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WHAT MUST WE DO TO SURVIVE?

What must we do to survive? For Western Civilizarion and espe-
cially for that portion of it within the United States, this has become
the crucial question of our times. In attempting to answer this question
We Propose:

A. To review pertinent economic facts of the past and present.

B. To summarize the Nation's long-term objecrives.

C. To point our the route toward those objectives.

A, Pertinent Facts

For many decades the economic growth of the United States so
far surpassed that of other countries that our Nation became the
industrial colossus of the world. The great European industrial empires,
England, Germany, and France, although far in the lead as industrial
nations only a century ago, also have grown, but so slowly in relation
to the expansion of industry in the United Stares thar they are not even
close seconds in the race today. Measured by the production of steel,
a basic commodity in a modern’industrial sociery, the United States in
recent years has produced nearly 5 times that of the leader among the
three others mentioned and almost double their combined total

From its earliest days our Nation has repeatedly suffered from the
adverse effects of an unsound money-credit system. The days of “wildcat”
banking in the first few decades of the 1800’s were notorious; and,
even after the national banks were well established in the decades
following the Civil War, the elementary lessons of sound commercial
banking had not been learned. In the 1890s a greatr depression with
many hundreds of bank failutes was the usual aftermath of unsound
credit expansion, of the inflationary creation of excess purchasing media
by the Nation’s banks. Again in the first decade of the present century
a financial panic and depression followed serious abuse of the banking
system with the resulding failure of hundreds of banks.

These harsh lessons were nor ignored, however. At long last, advanrage
was taken of the example provided by nearly a century of relatively
sound commercial banking in England. After prolonged study by a
Nartional Monetary Commission and equally prolonged consideration by
Congress, the Federal Reserve System of regional central banks and
member banks was begun in 1914. For the first time in its history, the
Nation had a banking system based on recognition and application of
the basic principles of sound commercial banking.
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Whether or not the new banking system might have functioned
soundly, thereby limiting overexpansion during prosperity booms and
2s a consequence lessening the severity of subsequent recessions, we
do not know. Before the new system was well established, the United
States had entered World War 1. Once again the politically expedient
course, inflation, was chosen; and into the discard went the principles
.of sound commercial banking on which the new system had been based,

The wartime inflation was continued into the early postwar years
vntil drastic deflation seemingly became the only alternative to a further
skyrocketing of prices generally, The deflationary collapse of 1gz0-21,
again with hundreds of bank failures of course, testified to the preceding
inflationary misuse of the banking system.

So extensive was the -collapse in prices that the political pressure
for supporting commodiry prices became great. The managers of the
Federal Reserve System, including especially the then infiuential Governor
of the New York Federal Reserve Bank, determined to try 2n easy-money
policy in order to support prices at higher-than-prewar levels. Other
factors, such as an attempr to aid England in restoring the gold standard,
also were involved. The net effect of the prolonged easy-money policy
through most years of the 1920's was another great inflation wich its
inevitable aftermath, the great “boom and bust” at the end of the decade.
Nearly one-third of the Nation's banks failed in the next 3 years, thereby
confirming once again that the basic principles of sound commercial
banking had been generally ignored. _

In order to understand what followed we must turn our attention
to another aspect of economic developments. During most of the Nation's
prior history vast areas of free land available for the taking had provided
a “"safery-valve” in times of depression. Many of che unemployed could
“go west, young man, go west,” and many others could rely on the
folks "back home” on nearby farms. Most of the population still had
roots in the land, parents, brothers, uncles, or cousins on whose farms
food, at least, was available in the worst of depression perieds. During
the most extensive depression in the Nation's history, that of 1873-1879,
few people lacked the necessities of life. Even during the severe de-
pression of the 18g0's only a small portion of the unemployed became
desperate for food.

But by the 1930’s the situation had alrered greatly. The absence
of free land accentuated the privileged position of those who enjoyed
the natural resource monopoly privilege, and the city proletariat one or
two generations removed from the Nation’s farms had nowhere to turm.
A simation long prevalent in Europe finally had become commonplace
in the United States. .

Under such circumstances the pressure for desperate measures
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became overwhelming, or at least so the poliicians of the times con-
cluded. Instead of probing once again for underlying causes of the
difficulties, as was patiently done after the depression ac the turn of
the century, the politicians hastily treated symproms with one obvious
result, prolonged depression.’

So unsuccessful were the efforts to cope with the Grest Depression
of the 1930’s that nearly 8,000,000 were unemployed even in the
abortive-recovery yeat, 1936; and nearly roooocoo were still nwnem-
ployed in the last year of the decade. Throughour the 1930s approximately
one-fifth of the lahor force was unemployed despite the notion, widely
prevalent today, thar the New Deal somehow remedied the Great
Depression.

Then in the 1940's another great war ended the problems of de-
pression and substituted others equally familiar. Once again, mogetization
of public debt was adopted as the expedient means of financing the war
efforc. By 1946, nearly $70,000,000,000 of Government debr had been
monetized by swffing Government bonds in the commercial banks,
which created new Treasury accounts in payment for the bonds.

As the Treasury wrote checks to pay for munitiops, etc, this
huge amount of inflationary purchasing media was transferred to busi-
nesses and individuals. Fortunately, much of the total purchasing media,
about half, was held unused either as hoarded currency or as idle check-
ing accounts, apparently because new automobiles and many other con-
sumer goods were not available and because new equipment and mate-
rials for mew plants were not available for purchase by businesses.
Consequendly, the effects of the great inflation were largely postponed
until after World War IL

If the huge total of inflationary purchasing media hoarded (or
held inactive in checking accounts) during World War II had been
spent almost immediately after the war, the resuliing rise in prices
generally would have been far more rapid than the rise that did occur.
{As usual when resort is had to price concrols, many of the price rises
prior to the abandonment of futile price controls were concealed from
the statisticians by qualiry deterioration, etc.) Ar least two facrors were
responsible for the relatively slow use of the hoarded purchasing media.

First, countless individuals incluoding many managers of corporate
businesses expected a postwar depression within a few years. In fact

Mest the reader assume that the facts cited are the products of selectively imaginative
hindsight, it seems desicable o add a: this poinc thet the author is prepared to
offer proof of all such statements. Citadon of references would unduly clutter an
article intended for the general reader. Other readers who desire such references
in detail may have them on request. Such references will include many economic
analyses that correctly predicsed the outcome of messures adopted by Congress
and other pertinent developments.
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s0 widespread were the fears of a depression in 1946 that the Federal
Government was urged to adopt strong measures in order to-cope with
anticipated mass unemployment. For several years thereafter, many who
remembered the 1920-21 expetience held funds idle in the expectation
that a depression would provide better opportunities for those who wanted
1o buy.

The second factor responsible for the slow rate of dishoarding was
the time required for facrories to convert to peacetime output and to
produce enough for the postwar demand. For a few years demand for
such items as automobiles, housing, some types of machinery, etc. was
greater than the existing productive capacity could satisfy. Morsover,
the Korean War, although relatively minor in its economic effects, again
restricted to some extent the availabilicy of numerous irems desired for
civilian comsumption and for business.

As the hoarded or idle ififlationary purchasing media were gradually

used in the postwar years, the amount available was supplemented by
the monetization of increasing private debt (largely real-estate loans and
installment Ioans) by the commercial banks. Thus the amount of in-
fationary purchasing media in circulation was almost continually in-
creased until 1957, except for minor interruptions in 1948-49 and
1953-54. ‘
The great inflationary development, begun during World War II
and continued through 12 subsequent years, had the usual chain of effects.
Although on a larger scale in several respects, these effects duplicated those
experienced several times during the Nation’s history. They may be
summarized as follows:

1. Effective demand (that is, desire implemented by purchasing
media) during most of the period and for most types of products ex-
ceeded the supply of goods at prevailing prices.

2. Therefore, prices generally rose with a resulting succession of
“windfall” profits to mast businesses. {In some instances, certain prices
thar atherwise would have fallen were supported at relatively high levels
by the great inflation.)

3. With the encouragement of increasing demand and partly by
using the funds thar “windfall” profits provided, productive capacity
was greatly expanded, so much so in the later years of the period that,
as in the 1920's, the expansion of plant and equipment iself became
a major factor in the growing intensity of the basiness “boom.”

*Some of the increasing real-estate and consumer loans were wor inflationary; that
is, parc of the loans did no# resulr in the creation of new and inflationary pur-
chasing media, because the funds loaned were derived from cutrent savings rather
than from new credits to demand deposits or checking accounts. For a more
detaifed discussion, see E. C. Harwood, Usefu! Economics, Amesican Institute for
Frooomic Research, chird edition, 1957, Chapters VII and VIIIL
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4. Organized labor, stronger than ever before, demanded a share
of the “windfall” profics. Business management acquiesced, in some
instances perforce, in others believing or hoping that the condirions
creating ever-increasing profits would continue indefinitely. ‘Thus, for
example, assembly-line workers in Detroit (as well as workets in the
basic sceel and construction industries) saw their prewar wages more
than quadrupled (including fringe benefis) while teachers in the public
schools fought a losing battle to have salaries increased as rapidly as
the cost of living rose. In fact, so grear have been the wage Increases
in some industries profiting most from inflation that the armed services
have been unable to remain vitally needed technicians who leave after
one or two enlistments for the far better pay available elsewhere.

5. Of course, most OWDELS of common stocks and real estate
profited from the piolonged inflation. The great increase in the value
of such holdings and in the incomes from them reflected in substantial
part the shift of real wealth from retired individuals dependent on
pensions, from holders of life insurance, savings bonds, and savings
deposits, and from that lazge portion of the population whose incomes
were relatively fixed or who could not obtain sufficienc increases to offset
the continuing depreciation of the dollar (rise in prices).”

6. The easily won profits for businesses of many types and for
many individuals encouraged speculative expansion in various seg-
ments of the economy. For example, new office buildings in New
York and other ciries were constructed in the later years of the recent
boam period on a scale rivaling that of the ill-fated 1920's; otherwise
competent business executives with their eyes on “pie in the sky” in
the 1960's embarked on over-ambitious expansion programs.

7. Perhaps most unfortunately situated are the millions of wage
carners enabled by the subtle robbery of their own and others’ peasion
funds, life insurance, etc. to claim 2 higher standard of living in the
form of the new cars, new homes, etc. thus made available to them on
the installment plan. Encouraged to incur debt beyond their ability to
pay under less favorable circumnstances, many such individuals are finding
that the growing population supposed to perpetuate increasing prosperity
includes in large part their own children (more numerous because of
prosperity’s optimism) whose needs only make more burdensome the
debt so hopefully assumed.

*Government-sponsored “theft” via inflation has taken nearly $200,000,000,000
worth of real wealth (goods and services) from holders of life insurance and
savings bonds, savings depositors, et., since 1940.

sin the Wall Street Journal as this is being written is the report of one major
company that even at this eatly stage of the recession has been forced 1o postpone
indefinitely putting machinery in factories newly complered.
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8. By no means the least of inflation’s effects has been the sub-
sidizing of that proficient spendthrift, the Federal Government, with
increasing taxes seemingly almost painlessly extracted from continually
increasing personal incomes and business profis. The huge sums so
easily obtained have fostered national delusions of economic grandeur.
Grandiose plans for aiding other narions and silly schemes for remedying
our own internal problems such as those of agriculture have been fostered
by politicians seeking votes and by exuberantly confident bureaucrats who
have, it must be conceded, at least the ability to spend money rapidly if
not wisely’

At this writing (late winter 1958), a recession is under way. Already
apparent is the fact that it exceeds in severity the minor secbacks of
1948-49 and 1953-54. But as yet an adequate scientific basis for predict-
ing the probably severity and duration of this recession is not available.

We do know that the inflation (creation of excess purchasing media)
in recent years has been the greatest in the Nation's history. Fortunately,
speculation on margin, in the stock market at least, has been much less
than that of 1928-29; although the expansion of inflationary private debe
in recent years has exceeded that of any earlier period. That there are
many serious distortions within the economy seems obvious; such always
has been the situation after prolonged inflation.

Much of the recent inflation was attributable to the monetization
of Government debt. Such inflation is not subject to the automatic
deflation that results from widespread bankruptcies and the collapse of
jnnumerable private debts. Consequencly, only part of the present
inflation is as vulnerable as that of 1929, and precisely how vulnerable
that part is cannor be ascertained unril the recession testing process has
carried furcher.”

In any event, questions about this aspect of the problem will be
answered in the months ahead. If the deflation of private debt becomes
extensive, a depression as severe as that of 1937-38 is well within che
range of possibilities, but we do not expect a depression such as that
of 1929-32, primarily because the inflation reflecting monetization of
Government debt is not vulnerable to forced deflation via private bank-
ruptcies.

SIn fact, so lavish was the giving and “lending” to other nations that, in addition
to providing Cadillacs for oil princes in Saudi Arabia and an infinite variety of
other goods from armament to zippers, we managed in a single decade 1o give
foreigners demand claims on two-thirds of the Nation’s basic gold reserves.
sWe believe that the huge wral of private debt incurred in recent years (§300,000,-
000,000 since 1945) includes a small percentage of vulnerable loans reflecting
unwise borrowing. Only 3 percent of it would equal the loass for stock specula-
tion on margin in 1925, and we suspect that even more may have been unwisely
incurred.
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B. The Natiow's Long-Term Objectives

We now tura to consideration of the Nation’s long-term objectives.
Unless our objectives are clearly stated and kept constantly in mind, we
cannot teasonably hope to make wise day-to-day decisions regarding the
route to be followed. The principal pertinent objectives smted and
implied in the Nation's basic plan, the Constitution of the United Stares,
may be summarized as follows:

I. A society so organized by Constitution, statute, and custom
¢hat each adult member will be continually influenced to cooperate
with others by serving their needs as they in turn are under a like
compulsion to serve his in order indirectly to serve their own. The end
desired is perfect cooperation, and the means clearly implied in the
Constitution is free -competition” ("Free” implies not the chaos of
anarchy but operations under “rules of the game” intended to preserve
the maximum freedom for all, large and small, 2mong the providers of
economic goods and services.)

2. Within the society freedom for individuals to plan and choose
their occupations and goals.

3. For all men equality of opportunity to find their places in the
economy and seck their goals.

4. To each individual the fruics of his own labors not only as
an incentive and reward but also and even more important for the
Nation ar a whole so that the individual (or business) who demonstraces
capacity to serve his fellow citizens most effectively will have increased
means at his disposal enabling him to become more and more effective
on 2 larger and larger scale’

5. A rate of economic growth and development that not only will
foster achievement of the objectives listed above bur also will insure
a widening rather than a narrowing of the present gap between the
induscrial power of the United States and that of Russia.

"For a derailed discussion pointing out that "free competition” is simply a different
name for voluntary cooperation and that such free competition is essentially dif-
ferent from war, see Appendix C “Free Competition is Voluntary Cooperation”
of the book, Useful Economics, by E. C. Harwood, American Insticure for Economic
Research, third edition, 1957, Great Barrington, Massachusetts.

"The historical developments that gave rise to the Great Revolution in human
affairs and culminated in the Constimation of the United States are cutlined in
the editor's book, The Counterrevolution, American Instimre for Economic Re-
search, 1956. As the title suggests, it also discusses the counterrevolution as em-
bodied in socialism including its militant form, communism. Even more dramaric
than the great industrial growth of the Ugited States, hecause compressed within 2
relatively shogt period, has been the economic recovery of Western Germany
following application of certein basic principles of the Grear Revolution, including
a large measure of economic freedom and sound money policies, applied shortly

after World War IL
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The last objective indicated warrants more detailed discussion in
order that it may be fully understood. For this purpose the diagram
below illustrates the discussion thar follows.’

COMPARATTVE ANNUAT, GROWTH RATES,

FREE V5. CONTROLLED AND
SOCIALISTIC ECONOMIES

Free Economy
"

Plus

\ Controlled
i Sconomy

7

it

- Soclalist
Democracy

Anrual Growth Rates
Q

Minus

Referring now to the diagram above, the annual growth rate of a
free economy is indicated as a plus value signifying a compound rate
of growth year afrer year such as that experienced by the United States
for much of nearly two centuries. The only prolonged departures in the
United States from well-sustained economic growth have occurred follow-
ing major interferences with its relatively free competitive economic
system. For the latter part of the 1gth century in particular, the record
of industrial production is sufficiently accurate and the conditions of
relative freedom were adequate to establish clearly that such an econemy
enjoys a high rate of growth.

Some readers may wonder whether the lessons of the American his-
torical experiment are applicable elsewhere, for example in Europe. The
experience of Western Germany since World War II provides a con-
vincing demonstration that a relatively free economy assures rapid growih
even when hampered by the prior existence of extensive controls and
by the wartime destruction of its means of production.

Tt seems desirable to emphasize that the dizgram does not arempr w represent
accurately in derail the relative differences in growth rates between free, socialistic,
and communistic economies, However, the hisrorical record cleatly establishes that
a free economy grows more rapidly than = contrelled economy and thar a socialistic
economy {without strong-man controls) has a negative rare of growth, in fact
cannot even survive in the long run (for example, the fate of the early Plymouth
Colony and more recently the effects of even partial socialism on Great Britain,
Fraace, and other nations).
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The anaual growth sate of an economy operating under a socialistic
dictatorship such as communist Russia, ie. of a ruthlessly controlled
economy, is shown as a smaller plus value. Whether or not its annual
rate of growth will be a plus value in the long run is indicated by =a
question mark. Evidently a positive rate of growth is possible for a
prolonged period, but there is as yet mo proof that will Jast for
centuries and will pervade the entire economy. That the annual growth
rate of such an economy, i its entirety, is less than that of a relatively
free economy is well established.”

Below the zero rate of growth and indjcating negative growth or
economic decay and rewardation we show socialisc democracy. This is
the situation where the state seizes all factories and other wealth and
diseributes the goods currently produced according to some plan specified
from time to time by the legislative branch of government. No economy
operated in this manner without dictatorship and ruthless controls thus
far has been able to survive. Numerous economies have experimented
with varying degrees of socialism, and convincing evidence of growth
rerardation is provided by the experience of such countries as Great
Britain under the labor government and France in recent decades.

Nations that have continued state ownership and control of all
wealth, natural resources and capital equipment as well as current pro-
duction, have survived oaly by the imposition of rigid controls in the -
hands of a ruthless diceatorship. By such means socialism {of a kind)
has been made to work and, at least for a few decades, to provide a
growing economy. Such growth never has been great enough to compare
favorably with that of nations having relatively free economies, although
in some aspects of industry rapid growth may have been forced™

Many people may believe that the gap between a relatively free
economy and a concrolled economy can be bridged as by the dashed
straight line connecting the two points on the charr above the zero
line. However, such never seems to have been the case. As an economy
has become more socialistic while attempting to preserve political free-

WGee, for example, G. Warren Nurter, Some Observations on Soviet Industrial
Growth, Occasional Paper 55, Nationel Bureau of Ecanomic Research, New York
I957.

USome observers scem to believe thar Sweden has proved that a democracy can
adopt socialism successfully. However, in the first place Sweden is only pastially
socinlistic, and emphasis has been placed on government control or ownership of
naatral tesonrces rather than on the nationalizing of indusery generally. (Even
the basic steel industry was not oationalized as it was in Great Britain.) Second,
the following figures on industrial production since roso (the year when West
Germany tegained its prewar rate of output) are of interest,

Percentage Increase in Industrial Production
1950 t0 1955

Sweden 5
West Germany 79
Western Europe 4E
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doms, the rate of growth has lessened and has become negative when
complete socialism was approached. Then the inevitable inefficiency of
2 bureaucracy lacking ruthless power becomes evident. In order to restore
a positive rate of growth (that is, in order to survive) such an economy
has two choices: 1, to struggle back toward ies lost freedom, as England
has attempted to do under its present government, unscrambling. the
scrambled eggs of socialism (rerurning factories to private ownership
_etc.); or 2, to adopr more and more stringent Controls until finally the
reins of power are concentrated in the hands of a dictator (individual
or small group). Whether or not a nation can struggle back from the
economic morass of nearly complete socialism to the status of a relatively
free economy remains to be seen. England may or may not provide
the answer in due coutse,

Of vital importance in connection with our Nation's objectives are
the following:

a. Continuing on the road to socialism will #0¢ maintain American
economic growth at an annual rate in excess of Russia's; that path is #os
the dashed line on the chart, but the solid line that goes down to a
negarive rate of growth, to economic dererioration in fact.

b. If we conrinue into the morass of socialism and attempe to
“control” inflation by price controls and a broadening multitude of ocher
controls thar soon would seem “necessary,” we shall experience economic
retrogression for years and at best succeed eventually in recovering to
Russia’s rate of growth (afrer prolonged delays) only by adopting a
ruthless dictatorship thereby possibly achieving survival at the cost of
much that, to many Americans at least, makes survival worth striving
for®

C. The Route Toward the Nation's Objectives

Thar maintenance of an adequate national defense is essential for
survival is obvious. However, defense in the long run involves more
than preparedness for military operations; it also involves the continuing
development of scientists, of science and technology, and of a growing
industrizl power capable of producing the unknown weapons of an
unpredictable future.

pn this connecdon we should also realize that once the absolute power implied
in multmdinous centralized controls is permitted to exist, seizing of thar power
by = ruthless dictatorship will follow as night follows day. Such has been the
invariable experience of mankind from ancient Greece to modern Russia or for
that marcer 1o modern America where concentration of nearly absolute power in
some labor unions has brought to the top of those unions rdhless individuals
from the pangster stratum of our socieey. Thar "power corrupts and absolute power
corrupts absolutely” is buc a half truth; the further trath is that where power
is obsolute, only the mose alert, clever oppormunist who is also utrerly ruthless
in grasping for power can hope to survive. By a process as inevitable in its out-
come as evolution irself, only the “ficcest” can survive and the “finest” in such
circmstances usually is the most bruwal enemy of his fellow citizens.
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The Nation’s defense expenditures alone already are so great that
the taxes providing the funds constirute a burden tending to retard
industrial growth and hamper education of the Nation's youth. The
financial problems of fathers actempring to educace their children require
no emphasis for the hundreds of thousands in the moderate-income group
who must pay income taxes in many instances exceeding the cost of the
children’s educarion, As for the young man earning his own way through
college, if he succeeds in earning $1,500, hardly enough for a year in
most colleges, the Government will take from him 1o percent of his
income under present taX rates.

That existing taxes retard industrial growth is readily seen by anyone
who understands that complex process called economic growih. Many
people apparently believe that economic growth of an economy is achieved
by a simnlcancous general expansion of nearly all business elements within
the area concerned, such as 2 region or nation. Actually, however, that
is not the siruacion. Economic growth is achieved, if and where it is
achieved, as some elements of the economy expand more rapidly than
those that are static or are contracting and perhaps are in the process
of dissolution.

A striking example of a rapidly expanding segment of the economy
was provided by the automobile industry through the 1920'. During
the same period the carriage industry and to a lesser extent the motor-
cycle and bicycle industries were contracting. A small city not far from
where this is being written was then known as the “whip city of the
world” ‘Today few youngsters in that city have ever seen & “buggy”
whip, although many of the older citizens still remember the Sears
two-cylinder “buggy” complete with dashboard and whipsocker, a me-
morial to the day when few believed the automobile could ever replace
the horse.

Many facrors other than obsolescence of the product account for
the decline of business enterprises. These other factors inclnde what
may be called entrepreneurial arteriosclerosis (too much deadwood at
the top) and numerous other forms of inadequate managerial ability as
well as all the many reasons for personal and corporate failure including
fires, floods, and earthqualkes.

The vital point is that an economy can grow only when the increased
production of goods and services by the growing businesses exceeds the
decreases in production by the declining and failing businesses. Moreover,
the most important funccion of profits in a competitive economy is to
provide bosh the incentive and the funds for business growth, whether
it be, at one extreme, the small business started by one man in its early
stages or, at the other extreme, the huge corporate enterprise that has
served the public for many decades. I short, profits are the food for
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growth, and whatever the corporate income rtax takes necessarily lessens
the means available to businesses for expansion. Without ‘doubr, today’s
Corporate tax ar 52 percent is a most serioss inhibitor of business growth,
Therefore, it retards development of the industrial power essential to
maintain United States supremacy in a hostile world.

Obviously, the Nation's economic growth can be most rapid when
all of the profits obtained in free competitive markets by businesses
generally (excluding, of course, monopoly gains and other profits ar-
- tributable to special privilege) are left in the hands of the businesses
concerned. Whether che profits are directly invested in new plant and
equipment for expansion or in part are paid out as dividends (thereby
atrracting more capital to the industry) is a relatively unimporrant
operating detail,

Moreover, taxes on profits can kill over-all economic growth if
the discouragement to growing enterprises slows their growth enough
so that it is equalled or exceeded by the decreases in production of
obsolescent and failing enterprises. Perhaps the tax on corporate profits
already is so high thar aggrepare growth will be prevented in the absence
of such 2 grear and dangerous inflationary stimulus as that of the past
decade. If such is the siruation, the Nation already is seriously jeopardized.

These considerations point to the following route toward the Nation's
abjectives, .

1. Defense expenditures must be kept at the minimum consistent
with adequate defense by stricc economy, elimination of duplication,
erc. (For example, are separate postgraduate “colleges” for senior officers
of the three armed services plus a fourth National War College, all with
various duplicating courses, really essential? Are missile submarines more
effeceive and less costly than super-aircraft carriers that, in the near
future, can be “seen” anywhere in the world from relevising satellites and
therefore readily descroyed by atomic missiles? Also, what should we
learn from Great Britain’s reappraisal of its most effective defense needs? )

2. All unnecessary Government expenditures should be eliminated,
especially those interfering directly with achievement of the Nation's
objectives. As a specific instance for application of this basic principle,
the farm price supports and soil bank programs may be selecred. Com-
bined budget expenditures for these purposes in fiscal 1958 are scheduled
at $3,683,000,000, nearly 10 percent of the military budget. These pro-
grams are an interference with free markets, a disruption of free com-
petition. They ercourage an uneconomic use of land, labor, and capital.
They delay readjustments that would strengthen American industrial
power because they create inducements for marginal farmers to remain
on the farm and tend to retard a shift of manpower to industry. They
penalize the general public both by raising the price of food and
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because the money spent for supporting prices is taken from individuals
2nd businesses who are further damaged thereby. (Perhaps one last
year of payments to farmers for not growing crops, using as paymeat
not money but percentage shares of the surplus crops in storage would
solve the surplus problem.)™

3. Expenditures for aid abroad should be reduced to those clearly
and directly in support of our mational objectives. This would prectude
most aid to England when under a socializing lzbor governmens; to
France except under the most stringent cantrols and restrictions both to
prevent misuse of American armament, as apparently occurred in Tunisia,
and to inhibit the further socialistic deterioration of the French economy;
and would deny aid to India’s socialist government for further extension
of already failing grandiose schemes of the Indian socialists, etc., etc.

4. The following principles should be applied in reducing and
readjusting the Federal tax burden:

a. Taxes on business profits, except profits attributable to mo-
nopoly and other special privileges, should be reduced rapidly and elim-
inated as soon as possible in order to encourage economic growth to the
maximum extent.

b. Because of the great and obvious need for more and betrer
education for the Nation’s youth, college tuition and other necessary
expenses should be allowed as deductions from family incomes before
taxes.”

¢. As rapidly and extensively as possible personal taxes should
be shifted from earned incomes to incomes derived from special privilege
of every form and variety. In this connection three important distinctions,
wherever feasible, should be made.

(1) ‘There is no important economic reason why tax rates on
special privileges (including site monopolies, etc.) should not rapidly
approach 100 percent of income after certain basic personal exemptions.

(2) Taxes on interest and dividends from capital invested in
competitive enterprises (as distinguished from funds used to buy mo-

©Anyone who has smdied the stimuladng effects of free markers and relative
freedom of competition in West Germany during the last severn] years would
conclude, we believe, that the farmers themselves who chose to remain in
agticalture would be far beter off in & short dme if somehow they could be
saved from their political “friends.” The rapidly growing population of the
United States is certin to provide adequate markers for well-managed [zrms ran
on a competitive basis. The farm benefits may buy some votes, but they don't
contribute to the achievement of national objectives, rather the reverse
HConsideration might also be given to putting @/l estate and gife tax receipts into
a special fund diseributed o ell aceredited colleges for scholarships. Such an ar-
rengement (using already existing and least costly administrative facilities) would
help in achieving thac national objective, equality of opporeanity for all. In effect,
some of the States now follow this procedure with their shace of such raxes
through their support of Srate universities open [ all qualified applicants at
minimum tuition.
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nopoly privileges, etc.) should be kept as low as possible in order to
avoid inhibiting investments in such enterprises; but, for defense and
other vital needs, some progression in such rates on personal income
-more or less similar to the tax rates now prevailing probably would be
necessary under present circumstances.

(3) Taxes on esrned incomes should be eliminated or reduced
to the lowest possible levels, especially where the earnings are from
-potentially growing but small individual enterprises.

To some readers these recommendations may seem unrealistic coun-
sels of perfection withour hope of practical application. Three objections
probably will be offered, viz:

1. That the great mass of the voters are “roo dama dumb to
understand.”

2. That the pressite groups, for example the farmers, are too
strong,

3. And, with reference to the current recession, thac we must
do something to restore prosperity promptly at all costs because, as the
witty Lord Keynes put i, “In the long run we are all dead.”

There are two effective answers to the first objection. Too many
people, including historians who should know better, seem to have for-
gortten that in the depths of one of the Nation's worst depressions, in
1932, the American people chase as President #oz a “pied piper” who
promised to restore prosperity by spendchrift magic but a man who
promised over and over #o reduce Government expenditures by 25 percent,
who deplored in the strongest terms Washingron meddling with and
direction of the economy, and who, during the first months in office,
actually pressed Congress for and obtained reductions in spending, The
New Deal spend-for-prosperity notions came later; and, if che public
apparently did approve them in 1936, that presumably was because of
the delusive business improvement ar that time and the claims "we
planned it that way” broadcast before the elections. Subsequently,
the 1937-38 depression, one of the most rapid and extensive declines in
the Nation's history, dispelled the earlier illusions of success in restoring
prosperity.”

The second answer to the first objection is that a relatively small
group of the better-informed independent voters, even those who are

Thase who would cope with depression today by incressed Government spending
might well reflect on the fact chat there were still nearly 10,000,000 unemployed in
1939, a full 5 years afrer the New Deal spending program began, and that even
during the sbottive recovery of 1936-37 nearly 8,000,000 were unemployed. Yet
by late 1932 earlier distorrions in the economy had largely been remoaved by the
influence of prolonged deflation, and the stage had been ser for the usnal cyclical
recovety; in face, the record reveals that recovery actually had begun, In addition
to repeating in substantial part the inflationary follies of post-World War I, should
we now repeat the blunders that prolonged the Grear Depression?
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registered Democrats or Republicans, hold the balance of power in most
elections. Once the poliricians sense that this group has decided views
on any question, those views will be reflected in political action. 1f sound
economic analyses are made available to and are accepted by the Nation's
more thoughtful and independent voters, the conclusions of such analyses
may become the guide to action.

With reference to the second objection, that the pressure groups
are too powerful, the fact is that a decisive majority of the farmers re-
sponding 1o a recent poll disapproved of the Government's efforts to
support prices of agriculeural products, Half of those replying wanted
no Government aid in any form. There simply is no evidence convincing
to us that the Natjon's farmers as a whole put their personal welfare ahead
of the Nation's.

As for the third objection, that "in the long run we are 2ll dead,”
one cannot deny the truth of this assertion, but one can deny its apparent
significance as an argument for more inflation to restore prosperity. The
fact is that our children and grandchildren will be alive in the long fun
unless we continue to mismanzge the Nation's economic affairs as we
have during our lifetimes and leave for our descendants a nation vulnerable
to Russia’s attack. In short, if the Nation is to survive, we must focus
our atcention on what is wise in the long run and struggle as best we
can to cope with the difficulties of the short run.

This does not imply thatr the unemployed should be permitted to
starve nor that all in debt beyond their immediate ability to pay should
be forced into bankrupecy and should lose their homes or other possessions;
but it does imply that the gross distortions within the economy basically
responsible for the recession should be corrected by the somerimes painful
processes of freely comperitive markers rather than be augmented by still
more inflation with even more unfortunate future results.

To summarize: in order that our Nation may survive;

1. Taxes retarding industrial growth should be minimized as rapidly
as is possible lest economic growth be markedly less than the maximum
practicable.

2. The deterioration of the Narion's educational system should cease,
and the relative economic status of educators should be improved, even
at the cost of ending the monopoly powers of unions as well as those of
industry; moreoves, means should be provided to move roward equality
of opportunity for youths capable of benefiting from higher education.
We should never forget the lesson of long experience: that deterioration
of the Nation’s schools tends to parallel depreciation of the dollar simply
because inflation results in adverse selection of educators by tending to
shift the more compertent to other jobs and by attracting the least com-
petent to fill the vacancies.
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3. Sound comparative analyses should be substituted for the
grandiose dreams of recent years; we should face the fact thar resources
are limited and put first things first by weeding out programs that
hinder progress coward che Nation's objectives and by reducing expendi-
tures on programs having a relatively low priority in comparison with
the Nation's need for economic growth and maximum educational op-
portuniries.”

Of course, the basic requirements of American citizens at this time

- are willingness to face the facts, to learn the lessons of costly experience,

and determination to follow the roure to national survival regardless
of whatever petsonal inconvenience may be involved. One function of
the Instimie is to analyze the facrs and transmir o the public the
economic lessons thus provided. Determining that 2 sound course will
be followed and urging that course on the Nation's legislators are not
Institute functions but are the tasks of every American citizen who
chooses to do his duty in the Nation’s hour of need. Unless these things
are done, we shall not only pass along to our sons and grandsons the
mess that we of Western Civilization have made in recent decades but
also we shall betray them finally by destroying chat one great hope for
the future of mankind, the basic principles of a free and just society
embodied in the Constitution of the Unired Scates.

"For example, which is the better “calculatedrisk,” as the proponents of foreign
grants and loans like to describe their speculations with the public money, more
millions for communist Poland or putting the same funds into more nearly
equalizing educational opportunizies for American youth by means of scholarships?

(Nat via stiil another Government bandout agency bur via grants to accredited
colleges for their scholarship funds.)

SUPPLEMENTARY NOTES

Note 1. The following quotations taken from our analyses of the
latest business cycle, from 1954 to 1957, illustrate the results of research
in progress for many years. (Beginning in 1928, analyses by the editor
of this special bulletin discussed the inflationary aspeces of the then "New
Era” in leading financial and economic journals. For the past quarter
centuey the results of continuing studies under his direction have appeared
in the Research Reports and other Institute publications.)

From Research Reports, January 3, 1955:

Because we believe thar others may have overlooked an important
factor, we should choose resumption of the boom as the most probable
development during 1955, The overlooked factor, we believe, is the
huge volume of idle purchasing medin (hoarded currency and demand
deposits}, 4 substantial part of which may come back into circulation
during 1955.
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Present indications are that inflation will be increased during 1955
by means of expanding real-estate and installment loans. If such proves
to be the case, thar stimulant alone could account for 2 resumption of
the boom.

We conclude that resumption of the boom with industrial pro-
duction reaching new records is the most probable of the several possible
developments during 1955.

From Rescarch Reports, January 7, 1957:

This is the beginning of the 16th year since the greatest inflation
in the Nation’s history began. (See our index of inflation in the preceding
bulletin.) For 14 years, from 1942 0 1955 inclosive, with only minor
interruptions for two 2-year intervals (1947-49 and 1951-53) the
relative amount of inflationary purchasing media circulating in the
economy was increased. Peak levels were reached in December 1955 and
January 1956, Since then, some deflation has occurred, apparently not
yet comparable in magnitude to the minor deflations already mentioned.

* % # #* £

Present indicarions are that the Nation is nearing the end of a
grear inflationary “spree.” The relative moderation of day-to-day develop-
ments, compared with those of 1928 or 1929, has reflected 2 gradual
rather than a suddent ascent to spéculative heights. However, a dangerous-
by vulnerable situation has bees created. Regardless of the fact that an
adequate scientific basis for predicting the beginning of the end is noc
availzble, we recommend avoidance of commitments that might prove
disastrous to any individual or business in the event of a severe recession.

From Research Reports, September 16, 1957:

The avoidance of recessions is so widely appealing that tdeas or
plans advanced as a means to that end are sympatherically received until
they are seen to be impractical or dangerous. “Creeping inflation”
has been tried again and again in the history of the world; but inflation
long-continued always has outgrown the “creeping” stage and in the end
has proved to be an intractable and destructive offspring of the “pheny
money” advocates. One recent striking example is found in France, 2
nation reduced from the status of a leading industrial nation to that of
a fourth-rate and backward, almost imporent, economy within 4 decades.
Similar long-run consequences of “creeping inflation” in the United
States could destroy the advantage our industrial power has over that
of Russia and invite destruction from without even if ir did not insure
economic destruction from wichin.

Trom Investment Bulletin, Octaber 7, 1957:

As for the Government's preventing a severe depression, that may
not be so easy as many seem to believe it will be. Even if business activity
curns downward rapidly in the early months of 1958, corporate tax pay-
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ments based on 1957 profits will be large next March and June. Not
until a year from now would corporate tax payments reflecc markedly
decreased profits. In the meantime, there would be no large scale new
inflacion areributable to thar so-called “auromatic stabilizer,” a Govern-
ment deficit o be monetized.

After a year or so Government expenditures probably would exceed
tax receipts substancially. But even then, the securities sold o finance
the deficits might be purchased largely with the savings of individuals
and corporations who feared to invest otherwise. Unless the deficits were
extremely large, lictle or none of them might be monetized for many
months. (Such deficits are monetized with a resulting creation of in-
flationary purchasing media when the securities issued to finance the
deficits are sold to the commercial banks in amounts thar exceed the
new savings placed with the banks for investment.)

Finally, liguidation of private debt may well resolt in greater
deflation for a year or two than the added inflation resulting from
Government deficits, In that event, net deflation could result with ac-
companying depression.

Note 2. The science of economics is relatively immarure. Much
that is published on the subject, including supposed remedies for recessions
etc., has no more scientific standing than the notions of the itinerant
medicine men who sold health elixirs to a/gullible public a few decades
ago. More specifically:

a. Confidence is mot & sarisfactory substitute for the correction
of serious maladjustments in the economy; in fact, confidence insofar as
it invites complacency and a “stand pat” attitude can delay recovery by
postponing needed readjusements in prices, wages, etc.

b. “Pump priming” by means of large government expenditures
never has resulted in a sound, stable, and lasting recovery from depression.

c. Contrary to the implications of those who recommend per-
petual inflation and rising prices as the road to prosperity, rising prices
are nof essential to prosperity. The record shows that the most rapid
and best sustained economic growth in the Narion’s history occurred from
1879 to 1892, when prices were declining almost steadily and by the
end of the 14 years had decreased 4o percent.

Note 3. For readers who wish to check the facts discussed in this
analysis we suggest reference to Current Economic Trends, an Institute
publication available at one dollar. (See inside back cover.)

{201}



It
THE UNITED STATES STANDS ALONE

Neatly two centuries ago an embryo pation of a little more than
3,000,000 population occupied part of the eastern coastal arez extending
from southern Maine to northeastern Georgia. Al bur 10 percenc of
the people lived in small villages and remote clearings connected {one
might better say separated) by trails that for the most part were
passable only to men on foot or horseback. Only 6 cities had populations
exceeding 8,000; and the largest, Philadelphia, numbered only 42,000.

The jndustrial” revolution had hardly reached this side of the
Atlantic. The first cotton mill in North America had not then been
established, and other industries were in the primitive handicrafr stage.
For most manufactured goods the people were dependent in large part
on imports from England or the other developing industrial nations of
Europe.

To the north of this nation-in-embryo was Canada, colony of the
great European power from which independence had just been won.
In the South and Southwest a vast area, including what is now Florida
and much of the grear Mississippi Valley, was held by Spain, a second
great European power. Within a few years Napoleon, Emperor of srill
another European power, was to claim the great Mississippi area for
France. Compared with those giants of the times, the embryo nation was
bur a pygmy about equal in population to the smaller nations of Europe.

In the remote villages and wilderness clearings men went to their
work in the fields equipped with muskets, prepared to repel Indian ateacks.
The inhabirants of the cities, which were all on the coast or on navigable
rivers near the sea, well knew that at any time their homes might be
burned to the ground by hostile sea-born forces; and threats of such
assault were not infrequent. As disputes flared up with first one then
another of the Furopean powers that had a foothold in Norch America,
one could pever know when a monarch's dreams of conquest would
incline him to order his fleet to burn and pillage on the coast of the New
World., Almost as though to emphasize that fears of such action were
justified, the capital ciry of the infant nation was burned by British
marines before three decades had elapsed.

Nevertheless, the people of this embryo nation somehow found the
courage to stand alone. Instead of seeking an arrangement whereby the
ruler of one of the three great European powers might have become
their Emperor and procector, the inhabitants resolved to create a new
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society in the family of nations. A Constirution was formulated, finally
adopted, and the United States was born.

The objectives of the new nation as outlined specifically and im-
plicitly in its Constitution were revolutionary in the sense that they
visualized and provided for overturning the old and establishing the
new in the affairs of mankind. The citizens of the new society were w0
be equally subject to the law and were to cooperate voluntarily by means
of free competition with special privilege for none and equality of op-
‘portunity for all. With those objectives so clearly sculptured in the
very foundation stone of the new society the United States scood alone
in a lazgely hostile world, 2 world organized far differently and with
greatly different objectives.

The Situation Today

How stands the formér infant nation among the great induostrial
powers of today? To the new small parion of two centuries ago the
industrial revolution came in due cousse, and progress at a rate noat
elsewhere equaled was the fruic of relatively free enterprise. Couatless
individuals were stimulaced by relatively free competition, were financially
strengthened by being permitted to reap where they had sown, and
were encouraged by unlimired opportunity to do on a larger and larger
scale that which they could do best for society. From their talents, in some
instances bordering on genius, inoumerable businesses, even whole
industries grew. John Fitch, Robert Fulton, Eli Whitney, Peter Cooper,
Phineas Davis, Francis Lowell, John Goulding, Cyrus McCormick, Chatles
Pilisbury, Gustavus Swift, Andrew Carnegie, Thomas Edison, Henry Ford;
these were but a few of those whose talents were reflected in the vast
growth of industry in the United States.

The resulc has been that the United States today is the industrial
colossus of the world. Steel is the basic material of modern industry.
The total capacity of the United States steel industry is 141,000,000 tons
annually, more than 4o percent of the 1957 steel production for the
entire world; our capacity is more than double that of England, France,
and Germany combined and is 214 times that of Russia. The éncreare
alone in American steel capacity since World War II began roughly
equals Russia's zoral outpur in 1957.

With reference to numerous other products of 2 modern industrial
nation the story is much the same. Although including only a little
more than 6 percent of the world's population, the United States produces
and consumes neatly two-thirds of the world's aluminum, more than two-
thirds of the motor vehicles produced in the world, about 4o percent of
the electric energy (nearly 4 cimes thar of Russia); and it has ewo-thirds
of all the world’s telephones in use.
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Yet there are those who assert that we dare not stand alone in a
possibly hostile world; that we must have friends to help protect us from
potential enemies; that we must outbid Russia in the search for allies;
that we must support governments abroad determined to impose on their
citizens procedures and objectives alien to our own and that in the long
run must conflice with our form of society. Although we know, if we
have learned anything from our own experience, that the road to socialism
is the road to ruin, we are told that foreign governments “hell-bent” for
socizlism must be supported by taxes levied on our citizens, 2ll because
some assert that we dare nor stand alone.

Isn't it Jong past the time to face the fact that the United States stil]
stands alone as it has for nearly two centurjes? Except for a few small
narions, relatively inconsequential measured by industrial might, no other
nations are with the United States in pursuit of the same basic objectives.

Consider England, for example, with whom we probably have more
in common than any other large nation. True, England is a “freedom-
loving democracy” in the popular meaning of that rather vague phrase,
but England's objectives are nof the same as ousrs. England is still a
nation divided, in large part, between a landed aristocracy and other
custodians of great wealth on thé one hand and on the other hand a
multitudinous and largely disinherited proletariat’ When the financial
and other vested incerests of Grear Britain and the remnants of the empire
are threatened by such an event as Egypt’s seizure of the Suez Canal, the
governing group not only has no hesitation in sending the common
citizen to war but also the government does not even bother to consule
the peaple about the matter. (That the government also neglected to
keep its supposed ally informed, the ally who was paying some of the
bills, was only what we should have expected had we stopped to reflect
on the differences between England's objectives and our own.)

Then consider France. Once there was hope that the objectives
of the United States would become the objectives of France, bur that was
nearly two centuries ago when the French Revolurion firsc began. Lacking
a foundation as stable as our Constitution, that unfortunate nation soon
reverted to » monatchical form of government, crowned Napoleon em-
peror, and since has regained only the semblance of a free-enterprise
“England has a more numerous middle class than have most European natons,
bur this element of the population in recent decades has become politically im-
potent. When in power, the Labor Party has rucned to socialism as a means of
taking capital and income from the aristocracy of wealth in the hope of effecting
a different diseribution of income. Ground berween the millstones of socialist
raxation and infleton, the middle class has experienced drastic dererioration of
its economic status. Of course, the aristocracy of great wealch, although subject to
high income end estate taxes as long as they remained vulnerable within Great
Brieain, have wransferred holdings ro relatively tax-free Bermuda, the West Indies,

und elsewhere. Also, and especially in the absence of a capital-gains tax, the
wealthy readily have found ways to profit from the continued inflaticn.
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republic. Special privilege exerts an influence in government such that
apparently interminable war has been chosea in order to protect French
vested interests in North Africa? The French Government joined Britain
in the ill-fated actack on Egypt, also without censulting eicher its own
citizens or the United States, and only recently has used American planes
for an attack on an undefended Tunisian village.

Does any sensible man really expect France to prove 2 stouthearted
ally if Russia actacks, regardless of how much money and equipment we
* give to France? Inasmuch as France capirulated at the threat of German
bombing of Paris in 1940 (with ordinary bombs) when her own existence
as a nation was involved, why should we expect France to brave the
chreat of nuclear bombs from Russia in order to assist the United States?

The fact is that Europe, with minor exceptions, is an aggregation
of countries where special privilege long has held che reins of power.
The disinherited proletaridt has found but two principal ways of coping
with the situation: I, to emigrate to the New World; or 2, to impose
socialism at home in 2 misguided effore to obtain “fair shares.” If the
more numerous underprivileged of those nations ever have entertained
the notion that our objectives should be theirs, they have not yet dis-
played competence to effect the change.

As for the Janded aristocracy and in the presenc age the equally or
more numerous beneficiaries and guardians of grear corporate wealth,
their privileges have been held so long as to seem like patural rights,
They have no more intention of giving up their strangle hold maintained
by means of land monopoly and international cartel arrangements than
a tiger would have of giving up her cubs. To those powerful interests,
the American Dream of a better sociery seems like a foolish dream
indeed, and they would not hesitate to use their counterparts and
fnancial allies in our own Nation to defeat progress toward our objectives
if that progress seemed to endanger their power and privilege. Many
United States citizens and many more of the parents of present citizens
came to this country from Europe in order to escape from the simration
that there prevailed and for the most part still prevails. Taxing them
now to support the conditions from which they fled hardly seems a
worthwhile project. Would not the funds be berter used here in further-
ance of their and our objectives or, if used abroad, used in support of
those same objectives elsewhere?

The result has been that during the entire period of the Third Republic capitalist
inrerests, whether industriel, commercial, or agriculmural have practically doeminated
the political arena, Evidence of this domination is ample, but one significant in-
dication of it is that no successful attempt has been made to alter the characrer
of the conservative Senmate. Control of politics by moneyed persans has been so
complete chae Frederick Schuman in his exceilent boolk, War and Diplomacy In
the Fremch Republic, ... " etc, from Shepard Bancrofe Clough, Frence, A History
of National Economics, Charles Scribner's Sons, MNew York (1939).
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Parenthetically, we should make clear at this point that we do not
imply that the United States should turn a cold shoulder to England,
France, and other possible allies. Wisdom dictates that even such allies
as Spain be sought i the end result is to the best advantage of the
Tinited States, However, in cooperating with other nations wherein
and to the extent that our mutual interests coincide we should avoid
the sloppy sentimenralism char is blind to many significant faces in the
situation. At least, we should avoid strengthening the hands of socialist
governments whose ultimare “success” must suin our erstwhile friends.
Moreover, not a dollar should be given or loaned abroad unless sound
comparative analyses indicate thar such wuse will accomplish more
toward achieving United States’ objectives than could be expected by
either using that dollar at home or leaving it in the pockers of the
citizens from whom i must otherwise come.

As for many other nations of the world that have been the recipients
of our lavish gifts and “loans” in recent years, most are either absolute
monarchies, military dictatorships, or oligarchies under the control of
powerful landholders or other privileged groups. Some of ocur aid has
served only to make the rich richer, to put more Cadillacs in families
where there was only one before. In other instances we are attempting
to aid impoverished and backward peoples without sufficient analysis of
the reasons for their ages long conditivn and therefore without am
adequate basis for believing that our aid will be effective in the long
run,

Of course, this liberal distribution of largess and advice reflects twa
aspects of our own misconceptions: 1, the delusions of economic grandeur
that always have accompanied our periods of prolonged inflation; and,
2, a singular averconfidence in our ability to prescribe how prosperity
may be attained by others in view of our obvious inability to preserve
it for ourselves. :

In the meancime, what have we done at home in recent years?
We have engineered the greatest inflation in the WNations history; we
have induced millions of our own citizens to incur debts for homes, cars,
etc, in the belief that ever-increasing prosperity would be or could
be made permanent; we have robbed holders of life insurance, savings,
etc., of nearly $200,000,000,000 in the short space of 15 years; we have
cncouraged 2 widespread and fatuously complacent overconfidence in
the Nacfon's furure while failing even to see the basic problems that
must be solved if United States’ objectives are to be attained.

Now the time has come when continuing to avoid facing the
facts may be disastrous. If we ask che right questions, we may in time
find the right answers and thus progress toward our objectives. When
and if we do that we shall be in 2 position to invite the rest of the world
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to follow, if they choose to leave the swamps of socialism and the deserts
of despotism. In the meantime, we should remember thar we still stand
alone and must continue to stand alone unless we choose to abandon
pursuit of those national objectives thar make the United States the
only hope for a despairing world.
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1IT.
WHAT QUESTIONS?

Solutions to the problems of men are found, when they are found,
by first asking the right questions. Today we in the United States are
confronted with three problems of critical importance: 1, the current
recession; 2, apparent deparcure from rather than the desired approach
to the Nation's basic objecrives; and 3, survival in a hostile world.
How shall we ascertain what questions to ask, and how may we find
useful answers?

Once upon a time men sought solations to their problems by
asking questions suchr as: Whar one or more of the Gods have 1 offended?
How may I appease them? Who among our medicine men possesses
the most potent magic and can best intercede for me? Here in the
United States, at least, we have long since learned that these are not
the right questions.

Not quite so outmoded are questions of a somewhat different type
such as: Where in our folklore shall I find the answer?, or Who among
the wise men can tell me the proverb that suggests a solution to my
problem? But we of Western Civilization no longer expect to find
in proverbs handed down from antiquity the solutions to all current
problems in this age so influenced by the development of modern
science. In the days when most proverbs summarized the common
sense of the times, many of today’s complex problems simply did nor exist.

And at other times and places men have sought the advice of
philosophers, have asked them, Whac is the Truth, the absolutely cerrain,
guaranteed, and everlastingly correct answer to my problem? Philosophers
of two general varieties, the Platonic idealists and the Aristorelian
logicians, both offered answers for the questions of men, unfortunately
not with nnqualified success.

Then finally a few men happened upon a different method of
conducting inquiries. They put aside the spooks and fairies, demoted
the mythical gods and goddesses, discounted the folklore and superstition
embodied in proverbs and old wives' tales, abandoned the quest for
certainty, and instead asked questions such as these: What measurable
changes occur and what uniformities of relationships are found among
those changes? Whac acrual sequences do we find in the nacural world
of things or events? What hypothesis or theoretical explanation is sug-
gested by the facts and can be adequately tested by a check of the
necessary implicarions of the theory against faces of the future and can
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even be used for successful prediction and control over the future facts
or our adapration ro them? Such questions proved to be “right” in
the sense that the anmswers when found have been useful in coping
with the problems of men.

The successful method of inquiry now generally called scientific
was first applied to certain physical problems of men. To the question,
Does the earth revolve or does the sun move around the earth?,
a useful answer was found by the methods of science, True, some of
the pioneers who thus sought answers were tortured by rack and screw;
and the answers that they found were not generally accepted for many
decades; but, in the long run, these answers prevailed. ..

Similarly with the physiological problems of men, the pioneers

of modern medicine were scorned by most professional teachers and
students in the field. The conclusions of Vesalius and of Harvey were
accepted only after prolonged debate; in facr, some of the pioneers even
were cast out of their professional groups and died in poverty because
they espoused new ideas.
7 Less personal sacrifice has been involved for those who are leading
the scientific advance, the revolucion in methods of inqguiry, in the
behavioral fields, especially in economics. However, there is every present
indication that the battle o enchrone the results of sciencific methods
of inquiry will last for decades even if it is not so bitter as were the
earlier battles in the physical and physiological sciences.

Although scientific methods of inquiry have been well under way
on an organized basis for nearly four decades in the social sciences,
following the earlier efforts of a few pioneers, many economists still
cling to the older methods of inquiry. The Keynesian spend-for-prosperity
notions taught in many colleges provide an excellent example of the
cultural lag with their foundation resting on secular revelation and
their web of theories spun from introspection, casual observation, and
vivid imagination in the best scholastic tradition of the dialectical quest
for cereainty. As a result we find even in one of the Nation's leading
technical institutions an economics professor teaching sophomores that
perpetual inflation with an increase of 5 percent annually in prices (that
is, depreciating the dollar ar this rate) is desirable;’ and in a nearby
university we find a bad case of schizophrenia or split personality with
one eminent economics professor advocating perperual inflation (his
suggested annual rate of depreciating the dollar being 3 percent), but
across the river that splits the campus, in the university’s business school,
politely expressed professorial disagreement.

*Eor a more extensive analysis of Professor Samuelson’s teachings ar the Massachu-
setrs Instimtte of Technolagy see the review of his book Economics, An Introduciory

Analysis, in E. C. Harwood, Reconstrrction of Economicr, American Insticate for
Economic Research, 1955, pp. 23 to 31,
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Another school of economists, typified by Hayek and von Mises,
although their methods are similar to those used by the Keynesians,
arrive ot diametrically opposed conclusions. Yer neither the Keynesians
nor the others have as yer grasped the obvious fact thatr the znswers
they provide are suspect because of unsound, in the sense of proven-
to-be-inadequate, methods of inquiry. In face, only because the method
they use is unsound is it possible for men of otherwise good intellects
to derive such conflicting answers.”

Parenthetically, of interest is the fact that application of modern
scientific merhod in the general ficld of sociology (or what mighe be
called a combination of sociology and anthropology) appeats to be on
the verge of a major “breakthrough” comparable to Galileo's successes
in astronomy more than three centuries ago, Leaders in this field now
believe that they havé scientific proof of the survival value of individual
freedom and equality of opportunity in a human society.

The Appropriate Qnestions

We turn to some of the questions that should be asked in relation
to each of the three major problems indicared ac the beginning of this
discussion.

Concerning the current recession, we should ask:

1. Has modern scientific method provided a tested explanation
of the more extreme cyclical changes in business activity?

2. What are the implications of that explanation as far as
alleviating or remedying the present situation are concerned?

3. Whart should be done to minimize the extent of such develop-
ments in the furure?

Fortunately, in large parc through the work of the National Bureau
of Economic Research and our own organization during the past four
decades, the answer to the first question above is “yes.” Some useful
answers to the second question also have been developed. The general
character of useful answers to the third question is apparent, but
details remain to he worked out. ‘

With reference to the second major problem, apparent departure
from rather than the desired approsch to the Nadon's basic goals,
answers to the following questions are needed:

1. To what extent and in what ways are departures from the
basic goals measurable, even in a general way?

2. What are the explanations for the divergence of results from
expectations?

*For a more adequate discussion of this situation see the reference cited in footnote
S, pages 7-22, 73-Ba, and 99-103.
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3. What changes in statutes, customs, €tc. Can Serve as 4 Mmeans
of achieving the desired ends?
Although some work in the attempt to answer these questions
has been done, much more remains. We hope to do some work in
our own organization.

Concerning che problem of survival in 2 hostile world, such questions
. as these should be asked:

I. What are the conditions precedent to optimum growth of
a modern industrial nation?

2. How can the Nation develop to the maximum extent its
resources of human intelligence in order that our lead in the scientific
and rechnological advance may be maintained?

3. What is the relative Importance (for survival) of more ex-
penditures for defense, various kinds of foreign aid, internal subsidies
such as those to agriculture, aid to education, etc, etc.?

No one having any conception of the complexities involved would
assume that the answers o all these questions can he found in less than
several decades of comparative analyses requiring painstaking and con-
tinuous application of modern scientific methed, although we need not
wait long for many useful answers. Our organization has developed
portions of some of the answers, but the scope of the problems is greater
than our present sphere of activity,

How Find More Aunswers?

As for how more of the answers to these questions may be found,
we propose that an independent and nongovernmental National Advisory
Commission for Inquiry Into the Problems of Men in Society is needed.
Such a National Advisory Commission should have the task of developing,
by the application of modern scientific method, useful answers that
will be available to the public.

Experiences with temporary commissions of inquiry here and
abroad have demonstrated thar such devices are a logical and essential
element of social organization in a republic or “democracy,” as most re-
publics are called today’ Therefore, for inquiries into problems that
cannot be solved in any short period, we believe thar a permanent
advisory commission of inquiry is needed, With the aid of ochers we
plan to initiate such a National Advisory Commisson that will be com-
pletely free of all ties to vested interests, political, business, or ocher.

Surcly obvious to all intelligent observers is the fact thar pressure
groups such as the farmers or organized labor and vested interests such

*Far a more comprehensive discussion see "Democracy’s Device for Analyzing
Major Problems,” the concluding essay of The Coanterrevolution, American
Institute for Economic Research, Great Barrington, Mussachusetts, 1956 edition,
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as some major corporate or other groups exert a dominating influence
at times on various aspects of legislation without regard to the general
welfare, That politicians will respond to the desires of such pressure
groups offering votes or contributions to campaign expenses or both
is inevitable in any form of popular government. Who can deny that
the first objective of even a would-be statesman, not to mention a mere
politician, is to get elected and chen re-elected? The most high-minded
and able statesman in the Nation, lacking a sear in Congress, will
hardly be effective in the deliberations of that body.

However, in nearly all parts of the United States the balance of
power, either at the primaries or &t the elections, is held by a relatively
small aumber of independent voters (even if some of them are registered
under o parry label). If the wotk of the proposed National Advisory
Commission is sound and if enough of the Nation's more independent
voters choose to accept the Commission’s findings and recommendations,
there is reason to believe that such findings may become influential in
legislative halls. We know of no other means by which useful solurions
for the Nation's major problems may be developed and applied.

In a republic or a "democracy” the common sense of the citizens
presumably provides the guide for legislation and custom. In matcers
physical, for example in bridge construction, the citizens of the United
States have adopted as their common sense the findings of qualified
scientists, not of course in full technical detail but as a guide to accion;
in marters physiclogical, for example, vaccination against smalipox, the
views of qualified scientists similarly have been adopted as the common
sense of the citizens. We believe that the warranted conclusions of
qualified behavioral scientists must be made available for acceptance by
citizens as @ guide to action if our Nation is to survive, In short, we
believe that twentieth-cenrury common sense should include the findings
of qualified economic and other social scientises as rapidly as such
scienrists and their warranted assertions can be developed,
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Iv.
WHAT ABOUT THE UNEMPLOYED!?

Yew members of a modern industrial society can avoid losses and,
in some degree, hardship during a severe recession or depression.
Thousands who have invested in businesses forced into bankruptcy lose
their accumulated capital; millions who have invested in the securities
of businesses rthat survive nevertheless lose if forced cto sell during a
depression, and their incomes are curtailed when dividends are reduced.
Hundreds of thousands of business managers find their usual worsies
multiplied as they strive to find the funds to meet next week's payroll.
All of these individuals deserve sympathy not only because of their
present plight but also because many of the panmaceas now under con-
sideration by Congress would hamper rather than encourage the efficient
funcrioning of free markets whose decisions are needed in order to correct
maladjustments and restore prosperity at the earliest possible date

With reference to the unemployed, however, much more than
sympathy is required. All citizens bear part of the responsibility for the
situation of the unemployed. They are entitled at least to a livelihood
for themselves and their families while the necessary readjustments are
being made.

The responsibility of all citizens for the plight of the unemployed
rests on two bases. In the first place, if more progress had been made
toward the Nation's basic objectives, the unemployed as well as others
presumably would be in a better position to cope with presenc difficulties.
Second, who but the citizens as a whole should be held responsible for
the great inflation since the beginning of World War Il and the present
afrermath of that prolonged inflation?

The face is that the public, acting through both Democratic and
Republican administrations of the Federal Government, put in motion
and kept in motion the grear inflation that stimulated the prolonged
business boom, that cur short the minor interruptions of 1948-49 and
1953-54, and that accounts for the extent of the distortions now requiring
carrection, Even the more prudent of those unemployed, who waired as
long as they reasonably could before purchasing homes for growing
families, found their attempts to be prudent penalized by the continually
rising costs of new residences as organized labor in the building trades
and elsewhere rook advantage of the grear inflation.

The unemployed as well as others may have incurred debt unwisely,
may have undertaken too large a burden of monthly payments. Some
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would have been improvident in any event; but was not the continuing
rise in prices more than an inducement, was it nor an actual threat that
if they did not incur debt they would continue to lose some of the
buying power of any dollass they saved?

Moreover, who is respomsible that the unempleyed now receiving
half or a third of their regular wages must still pay high prices for
food that, in freely competitive markets, would be available for much
less? The economic folly of subsidizing agriculrural surpluses by main-
taining artificially high prices becomes worse than mere folly in de-
pression times; how should we characterize the actions of a government
that deliberately raises the price of food when millions of its citizens
are on & bare subsistence dole? Surely this is a strange procedure for
2 nation to adopt under the guise of promoting the general welfare.

Even continuation of the dole, of public relief, to say nothing of
the more liberal unemployment compensation available to a portion of
the unemployed, will be partly ac their expense unless more inflation
by the monecization of deficits is avoided. More inflation will push prices
up further, will depreciare or lessen the buying power of the unemployeds’
last reserves, the currency in the pantry sugar bowl, the last life insurance
policy, perhaps a few U. 8. savings bonds, or a savings deposie. Thus to
the obvious robbing of Peter to bribe Paul via taxes to support prices
of food ac unnecessarily high levels will be added the subtle embezzle-
ment effected by a depreciating dollar.

In fact, the very process of paying people who are not producing
tends to resule in more inflacion. Dollars thus go chasing goods without
a corresponding addition to the supply of goods in the markets. Unless
care is taken to raise taxes or to borrow from the current savings of
those whose incomes do represent production, (that is, unless further
moneeization of Federal deficits is avoided), the more the doles or the
relief and unemployment payments, the less each dollar of them will
buy in the markets. ‘

Reabsorption of the unemployed into the production processes as
rapidly as possible is the objective. What can be done to expedite
progress in chat direcrion?

The sitnation in che automobile industry offers a case in point.
During the years of prolonged inflationary prosperity the principal
companies concerned found increasing profits readily obeainable. Or-
panized labor was alert to the possibilities and demanded 2 share of
the windfall profits. Corporate managers acquiesced, perhaps becanse
they saw no other way or perhaps because they simply concluded that
continuing inflation would enable them to keep one jump shead of
labor's demands. Be that as it may have been, the net result has been a
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quadrupling of automobile labor's average weekly wage (including
fringe benefirs) since 1939.

The automobile industry is not the only segment of the economy
where wages have more than quadrupled, but in several importaat seg-
mencs the increases have been much less, and in some segments the
increases in wages have not even compensated for the rise in the cost
of living. For example, wages of employees in the entire educational
system of the Narion, from kindergartens through the university graduate
schools, have lagged far behind. Even full professors in most of the
Nation's colleges today receive little more than many steel workers or
automobile workers were earning inclunding their overrime pay during
the latter part of the boom period. Below the grade of full professor
and down through the public schools, most teachers of the Nation's youth
are less well off today than they were in 1939.

Another large segment of the population, those who have retired
on pensions and other more or less fixed incomes, also have lost buying
power during the years of prolonged inflation. Bitter indeed has been
the experience of thousands, perhaps millions, of such persons who
have seen what seemed like enough income for retirement needs reduced
in buying power as inflation proceeded. A citizenry that thus condemns
its aged and infirm to & declining standard of living seems singularly
careless of the furure, because those of the rest of us who live to retire
will find ourselves in the same sitnation unless recent trends are changed.

In any event, the principal point to be made here is that some
segments of the population that have derived most advantage from the
great inflation now have priced themselves out of much of their former
matkers, In the absence of more and more inflation, how can some seg-
ments of the economy hope to maintain their seriously unbalanced position
in relation to the rest of the population?

With these facts in mind, we offer a suggestion. In order to out-
line it definitely we use specific figures, but the principles involved rather
than the illustrative figures are irporrant.

The managers of, for example, General Morors might say to their
employees something like this:

. Obviously, our employees, the stockholders, and we, the
management, have profited greatly from and during the prolonged in-
flation of the postwar years. Equally obvious is the fact that our producr
cannot be sold in the volume we should prefer at today's prices. Many
of our former employees have no wages, and most of our preseat em-
ployees are earning less than they were, management’s bonuses will
decrease, and dividends will be reduced or cease unless we can alter the
situation.
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2. Profits have been reduced 100 {or whatever) percent from
the peak levels of recent years.

3. We propose a temporary reduction in all wage rates and
salaries of half the percentage reduction in profits, plus a bonus with the
following understanding:

a. The company will resume production at what is believed to
be the most efficient rate of operations, rehiring as many as practicable
of the capable, former employees.

bh. Simultaneously, prices of cars and other products will be re-
duced ro whar the management believes will be a break-even level with
normal production for a 40-hour week. Prices may be adjusted upward
if the resulting demand proves to be even more elastic (responsive to
Jlower prices) than the demand for cars always has been.

¢. Shortly after the end of each quarter, any profits obtained
will be shared with employees as an incentive bonus or supplementary
wage so that when net profits, after deducting taxes and the supplementary
wages, have recovered to half those of the last peak year the supple-
mentary wage payments will restore half the cut in wages (bringing wages
to 75 percent when profics are at 5o percent of former peak levels); when
profits have recovered to 8¢ percent, supplementary wage payments will
restore 8o percent of the cut in wages (bringing wages to go percent of
peak levels), and so on. (Dividends to stockholders presumably would
be in proportion to the net profits remaining for the company.) It is
further understood that a final adjustment will be made annually and
that when and if net profits again reach the last peak levels, the wage and
salary scales shall be fully restored and employees shall be free to bargain
and strike for higher wages or whatever arrangements they prefer, The
accounting aspects involved may be checked by independent auditors.

Perhaps we should add that we at the Institute are not so naive
as to expect such a plan to be welcomed at first consideration either by
General Motors or by organized labor. However, there is nothing like
a depression for stimulating the exercise of ingenuity. Inasmuch as the
management of General Motors had the brains to foresee the effects of
prolonged inflation and profit by it, and inasmuch as the leaders of
organized labor were smart enough to get labor a share of the windfall
profits while the getting was good, perhaps there is enough combined
intelligence in the two groups to recognize the merits of such an arrange-
ment.

In effect both labor and management, if such a plan were adopted,
would simply be taking advantage of the lesson to be learned from
free, competitive markers. One can, of course, learn the hard way, by
profonging unemployment, forcing great losses on the company, possibly
pankrupting the union, and in general being as shortsighted as organized
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labor and management wete in England afrer World War I for several
years or as lacking in wisdom as such groups have been at other times
and places. However, we see no inherent necessity for such stupidiry,
especially when there is so much to be gained for all by a more inteiligent
approach t0 the problem.

That other distorted segments of the economy probably would be
wise o adopt similar arrangements seems obvious. The more rapidly
. prices and wages could be restored to levels that encourage the maximum
of exchanges, the better for all concerned.

How long a period would be required for wages and profits in
such presently maladjusted industries to recover to former peak levels,
no one can foresee, Given renewed opportunity for balanced growth,
recovery to and extension beyond former peak levels might occur in
a surprisingly short period- of a few years. One has only to observe the
results in Germany of the resort to the decisions of free markets to
realize that a seemingly miraculous recovery of an exceedingly “sick”
economy is possible; in fact we consider such recovery under free-
market conditions a reasonable expectation.

When conditions seemed darkest in the spring of 1933, President
Roosevelt inspired some people by his confidenc assertion that we had
“nothing to fear buc fear itself.” Heartening as this message may have
been to many listeners, subsequent events proved that the Nation had
much more to fear than fear itself. What should have been feared far
more was thar men of unquestioned good intent would be governed by
their hearts rather than by wiser heads, that good intentions would pave
a six-year-long road through the “hell” of unemployment for those who
already had endured such hardship oo long. Good intenrions are not
enough. Good intentions play a vital part in providing the urge to
act, but impulsive action aimed at alleviation of symptoms rarely remedies
serious economic or other maladjustments. This time we can avoid
burdening the unemployed with a decade of frustration and heartaches
if we apply the lessons of past experience, lessons that now should be
part of our common sense,
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V.
THE COUNTERREVOLUTION

The struggle against communism is not an areempe either to destroy
Russia or to preserve the United States; ir is not merely another of the
numerous rivalries between narions that have crowded the pages of
history. The struggle against communism js a crucial one for the survival
of Western Civilization. Whether this struggle will mark the decline
and fall of Western Civilization or will ser the stage for a new, great
advance comparable to that of recent centuries remains to be seen.

Because this is nor merely a struggle berween jealous or greedy
monarchs nor solely a war for empire and trade nor a religious war
between ignorant and intolerant tribesmen, we must seek below the
surface and behind events of the day for the fundamental causes of the
conflict within Western Civilization. At least briefly we must skewh
the outline of developments on a broad front and in the perspective of
recent Cenruries. ‘

Several hundred years ago Western Civilization consisted of many
vast feudal estates, innumerable peasant holdings of small farms, un-
counted villages and towns, and 2 few cities, small by today’s stand-
ards. For the most part, men lived as their fathers and grandfathers
before them had lived; folklore and superstition were generally considered
the intellectunl keys to understanding, and scientific knowledge s we
think of it today was almost unheard of; class distincrions were rigid in
many parts of the civilized world; village industry was controlled by
the guilds and other authoricies; progress was not generally expected
and often was not tolerated; most men were slaves, seemingly held in
perpetual bondage by custom, fear, ignorance, and superstition. Only
the more fortunate who had been granred domination over the earth
and the fruits thereof, seemingly by an inscrutable Providence, could
live much differently cthan did beasts of burden in thar almost-forgotten
age.

Nevertheless, within thar civilization an idea began to find increasing
acceptance. In a word, this was the idea that individuals might be free;
but its scope developed gradually, and even today we are not sure that
we grasp its full implications.®

Firse published as a Special Bulletin in August 1950 and later supplemented by
additional explanarory asticles in book form. See inside back cover.

*One suggestion is that men are free to the extent that the culmre or society
in which they live permits them to plan and choose their goals, provides
equality of oppormnity to act effecrively in pursuic of those goals, and permirs
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Aided by many circumstances thae need not be described in detail,
this idez of freedom fonnd more and more disciples. It attributed worth
and dignity to the individual man; and, as men gradually and almost
reluctancly accepted this new idea, they likewise accepted many increased
responsibilities that fostered individual growth in countless ways.

Incellectual freedom opened the doors of the new frontiers of
science. As a result, technological progress rose like a giant from sleep
to aid the wealth-producing activities of men. Here in America circum-
stances were most propitious for a civilization based on the idea of
freedom. The results we are familiar with; but the magnitude of them
is sometimes overlooked, because to us they have become commonplace.

Freedom found acceptance in parts of Europe also. Major social
changes marked its advent, and great material progress was one result.
However, in much of that area the great revolution never was so Success-
ful as it was in the United States. Apparently in only two countries
of Europe, Denmark and Switzerland, has the great revolution maintained
its gains or progressed in recent decades.

Tiven here in the United States, however, complete freedom was
ot reached. Conditions here differed greatly in many respects from
those in the Old World; but we now realize that various laws and customs
carried over from the Old World had the effect of denying freedom, at
least in some degree, to many of the people of our own Nation.

The results of imperfect or partial freedom were nor all good.
Great material progress came, but the greatly increased production of
wealth was not equitably distributed to those who produced it. As a
result, 12- and 14-hour days for women and children were common in
the facrories of England, more extensive and more degrading poverty
pervaded the slums of Burope, and urban and rural slums developed
in the United States.

So striking did the increasing maldistribution of wealth become
that many men abandoned the battle for freedom and rurned back; thus
the counterrevolution within Western Civilization was born, For the
past hundred years the counterrevolution has been gaining strength. Irs
basic ideas were developed earlier by the Utopian Socialists and were
organized a5 counterrevolutionary doctrine by Karl Marx and his followers.
These ideas are the roots from which modern communism, socialism,
fascism, the New Deal, and the Welfare State all have grown.

In Russia the counterrevolution has reached the apparencly inevitable

them to cetain the fruies of their labors. Throughout this zeport we shall
use "freedom” as a blanket label for these circumstances and such others as may
be necessary to canstitute optimum circumstances for the economic welfare of
men in sociery. We tealize that such use of a rerm is loose characterization
racher than scientifically accurate specification or naming, but it will serve the
purpose here.
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goal; a new despotism has replaced the old. In this fact there is a lesson
for all who desire to learn it. Marx and Engels predicted scccess for
communism (the militant branch of socialism) first in the great in-
dustrialized narions where they expected the proletariat to unite and cast
off its chains. But communism succeeded firse, not in the more advanced
industrial nations, bur in Russia, where the progress of the grear revolu-
tion had been retarded. The reason is nor difficult to understand. The
counterrevolution is fundamentaily a retreat from individual freedom,
from responsibilicy and authority for each individual, to the sheltering
arms of an all-powerful state. Naturally, communism succeeded first
where the progress of the great revolution had been least; and it still
achieves success most readily in the backward nations of the world,
where the substitution of a new despotism for the old is relatively easy,

The Source of Communism’s Strength

However, the fact that communism succeeded first in Russia and
that it gains ground most rapidly in the more backward nations of the
world should not be permitted to encourage a false sense of security.
The basic principles of communism have been widely accepred; and
the counterrevolution has gained strength during the past cenrmury in
nearly all nations of Western Civilization, including our own. In order
to grasp the significance of these gains, we must first understand the
source of the strength of communism.

Although the hopes it offers are known by many to be illusory
and although its promises are vain, communism derives its strength
from those who, because of the inequirable distribution of incomes, have
become the underprivileged of all lands. What other hope have those
who are denied a substantial part of the fruits of their labor (in order
that the perquisites of the privileged may be preserved) than thar some-
one will somehow redistribure currently produced wealth in accordance
with men’s needs? The Marxian slogan, "From each according to his
abilities; to each according to his needs,” offers to the poor a hope
comparable to the hope of a bewer world offered by many religions.
Communism has the added advantage of promising to provide in this
world now or in the immediate future what some religions offer only
in the nexr world at some future rime.

The strength of communism’s appeal results from its promise to
eliminate special privilege for the few and the inevitably corresponding
inequality of opporunity and obvious inequity of reward for the many.
Communism has grown in strength as special privilege has grown; the
farther the nations of Western Civilization have departed from equality
of opportunity, one ingredient of freedom, the more they have drifted
toward communism,
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Fascism often is discussed as though it were the opposite of com-
munism, but such is not precisely the case. Hitler, Mussolini, and Stalin
were different in many respects; bur the principles of their economic
ideologies were the principles of socialism; their initial zppeal was to
the underprivileged; and the final result, 2 new despotism, was the same
in all three instances.

In view of the foregoing, we may summarize the present situation
somewhat as follows: Western Civilization as we know it today is the
outcome of a great revolution that followed the acceptance of new
ideas and that accompanied the progress roward individual freedom in-
cluding equality of opportunity and economic justice’ {or all men.
However, virtually complete freedom as herein described has not yer
been reached except in relatively small areas of the world and even there
only for brief periods.

Perhaps primarily because we of this civilization have stopped shore
of the goal, the results have in part been an inequitable distribution of
curreatly produced wealth., In the minds of many, not even the material
progress made possible by the great revolution can offser results that
seem s0 evil. Either not realizing that the goal had never been reached
or not undersatnding that the evils they deplored were attribucable to
imperfect freedom, many leaders in thought and action sought to turn
back; thus the counterrevolution was born.

The counterrevolution is in progress throughout the world. Ir is
recognized as communism; but fascism, various Socialist governments,
the New Deal, and the Welfare State all have grown from the same roats,

Such is the situacion in this midpoine of the twentieth century.
American foreign policy, if it is to be successful in the long run, muse
cape with the counterrevolution in Western Civilization.

Leston of the Immediate Past

Before proceeding to a discussion of American foreign policy, a
brief review of recent developments will be helpful. A valuable lesson
can be learned from mistakes of the recent past.

Germany and Russia were enemies in World War II, not because
their ideologies differed, but because there was not room on the same
continent for their ambirious rulers. We were allied with Russia, not
because Russia was one of the democracies fighting for freedom, but
because Russia happened to be fighting Germany and could be induced
to fight Japan.

However, Americans are sometimes thought by their political leaders
*Economic justice refers to the third part of the definition of freedom previously
given. Men who are free to plan and choose their goals and who enjoy equalicy

of opportunities 1o seek their goals may be said to receive economic justice if they
are perrnitted to retain the froits of their labors.
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to be squeamish and unwilling to face the facts of life. Consequencly,
the wartime administracion songht to “sell” the American people the
notion that Stalin was a respectable companion in arms. They were not
conrent to use him to the extent that he was useful, while keeping in
mind thar he was the leader of the counterrevolution threatening Western
Civilization; they insisted on adopting Russia into the family of peace-
loving nations. In our preoccupation with winning World War II, the
Nation's leaders apparently closed their eyes to the important long-term
developments that have been described here.

Our foreign policy during and immediately afrer World War 1I was
a series of blunders precisely becanse we dealt with successive short-
teem situations as though there were no long-run fundamental conflices
of aims or as though we were blind to other than immediate pressing
developments. Such was our major error, and the lesson should not be
forgotren. .

Prior to World War II, American foreign policy had to cope with
two classes of potential enemies. The first included Germany and Japan
as potential enemies for the same reason, ambition for power, that nations
have so often been enemies since the dawn of recorded history. The
other class of potential enemies may be roughly designated communists
or, to be mare specific, the counterrevolutionary elements within Western
Civilization.

Fortunately, the problem of: formulating an adequate foreign policy
is simplified in some respects by the fact that, in coping with Russia as
our anly potential enemy of substantial strength in the firse class {having
a ruler whose ambitions for more territory and power make him a
potential enemy), we shall be coping to some extent with the world-wide
counterrevolutionary movement.

On the other hand, the situarion is complicated by the fact chat, in
choosing a foreign policy intended to cope with Russia’s ambitions for
more territory and power, we may erroneously assume that the long-run
problem of the counterrevolution is automatically solved merely because
we associate the long-run problem also with Russia. Actually, the ruler
of Russia is not the long-run problem: he is merely its temporary
figurehead or symbol. Regardless of what happens to him or to Russia
in the next several years, the long-run problem of che counterrevolution
will remain.

What Can Be Done about Connterrevolution?

We now come to the question, "How can the foreign policy of
one nation deal with counterrevolution within & civilization?” A nation
faced with such 2 counterrevolution has any one of three courses available.
Fach of these will be discussed in tun.

[ 41 ]



The firse possible course is to join the counterrevolution. To a
far greater extent than many people realize, the United States already
has chosen chis course. Many iaternal policies, especially (but not by
any means solely) some of those adopted in the past two decades, con-
form o the principles advocared by che counterrevolutionists. In our
foreign policies also we have nor hesitated to give extensive financial
aid to the political parties in control of various governments that are
aiding and abetting the counterrevolution. We refer to the Socialist
governments of England and France.

It should be apparent that the first possible course, which we have
already chosen in part, will be self-defeating in the long run. If we
encourage the counterrevolution in other nations and yield to its wiles
at home, we shall end by joining wholeheartedly, while Western Civiliza-
tion declines and falls as others have done before.

The second possible course is to attempt tO preserve the status quo,
tha is, neither to press on with the original revolution nor to join the
counterrevolution. This apparently was an objective of the Truman
policy. Although the Truman policy appeared to be somewhat incon-
sistent for several months, including as it did the extension of military
aid to Greece and Turkey and the denial of military aid to Nationalist
China and Korea, subsequent actions and announcements indicated
that the policy had become firm. In essence it appeared to contemplate
preservation of the status quo as of June rg9sc indefinitely.

The second course, preserving the status quo, would scem 0 us
impossible if we may legitimately deduce from history something other
than that men never learn anything from history. And, aside from the
lessons of history, we know that the conditions in which communism is
rooted and from which it derives its strength have become increasingly
favorable to communism; this trend scems destined to continue until
progress toward the goals of the great revolution is resumed. Preserving
the starus quo would become increasingly costly and increasingly difficalt
as the years pass. Such 2 policy is oaly a slower, not a less certain, road
to destrucrion in the long run than the first possible course.

The third possible course is to oppose communism, but what effective
means are there for opposing communism? An answer is not difficult to
find if one remembers that communism is the ideology of the counter-
revolution. Only if Western Civilization presses on toward the goals
of the great revolution will the circumstances that have fostered the
counterrevolution be changed. Only as the source of its strength is
reduced and finally eliminated will the counterrevolution be weakened
and finally defeated in the long run.

Only the third course, to oppose communism by pressing on toward
the goals of the great revolution within Western Civilization, appears
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to be a practicable means of coping with the counterrevolution.

Forcunately, no other great nation is as well prepared as our own
to undertake this task. In order to reorient our aim, we should study
again the Declaration of Independence, the Constitution of the United
States, the wrirings of Jefferson, and other documents, such as Lincoln's
emancipation address, that have described the goals we once sought
so eagerly. Then, we must ascertain why the goals have not been reached,
why inequality of opportunity and an inequirable distribution of currently
produced wealcth became so marked even in the United States as well
as in the rest of Western Civilization. Only then shall we be in a
position to correct the fundamental errors in our procedure that have
delayed progress toward the goals of the grear revalution.

The United States has become a great nation, a tower of industrial
strength in the vanguard of Western Civilization, primarily because the
goals of the great revolution were more nearly approached here than
they were in Europe. In the greater material progress here in the United
States, we have all around us tangible evidence that should more than
justify che faith needed ro press on. Surely we of all peoples of the
world should know that freedom for the individual (not merely freedom
from outside dominacion for a nation), equality of oppormairy, and
economic justice are among the imporrant goals to be sought.

We have concluded that che only sound foreign policy for the
United States in the long rua is to resume our former place in the van-
guard of the grear revolution, to press on toward the goals of more
nearly complete individual freedom, and to encourage other nations
to follow. However, we shall be ill-prepared for such a position of
leadership until we have reoriented the policies that we apply at home.

Too long have we yielded to the urgings of those who have joined
the counterrevolution. Alger Hiss and others like him may nor be
traitors in the ordinary sense of that word, implying betrayal of their
country in order to give advantage to a foreign enemy; perhaps they
are merely miseducated men whase good intentions have led them to
join the counterrevolution within Western Civilization. We shall under-
estimate the potential danger if we do not realize that such men are
not misanthropic freaks but the legitimate products of some of the
Nation's leading educational institutions.

Domertic Policy

Coping with the counterrevolution at home will not be easy. In
order to regain the road toward the goals of the grear revolurion, we
shall have to retrace some steps taken in recent years and turn aside
from other goals toward which considerable progress has been made.

Specifically, corrective action will be needed along at least three
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general lines, First, the distortion of and interference with free-market
relationships must be reduced as rapidly as possible and ultimately ended;
second, all special privileges must be eliminated; and, third, the activities
of the Federal Government must be reduced w the role of national
defense and prevention of license or abuse of freedom.

Restoration of free markets is essential if progress is to be made
toward the goals of the great revolution. If men are to choose wisely

. among possible economic alternatives, they must be free to buy and sell
at prices agreed among themselves without government intervenrion, sub-
sidies, or conrrols; they must be free to select, hold, and exchange the
money or standard of value that they deem most suitable for the purpose
(with men's customs and views as they are, the gold standard must be
restored ) ; and such abuses of the monetary system as inflation must be
eliminated. For 35 years Government intervention and “management”
of the Nation's money-credit mechanism have resulted in progressively
greater distortions and more extreme interference with free markers. The
counterrevolutionists throughout the world have Jong regarded inflation
as their most potent weapon; and events in Russia, Germany, France, and
elsewhere have confirmed their judgment.

Holders of special privileges, especially those related to monopolies
of natural resources (including land), under existing customs and laws
acquire, at the expense of the producers, an expanding portion of the
wealth currendy produced. This simation results in increasing the number
of underprivileged members at the base of society from whom com-
munism derives irs voting strength (but not, of cowse, its inrelleccual
“front”), and it diverts from producers some of the means thar could
be used to increase production. Because the situation in this respect is
more acure in various other countries, for example Iraly, many observers
see the problem there more clearly. Nevertheless, this problem is evident
here in the United States and seems destined to became far more acure
as the temporarily stimulating effects of prolonged inflation diminish.

Reduction of the role of the Federal Government to the national
defense and to the funcrion of umpire for the purpose of preventing
license or abuse of the principles of freedom is essential to the efficiency
of the Government in performing its primary functions. United States
Senators, who should have time for amalysis and smdy of important
policy matters such as those described here, spend their valuable time
bickering over the price-support levels for Valencia peanuts and in-
numerable other trivialities thar have become the day-to-day business
of an elephantine bureaucracy. A republic need not be as inefficient as
2 totalitarian form of government that attempts to contrel all economic
activicies; but, if we continue adding to the functions of our Federal
Government as we have during recent decades, the fundamental efficiency
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of free men funceioning in free markets will be replaced by the lumbering
and creaking performance of a vast bureaucracy. We shall then be as
inefficient as our toralitarian enemies.

Foreign Policy

For the purpose of coping with the immediate threat resulting from
Russia’s ambitions for more territory and power, our short-term foreign
policy may well be based on the expedient, for the rime being, rather
than on priaciple. If war with Russia is imminenr, we should not
scorn any allies, cven one such as Spain. However, there is no need
to repeat the silly process we went through when we used Russia as an
ally in World War 1I; we need not fool ourselves thar we are coping
with the counterrevolution when we “make a deal” with men like Franco
of Spain. .

On the other hand, our intervention in Korea had no other excuse
but as part of our long-run plan to cope with the counterrevolution. All
of our military experts seem to be agreed that Korea would be a liability
rather than an asset in the event of war with Russia in the near future.
Obviously then, in Korea we should have insisted on pressing the
great revolution, on progress toward the goals of individual freedom,
equality of opportunity, and economic justice for all men. Was there
any other goal in Korea worth the life of a single American soldier?
(Surely our battle cry in Korea should not have been, "Restore to the
lzndlords their vast feudal estates!”}

If in doubt as to how progress toward those goals can be made
in Korea, we might well study the situation in Denmark and New
Zealand. The lessons we should learn would have the added advantage
that they could also be applied here in the Unired Srates when we finally
realize how badly we need to apply them.

A National Policy Commission?

We realize that the policies we have suggested may not be generally
accepted at first. The Nartion’s legislators who have been preoccupied with
Valencia peanurs can hardly be expected to see world affairs in the
perspective here described at first glance, and shallow or confused think-
ing about the problems of Western Civilization in the tweatieth century
is by no means confined solely to the halls of Congress. Therefore, we
raise the following question: Has not the time come for selection of a
National Commission on Foreign and Domestic Policy? Such a com-
mission, composed of the most competent men who can be drawn to
its service, could be expected to sutvey the entire problem of American
foreign and domestic policy from a nonpolitical viewpoint. By means of
extensive public hearings and discussion of various possibilicies involved,
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public attention could be focused on these critical problems of our times,
and the poblic could become informed regarding these marrers. Finally,
before its work ended, such # commission could be expected to reporc
findings and recommendations concerning foreign and domestic policy
much as the Constitutional Convention did in 1787 or as the National
Monerary Commission did on a less extensive scale four decades ago.

Unless something like this is done, we greatly fear thac the statue
in New York Harbor of the goddess of liberry enlightening the worid
" will no longer be an appropriate symbol of United States policy 2t home
and abroad. And, in that event, what shall it profic us if we gain wide-
spread dominion and for the time being stabilize the world if in so doing
we lose our own principles? We shall gain nothing but 2 licle tem-
porary secarity and shall Jose all that we treasure highly as the United
States declines and falls wirh the rest of Western Civilization, a victim
of the counterrevolution.

SUPPLEMENTARY NOTE

The foregoing essay, first published Aupusc 28, 1950, suggests the
advisability of a National Commission on Foreiga and Domestic Policy
for the purpose of reviewing the present situation and making appropriate
recommendations. In the interests of avoiding confusion, we clarify
below the differences in namre and purpose of this proposed commis-
sion from the permanent National Advisory Commission for Inquiry
into the Problems of Men in Society proposed in the third essay of
this series. :

We assume that the temporary National Comunission on Foreign
and Domestic Policy would be appointed by the Presidens under a
formula for membership prescribed by Congress. (This is the procedure
used in the past for other temporary commissions of inquiry.) Thus
it would be a temporary agency of the Federzl Government with the
costs paid from Goverament funds.

If earlier precedents were followed such a Commission presumably
would include some members of Congress as well as distinguished ex-
perts and leaders in various flelds including among others the milicary,
cconomic, governmental, academic, sciencific, and business segments of
the Nation. The Commission would be empowered to employ technical
experts for various aspects of the Commission’s inquiries.

Some of the questions that such a Commission might consider would
include the following:

1. Is the Truman Doctrine of preserving the status quo as of
1950 an appropriate foreign policy?

2. To what extenc should the American people be willing to
sacrifice their sons on foreign battlefields;
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a. For more stalemates in other Koreas?

b. To safeguard the privileges of vested interests such as those
of the French in North Africa?

c. To maintain military dictatorship or government by privi-
leged cliques in varicus nations of the world?

3. To what extent should the American people be raxed to
support foreign governments whose objectives differ markedly from those
of the United States?

4. To what extent should the Nation's defense rest on countries
such as France, for example?

5. Is it sound national policy for the United States to support
and strengthen socialist governmenzs abroad? In this congection we
should keep in mind that:

a. Socialismi and Communism have the same basic ideology,
the same intellecrual parentage;

b. Socialist governments such as the Labor Party provided in
England or as we now find in India are notoriously “soft” roward Russia
for reasons that seem obvious;

c. The basic objectives of such governments are diametrically
opposed to our own. ‘

6. Does the United States desire to prepare for naumerons small
wars anywhere in the world; or, if the blood of American youth is not
to be offered on the altar of preserving the status quo throughout the
world, what should we prepare for?

7. Should atomic missiles ecc. be substimited for American troops
in Western Europe?

8. Precisely what areas of the world are essential to the national
defense?

g. Do we propose to fight to preserve the independence of
every nation in the world, in effect to act as the world policeman?

10. Under present conditions, and possibly with changed emphasis
on defense plans, should a professional career defense establishment
be substirured in fazge part for che drafred forces and reserves now in
being and in prospece?

These questions are intended to be representative rather than all-
inclusive. Moreover, they are no# rhetorical questions implying that we
already know all the answers to them. The reporc and recommendations
of such a Commission could greacly aid in clarifying issues now too much
obscured by political controversy and could aid the citizens in deciding
policy issues of immediate pressing impartance.

The proposed Narional Advisory Commission for Inquiry into the
Problems of Men in Sociery would be 2 quite different agency in the
following respects.
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1. It would be nongovernmental, nonpolitical, and noarepresenta-
tive of any particular segments of the United States. All of its members
would be scieneists fully qualified in the application of modern scientific
merhod in the behavioral sciences.

2. The costs of this Commission would be met by the Institute
and through the donations of large numbers of individuals possibly sup-
plemented by large donations through certain colleges who would co-
operate In administering such funds. The aim would be to make the
Commission as nearly as possible independent of zll ties to vested in-
terests or particular segments of the Nation.

3. The members of this Commission would themselves be quali-
fied to mzke and direct inquiries into specific problems. Of course, they
also would be qualified to choose technical assistants as needed from
time to time. .

4. Because application of modern scientific method in the
behavioral fields is in its early stages, this Commission necessarily would
be small in number at fiest but would be expanded as highly qualified
individuals became available.

5. This Commission would not be responsible for recommend-
ing legislation nor would it function in any other way than as its name
implies, that is, as a source of advice for the citizens on the problems
of men in seciety. To the extent that the time of Commission members
and avajlable funds permitred, the Commission would critically analyze
proposed sclutions to problems, would indicate which proposed solutions,
if any, were scientifically sound, znd would conduct continuing in-
quiries in order to develop scientifically warranted assertions or answers
to the problems of men.

Until recent decades making such a Commission permanent might
well have insured its ultimare uselessness. However, one of the most
significant of recent devolpments in modern scientific method has been
the realization by qualified scientists thar useful answers rather than ab-
solutely certain, incontrovertible, and everlastingly true answers are
the frujts to be expected. In short, modern scientists now leave open
the door for improvement, correction, even eventual overthrow of findings
that may, for the time being, be useful

Man's quest for certainty was carried on for many cencuries, and
even as recent and as distinguished a scientist as Einstein found zbanden-
ment of thar quest difficule. But by abandoning the notion that theirs
is and will be the last woed, more modern scientists have provided for
the self-correction in the longer run that seems to be essential in view
of man’s still limited and stifl improving ability in conducting inquiries.
In the absence of this self-correctional feature of modern scientific method,
we should be reluctant o suggest that any commission of inquiry be
permanent.
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