lanorance. Th. dltferenoe I. the .upply ot c.~ltal, the

quantity ot Gapltal co04. a.allable. In other vord., tbe
. ~

AIIIount ot 'capt tal In.e.ted per lua" or the population 1. '

cr••ter ln tbe .0-oal184 ad.ane_4ftation. than ln the ~
~~~.

• ~ ...,ulet tleTelopetl Da~~_..... ..- .
. .,.,., -

. .'~ . ,

~fF~~~~~.~~ tbat out.ld•.or the United ~tate.,
~ - - -. . ~ (~~ pQ/\.C, '1 As(~

Canada, ..... We.tern F.urop_,~tbe equipment ot tbe tactories

and the technological method. employed ar~ by and larg~

'~~hi~ ~interior to tbo•• .r th. United States. But thi. i. not
t e,.

due to the lsnoranco ot the entrepreneura ~ those ~tl Ir
(J.

oountrloa •. ~.Y kn1w Yflry well that the

United state. and Canada are .uch better

, ,
" ..;::

ifi?'

..

..

~:~ ',.:

I -: .
"

~:: f:
, .

:,'
I

~~ a.M.u:t -&:! .
A bU.ln8aS~R~Cahnot pay. worker ~ore than~th. wnrk or hi •

•mpl0Y~ al.a totbe .al". or tbe ~roduct. Re oannot pay

hi••ere tban tbe cu.to-er. are prepared to pay tor tbe

a4dlt10nal work ot this lndivldual worker. It he p.y. hi.
~ will

~or~.~.~"ll not raco.er hi. espenditure. from the ou.to.er••

Se inou~. ·10•••• and••• I have pointed out a«aln and acaln,
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Rnd as everybody lenovs. a buslne~sflan who suffers 10ssell
C)C>

must chanee his methods ot business, or J c; • bankrupt •

.~. The ecoaoslst. desoribe this stat. ot affairs by saying

.wa~e. are d.t.~lned by the ~ar«inal productlvity of labor."

Thi. 1. only another expres.ion tor what I have juat eald
0..-

berore. It ls ~ tact that the scale of wages 1. d.ter~lned

~ ~
by the ~di't.~ a man'., work .. , •••• the value of the pro-

duot. It a .an wor~s with bottor and ~ore efficient' tool.,

·then be can perto~ ln one hour muoh Noro than a man who

work. one hour wlth 1••• efficlent instru~8nt.. It ls
leO

obvious that eft. MYft'red men workina ln an A~erio.n .hoe
mDSt:

fnotnry. equippod wlth the ...c modern tools and mAchines,
P,.o4(u.c~ ~~~ '0<0

are l'r••t:tcine rouoh ",oro in ~e lIalDe' ti'ntt than QIlA 'nus h < 4:
~;to~

shoemakers in Indla, who G" ve.klftC with old-fashioned
'iI

tool. 1n a 1••s ·sophlst~o.t.d way.

~ The employers in all or tbes8 .., .at...~opsat na­

tions know Yery v~ll that better tool. would make thelr own

enterprises more profitable. '£bey would 11ke to bul1d ~ore

lJ...
and better "aoto le.. 'nl~. only thlng that prevent. the.. frOM dbi 0 £1\

18 the shortage'or CApital. The dlfference between tho
~~ ~~­
.-ee-4.~.~1~1~.~.~~~ft~••'1r~d~e~'~d~.~~oonlle6~d~ftH.~'~'~8~R~'and the se ealle~ ewerdeyel-

oped natlonsle.a tunctlon of ti~e. ~le Brltish .tarted..... :

tft ~.y~ aoonep than 11 oth~r nations' theY .1 Q 8t~rted
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. t· •
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;.'
to .ccu~ulftte capital and to invo.tit in busine... 80-

cau.e they ~t.rted soone~ there vas a higher standard of

,11Yln.t 1n are,at Srl taln when) 1n all other European countrie.)

.; ..

: ..'. .
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there was still a lover standard of llving. Graduall; all

the other natlons began to study Drit1sh conditions "nd it"JW
wa. not difficult for them to dlsoover the reason "AGreat

8rlta1n~s wealth.' So they be~an to imitate the Nethod. ot

Briti.h bu.ln••••

·S;~~~) S;VlC..e.s-, a., 'he~tarted, later and ~ the British dld not .top
~ .

,,7..It..vu.~

investing capltal,~a large dlfrerencB between conditions .
, ~ (3JJA~

1n &ngland and conditions in A- other countrles.vetll. "'aYe
~.:~~~ .

~"~"'.I". '.....~rt or Great Dr! tain ••'I~fl ft.'t . J. .~: .,'.

J;.~';'

.h."••t. ..."~"..e. if 8CMiV thine: had Rot happelied-w
i' "

Vhat happened'vas the «reateat event 1n the hi.tory ot the
~.

19t:b centurY. &n,d tble mean. not only in the history or an

indiVidual country. Thla great event was the developD8nt,
~. ."

or for.ien l~Ye.~ent.lft 'the I:I:t:II oentury, In 1817.> tbe

creat Brltl~b'e~~notaJ.8tRlcardo ·.~111 took 1t tor "ranted

that oapita1 Gould be in.e.ted o~ly within the bordera ot

a country. ',He took it tor «ranted that capitalista would

not try '0 ln~••~ abroad. But a rev deoade. later,' capit.1

'lnve.t.eat abroad ~egan to playa_oat important role 1n

world aCt.ir•• ~Vithout c~pltal inveatment, it would haTe
, ' ~?1A- ~~ ;d..tA 4A

be.n nec•••ary t~r the ww.er de.elo~•• Ra'len. - an~9tdo-

.el.,ed in ....p....." "'~.. Great Britain ,~ to .tart with. " . ',. ,
ttle •• thod. ,.anet . tbe teobnololY wi th which the Brl tiab had

.. , ~ D~

.... I ~

etartGdJin the be4inn~nc and middle of th~ centur~ and
--

.lowly, step by .top~alw~ys far below the technological

level of Britisb acono~~try to lmltat~ what tho British

ha.d done.
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It would haye taken ~any, many ~ec&~es these eoun-
~Q..,

trios /Wttaln th~ standard ot teehnolo~lcftl development

which G~at Britain had reached a hundred year. or ~ore be-

toro thern_ aut the rrreat oYent that b.t~ed all th.a8 coun-

~ tries was ~orftlgn inYe.tNont. ~ore16n invAat~ent Nftant t~at

British cap1 alists inye.tad British ea,ital in othor

~arts of the world_ They tlrst invested it in those Euro­

pean eountrle. which, rro. the p~int of view of Great Brl­

taln, were short of capital nd backward ln their deYelop-

"~' ~.. ..nt. It te • vell known'fact th.t the railroad. of .o.t.

iuropean oountrl••• and a1.0 ot the United Stat•• , ..re

built with the aid of British capital. You know that the

same happened in this country, in Argentina.

ther West

h the a14

ovn 1s that ral1r

bull t. at f1rst •

1at8r

wba~ 1. not ao veil

• at ~ar' of lurope ~

tin".

AThe «a. oOMpanies 1n ot
tIu hYlA..c.t I ~ 70 ~ J

Europe vera Britt.h. In 'he ....1. er 'h••e••ft'l•• 0' ~.
rwi,..t + 1\. %

19th •••tu~. a Britl.h auther an4 poet orltlcl,•• hl.
Vi~"Du.r

couatr.r..n. B••aid:-th. Brltlah hay. lo.t their old .I.e••
E

/

, .
, "

. :1 •
• ~:; J' •

, •• j, •

.~r..;

;'.
, '..

;..

...........

and they bay. no longer any n.w id.... They·ar. no loncer

an 1.portant or leadift~ nation in the world.- To whloh

Horbert Speno.r, tbe tr.at .001010Clat, an.wor.d, -Look

at the Europ an Gontlnant. All lurop.an capltal. baY. 11gb"

boeaua••. 'Br1tieh ca. co.pany proy1dee theta witbca"~ (~~
~ l.Ukoc-t S~t'hf~~ ~. I;S"t.;~)-.. .

va.~., CIt cour•• ~S4tS tli.,.-aCc ot ca."Jwl"". ""'.tt ,. ti••pp••••

a•• ~eiJ ~6&ote eta. Aft. further anaverine thl. Brlt1ah
:s

..



88

C. ...f~: c..,)

••i'l~w~ Herbert 5pencer addeda ·You .ay that the German.

are rar ab.ad 0 Great Brltftin. But look at Germanr. Even

.a. co_panr,had not in",aded tbe country and licht.d the .t.... t •• •

Berlin, the oaplt:.l ot tbe oe.....n R.ich, the ca1)l tal ot C~"$t~
I
o·

...
, .

': .-

..el.... ,,';:' r
"
·~woul4 be ln th. dark lt a Brltl.b

:z:g • ,.,

'.'
: ..... '0

, .
"" ....:: .

. ....

:' .
":.. :

. ,

.'
~. • .. ,0,

':. t: .'. ,
'. '
'. '

~n the same way, British oapital doveloped the railroads

and ~any brancbes ot induetry 1n the United Stat... And

of ·cour.o •• long a8 a country imports capital, its balano.

,~t trade i. what ~AZo~nOl&1st. call "unravor.bl.~

Th.' mean. that e an .see•• or import. oyor espar'••
.. . .

'The 'rea.oa~~~th., ·r.yor~. balance or trade" ot Gr.at

Britai~ va. \h.t;tb~ Brltleh f~ctories ••nt ..any type. or
equipment to the United stat•• , and tb1e equipaent va. net

paid for bf ..,thina otUI':'- than ~ba"e or A.-rican cor-
, .

por.tlone. Tbla period in the hi.torr of the Unit.d Sta'••
. lR9b~,

l •• ted, by and l.ar~e, untll the ",•••,.. ' U gEP'2

But when the United state., wltb the aid or Arltt.h caplt.l~

A "
and lat.r vitb the a14 ot 'h.i~ own pro-capltali.tio poll­

_!
.001••; d...lope41t. own .....10 .,,.ete.. 1n an unpHo.den'.4

vay, tbe ~rican. began to buy baok the cap1tal 1n .took.

. ;
..... ; .
~ .
. ..
':.' '.; ., .

.. " '0'

.:. :

.. '. ... ~

.. :\ .~, ..

they had once .old to foreigner.. Then the United state.
~
~ a surplus of export. over imports. The difference vat

. /

. pal~ bi tbe. i.portationA'~ the repatriatlon, .a on. oalle4

.• ·i tf ot' I A.... rlean C OCD.1lon • took •

11 And th1. period l •• ted until the Tir.t ~orld War. What hap­

pened later 1. another story. It 1. the etory of the A~r­

e e.lean sub.idl•• tor the belll.~~nt oountrl•• ln, betw••n,
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and after tvo world war.. tho 10an8, thD 1nve5t~ente the

eUnited statos made 1n Europe, in addition to l~nd-l~ase,

fore ian ald, the Mar.hall plan, food that was 88nt over.e.~
~

and other subsidlos. I ellphlls1.Ee this bocausc people .0:.-

tl~o IS bo lieve that 1 t is "hUlc rut or degrft<11n~-: to have (or-

61~n capital worklne 1n thoir country. You have to reull&e

that)ln all countries. except l::nt;land. f'oreign capital
phc.yt!o{, 4..- c..t:J",s;d~Y"ab/e pql'"'e ~

~.8l«R investm~nt~4 88ft••~~wt.d ~oP.ld8paQly ~e the de-

volopmant ot modern indu.t~leD.

It I say that fOreign lnvostnaen t wns tho I,roatost historioal
~ .

event ot the J:9"* eentary, you must thinlt of' all thosv thina.

that would not haYt:l cOtaCJ lnto bCJinlf if thol'~ had not been~

£urell;n lnvestaaent. All tho railroads t the harbors t l;he
~

faotorios and .1Des 1n Asla, tho ~uez Canal Mid many other
1\ ~a,,~ b~~"1 Co""s~r&(c.t.Jtc(

thing. in the \l~.tem bu..lsphero, would not illd•• t bad there
I7't-C)

~ b••nAforeign investmont.

foroign In••• t~ont 1s made in tho expectation that it will

. not be exproprikted. Nobody would invest anytbing if be .

knew in advanoe tbat .omebody would expropriate hi. 1nve.t-

monts. At tbu tltao \then these foreign investilltsnt. were melde
<..~ ~ A.N.iJft~ ~

in tho Il;\eh century, Ilnd ill tAe r ados of' t6e ~

century, there w&e no question of oxpropriation. Fro~ tbe

becinnin~).o~e countries shoved a certain hostility toward
, .

foreign capital. but reBl1Bed very

..._-.... /

.'~..,. ......... .
• 0,,"

well thAt they derlv~d

el~ri~1nY~8trnent••

~nor~ous advantaffo rrom theso for-



theae torelgn In.e.tment. were not made
'o~

dlrectly ~~...... torelgn capt tall.ta, but lndlrectly by 1.114-

to th.r;~nt. 'lben lt va. the co..em..nt

In 80me

th.t u.ed th .~n.7 tor In...t..nt.. Such va., tor In.tanc.,

the ca.e ln Ru.... 'or \Ire 17 poll tlcal rea.on~ the 'rench

.In..e .ted In RU••l.) ln tb. two decad•• precedlng the 'ir.t

World V.r, about twenty blillon gold tranc., lendlng th

ohl.tly to tbe Ru••lan go..ernment. All the great enterprla••
r

ot the Ru••lan co..ern..nt~ tor In.tan~e. the railroad that

'f(J

• r :

.. ; '.,.. . .

.:" /': .
• 1',
,~. :;., .

. . cona.ct. au••la from tb• Ural aountaln. throucb the le. &tid

.nov or Sl~.l·a..if..
., J

.. ,
.' ,be PacltloM- were bullt ao~tlJ vlth..

} "

tor.1.... capltal lant to the Ru••lan co.ernMent. You will

real1&e that the french did not a.au•• tha~ one da~ there

would be • Ru••lan .oYem~nt th.t would aimply declare it

~ "ou14 not p.,. t .. d.bt. lnourred by 1t. predece ••01' 5 the

~ co........nt.·

: ~ .

~ .. ' .

<ff Btartlnc vltb.the '11'.t World v.... the began a period 'of

"ol'lcl~4e open ,'"arfare .caln.t tor.len In''8 st..nt.. ~inoe
~~.h\O ","~~~~~~

. til••• 1. no~ , " 0 ••.,. l"C ' 2

~.1~.M.- ..
_ill I" .n·...' ..... lJ ..........~ praotically no le«al protectlon

I ,'. '":'"

tor torelen, lny•• t ..n~. 1. the world today. Th. capitall.t.

4i4 not tor••• thl •• ' .It the capi tallat. ot the capl tal .ex­

portln. countrl~. had reali.ed it, all toreicn in•••t.ent.

would ha.e c to an 'end rorty or tltty y.ar. aco. But
;. .~ wou.'~'

the capltall.t. ~~1. not bell.... that any country o&ald
~ '.. .
:' . r~t'\c.9e..

b••0unethioal •• to ••R." on a debt, to exproprlate and

.. contl.oat. torelen capital. Wlth the •• act.) a nev chapter

':"" •..; ..
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ln the eoon~lc bl.tory or the

-:.:' '~'

'ff witb 'tbe en4..ottoe areat period 1n~e~ntury when

tor.len aap1tal h.l~d to .a.elop. 1n all part. 0' tb. world •

• od.m ••th~d. o~ ~r.n.portat1on••anutacturln«. mlnlnc,and

acr1cul ture
l

>' tb~.re· c..e a nev era ln whlcb the cOyernfDent.

an4 tbe polltlcal partie. oonsidered the torelgn lnye.tor
e.. .

a. an explo1 t,r ,;'..who .houl4 e expe lied trOll the country.
'::" ',' ...

p1tall.t

ner.~·\a._ ber.· t:

A••rlo.J;:·~lf~;~1:1 ln
......... .'.' '

$0";',' . '. ,',' •

Russlans were not tbe

Mexico. and all

whlch I haye no

-.

The .ltuatl~'l~,:.tb. vorld to4&7, .....t.d by b. ay.t•• ot
.~~~/ (.~.~~..:1'i~~':' :. ~ " . .

.Jlproprlatl· .···:.· .•t)tore1... oapl 'ai, oon.l.t••1 tb.r ot ellr•• '
:;,.;::...._,... ,'. (~

.xpro.ri.t·l ::;;':o~'otlndlreotexproprlat~ t'orelgn ex-

oban•••ont..~li,.~cr1unatlon).. ,-- ~ 1b18 .
...(A ~~ .£\..- prob/~""",- 6-J-~ s.

,•••ib 'f!i!-s. "It ttl.. Y-SAi II natlon. ~ .:
. ':~".:';.;...... {;~:: .. ' ~. .

Tak•• tor 1••'_o~.~ th. blc... ' ot th.....atlon.: Ind1a."
~!(.;: /",' ..~~:.::~;...~. "

Under tbe ~l~l;".'·q.t~•• Br1tl.h capltal v•• ill"'••••• lit
I' ; ... :":.. ;; ..

III".a~pred·Oadft~t~lYB-;ltl.~ captt.al. b~t .1.0 capltal ot
'. ... ~. , ~-WIL4 ,"V<St.~ 111 r#of~,~.

otber £urope::is::untrl••A And th~ Brltl.h expo~te4 to

India ....t~~~wblOhal.0ha. to'be _ntlon.cs. ift thie con­

nectlon; tb~t· ••port.d into Indla _ " O'C" coat e' , ...

modern ..ethf)d. ot 'tlghtlnlf contagloue d'.•••lIes. Th......ult

wa. .. tremendous tnore... ln the Ind\.n

IIIOr· .. Xnd l ....1·.w••i •• toll Os the tl•• '

population~

0,: 00

.. , '..

: . '" ,. ;
• ' • '.' • 0' .' _, ••• ' ..... ~ • ~ .....

.. .-.... ~ .
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~a..~iMtI~~
tQ8~9~' !fte~e&81R"the country's troubles.

situation, India turned to expropriation as
w i-t:.Lt it.S PfO"'~""S.
neea8Q Q&,i~8.. But it was not always direct expropriation; the

government harassed foreign capitalists, hampering them in their
UJ~r~

investments in such a way that these foreign investors we~la-

~ ...~~e/
~ave- to se11 out.

~ India could of course accumulate capital by another method: the

domestic accumulation of capital. However, India is as hostile to

....

the domestic accumulation of capital as it is to ~ foreign

capitalists. The IndiaE_government says it wants to industrialize

Indl., but vba' lt r ••11, ha. ln mlnd 1. to ba.e .ociall.t
J'a.w~4""41

.nte,I'prl.•e•• AA r.v ,.ar. aco tb. fa..ou••t.te..." "
,"' c..4:!J"~c-ti~ of hi $ .1\

.ehru~ publlahed a ~ee~ et hi. oel1.0.... .peeoh... Tbe

book wa. publ1.bed vith tb. lntention ot .aking tor.lan in-

••• t ••nt 1n In41. aor. attractlve. The Indlan ~o.ern~nt

1. not oppo.ed to fore1~ In•••tm.nt b.fore 1t 1. In•••t.4.

Tb. bo.tl1ity be.l". onll wh.n 1t 1••lready lnYe.ted. In"" ' - /

th1. bOOk;[I .. quotlng 1ttera11y ~. the boo~Mr. Nehru

.a14. ·Of COU •• t va want to 8001a11ae. But we are not

oppo••d to pr1vat. enterpr.L~.. We want to enoourace ln e.ery

va, pri••t. enterprl... Ve vant to proml•• th. efttrepre­

n.ur~ who In••• t 1n our. country, that ,~ vi1l no~ ••propriat.

the. nor .oclallse the. tor ten ,.ar., ~hap. eY.n,~or a

lon.er tl•••• And h. tbousbt thl. va' an lnyltatlon to O~

. -,.-' to In41. f
~.' ..... ,
'J'; .:~ .•.'.; ....-,' .

", ,
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4t The problelD;;,!. •• you know.,;f i. domestic capital accumulation.

In all countries today there are very heavy taxes on corpora-

tion.. In tact. there 1. double taxat1~n on corporation••

fir.t, the protlt. of Wba corporatio~re taxed ~ery hea~lly
~~~~ #)

and~ corporatiorI4PaY~&i61o::Chto th~hareholder.

t h ••• And thi. i. done in a progre •• ive vay.

~
Pro«re ••ive·taxatlon ot income and profit. ~e.ft 'ht.~ that

dL
precl.ely thse parts of 'helT incoflle whlch people would

ha.e .a.ed andlnve8ted are taxed away. Take the exa.p!e

or the Unit.c! statea. A rew year. ago, there wa. an ~xces.=
l

proflt tax)vhlch meant that out or one dollar earned, a COrpora-
. ~ l.-A~~~

tlon retalned.only ~ cents. When these ~ cents were pald

out to the ahareholders. those who had a ,.reat nueber of
'::'. :,' . • ~ dt., .Jl..~:.,s.~ ~

.har•• had ~o par another 68 hi '0 or even Rreater pevent·

of it in tax•••
~ . out of the dollar of profit they retalned

41·

about .evencent•• and ninety-three cents went to the govern­
~ ...~~~

..ent. ot t~<~~:*.Athe are.ter part would .have been sa~.d

~"::t ).' .'
and in~.ste~i·:·Instead, th. covernlDent use4 it for current

'.:.'.,,' I .

• : t. "

expendi ure.··· 'Thie is the policy of the United States.

I thlnk I hay. lIIade lt clear that the ~olicy of the United

State. 1. not an example to be lmit*t.d by other countrie••

Thl. pollcy or the United Stat•• 1. worse than bad.~ it 1.
r1

lnsan!. The only thing I would ad~ 1s that a rlch country

can afford 1D0re bad pol101811 than a poor country. In the

United Statea, in spite of all the •• ~ethods of taxation,
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: . ";~ ......

there is still somo additional accu~llation of capital and

lnv8st~~nt every year, and thereforo there is .till a trend

tovard an i.proyement ~the standard of living.

But in ~any other countries the problem 1s very critical.
~~ -~

There is no d••opt'c s.v'~or not sUfricient~dome.tic .av-
/\ /\

lnC. and capital inve.tment fro~ abroad 1s seriously reduced

by the tact that the.e countries are openly ho.tile to foreign

lnve.t..nt. Bow can~ talk about industriali.ation,

about the nec•••lty to deYelop nev plants. to l~prov. condi­

tion., to rai •• 'th••tandard or l1Yinc~ to have high.r vac­

rate., better ..an. ot tran.portation, if the.e countries

are doln thln«. that vlll haye precisely the oppo.ite efrect?

What their policies actually acco~pll.h is to prevent or to

.lov down the acou.ulation of dom•• tic capital and to put

ob.tacle. in the va, or torelgn capital. ~The end re.ult

i. certainl, very bad. Such a situation must bring about
. ~

• 10•• of confidence, and there i.~mor. and ~or. distrust

(1n th~ vorlC\::)~ .cath~foreign investment} ~v.n l~ the
, :, ~4~~

countrle. con.e~ned vere to change their pollcl•• 'c'.y and
t·., ,

v~re to raake all possible pro.ise., it 1. very doubtful that
~~~

they could ...1,. 'he •••41"888 .f foreign capitalists to
.-D 2 2 '.fi&

InYe~i t~i.~1 ••tift'P¥. ,

There are, of cour.e, 80._ .ethods to ayold thl. oon.equenoe.
~

One co~,.o.e lnternational statutes, not only agree-

.ent., that would withdraw the forei"n investments fro~ ,

natt·onal juri.diction. Thi. i. so..eth1n~ the Uni ted Nation.
i .
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, '

tor u.elea. discusslon.. ReatiEing the enormous i_portance

,',: ~

alone can brine about .n i.proYe~nt ift political and econo.i-

cal world condition., one could try to do eo.ething fro.

the point ot Ylev ,of international legislation.

~ Thi. i. a technioal leeal probl.m, which I only ntlon.

i'''- .
, .

','

~'.' :,. ,

~ ,

"

'~ " '~

'~

becau•• the .ltu.tioh is not hopele... It the world really

wanted to 1Iak. it po••ibl. tor the 1~I"A.'lupe.
. . ~

'. " ,

oountri•• t~,r.l•• their atandard ot~iYln« to the 1e.el ot.. ," ..

the A_rican va, ot lit•• then it could be done. tt i. only

nec••••ry to realize how lt could be done.
-:--

countri•• a. pro.perou. a. the United st.te. i. only one

thing. ~.pit.l,f and, of cour•• , the freedom to e.ploy it
, '

under the di.oipline or the ••rket .nd not the discipline
~

ot the cover,...nt. The.e ~hde.4·y.'npe"·l\eo't"".'..... t

accuaulat. 4o.e.tio caplta~and th., .ust .ake 1t po••lbl.
"1hM '

tor toreien',capital to OOIN into " ..... country. ror the
I\.

d.Y.lo~nt ot doeeetic oayin« it i. nece.sary to .ention

acain tbat dom••tlc ••ylnc by the ••••• of the population
,l-,j. ;""'t'fies

pre.uppo••s ••table eonetary unlt. 1ba' .eft•• ~ne ab.ence

ot an, klnd 'ot lntlation. ".
.-.. ," ",

I,' .'

. A&.t1c.t",·~
A cr••t pal't ot the c.pltal at work In,,'',,.'e4 ii_.'••,enter-

pri.~. 18 owned by the worker. tbe~.elve. and by other ~opte

·witb mode.t ...na. Bll1ion. and bill1on. ot a.ylnc deposits,
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,

or bond•• and or insurance policies are operating in theae

.nterpri.... On the American money market today it la no

loncer the bank•• it is the insurance companies that are

th creat•• t'.oney lendera. And the ~oney or the insurance
, 7

cOGpany .i~ot le«ally, but econo~lCally~the property or

the lnaur.d. And practically ftverybody in the United ~tatea

is lnsured ln one way or another.

~ The rrerequisite tor ~ore econo~lc equality ln the world

1. lndu triall.at1on. And this ls po.sible only throu~h

~ ~
~ capltal lnvestment,~ capltal accu~ulatlon. You

~ay be aatonl.hed that I have not mentloned a ~ea.ure which

1a con.idered a pr1me method to indu.trial1ze a country.

I mean •••protectionlSM. But tarlff. and foreign exchange

controls are .zaotly the Means to pre.ent the 1.portation~-iftt.p
ot capital and 1ndu.trialiaation ~tb. country. The on11

W4l' #-. iHC y~,q,)c-•• 'he. fel induetrialisation i& to have more capital. Pro-

"

.:

.....
Of

tectlonia. can only di.ert"'" inYestm.nts frOID one branch or

bu.in••.• toanot,ber branch. ",Protectlonlslll) 1n It.e1S does

not add ~.I" e~ • etsu.'. P'L. to the capi tal or a

country. To atarta n.w faotory on. ne.d. capital. To 1..

prove an already exi.ting factory one needs capital/and not

a tariff. I do not want to dl.cus. the whole proble. or
1\,

5'Mfree trade or protectlonl... I hop. that most or your text-

books ~n econom1cs repre.ent it 1n a proper way. Prot,ctlon
lfrYt1ze iJR/tF~

doe. not chan~e the econoNic situation ln a countrY1' And

what certainly doe. not chang. it for the better is labor

unioni.m. It ~ condition. are uns.tisfactory, if wages
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are low, if the vage earner in a country looks to the United

L~' i~:W\~
s tat•• and r.ad. vha~~:.pn ~:ere~/:=:4 :v::::~L

(8)1} .od_ bow the b_ r=!!L!!PP ..e:Pk..- i. "'t"l-p.d -tIL g;;1"'
J .11••••••ft e ••fer'" he .ay be enYiou.. He i. pertectly

. <'h£)4Y;"'~: .
rl~ ~ .ay .~ oUght to have the s.me thing". But the
w~· ~ a.-vt ~.i,v..

-only ....-t:fhnt- to obtain 1~ 1" -.....e capl tal. .

1-4bD'- ~<:H ~ union" ~ M violence against _ entrepre-
~ Df"SJ4it<. tl-1~'''''

~ neu 8 and ...... people ~ they call .trlke'fbreaker~ .
~4ttClfPW" V;of~"c<) "'O\A.M'v-<~ ~

. Aunion. cannot ral •• va~e8 p....fteft.l' tor all bho•• whe waft'
wa.J!J' ~r~ ...S • GUU-
~ .aril ••1.... ... equally In.trectlye b .. eoyern,.ent decl"ee.4,J

~
•

tlsln~ minl.u. waft. rat... What the unions ~ bring about

(If they sucoeed in ral... lnlf vage rate" 1. peraaanent1 1astlng
~

un.~ploy..nt. But~ cannot industrialize the country,
/\.

the, cannot ral.. the .tandard or· liYing of the worker••

Anti this 1. the deolsiYe "olnt. One mu"t real.1~e that all
~

the ~ollc1es ot a country vh'.~ wants
D

to 1mpr,v~ 1t. standard
~

or liYln~ mu.t be dlreoted towar~ an incroase ~ the ...
~~~c.~. c...S-4p;tQ" tM,,~s.!A4~"'-t +
.." •• q~8•• 8' capital lftyee'." This per-a.~l'••q~e'••,

cap1tal 'ftye •••• 18 .tll1 lncrea.1nc in the United States,
~ ~

ln 8p1te of all or~ bad pollcies. And the same 18 true

"1n Canada and in so~e of the We.t European countr1es. But

it 1" unfortunately deere••ing ln eountrie. ilke India.

We r.ad every day 1n the nev.papers that thft population ot
~u.e • ~ I

the worl,d i8~l"" eye:, y ••• by perhaps 45 m11IiOn!~;';
or eYe~-m~~~Ihow will thls end? ~hat will the result.

and the consequencos be? Re~ember what I s~id about Great
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Br1taln. In 17'0 tho firit1sn poople ~cl1ev6d that 81x ml1­
rP1~/T/uhd-

110n .---. a trementlo\ls overpopulation or the nritish Isles and

that they vere headed tor t~lne. and ~laRuea. But on the
,wDr-ItL.

e.e ot the la.t
A

var, ln 19'9, flfty .111ion ople vere livln«

in the Britl.h I.1e., and the standard of living waa incompar-

(~~. ably higher than . in 17.50. Thle vaa the effect 01'

what i. called industriall.ation q!a rather inadequate .&era•.
. I p~ ... C4f'~tiA-

ABritaint. proare •• wa. brouaht about by lncroasin~ tho ~
iHVi'S'£""~.. t . " r-'.
oap,"'. qae'" Of..capital.l"~e••e~ 1\8 t said before •••, there

<......(1,~~~~ r-
1. only one way~•• 1I&'eil2"'. prosperl ty: ";if you lncre••e

capltal, you incre.s. the ..rainal productivity ot labor,. rt.U£
and the etrect ~lll be t~~~e. wl11 r1l!1e.

rates. If thera w~re·no migratlon barrlers today, probably

}
t··,

In a world wlthout migration barriere,

a tendency all oyer the vorld tovard an

there would ~pe••'l k..
wt1.l:Je

equall&atlon of U.SI

-\. . )

:'; ~I '. -

twenty m11lion people would try to reach the Unlted gtfttee
'I: "

every. year, 1n order to ~.t hi~her vages. The inflow would

reduce wa«ea .in~~he United ~tate.t and t~••l~.a'len ~e~l.

rai~":~¥\n.'":~oth'er countrles •
. ; J .' . ,', "\~.. •

~!:' :.:'" .-':; :'! :

I do not haY. 'time to deal with thls proble~ of m1gration
~ ..

barriers. But I'do want to .ay that there ill another 1'11ethod

toward the equalization of vage"'rates allover the world.

This other •• thod. which operate. 1n the ab••nce of the tree-
\ .

dOM to .1«rate. is the Nlgratlon or cap1tal. Capitallst.

have the tendency to ~ov. toward. those countries in which

there 1. plenty of labor aYailable and 1n which labor ls
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reasonable. And by the fftot that they brlnr. capltal into
~ w~~
'~e•• countries, they brln~ about a trend toward higher ~s.s

rates. This h•• worked in the pa.t. and it will work in the

tuture. 1n the •••e way.

When British capital vas first invested ln, let UR say,
~

Austria or Bolivia. wage rates tz t~••• 8ew"'.1_s vere much.

much lover than they vere in Great Arttaln. R~t this ,ddl­
c...v4.~e.­

tional invest ent brouBht about a trend tovard higher 5".·
rates in tho.e Gountrie.. And such • tendency preyailed all

oy.r the wotld~ ',' It 1. a ••1'7 well-known fact that ae SOOft

as, tor inet.nce. the United fruit C~pany Moyod into Oua-

tamala, the reeult va. a ceneral tendency toward higher

regard to tbe future

1~1'~
no r.aeon at all to be pe.simi.tic ln

~<~~::t:;::'~,~~Ie-Pd+'II~~
I "

wace",rat.s, beginn1nlt wlth the vages whlch the fruit Company

pa1d~~ th~n'~ lt nece ••ary tor other omployer. to
~~

pay hleber '~~.~ :1'..... ~-::::. ---

~.r.rore. th.... l~

¥ou wl1l .e. ~~ ~ n.at and la-t lectu~e that, OR the OOR-

,'fl

wial cOuRt..... of the world ought to be called poor COllntrt ...

c.ofllpared to • c,?untry lUte J\rgenttna that hes Bu"b' enOlmOtN

oppartt:lnitle _ 1ft agricultUre. MinihA' am! eattle "ree Itl",,_

.out neverthel••• , IIOrad people ea11 _he e9YRtF¥ "uncS••" ••• lope4-

I fUlly agr•• wlth the wl'l••te Koa1 of .vary-
1\
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ore 81mS '1' 'Is 'hec ~ommunists and ~ the labor unions,

when they say. "What is needed is to raise the standard

of liVing." A short ti~e ago, in a book ~ublished in the

United states, • professor said. -We now have enough of

everythin~, why should people in the world still work so

~ard? We have everything already." I do not doubt that

this professor has everything. But there are other people
~~

in other countries, also'in the United ~tates, who want and

should have a ~etter standard of living. ~Outside of the

United 7tate;;r in Latin America, and still more in Asia and

-- t*:r-
Afrlca"'aRil ~•••e re."y '111'11....tl~p.' ••'1,,_•., ..... everyone wishes

to see conditions improv!d in his own country. A higher stand­
~\jou~

ard of liVing alsobring~ra higher standard of culture and

civilization.

uU:wt~~J~ zJ-,,dt41"~J~~~.l.'.... - V-

50 I fully agree with the ~••~. But I disagree w"'h regepd

~e measures to be adopted in~••" this goal.

What II _lie measures --..t will attain this end? Not pro-

tection, not government interference, not socialism, and

certai~ly not the violence of the labor unions (euphemisti­

cally called collective bar~aini~~ and which, in fact, is

bargaining at the point of a gun).- - ---
( (l4. I LU..d:-,

\ To attain the end) me orr there is only one way',- '
slow method. Some people may say, it is too slow. But there

are no short cuts to an earthly paradise. It takes time'

and one has to work. But it does not take as much time as
-z.

peopl~ believe, and finally an equali,a~iory will come.
<.....~w~Y'oAt+9~1'J'UiJ.MAj~-~Sw~~

~ AAround 1840, ln~•• ' •• ft Qe...fty, 'R , •• • Q.~ .e.ele~.' pe.'.
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ot ge r1la,,¥. tta :) "ahle ",,4 ,1:1 ~rt tornh·] r~ ~ ,,,hi ch \la9 one of
I--tne 11I0st industrialized areaa in the vorl1~ it was aal<l •

• We CQft neyer attain the level or the British. The RnB11eh

Ye • head ,.tart and the, vill forever be ahead or us.­

Thirty yare later the British .ald: "Thi. Gor~an co~petl-

tion, we oannot stand it, we havo to do so~ething against

it." At that time, of course, the German standard was rapidly

rising and was, even then, approaching the British standard.

And today the German income per capita is not behind that of Great

Sw;f.-z Rvl D.MeA.)
all country, p.e~.~ly

---
,

.t the .t.t.e 8' Ail_uti... , with. pep..1.

Europe, there 1e •

tieR heidi, lal&61 thaR 'he popdlatlon of Btlenee Al.ee.

Britain at all.

~ In tbe center 01
, (\ , ,

e~.11oi tho ali'

~1. 18 !wtt•• r1and. ~i. 1_ • COdft'~ hieh nature haa

, .;.

;.:-

endowed very poorly. It ha. no coal mines, no mineral~ and

l~~P~
over the centur1e~)(

a capltal1etl0 policy_ They have developed the higheat etand-
,,'. ~~~

ard or 11Y1nc 1n,continental Kurop~ and they apa eefta'.ered
WD"',l'.s

aeone ot the",creat centera ot civilisation_

~.~; ...
": ',.

~~". .
;. .~

I do not see why a country such as Argentina--which is much

larger than Switzerland both in population and in aize--should

not attain the same high standard of living after some years

of good policies. But--as I pointed out--the policies must

be good •

. .
I .
J..
0,.,.;.

or .~,'".';..
~ .,. .' .

.".'..
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~ i x th I.e c t u rp.

rOLITICft AND Il)~J\n-·

, "

In the ~go Qr ~~i~ghten.ont. in th~ year. in whioh the North

Americana founded their independence, and a few years later,

when the Spani.h and POI·t~cu.8e colonics were transtormed

into independent nations, the prevailing mood ln Western

,Olvll&atlon va. optimistic. At that time all philoaophers

and atatee.en were tully convinced that we were livlng at

the bec1nnlnc ot a new ace or prosperity, progrea~ and tree.

doa. In thoe 4&¥s people expected that the new ~olitical
~

inat1tutions; Z!.:t constitutional representative governmen~
I--.atabll.bed 1n the tree nation. of Europe and America;lwould

work 1n ••er,y beneficial way, and that Y.a. to yea7\ econo~ic

( Ct1/,,,·..,,·fy ~ "
rre.do~ wou d i.pro.s the ••teri.1 cDnd1tiona ot mankind.

~ We know very well that aome of these expectations were too

optimiatic., It 1s certainly true that we have exper1enced,
~~~

1n the l' "" wnd eeth ·'cfinturies, ." unprecented improvement

in econom1c conditiona, m.klng it possible for a much l.reer

population to 11ve at • much h1~her standard of living.
~

~t ve also know that many of the bope. of the ~ century

hilosopbere hav'l been badly .hattered~ hopes that ,there

would notb. ,anl.~r. wars and that revolution. vould beeo••

expectations vere not roalized.

~
'Durlnc the ~9'h century there vas a period when war. deorea••d



'.

~
in both number and B~verlty. But the ~ century brou~ht

a resurgonce of the. warlike splr1t,and VR can fairly ve~l

say that ve may ,not yet be at the end of th~ trial. throuch

163

. '.'.. ~..
", '

which manki~d wilt have to The constitutional syate.

that begun at ~nd~the beginning of the
~ , ~1c~$-t p-lUple.. --aLsD~
,~ century has disappointed tnnnkind. De'iliA,. wl*h _hle
~_·wJ&o"4V~ de.4/~ w .. tb_ ~M1S prDh/~,.. 5f'eH-J
~.e~l•• _e.,'pe.ple ftR4 .~~~h••• i .ee~ to t~ink there~
~
~ no connection b~twc.n the econ~ic .... and the. politi-

cal aide or the problem. ''!bUS) they de~~Vith the
. I ,

deoay ot parllamentaria.--'SGyern..nt by the repre ••ntatl~••
. . " 1'1, , '

ot the peoPlo~- •• 1t thi. pben~fton were c pl.~ely inde-

pendent ot the .con~lc situation and of the economic ide••

that determine the actlY1tlea of ~eople.

11 But auch an 1ndependence doe. not exi.t. Man ia not a being

that, on tb. one ban~baa an econo~lc side and, on the other

hand, a political alde, with no connection between the two.

In fact, what 1. called the decay of freedom, ot constitu­

tional .0Y.r~Dt and reprea.ntatlYe institutions, i. the
'. .' .. .

. ~.

~

con.equeDce ot the radical chance ~ econ~lc and pol1tl~al

e ' ,
ide.s. nte political eyent. are the ln~ltabl. con.equence

of the change in ecnno~lc policie ••

The 1dea. that gu1de~ate.men. ph1Io.opher~and lawyer.

who ' In''th~htUIT and in, the e.rly~ntUryde.

veloped the fundamentais of the new political syatera·,'·'· " ....
wift,il-l

1J sa started from tho assum?tlon that, ~ a nation, all honeat

citizons haV6 the sC\m~ ultlmttto ,':01\1. 'thl~ ultl",ate r,,,.t., to



which all deoo"t men should ho rlo~icatn~ is the

the whot.. nation. and also the welfare of othAr
~ a..cuC po'ii,(.# '~tlttl~,s
Abeln. fully convinced that a fr~~ nation is not

104

\'Ie 1 fart' or
_!-~

na tlon19A

lntereftt"d

in OOnquuBt. They conceiY~d of party strife a. only natural,
-l:LM..~~

that it was perfoct\y normal for tta.... tie ....... differences

oof opinion concernlnJ the best vay to oonduct the affairs

of .tate.

I,Tho.a people who h~l~ similar ld~a~ about A probl8~ coopor­

ated, and thl. cooperation was called a party. But e party

.tructure wa not per~anent. It did not depend on the po.l-
wa~~~ .

tion oltha individuals ~ the whole soclal 8tructure. It

could change it people leQrn~d that thelr orlr,lnal position

vas ba.ed on erronCus aBsu~ption•• on erroneous ideas.

iro. ttll. point of vlew, many~ the discus.lons 1n
'~;s(td.·,,<

the el.ctlon caqpalgns and later 1n the pa.ll~eftt.r, aB.e__

blle. a. an lmportnnt polit1cal factor. The speeches of
le~;s(4t&£r<.. . ~ tu -k. )

members of a paFl1a.ent were notrmorelYl;0nsldBred 88 ~~

nounce••nts telling tho world what a political party wanted.

They were~d~ attempts to eonv1nce opposing «roup.

that the speakerts own ideas wore rDore correct, more bene­

ficial (;1> the COl1lmon wea]" than those which they had heard

before.

'if ba It...&ft~al')'' ILtul "Political speeches, editorials in new.pa-
-,.

pers, pamphlots and books were written 1n order to persuade., . .

There 'las 11 ttle ren:'lon to bp.lt.evo th~t one could not con-

vind~ the majority that onn':'I own position v~. absolutely
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correct if one's ideas were sound. It was from this point

of view that the constitutional &R. pa~119~PRt.~ rules were
'~5.""5I4.f"\1~ bocfi~s "",,,,,,'t~~,,,,t'J

wri tten in the ».p) 1••9R•• of the early 4J:lh century. "But

this implied that the government would not interfere with

the economic conditions of the market. It implied that all

citizens had only one political aima the welfare of the
~:~re.~jf~(y f:::l.-wi~

whole country and of the whole nation. And~i. 1. ppp-

~
"' •• 'y $b.9 social and .... economic philosophy "ha.s;~ inter-

ventionism has replaced. Interventionism has spawned a very

different philosophy.

Under interventionist ideas, it is the duty of the govern-

ment to support, to subsidize, to ~ive privile~es to special
~

groups. The idea of the ~ century statesmen was that
'L~i~(4.t:.orS

the .e.~••••, .al11••aeIK had special ideas about the cOalnlon
_~ocl.
~.'. But what ve have today, what we see today in the

reality of political life, practically without any exceptions,

in all the countries of the world where there is not simply

communist dictatorship, is a situation where there are no

longer real political parties in the old classical sense,
~e..!.y)
bu~~pressure groups.

~ A pressure group is a group of people who want to attain

for themselves a special privilege at the expense of the
<. dY' U_p4:'t;~?

rest of the nation. This privilege may consist in a tarif~

it may consist 1n a subsidy, it may consist 1n laws that

prevent other people from'competing with the members of

the pressure group. At any rate, it gives to the members

of the pressure group a special position. It gives them
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.g lilt \~)h 1s denied or ought to be dl'nled-- accordlne
,-.f

to·,tie ideas t the pressure group.l to other groups.
1'1

separated frOfll

,,. and lnstl tu-

still

·.·'·.08" .... ,"roup. d.;e:-.:, tho
. wi II be. d..ollte

wha Wt J 11ft

at are divided a

•

unohanged -

politi a1 partie.

only pre.su~ e~oup.~

re.ults 0. e'~ctlon

one anothe l' d1"!." "nee. 1n world v WS, cultures, reli-

g10n and ph,' t. ft by - l.i"I,j re l.1ty f l1.fe 1s that there.~

\
\

:In the tJ. ;;.,d .,tate., the two ..party system of the old day.

ie .e~~l~.'y till preseryed. But th1s is only a camouflage

of the ~. 1 situation. In ract, the politlcal life of the,
IttUnited St.~••~ a. vell a. the politioal life of all other

)

count les~l. determined by the struggle and a.piration.

of pressure groups. In the Unlted States there is stlll

a aepub11can tarty and a Delllocratlc larty. but in each of

these p'rtles there are pressure group repre.entatlve~'

11\.se ~~·e ••ure ~roup r.p....entativ•• are more intere.ted

1n coop9ratil>'. rlth reproHntat1ves of the .allle pressure
I:'/,P"3,.,,,

group 1n the oth... party than with the efforts of fellow

mefllbers 1n their own party. .And iii lDall)' European eotlft'rle'li';';'

..t poU.u oal· part' ft.. 'rance haa • ,.,,·.t number or the,., ttl5b.

~ ·~o11'le.l parti... Aft. to elve you an exa~ple. 1f you
",";



, .

~.
.'

talk to people ln the United State. who really know the

bu.lne •• of eoner•••• tbey vi11 tell YOU:)-ih18 .an, this

.aber of Ccme....., ...p .....nt. the tnter.Lts or the sllver

~~~roup•• - Or .an repre.ent. the wh.at grower•• l\ot

cour•• , each of the.e pres.ure groups 18 nece ••ari1y a

group that .t••.• t prlvlleces has to be ~ & ••••••' 1~ a

.:;'
;.'I
1,;"

.,
r

~
': ..

I,

,
. : ~.

I •I.: :

.inorlty. And .lnoritl•• never have the chanoe to attain

.UGo•••• it .y40 not oooperate wlth other .i.l1ar minor-
',:. 1«1 ;$ Ic::l-f ;ve.-

iti•• , .tallar _r...ur. croup.. ~ ln the p ••l&.=·nt.~
-:.

•••••blt•• they try to brln« about. coalitlon between var-
o '0, ~.

lou. p .....ure «roup., 80 that there ~.el~lllt' for

tlD_==*_ beoOlM .~e ~Jorlt7. But, .tter • tl•• , thl. coal­

ltlon y 4~ .•lh~.er.t•• beoause th.... lor. probl_. on whloh
'..
I,' '._

it 1. l ..pos.lbleto r.ach agreetnnt with other pres.ure
~~ I'rt'ssu~<. fj"ou" C~Qlii;D;"S ore -I'D~""eJ..

croup., .lftl_""". the o.~lRe' hie to " ......R"." _«atn*

Tiltd/A~~ <...A '>:::::::~' ~"';~<R ~,. v•• *~.'.'.M.".R ln 'r.noe ln 1811, blstortan.
~ . ' ,

••11e. - the:' d.oay of the '!bird Republlo.- It ~•• not a
'. c-(t,M ~~pl"fi<.~;~ca.&-

decay, of the Thlrd Republlcj ;(t va••1~pIY'the fact that

the pre.Rure group .y.te. 1. not a .y.tem th..t can be 8ucce ••­

4t fUlly .pplled to the govemraaent of a b1g nation. AYoU han,
1~1;,-t..t.,.... oS) ( "

ln the Parll..en'. representative. of vb.at, of .eat, or
. .

.ilver and o~ oil, but flret or allot the variou. unions.
I ' (~lJi4J>/A'tu.Y<': 0

On17 one thine is ~ot repro.ented ln the P...1'•••R~ the-
' ••'.n as • 'hole. 1'bere lor. only a few who Wi 1. take the
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aide of the nation as a whole. And all problems. even tho.e

of foreign polley, are seen trom the po1nt of yiev ot the

~ In the Un1ted st.te~ .0" ot the le.s populated .tates ar.

lnterelt.d 1n th. prio. o~.•llYer. But not everybody.1n

th••••tate. le lntere.t.d ln 1t. Neverthele •• the Unlted

stat•• , 'or .~ d.cad.I, has spent a considerable su~ of

.one~ at tbe ••pen.e of the ta~payer~ 1n order to buy .11yer

aboy. it••ark-' prioe. for another example, 1n the Un1ted
~ 4; s/f'fl\t:ld 'f"o,,~r"t.icI"rJ e.IMp/oVet4

Stat.~.~ ••,. or tbe POPUlation i. ¥ ••~lft. lnacrlcul-
. ~~

ture; Bal., ia ••""••,.,.. , 'IIa••tta•• 8~ or ttle populatlon ~...,cth. ~
A ;;ba% n.et"ro.luc-erS ;.;-
... con.u..rll'0r acrlcultural product•• a". Ret p~o4wo••••

.....*h.l•••• tbe Un1ted st~oliCY of spending

bl111on. and 1110n. lnorde.. to k.ep the pric•• of acrl­

cultural proAUO~••bo~0'.ntl.1.ark.tprice •

~~
~ On. cannot .ay that this 1•• policy ln favor of ••1norl~

.t l~bec.u•• theee acrloultur.l intere.ta are not unitorM.

'lb. 4a11T rane.. 1. not inter•• t.d ln a bleb prloe to," o.~';"'~"

al.j ,Ita the .on......,.·, be wOUld pr.ter ~ lover pric. ot tbl. '
.... . . La.. '~W~y P"c.~ f!V ~.

produ.t. ,A obloken tarmer waffte ~e.prchiCkon~ There

are .any lnc patlble speo1al interest. withln th1. group.
A~~J'
N••••t~.l••~ ole•• r dlplo..oy ln fongre ••1onal politic•

• ak•• lt po.alble tor ...11 .1norlty croup. to cet priY11.cea

e::::tt at the expen.. · ot the naajorlty. "One .ituatlo") ••peclally

intere.ting 1n the Unit~d stat•• , concerns sugar. Perhaps

'.:.
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nricr. for :'1U~ar. I'rohahly 4qy out of c;on want" lower prlc p

for 5u~ar. N~vertheles~1 the "ollcy of thp United States

1~ CO~~itte~ by tariffs and other special ~ea~urest to a

hl~hp-r price for sup,ar. This policy is not only detrimental

to the interest~ of those 499 who are con~u~er~ of su~ar,

it also creates a very severe prohle~ of foreip,n policy for

the United state~. Thp- a1m of forelp,n pollcy is coonerat1on

with all other ~merlcAn renuhlic~, so~e of whlr.h arp- inter-

esteti 1n selli.n,.. ~\H~ar to the Uni.te/i Stl\te~. They woulc1

like to ~nll a p,reater quantity of it. 'fhi!" i\.lustratp.!,

how rres~urp. ~roup interests ~ay deter~ine even the foreip,n

~olicy of a nation.

For years, people throughout the world have been writing about,
democrac~about popular, representative government. They have

been complaining about its inadequacies, but the democracy they
C,.;-t;C ;z..e.

wr.te a~8~t is only that democracy under which interventionism

is the governing policy o~ the country.

Today one might hear people say: "In the early nineteenth

century, in the legislatures of France, England, the United

States, and other nations, there were speeches about the great

problems of mankind. They fOUght against tyranny, for freedom,
~

for cooperation with all other free nations. But Jiftie 1108&

6iJII:fl4J3 balk 3 Co day we are more practical in the legislature!"
t..S;Q.tI£y dD ;tid-~

O~ course we are more practical; peopl~ 8¥e ftet talki~~

about freedom: they a~[~RS about a higher price for-
peanuts. If this is practical, then of course the legislatures



t.eat. haye chan~ed considerably, but not improved.

These political chan~e•• brou~ht about by interventionism,

'.

,-

" '..d1,:' "

,'..

have considerably weakened the power of nati ns and of re­

presentatiYes to resist the aspirations of dictators and
let:jis1at; v-<..

the operations of tyrants. The l'arlta",efital" representa-

tives whose only concern is to satisfy the voters who want, for

instance, a high price for sugar, milk, and butter, and a low

price for wheat (subsidized by the government) can represent

the people only in a very weak way; they can never represent~

their constituents.

The voters who are in favor of such privileges,do not

re lize that there are also opponents who want the opposite

thing and who prevent their representatives from achieving

full success.

, ".. :;

~ This system leads also to a constant increase of public ex-

penditures on the one hand, and. oa the other h.ft~ makes
I LA.-u...c.~~

1t more difficUl;'to levy taxes. ~hese pressure Rrour re-

presentat1yes want m~ny, special priv1leges for the1r pre.­

sure ~roups, but, aa 'he .$~.F ~.ft~. they do not want to

burden their supporters w1th a too-heavy tax load.

...'. \

)::: ..::"' ~.
~, .
~,. . " "

~'" :.., '.

It Was not the idea of the eighteenth century founders of

modern constitutional government that legislators should

represent not the whole nation but only the special interests

of the district in which he was elected; that was one of

the' consequences of interventionism. The original idea

was that every member of the legislature should repre-
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'f4lti C •. "."IP~'O'lR "P.' fI m

~ f n .-11.._ .. ·""tJlr1 re'apetbat 8"8.,:/ 'n,- "net (J va i*- ...........

He ....as elected in a special district
ha.eL

pe ople ....ho ba¥a

!!lent the whole nation.
...,4$

only because there he~ known and elected hy
c....~~

conf1 dIm ce 1n him. nu tit ....a~ .. ft to tktd, F 1'-fiI" tha t hE" .;h odl4-

.qo"U'""'~t1\ c.e~:r<..
f!O into ~ ... pH:ahelil in order to !"omethinp: :'lnecifll for his

th t h a a~ for a ne .... school or a ne .... ho!"pitalcon~titupncy, a p... /~

-- , ~ JJ _. t
or a ne .... lunatic asylum, ~i:.!t~~ cau~1np' con~ider~~~. .. /,
,,,,,e~.,a-c~t4-t- h '.J, ....
il+s1r .ep. expenditures JW;t"·,~ is ",in,..iu. Pre~~ure ~rour poli-

tics explains ....hy it is almost impossih1 7 for all ~overnme~t~

to stop inflation. As soon a~ the elected officials~
to restrict expenditures, to limit spending, those who support

special interests, who derive advantages from special items in

the budget, oome and declare that~ particular project

cannot be undertaken, or that that ~ must be done.

Dictatorship, of course, is no solution to the problems: of

economics, just as it is not the answer to the problems of

freedom. A dictator may start out by making promises of every

sort but, being a dictator, he will not keep his promises. He

Will, instead, suppress free speech immediately, so that the

newspapers and the legislative speech-makers will

not be able to point out--days, months or years afterwards--that

he said something different on the first day of his dictatorship

than he did later on.

The terrible dictatorship which such a big country as Germany

had to live thrOUgh in the recent past comes to mind, as we

loo~ upon the decline of freedom in so many countries today.
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~~ a rl~~l)lt, reorlt· ~t")f'ak nnw ahnut lhe! lil~Ci\Y

ahotlt thl~ rip-cllnf! of ollr civlli7.i\tinn.

Peopl~ ~i\Y that every civilir.ation nM~C~I~EZ~t~l~y ~ust finally I~
~~~~. ~
4-181Ater.FatQ .A'" 99 4el!ltp9yed fhere arp. p.mill~nt "'apl;iiAF,eF.

of lhi~ i('r.a. Onp. was a. German teachl~r, Sr<>t\glPr, anrl anoth­

er one, much better known, wa.~ the Sn~li~h hi~torianloynbee.

They tell U9 that our civilization i~ now olri. Spenf?,ler

cOllmarcrl civilization to plant~ which !':rnw anti ~row, hut

~~tc~
f-i,ually 'he li'~e .,.l".. ~ cornes to an enrl. The !iame,

he says, is true for civilizations. 'the metaphorical~
h

~ of a civilization ~ a rlant is co~pletely ~rbitrary.

~;t-l1)", ~~of-~ ~
1"irst of all, it i~vp.ry cUffictllt to cH~tinp;\li:,;h 'J.tAisA the

.A

"'i;!t\".y .r n"iiklild'different, inclepencifmt civ! l\.zation!'l.
Ci"il;ZA"f/O"S Q.IL«.,,,> ~ tIA.tL~ ~ ~A-u1P.l_ • II

rM.f~ not indepenc\entj"f"f'a...~ . -_. ----~~
ettcl1 DtJ1~r" . po-rot ,'c.r.c./a
OTIe ... e~he..... 11 .Qne cannot speak of the c\eclinp of aA'eflAlte

~, '= ~~~
civilZiOn:'\in the !HnUe iA 'JAil''' one CRn !'loeak of the rieath

p~~.
of a ~4A.tR af • "e"'''R_

<1l- B~ you refute *.. rloctrines of Spen~ler and Toynbee,

1son

l;IPl'&t!'60""!'ttill remains~ very popular comnarison

.~ 4ec4Yi"~
W't!tb tb e decay ef a",eieM civitir.ationS.

the comnar-

It is certainly

true that in the seconrl century 1\.0"1 thp. Homan £mpir~ nur­

tured a very flouri!'thln~ civilly-ation, that in those parts

of Europe, Asl~ and Africa in which the Roman E~nire ruled,

there was a very hir.h civilization. Thprp W~5 al!'to R vp.ry

hi~h economic ciVilization, ba~erl on a cprtain rlep.ree of

----
~ivl~ion of labor. J\ltholJ~h it anpears Cluitp. primitive when



the rrAcedin~ cen-

~~~
after what ~af)f)e1"lef4

compared wlth our conditions loday, it certainly was re~ark-

able. It reached the hip,hest ~e~ree of the rlivision of labor

ever attained before ~odern capitalism. It i~ no less true

that this civilization disinte~r terl, especially in the third
~i'tlt;..,

century. This di5inte~ratio~ the noman E~pire made it
. ~ w;~"D~T •

1'11poss1blc for the Homans to rnl"i!'lt a~r"~5ion from abroad.
. ~

1\1thou~h the~ w s ~ \iOrSe than that wh1ch the

~
Romans h d d8teate~ ARain Anrl a~aln in

Lvitt,st~
turies, they could ADfea~ it no lon~er

within the Roman £mpire.

~tUl~~?
what~a~~ened' What wa~ the
~~ tv~)
~lftte~pated an empire~ in

problem?

every re~arrl harl attainerl th~
-I

i~hest civilization ever achieverl before the eiRhteenth

~
century? 'nle truth i5 that what E-i:lii~"ed this ancient civil-

ization was somethinff WA1GA 18 s1m lar, al~ost identical to

~
the dan~ers that ape threa~aAift~ our civilization torlay:

,fn the one hand it was interventionis~)anrl on the other hand

inflat\oo. The interventionism of the Roman Empire con~i5ted

1n the fact that the Roman Empire, followinp, the precedin"

Greek nolicy, did not abstain from nrice control. This price

control was mild, practically without any con~equences, be-

cau~e for centuries it did not try to r~duce nrices below the

market. level.

~ But when they .t•• ted inflatio~~e third century, the

poor Romans did not yet have our technical mBans for infla­

I
tion-- they coulrl not nrint money. They had to debase the

i'1
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~

~~nd this wa' a ..lIch lnferior ,y,tp·. of lnflatlon

<..Pi.R~~~~)~M-~~ t4 ~ 'i-- r
compared to t e _S3e w1tb ,~le~ the modern prlntln~ pre~3--

L$() t!/tS,'/'1 M
ca~ destroy the value of ~oney. Aut it was efficient enou~hJ

and it brou~ht about the sa~e re~ult a~ orice control. For

the rrlce~ which the authorities tolcratpd were now b~low

the potential price to which inflation had broup,ht thp prlce~

of the vario\J~ coonmoetltics.

The re~uI~~of co"r~~thnt the

1n thc citics declln~d. The ppople

r',
~upnly of food ~tuff~

lIYV
H:.om the cttle~ were

forced to ~o back to the country and to return to a~ricul:

tural llfe. The Romans never reallze~ what wa~ ~~p'

~ They did not undcrstand it. They had not develored

thp. mental tools to interpret the problems of the etivi~lon

of labor and the consequences of inflation upon market"'prices.

That this currency inflation, currency dehasement, wa~ bad,

thi~ they knew of cour~e very well.

,_.
p;oin~ hack into aRriculture.

~w~l\~p did not have anythin~ to pat 1n

~tarvlnr., no law couin ~~,~ fro'll
.~':"--~~~~~Jj

to the country, but such laws

Consequently the emperors made laws a~Ain~t this movement.
J prt"~f'l"1.-;j,\t:> f,olM. lM.oo,J ilA.~

There were laws aR"i ... "t; the city dweller

"f
no lonp,er work in the proce~~in~ inoustries ~ the cities

A/Yt.,.(/ w;t-h ~ loss of~~ ;/
as an artil'lan. ~8 "!tote t3efu,Jlatton, .,a .... h~f! leet tRA lIRaF'<et.

hW~ ~~.
in th~ cities, rcould nQ lS101,1I buy Anythlnp,' ~" tAP ei U I!s.. 1\

crt Thul'l W~ l'Ice tha t) fro'll the thi ro c~n tury on, th~ ci ti.e s ~
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of the Ro~an Empire were declinin~ and that the divi~ion of

C~~
labor became less intensive than it before. Finally,

the medieval system of the self-sufficient household, of the

ItVill.f'& as it vas called in later laws, emerged.

Cf1 Therefore, if people compare our conditions with tho~e of

the Roman Empire and say: "We will go the ~arne way," they

have some rea.ons for saying so. They can find some facts

which are similar. But there are also enormous differences.

These differences are not in the political structure which

prevailed in the second part of the third century. Then,

on the avera«e of every three year~ an empe ror was assas.in­

ated, and the man who killed him\ or \: had caused his

death became his successor. After three years, on the aYer-
l.:£.!..t ?\.tWo"~ ..

a~e. the same happened to'''''-. When Diocletian, in the year
t

284, beca..e ... "raperor. he tried for sOf'lle time to oppose

the decay, but without~ success. .

Cit' , pr~s~-~ (a».eL~
II fh7re.~e enormous differences betve~~8 R••an condition.lih~

f
,'.r; Ilfd MI(t::Jme.. ~~ L~~~

(f l "lZ4 aftfl a"PhEsrd).' ..., .. II the meailures that"disl"'.gratecl cI." g--

the Roman Empire were not premeditated. I would I U7 ~hey

<.£.wtJ......tc/ s~) ( re.lOr~..!;;.7;ib/e -
were no~the result of formalized doctrines.

/{\

~ In contrast, however, the interventionist ideas, the social­

ist ideas, the !nflationi.t ideas of our time, have been
, ,

concocted and formalized by writers and professors. And

they are taught at colleges and universities. You may say:
"Tod..fJ.Y's s;b..."t,·~ A j
~ 1s much wor~'LJ I will answer; "No. it 1s not worse."
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It- is better, in my opinion, because ideas can be defeated

by other ideas. Nobody doubte~ in the age of the Roman Em­

peror~ that the govern~ent had the right and that it vas a

good policy to determine maxi~u~ prices. Nobody disputed

this.

'But nov that ve have schools and professors and books that
-tJvA-

reco~mend this, ve knov very well that ~ ls a problem for

discusslon. All these bad ideas from vhich we suffer today,

vhlch have made our policies so harmful, vere developed by

academic theorl.ts.

A famous Spanish author spoke about "the revolt of the masses."

We have to be very cautious in usln~ this term, because this

revolt vas not made by the ~asse., ~lt vas made by the intel-

lectuals. And those intellectuals who developed these doc-

-

trines were not men from the masses. The Marxian doctrlne

pretends that lt ls only the proletarians that have the good

ideas and that only the proletarian mind created sociallsm.

All the 10ciallst author~wlthout~ exceptio~ were bourgeois

CR in the sense ln which the soclalists u.e this term./\Karl

Marx vas not a man from the proletariat. He was the son of
- ~;f:o

a lawyer. He did ~ot;work to go to the university. He

studled at the unlver.ity ln the same way as do the 80ns of
. . ~~~ /1.RA.T*

vell-to-dopeople today. Later~~o"r::" all hls llfe, he,.£-P:-... AA I

M"- b~,.n~ ~ 1'YI~c.vc.,;,­
was supported by hls frlend rrlederlch Engels, wh0Awas the

worst type of "bourgeols," according to~ soclallst ldea.~

he 1 Q8 Almsel! a .aRYfagtuFep_ In the language of Marxlsm,

-
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he was an exploiter. Everythin~ that happens 1n the social
1\

world in our ti~e is the result of ideas •. Good things and

bad things. What is needed is to fight bad ideas. We must

fight all that we dislike in public life. We must substi-

tute better ideas for wron~ ideas. We must refute the doc-

trines that promote union violence. We ~ust oppose the con-

fiscation of property, the control of prices, inflatio~ and

all those evils fro~ which we suffer.

Ideas and only ideas can light the darkness. These ideas

must ·be brought to the public in such a way that they persuade

people. We must convince them that these ideas are the ~ight

~
ideas and not the wrong ones. The great a~e of the~

century, the great achievements of capitalism, were the result

of the idea. of the cla.sical economists, of Ada~ Smith and

David Ricardo, of Sastiat and others.

Our ciYilization is not doomed,

~ What we need is nothing else than to substitute better ideas

for bad ideas. This, I hope and a~ confident, will be done
U.t" ~

by the~ 8eAeratloa.

as Sp'en~ler and Toynbee tell us. Our civilization will not

be conquered by the spirit of Moscow. Our ciVilization will I~

and must survive. And it will survive throu~h better id.as~.
~~~

than those-.oM rul1Ag most of the world today, and these

ideas will be developed by the rising generation. I con­
/'

sider it as a very good sign that, while fifty years ago,

0--4'
practically nobody in the world had the courage to say ae•••

thi~g in favor of • free economy, we have now, at least in
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some of the ~ advanced countries of the world, institu-

tions that are centers for the propagation of a free econo~}

~ I· 9kJWV r:~;I uch ~ "cen~~~~:in ~ country invited me to come to Buenos

A1re., to ••y a few word. 1n th1. greetCl~~

c;J. ty, I 'D1Rk, 1ft LatiA Atne i h:an I couldrf~ ---w
A

about'the e important matters. Six lectures may be

,
opportunity to coop~te

all civilized countri~or the

that this

llar insti tutio

the last fi(ty years about ._I!1&.......Ht4...~

with which v~,.re deali g •

very much f~r an aUdience, but they are not en~u~h to develop

the whole pbilosophy of a free economic system, and certainly

not enou~h ~o refute al~onsense that written in

.'

•

~ I am very grateful to this Centre for givln~ me the oppor­

tunity to address such a distinguished audience. and I hope

that in a few years the number of those who are supportinc

ideas for freedom in this country, and in other countries,

will increase considerably. I myself~ have full con idence

in the future of freedom, both political and economic.

:.'.,'

'I "
'1:
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