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INTRODUCTION

by Fritz Machlup

It would be too easy to say that “thé author of this book needs no
introduction,” and to proceed immediately to introducing the book itself.
It is not true, hqweVer, that introducing the author is altogether super-
- fluous. There are people, éven students of economics, who know littlQ,of
nothing about»Ludwig von Mises. And there are those who have erroneous
or distorted knowledge of him, acquired from superficial hearsay or from
the teaching of unfriendly critics. There has been no scarcity of critics
of this most learned, highly original énd undBmpromising opponent of
'socialism and government intervention in all its forms. |

Introducing Mises to thoserwho know hardly anything about him and, at
the same time, ﬁo satisfy fhe admirers of Mises who may be interested to read
Qhat I have to say abdutv"the master,"” is not an easy task. I shall simplify
it for myselfvby resorting to brevity. By sticking to bare outlines, I can
évoid trying to solve some fascinating puzzles in the life of this great man.

gzdwig 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 Yﬁggj'

(&ises attended the Academic Gymnasium in Vienna. After graduation, in
1900, he enrolled at the Féculty of Law of the University of Vienna to study
- both law ahd.economics. His first book, published in 1902, was a monogréph in
economic history, dealing with the developmeﬁt of manorial-peasant relations

ol : .
in Galacia, 1772-1848. He received his degree as doctor of law in 1906.



The:life story of our aufhor can be conveniently dividéd ihto three
periods: his residence in Vienna until 1934; his stay in Geneva, éwitzer-
land, l934-1§40;» and the final 33 years in New York. /Each of these periods
can be characterized by the academic posts he held( by the students whom he
inspiréd, and by the books hé produced. The three academic institutions were
‘the University of Vienna, the University Institute for Advanced International
Studies in Geneva, and New York University. In Vienna he was "extraorxrdinary"
(unsalaried) pr§fessor, in Geneva he held the chair for international economic
relations, and in New York he was visiting professor at the Graduate School
of Business Administration. | s

An assiduous worker and’prolific writer, Mises publiéhed 47 books, of
which 19 were first editions and 28 were second editions or translations. This
introduction of the author should not be encumbered by a listing of‘all titles,

. ones . ‘ ‘
but it should not fail to state.whichﬂl regard as the most important of his

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

edition 1912, 2nd edition 1924; English translation 1934, New English edition
1953), of which Lord Robbins said that he knew "few works which convey a more
4profound impression of the logicai unity and the power of modern economic
analysis." If this book had ﬁeen widely read and promptiy understood, the world
might have beeﬁ spared the disasters of hyperinflation and their social and
pdlitiéal‘consequences. Secondly, ﬁhere 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)J which argued that a centrally planned economy without competitive
markets aﬁd market pricesrwoula be unable to engage in rational economic calcu-
lation. " This themé is éxpanded 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,



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‘énd republished 1966, almost 900 pages, expanding on a’book
firét published in German ih 1940), a work of truly awesome scope and intellectual
range. | | |

| Where does Mises stand in the develdpment 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 ecé%omiés. School , in this context,
does not'refer to an acadenic institution but to a way of thinking, a technique
of analysis, a program of fesearch. The Austrian school of economics wés
founded by Céri Menger,>whose major works were published in 1871 and 1883. The
"second generatiOn"vconsisted of Eugen von B8hm-Bawerk, Friedrich von Wieser,
énd sevefal others whose most important works were published before the turn ‘
- of the century. Ludwig von Mises was a student of B8hm-Bawerk, in whose
semipar one could find several Austrians of the "third generation," who began
publishing duringkthe first two decades of this century. The fourth generation
consists chiefiy of»members of the Mises seminar in Vienna, of whom Friedrich
von Hayek, a winner of the Nobel Memorial Priie in Economic Science, is best
known. Pérhap;’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 Y@k. Its members became adherents of Austrian economics without
being Austrian by either‘origin‘qr residence; but they shared the major tenets

of the School; a strong commitment to methodological individualism and

hathiidh



subjectivism. This means, in a nutshell, that in the explanation of economic
pheﬁomena we have to go back to the actions (or inaction) of individuals,
since groups or»"collectives" cannot act excépt through the actions of individual
members; and that we have to go Back to judgments and choices made by individuals
on fhe basis of whatever knowledge they have or believe to have and whatever
expectations they entertain regarding external developments and especially fhe
consequences of their own intended actions. |

In the United States, the label "Austrian Economics” has come to imply avv
’cémmitment to the libertarian program. This was not so in the case of all
earlier generations of Austrian economists, égme of whom were advocates of
. governmental interventioné and interferences which would be ruled out by Mises
and his studen#s. If Mises is introduced here as a long-term leader of
AustrianvEéonomics, it is iﬁporﬁant to stress that his mission was above all
the'attainment and maihteﬁance of individual freedom.

Lud&ig #on Mises Qas not é popular economist in ény sense of the word.
His writing was not in a pppular 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 almost 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-

' wreresfratned.
vinced that only s—eoureseewsrs 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 or by revolution,
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by socialism or communism. Mises fought coercive egalitarianism, while every
"high-minded" citizen thought that social juétice reqﬁired redistribution of
wealth and/or income. Mises fouqht 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, egalitariaps,_and laborites

have disliked Mises, or even detested him.

The present book fully reflects the author's fundamental positions for
EO&’MDC.D and ) & e ntb .
which he was, and still 1s, admlr ox rev1led by hﬁxsiﬁaiﬁhek In this series

of six public lectures, delivered in Buenos Alres in 1959, Mises discusses some

YA IV*;-
. of the most important problems of our timee| 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

e .

the links between ideas and politics.| While each of the lectures can stand
alone as an 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 given the right to serve the masses better
p
and more cheaply’and which leads -- not to increasing misery of the workers,
, and-
as Marxhpredicted'—- to steady improvements of living standardsA to the economic
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 ofy slavery,

class conflict, and socio-economic status. It proceeds to explain the meaning
.6£boeut

of planning, with the important distinction cﬁkcentral planning and individual

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

may lose their money. Finally,Mises comes to the problem which he had first

raised in 1920, the problem of economic calculation in a socialist system. A

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

brief lecture, but some of his observations are most enlightening, for example,
when he likens the modern socialists' schemes for "playing market" to children
"playing school" or to peaceziime generals 'Wplaying war."

The third lecture is on "Interventionism." A distinction is made between
a mixed economy, in which some enterprises or industries are owned and operated
by the government -- often at a loss, with the deficit financed by taxes -- and
intérventionism, in which the government interferes with market processes.
"Interventioh means that the government not only fails to protect the smooth
functionihg of the ﬁarket 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-

ace (\ff te

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 two most potent fact;rs in any large and protracted inflationy. He
also shows, what most economists in our days fail to mention that there

is no such thing as a "price level"Q Instead, there is a sequence of
increases of particular prices, some rising faster, others more slowly,
and a few perhaps not at all, Thié distortion of the price structure,
although beneficial to the sellers of the goods and services demanded

by the first sﬁenders of the newly created money and by the recipients

of increased incomes, impoverishes the groups with relatively fixed
‘incomes and, what is even more important,J}t 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 incfeases 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 réilroads on the European continent and established the
gas companies which provided the cities of Europe with artificial light.
The industrial development of the United States was likewise helped by

British capital., The British exchanged industrial equipment for bonds



il
or stocks of American firms. Mises regards foreign investment as "the
greatest historical event of the 19th century," and the éxamples which
.4g§ he supplies support this view most impressively. Having made this point,

S ml‘k
he proceeds 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

il to the foreign investors. Again, Mises is optimistic regarding the
economic growth of the less developed countrses,_but it is a guarded
optimism: it is conditional upon the adoption of policies that promote
formation of domestic capital and import of foreign capital,

'ﬂ:: “# o The 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

3 presented; the issues discussed concern the processes of policy making

L

in the large democraciés, 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, once again, is optimistic., He bases his hopes
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on the following argument: In Roman times nobody doubted the government's
need to finance its expenditures bj 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 acédemic economists, but increasing numbers of economists are recognizing
the fallacies of trying to imprové economic conditions by creating more
money and controlling prices. Better ideas can replace the bad ones, and
this, Mises is confident, will be done b& ﬁﬁé 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, thqugh perhaps an optimist only for
a diétant future. Let us hope that he will be proved right also

in this unusual role,



LUDWIG VON MISES

/

/
Since this book was written for a lay audience
in South America, it seems to me,as a non econ-
omistlmuch 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 dinvited py Dr. Alberto Benegas=-
Lynch for a series of lectures at the Univer-
sity of Buenos “ires, and I was asked to ac-

company him,

Dr, Benegas- Lynch was born 68 years ago in
Argentina, After having finished his studies,
he managed for thirty-five years the family
wine business, which his grandfather had
founded, During this time he became acqgaint-
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 Aprgentina, in the United States and other

LETIAY



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 -
PELERIN Society. Since 1958 he has been President
of the Center for Studies on Liberty and in that

4
capficity he invited Professor von Mises to Buenos

Aires to deliver the lectures\thai; 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 had gov=
erned destructively and completely destroyed its
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-
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: &
vidual freedom, As L wrotg/in my<oeek My YEARS with

LUDWIG von MISES " If anyone in those times would

have dared to attack communism as my husband did,
the police would have come in and taken hold of him
immediately, and the assembly would have been bro-

ken up,"”

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 Jjust
a few words, written on a scrap of paper, He knew
exactly what he wanted to say and by using compara=-
tively simﬁle terms, he succeeded in communicating
his ideas to an audience not familiar with his work,
so that they could understand exactly what he was

saying.

e little event =~ it has nothing to do with the

My husband lectured ery third day, On one of

his free days the rector the University invited

us for the opening of an art exhibition by his most
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ifted students, arranged in one of their beauti-
ful\ tiled halls, The walls were covered with sket-
ches d paintings; busts and sculptures were placed
with great taste on velvet covered stands, The
students, ong them the young artists, were gath-
ered in the Rall, when my husband and the Dean = I
between them -‘\entered the room, As we slowly walked
through the sun=lit rooms, looking at these talent=-
ed paintings and s‘culptures, the students suddenly
started to shout " .

ravo, Dr, vpn Mises, bravo"

’t‘l
and accompanied their\ shouts with qythmic clapping,

I stopped at one of th# smaller sketches, a charm-
ingly simple watercolor,\ A few lonely trees, a green
meadow, a small house in e distance, a pale blue
SKYeooee seemed to me to spegak of hope and despair
and show great promise, Aft we told the Dean how
much we admired him for providing his students with
such opportunities for expressi themselves, we
left, accompanied by the sound of\the ontinuing

applause,

The next morning the deskporter called us on our
room telephone and asked whether we would see a
visitor, A& knock at the door revealed

student who had painted that little sketch\which I

had q&ired so much,



Politely, in the fashion of all edutated South
Americans, he addressed himself/to my husband and
asked, whether he would alloy him to present that .
little sketch to me as a gouvenir of Buenos Aires,
Smilingly my husband agtreed, The student bowed

and gave me a carefully ﬁaﬁpped package, containing
the charming litfle picture, I thought it was very
movingd.,ﬁW'h sband's words had touched something
in these ygung people and this young man's response
was the gift of something dear to him, Today the
pictdre still hangs in our living room, as a rememe=

rance of Buenos AireS.ceeecee

G

Although my husband himself never visualized these //’\\\
speeches as a book, I felt they contained so much Q?g;/‘
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

S e p—— o



sentence, I heard his wvoice, 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 interventionismj;
with how much wit he talked about important his-
toric personalities, ( f, i, Madame de Pompadour,
page OOO); 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
~~

editftorial 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 husband's many admirers among non~Econ-
i Tl T locifof Wish

omists%y at the book will be made avail=

able to younger audﬂhgcas, in particular High School

and College students,

New York, March 1978 Margit von Mises,

—




h$fﬂ3 ‘ Six lectures delivered by Dr. Ludwig von Mis~~ at the University
@” of Buenos Aires, Argentina -- June 1959

First Lecture

Descriptive terms which people use are oftenlquite misleading.
In talking about e modern 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 terminology 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, for a chocolate king does not rule at
all, he serves. He does not reign over conquereé terri:isz//{?
independent of the market, independent of his customers The
chocolate king——dr 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" mﬁs€

~ stay in the good graces»of his éubjects, 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
his life; he inherited it from his ancestors, and it never

Zj/’_;;;;;;E?:EE he was born poor, he always remained poor, and if

he was born rich--a lord or a duke--he kept his dukedom and thg/f)

property that went with it for the rest of his life.CX;_;;;~§~/7/

Inany . " A ; ¢
,the primitive processing industries of those days

- N uce W
existed almost e clusively for the benefit of the wealthy) S

of the people«)fin Europe, =88 included ninety percent or more

-1-




of the popﬁl&tion worked the land and did not come in contact
with the,éity-oriented processing industries. This rigid
system of‘feudal society prevailed in the most developed areas
obeurqpe for many hundreds of years.

However, as the rural population expanded, there develdped 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. They\&ere. in the full sense of the word, “"proletar-
jans," outcasts whom the government could onlynput_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, in discussing similar conditions in places like India
or other developing countries, we must not forget that. in
eighteenth-century England, conditions‘were much worse. At
that time, England had a populatidﬁ7of six or se§én million
people, but of those 31x or seven mllllon people more than
one million, probably two mllllon, were simply poor outcasts

S £,

for whom the exlsting social system made no provision.



/ﬁp7%%ubau7 /kﬁ the rural population expanded,;
e 4_——’;ﬂ_;/Yi;is rigid system of feudal

of the populationpworked the land/and did not come in contact

with the city-oriented processing( industries.

c etxﬁ:whéeh=hed prevailed in the most developed areas of
Eu -beceme=too—great.

without inherited land or estates,
-Far thenn
there was not enough to do, nor was it possibleAto work in the

processing industries: the kings of the cities denied them
access. The numbers of these "outcasts" continued tq gTrow,

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 &-Lkag- a
i ,

social system. ' 6zéa¢gz¢zz4t;;

- Today, in 4:—-;‘ similar conditions in places
like India or other de?elébingnééuntries, we must not forget
that, in eighteenth—cenfury Englana, conditions were ﬁuch
worse. At that time, England had a population 6f 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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i /Fhit"wna'ono of the great problems 6! eighteenth century Eng-
land: what to dd vith,th;oo outcasts? Another great problem
_Q;u the lack of raw uatortpll. The British, very .oftoully..
‘had to ask themselves this questioni what are we going to do,
in the futurq>vhen our forests will no longer give us the wood
ve need f;::;:zzg;z?&:ﬁd for heating our houses? For the rule
ing classes it was a douporntd‘%gzszixgg. The statesmen did

not know vh‘t to dQ)and the ruling gentry was absolutely with-



, ’%wéw oot coudle 'iua. *
out -n:{?:::u—lb;u-t-h-u/;mnmw“

3 oOut of this serious social situation emerged the first begin-

nings of wodern capitalism., There were some persons among those
outcasts, among th%so poor people, who tried to organize others

to set up small shops which could produce something. This was
an.innovation. These innovators did not produce expensive goods,
sui table only for the upper clnssoaj 7$ey produced cheaper prod-
ucts, subbable for everyone's needs. And this was the origin

of capitalism as 1t operates todayQDtkl:Ii was the beglnnlqs of

/

mass production, the fundamental principle of capitalistic 1ndus-

try. Whereas the o0ld processing industries serving'tho.rich

people in the cities had existed almost exclusively for the

demands of the “PP°¥;°1"’°’, the new capitalist industries

urchase, L

began to produce |lI15\th1ngl that coeuld be -hewght by the gen-
eral population. It was mass production to satisfy the needs

of the masses.,

<¥} AInis is the fundamental principle of capitalism as it exists

today in all of those countries in vhich there is a highly devel-
syslim of-
oped Amass production: /éig bu.tnosuﬁvthe target of the most fan-
J_
atic attacks by the so-called leftistaA~produces almost exclus-

ively to satisfy the wants of the masses. THeee enterprises
solely
"TS'.*‘h="' producingluxury goods, for the well-tG-do can never

agnitude A Anet E:::z L fa Tt :ﬁ;z:fiuflobwvzﬁu
attain the xtio of big business,

/W large factoriolAnre the main consumers of the products made

in those factorles. This is the fundamental differenco between
cap S A oducbiow &W’
the eecowswds principles of capibeddism and the f‘oudal,\ principles

of the preceding ages; of—preduction-.
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When people assume, or claim, that there is a difference between

the ptf%ducor- and the consumers of the products of big busin-

ess, they are badly mistaken, /}& American department stores you
hear the slogan "the customer is always right.,* And this cus-

tomer is the same man who produces in the factory those things

which are sold in the department stores, The people who think

that the power of big business is enormous are mintakoé;;sgaco

big business deponds entirely on the patronage of those who {

its products. 7%0 biggest enterprise loses its power @@d

- and sses 1tl 1ntluonco when At loses its customers,

gt

,vt,wwp,oa,wb,
ritty or sixty years ago ont—used—toa—hexr—peopls—say, in almost

all capitalist,, countries, "the railroad compamies are too big
and too powerful, they have ?‘nonopoly. it is idpossible to com=-
pete with theme® It was alleged that, in the field of trans-
portation, capitalism had already reached a -tacoaf; vhich it had
destroyed itself, for it had eliminated competition, VWhat people
overlooked was the fact that the power of the railroads depended
ouiiiSdy on their ability to serve people better than any other
me thod of tran-port.ttoh. Of course, it would have been ridicul-

ous to compete with one of these big railroad companies by build-

Z;LXZZEZE’I;;—:;:;;:;\i*“‘ parallel ‘to the old line, since the o0ld line was

sufflctont to sorvo-tﬂ‘ai:;lting needs., But very soon there
came other coipotltorl.  Freedom of competition does not mean
thatlyou can succeed simply by imitating or copying precisely
wvhat someone else th done, '¥reoéon—o£_LLtor-ufo\ froodon of
the press dooo not mean that you have the right to copy what
anothor man h.l written and thu-ﬁ:Oqulro the success which this

A
other man has duly merited on account of his -chlgv.nontl. It




Note for Page

Suggested editor's note (24UUL&743@96%>

In other books, Ludwig von Mises has pointed out the harmful
effects of other factors on the railroads: 1i.e. "feather-
bedding" restriction 1abor dnions and government subsidies

to esmpesibser truckers and’ air 1ine§, z??452?7¢§§é§§;a 69

Mr. Barrett:

My point here is that Mises would not have wanted
people to assume that he was unawdre of these other factors
in respect to the problems of the railroads, factors which he
did, indeed stress very often. No doubt he omitted them in his
spoken remarks for purposes of brevity and simplicity. There
were, for example, the government subsidijes paid to truckers:
and air lines which favored their rise against the railroads.
Mises was well aware of all of those factors.
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means that you have the right to write some thing dtfferont.
fer, "“’"‘Q‘f"y s

Freedom of competiticn concerning ruiIroad- enn}’ that you ”
free to invent something, to do something, which will
challenge the railroads and place them in a very precarious
competitive situation.

In the United States  —thait-has—rerppemedr 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 passenger transportation

*
is concerned. ﬂlé?/

3 ¥ o £ foa? .
%ﬁ%ﬂw W

4”\’ The development of clpttnlil- consists in WEa=EREE—thwt every=-

+

s havin LAt
onﬁ\ﬁu Qu right to u"vo the customer better or‘WW

better .nd c—p-. “Ad this uthoa. this principle, h.i“ withe

in a conpurattvoly short tim rnnntornod the whole vorld. It

e el
has made possible the'increase of’popu1at1on///’_————__—_“\zijj
Mhm?gm(dbww&f;—?———

In EnclnndA vhere, in the eighteenth century, the 1land could
onlyl suppord six million people on a very low standard of liv-
1ngA today more than fifty million psople enjoy a much higher
ot-ndnrd of living than even the rich enjoyed during the eight-

3 .
eenth century, And toda}‘ standard of 1living in England would

Hod T
irobubly be sttll higher ’ a great deal of the energy of the

British h—#‘boon wastod in wvhat were, from v.riou- points

of view , avoidable political and mllitary'hdventurol."

’
-~
These are the facts about capitalism, Thus, if an Rnglinhnan;:

or, for that matter any other man in any country of the '°’ldf?



says today to his friends that he is opposed to capitalism,
there is a wonderful way to answer him: ®You know that the pop-

qrealen
ulation of this plnnet 1- now ten times higihrer than it was in

.

the ages prooodtng oaplﬁ@tnn‘ you ‘know that all wmen today en-
before

Joy a hlgher standard of living than your ancestors did en the

age of caplﬁfltlu. But how do you know that you are the one

out of ten who would have lived in the absence of capitalism?

The mere fact that you are 1living today is proof that cap-

italism has auccooded:Vi:ttor whether you consider your own 1life

very valuable or not."

In spite of all its benefits, capitalism has been furiously
attacked and crttlei:od. It i3 necessary that we understand
the origin of this h.tandj It is macaEnurxxthaktx a fact that

the hatred of capitalism originated not with the masses, no

ameng w.thm— ‘L
witir the workers thouuolvon, but ameng the landed uriotocr.oyA

the gentry of England and the European continent, They blamed
capitaliam for one fact which, it is true, was not very
pleasant for them? #@ the beginning of the nfﬁ%aenth century,
the higher wages paid by industry to its workers torce#the

landed gentry to pay equally higher wages to their agricultural

workers. The aristocracy attacked the industries by critic-

ising the standard of living of the masses of the workers., ,Of

) A

" - -

- M
couradxfron the point of view of our present -tand.rqhtod.,,af
the standard ﬁt living was extremely logj ‘¢5ndtelono under early

capit.lisu worc absolutely shocking, not because the newly deve

olopcd capitaliistic industries had harmed the vorkor-, 'Gmn—- ?

; bt
&t‘&ono—uooo—b-d because the people hired to work in qutorlo.

had boon,vlrtu.lly.oxtsting at a/ subhuman standard of living.
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Ajhe famous old story, repeated hundreds of times, that the fact-

ories employed women and children and that these women and child-
ren, before théy were working in factories, had lived under very
cnti.fuctory.condltlons, is one of the greatest falsehoods of
history. The mothers who worked in the factories had nothing

to cook withj they did not leave their homes and their kitchens
to-go into the factories, they went into factories because they
had no~k1tchon-,:and if they had a kitchen they had no food to

cook in those kitchens. And the childreﬁldtd not come from
£

oQ. . ?
confortablo nur.oriosiékey were(jm‘# on the Séense o
the wofd Sheyuere starvmy d all this talk about

the so-called unspeakble horror of early capitalism can ‘be ref-
a Single
uted by mJ statistic: }‘recisoly in these years in which Briatish

capitalism dovolopod, precisely in the .ge<g§§§§§§;52i;ied the

Industrial Revolution in England, in the years from 1760 to
1830, proctlo}y zu those years the population of England doublﬁd,

wvhich means tbst hundrod- or thousands of chtldrquvho vould

have dtod undor tho mortality rates of the procedln’.timoA sur-

vived and grov to bocono men and vouen.A( ere is no doubt that

‘_.‘

the conditiqab ot tho proeodtng times were very unu.tiafuctory,

but it vao proc%ooly capitlltlt business that improved theam. It
thel provicdec
was prociooly tho—fact=tiret those early factories

either directly or-~indirectly--

directdy ror the noods of their workors.‘xa_indinnnxly by export-
ing their products and importing food and raw materials from

ovor-oa-‘c$Z§rion, Again and agnte,tho early historians of eap-

italism huve7é one can hardly use a milder word ;; talsifiod
v

history. .
One anecdote they used to tell, quite possibly invented, involved

L ] . ' . ’ . i N . 1

1N s v asld

7._'-.:..-" ) !
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Benjamin Franklin. According to the story, Ben Franklin visited
a cotton mill in England and the owner of the mill told him, full
of pride: ¥Look, here are cotton goods for Hungar”ﬁh/ Benjamin

O T W .

Franklin, looking around, seeing that the workers were shab=-

bily dressed, saidt "Why don't you produce also for your own

workers?®

big g ¢

But those exports of which the owner of the mill spoke really
meant that he did produce for his own workers, because England
had to import all its rav materials, There was no cotton in
Europe, notthof ;n England nor in fonttnontal Europe. There

wvas a shortagotaf food in England and it had to be inportod from
Poland, from Russia, from Hungary, and these exports were the
paygpent for tho 1-ports of the food vhtz? made the survival of
the Brtti-h popul.tton possible. Many - o the history

._

of thyao ago- vtll yﬁiln the agz%;*ot the gentry .nd arist-
ocracy I{onla want to cq":'oﬁ two oxanplen@ One A% the famous

British '.ood and land® system, This was the system accord-

ing to vhtch th. British government paid all workers who did
. l I-| ;.

not get. tho -1nt-un wago dotorninod by the govornnont) the dif-

ference betvaon the wages they received and this minimum vago, t/ns

Y saveol
: Athe landed aristocracy the
L The, Jentr_y
trouble of paying higher wages. would pay the tradition-
S Ee woulol

al lov agrieuitural wage bescause the governmen‘“lupplemontll-It
tho—u-g'—r-to—-nd thus -‘J&pdkﬁ workers from leaving rural

oceupatton- to seek urban factory employment.

C;? Eighty years later, after capitalism’'s expansion from

Fngland to continental Furope, the landed aristocracy again

—— 1

.-‘e,

L 3
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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:
“flight from the countryside'— Lnndf‘lnghﬁ. and in the German
Pa:llamont they diucusaed what might be done against this -

CV" .Jd;:ﬁﬁ from the point of view of the landed aristocracy.
- A

Priuﬁo Bismarck, the famous ;hancellor of the German Reicp}in a
apeech one day saidt "I met a man in Berlin who once had worked
on my outatonand:I asked this mant ‘why did you loavo the %%:
tate, uhy did you £0 avay tro- the country, why are, you now live
tng in Berlin?'” )
cq\ RULD lccqrding to Bismarck, this man answered, "You don't have

such a nice Btgi:barten‘ in the village as we have here in Berlin,

where you can sit, drlnk'boos and listen to music.® This is,
' ' from

of course, a story told wieh the point of view of Prince Bismarck,
the employer, It was not the point of view of all his employees.
They went into 1ndu:try beonulo 1ndu-try paid them hipher wages

and rntaod thoir -tandurd of ltving to.an unprecedented degree.
. --'-:i";’r' s
C¥] Tod-y. in the capitalist countrloa. there is relatively little -
higher
difference between the basic life of the so-called E;h-.

g8 wnd lower claquS, /ﬁoth have food, clothing>and shelter,

earlier,
But in the oightoenth century and befora, the differenco botvoon

the man of tho middlo class and the mnn ot the lovor ola-n v.-
that the.man of the middle class had shoes and the man of tho-
lower class did not have shoes. In the Unitéd States today the

difference between a rich man and a poor man menni'vory of ten
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only the difference between a Cadillac and a Chevrolet. The
Chevrolet may be bought secondhand, but basically it renders the

same services to its owner: ho, too) can drive from one point to
percent P> P
another. More than fifty’ of the n 8 the United States

fi living in houses and npnrtnont- they own themnelvos./??%o at-

with respect te tthWwv
x?aaid.'hng-ﬁho—hoighk—of

tacks .galnst capttnllsm}fo-poctally

wage rntesA start from the false assumption that wages are ultim-

employed
ately paid by people w ditt‘orent from those who are xngu\g
adl right

in the factories., Now it 1slfiasght for tie economists and for

e students of oconomlovthoorlol to distinguish between the

vorker andAconlunor and to‘mako a distinction between them, But

the fact is that every consumer muné5 in uom£~vny of the other,
f
earn the money whbeh he spends, and the immense majority of the

Wwerlk,
consumers are precisely the same people whon as employ;;; F

: : produCiL
workoRSy—ape=workIME in the productive enterprises that saahnad.

wahmg the things wh:’oh tlney consume., Wage rates under
set _
capitalism are not p%b& by a class of people different from the
earrn
class of people who .ae-..ontng the wvages they are the same
people. It is not the Hollyvood film corporation that pays the
wages of a movie star, it is the people vho pay ndﬁliitoﬁ to the
movies, And lt is not the entroprenour of a boxing match who
4¢nnan4$
pays tho,enormoua saleartes of the prizo flghteru, it is the peoplo
the ,
wvho pay admission to the fight. Thyough &je distinction be-
' - drnoawwny
tween the employer and the ouvloye) a distinction is -n‘o in ec~

ono-to thoory, but it 4 not a distinction in roal lifc, ‘ﬁgro)

(0ML’°*U* ersovy
tho omployer and tho emplvmg Mltimately are! the snno,ﬂ.ppio~l-

' : 100" I")StW‘)
<:ﬂ There are ior—tu.‘nnaa people in many countriea who consider it
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@= very unjust that a man who has to support a family with sev-
receive
eral children will gat the same salary or—wares—TECETVOWSy ai- O

K s "ww " VLN cere °W~ But the questionMM?L
i, S/zou/:/ bear qreater réspons;bilit
' M}()@m{o omployermw

ddn,. The quoatton M we wo ask. 1n this cn; is:s Are a_é

&2 - :
you [prepared ;-oo—n--n 1ndlvidua1)4-) to pay more for something, %/
/ - 2olel 4‘-&7

Prone

let us say, a loaf of bread, if you are imfommed that the man
who produced this loaf of bread has six xhildren? Jawi the hon-
est man will certainly answer in the negative aﬁd wisddl say:

"In Principle 1 would bo-pm but in fact I would rather

A Mo, unnho._b @n
poafap=9 buy the bread produood by Poople ~withous chlldron.

The fact is that if the buyers do not pay the employer enough Zo %a,@&_
X ;oay Ain workers
for him W!ltl’!kl!‘lltl!ll; it becomes impossible

remaiaesn. .
for the employor toAbuwpﬁﬁy—h“ business,

' ' waa vemeds
: ? The capitau.t'-' system M capttausm not by a

friend of the -yoteu, but by an individual who considered bvhire

Wl Aol the grea:&cn‘.-
spsbom=age the worst of all nistorical systems,
had evev befallen That

bt 0711 that M mankind., This man was Karl Marx.

, . Mary’s
-_Nevertheless, there is no reason to rojoot th&o- term, because

it doocribol ‘clearly the -ourco o‘ the great social improvements

Those :improvemewts art the neqult of
aht-oh capital%ought Eyo WAc.pital accupul-

ationg they are based on the fact that people, as a rule, do not

o amd mvest;,]-
consume everythtng they have producod, that they “ve a part

oFf it.

There is a great deal of ninundor-tandtng-

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, the use of capiteal,
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and the universal advantages from <s use. T 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

& 1o o HSESEE

‘not only in this country, but is a i the world

today.

An often unrealized fact about capitalism is this: savings
‘ for %‘Muce or Xo
mean benefits %e 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,

which @ could not haveAembarked on yesterday, because the

required capital was unavailable. 'i .

What will the businessman do now with the additional
must
capl‘tal‘? The first thing he wssd do, the first use he ). a8

will o oul omel
h make of this addltional capital is to)hire workers and

-~ in turn cewsin
buy raw materlals'x causdng a further demand for workers and
raw materials to develop, as well as a tendency toward higher

wages and higher prices for raw materials. Long before the

- “ail of
saver or the entrepreneur obtain any proflt fromAthls, the
unemployed worker, the producer of raw materials, the farmer,

e aclfZifonal

and the wage-earner are all sharing in the benefits

savings, geve~ime=to:



Note for Page 15

Mr. Barrett:

I strongly recommend elimination of this sentence
because the phrase "unions can have some temporary success"
implies that monopoly wage rates can be permanently and
§nggg§§£u111 imposed on the economy. In fact as Mises often
stated, labor unions cannot permanently raise wages above market
levels, they can only impose non-economic wage rates for some
workers at the expense of other workers and create unemployment
for a part of ;the total work force. The subject is far too
complex to be covered in the framework of his discussion here
about Marx 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
ggragraph. The next paragraph suffices to cover the error of

rX.
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= P ——
T prices of raw materials, Long before the businessman

the progué.}. '.,ét rav vu_,tcriila and thy»ti;uon/ap(";lrond

<f? WVhether the entrepreneur will get something out of the projocf
depends on th; future state of the market and on his ability
tow the future state of the market. But
the workers a- well as tho producers of raw materi.ls get the

bonoﬂ.tl tmdlntoly. uuch hoo—bm}atd. thirty or foanty

years ago. nbout tho "wage pouoyﬂj es ‘they called:it, of -Hr.(“'

accom plishments
Henry rord,tho—footq’ One of the great aci;;snnguta of Mre.

Ford was that he paid higher wages than did other industrialists

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

”'-m,"c,nx.d"
yet it is not enough to say that this new, policy was the result,
& /5“, of the liberality of Mr. Ford. A new branch of business,

or a new faotory in an already existing bmnch of businoos has

to wirbhdraw vorkor- from other employments, from other parts
C———

ot the country. even from other countries. And thq,;énly.vay

effer hialhheyr .
to do this is to pay the vorTaor'n wages for their Woy
( s what

forew - Thistook place in the early days of caplt.ltnvu) and it

o
¢ _ tod.y.) When the manufacturers in Great
« e e \r‘/‘/ 2 oz ‘ A

b:::/sm first began to produce cotton goods, they PM W

: e

peaple more Than The pespie hod

earned écfore. Of course, a great percentage of these new
at all before that ~

wvorkers had earned nothing/Pvaro and were proparad’to take

anythfng they were offered. But after a short timo;\" when more
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and more capital vas accumulated and more and more new enter-
Prises developed’\ vage rntes went up) amd the result was the

unprecedented increase in Brttich poppx-tion vhlch I hevo—pProve
Spoke of .

tnua&,—doov*tbvﬂd&ﬂhihﬁ)“

The scornful by

oh.oao4ooto.tLou-az-bbo—e-ptﬁ-ttwtrc"y!io-
- '\“’F!Sfﬂ“ Zo make 2bu nich, Hecona
some people as richer and the poor q-r/‘EanuL

A
wronzn
o>V voorer 1is -&:!:l:th from beginning to ¢ end, WMMA«

Sundomenbal thesis .ﬂ-m the coming of socialism

was based on the assumption that workers W€ getting poorer,

" : uwgg=bawnu49;mn4cUM1dhtg
that the masses n..—gt#ttn;:punzlr and that finally all the
wwonld

wealth of a country wiit be concentrated in a few hands or in

the hands of one man only. And then the masses of &ms impov-
woyld rebel,

; erished workers widri=fiweldly make a revolution and oxz::f:i:£5"Z§£>¢/
. the riches of the wealthy proprietors. According to doc=-
AN, con
\gfi trine of Karl Marx, there &e no opportunity, no po-olblltty vtth-
‘§§ @?“ in the capitalist®<s system for any improvement of the conditions

=
of the workers: 5oo~ed&ng—§o—ﬂtrty the unions can tewrorwrdly
) Rurmane

have -ouo,lueco'. but in the long run Eb—bo—vcodoso - botry—bo-
anz,444elk¢4ﬂ

inprovo the condttton. of the workers

Hafore

) Spﬂ@ﬁiﬁi, . }
4? In 1865, W the International Workingmen's

Mornx  soiol
Association in England, ,ﬁtttnuzthst the belief that labor

unions could improve conditions for the working population was
Iw Crror- "
-b-olutelyeﬂ~wau5, ; the union policy of asking

= he calleol
for higher wage rates and shorter work hour- conaorvativo.—-

conservatism —6&41.9 o} counac W
the most

wh. el Many set fﬂemsdves
term could use. Aaﬂnht suggested that the unions

?
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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.

If we look upon the history of the world, and especially upon
the history of England since 1865;'we vl realize that Marx
was wrong in every respect. There is no western, capitalistic
country in which the conditions of the masses have not improved
in an unprecedented way., All these improvements of the last
eighty or ninety years vere made in spite of the prognostica-

tton: of Karl Marx. For the Marxian socialists belieyed 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 exceed the amount he needed to sustain his life for service

to the enterprise. aﬁ%?g%p
F il pefers

The Marxians formulated thein theory in this way: if the .

bhem above the subsistence ““%Ffé)

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

workers' wage rates go up, raisin

they enter the labor force, will increase 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
sustenance level which will just barely prevent the working popula-
tion from dying out.

But this idea of Marx, and of many other socialists, is a
concept of the working man precisely like tiss=ponoaed that whic!l,
bioloéists use--and rightly so--in studying the life of
animals.—/ﬁ? mice, for instance.




~ Note for Page 17

{ A T EAY

Mr. Barrett:

% . ‘

- Use of the term "wage rates" in line 6 on this page is

probably a slip on the part of the stenographer who transcribed
the tapes.. Mises would never have made an error like this: It
is possible to have an:increase in wage ratés without an improve-
ment in the standard of living. A heightened wage rate does not
necessarily produce a higher wage income. If the hours worked
are lessened or if the cost of living goes (as now in inflation)
the higher wage rate:does not necessarily improve the average
- standard of living. TV g e B ‘

What Mises meant (if he did not actually say it) was
that increased wage incomes (i.e. total real wages) result in
an increase in living standard. Hence my change in this word.




-results not only in an increase in population. it ronulta also

17

If you 1??"“‘ the quantity of food available for animal organ-
o

isms of ffem.microbes, then more of them will survive. And if

you ro.tttot'fhotr food, thig:you will restrict their numbers,

‘' But man is different. Even the workor}fin spite of the fact

that Marxists do not acknowledge it;uha- human wants other than

34 JLJgudaﬂiiIF
vag

food and reproduetion of his species. An increase in

)
omd first 0; 0'!(, An an improvement ,un the average standard of

1iving. That is why today we have a higher standard of living

‘in Vestern Buropo -nd in the United States th;{T/’ Jiﬁ::ﬁ:::;:teé-

nattona

A.. oay.(;;;I;::___‘~——\_—‘f—~5‘ZZékﬂ-Qn

We must realize that this higher standard of living depends,
however, on the supply of capital. This explains the difference
between conditions in the United States and,/i;;:;ignnsg conditions
in Tndia; modern methods of fighting contagious diseases have
been introduced in India--at least, to some extent--and the
effect has been an unprecedented increase in population. but, since

has not been accompanied by a corresponding
this increase in SBBEIEfTBEWi:-no%—aoeo-pantod—br-ux increase in
the amount of capital invested, the result has been an increase
in poverty. A country becomes more prosperous in proportibn 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 'the capital
invested per m’o,{/ta. ! ——require a rather detailed explanation.

But you have to remember that, in economic policies, there

. ot Aarve neacl, i
are no miracles. Reeentiyy-$m many newspapers and speeches,
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Pa— the
you—irove=pead about g so-called German economic miracle--the

defeat aud dealnueleorn. m the Second
recovery of Germany after its u-eqa:vueai-éafeat-aeKWorld War,

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

of the free market economy, of the methods of capitalism, even

all
though they were not applied completely in exery»respecgg
Every country can experience the same "miracle" of economic
recovery, although I must insist that economic recovery does no

come from a miracle; it comes from the adoption of--and is the

result of--sound economic policies.
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SEcond Lecture

SOCIALISM

8oy ) . o
o5 ; :¥I I am here in Buenos Aires as a guest of the Institutg for la

Economia Libre. What il‘ﬁconom;a ﬂibro? what does this sytem

of oconoﬁtc freedom mean? The answer is simple: It is the mark-
et economy, it is the system in which the cooperation of indi-.
viduals 15 the loclnl_41v1aion.of 1abor is achieved by the
uarket, 'This marke t -::51 not a placef it is a process, it is
the vay in which by selling and buying, by producing and cons-

totaf werkings
unlnq’ the 1ndtvidual: contribute to the whele—werk of soclbdty.

’
- -

C?? In dealing with this system of economic organizatibn—-the
market economy--we employ the term "economic freedom." Very
oftenf people 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
termed freedom, there is only the regularity of the laws of
nature, which man must obey if he wants to .

attain something:jf;n using the term freedom, we think

o /%Wf fumen G
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< ,a’
z::zt’of the freedom within -ociety. A tEI-n freedoms are

ecach,
onsidered by -.ny people to be independent £;éik4no another.

Those who call themselves 'llhoraln' today are asking pres
hich
ctasedy for poliotot yhtch nroY; e opposite of those policies ﬁ;‘;h

the liberals of the nineteenth century advocated in their lib-
The

eral progragf Qhann so-called liberals of today have the very

popul-r 1dea that freedom of speech, of thought, of the press,

freedom ctslliiii of religion, freedom from imprisonment whith-

out trigl -l- that all these freedoms can be preserved in the

. © e called
nbaonco)pf yhgt they—eall economic freedom. They do not realise

that in a -yltoﬁ where there is no market, where the govorn;ont
directs ovorything totsdatduckaapgisw all thou other freedoms

e C writlen up inm
are llluoory. even if tﬁey ure..n..ﬁnﬂ into laws nndAconqzlitut-

ions.

Let us take one freedom, the freedom of the press. If the
government owns all the printing presses, it will determine
what is to be printed and what is not to be printed. And if
the 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 practicaliy 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
goverﬁment. I£ it-decides—to—do—s0, fthe government cagjg:;é-

people whom it dislikes, whom it does not want to V2%
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Jasxs- in certain regions, ‘into other regions and to other places.

And the government is always in a position to justify and to ex-
plain such procedurs by declaring that the governmental plan
requires tho presence of this eminent citiszen five thousand
miles away from the place in which he could be dioagr;;blo to

those in power,

Save

O~
It is true that the freedom a man may -vhtovo in t¢the market
econowy is not a porfoﬁx troodoq}from the mot*nphyulcal point
of view, But there is no such a thing as perfect freedom.
, framewotfe :
Freedom gsm /only\ mean some thing) wi thin tho/fv.ne of society.

The otghtoontb-contury authors of "natural fhur --alhnrc-aél

Jean Jacques Rouuueaub_bolievnd that once, in the reuote past,
men enjoyed something called "naturnlﬂrreedom. But iw ::ﬁ::
remote azey) individuals were not fro;, they wor; at the mer-
¢y of ovqryoho who was stronger th-n'thoy were. 'Tho famous
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 is born s a very wonk luokling. Without the protection
of his pnroht.;:vgthout;tho‘protoetion given to his parents by
soclety, he vould not be tﬂfp"t;:ggitbzpro-orvo'hi. 1ife.
rroodom in society means that a man depends as much upon other

people as other people depond upon him, Society under the nner

" et economy, under the conditonl of 'oconomxa 1ibre” weans a

state of affairs in vhich everybody serves his fellow citilonl

and is served(in return\by them. People believe that there ‘

are in the market economy bosses #ﬁo are independent of the

good will and support of other pesople, They beslieve that the

o . W o -~ —— g v ¢ .. o
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;aptnln- of industry, the businessmen, the entrepren%nx- are the
real bosses in the economic system, But this is an illusion,
The renl-bdnio; in the econowic system are the consumers, And
Af the consumers stop patroniszing a branch of business, thssa
busineemen are either forced té abandon their eminent position
in.the economic iy;tem or to adjust their actions to the wishes

ad to the orders of the consumers,

CI? One of the Lest known propagators of communism was Lady Pass-
field, under her maiden name Beatrice Potto;, and well known
undor.tho name of her husband Sydney Webb, This lady was the
d:uihtor of a wealthy bullno-(:-an an,ihon she van;i young
-dult,-ho served as hér father'!s secretary, In her :::::i::fb
tions she writol;'gn the business of my father everybody had
to obey the orders issued by my father, the boss. He alone
had to givo‘drdor-, but to him nobody gave any orders.® This

is a very short-sighted view, Orders were giveﬁ to her father

by the consumers, by the buyers. Unfortunately, she could not
see these orders; she could not see what goes on in a market
economy, because she was interested only in the orders given
within her father's office or his factory. | ;Z22§ZQ{7
In all economic problems, we must bear in mind| the words of
the great French economist Frédéric Bastiat, who one of his

brilliant essays;:the=tidde "Ce qu'on voit et ce qu'on ne voit 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 to an office
boy can be heard by everybody who is present in the room. What
cannot be heard by=—%them are the orders given to the boss by his

4‘- customers. A'I‘he fact is. that/ MWLULZL‘ cd/""t‘/""z",c systen,

dom the ultimate bosses are the consumers. The sovereign is not
the State, it 1s the people. And the proof that they are the sov-
eroign(oifs borri out by the fact that they have the right to be
foolish. This is the privilege of the sovereign. ¢He has the
right to make mistakes, no one can prevent him from ﬁaking them,
but of course he has to vay for his mistakes, If we say the
consumer is supreme or that the consumer is sovereign, we do )
not say that the consumer 1s free from faults, that the consumer
is a man who always knows what would be best for him. The con=-
sumers very often buy things or consume things they ought not to
buy or ought not to consume., THNEXXLLXXATXAXKAXAEKKXXKAXNAEX XK
PL L1048 0. (e8¢ PeIACeLEILTT086¢08{106CCoISeL LT CEETLIPCRCLL]

AXEXKHX KA EX U XX MEX KX XM X

B ut n5Em chat a3, erenint oo 1 bt g
u () that $he, government can prevent people
A A " pv¢/‘nm¢uraﬂ/
by controlling their consumption is false. The idea of Ya paternal
oA _
authorlty,leo—bc a guardian for everybodx is the idea of those

L
aoovie who ake—bnr favor &f socialism, In the United States some
years ago, the government tried what was called "a noble experi-
monﬁﬂ) This néblo—o*po*#mant)was a law making it illegal to con-

A i sume intoxicating beverages. It is certainly true that many
whiskey,
people drink too much brandy and whysky and that they may hurt
themselves by doing so. Some authorities in the United States are

even opposed to smoking. Certainly there are many peovple wyho

u , rf 2
- Rty < Pelstyrides &hasry 7
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smoke too much and who smoke in spite of the fact that it would

be better for them not to smoke. This raises a question which
goes far beyond economic di-cussion:dﬁa shows what $Hhre=ppeblemw
of freedom really moana./\urnntod,that it is good to ;ﬁ::i:t
people from hurting themselves by drinking or smoking too much,
But:;;’"you have admitted this then other people will say: Is the
body everything? Is not the mind of man much more important?
Is not the mind of man the real human endowment, ;bAL.R&4£ huwwman
e quality? If you give the government the right to determine
the conaumpt;on of the human body, to determine whether one
should sm?ke o? not amoke; drink or not drink, there is n;r:g;ly
you can 2::; to people'vhb say: "More important than .the body is
the mind and the soul, and man hufts himself much more b& ro.ding'
bad books, by listening to bad music and looking at bad movies.
Therofore 1t is the duty of the government to prevent peovle
from connltting thease faultufb) Aad(a k%mxg th-t dﬁix;g many
hundreds of yoarl ihtlgovornnants and th- authorities WSSy

rea

believed that thle‘vna their duty. Nor did this happen in far

distant ages only; Not long ago, there was a government in Gé&rm-
a aovernmeéental
any that considered 1t “thedr duty to distinguish between good

! i v
and bad palntiﬁgqx'vhich of course meant good and bad from the

point of view of a man who,in his youth had failed the entrance
examination 4sw the Academy of Art in Vienng) fFood and bad from
the point of view of a picture-postcard painter. And it -:&-beﬂdﬁnL

illegal und=t;!i§i§bi. for people to utter other views about

(T L
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dlcohol) // / é
your consumption of) Hqguidsy what can you'amswer to those who say

the control of books and 1deas is much more important?

Freedom really moanlﬂz::—froodom to make mistakes. This we have

/

to realize., We may be highly critical with regard to the way in

which our fellow citizens are spending their money and living
their lives. We may believe that what they are doing is absol-
utely foolish and bad, but in a free soc_iety there are many ways
for people to air their opinions on how their fellow citizens
should change their ways of life. ?hoy can write books, they can
write artiilou, they can makt apoecﬁ?s, they can even preach’ at
street corneréi}?lthey wantgf;nd they arofS:&ng thig;in many coun-

tries. But they must not try to police other people in order to.

B e
prevent them from doing - simply because they

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

This is the difference between slavery and freedom. The slave must
do what his superior orders him to do, but the free citizeqénnd

' /
this is what freedom means —- is in a position to choose his own
war o . w:‘t‘/f‘t;¢’
way of life. 'Certainly thigﬂsystem can be abused, and is abused,
by some people, It is certainly possible to do things which ought

. of +he peo,alt)
not to be done. But if these things are approved by a majority’
Persom always has a way Zo m‘w 5

" " Hia
@ disapprovi “jMange the minds of emelg fellow citizens:

4e can @%M
‘Fh_-l-x-t-—to try to persuade them, %e=tey to convince them, not

&2 try to force them by the use of power, of governmental -6/331;

ice pdver./ﬂlﬁ thé market econom; everyone serves his fellow
citizens by serving himself. This is what the liberal authors of

the efighteenth century had in mind when they spoke of the harm-

L ! [ I
.
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ony/éz:’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

of an "irreconcilable conflict of interests" between various

groups.

/

What does this mean? When Karl MnrgXln the first chapter of the

o
Communist Manifest, that small pamphlet which inaugurated his soc-
,I‘

ialist movoment;fclaimed that there was an irreconcilable conflict
between classes, he could not illustrate his thesis by any ex-
amples other than those drawn from the conditions of p§i:§5pftil- ?/
istic society. 1In prdq;apitnlistic apes, soclety was divided into
hereditary status groups, which in India are called *cnsteqﬂj In
Qﬂq’&anw“k;b”’"
a status society a man was nog,borg a Frenchman; he was born
edbiver as a member of the French aristocracy or of the French
burghepre-wetive bourgeoisie or of the French poasantry.. In the
greater part of the Middle Ages he MXH@¥XX was simply a serf. And

-orfdon{dtd ngz‘czmplota;;letggpptur in Frnncgjhntil after the

American Revolution. In other parts of Europe it disappeared even

JL ComTincnds lo Exet
.lator. But the worst form 1n which serfdom existqunnd ,eteyed

Qfécr the abolition of '- :
on e%?ﬂxhetor—thtn alcveryA was in the British colonies abroad.

The individual inherited his status gquality from his parents, and

throughort

he retained it during—all his life. He transferred it to his
daadvanlogea
children. Every group had rrivileges and disabitibdes. The
daadvanlagle
highest groups had only privilegea, the lowest groups only dinab-

idibttress And there was no ether way a man could get ridAof the
N Uadvantagee placed wpoa
legal disabiiidies—given—te him by his status than by fighting a



Note for Page 23

This repetition of the phrase "noble experiment"
(5th line from bottom of page) was very characteristic of
Mises speaking style and it should be retained as he delivered
it. It also helps to reinforce his point, which is why he
repeated it.

e et
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policial struggle against the other classes. Under such conditions,
wa

you could say that there j& an “irreconcilable conflict of inter-

ests between the slave owners and the slaves,® because what the

slaves wanted was to get rid of their slavery, of their quality -
hpwevu;
of being slabves. &t gpis meant a 1093 for the owners, There~

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

conflict of interests between the members of the various classes.
’

A ,One must not forget that 1in those ages'tni which the status so-

cieties were predom/manT in Earope, as wellcs
ot0t¥—pa04o-tLat0d—&n—iufﬂao—an‘—%ceer—uise in the colonies which

the Europeans later fouwded 1’.’
in Anericah people did not consider

Zo A4 em Special wWay
themselves fo—‘.poo&ol%y connoctedAv th the -onbo*o—oﬁ other clas-
they atl
ses of their own na 3 much more oonpadeehtp with the

(f—f‘members é;ltﬂsaqn-o - r countries. Thei-means, a French EEEZL

=

loe k
0@U7b,artstocrnt did not oonJﬁZof otlver, Frenchmen as his fellow citig;ns,

they verx'rabblo@ ‘which he did not, u

only censidered the aristocrnt' af other countrie

q Italy, England’ and German Aas his equals./\ And =_._til'ua most visible
effect of this state of a&fuirs was the fact that the aristocrats
all over Europe used the same language. And this language was
French, 2 language which was not undorstoo%}outside'lrnnco by
other groups of the population. The middle clasaes‘A ‘the hnngt¥l
she bourgeoisiizhad tg}r own language, while the lower classesA
the nensantryx used local dialects which very often were not wn-
doratpod by other groups of the population. The same was true
with regard to the way people dressed. When you travelled in
1750 from one country to another, you that w5==mwd

JWewe the upper clsses, the aristocrats, were dressed in the same

el
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way all over Europe, and you found that the lower classes dressed

r\/ m
differently. When you met someone in the street, you!ssew imme-
/ : =

di.toly:from thebuy he drosaod;"' to which class, to which status

he belonged.

It is difficult to md how different these conditions were

from present-day conditions. When I come from the United States

o Aenaw”
to Argentina and I see a man im the street, I cannot diseever what

his status is., T only assume that he is a citirzen of A}(gentinn
/eqally rneelneTect
and that he is not a member of some group.. wh&-eh_l.-o—-t&n-be-t-br

legal-disabilities. This is one thing that capitalism has brought

about. Of course, there are also differences within'capitalism.

which Marxians mys.
There are differences in wealth, and—these- differences

A
takenly consider . by—the—Marxtans to be ¥ e equivalent af the
(that txisted

old difforencgs"between men in the status society.

8wt the differences within a capitalist society are not the same

theic
as the—differemees in a soclalist society. In the Middle Ages, . —

MWMand in many countries
/’/

: s possess
even much- later,’\"n family could be an aristocratic famjly and o!‘

great vealth, th‘.t-y could be a t‘arni.ly ‘of dukes for hundreds and

pr A s Lalents, Lo
hundreds of years, whatever their qualities, their gifts,thetr

character or thedy morals., But under modern capitnlistic con-

g_) Aeqereteel
ditions/ there is what has been technically ’ealled by sociologists ac

wsocial mobllityw The operating brinciple of this social mobili-
according Lo
ty, has—Dbeen—named—by the Italian socliologist and economist
ﬂ /A”/[a‘ , )
)(ilfredo Parefto,/"&n circulation des elites" (the ¢1rcu1atlon
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of the ellteg}. This means that there are always people who are
at the top of the social ladder, who are wealthy, who are polit-
Aux e 4
C U Adcally important,  But these poopleﬁ' these eliteo;\' are continually
ﬂ changing. ,\‘mis is perfectly true in a capitalisti@® society, It

was not true for a precapitalistic status society. The families

who were considered the great aristocratic families of Europe are

8till 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, territory

which is known now as the Ile-de-France, extending their reign from

generation to generation,
ami R, g inz‘j%\.'

< o S-SR S " Pemy WO 3a MM

ot ST G a 0
4 A /4
CR' 0 But inAcapitalist‘ society, there is continuous mobility--poor

people becoming rich and the descendants of those rich people
3ot i

losing their ¥cultb and becoming poor.
S -3

=

Today I saw in'a bookshop in one of the central streets of Buenos
Aires the bioé:avhy of a businessman 6K who was so eminent, so imp-
ortant, so chﬁyactqustic feor big business gg’the nineteentb cen-
tury in Europg “thug,even~1n this country, far away from Europe,
the bookshop §arried copies of his biogravhy. I h;ppen_to know

the grandson of this man. He has the same name his grandf&theﬁ
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had)and he #8 still /enddbdbsd to wear the title of nobility which
his grandfntheéﬁhwho started as a blacksmltﬁzpad received eighty
years ago. Today this grandson is a poor photographer in New
Citae
cqq Yorkc\ gzh other people, who were poor at the time this photo-
- Ewnopes
grapher'a grandfather became one of ti® bigpgest industrialists

of—-EBurepe, are today captains of industry. Eyeryone is free to

That the ptalied _
change his status. %Thés is the difference betweenythe capitalist

arplenn

Han
oo cand&#&ono of economic freodom in which everyone een only
bi.no-hxm-olf'tt he does not reach the position he wants to reach.

f,(;} /&Tho-mo-t famous industrialist of the twentieth century up to now
: : : el e had
'
borrowed from'hia friendg and within a very short time he devel-

is Henry rord;fhi—ftrtts He started with a few hundred dollars

oped one of the most important big business firms of the world.
And one can discover hundreds amd—hundeeds. of such cases every

day.

C;? Every dag‘fhe gginork Times prints long obituaries of people who Hhave
‘ ' come achodd
died. If you read these biographieg,you may F4nmd the name of an
B ot

A
eminent bﬁsiﬁéggmag$ WX who ltart;37:§ja seller of newspapers ‘at
street corners in New Yorks Or he started as an office box,and
at his death he is the president of the same banking firm where
o _ ‘gﬂzzt' . :
he started et the lowest > of the ladder. Of course, not all
people can agtain;these positions. Not all people want to attain
them. There are people who are more interested in other problems.
LA I
anq)for thgqg pgoplo other vayauaro.opon.today which were not open

in the days of feud.l society, in the ‘pages of the status society.

<J7 /ehe socialist system, however, forbids this fundamental froedom



31
to choose one's own career. Under soclalist conditibns,there is
LLenomuce and it hat-
only oneAauthority)K-Hrh the right to determine all matters concern-

ing production.

‘F? One of the characteristic features of our day i1s that people use
' N :
many names for the same thiné?! One synonym for socialism and
communismlis 'plannin&%j If people speak of "planning®" they mean,
wheer

of course, central planning, &ket means one plan made by the govern-

/ A vt The .
ment —— one plan that prevents planning

A British lady, who also is a member of the Upper House,
wrote a book entitled Plan or Ho 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 or
No Plan 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 or freedom for individuals to

make their own plans, to do their own planning.<—
IS

(/fggﬂzgaividual plans his emm life, every day, changing his
daily plans whenever he will.

SOne Lilmes

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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working in Cordoba, I want to go to Buenos Aireqﬁb/ And that 1is
what freedom means. It may be that he is mistaken, it may be that
his going to Buenos Aires will turn out to have been a mistake,
Conditions may have been better for him in Cordoba, but he himself

CH made bhis plans. ,LUnder government planning, he is like a soldier in

N
an army. The soldier in the army does not have the right to
arvison, will

choose his garnisen, to choose the place where he’ has—be- serve.

He has to obey orders. And the socialist uystem'x. as Karl Marx,

- -

Lenln) and all socialist leaders knew and admitted”w\ the transfer

of army yrule to the whole production system. Marx SpoKe oof.—
- 'fnduotrtal.nr-io-s)\\ and Lenin called for w»tne organisation
of everything ;;—‘ the postoffice, the t‘actorgg and other indus-

Cﬂ trios) according to the model of the ai‘my“./\‘!'herefore, in the

socialist systom everything depends on the wisdom, the talen'ts)

and the gifts ot thoao pooplo who form the aupromo authority.
wihich :

& Hun
H-hcj‘ the supreue dictator"' or the comitteom
6

Aoca- A

or—de not ‘know, is not taken into account. ﬁ)e knowledgo which
mankind has accumulated in its long'htatorym is
not acquired by everyone; /o'- havoAsuch an enormous amount of

scientific and"‘tochnological. knowledge ascoumulated over the cen-

turigs! that it is , impossible for one individual
a-
4‘ to know all these things, even st gifted man.AAnd
M

people are dif:;‘orent, they are unequal, ‘l‘h?y always will be.
There are some people who aro more ‘gifﬁ& Go‘:/one subject and
less ﬁ':rwanotbgr one., .And. there are beople who have the giff: to
find new paths, to change the trend of knowledge. fn the cap-

. Societics,
italistm technological progress and economic progress na/u
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gained through such people. If a man has an idea he will try

/
to find a few people who are clever enough to realize the value
Ao Looh tnTo

of his idea., Some capitalists, who the future, who realige
- yL ossible an
1 .
. Cjﬁdizth‘7°°“3° uences 0 idea,will start to put 1t to work. Other

il . / Lottt liion
people ‘may say: "they are fools"; but(\ will stop scying_‘!:??é2¥(
¥ 4 * )

G

K@

{
|

when they discover that the—remsrit~ef this enterprise, which they

. b
called foolish, 1szf?at people are happy to g:stits products.

R

Under the Marxian system, on‘%he other hand, the supre;;\body
must first be convinced of the value of such an idea, before it
can be pursued and developed. This can be a very difficult thing
to do, for only the people whesmamwe at the head--or the
supreme dictator himself—iggﬁgdtgé power to make decisiens. And
if these people--because of laziness or old age, or because they
ere 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
was certainly a genius in military affairs; he had one serious
problem, however, and his inability to solve that problem culminated,
}iﬁaily, 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.

X

Then there was Germany's famous Generalstab. Before the First
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World War, the German #eneral ﬁ’taff was universally considered
to be unsurpassed in military w:LsdomW,é similar reputation
was held by the staff of General Foch 1n 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 for military purposes. The German ﬁeneral staff said:

~ “Aviation is merely for pleasure, flying is good for idle people.l
From a military point of vie\5 only the:éeppellns are importan

= Zeppeliv e

and the French ,don.ral staff was of the same opinion,

' . o (Clelen Woth e T 4.} Yy T

dwurg A
Later, jif the -Sméeejwar period, there was a general in the Unitetf
A

States who was convinced that aviation would be very ’lmportnnt in
the next war. But all other experts in the United States were
against him. He could not convince them. If you have to convince

a group of people who are not directly dependent on the solution
This ja Duse aldo of

of a problem, you vilwevor succeed. And—this—tn—the—same—wi-th

A
o nonf-economic problems.

have Geon

There wape pvainters, poets, writers, composers, who complained
thet wonlhh amel causrd theym To Nesais

- that the public did not acknowledge/‘thoo—and—oo—tw
fave

M
poor. The publicﬂcertainly/lhgd poor "Judgment, ﬂut when these

artists gaid: "The gd‘vernment ought to support great artists,
Vg mueh o The wrong

painters and writereﬁ] they werekﬁly—umm Whom should

i
the government entrust vIEdeecidlng whether a newcomer swas real-

o Thae
ly a great painter or not? m{& would have to n:;'ﬂeo-b
o m m

ji-b-t-c critics,' and Ao professors Ofo\

wrro Aan
ways looking back into the past W very rarelyAahown the

history of art who are al-

a ew
‘talent to dtacovo‘gﬁeniua. This is the great difference between
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a system of "planning" amd a system in which everyone can plan
‘ﬁ . and act for himself./\lt is true, of course, that great painters
nn? great writers have often had to endure great hardships. They-
'Z:fo;éffff;qffh their art, but thoy—@&d not always ;:::;;i in
getting money. Van Gogh was certainly a great painter. He had
to suffer unbearable hardship and,finally, when he was thirty-
seven years oid, he committed suicide. 1In all his 1life he emiy
sold one painting, and the buyer of it was his cousin. Apart

one sale, - -
from thfj;he lived-ﬁvn& the money of his brother, who was not an

artist or a pnintar. But ﬂ&n Goght's brother understood a pain-
for
ter's needs, Today you cannot buy a yin Gogh with ‘less than Wwwdrsd-

o hunenal mmmwm

Q? Under a socialist system, ¥an Gogh's fate might have been dif-
ferent. Some government official would have asked some well
, ' : reqavded
known painters ( whom ﬂin Gogh certainly would not have cﬁg;té-

ored as afti!ts at all) whether this young man, half or completely

crazy, was really a painter worthy to be supported. And they
z%#%@uy:Zégégy

Yy vould have answeredt 'NQ‘.Jﬂhe is not a painter, he is

not an artlst, he 1: Just a man who wastes paintFL)nnd they would

the ireane.
have sent him 1nto a milk factory or into a home for imsane—peopie.

Therefore all this enthusiasm in favor of socialism by the rising

goneration‘of pdiqters, poets, musicians, journalists, actors, is

aolre
bnaed'on an i1illusion. »I mention this because these groups belong-

03 the most fanatical supporters of the socialist idea.

. When 1t comes Lo choosing
<t (}‘he problem is somewhat dlffareWbetween

socialism and capitalism as an economic system, Weert gheAsocial-
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MR .
iedniinibone-hese 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'S
C calculations arej?ll based on the fact that, in the market economy,
"’mpricesﬁof 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 Coz 7~

g ,ﬂl last part of the process of }Jroduction and transfer/i)/_f{_goods to the

hands of the consumer, buﬁﬁjﬂiﬁqyﬁﬁts leading up togﬁhe-ies¢=c§b=ss=we
The whole market system is bound up with the fact that there is a
mentally calculated

EXBEY division of labor between the warious businessmen 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 production:

the wages paid to labor. This sort of cqajulation by the businessman
cannot be accomplished in the absence of prices supplied by the

market.
[wh;ch 's what the socialists

— At the very instant you abolish the market-jg—pp&ne%pal-ahéecxmxn
AT/ ® o » O © © a
/“' ~'__‘

jhe engineers and technologistsj }%e technologists can give you a

great number of projects which, from the point of view of the natural
sciences, TE>

oW, are equally feasible,
but it takes the market-based calculstions of the businessman to
meke € clear which of those projects is the most advantageous,

from the economic point of view.

CXX The problem with which I am dealing here is the fundamental issue
capitalistic

ofA?conomic calculation as opposed to socialism. The fact is that



. 37
economic calculatiop)und therefore all technological planning, is
only\possible)if there are money prices, not only for consumer
goods but also for the factors of production. That means there
has to be a narkot'for all raw materials, for all half-finished

goods, for all tools and machineg’and for all kinds of human

lnpor and human services.

Q} When this fact was discovered, the socialists did not know how
respond . 1S 0 Yyeana

to answer. For hua4¥0£ind—$&£ﬁr—y&aaa they hadbaidt "All the
evils in the world come from the fact that there are markets and
market prices. VWe want to abolish the market and. with iti_ot course,
the market ocdnomy, and substitute for it a system without
Y ' .
pfiices and without markets.® They wanted to aboltse%’what Marx

called the "commodity character" of commodities: and of labor.

authonn of sotialidmm, Jraving

Cﬂ /\When faced vu_:p'this new problem the W—M

no answer, fipally saids "We will not abolish the market alto-
gethery we will brgtend that a market existsi we will play market,
' ]

thet-means—wo—widd-de like children &6 who Ape playine school. ' )

But everyone gnows that when children _a$e play school, they

do not learn anything.)

- A - TLOC 3 - he -5 >0 g - b of- : =¥y G O.C -~V
' % 4
It is just an exercise, a/ﬂf:&, and you can p@o many
ﬁq things. /Ghis is a very difficult and complicated problem and ;n
order to deal with 4t in full one needs a little more time than

harr< ‘,
I have here. {&explained-it in detail in my writings, 1In six

lectures I cannot enter into an W%O‘ ou L W’

- - T
_r*T/’Seg Soctalism by Ludwig von Mises, )

-— ——
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£ope- T want to advise you, if you are interested in the fundamen-

tal problem of the impossibility of calculation and planning under
[ L4

y ¥ read my book "Human Action", which 1is

cﬂ- available in an excellent Spanish translation. /\But read other
bookg too, like the book of the Norwegian economiet 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,

L eo becoe )
who at gne time was a professor at an American university, &=t

ol
’ ater returned to Poland.

[
do
GJ]  You will probably ask me:“What about Russia? How ser the Rus-

choamgetr Lhe s e

sians handle this question?" This be—a—different problem.
|¢
Russians are operet&bg their eocialiea‘aystem within a world in

which there are prices for ell'fectors of production, for all

raw materials, for everything. they can therefore employ for

their plenning the ge!ggg!/;;Zceez%r the world market. And be-
cause there are certain differences between)XRussia and ﬁp.—

United States, the result is very often that the Russians con-

--

sider something Justified and edvieeblekfrom their economic
-l. o ! N lfane wowtd ot comradae . CCO’IOMICAIIY Jq.st,fab/f_

point of view,"\‘ which M&Moﬁ*mﬁw:

at alp.

/X ~ | |

“Soviet
9} The 'ﬂuoétrn»experiment, as it was called, does not prove anything.

Gl e
It does not sy anything about the fundamental problem of eocZel-

But ane we entitled of At a
ism, the problem of calculation.
an experiment? I do not shinle—ithat there is such a thing s a

17 ecientific experiment in the field of human action and economics.

You cannot make experiment because/N experimei% requires that
&n %szw//;mm
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Tai. Are
various \tqu
you do the same thing under di&fferemd conditions,\changing perhaps

only one factor. For inatance, if ewe 1nject4 1nto a cancerous :
animal one or the other medication, the result ma 7that the can-
LuJVz#uaA,gar ‘imu,ccu~4214t‘4ﬂﬁudg

cer diseppeares Fhis vanr=—be-ssbebiisheaa. with various animals of
the same kind which suffer the same malignancy. If you treat
some 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
of human aac&nv. There are no laboratory experiments in: human

. Sov Ct .
action, ,\The ao-callod auoo'-ho "/experiment‘/ merely shows that

oviet
the standard of"ltving is incomparably lower inJRussia than it 1is

b
in the country thnt is connidored’h the whole vor1<5 as the rara-

ﬂ? gon of capitalism: /fhe United States./‘of ‘course, if you  tell

H

this to a socialist, he will sayt "Things are wonderful in Ruasl‘Q;}

.And you tell hims "They may be wonderful, but the average stand-

ard of living is much lowoﬂQj Then he will answert “Yes, but
terrble tsars

remember howk.d it was for the Russians under the &Ssere and how

ﬂ'rn'blc we ' .

bed a var bhey had to fightfl.

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 the 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."

In the United States you hear of something new, of some improve-

ment, almost every week. These are improvements that business

emenalodl ‘business
has quugh#-ebe‘tq because thousands and thousands ofﬂpeople are
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Lo

trying day and night to find some new Product which satisfies

S less ex pems.ve &o prodace, less expensive
the con;:;??‘BUVYSF_EF‘bho.poos or better and eheeawer than the

Qﬂlstcn
oider groducta. They do not do this out of altruism, they do it

because they want to make money. And the effect is that you
o
have an improvement of the standard of living in the United

States which is almost miraculous, when compared with the condi-
et
tions that existed fifty or a hundred years ago. But in’Russia,

a. corwp
wvhere you do not have such a system, you do not hav&ﬁsunh_an

improvement. So those people who tell us that we ought to adopt

$w-¢t
the Rwseden system are badly mistaken., .

There is something else that should be mentioned. The American

consumer, the Awertcearn 1nd1v1dun1 'is both a buyer and a boss. VWhen
you leave a store v Americg , 4o

may find a sign saying: "Thank you for
your patronage. Please come again.® But when you go into a
. 4 . ) .
shop in a totalitarian countryp be it in present-day Russia, or
in Germany as it was under the regime of Hitler--the ewmen-of.
shopkeeper
ke tells you: "You have to be thankful to the great

leader for giving you this.”
In socialist countries, it is not the seller who has to be
grateful, it is the buyer. The citizen is not the boss; the
sOcial/st
boss is the Central Committee, the Central Office. Tﬁosek
committees and leaders and dictators are supreme, and the

people simply have to obey them.
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Third Lecture

M INTERVENTIONISM

A famous, very often quoted phrase says: "That ¢ovornment is

g;:::lea% doverns least.® I do not believe this to be a
correct description of the functions o(:;ood government.
‘quernment ought to do all the things for which it is needed
&nd for which it was established. Government ought to protect
the lndividuais Q;thin the country against the violent and
fraudulent atticks of gangsters, and it should defend the
country against foreign enemies. These are the functions

' |

of government vitﬁin a free system, within the system of the

market economy.

Under socialism, of course, the government is totalitarian

and there is nothing outside its sphere and its jurisdiction.
But in the market economy the main task of the government

is ¢to protect?thebsuooth functioning of the market economy
against fraud or vtqlqpce frmmqﬁ:t:;o nndﬁ:::side tﬁe country.
People who do"nof agree with this definition of the functions
of government may sayt! "This man hates the government.®
Nothing could be farther from the truth. If I should say that
gasoline is a very ﬁaeful liquid, useful for many purposes,

but thnt”;;;irthqlqsql I would’not drink gasoline because I

think that would not be the right use for it, I am not an

eneay of gasolinf)qnd I do not hate gasoline. I only say that

gasoline is very useful for

cenzain_purposea, but not fit for
4 e i S TUNE ' P ¥ gy e » SHA



other purposes. If I say it is the government's duty to ar-
rest murderers and other criminals, but not its duty to run
-ﬁ"' the railroads or to spend money for useless things, then I
- do not hate the government by declaring that it is fit to do

certain things but not fit to do other things.

4} It has been said that under pre=sent-day conditions we no longer
have a free market economy. Under present-day conditions we
have something called the *"mixed economﬂﬂj And for evidence
of our “mixed oconopx' reople point to the many enterprises
which are operated @pd owned by the government. .Tho oconou;
is mixed, people say,,becnuse there are, in many countyiea,
certaip 1nst1tutionazr11ke theitolep@one, telegrap@,and rail-

G roadsz’:which are owned and operated by"tbe government, Ad&o
fect lhat some of these 1n-t1tutlon- and enterprises are operated
by tho govorn-ont 1- certainly aézgzzﬁa But this fact alone
does not change the character of our economic system. It does
not even mean there is a "little socialism® within the other-
wise no‘FLoctnltst, free market economy. For the government,
in operating thﬁno ontorprtool, is -ubjoct to the supremacy

‘which A e

fﬁ' ' -of the market, ¢thrat mean the lupronacy of the consumers.
. ; -

- -

Thq govornyonqgfif it oporatoa,.yet us say, post offices or
vrailroada;fh:a to hire people who have to work in these enter-
pri-oo. It also has to. buy the raw nntorialo nnd other things
that are needed for the conduct of thooe enterprl.o-. And
on the othor hand, 1t '-011.“ these aorvtgea or commodities

to the public. Yet, even though it operates these institutions

arine fhey
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using the methods of the free economic system, the result,

as a rule, is a deficit., %uﬁ'}ho government ::m::s. position
to finance such a deficiék?,lf least the membors of the govern-
mont and of the ruling party believe 50. o It is certainly dif-
ferent faor an individual. The individual's power to operate
something with a deficit is very limited. If the deficit is
not very soon eliminated, and if the enterprise does not become
profitabloq(or at least show/ that no further deficit and los-
ses are being 1ncurredz the 1nd1vidu-1 goes bankrupt and the
ontorpriao‘:;;i come . to an end. .
But for the gov.rnmonﬁ’conditton- are different. The govern-
ment can run at a deficit, because it has the power to tax
pPeople. And Af the taxpayers are prepared to pay higher taxes
in order to make it possible for the government to operate

an ontorbrilo at a loss ;}tbat As, in a less efficient way

than i1t would be done by a private 1nst1tution;§-nnd if the
Public will accept this loss, then 6f.courle the enterprise
will continue./(ln recent yon:.,’govorn-onts have increased

the number of nationalised inastitutions and enterprises in
most countries to such an extent that the deficits have grévn
far beyond the smount that could be collected in taxes from

the citizens. What happens then, is not the subject of‘foday'l
lecture. It.ta 1nf1.tlon,und I shall deal vithj:;rtomorrov.

I mentioned this only because the mixed iconomy must not be

confused with the problem of interventionism, about which I
wvant to talk tonight. |
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G oo seienest bl

What is interventionism?\ Interventionism means that the govern-

ment does not restrict its\activity to the preservation of

order, Oﬁxll people used to|say a hundred years. ngoA to "the

production of security,” bawt that the government wants to do

more. It wants to interfere with market phenomena. , If one

N

objects and says the government should not interfere with busi-

ness, ome " Very often-4ieaes (people answer:"but the government

4

necessarily always 1nterl‘eros.(th there are policemen on

the street, the government interferes. It interferes with

a robber looting a shop or it prevents a man from stealing

i |
a car.) But when dealing with interventionism and défining witet is mead

Ly arc Speaking
1ntervontion1|n, we speak about government interference with

the market, phenomenomn (That the government and the police
are to protect the citizens, which includes businesswen,
and of course their employees, against attacks on the part 7
of domestic o foro:lgn gangsters, ke is in fact u-r;eeeunry
Such 2
funebieon of t{gonrn-ont. Thde A5 1ot an intervention, for
the government's only legitimate- functton is, precigely, to.

produce security .)

Vhat we have in mind when we talk about interventionism is
assaalts
the government®'s desire to do more than prevent ,‘oooe and fraud.
Intervention means that the government not only fails to pro-
tect the smooth tunction!,q. of the market economy, Jwt it in-
Ut interferes (Lith with
tortopoa with the various fhu-kot phenomenn’,\ﬂ pricos,A\ngo

rates, interest rates’ and profits.

The government wants to interfere in order to force ¢Ha busi-

ness"men to conduct their affairs in a’‘way thed—is(different

£from—tirmswey they would have chosen if they had obeyed only
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the consumers, ’mus’ all the measures of interventionism by
Lowavd

the government are directed de—the—purpese—eof restricting the

supremacy of t":onnu-or.. The government wants to arrogate

to itself the power or at least a part of the pove; which,

o

in the free market economy, is in the hands of the consumers.
_/09_, m&w) \

Let us consider one o'xmlple very popular in many countriecfﬁ/

M tricd again and again by many governments, es-

pecially in times of inflation. I refer to price control.

Governments usually resort to price control when they have

inflated the money supply and people about

the rosulting rise in prices. There are many famous histori-

cal examples of price control methods that failed, but I am. shall

refer them
Delapsdar to vni'rtvo d*-hcnnu in both tb;u cases, the
¢¢voru-entl were really very energetic in enforcing or trying
to enforce their price control-.AThe first famous exmple
is the case of the Roman Emperor s Vvery well=known
as the last of those Roman ﬁiporor- wvho persecuted the Christ-
ians. The Roman /tnperor in the second part of the third cen-
“tury had only one financial method, and this was currency de-
basement. In th;se pPrimitive ages, before the invention of
the printing press, even inflation wvas, let us say, primitive.
involved
t meewrt debasement of the coinage,<specially the silver, evim=—
ega.—- The go_vornnont mixed more and more copper into the silver
3
until the color of the silver coins was ehanged.hnd the weight
was reduced considerably. The result of this coinage debase-
H the aretialed ivcrease in the
men t/\

W
was an increase in prices, followed by an edict to control |

prices. And theee Roman #-pu"or-‘vero not very wmild when they
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-“enforced a lav} }hey did not consider death ww too mild
hod-

a punishment for a man whoAa-ked for a higher price. They

enforced price oohtrol, but they failed to maintain the

soclety. The emdy result was the disintegration of the

cnd
Roman eupire gmef the system of the division of labor.

Then, /500 years later, the same currency debasement took
place during the French ;evolution. But this time a dif-
ferent method was used. ch’éechnology for producing money
was considerably improved. It was no longer necessary for
the French to resort to debasement of the coinage: Iﬁ%ey .
had the printing press. And the printing press was very

efficient. Again, the result was an unprecedented rise

in prices. But/maximum pricel\igrtho French Revolutigg}

wvere not enforced by the same method of capital punishment
which the Emperor Diocletian had used. There had also

been an improvement in the technique of killing citiszens.

You all remember the famous Doctor J. I. Guillotin (1738 ] .
18 110)) who invented the guillotine. g the French also %
failed with their laws of maximum price. VWhen Robosplorroc;22322§éaé
himself was carted off to the guillotine the people shouted,

“There goes the dirty Maximum."®

I wanted to mention this, because people often say1s "what
is needed in order to make price control effective anJ’
efficlent is merely more brutality and more energy."™ Now
certainly, Diocletian was very brutal, and so was the french
revolution. ‘Nevertheless, price control measures in both

s
ages failed entirely.
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cﬁ Now let us analyze the reasons for this failure. The govern-
ment hears people complain that the price of milk has gone
upe And milk is certainly very important, ospecially for
the rising generation, for children., COnuequentlx,thd gove rne
ment declgron a maximum price for milk, a maximum price for=milk
tﬁzf’&ﬂ, lowver than the potential market price would be. Now the
covernment sayst “:artulnly we have done everything neceded
in order to make it possible for poor parents to buy as much

qq wilk as they need to feed their children.” , But what happens?
7 A

A
On the one hanﬁ’tho lower price of milk increases thedemanded
4 ( &
ZﬁZy’f4lh£hL.=£§-aod&¢yj eople who could not afford to buy milk

at a higher price are now able tn buy it at the lower price
vhich the government has decreed. And on the other hand |
some of the producera. thong producers of milk who are pro- ,
ducing at th§ bighest cooqi:that is, the marginal produoorgf;
are now -ufforiﬁg losses, because the price which the govern=-
went has decreed is lower than their costs. This is the

important point in the market economy.

4."'<¥? The private entrepreneur, the private producer, cannot take

A & losses in the long rdn. And as he cannot take losses in

’ Production '
milk, he restricts the praduet of milk for the market. He
may néll some of his cows Yorithe slaughter house, or instead
of milk he may soll some products made out of milk, for in-

stance sonr'crdau, butter or chease,

<?? Thus the government®s interference with the price of milk
will result in less milk than there was before, and at the

same time there will be a greater diynnd. B¥t some people
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who are prepared to pay the government-decreedq '~ 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 everywheré
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-
tity of milk available, Thereforeg?gztal consumption of
milk drops. The children are getting less milk, not more.
The - measure to which the government now resorts, is
4444%2?’ 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
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askg the milk producers L?%ecause the government does not
have enough imagination to find our for 1taelf)5 *Why do

you not produce the same amount of milk you produced before?"
The government gets the answert “We cannot do it since the

J
costs of production are higher than the maximum price which

"the government has established.® Now the government studies

the costs of the various items of production, and it dis-
covers one of the items is fodder. 'qu) says the govern-
ment, “the same controxyapplied to milk we will now apply
to fodder. VWe will determine a maximum price for foddor;
and then you will be able to feed your cows at n'lowp? price,

)
at a lower expenditure. Then everything will be .&;::ﬁx:\

you will be able to produce more milk and you will sell more

milk."”

But what happens now? The same jkory repeats itself with
fodder, and as you can understand, for the same reasons.

The production of fodder drops and the government is again
faced with a dilemma. So the goveinment arranges new hear-
ings, to find out what is wrong vith fodder production.

And 1t gets an explanation from the producers of fodder
precisely like the one it got from the milk producors; So

the government must go a step farther, since it does not

want to abandon the principle of price control. It determines
maximum prices for producers’ goods which.are necessary for

the production of fodder. And the same story happens again,

Afhe government at the same time starts controlling not only

milk, but also eggs, meat,lnd other necessities. And every

time the government gets the same result, everywhere the
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consequence is the sama. Once the government fixes a maxe
fmum price for qbnaumsr goods, it has to go farther back

to produoedﬂj goods, and limit the prices of the produoeﬂﬂg}
goods required for the production of the price-controlled
consumer goods. And so the govornment, having started with
only a few price controls, goes farther and farther back

in the process of production, fixing maxiwmum prices for all
kinds of producerﬁ; goods, including of course the price

of labor, because without wage control, the government's

“cost control® would be meaningless,

Moreoveg the government cannot limit its interferencoe into

views
the market/only\ to)thoso things which it eonbiders as vital

necessitiss, like milk, butter, ages, and meat, It must ne-

cessarily include luxury goods, becauso if it not ¢

1imit their prices, capital and labor would abandon the
production of vital nocosnittqa and would turn to producing
thoio things which the government considors unnecessary
luxury goods. Thus, the isolated interference with one or

a few prices of consumer goods always brings about effects

/ /
A:-and this 4s important to reali:e;: which are even less

satisfactory than the conditions that prevailed beforesd
;ﬁfbro the government interfered, milk and eggs were expen-
sive} after the government interference they begin to disap-
pear frowm the nurket.‘ATho government considered those items
ﬁ;?:o important that it interfered} it wanted to increase
the qgantlty and improve the supply. The result was theo

opposite: @®» the ;-olatod interference & brought about

a condttton.-‘whtch';' from the point of view of the govomnont:
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.
is even more undesirable than the previous state of affairs
which the zgt!in-ent wanted to alter. And as the government
gasi Fariuen ol Fartlior, L& Wil finally sreive st & vy
of—affobno—bn-whioh all prices, all wage rates, all interest
rates, in short Qverything in the whole occonomic system

is determined by'tho government. And thas clearly is social-

isnm,

What I have told you here, this schematic and theoretical

explanation, is precisely what happened in those countries
- a PF:CC

which trtidAto ouforozanaxiuuuﬁoontrol,nnna-patoo- where

governments were stubborn enough to go step by step until

they came to the end. This happened in the First VWorld

War, in Germany and England.

Lat us .n.lyio the situation in both countries., Both coun=-
vipriancad inflation.

tries Htwfiededhn, Prices went up,.nd the two movernments ime

posed price eontrols. Starting with a few prices, starting

with only milk and eggs, they had to go fArther and fqrther.

The longer the war v&nc on, the more inflation was generated,

’

And after three ycari of war, the oorunnqi;ay-tonitlcnlly
’

as nlvayl;?olnboratod a great plan, They called it the Hin-

denburg Plan: everything in Germany (at that time) considered
1o be
’P good by the government/ was named after lindenburg.

The Hindenburg glan meant that the whole German economiec
system should be controlled bj the government: JFrices, wages,
profits,...everything, And the bureaucracy immediately began
to put this into effect. But before they had flnthho@, tho

debacle cames the German empire broke down, the -wivste bureau-
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cratic apparatus disappeared, the revolution brought its

bloody rosulta'qéthinga came to an end.

<q? In England they started in the same way, but after a time,
in the/Spring of 1917, the United States entered the war
gnd supplied the Britishvwith sufficient quantities of
everything, Therefore the road to socialism, the road to

serfdom, waullnterrupted.

‘7? Before Hitler came to power, Chancellor Bruning again introd-
uced price contyol in aor-uhy for the usual reasons, Hit=
ler enforced it, even before the war started. For, in Hit-
In Bierts ermanys there vas no PEivats SULPIRILE°wRIch dirfecei  *t1"®
from the Russian system only to the extent that the termin-

ology and labels of the free economic system were still re-

tained, Thoro still existed "private onterpriuq?./ as they
wvere called, But the owner was no longer an entrepreneur,

: ~ ”~
the owner was called a “shop manager® (’Betrtobnf&hror“).

- i? ‘ATho whole of Germany was organised in a hierarchy of ‘ﬁihrers-
—_ "2

there was tho‘hQderiazbww, Hitler of course, and then

there were ﬁthrer& down to the iuny hierarchies of smaller
fﬁ;h""% And the head of an enterprise was the Betriehs-
fihreri . And the workers of the enterprise were named by

a word that, in the Middle Ages, had signified the rot;nuo
of a feudal lords the “G;folgichafﬁ\. And all of these
poople had to obey the orders issued by an 1nat1tut19n wvhich

pesenjri #.
had a terribly long name: Relchgfubrerwirtschafts Minis-

teribm‘?r;t the head of which was the welleknown fat man,
s s TR

‘<?‘ named Goering, adorned with jewelry and -J;dcln.‘AAnd from
body of mynisters
this sbniebepbum with the long name came all the orders to
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every enterprise: what to produce, in what quantity, where
to get the raw materials and what to pay for them, /13 whom
to sell the products and at what prices to sell them., The
vorkers got the order to wofk in a definito factory and thoy
received wagos which the government docreed. The wholo econ-
‘omic systom was now rogulated in every dotail by the govern-

<q3 moent, AThe Betriebsfihrer did not have the right to take

the profits for himsolf} /K; received what amounted to a

salary, and Af he wanted to get moro (f:; exanple,| he wouldgj)

sayi "I am very sick, I need an operation immediately, and
C ;fuchrcr- of thedist). .or
the oporatlon will coat 500 Marks,® then he had to ask the

(the Gaufihrer or Sauleiter)

A ~ whether he had the right to tako
out more than the salary which was given to him. The prices
were no longer prices, the wages were no longer wvages, they

wvere all quaﬁtitattvv toerms in a syatem of socialiasm,

CH Now lect me tell you how that system broke down, One day,
after ysars of fighting, the foreign armies arrived in Ger-
many s They tried to preserve this government-directed econ-
omic system, but the brutality of Hitler would have been
necessary to preserve it and witbout this it did not work.

5 4  tning e

q ,‘And while this was going on in Germany, Great Brttatnx . 4

Secona WNor(d sz,;;idid precisely what Germany did: start-

ing with the price control of some commodities only, the

British government in the same way Hitler hnd done

Start of the war
in peace timc even beforow

step by step
Ao LonTrol 2he
sonbrotiing more and more of the economy until,.; =
war ended ,
oihAho—--, thoy reached somsthing that was almost puro social-

A

iom,
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Great Britain was not brought to socialism by the Labor
ﬁfovcrnmnt wvhich was established in 1945, Grcat Britain
beceame socialist during the war, through the government of

bich Sir Winston Churchill was the Frime Minister. The

,lLe,’f' ché:x'- ﬁovemmenWthe system of socialism which
;J

fhe‘government of S4ir Winston Churchill had already intro-

duced, And this in spite of great resistance by the people.
q AThe nationali?&tiona in Greet Britein dicd not mean very muchj

" the nationalization of the Eanl: of England was merely nominal,

because the Bank of England was already under the complet;

control of the governmont. And it was the same with the

nation§11;htion of the rallrcads and,the st?el industry.

The “wvar socialism, as it was calleéf'é:;:::::z; the system

roceeding ;f
of interventionise pracading step by stepy had already vir-

q  tually nntionau;bd the system, A’mat the system was oper-

ated by people appointed by the government made no great
dll‘(‘erance’ since these poople had to obey the governmontﬁ'}
orders ;n svery respoct. As I said befors, the system of
the German l!uh‘retaliud the labels and tks terms of the

rec mariKet
capitalisticYeconomy, But they meant something very dife-

q forant,"thei-o were now only government decrees, A’l‘his vas

also true for the British system., W¥hen tho conservatiwe
party in Britain was returned to power, W sowe
of tb;n coﬁ%ﬁ"?:v;:;.t Britain we now have attempts
from one side to retain &heese controls and from the other
sido‘to abolish them. (But one muast not forret thn5 in Sng-
lmd).ﬂl-_o oonditipnn tmbay are very different foom %ws con-
ditions '1n muua.) The same is true for other countries
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which depend on the importation of #d¥sben food and raw
Wﬁ

materials and therefore jswet oexport manufactured goods,
Countvies depending heavily o ;
r:?:‘ha export trade, a system of government control simply

does not work,

Thus,

as far as there is economic freedom left (and
. & MM—
there 1:i-ubltaut1a1 freedom lmft in some countries, feor

A€
oxempie, Norway, England;swd S\ndon)) shbo=fposdon axints

because of the negessity to retain export trade, Earlier,

I chose tho‘pin-plo of milk, not because I have a special

proforguoo for milk, bug because practically all #iss governe

nontézrbr -§|t of th¢€27tiiiiiim in recent deoudei,-ullh,ﬁéﬁqu

48 regulat of milk, egg or butter prices.

I want to refer, in a few words, to another example, . and
that 1§ ‘rent control., If the govermment controls rontfw;no

. otherwise
result is that people who vouldhhnve moved from bigger apart-

ments to sinllo: ones vh;g??:ntly conditions changed, will
no longer do so. rof example, consider parents whose children
left home when ghoy came into their twenties, married or
went into othofféttioc to work. Such parents used to change
their apartments and take smaller and cheaper ones. This
necessity disappeared when rent controls were 1.po-ed./\?n
Vienna, Au-@rta, in the early twenties, where rent control
wvas wolleestablished, the amount of money that kho'l-ndlord
received for}an average apartment under rent control was
not more than twice the price of a ticket for a rido.on the
city-owned street cars., You can imagine that people did

not have any incentive to change theilr apartments. And om
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the other hun@,there was no construction of new houses.
Similar conditions prevailed in the Untted States after tle

Second Wor(d Wazonttnulng 4n many cities to this day.

One of tho.-nln reasons why many cities in the United States
are in such great financial difficultlés is that they have
rent control and a resulting shfzzzgo of housing. So the
government has spent billions roﬂ\buildingAnow houses. But
vhy was there such a housing shortage? The housing shbrtngo
developed for the same reasons that brought milk shortages
vhen_ there was milk price control, That weanst when the’

government interferes with the market, it is more .and more

driven towards socialism, And this is the answer to those

A
people who says “we are not socialiasts, we do not want the

government to control everything. We realize this is bad,
But why should mot the government interferc a little bit

vith the uarﬁot? Why shouldn?t the government do away with
some thinges which we do not like?* A‘l‘hoaef:c_:p/lg_,ngﬁ#

cortatwweaeures——They ‘talk of a "middle-of-the-road"

policy. What they do not see s that the isolated interfer-

ence, vhich ﬁonﬁ- the interference with only one small part
of the ocononto')ygtem, brings about a situation which the
govemnment ltnelgzrand the peocple kho are asking for govern-
ment 1ntortoroncg;- or worse than the conditions they
vanted to abolish? }%o people who are asking for rent con-
trol are very angry when they discover there is i shortage
of apartments and a shortage of houalng.‘ABut this shortage

of hbustng was created precisely bj government interference,
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by the establishwment of
esobebrtshrtwe rents below the level people would have had

4‘— to pay in a free market, A‘Iho fdea that there is a third

X,

system_ _between socialism and capitalism, as its supporters

>

e
el ‘ uy--f a -y-u-m as far avay from socialism as it
- il avoids +ht disadvantages

ir from cupttanu but retains the advantages! of each .of -’-—)

I|

thesa-systemn M«a non=

)
sense, Peoople who believe thero is such a mythical 'system

can become really poetic whon they praise the glori of

interventionism, One can only say they are nlut@ker{. The

. which €they praise

government 1ntorroronoo ﬂay—un—puud.ne brings ab t con-

ditions vhich they themselves do not like.

S agnt o )

5 AOne of the problems I will deal with later is protecttonlsm.

The government tries to isolate the domestic market from
ra;se )
the world market, It introduces tariffs which ua.afvch. do=

* ‘ mestic price of a commodity above the world market price,
‘ malcin
.u.-.ﬂ. it posntblo for domestic producers to form cartall.

The_castsls—are—then-attacked by he govommenté:%
mmumu tho-o conditions, .nufi.nn\,
<ﬂ legislation il neceassary.” ,\‘mtl is precisely the -1tu.tton

with most of the European goveénmonta. In the United Stnto-)
there are yet other reasons for antf:%ruat legislation and
the government'!s campaign against t?e apectfile) of monopoly .,

c*f It is absurd to see lhi govornuonéi&hioh creates by its own
intervention the conditions n-king possible the omor&onog
of domestioc cartel-ié point its finger at business saying:
n:hefe are cartels, - 5143 A government 1ntorforoncg with
business is necessary.¥ ‘It would be much simpler to;avoid

cartels by ending the government®s interference with the

PP X P
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market!which makes these cartels possible.

The

q" Fwde L1dea of government interference as a "solution® to

any economio preble//oadc, in every country, to conditions
whaety, at the

vhtchvnnt-t!, loalt. are v.ry unsatisfactory and often quite
chaotic. If the government does not stop in time, it will

Cﬂ— bring on socialism,  Nevertheless, government interference

A

with business is still very popular. As soon as someone

\

does not liko nouething that happens in the world, he says:
M afrout AL,
'tbe govornmnt ought E M that do we have a go-

nmont for? . The government should do 1t.® And this 1-

a characteristic remnant %gpaa; ages, of She ages preceding

modern freedom, modern constitutional govemnant,'\reproson-

q tative government or nodom ropublicantnm./‘ror centuries >

-—-

there was the dootrino’\ ulntntnod and accepted by everyone,'
that a k’.l’g an anointed ktn’ . the messenger ol‘ God; he
hap’ more wisdom than his subjects, and he hay supornaturnl
povwers, As l‘ebde as the beginning of \he century, peo=-
Ple suffering from certain diseases expected to be cured
by the Paysl Koush, by ths hund of the Kings Dostors tee
usually better, nevertheless they had their patients try

7 the klnga This doctrine of the oupeiiority of a p%toernal
government, of the aupematural and superhuman powers of the

Jradsaily

hereditary kingl{\dlc.ppourodn or at least we thought Ohtb
ttdide But 4t came back again, &AW :horo vas a German pro-
fessor named Werner 80mba$} (I mew him personally very well),
who was known the world over, who was an honorary doctor
of many universities and an honorary member of the American

Thod professor which :
Economic Assocliation, wrote a boqk,aud—th“—book is a-
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vailable in an English translation, published by the Prince-

ton Unlversity Press. It is available also in a French

P ] trnuluti.on and probably also in Rpmlsb.’innguqo
m /t loa-t X hope it is available, because thén
you can check vhat I em saying. In this book, published

in our century, not in ega=sl the %nrk (Pol, ‘sir’ Uyrnor S om=-
ba"t a professor of economics, -lnply says: ““The F,wkmfu)

" 4
oun Fihner "-': he means of oouru,nitlor—; getl hie orders

directly from God, rh: Fihrer of the Umnirverse." I spoke of-
Jushrers poarkiir, AT T memtionadt

this hierarchy of the Iuhpess, and in this hurarchy,oc—ﬂu

i ee b '3“-‘ ®
Eshrovsy lu.tlora:-v the "ouprou ’M &A. ac-

e ’ + futhnens '’
cording to Werner Sombarg, a still higher Rubeesry God, the

fuechner S
Bubper of the Yniverse. And God\gives his orders directly
. t
to Hitler. Of course, Professor So-bar;( said veyry modestly;
*We do not know how God communicates with the Puhrer. But

the faot cannot be denied,."™

Now, if you hear that such a book can be pubn-'hod in the

Gomn Img\u‘o. the langugge of a natton wvhich was once j‘ww
nsee

w
ul-l-ot “the nauon ot phtlouphorl and poets,’ and Af tlomr
e translated into tmglish and French, then yotw. will met be aste

vén
ished at the fact eh.tf'.__lﬁ:tlo bureaucrat considers him-

solf @ wiser and better than the citiszens and wants to
(even though he
intorfere with everything, L. W@ is only a poor little bureau-
onel FA -

: -t
craty Jde—te not the famous Professor Werner Sombard, Honor=

ary member of everything., ,Is there a remedy against such

V)

happcnlng'? I would say, yes, there is a remedy. And this
ower of the

remedy is tﬁo’oiulon-’ thoy huvo to provont the establish-

ment of luoh an .utoor-uo rogtu ﬂut nrroguto- to itself
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a higher wisdom than 'the average citizen_ dwwes This is the
fundamental difference between freedom and serfdom, _ The

. . N\
socialist nations have arrogated to themselves the term

democracy. The Russians call their own system a People's
Democracy; they probably maintain that the people are
represented in the person of the dictator. I think that
one dictator, here in Argentina, was given a good answer.
Let us hope that all other dictators, in other nations, will

be accorded a similar response.

60
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INFLATION

If the supply of caviar were as plentiful as the supply of
potatoes, the price of oavtnrzé that 15, the exchange ratio
between caviar and money or caviar and other commodttion;?
would change considerably, In that case, one could obtain
caviar at a much smaller sacrifice than is required today.
Ltkoviso:t%bo quantity of money is increased, the purchasing
pover of the monetary unit decreases, and the quantity of
goods that can be obtained for one unit of this money de- .
cronuc...loo. :
prteenchs

When, in the #64h century, American resources of gold and

’

silver were discovered and exploited, enormous quantities

of the pro.otouq me tals vonWto Europe. The re-
sult of this increase in the quantity of money was a general
toné?i??')o an upward movement of prices, In the same way,
today, when a government incroases tho quantity of paper

money, the result is that the purchasing power of the mone-

tary unit begins to drop, and so prices rise, This is called

inflation. . Unfortunately, in the United States, as well

A

as in other countries, somo people prefer to attribute the
cause of inflation not to an increase in the quantity of

uon:zc bug rather, tg the rise in prices,

However, there has never bemn any serious argument against
the economic interpretation of the relationship betﬁeon
prices and the quantity of money, or the exchange ratio be-

tween money and other goods, comnodittoo’nnd services.

Under present day technological conditions there is nothing
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easisr than to print pileces of paper upon which certain mo-
netary amounts are printed, In the United States, where

all the notes are of the same sisze, it does not cost the

government uori,to print a bill of a thousand dollars than
it does to print a bill of one dollar, It is purely a print-

Aing procedure that requires the same quantity of panér and
ink.

q In the Aﬂbh contury, when the first attempts were made to
issue bank notes and to give these bank notes the quality
of legal .tundf;x;-_ﬂnt is, the right to be honored in oxch‘unge
transactions in the same way that gold and silver pleces
were honoredﬁ/ the governments and nations believed that
bankers had some secret knowledge enabliing them to produce
wealth out of mothin When th ts-of th et&huew{:k

Be en the governments-of the

century vorotn finanoial difficulties, they thought all
that=was» needed was a clever banker at the head of their
financiel management in order to get rid of all their dif=-

d‘, ficulties, Some years baforo the French rovolution. when

A
the royalty of France was in financial troublo, the /l(ing

# Soucht cuwk Awch
of ¥rance
:j: QAuﬁ'afqmoculbd,Jhau»ﬂbtm.JL74~
nprgblama was to.fimd' a clever banker, And—se—he—appointed.

pos:i iom, 1 ,

cxEmesmst, 1his manrn every regard, was, the ovposite of

the people who, up to that time, had ruled France. Tirst

of all he was not a Frenchman, he was a torelgnor;-} a Oen-
ovese, Segondly, he was not a member of Bhe aristoocracy,

he was a simple commonor. And what counted even more in

eighteenth

<84h century France, he was not a Catholic, but a Protestant.
Necker the

SA:« 70 Nonsieur Nesker, Ske father of the famous Madame de

E I—1
» became the )(mhtor of m. and everyone cxpootod /%,«m
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bwf%y-_Akdaﬁs greatest mistake having been hi: attempt to finance

aid to. the American colonists in their war of independence against

England without raising taxes. That was certainly the wrong way to

g0 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 spedial conditions, by bor-
rowing it from people who have the monay). But many govern-

~ments, we can even say most govornments, think there 1s ar-

C
other method for getting the needed money; md-t-hﬂ—i—oo sim-

ply » print it,. , -
/;[f the govornmont wants to do nomethingm benaficial
/
M/—W- 1!‘, for exumple, it wants to build a ho:p‘ltal--
for thio project
Atsem the way to find the nocded uonoylis to tax the oitt:ont

buyld
and beddi# the hospital a'wtoe- Xox revanues. Then no special

prioe revol_ution”wlll occur, Mwhen the government

cotbecta

opeonds ,money for the coustruction of the hospital, the ci-
—-}uwwy = (Ao /tacluce .

tizensH wheo-thave puid the tuxou"nre forced® to—spend—less.

The individual taxpayor is forced to restrict either his

consumption, his investmants or his savings. The government,

m?:m the market as a buyer, )29"_?"_"__“-’ the indiyidual

L ‘ b P

citizen: uizmn the citizen: -nm.n.‘ less,! the government .

o G, :

Lo—mng more. The rovarnmont. of course, does not always

buy the same goodl which the citizens would huve bought) E

ﬁut_ on the average. there occurs no rise in prices ump}y

2 conalwwclon
W a hospital.

/\I choose this example of a hospital precisely because people
sometimes ily,', “It makes a differenca whether the government
uses its money for good or Afor bad purposes.” I van.t to
asaumo‘;that the goverﬁment always uses the money which it
has printed for the best possible purpos'os/-‘:- purposes with

vhich we all agree. For it is not the way in which the
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money is spent, it is the way in which the govemmentw OAW
w this money that brings about those consequences we
call tnflntion cnd which most people in the world todny do

not considor as bennficinl.

For examplo,'vtthout inflating, the government could use
the tax-collected monoy for hiring new employees or for rais-
ing the salaries of those who are already in government ser-
vice. Then these people, wvhose salaries have been increased,
anre

wiilt—be in a position to buy more. vhen the government

Zo imchreare The salorise
taxes the ctti:onn and uses this money fep—an—increase—in-
th‘_pnyntnt of government employees, the taxvnyaré have less

to spend, hut the government employees have monre., Prices

~not:
in general vill\[lncrea.e o

But if the government does not use tax money for this pur-
pose, if 1t uses freshly printed money instead, it means

that there will be people who now have more money while all
other people still have as much as they had before. So those
who roeatvoh the newly-printed wmoney will be competing with
tﬁo-e people vhd wers buyers hefore. And since there are

(There wore provieudty . :
no more comoditlos than but there 1s more money on

the mnrket‘4 and since as—sas—cuonssguenee there are now people

Rave
who can buy more today than theyczzﬁfa4::;w;ictorday"thero

will be sn additional demand t%%o w of goods.

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
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a general upward movement of what has been called the "price leveuﬁ}/
The A
B3 metaphorical expression "price level” must never be used,

Yhen people talk of a "price levolqj they have in mind the image
of a level of a liquid which goes up or down according to the
increase or deéron-o in its quantity, but which, like a liquid
in a tank, always rises evenly. But with prices, there is no
such thing as a '1ovolﬁ9 Prices do not change to the same ex-
tent at the same tlpo. There are always prices that are chang-
ing more rapidly, rtotng or falling more rapidly than other

p&ieo-. There 19 p.xca-on for this.

Consider the case of the government employol?who receivad the new

money added to the money supply, Thsy do not buy today precisely

wm aa,:z:z: ool
the same commodities and, the same quantities

A
yesterday. The additional money vhich the government has printed

and Wnto' the market is not used for the purchase of all
commodities and aerv}cos.‘ It is used foz the purchase of certain
commo es, w‘?io otho:hégﬁztzitio{(ffiii remain at the prices thet
provniﬂzi. before the newv money was put/2:19 the market. There-

A H
fore, when tnflatton starts, Qh-e‘z%éfg:i::fi; groups within the

that
Population who are affected by this infletion)in g different vay .« e
Lot >
he new money oomes first,

ye o o 4

EGze galn a temporary benefit,

For—sxmmpis, when the government inflates in order to wage a var,
=

it has to buy munitions, and the first to get the additional

money are the munition industries and the workers
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- @f thess indu-triaq. These groups are novw in a very favor-
able position. They have higher profits and higher wages,
their business is movings VWhy? BDBecause they were the first
ﬁ;g to receive ;ho‘nddittdnal money., And having now -oroﬁ-onoy'
| at their disposal, they are buying. And they are buying
from other people who ;re manufacturing and selling the com-
T} modities that these mﬁnttion wmakers vnnt./\Those other peo-

ple form a second group. And this second group considers
inflationu;:cvery good for business. VWhy not? Isn't it
vonderful té‘-oll more? .For example, the owner of a restaur-
ant in the neighborhedd of a munitions factory says: "It

is really marvelous ! The munition vorkers have more money ,
there are many more of them now than before, they are all

patronizing my foltuurunt. I am very happy about it.," He

o does not ses any reason to feel otherwise.
et i ox B [%

ﬁqp The situation 4s this: those people to whom the money/ came
tirnt[ﬁ;;;lgggln higher income and they can still buy many
commodities and aorvtcos'at prices which correspond to the
previous state of the market, to the condition that existed
on the eve of tnflnttoe,1i§t:Z:EE££:£gizﬁgro in a very fa-
vorable position. And thus inflation continuo- step by step,
from one ¢r§up of the population to another. And all thoseoﬁ#ggifg
to whom the additional money comes at the early ntago
bonofitoe,becguue they are buying some things at prices atill
corre-pondthg to the previous estage of the exchange ;atlo

between money and commodities.

4& But there are other groups in the population to whom this

additional money comes much, much later. These pooplu are
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Qggﬁzn an unfavorable position. Before the additional money

comes to them they aro forced to pay hichor pricos than they

id 2 - -
before for some'or Practically| for al17of tho commo-

ch
%SL.&ﬁi. while their income has remained

ditics they'v-néqd to
the same, orvhaq not increased proportionately with prices.
Consider for instance a country like the United States during
@R the Second . - _

AWorld Wa;; on the one hand, inflation at that time favored the
munitions workers, Hheummittiteons<wepierss 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 inflatiqn were the
teachers and the ministers. '

q? 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
renalized 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 corpofations finally discovered
that, after all, one should also raise the salaries of these
dedicated people, the earlier losses they had suffered still
remained.

1‘;? For a long time, they had had to buy less than they did before,
to cut down their consumption of better and more expensive foods,
and to restrict their purchase of clothing--because prices had

already adjusted upward, while their income, their salaries,

had not yet been raised. (This situation has changed considerably

ﬁq today, at least for teachers.)

There are therefore always different groups in the popula-



tion beinpg affected differently by inflation. For some of
them»inflation is not so badjy they even ask for a continua-

tion of 4t, because they are the first to profit from it. é

Ve will -oo in tho next lecture whck=tu:Ihpo;tan*-;dI:’:;::_-m

)
unovonnoss<if/;he consequences of inflatio p%ay-ta-¢hs

%& pelitics
wdibtes that lead towards inflation, , %{é&&

1? Under these changes brought about by 1nflatloq)we have groups
who are tavorog‘ and groups who are directly profiteering.
I do not use the term "profiteering"” as a reproach to thesec
people, for Af there is someone to blame, it is the goverﬁ-
ment that oatabliahod¢1ho inflation, And there are always
people who favor inflation, because they realize what is
going on sooner than other peovle do., Their special profita
are due to the fact that there will necessarily be unevenness

in the process of inflation,

<H . rhe government may think that inflation &4ﬂ1r4urbﬁof me thod

Fzﬁ-railing‘fungQZ:han taxation, which is always unpopular
and difficults In many rich and great nations, legislators
- have often discussed, for wmonths and months, the various
‘forms of new taxes that were necessary because the Parlia-
nment had decided to increase expenditures. Having discussed
various methods of gotting the money by taxation, they final-
ly decided that perhaps it was Letter to do it by tnflntlon.'
QQ' /‘But of course, the word "inflation" t:%;ot used. The polie-
tician in power vholproceodu toward inflation does not an-
n§§ﬁ998 "I am proceeding towards inflation."” The technical

we thods employed to achieve the inflation are so complicated

that the average citizen does not realize inflation has begun.



(éﬁinurtng one of the biggest 1nf1atiggl Ain history, in the Ger-
man Reich after theFirst Werdd War. the inflation was not
so momeutous during the war. It was the inflation after
fho war that brought about the catastrophe, ef—923 The
governuwent did not say: “We are proceeding towards inflation.”
T™he government simply borrowod money very indirectly from
tho ¢ontrul‘yank. The governmont did not have to ask how
the Guntral fank would find and deliver the woney. ‘The

fentral ﬂnnk siuply printed it,

na

Today the techniques for inflation are complicated by
the fact that there is checkbook money. It involves another
technique, but the result is the same. With the stroke of a
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 will be losers, it does not care that prices will go
up. The legislators say, "This is a wonderful systemi®

But this wonderful system has one fundamental weakness:

there

o Cormia ?ﬁﬂb
o L ‘Iﬁ the long run tntluttonﬂgiﬁz;;-daﬁnp. breakdown, to

i & N /
o - ﬂﬁﬁ Ceept#n EY e
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The ot
catastrophe, to a situation 11#3‘1#:* in Germany in (923,
Cn August 1, 19/4%, the value of the dollar was four marks amo(thM$
p¥¢J1nijS. Fine years and thrse months later, in Novewmber
7923, the dollar was Fegaed at 4,2 billion M/talvéd., In O'ZAUL
words, the mark was wotthiumothing. It no longer had any

value,

c?? ,\Snmo years ago a famous author wrote: ©"In the lzng run
we are all dead."™ This is coertainly true, T am snrry to
say, te==mp- But the question is, how short or long will

. ‘eighleenth : a
the short run be? In the century there was a famous
lady, Madame de Pompadour, whno is credited with the dictums
N », N

"Apres nour le deluge,'("hfter us will come the f1°°2(9-
Madame de Pompadour was happy enourh to die in the short
run, But her successor in office, Madame du Barry, outlived
the short rum and was beheaded in the long run. For many

/
people the "long run® quickly becomes the "short run";r and

the longer inflation goes on the sooner the "short run®

,L‘_)P’1—-L‘ - - (‘-/,h A

D’Q Dt Wﬂow long can the short rﬁn,la\sé‘!’: How long can a central =
. bank continue an inflation? Probably as long as people e

¥ _'ﬂiwtonvinced

/

onvinced -

S that t@he govornmfnt. sooner or latar. but certainly not
too late, will stop printing money and thereby stop decreas-
ing the value of each unit of money.

ﬁq A¥hen people no longer believe this, when they realiie that
the government will gn on and on without any 1n£ention of
stopping)«_then they begin to understand that prices tomor-

rov will be higher than they are today. Thnn they bepin
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buying at any price, Insvitably vrices s go up to such heights

that the monstary sysérm breaks down.

which
4? I refer to the case of OOHnnny beeause. the whole world wvas

vatehing,wh.#-hqpponod—thtrt:h‘Hnny books have described

the events of that time. (klthough I am no German, but an
Austrian, Iv-nv everything from the inside: In Au-trif)con-
ditions were not very different from those in Germany, Nor
were they much different in many other European countries.)
For several years, the German people believed that their in-
flation was )ult a temporary affair, that it would soon come
to an end. They believed it for almost nine yeur;. until

and aa
the summer of 1923. Then, finally, they began to doubt. &8st

2 .
the inflation continued, W—mrﬁv-"ﬂ“‘—bﬂw
NGl 2

M—A-t—uouu—gc-ou—f-omm—‘mmﬁm people thought it

£ wviser to buy everything available, instead of keeping
money in their pockets. Turthermore, they reasoned that
one should not give loans of money, b&t on the contrary,

that it was a very good idea to be a debtor. Thus inflation
continued

on’
Am feodfing Ltself,

?? And it went on in Germany /exactly|luntil /Auguat 28, 1923,

The masses had believed inflation money to be real money 4
ﬁut then‘tboy found out that conditions had changed. At
the end of the German tnflatlon;I;\l-%i’fQZB. the Geraan .
factories paid their workers every morning in advance for
tho day. And the working man!came to the factory with his
vifo;uné handed his vago-;é all the millions he goe;; over
to her immediately., And the lady immediataly went to a shop

to buy somethking, no matter what., She realized what most
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people knaw at that timozc that overnight, from one day to
another, the mark lost 50% of its purchasing power. Money,
like chocolate on & hot oven, was melting in the pockets
=€V MDA
of the peoples, This last phase o%’lnflntton,_nt—anu:ag+_
asd

eould not last longj After a few days, the whole nightmare
‘was over Iﬁo mark was valueless and a new currency had

fo be established.

il Lord Keynes, the same man who said that in the long run wve
are all dgnd, vas one of a long line of inflationist authora
otkiﬁ:\%!thgeontury. They all wrote against the gold stan-

dard. VWhen Koyno- attacked the zold standard, he enlled it
a "barnbarcus nebic.”

Mm And most people today consider it 5

taata&##o*tlnﬁzzzf;eturn to the gold standard. 1In the United

States, for instance, you are considered to be more or less
@ a dreamer 1f‘¥ou say} *Sooner or later th;kgpltod States
<R will have to return to the gold -tdnd-rd.'/AB-t the gold
standard hag one tremendous virtue:t the quantity of the
woney -upply under the gold ntnndnrd is independent of the
policies of govornnent- and political parties. This is 1tg
el advnntn‘go. 1t ia@:rotoouon Lyemee spendthrift g'overn-
omenls. Ig undeyr the gold ltundnrd). government is asked to
spend money for something new, the ﬂinlstor of/fin-nce can
says “And yhoro do I get the money? Tell e, firng,how I

'will find the money for this additional expenditure."

Rt B\t under an inflationary 'Y'“M}WW
= _por ’.‘.,Lr’hélclcﬂs Zo o

nothlng is simpler' than to order the government printing
¢ mueed fov Thetr projects.
office to provide as much money as We=nmneedy Under a gold

Aas a mueh. ALellin ebhastce 35
standard, hoummsamy sound govurn&?iF‘Eo—-ueh—-ofo—pv'tztniy
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7S
b»eERuas its leaders can say to the people un%\tho politicianst
umlecs AL frmerntane
"We can't do 1t.nt¢haa#=tnoroao#ng taxes.” But unda41nt1a-

tionary oonditlont. people mequire the habit of looking upon
the govermment as an institution g:;::i.o,ltmttlo-- moans

at its disposal: ﬁ%olft.to. the government, can do anything.
Ir, for in-tanéq. the n‘tlon wants a new highway system,

the government is expected to build it, But where will Almy "

agot ;Eo money?

/

(¥? One could say that in the United States today,and even in
3 4

A
the past, under lcltnloy;’tho Republican Farty was more or

less in favor of sound money and of the gold standard, and
the Donocrattc‘furty vas in favor of inflation. Of course
not of paper inflation, but of silver inflation.

Qz;w
Bt it vasla Donoornuc /}‘uudone of the United States,

1 8805
President Olcvoland, who at the end of the eighties vstoed

a decision of conxro-o,=uhtch=-antt& to give a small -u‘tfi
# about #lo oooA to help a community that had .u!'tcrcd
soms disaster. And Pro-tdont Cleveland justified his voto
by vrtftnga 'Uh;lo it 1i»e tha‘duty of the citisens to sup-
port the govo:ﬁﬁont. it is not the duty of the govo;ndQne
to support thp‘citlsona.' This is something which every
statesman obodld vriﬂi;gn_ggg wall of his office to show

to people who come aokln‘”ﬁgffnoney.

I am rather embarrassed by the necessity to simplify these
problems. 'Thoro are so many complex problems in the mone-
tary system and I would not have written volumes about them

Af they were as simple as I an describing thems here, But
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the fundamentals are precisely these: ‘x? you increase the
quantity of money, you bring about the lowering of the pur-
chasing power of the monetary unit, This is what people
wvhose private affairs are unfavorably affectod do not like.
People who do not benefit from inflation are the ones who

complain.

If inflation is bad and if people realize it, why has it

become almost a way of 1life in all countries? Peopleo—in

even some of the
Counlnies that =
rlcboltA -u(fcr from the—same dlaoz:i:>

(;;:Unitod States today is certainly the richest country

in the world, with the highest standard of living. But when
you travel in the United States you will discover that there
is constant talk about inflation and about the necessity

to stop 4t, But they only tal;j;:thoy do not act,

To give you some facts: /Xttor the First Werld Way, Great
Britain returned to the profvnr gold parity of the gold stand-
ard. That -qaﬁb it resorted to deflation. We do not have
time here to discuss the reasons for this. But the unions

in Great Britain were unwilling t§ aocept an adjustment of
vage rates to the higher purchu.ing'povar of the monetary
unit, even though real wages were raised considerably by .
thig mone tary measure, Bo&nnao Great Britain is a predoa-
inantly industrial country thit has to Lmport its rav mater-

ials, half-finished goods, and food stuffs in order to live,
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and has to export manufactured goods, this was a serious

catastrophe for England. Because of dono-tic aaflntlon)

Englend could not afford to byy as wuch food and rav mater-
Y »{.WW

ials as ehe had bought boforgn_

Since British goods were too expensive on the (orotgn -arkot,

export Aincowme declined: Great Britain priced éfﬁft&f out

of the world market,

The unions could not be defeated. You know the power of a
union today, It has the right, practically the privilege,,
to resort to violence., And a union order is thoroforg,

let us say, not less iamportant than a government decres,

The government decree is an order for onforcement for which

enforcement <-:—! the police z;
the vielerwd apparatus of the rovornmongAia readx

UL
peitae, You h‘-=to oboy the government decreo, othervlno
you will ﬁIEtn difficulties with the polico.

Unfortun.toly we have now, in alwmost all countries all over
the world a sesond power that is in a position ve=sasurt
\em"etiu labor unions. The labor unions dotomino
. : .

vages and the strikes to enforce them in the sa-o.vuy in
which the government might decree a winimum ;ago-rntoo

I will not discuss the union question nowj} I shall deal
with 1t lntgr. I only want to establish that it is the

union poltcﬁ}to ralse vcéo rates 222!2 the level wivkgh they

would have on an unhampered market. As a result, a consider-

able part of the potential labor foroce ohn/::I;Lpo onploygg)

by pobplo or industries whe are propnrod to suffer losses.

Obviously, this is unrealistic, So the result is always un-

—~—v e .'...-q
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enwloyment, because the setting or wags rates above the
level they would have on tiic unhampercd market always re-
sults in the unewmploymont of 2 considerable part of the po-

tential iabopr force.,

In Groat Beritain tho result o7 high wage rates enforced by
‘the labor unisne was lasting unc:ploymwdt) prolonged year
aftor yoar.. Millions of wirkers were unemployed, production
figures dropped. Lven expertS were perplexed. 1In this si-
tuation the Bgitilb‘govornmont made a move which Lt con-
sidered an indisponscble, emergency meaesucre: it devalued’

Lts currency, ‘- :

The result was that the putgkasing powes of the money wages,
upon which the unlons had insiltcd7 was nc longer the same,
The real wagos, the commodlty wages, were roduced, Now the
vorker oJtTijh-iyzbngzggilgthiu=hn=haé been able to buy be-
fore, even though the nominal wage rates remained the same,
In this way, it was though:, real wage rates would return

to free market levels and uneawployment would disappear,
ﬂghl. ae.turo;¥ dovaluntton;} vas adopted by various other
countries, by France, tyo Nethorlnndﬂ and Belgium, One coun=
try even resorted twice te this measure within a period of
one year and a half. That country was Czechoslovakia, It
vas a lurroﬂﬁlkicul me thod, let us say, to thwart the power

of the unions. You cc¢uld not call it a real success, however.

$eoner—or—iabery after a few years, the people, the workers,
even the unions, began to understand what was going on.

They came to realise that currency devaluation had reduced
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their real wages. The unions had the power to oppose this.
In many countries they inserted a clause into wage contracts
providing that money wages must go up automatically with

an increase in prices. This is called indexing. The unions

became index conscious. So, this method of roducing unem-
ployment that the government of Great Britain started in
'93);; wvhich was later adopted by almost all important go-
vernmontaﬁ{ this method of "solving unemployment® no longer

works today.

(Lord KCY’ICS unfortum

A -ﬁ Anrorsunataip, Im 1936, Lerd—Keynem, in his General Theory
’ ' /
o of Employment, Interest and Money,yédlevated this hathod;;

those emergency measures of the period between 1929 and 1933
ﬁ;to a principle, to a fundamental system of policy. And
he Jjustified 1£ by saying, in effect; "Unemployment is bad.
If you want unemployment to disappear you must inflate the
CL‘ currency."/\ue realized very well that wage-rates can-be
too:high .for. the.market, . .that is, too high to make it pro-
fitable for an employer to increase his work force, thus
too high from the point of view of the total working popu-
latioéé%rﬂlth wage rates imposed by unions above the market
level, only a part of those anxious to earn wages can obtain

A
Cﬁ Job'ﬁﬁ And Keynes said, in effectg “CertainlyA unemployment,

mcai-ﬂmemthYﬂ!ﬂf)\prolongod year after yent,ln a very un-
--tilractory.condltion.“ But instead of suggonting that
wage rates could and should be adjusted to market conditions,
he sajid, in effect: "If one devalues the currency and the

workers are not clever enough to realirze it, thdy will not
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offer resistence against a drop in real wage rates, as long
as nominal wage rates remain the same."™ In other words,

Lord Keynes was saying that if a man gets the same amount
of sterling today as he got before the currency was deval-

ued, he will not realize that he is, in fact, now getting

‘less.

q—’ In old fashioned language, Keynes proposed cheating the
workers. Instead of declaring openly that wage rates must
be adjusted to the conditions of the nrkot%—/'bocauae, i
they are not, .a. part of the labor force will inevitably re-
main unemployed ;'.’ trstewd—of—saying that, he um‘, in effect:
*Full ouploj-ont can/G;;;\PO roacho&)if you have inflation.

Cheat the workers." The most interesting fact, however,

is that when his General ‘méory was published it was no long-

er possible to cheat, bé_c_adu people had already become index

conscious. Bc_xt H{\C goal of  full eurploywesk renmained .

- IéL has Zodo with
,<ﬂ What dqol full opployuené'noan? -qufhe unhampered labor

Friet, 1s

not manipulated by the unions

or by the
RN TR P 5

S L e T

-ers

Sombesiesds. CIf there is an increase in the demand for labor,

the wage/d/l\:gll be g;gater, and if fewer v.orkers are needed, the

.

pregp———— e —
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wagee w%%} be % %: G v &aﬁt?
e

Al
CﬂF The only m od by which a "full employment" situation
can be brought about i%7t£e maintenance of an unhampered

labor market. This is valid for every kind of labor and for

every kind of commodity.

CH Alhat does a businessman do who wants to sell a commodity
for five dollars a unit? When he cannot sell it at that
.prico, the technical busineas expression in the United States ia
' the inventory does not move.' But it must move. He can-
not retain things because he must buy something newj fashions
arcAchlnging. So he sells at a lower price. If he cannot
sell the merchandise at five dollars, he must sell it at .
four. IXf he cannot sell it at four, he must sell it for
three. There is no other choice as long as he stays in
business. He may suffer losses, but these losses are due

fo the fact that his anticipation of the market for his

product was wrong.

<H It s the same with the thousands and thousands of young
people who come every day from the agricultural districts
into the city, trying to earn money. It happens so in every
industrial nationg) aiso—here—inArgentinas In the United Stalee

Xhey come- to town with the idea that they should get,

say, a hundred dollars a week. This may be impossible,
So if a man cannot get a job for a hundred dollars a veek,
he must try to get a job for ninety or eighty dollars and

)
perhaps even less, But if he were to sayvﬁ as the unions

do;r "one hundred dnllars a week or nothing," then .OHQZ:EZAZT

the—psopie=wt¥t remain unemployed. (ﬁany do not mind being
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Tt @nseiee co : W @ e
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unemployed because the government pays unemployment bene~

flte ut of special taxes levied $f00 the employereA bene—

that et A
f+ta—4$hat are eometimee as high as the wages the

anU&tuh£CLOh¢/f wrtit Ligtloyod . )

ma
@ colasw g
Because! people believes that full employment can -esmdyg be at-
tained/by inflation, inflation is popular in the United States.
Bt

People are discussing the questiongj ghould we have a sound

currency with unemployment or inflation with full employment?

This is in fact e/\ivery vipcious enalysls) %

To deal with this problem we must raise the question: How

can one improve the condition of the workers and of all
ua/“
other groups of the populatlontj\ ma is, shall the

market determine wage rates or shall they be determined by

union pressure and compulsion? 222.4iaé%ﬂhﬂug_cAL
/fgw(w{mam W

This mistaken anelysis of the problem is argued in

England, in European industrial countriéé and even /‘,
4 i L

in the United States. And some people say: "Now look,

‘even the United States is inflating. $¢hy should we not
do it also."

ZiﬁTo 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 ne
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. >x(



The fundamental argument in f
brought forward in the United y
other European industrial coun
"Now look, even the United States is inflating.

we not do it also?"

T of inflation is
in England, and in

es. Some of them say:

Why should
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“" The molst important thing to remember is that inflation is
not an act of God, that inflation is not a catastrophe of

the elements or a disease that comes like the plague. In-

-

/
flation is a policy.- A deliberate policy of people who

M it Xe te a
resort to inflation because they consider iaflabbow=pssa
lesser evil than unemployment. But the fact is thag in the

not very long ruﬂ,intlntion does not *cure unemployment.

CF%' Inflation is a policy. And a policy can be changed. There-

fore, there is no reason to give in to inflation. If one

aﬁﬁ' . d R LALﬂbaﬂ~buﬁou//&>ﬁ&ﬁbﬁhﬂwﬂ&"éjf.C»hL
w w inflation as an .-v_u,;-—.n,d—i—.nno—hh.t_-m.‘-
i SR W -t G | A
b L v p X

[

Sma-bas %o atgRinflatiner—ene ‘nas to balance the budget -

of the government. Of course, public opinion must support

thisg the intellectuals must help the people to understand.

Given the support of public opinion, it is certainly pos-
sible for the people's elected representatives to abandon

the detzimentald policy of inflation.

CF? We must rouonbor‘thas in the long ruh)vo may all be dead ’
and certainly will be dead. But we should arrange our
earthly affairs, for the short run in which we have to 1ive,
in the best possible v;y. And one of the measures necessary

for this purpesc is ¢o abandon inf/at}onar\/ polic.’cs.,
infleation.
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Fifth Lecture

FOREIGN INVESTMINT

Some people 0111 the program of economic freedom a negative
program, Thoy -.y: "What do you liberals really want? You
are against aociallcm. government intervention, inflation,

-1abor union violence, protective tariffs.... You say 'no’

to everything,.”

I would call this statement a one~-sided and shallow formulation
of the problem. For it is possible to formulate a liberal
program in a positive way, If a man says. "1 am against
censorship,” he is not negative; /ﬂ; is in favor of authors’
having the right to determine wvhat they want to publish with-
out the interference of rgovommontm This ia not
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 oid classical sense of

the word~) A@Z%Ez1

able dtfto;baco-vc!tlttu' in the standard of living

many
Mg “MJ’.
countries)y Two hundred years ago $isoconditions in Great

Britain were much worse than they are today in India. But
the British in 1750 d4id not call thens,lves "undeveloped®™

or 'bnckvchﬂj because they were not in a position to com-

pare the conditions of their country with

the—eonditions-
of counmAner economic satrs fac -
of—mmother—Tcoumtry in wh wvhich]conditions were more S&ttefac—

tory.
Qg:lr Today eall people who have not attained the average

standard of living of the United States believe that there ‘



a2

is something wrong with thelir own economic situation. Many
":‘! =e AL

of these countries call themselves “undevelepoed countries®

anq)ns suop,nro asking for aid from the so-called developed

A
eountrice* or ovon>&overfdovolopod countries! /

Let me oxplnin the reality of this situation. The standard

. de\ldo’u uoy

of living 1- lower in the so-~called “underdeveleped® coun-
earnings

tries because the average wage for the same type of labor

is lower in thonse countries than 4t is in some countries

of Westorn Edropo. Canada, Japan, and especially in the

United States, If we try to find the reasons for this dif-

ference, we must realise that it is essa®d¥ not due to -

an inferlority of the workers or other employees. There

prevalls among some groups of North Amorican workers a ﬁ;n-

dfncy to believe that they themselves ara better than other

pooplo;é that 1t 18 through their own merit that they are

gotting hirher wages than other people.

It would only bo ‘necessary for an American worker to visit

--

MWeri/can.
anothor couutryA let us say, Italy, trom where many' workers

e,noA in order to d;oqovor that 4t is not his personal qual-
ities but the conditions in the country that make it possi-
.ble for him to earn higher wages. If a man from 3icily im-
migrates ‘fio th. United 8tates, he can vory soon earn the
wage rates that are customary in thc United States. And

if the.same man returns to S4cily, he will discover that

his visit to the United States did not give him qualities

vhich would permit him to earn higher wages in Sicily than
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his fellow countrymen.

C{? For can onc“’oxhluin this economic situation by assuming any

inferiority on the part of ontropnnouru outside the United

I-OH& that outside of the Unttod States,
parls of Asia
Canada o YWestern Furop%tho equipment of the factories

‘and the technelogical methods employed are by and large

w.thm.«
inferior to those )ef the United States. But this is not

/{él
due to the ignoranco of the entrepreneurs &7 those obther
oountries, Thoy ku’v very well that the factories in tho
United ¢ tcte- and Canada uro much better equiped. They

themselves know everything thoy must know about tochnology.

do

snd 1f they would not kwew=it they womdd have the opportunity
ailipd Tho insiddh Rarind

to learm ‘&t from tcxt’books and £rom- tech

U‘MC“ oliadeninale

magazines

this knowledge.

Once egaini Jhe difference is not personal inferiority or
ignorance, The difference is the supply of capital, the

quantity of capital goods available, In other words, the

. Aot
~amount of capital invested per head of the population is’

greater 4in the -o-onled advnneod nations than in the =

-ﬂ"‘M
' (Ut aomeork adoud by
A businessman catmot pay & worker more than)the work or his

N
employey 8@%s to the value of the product. He cannot pay

him mere than the customers are prepared to pay for the
addiuonnl vork of this lndlvidual worker. If he pays him

-A& o"
nor.,'k“‘%-l‘!-l not recover his expenditures from the customers.

He inours lo-nq and, as I have pointed out again and again,
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and as everybody knows, a businessman who suffers losses

q0
must change his methods of business, or lss=g=es bankrupt,

CH The economists describe this state of affairs by saying
*wages are determined by the marginal productivity of labor.”
This is only another expression for vwhat I have Just saild

. O
before, It is Hhe fact that the scale of wages is determined

oomet v Al
by the edditien a man'’s work giwes—&e the value of the pro=-

duct, If a man works with bettor and more officient tools,
then he can perform in one hour much morc than a man who

; o works one hour \iith less efficiont instruments., It is
By il _ leo
: obvious that one—hundred men working in an American shoe

most
factory, equipped with the .o-t modern tools and machines,

produce \ég‘:ﬁf‘__“" oo
are—preducine nuch more in the same’ time than one=hundred

B « shoemakers in India, who are—werking with old-fashioned

e

tools in a less ;lophtatﬁoatad way .

“H The employers in all of these mem na-

tions know very well that better tools would make their own
enterprises more profitable, They would like to build more

f;'i,. ' and better factories, ‘nu:'only thing that prevents them from d""':j &
’ is the shortage of capital., The difference between the

Aenr odevclopaot- © mone oleel-
oo—otﬁod—and&rdtvvtupvd—m&ou and the seo-oalled—everdeveol—

oped nations i.s a function of time; }ﬁxe British started

ta aavi sSesasP ehm all othar nntlonn thev alsn started



to aceunulafo c&ﬁttal and to invost it in business. BEo-
cause they started sooner there was a higher standard of
living in Great Britain whoq)ln all other European countries,

~_-_.
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there was still a lover standard of living, Gradunllg all
the other nations bégan t; study Dritish conditions, and it
wvas not difficult for them to discover the reason quGrcat
Britain's wealth. 8o they began to imitate the methods of

British business.

4(  Signen othen nalioun since
started. lates and a= the British did not stop

investing capttnl,ﬁa large difference between conditions

thore f}ua.AxnudC&~m1
in Cngland and ¢onditions in @ other countries, would—have

' ‘whiieh caaadt 2he
mﬁo(ﬁoaaufart of Great BEritain seuld-net-

x. lv P

+

Yhat happened~v(§ the greatest event in the history of the
+9¢tr century, and thies means not only in the history of an
individual country. This great event was the dovelopnong)

//;;’;;rolgg iﬂ"'t“:;:xﬁﬂ_fg' ta#h century,) In 1exz,tu.

great Britliﬁ'oconomiét Ricardo'¢§111 took 1t for granted

that capital could be invested ofly within the borders of
a country, }?o took it for granted ﬁhat capitalists would
not try to iﬁfoit abroade. But a few decades lutor,'oapit;i
investment .brond began to play a most important role in
c%q, world Affdirl.INULthout capital investment, 1t would have
maliovonas frear oleveleoped Thao

been neooaa#ty for
v04optd—tu-oonpofﬁoan~ub#h Great Britain |, to start vlth
the me thods and the technology vith which the British had
Y e

sturted)in the beginn}ng and middle of the couturx,nnd
slowly, step by -togg7a1ways far below the technological '

!/
level of British economy",'" try to imitate what the British

had done.
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o

4.4 ?% Yt would have taken many,:many Adecades beafore these coun-

o trios M;ttatn the standard of technological development
wvhich Great Pritain had reached a hundred years or more be-
foro them, But tho great event that ﬁolped all theses coun- __

<¥} triea'vas fqrelgn 1nvo-tnont.lﬂforoign investment nennf that
the British capltalists invested Rritish capital in other
parts of the world, They first invested it in those Euro-
pean countries which, from the point of view of Great PBri-
tain, were short of capital and backward in their develop=-
ment. It is a wpll known fact that the railroads of most.

European countries, and also of the United States, were

built with the aid of British capital. You know that the

same happened in this country, in Argentina.

ga—_n 2 ——

-

/,' ~ e
tina. But what is not so vol}/kﬁgvn is that rnllrpuﬁh in

' - : i
‘:/gf::; part of Europe wers built, at first,

h the aid
of British capital later with capital f

ther West

Furopean countriés Ajho gas companies in alljcities of

the muck 1970s,

Europe were British. In tho—-&dd1o—of—ﬁhe—covon0£01—of—ehv-
reciaitecadtds N .

E=bh-_centupy, a British auther and poet orltlct;od his

countrymen, He saild: 'eho British have lost their old ¥i%:;r

and they have no longor any new ideas, They-are no longer

an important or leading nation in the world,” To which

Herbert Spencer, the great sociologist, answered: ®Look

at the European continont. All Buropean capitals have light

because a British gas company provides them with gns' (thie
wmwhat seems to; ' o lighting ).

vaa, of courooxuszshho age of gas 1&gh*—uh&oh—to—u-—&ppo.v;-

W -f—t—vsry—fvuvtt‘trlr——ﬁnd-!urthar answering this British




Crv‘f|c
eritigua, Herbert Spencer added:t “You say that the Germans

are far ahead of Great Britain, But look at Germany. Even
Berlin, the capital of the German Reich, the capital of <§nut/
sastwes,- . - - i - Fwould be in the dark if a British

gas company had not invaded the country and lighted the streets.”

in the same way, British capital developed the railroads
and many branches of industry in the United States. ind

of ‘courso as long as a country 1;ports capital, its balance
of trade is wvhat tha nonfccononiato ca11 "unf:vorabld?)
‘That means that gggg:n-ro an excess of imports over cxport-.
"The ro.-ouutnl.thc.'t.vbrqh;o_bnlnnce or trade® of Great
Brltniﬁg vas th&fjthq Brtt*nh f,ctorteu sent many types of
oqutpnont to the United staton. and this équipment waz net
paid for by anything otbor than sharees of American core
porations. Thto portod in the ht-tory of the United States
lasted, by and large, until the .'119905, >

But when the United 5tatos. with the aid of British captcalir
e
and lator with tho atd of Shelr own pro-capitalistic polie

‘ ncloaA d-volopod its own economio .y-eo- in an unprecedented

way, the Amoriennn began to buy back the cnpitul in stocks
they had oncovsold to foreignersa, Then the United states
bad a surplus of expoxta/over fimports. The difference was
Paid by the 1-portauon;\‘7by the repatriation, as one called

'1tﬂ of Anorican comuon stogk,

And this period lasted untll the First World War. What hape
pened later 1s another story. It 4s the story of the Amer-

ican subsidies for the bolltgﬁr;nt countries in, between,
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and after two world wars:t the loans, the investments the
United Statos made in Europe, in addition to Iﬁnd-lease,
foreign aid, the Marshall flan, food that was sent overseas,
and othsr subsidies, I emphasize thias bocausc people soxe-
times bclieve that 4Lt is shameful or degrading to have for=
aign capital working 4in thair country. You bave to realicze

that in all countries. except ¥ngland, foreign cnpital,
playeol a considevable part e

foro&ga~1nveatment‘»nd_oon6r¥butad-cons&dnaabkr—be the de=

velopment of modern industries.

If I say that foreign investment was tho greatost historié;l
event of %ﬁ?‘!ath centmry, you muast think of all those things
that would not have come into being Lf thore had not becn oamad—~
foreign investaent. All the rallroads, the harbors, the

amA
factorices and mines in Asin.Atho Suex Canal and many other

. have been Coustructed
things in the Vestern huninphero,woJIH‘EEE‘?.*'t had there
meo

It bonnAforelgn investmont.

Forelgn investment L- made in the expectation that it will
‘'not be expropriuted. Nobody would invest anything Af he

knew in advance that somebody would expropriate his invest-
wonts. At the time vhen these forelgn investuments were made

| im century, nnd% of tﬁew
century, there was no question of expropriation, From the
beginning>l6§e countrle..uhovod a certain hostility towvard

foreign cnpiﬁal, but realired very

well that they derived/ an enormous advantage from these for-

eirn investments, ﬁv ,‘%z /zﬂwé‘%
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caotes

Q?/ In some these foreign investments were not made
locarma
diraotly=ﬁ!e!h‘.foratcn capitalists, but indirectly by lewd-
Sng—bbe—meney to tho(;ovor%-ont. Then it was the government
that used the money for investments, Such was, for instance,
the case in Russia., For purely political roa-on:,tho French
Anvested in Rulliabtn the two decades proceding the First
World ¥ar, about twenty billion gold francs, lending thea
chiefly to the Russian government., All the great enterprises
of the Russian govornuont~£ for instance, the railroad that
connects Bnn.t. from the Ural -ountntno through the ice and
snov of Siberia .Z:’. the ueuu—-' vers bullt mestly with
foreign cupital lant to tho Russian government, You will
realize that the French did not assume thng,ono dn; there
Cf////’:":;;;;~;:\;\Ru.lﬁln government that would simply declare it
CZ%W"“MMOf’vould not pay the debts inourred by its predecessor; the

governament,

<H Starting with the First Vorld War, there began a period of
vorldrxido open varfare against foreign investments. Since . ff

thnt.kt,no n‘mnutﬂ,lb;m&vout a govanusd frou exploprialing
th0fo=4a-nn=-.-QQy—aco&nc0—-*t0v'1n-rni—o-pvcp-hittng—i--;

capifal , Chere o
inni-ilblviittpa‘hocptis practically no legal protection

' for foreign 1nvo-tmont- in the world today. Tho capitalists
did not forsee this, If the capitalists of the capital ex-
porting countries had realised it, all foreign investments

would have come to an end forty or‘rtfty years ago. But

dudk would -
the capitnlintl would not believe that any country oceuld

rene '
bo 50 unothlcll as to ronozo on a debt, to expropriate and

& confiscate foreign capital, VWith these uctb)u nev chapter



91

{ in the economic history of the vori;XE:E:g)

. - o tenthe
{] V¥ith the end of the great period 1nw cantury  when

foreign ctpttnl'ﬁolpod to develop, in all parts of the world,
modern uothqdl of tranlport.tion. uanuf.oturiné. nintng)nnd
agrtculturoﬁv thoro came a new era in which the governments

)
and the polttloal parties considered the foreign investor

as an oxplolt,r; who should be expelled from the country.

In this .nt11' pltdlile attitu

the Russians were not the

example, the exprop

have happonod 1; which I have no

need to disouss,

<4% The -1tuat1.u tn th. vorld today, created by the system of

.....

-xpropriqtlon of roroign ocapital, consists either of direct

oxproprtattou or ot 1ndtroct expropriné??i‘iy foreign ex~

/“‘_—\ )
change control Q%)disorxninaetoq) This

ﬁm-—»mu Lo Brabienn B (Lol TR et atlond

H Take, for lncﬁaa@o. the biggest of these nations; India,’
Under tho Brltllh ay-to-. British cnpttul was—invesbod—4n-

A predounatoly British capital, but also capital of
-—wu snvested in Tadia.

other Europo.n countrtoﬂk And the British exported to
else,

India oo-oth ng vhioh also has to be mentioned in this con-

nection; thoy exported into India 5 533 oh—bhe

mode rn mothod- of fighting contagioul diseases, Tho.ro-ult

wvas a tremendou- inorease in the Indlan population

. - L : . T S R
- g -mioeodL, Y. e 2 - - [ R

Ter
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amd a corresponding iucreare ir |
. i
thﬁvoby-énereao§n9\the country's troubles. Facirg aueh ott»ors ni

situation, India turned to expropriation as a means of edguimring-
with 1ts problems,
needed-gepibeds But it was not always direct expropriation; the
government harassed foreign capitalists, hampering them in their

were
investments in such a way that these foreign investors weuid—

fovec-ecf
«Kave to sell 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 Indian government says it wants to industrialize
Indis, but vhlt At really has in mind is to have socialist

Tawaharial
ontorpriuol. A fow yoars ago the famous otnto--nq"lar

A collection of his
Nehru published a beok—efhis—collectixws spoeches. The
book was published with the intention of making foreign in-
vestment in India more attractive, The Indian government
is not oppoaod to torolcn invo-tmont before it 4is invested,
The honttltty begins only when 1t t. already lnv--tod. in
this book';' I am quoting literally rron the bookA Mr. Nehru
salds "Of oourso, we want to socialize. But we are not
opposed to private onterpftqo. We want to encourage in every
vni private gntorprtno.' Ve want to promise the entrepre-
neurs vho invest in ourfcbuntry. that we will nqt expropriate

them nor socialize them for ten years, #Qshups even for a

longer time.,” And he thought this was an invitation to come
to Indiaf{ |
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The Problemﬁf.au you know;ﬁ-is domestic capital accumulation.

In all countries today there are very heavy taxes on corpora-

tions. In fact, there is double taxation on corporations.
First, the profits of Ehe corpornttonzﬁ;e taxed very hoav11y>

the divideunda et ‘
and jyhen tise oorporatlonoﬁnydaé;;##'wd- to the’’shareholders

‘those—dtvidends ars taxed again, 6o—tha poople who receixe

tham, And this i{s done in a progressive way.

Progrosaive'tax&tion of income and profits mean—bhiss that
precisely thoqp_pnrt- of thetr income which people would .
have saved iﬁd fnvé-ted are taxed away. Take the example

of the Unit#&tsfites. A few years ago, thers wa-'anﬁ;xcollz
Vrofit“tag,which meant that out of one do}lar sarned, a corpora-
tion retained only }F’cents. When these ’?’cent- were paid

out to the ppiféholdors, those who had a great number of

shares had §b'p;y'lnothor 6£:;==lo or even greater pet:gont'

of it in t.f&-.' Out of the dollar of profit they retained

about seven cents, and ninety-three cents went to the govern-
’ ~Umnee

7
ment., Of this ”ﬁhfhe greater part would have been saved
and lnvestoaf%:iﬁstend. the government used it for current

expendlture;”zThia is the policy of the United States.

I think I hﬁvd made it clear that the policy of the United
States is not an example to be imitated by other countries.
This policy of the United States is worse than b.d;§ 1t 1s
insane. The only thing I would add is that a rich country
can afford more bad‘pollcleu than a poor country. In the

United States, in spite of all these methods of taxation,
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there is still some additional accumulation of capital and
investment every year, and thereforo there is still a trend

toward an improvement ‘jrtho standard of living,

q But in many other countries the problem is very critical,

- =L

There 43 no :or not aufficient:"domesuc save

'1ng, and capital investment from abroad is seriously reduced
by the fact that these countries are openly hostile to foreign
investment. How can .32&::1;; talk about industrialisation,
about the necessity to develop new plants, to improve condi-
tions, to raise the standard of living, to have higher vn;e
rates, better —— transportation, if these countries
are doing things that will have precisely the opposite effect?
What their policies actually accomplish is to prevent or to
slow down the accumulation of domestic capital and to put

(?* obstacles invtho wvay of foreign cnpltal.‘\Tho end result
is cortainly very bad., Such e situation must bring about

mswJ”
a loss of confidence, and there 1:Ayoro and more distrust

/i:x'tho vorlwforeign 1nvoatment) Even Af the

countries eonqofﬁod were to change their policies tadey and

were to make ili’posniblo promises, it is very doubtful that

oL Mote Avaplle
they could zevive—the—preoadinese—of foreign cnpitalists to
= A—

invest tn—thvt;—ooent¥¥+_
po ki

<T1 There are, of céurao. some methods to avoid this consequence,
One co:ia_abh._ioﬁo international statutes, not only agree-
ments, that would withdraw the foreign investments from .

national jhrtudxctlon. This is something the United Nations



95

cosdd do. But ths Uni‘ed Nations is simply a meeting place

for us;lesp discussions., Reealizing the enormous importance

of foreign investment, realizing that foreign investment

alone can bringL;Sout an improvement in political and economi-
. eal world conditions, one could try to do something from

the point of view of international legislation.

<1¥ This is a technical legal problem, which I only mantion,

because the.lttuatton is not hopeless, If the world really

wvanted to uko 1t possible for tho %

»

countries to rstlc their standard of living to the level ot
the American way of 1ife, then it could be done. It is only

necessary to realize how it could be done.

. .

What i1s lacking in order to make the so=called-underdsveloped

countries as prosperous as the United States is only one
thing: ,Cigit.l;{.und. of course, the freedom to employ it
under the discipline of the market and not the discipline
of the government, These Wm’mlt
accumulate domestic capital, and they must make it possible
‘f? for torotgn?gnpltal to come into ggkizacountry.’\ror the
development of domestic saving it is necessary to mention
again that donoctlo saving by the masses of the population
This jmeplies

pro-uppouoa l stable monetary unit, Prrtmenas tnhe abhsence

of any nnd or mn.uon. 3

B ) Aumecrican
<ff A great part of the capital at work tqavnkbed—stcho' enter-

Prises is owned by the workers themselves and by other people

with modest means. Billions and billions of saving deposits,
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of bonds, and of insurance policies are operating in these
enterprises, On the American money market today it is no
longer the banks, it is the insurance companies that are

the ¢roatogt‘uonoy lenders. .And the mono; of the insurance
company 1€i;ot legally, but oconomlcallif;he property of
the insured, And practically everybody in the United States

is insured in one way or another.

The Prorequislto for more economic equality in ths world

is induestrialisation. And this is possible only through

- "“t"“d‘d, -

more capital inveatment, mere capital accumulation. You

may be astonished that I have not mentioned a measure which

is considered a prime method to industrialize a country.

I mean...protectionism. But tariffs and foreign exchange

controls are exactly the means to prevent the importation

. ;Mp

of capital and industrialisation &mw the country. The only

way e mcrease

mothod—Ffor industrialisation is to have more capital. Pro-

tectionism can only divert 8% investments from one branch of

business to another brnnch.’~?rotoctlontaq,1n it-elg does

not add an—m to the capital of a -

country, To start a new factory one needs capital, To im=

prove an already existing factory one needs clpitnl)and not

a tariff.,\I do not want to discuss the whole problem of

free trads or protectlon{%rL I hope that most of your text-

books on economics represent it in a proper way. Protsction
T e eliEr

does not change the economic situation in a countrxd. And

what certainly does not change it for the better is labor

unionism. If 48 conditions are unsatisfactory, if wages
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are low, Af the vage earner in a country locoks to the United

o
States and reads vhat is w; on there,

Slet

g

he may be envious., He is perfectly

M saying:
rig Ho oay "wo ought to have the same thing®". But the

w aM Urcheaae oo
only -:;13& to obtain 1 1(\00-?0 capital,

Labor
<R The unions w violence against 4if¢ entrepre-

. Desp.tt checr
/’_Mv\nauro and mmople whom they call -trikeffbroakera. b
Wﬁd Violeuce, however;
unions cannot raiu wvages pepmarently for all dhose—wheo—wand-
wage earners. 73,7 o é
Amt equally ineffective 4ta=x government decreed
>
fizxing minimum wage rates. What the unions do bring about
(U‘ they succeed in raising wage rates)‘ is permanent, lasting
tnona
ﬂ» unemployment, ABut they cannot industrialize the country,
they cannot raise the standard of living of the workers.
And this is the decisive point: One must realire that all
 that o
the nolicies of a country whieh wants to impr)!ve its standard
of 1living must be direoted towardg an incroase e.f the ¥

it taenct
catal tnareatrd m‘ his pcerg% a mvestied a«‘/

capital mo-o-tod is atill increasing in the United States,
the thore

in spite of all of 4&# bad policieslz And the same 48 true

in Canada and in some of the West European countries. But

it is unfortunately decreasing in countries iike India.

<H{ We read every day in tha newspapers that the population of

the world M ¥ oo by perhaps U5 miluon’ f"“?"z‘m

or ovo:rmore,: And how will this end? VWVhat will the results

nnd. the consequences be? Remember what I skid about Great
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iritain. In _1750 tho British poople helieved that six mil-
(7 3 1 1%L P
lion ¥m= a tremendous overpopulation of the Nritish Isles and

that they were headed for famines and plagues. But on the
werld

eve of the lnoskvur. in 1939, fifty million reople were living

in the British Isles, and the standard of living was incompar-
had been

-ably higher than ’ in 1750, This was the effect of

wvhat is callod 1nduatr1.11:ation -/ a rather inadequate term,

™ per capla

A Britain®s progress was brought about by increasing the pup-

inves€mentT

7%
of capital tnvoo&ogz As I said before..., there
a naloor f‘
is onlfgii?'iiij*o-c-u:ttanhr prosperity; /IT you increase

capital, you increase the marginal productivity of labor,

real
and the effect will be that|wages will rise.

In a world without migration barriers, there would prevail Aﬂc,

a tendency all over the world toward an equalization of u::ES

rates, If there were no migration barriers today, probably

twenty million ?qoplo would try to reach the United States

everyvyear..in éfder to get hipgher wages. The inflow would

reduce wages 1n;fhe United States, and the—migrettomr—would-
theas 0 0

raise 1n;g-bfo§hor countries,

P X S

I do not hnybitime to deal with this problem of migration
barriers. ﬁut I do wvant to say that there is another method
toward the equalization of wage-rates ali over the world,
This other igihod, which operates in the absence of the free=-

dom to migrate, is the migration of capital, Capitalists

have the tendency to move towards those countries in which

there is plenty of labor available and in which labor is
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rcasonable. And by the fact that they bring capital into
theae wajge
4hese countries, they bring about a trend toward higher wages
rates. This has worked in the past, and it will work in the

future, in the same way.

When British capital was first invested in, let us say,

: Abherne

Austria or Bolivia, wage rates im=these—countries were much,

much lower than they were in Great Britain. But this addi-
was e

tional investment brought about a trend toward higher sagae~-

rates in thowse qountriole And such a tendency prevailed all

over the votld;z'lt i3 a very wvell-known fact that as soon

as, for instance, ths United Frulit Company moved {nto Gua-

temala, the result was a general tendency toward higher

wage.rates, beginning with the wapges which the Fruit Company

"%he’ thon aling
paid, and then 1t necessary for other omployers to
aqea ' , '

pay bigher u:;o-ll-“- also, ? /W M"W

Therefore, there tg no/reason at all to be pessimistic in

e

regard to the future




100

Ryt ibla—tryey gommunists and wiéh the labor unions,
when they say: "Wh;i is needed is to raise the standard

of 1iving." A short time ago, in a book published in the
United States, a professor said: "We now have enough of
everything, why should people in the world still work so
hard? Ve have everything already."®™ I do not doubt that
this professor has everything. But there are other people

\sasey people ‘

in other countries, also'in the United States, who want and
should have a Petter standard of 1living. ﬁputside of the

-

United ?tateﬁ? in Latin America, and still more in Asia and

Atrici"asd—thooa_xAa11y-uad&uolepod—oou&te&oo, everyone wishes

to see conditions 1mproyfd in his own country. A higher stand-
S

about
ard of living also briﬁEﬁ(ﬁ higher standard of culture and

civilization.

llinne qenliof, raisiivg Tht Alasdacd of Biiresis evergule.

S0 I fully agree with the weadv But I disagree with—resand
panct g e
#0 the measures to be adopted in m this goal.

What =spes=blver measures that will attain this end? Not pro-

tection, not government interference, not socialism, and
certainly not the violence of the labor unions (euphemisti-
cally called collective baréaining and which, in fact, is

bargaining at the point of a gun).

MIm,;t)
To attain :K;—;;;;!?sun-q there is only one way! It is a

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
people believe, and finally an equaligation will come.

the wealin pant af gcrma/m:!;’— s Swalria arel
AAround 18J;T_IE:x00#0fn-G0f-Qﬂ7T—ib—th‘—n‘ib—d&'&i’p&&—h.’#‘
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o#—GeﬂmWMMrttomharg; which was one of
the most industrialized areas in the worldi{it was said:
"fe can never attain the level of the British. The Fnglish
have a head start And they will forever be ahead of us.”
Thirty yecars later the British saldf "This German competi-

tion, we cannot stand it, we have to do something agalinst

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

Britaiqﬂat all. - Switzerlans b
In the center of Europe, there is a emall country, prebably

+

th&c—i1—9'ttI'rtuud?——4h&o-&c—t—tvuntfy<;;1ch nature has

endowod very poorly. It has no coal mines, no minera15 and

no natural roaources.::,

wauzd

But its popuietion,—4t4s people, conbinuwed over the conturlegjk

a capitalistic policy. They have developed the highest stand-
- - tkLb»(Jﬂ&dﬁugrumuluz
ard of living in continental Europg and they-are—sconsidered
world’s
SFZENIoree as one of thoAgnst centers of civilization,

I do not see why a country such as Argentina--which is much
larger than Switzerland both in population and in size--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.
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Sixth l.ecture

POLITICS AND ID:ZAS-

In the age of gﬁiiéﬁtenuent. in the years in which the North
Americans founded their independence, and a few years later,
when the Spanish and Portuguese colonics were transformed

into independent nations, the prevailing mood in VWestern

eivilization was optimistic. At that time all philosophers

and statesmen were fully convinced that we were living at

the beginning of a new age of prosperity, progress, and free-
dom, In thooekanyl people expected that the new political
1not1tut10ng~ iﬁf'conltitutlonal representative govarnmonts
established in the free nations of Furope and Amerian would
work in a very beneficial way, and that year—to—yemr, economic

co*rtrnaoas / v
freedom VSETi)e-provo the material canditions of mankind,

We know very well that some of these expectations were too

optimistic, - It is coertainly true that we have experionced,
Mineleenth aund toenliclh
in the Thr—pnd=Pottr centuries, en unprecented improvement

in economic conditions, making it possidble for a much larger
population to live at a much higher standard of living.

eUghtleenlh
¢ we also know that many of the hopes of the bisblr century

hilosophers havo been badly ahnttered;{ hopes that there

. would not be ;uy more wars and that revolutions would become

unnecessary. )

hese expectations were not realized,

e

"During the 484k century there was a period when wars decreased



-

103
in both number and severity. But the 38&h century brought

a resurgence of the warlike spirit

) .
say that we may not yet be at the end of the trials through

and we can fairly well

which mankind wiil have to go. AThe onstitutional system

that began at the end of the andtthe beginning of the

' ' Most people -- also
AF%h century has disappointed mankind, PBewling with—this
-ewho have dealt with_ tAis problem seem

/&r9b4o-—uaot—’0op4o—nnd—c*cu%%ﬂ%hopof—oeom to tiaink there oo
Aesn

wa® no connection batween the economic aéde and the. politi-
cal side of the problém. fhus)thcy den;“ \ with the
decay of ﬁlrll;nontlrlln;é'govornncnt by the representatives
of the poopiﬁ;é as Af thtl.phonononon were completely inde~

pendent of the icononlc situation and of the economic ideas

that determine the activities of people,

But such an Lndopendonoe does not exist, Man is not a being
that, on the one hane,h.l an economic side and, on the other
hand, a political side, with no conn;ction between the two.
In fact, what is called the decay of freedom, of constitu=-
tiona} ;ov.rnugnt and ropre-ontattvg institutions, is the
conloﬁuonco,ot the radical ehang‘ ;;rocononic and political
ideas, The ﬁéliticnl events are the 1ﬁ$vittblo consequence

of the change in economic policies.

Y,

The ideas that guided;statesman. philosophers and lawyers
‘e s ' o ‘! d‘
who . in the century and in the early IStW century de=-

veloped the fundamentals of the new political system . theose
within .
zaw started from the assumption that, 4m a natioq’all honest

citizens have the same ultimato zoal. This ultimate gna%’to
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which all degent men should bo dodicated, is the welfare of

/ /

-——

the whole nation, end also the welfare of other nation1:

WMI‘ poh ‘IC@’ ICQI(IS
‘Apetnc fully convinced that a free nation 1is not interesatead

in conquest, They conceived of party strife as only natural,

Hoe Lo Ao
that it was perfoctly normal for theom—bte—heve differences

.of opinion concerning the best way to conduct the affairs

/\

of state.

Those people who held similar idoas Qbout a problem coopor-

ated, and this cooperation was called‘a party. PBut a plfty

structure was not permnnpnp. It did not depend on the péol-

tion of the individuall:;:':ﬁ;he wvhole social structure, It

could change if people learnad that their original position

was based on erroncus assumptions, on erroneous ideas.

From this point of view, many the discussions in
leyislative

the election campaigns and later in the parliementsry assom-

bliee as an important political factor. The speeches of

'eﬁ,slatuv{, to €2
members of a parliament were not/morely(considered me—pree/ pro-

nouncements telling the world what a political party wanted.

as :
They were m. attempts to convince opposing groups

that the speaker®s own ideas wore more correct, more bene-

ficial to the commonh weal, than those which they had heard

before.

E-rit-monbuar—andlgolitical speeches, editorials in newspa-

pers, pamphlot,’and hoo%s were written in order to persuade,
There was little reason to believe that one could nof con=

vince the majority that ona®s own position was absolutely
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correct if one's ideas were sound. It was from this point

of view that the constitutional ard-parliamentsary rules were

Ieg,'sld-'vc bodies nineteenth
F} written in the Rarliamends of the early 48th century. ﬁPUt
this implied that the government would not interfere with

the economic conditions of the market. It implied that all
citizens had only one political aim: the welfare of the
& M pram‘:ely elhies
whole country and of the whole nation. A:E\mhxs_s;_psa—
that
eisely—the social and swe economic philosophy which 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 subsipize, to give privileges to special

groups. The idea of the #bh century statesmen was that
leqislators
the no-él;o—o#—puf}tument had special ideas about the common

4:22;. But what we have today, what we see today in ﬁhe
reality of political 1life, 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,

merely)
utipressure groups.

c;} A pressure group is a group of people who want to attain

for themselves a special privilege at the expense of the

Com wmzc‘ti"? I‘mPo':Ls/
rest of the nation. This privilege may consist in a tariff
it may consist in a subsidy, it may consist in 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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/
somoining witlch 4s denied or ought to be dnnied/.;'- according

to the ideas of the pressure group;f to other groups.

onstitutional fundamenta IK;;’and'I;;litu-

e
‘{ons_remain unchanged - and there are still %ﬁgndiizzns

out political partleq;fﬂ:; are divided :pd/;apnruted from

A1 nough th

one anothei by di7 v inces in world v;séi, cultures, reli-

f l1ife is that there a}c/
only pressup

giroups, These . easu:re ;roups determine the
: will be done
election cempatgns an! dotermine what te=tone

/A\/

gion and phiilnagghy « ths remiity

results

by

<F? in the Uanliod 3tates, the two-party system of the old days
is sec.'ngly atill preserved. But this is only a camouflage
of the roal nt;uation. In fact, the political 1ife of the
United Stn}oéf—a: well as the political 1life of all other
countrloszfil determined by the struggle and aspirations
of pressure groups, In the United States there is still
a Ropublican/}krty and a Domocratic/#irty. but 4n each of
these purties there are pressure group repronentatlveq:)
These piessure group representatives are more interested
in cooparatiun with representatives of the same pressure

0,,’0 3/
group in the otieyr party than with the efforts of fellow

members in thoir own party. And—fn—utnr—tvrupwtﬂ—cnun¥f¥c;$A
the pIoBIUTE group——systenm—has—resulisod—in—the—protiferntionm
of political parties. Prance—thur—a—psreat numher of them;wfsz—
and also in this-country (Argentine}—there arv w great NUAbEr

cql oS4bvttt&o-i—v:rt*oav-—*nd-So egive you an example, if you
>

A
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talk to people in the United States who really know the
business of Congress, they will tell you:*this man, this

member of Congress, represents ths interests of the silver
MW

groups.® Or man represents the wheat grovora./\or

course, sach of these pressure groups is necessarily a

.minority.

In a system based on the division of labor, every special
group that aims at privileges has to bo¢=ns=-..-ki%;;-
einority. And minorities never have the chance to attain
success, if they do not cooperate with other similar minore
" ¥ legislative
ities, similar pressure groups. And in the parliamentary
assemblies they fry to bring about a coalition between var-

ious pressure groups, s0 that bhofv—z::if:ioo*b&%ttr—for—

Shesw=te become the majority, But after a time, this coal-

Ation may d;ginﬁogrugo. because there are problems on which

it is lnpoc;iblé‘to reach agreement with other pressure

Q. MeeS Pressure roup c-oa/.'éfofvs ere Yormwed .
groupo, qh'1vfvrv—thv—ot2;not—hto—%o—bo—ohangod—.gtth

historians

That irwhal happeved a situation which
(ﬂ Phrie—vas—the—etbuatiteon-in France in 1:??:‘\hkcu

Ayl ' .
ealtled "the decay of the Third Republiic.” It was not a

: am oxewmplification af—
decay of the Third Republic; Xt was simply'the fact that

10yp

the pressure group system is not a system that can be success-

fully applied to the government of a big nation. _You han,
l¢ﬂi£i¢‘tur¢$) /\

in the Pariiamends representatives of wheat, of meat, of

silver and of oil, but first of all of the various unions.
/ (eqislatur< :

Only one thing is not represented in the Rapliamen$i the

ﬂitton as a ﬁhole. There are only a few who woal@ take the
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side of the nation as a whole. And all problems, even those
of foreign policy, are seen from the point of view of the

special pressure group interests.

In tholUnltod Stutos) some of the less populated ltAton are
interested in the price o{’. silver. But not everybody in
these lt‘ltﬁl is Ainterested in it, Nevertheless the United
States, for many decades, has spent a considerable sum of
money, at the expense of the t:{‘payern) in order to buy silver

above its market price. TYor another example, in the United

only a spmatl proportiom employed .
StutoM—ot the pepulation is vorblng in agricule
. ; ‘

t"")' of the population s made W

=“bat net producers -

eon-mnrl/\of agricultural products and-not-—produscers.
exsy thelocay :he ﬁnlted Stmolicy of spending
billions and bﬂlion. in order to keep the prices of agri- .
cultural products abov(ﬁ;otontial market price.

\smaﬂﬂ
One cannot say that this i3 a policy in favor of a'minority,

o‘—l-j&bocaun these agricultural interests are not uniform.
The dairy farmer is not interested in a high price for coro"-‘-,_._,;_
lllj ﬁn the con_trary.. he would prefer a lower price of this .

“ta lower price for .
produwt, A chicken farmer VQMT{;\ There

are many incompatible special intereats within this group.
m elever diplomacy in fongroulonul politice
wmakes At poutbh for small minority groups to get privileges
at the expense of the majority. AOno situation especially

interesting in the United States, concerns sugar, Pdrhaps

only one out ot\jt)/ogorw Americans is interested in a higher
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nrice for surar. FProbably 499 out of 500 want a lower price
for surar. Nevertheless, K the nolicy of the United States
is committe$ by tariffs and other special measures, to a
higher price for supar. This policy is not only detrimental
to the interests of those 499 who are consumers of surar,
it also creates a very severe problem of foreign policy for
Ehe United States. The aim of foreipgn policy is cooneration
with all nther American remublics, some of which are inter-
ested in selline susar to the United States. They would
like to scll a preater quantity of it. This {llustrates

how Pressure group interests may determine even the foreign

’

Poltcy of a nation.

For years, people throughout the world have been writing about

democracy;' about popular, representative government. They have
been complaining about its inadequacies, but the democracy they
criticize
welte—abewt is only that democracy under which interventionism

is the governing policy of 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 mweo
em we are more practical in the legislature!"

Of course we are more practical; peoﬂdm

about freedom: they sre—tedtiisng.about a higher price for

peanuts. TIf this is practical, then of course the legislatures




t

-sente have changed considerably, but not improved.

These political changes, brought about by interventionism,
have considerably weakened the power of nations and of re-
presentatives to resist the aspirations of dictators and

leg;slat;ve
the operations of tyrants. The paritamemtary 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 all
their constituents.

The voters who are in favor of such privileges, do not
realize that there are also opponents who want the opposite
thing and who prevent their representatives from achieving

————l]

full success.

This system leads also to a constant increase of public ex-

vendltureayon the one hand, and,—ea-the_other_hend, makes
onThe sthen , -

it more difficulg}to levy taxes.  These pressure grour re-

presentatives want many special privilcges for their pres-

sure groups, But,.nn—tho—o%ho#-h.nd, they do not want to

burden their supporters with a too-heavy tax load,

It was not thé idea of the eighteenth century founders of
modern constitutional government that legislators should
Trepresent 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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Shetr—idoa—was that overy—mewber—of—Parlieawent—shoutdt—repre——

sent the whole nation. He was elected in a snecial district
had

was
only because there he—is known and elected by neople who have
el _nendad
confidence in him. _But it was\mebt—theiriden that he shromid.
cnwfhhuvﬂ:/\ (fzgzﬁrc.

ro into %«fifumvﬂt in order to somethins special for his
constituency, that he ask for/a new school or a new hospital
or a new lunatic asylum

a - ot
/‘\ causin'fr"considerajlc, Juee 1|
overnmeewt
ﬂeb-l-y—-ooa expendi tures withiw his district. Pressure group poli-

tics explains why it is almost 1mnossib1e) for all rpovernments,
to stop inflation. As soon as the elected officials ?‘Ix
to restrict expenditures, to limit spending, thosé who support
special interests, who derive advantages from special items in
the budget, come and declare that this particular project

cannot be undertaken, or that that one 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 dictgtor, he will not keep his promises. He
will, instead, suppress free speech immediately, so that the
newspapers and the legislative speech-makers will

not e 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

look upon the decline of freedom in SO0 many countries today.
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As a resul& people speak now ahout the decay of freedom and

about the decline of our civilization,

C:Q}' Peonle say that every civiliration nesessa=tby must finally {kﬁ&
ndo Sruen a&ui—aﬁdunalﬁqzuptl dupporlond

d4isinberrato—and—bo—doestroyed. There are eminent kharbinsers.

of this idea. One was a German teacher, Sronglpr, and anoth-

er one, much better known, was the tnelish historian ~Toynbee.

They tell us that our civilization is now old. Spenrler

compared civilization to plants which srow and eorow, but

wohore Afe y
f: : comes to an end. The same,

he says, is true for civilizations. The metanhorical compare

4som of a civilization with a rlant is completely ‘arbitrary.

Ci} Wwithrn ¢t hulvy of smanlRliood

First of all, it isVvery difficult to distinquishA?ﬁbhhn_uuh

Pratopypempf—parritid different, indevendent civilizations.

Civilizatiors ane ) ( &1 MWW d‘tﬂ .I z 4 l'/“f"éu.&a

Feef were not 1ndependent'
eaech other, pd"t reeclo g
One cannot speak of the decline of a gefinite

’ = A way 2bat
civiliza oQ’ln the senses—in-—whied one can speaic of the Adeath

of a £::fgE:fg::éﬁgizrﬁila—uoman—-

2uenn
<1P Bt?‘if you refute 4hese doctrines of Spengler and Toynbee,

the"4§€I11 remains. very popular comnarlson’ the comnar-

of decaying
ison with_the decay—ef—ametent civilizations$, It is certainly

true that in the sccond century A.D,,the Roman Empire nur-
tured a very flourishing civilirzation, that in those parts
of Europe, Asif)and Africa in which the Roman Emnire ruled,
there was a Very hipgh civilization. There was also a very
hirh economic civilization, based on a certain deeree of

division of labor. Althoush it anpears quite primitive when
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compared with our conditions today, it certainly was remark-

able. It reached the hirshest dersree of the division of labor

ever attained before modern capitalism. It is no less true

that this civilization disintegrated, especially in the third
ithi™

w
century. This dislntegratf?i_}n the Noman Empire made it

, 9— wiChouT .
impossible for the Romans to resist %grvsslon from abroad.

fa R catin wa B
Although the was not worse than that which the

neaiated
Romans had defeated again and again in the preceding cen-

withstand baol Talkeo place
turies, they could dofeat it no longer after what,?anﬁened

within the Roman Emvire.

hoet Tahen ploce’  2hat couaed The dirintey)s
CZ? What/@aapeneéﬂ What was the problem? What was {t
oo o4 whuek,
Arn%egfa*ed'an empire that in every regar@)had attained the

highest civilization ever achieved before the eighteenth
century? The truth is that what finished this ancient civil-
ization was something which—is similar, almost identical to
the danrers that are—threatenins our civilization today:

ﬁh the one hand it was interventionism and on the other hand

7
inflatiopn. The interventionism of the Roman Empiré€ consisted

in the fact that the Roman Empire, following the preceding
Greek nolicy, did not aﬁstain from nrice control. This price
control was mild, practically without any consequences, be-

cause for centuries it did not try to reduce prices below the

market level,

C¥¥ But when they—ax.fted-inflatigtjin the third century, the
poor Romans did not yet have our technical means for infla-

’
tion;; they could not print money. They had to debase the
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7

, and this was a much inferxnr system of inflation

present anysloun o thhougly the wie of

compared to the)ewse—with—whieh the modern printing press;f
(_%o ees/ly

can) destroy the value of money. Mut it was efficient enough,

and 4t brought about the same result as nrice control. For

the prices which the authorities tolerated were now below

the Potential price to which inflation had brousght the prices

of the various commoditics.

~
The resul5[:::l~2£_222122;)that the supnly of food stuffs

[ Ve ™
in the cities declined. The people £rom the cities were

forced to go back to the country and to return to agricul-

-

tural l1ife. The Romans never realized what was izzzr;t;:ina

on, They did not understand it. They had not develoved

the mental tools to interpret the prohlems of the division

of labor and the consequences of inflation upon marketmprices.
That this currency inflation, currency debasement, was bad,

this they knew of course very well.

Consequently the emperors made laws arainst this movement. S’@‘f’

Prevevﬂ,aw:) -frow\ Mo i ng
There were laws apgatnst the city dweller

to the country, but such laws were ineffective " As the eity

,l weng \
dwetter did not have anything to eat in the cify, as he—vas- \

M s
starving, no law could pfiﬁﬁE&-hLm from lecaving the city and
The ity Aurellen’

colne back into agriculture.

o
no lonser work in the processing industries &= the cities

Am/, Wi €h thy loss oFf the marbeta /

7

as an artisan.

)

mno e WWW
in the cities, ‘could mo=lemmesr-buy anything im—the—ettids. A

(Q' Thus we sce that) from the third century on, the cities &
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of the Roman Empire were declining and that the division of
Sy

labor became less intensive than it before. Finally,

the medieval system of the self-sufficient household, of the

"villlﬂz/as it was called in later laws, emerged.

Therefore, if people compare our conditions with those of
‘the Roman Empire and say? "We will go the same way," they
have some reasons 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
prevalled in the second part of the third century. Then,'
on the average of every three years, an empe ror was assAssin-
ated, and the man who killed him or * . had caused his
death became his successor., After three years, on the aver-
Nl Lsmplec’—
age, the same h?ppene o‘him, When Diocletian, in the year
284, became ‘.l)ﬁmppror,_he tried for some time to oppose
the decay, but without’zﬁp success.

. ‘ V(SM’dﬂff | ( WM

jﬁxxw. e enormous differences betweep conditions téay’
547;M one. , i That causrsgl The dliv

7

H
/9(712h( nd_ocunreendbidonas—nines the meaiure:\TE:Y\dfa*ﬂ¢0g:at¢4 : 71

i

the Roman Empire were not premeditated. I—wowid=sejy; they

(J would 5044, (repreheng;ble
were not>the result of formalized doctrines.,

I\

In contrast, however, the interventionist ideas, the social-~
ist ideas, the inflationist ideas of our time, have been
concocted ana.formalized by writers and Professors. And
they are taught at colleges and universities. You may say:

= Toddy'S Situation
ﬁxh#!'is much vors%?j I will answeri "No, it is not worse."
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1t 34 better, in my opinion, because ideas can be defeated
by other ideas. Nobody doubted in the age of the Roman Em-
perors that the government had the right and that it was a

good policy to determine maximum prices. Nobody disputed

this.

But now that we have schools and professors and books that
recommend this, we know very well tha;uszis a problem for
discussion. All these bad ideas from which we suffer today,
which have made our policies so harmful, were developed by

academic theorists.

A famous Spanish author spoke about "the revolt of the masses."
We have to be very cautious in using this term, because this
revolt was not made by the massest it was made by the intel-
lectuals, And those intellectuals who developed these doc-
trines were not men from the masses. The Marxian doctrine
pretends that it is only the proletarians that have the good
ideas and that only the proletarian mind created socialism,

All the ?ocinlist authorg)vithout &Ny exceptioB were bourgeois
in the sense in which the socialists use this term., , Karl

A

Marx was not a man from the proletariat. He was the son of

(g
a lawyer, He did notAwork to go to the university. He

studied at the university in the same way as do the sons of

. amd e neat of-
well-to-do people today. thé;?\t:;ough—tii his 1ife, he

4 .
i~ being a MMWWM

- was supported by his friend Friederich Engels, who, was the

N
worst type of “bourgeois," according to #iFe socialist 1den%9

being himself-a—manufacturer.. In the language of Marxism,

/
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he was an exploiter. Everything that happens in the social
world in our time 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 wrong ideas. We must refute the doc-
ﬁrihes that promote union violence. We must oppose the con-
fiscation of property, the control of prices, inflatioq}and

all those evils from which we suffer.

Ideas and only ideas can light the darkness. These ideas

must be brought fo the public in such a way that tﬁey per;unde
people. We must convince them that these ideas are tﬁe ~ight
ideas and not the wrong ones. The great age of th;ﬁ;;gilbnzﬁ’
century, the great achievements of capitalism, were the result

of the ideas of the classical economists, of Adam Smith and

David Ricardo, of Bastiat and others.

What we need is nothing else than to substitute better ideas
for bad ideas. This, I hope and am confident, will be done

by th‘f:222£;—guu‘:ation* Qur civilization is not doomed,

as Spengler and Toynbee tell us. Our civilization will not

be conquered by the spirit of Moscow. Our civilization will ?5

and must survive. And it will survive through better id

eas
e Mmoo Qv
than thé??‘hnu_:ultng most of the world today, and theseézgé;b

ideas will be developed by the rising generatlon./\I con-
sider it as a very good sign that, while fifty years ago,

practically nobody in the world had the courage to siy 80MB

thing in favor of a free economy, we have now, at least in
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some of the m&a¢ advanced countries of the world, institu-

tions that are centers for the propagation of a free economy,
g Ezi:e/ Wtk

uch/# "Centye® in country invited me to come to Buenos

W P
Aires, to say a few words in this great cityg ) B
Tl
w

I coul

%

Jepds about these important matters. Six lectures may be

very much for an audience, but they are not encugh to develop

the whole philosophy of a free economic system, and certainly
. : .
not enough to refute all)nonsense that has been written in

the last fif;ty years about wconomlc problems

with which we are dealing.

t

— e

I am Tt ?on ed that this Centre—will develop more and

o

more, t 1t will growand it not only become "the
most powerful mental and #mtellectual fo

v

but that it 1 have” the opportunity to coopepate h sim-

thia"éountry,

i1lar institutiont in all civilized countrie® of the world. 7=\

C:;l I am very érateful to this Centre for giving me the oppor-

tunity to address such a distinguished audience, and I hope
that in a few years the number of those who are supportiﬁ;
ideas for freedom in this country, and in other countries,
will increase considerably. I myself g€ have full coniidence

in the future of freedom, both political and economic.

‘
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