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A Theory of Socialism and Capitalism

Chapter 1
| ntroduction

The following study on the economics, politics and moras of socidism and capitdism is a systematic
trestise on political theory. Interdisciplinary in scope, it will discuss the central problems of political economy



and palitical philosophy: how to organize society o as to promote the production of wealth and eradicate
poverty, and how to arrange it so asto make it ajust socid order.

But in doing this | will so congtantly touch upon and illuminate socid and palitica problemsin the
narrower, more common sense of these terms. In fact, it is one of the mgor goas of this trestise to develop
and explain the conceptua and argumentative tools, economic and moral, needed to andlyze and eva uate any
kind of empirica socia or politica system, to understand or gppraise any process of socid change, and to
explain or interpret amilarities aswdl as differencesin the socid structure of any two or more different
Societies.

At the end of the treatise it should be clear that only by means of atheory, economic or mord, which is
not itself derived from experience but rather starts from alogicaly incontestable statement (which is something
vey different from an “abitrarily postulated axiom”) and proceedsin a purely deductive way (perhaps using
some explicitly introduced empirica and empiricaly testable assumption, in addition) to results which are
themsalves|ogicdly unassailable (and thus require no empirical testing whatsoever), will it become possible to
organize or interpret an otherwise chaotic, overly complex array of unconnected, isolated facts or opinions
about socid redlity to form atrue, coherent economic or mora conceptua system. Hopefully it will be
demondtrated that without such a theory, politica economy and philasophy can be considered nothing other
than groping in [p. 2] the dark, producing, at best, arbitrary opinions on what might have caused this or that, or
what is better or worse than something else: opinions, that is, whose opposites can generaly be defended as
eadly asthe origind pos tions themsalves (which isto say that they cannot be defended in any dtrict sense a
al).

Specificaly, atheory of property and property rights will be developed. It will be demongtrated that
sociaism, by no means an invention of nineteenth century Marxism but much older, must be conceptudized as
an indtitutiondized interference with or aggression againg private property and private property clams.
Capitalism, on the other hand, isasocia systemn based on the explicit recognition of private property and of
nonaggressive, contractua exchanges between private property owners. Implied in this remark, aswill become
clear in the course of thistregtise, isthe beief that there must then exist varying types and degrees of socidisr
and capitalism, i.e,, varying degrees to which private property rights are respected or ig nored. Societies are
not smply capitalist or socidist. Indeed, dl existing societies are socidist to some extent. (Even the United
States, certainly asociety that is reatively more capitalist than most others, is, aswill become apparent,
amazingly socidist and has gradually become more so over time.)

One god then, isto demondirate that the overall degree of socidism, i.e,, the overdl degree of
interference with property rights that existsin agiven country, explainsits overall wedlth. The more socidist &
country, the more hampered will be the process of production of new and the upkeep of old, existing wedth,
and the poorer the country will remain or become.1 The fact that the United Statesis, by and large, richer thar
Western Europe, and West Germany much richer than East Germany can be explained by their lesser degree
of sociadism, as can the fact that Switzerland is more prosperous than Austria, or that England, in the nineteenth
century the richest country in the world, has now falen to what is gptly called an underdeveloping [p. 3]
country.

But the concern here will not be exclusvey with the overdl wedth ef fects, nor with the economic Sde
of the problem aone. For onething, in andyzing different types of socidism for which there exist red, higtorica
examples (examples which, to be sure, very often are not called socidism, but are given amore appeding
name?2), it isimportant to explain why, and in what way, every intervention anywhere, big or smdl, here or
there, produces a particular disruptive effect on the socia structure which a superficid, theoreticaly untrained



observer, blinded by an immediate “positive’ consequence of a particular intervention, might not perceive. Yet
this negative effect nonethdess exists, and with some delay will cause problems at a different place in the socid
fabric more numerous or severe than the ones originally solved by the initid act of intervening. Thus, for
ingtance, highly visible postive effects of socidist policies such as* chegp food prices” “low rents” “freg’ this
and “freg’ that, are not just pogtive things hanging in midair, unconnected to everything ese, but rether are
phenomenathat have to be paid for somehow: by less and lower quality food, by housing shortages, decay
and dums, by queuing up and corruption, and, further, by lower living standards, reduced capita-formation,
and/or increased capital consumption. And amuch less conspicuous but dmost dways “positively” mentioned
fact—a greater feding of solidarity among the people, the greater vaue attached to things like family, relatives,
or friends, which isfound to exist between, for ingtance, the East Germans as compared to their more
“individudigtic,” egoistic West/German counterparts—is again not asmple, isolated, unanalyzable fact. Suck
fedings are the result of asocia system of congtant shortages and of continualy repressed opportunities to
improve one' s Stuation by one's own means. In East Germany, in order to accomplish the most smple routine
tasks, such as ahouse repair which in other countries requires no more than atelephone cdl, you smply must
rely [p. 4] more heavily on “persond” relations (as compared to impersona business relaions); and where
someone' s “public”’ lifeisunder congtant observation by “society,” you smply have to go private.

Anayzed in some detail are the particular disruptive effects that are produced: (1) by atraditiona
Marxigt policy of nationdizing or socidizing the means of production, or rather, by the expropriation of private
owners of means of production; (2) by arevisonist, socid-democratic policy of egditarian income
redistribution; (3) by a conservatively minded policy of atempting to preserve the status quo through economic
and behaviord regulations and price controls, and (4) by atechnocratically minded system of pragmatic,
piecemed socid and economic engineering and intervention.

These palicy types, which will be analyzed sequentidly, are not com pletely homogeneous and mutualy
exclusve. Each one can be carried through to varying degrees, there are different ways of doing things under
each of these categories of policy and the different policy schemes can be combined to a certain extent. In fact,
every given society isamixture of al of them asit isthe result of diverse palitica forces which have varied a
different times in srength and influence. The reason for andyzing them separately (gpart from the obvious one
that not al problems can be dis cussed at once) is that they condtitute policy schemes associated with clear ly
distinguishable socid groups, movements, parties, etc., and that each policy scheme affects overdl wedthin e
somewhat different way.

And socidism will by no means be andlyzed solely from an economic point of view. Of course,
socidism, especidly its Marxist or so-called “scientific” brand, has dways pretended to be an economically
superior organization of society (apart from dl of its other alleged qualities) compared to the so-caled
“anarchy of production” of capitalisms. But socialism does not [p. 5] collapse once it is demonstrated that in
fact the opposite is true and it brings impoverishment, not wedth. Certainly, socidism loses much of its atrac
tiveness for most people once thisis understood. However, it is definitely not at its argumentative end so long
asit can clam—whatever its economic performance may be—that it represents a higher mordity, that it is
more just, thet it has an ethicaly superior foundation.

Hopefully however, by a close anadlyss of the theory of property implicit in the different versions of
sociaism, this treatise will make clear that noth ing could be farther from the truth. 1t will be demongtrated that
the property theory implicit in socialism does not normaly pass even the firgt decisive test (the necessary if not
sufficient condition) required of rules of human conduct which daim to be mordly judtified or judtifiable. This
test, asfor mulated in the so-caled golden rule or, amilarly, in the Kantian categoricd imperdtive, requires that
in order to bejug, arule must be ageneral one gpplicable to every sngle person in the same way. Therule



cannot specify different rights or obligations for different categories of people (one for the red-headed, and one
for others, or one for women and a different one for men), as such a*“particularistic” rule, naturdly, could
never, not even in principle, be accepted as afair rule by everyone. Particularigtic rules, however, of the type
“1 can hit you, but you are not alowed to hit me,” are, as will become clear in the course of thistredtise, a the
very base of dl practiced forms of socidism. Not only economically but in the field of morals, too, sociaisr
turns out to be an ill-conceived system of socid organization. Again, in spite of its bad public reputation, it is
cagpitdism, asocid system based squarely on the recognition of private property and of contractua relations
between owners of private property, that wins outright. It will be demondirated that the property theory implicit
in capitalism not only passesthefird test of “universdization” but it turns out to be the logica precondition (die
Bedingung der Moeglichkeit) of any kind of argumentative judtification: [p. 6] Whoever argues in favor of
anything, and in particular in favor of certain norms as being fair, mugt, implicitly at least, presuppose the
vaidity of the property normsimplicit in cgpitalism. To deny their vaidity as norms of universa acceptability
and argue in favor of socidiam is thus sdf-contradictory.

The recongtruction of the moras of private property and its ethical justification then leadsto &
reevaluation of socialism and, asit turns out, the indtitution of the state, depending as it doesfor its very
existence on taxation and forced membership (citizenship), as the very incorporation of socidist ideas or
property. Without any solid economic or moral reasons for their existence, socialism and the State are ther
reduced to and will be explained as phenomena of merely socio-psychologicd relevance.

Led by such condderations, the discussion findly returns to economics. The concluding chapters ded
with the condructive task of explaining the workings of a pure capitalist socia order as the moraly and
economically required dternative to socidism More specificaly, they will be devoted to an analysis of how &
socid system based on a private property ethics would come to grips with the problem of monopoly and the
production of so-caled “public goods,” and in particular with the production of security, i.e.,, of police and
judicid services. It will be argued that, contrary to much that has been written in the economics literature or
monopoly and public goods, neither problem exigs or, if they did exigt, would ill not suffice in any meaningful
sense to prove any economic deficiency in a pure market system. Rather, a capitaist order aways, without
exception and necessarily o, provides in the mogt efficient way for the most urgent wants of voluntary
consumers, including the areas of police and the courts. With this congtructive task completed, the argument
will have been brought full cirde, and the demalition of the intdlectud credibility of socidism, mordly and
economicdly, should be complete. [p. 7]

Chapter 2
Property, Contract, Aggression,
Capitalism, Socialism

Before advancing to the more exciting fidd of andyzing diverse policy schemes from the standpoint of
economic theory and politica philosophy, it is essentia to introduce and explain the basic concepts used
throughout the following study. Indeed, the concepts explained in this chapter—the concepts of property,
contract, aggression, cagpitaism and socidism—are so basic, so fundamental, that one cannot even avoid
making use of them, if a times only implicitly. Unfortunately, though, the very fact thet in analyzing any kind of
human action and/or any kind of interpersona relationship one must make use of these concepts does not
imply that everyone has a precise understanding of them. It seemsinstead to be the other way around.



Because the concept of property, for instance, is o basic that everyone seems to have some immediate
understanding of it, most people never think about it carefully and can, as a consequence, produce at best a
very vague definition. But starting from imprecisely stated or assumed definitions and building a complex
network of thought upon them can lead only to intdllectud disaster. For the origind imprecisions and loophol es
will then pervade and distort everything derived from them. To avoid this the concept of property must first be
clarified.

Next to the concept of action, property isthe most basic category in the socid sciences. As a matter
of fact, dl other concepts to be introduced in this chapter—aggression, contract, capitalism and socidism—are
definablein terms of property: aggression being aggression againgt property, contract being a nonaggressve
relationship between property owners, socialism being an inditutionaized policy of aggresson againgt
property, and capitalism being an inditutionaized policy of the recognition of property and contractuaism. [p.
8]

Let us start with an eucidation of the precondition necessary for the concept of property to emerge.l
For a concept of property to arise, there must be a scarcity of goods. Should there be no scarcity, and should
al goods be so-cdled “free goods’ whose use by any one person for any one purpose would not in any way
exclude (or interfere with or restrict) its use by any other person or for any other purpose, then there would be
no need for property. If, let us say, due to some paradisiac superabundance of bananas, my present
consumption of bananas does not in any way reduce my own future supply (possible consumption) of bananas,
nor the present or the future supply of bananas for any other person, then the assgnment of property rights,
here with respect to bananas, would be superfluous. To develop the concept of property, it is necessary for
goods to be scarce, so that conflicts over the use of these goods can possibly arise. It isthe func tion of
property rights to avoid such possible clashes over the use of scarce resources by assgning rights of exclusive
ownership. Property is thus a normative concept: a concept designed to make a conflict-free interaction
possible by stipulating mutudly binding rules of conduct (norms) regarding scarce resources.2 It does not need
much comment to see that there isindeed scarcity of goods, of al sorts of goods, everywhere, and the need
for property rightsis thus evident. As a matter of fact, even if we were to as sume that we lived in the Garder
of Eden, where there was a superabun dance of everything needed not only to sustain on€ slife but to indulge
in every possible comfort by smply stretching out one's hand, the concept of property would necessarily have
to evolve. For even under these “ided” cir cumstances, every person’s physical body would still be a scarce
resource and thus the need for the establishment of property rules, i.e., rules regard ing peopl€ s bodies, would
exigt. Oneis not used to thinking of one's own body in terms of a scarce good, but in imagining the most ided
Stuation one could ever hope for, the Garden of Eden, it becomes possible to redize [p. 9] that one sbody is
indeed the prototype of a scarce good for the use of which property rights, i.e., rights of exclusive ownership,
somehow have to be established, in order to avoid clashes.

Asamatter of fact, aslong as a person acts,;3 i.e,, aslong as a person intentiondly triesto change e
date of affairsthat is subjectively perceived and evaluated as less satisfactory into a state that appears more
rewarding, this action necessarily involves a choice regarding the use of this person’s body. And choosing,
preferring one thing or state over another, evidently implies that not everything, not al possible pleasures or
satidfactions, can be had a one and the same time, but rather that something consdered less vauable must be
given up in order to atain something €se consdered to be more vauable4 Thus choosing dwaysimpliesthe
incurrence of costs: foregoing possible enjoyments because the means needed to attain them are scarce and
are bound up in some dternative use which promises returns valued more highly than the opportunities
forfeited.5 Even in the Garden of Eden | could not simultaneously eat an apple, smoke a cigarette, have a
drink, climb up atree, read abook, build a house, play with my cat, drive acar, etc. | would have to make



choices and could do things only sequen tialy. And this would be so because there is only one body thet | car
use to do these things and enjoy the satisfaction derived from doing them. | do not have a superabundance of
bodies which would dlow meto enjoy dl possble satisfactions smultaneoudy, in one Sngle bliss. And | would
be restrained by scarcity in another respect aswell: aslong asthis scarce resource “body” is not indestructible
and is not equipped with eternd hedlth and energy, but rather is an organism with only alimited life gpan, time
isscarce, too. The time used up in pursuing god A reduces the time left to pursue other goals. And the longer
it takes to reach a desired result, the higher the cogts involved in waiting will be, and the higher the expected
satisfaction must be in order to justify these cogts. [p. 10]

Thus, because of the scarcity of body and time, even in the Garden of Eden property regulations
would have to be established. Without them, and assuming now that more than one person exidts, that their
range of action overlaps, and that there is no preestablished harmony and synchronization of interests among
these persons, conflicts over the use of one's own body would be unavoidable. | might, for instance, want to
use my body to enjoy drinking a cup of tea, while someone ese might want to start alove affair with it, thus
preventing me from having my tea.and dso reducing the time left to pursue my own goas by means of this
body. In order to avoid such possible clashes, rules of exclusve ownership must be formulated. In fact, so long
asthereis action, there is a necessity for the establishment of property norms.

To keep things smple and free of distracting details let us continue to assume, for another stretch of
andyss, that we indeed inhabit a Garden of Eden, where exclusvely one' s body, its standing room, and time
are scarce resources. What can the prototype of a scarce good, a person’s body, tell us about property and
its conceptud derivatives?

While even in aworld with only one type of scarce resource al sorts of norms regulating exclusve
ownership with respect to scarce means are conceivable in principle (for example, arule such as“Or
Mondays | deter mine to which uses our bodies can be put, on Tuesdays you determine their use” etc.), itis
certain that not dl of them would in fact have the same chance of being proposed and accepted. It then seems
to be best to start one's analysis with the property norm, which would most likely be accepted by the
inhabitants of Eden asthe “naturd position” regarding the assgnment of rights of exclusve ownership in
bodies. To be sure, at this stage of the argument we are not yet concerned with ethics, with the problem of the
mord judtification of norms. Thus, while it can well be admitted from the very outset that | am indeed going to
argue later on that the natura position[p. 11] isthe only moraly defendable one, and while | am aso
convinced that it isthe natura one because it ismordly deferdable, & this stage, naturd does not imply any
mora connotation. It is Smply meant to be a socio-psychologica category used to indicate that this positior
would probably find the most support in public opinion.6 Indeed, its naturalness is reflected by the very fact
that in talking about bodies, it isdmost impossble to avoid usng possessive (possess on-indicating)
expressons aswell. A body is normaly referred to as a specific person’s body: my body, yours, his, etc. (and,
incidentaly, the same is done whenever one speaks of actions!); and one does not have the dightest problem
distinguishing whet is mine, yours, &c.; clearly, in doing S0, oneis assigning property-titles and distinguishing
between proper owners of scarce resources.

What, then, is the natural pogition regarding property implicit in one' s natural way of spesking about
bodies? Every person has the exclusve right of ownership of his body within the boundaries of its surface.
Every person can put his body to those uses that he thinks best for hisimmediate or long-run interest,
well-being, or satisfaction, as long as he does not interfere with another person’ s rights to control the use of
his’her respective body. This “ownership” of one' s own body implies on€e sright to invite (agree to) another
person’ s doing something with (to) one's own body: my right to do with my body whatever | want, that is,
includes the right to ask and et someone ese use my body, loveit, examineit, inject medicines or drugsinto it,



change its physica gppearance and even beat, damage, or kill it, if that should be what | like and agree to.
Interpersond relationships of this sort are and will be called contractual exchanges. They are characterized
by the fact that an agreement on the use of scarce resources is reached, which is based on mutua respect and
recognition of each and dl of the exchanging partners domain of exclusive control over their respective
bodies. By definition, such contractua exchanges, while not necessarily advantageous for each and dl [p. 12]
of the exchanging partnersin retrospect (I might not like my looks after wards, even though the surgeon did
exactly what | told him to do to my face), are dways, and necessarily so, mutualy advantageous for every par
ticipant ex ante, otherwise the exchange smply would not take place.

If, on the other hand, an action is performed that uninvitedly invades or changes the physica integrity of
another person’s body and puts this body to ause that is not to this very person’s own liking, this action,
according to the natura position regarding property, is cdled aggression.” It would be aggression if a persor
tried to satisfy his sexud or sadistic desires by raping or besting another person’s body without having this
person’s explicit con sent. And it would be aggression as well, if a person were physicaly stopped from
performing certain actions with his body which might not be to someone e se'sliking, such as wearing pink
socks or curly hair, or getting drunk everyday, or first degping and then philosophizing insteed of doing it the
other way around, but which, if indeed performed, would not in itself cause a change in the physica integrity of
any other person’s body.8 By definition, then, an aggressve act aways and necessarily implies that a person,
by performing it, increases hisher satisfaction at the expense of a decrease in the satisfaction of another
person.

What is the underlying rationdle of this natural position regarding proper ty? At the bottom of the
natural property theory lies the idea of basing the assgnment of an exclusive ownership right on the existence
of an objective, intersubjectively ascertainable link between owner and the property owned and, mutatis
mutandis, of cdling al property daimsthat can only invoke purely subjective evidence in their favor aggressive.
While| can citein favor of my property clam regarding my body the objective fact that | was the body’ s first
occupant—its first user—anyone ese who claims to have the right to control this body can cite nothing of the
sort. No one could call my body a product of hiswill, as| could claim it to be the product of mine; such [p.
13] aclam to theright to determine the use of the scarce resource “my body” would be a clam of nonusers,
of nonproducers, and would be based ex clusvely on subjective opinion, i.e., on amerely verba declaratior
that things should be this or that way. Of course, such verba clams could (and very likely dways will) point to
certain facts, too (“I am bigger, | am smarter, | am poorer or | am very specid, etc.!”), and could thereby try
to legitimize themsalves. But facts such as these do not (and cannot) establish any objective link between &
given scarce resource and any particular person(s). Everyone' s ownership of every particular resource car
equaly well be established or excluded on such grounds. It is such property clams, derived from thin air, with
purely verbd links between owners and things owned, which, according to the naturd theory of property, are
cdled aggressve. As compared with this, my property clam regarding my body can point to a determinate
natura link; and it can do so because my body has been produced, and everything produced (as contrasted
with things “ given”), logically, has a determinate connection with some definite individua producer(s); it hes
been produced by me. To avoid any misunderstanding, ‘to produce’ is not to say “to create out of nothing”
(after dl, my body isdso anaturdly given thing); it means to change anaturaly given thing according to a plan,
to transform nature. It is also not to say “to transform each and every part of it” (after al, my body has lots of
parts with respect to which | never did anything!); it means ingtead to transform a thing within
(including/excluding) borders, or, even more precisely, to produce borderlines for things. And findly, “to
produce” asoisnot to say that the process of production must go on indefinitely (after dl, | am degping
sometimes, and my body is certainly not a product of my actions right then]), it smply meansthat it was
produced in the past and can be recognized as such. It is such property claims, then, which can be derived



from past, embordering productive efforts and which can be tied to specific individuas as producers, which
are [p. 14] cdled “naturd” or “nonaggressive.”®

Theideas of cgpitalism and socidism should be dmost clear at this point. But before leaving the
Garden of Eden once and for all, alook at the consequences of the introduction of eements of aggressvely
founded ownership into paradise should be taken, asthiswill help ducidate, purdy and smply, the centra
economic and socia problem of every type of red socidism, i.e, of socidism in aworld of dl-around scarcity,
the detalled andysis of which then is the concern of the following chapters.

Even in the land of milk and honey, people evidently could choose dif ferent lifestyles, set different
godls for themsdlves, have different sandards as to what kind of persondity they want to develop and what
achievementsto drive for. True, one would not need to work in order to make aliving as there would be &
superabundance of everything. But, put drasticdly, one could sill choose to become a drunk or a philosopher,
which isto say, more technically, one could choose to put one's body to uses that would be more or less
immediately rewarding from the point of view of the acting person, or one could put one' s body to such uses
which would only bear fruit in amore or less distant future. Decisions of the afore-mentioned type might be
cdled “consumption decisons.” Decisions, on the other hand, to put one’ s body to a use that only pays later,
I.e., choicesinduced by some reward or satisfaction anticipated in a more or less distant future requiring the
actor to overcome diautility of waiting (timeis scarce!), might be called “investment” decisions—decisions, that
is, to invest in “human capitd,” in the capitd embodied in one's own physica body.10 Now assume that
aggressively founded ownership isintroduced. Whereas before every person was the exclusve owner of his
body and could decide on his own whether to become a drunk or a philosopher, now a system is established
in which a person’sright to determine how to use his body is curtailed or completely eliminated, and insteed,
thisright is partly or fully delegated to another person[p. 15] who is not naturdly linked to the respective body
asits producer. What would be the consequence of this? The aboalition of private ownership of one€' s body can
be far-reaching: the nonproducers can have the right to determine dl of the uses of “my” body al of thetime,
or their right to do so can be restricted with respect to time and/or domains, and these restrictions again can be
flexible (with the nonproducers having the right to change the redtrictive definitions according to their own
taste) or fixed once and for al, and so the effects can, of course, be more or less drastic! But whatever the
degree, socidization of ownership always, and necessarily so, produces two types of effects. Thefirst effect,
“economic’ in the narrower sense of the term, is a reduction in the amount of investment in human capitd as
defined above. The naturd owner of abody cannot help but make decisions regarding that body aslong as he
does not commit suicide and decides to stay dive, however redtricted his ownership rights might be. But since
he can no longer decide on his own, undisturbed by others, to what uses to put his body, the value attached to
it by him is now lower; the want satisfaction, the psychic income, that isto say, which he can derive from his
body by putting it to certain uses is reduced because the range of options available to him has been limited. But
then, with every action necessarily implying costs (as explained above), and with a given inclination to
overcome cogts in exchange for expected rewards or profits, the natural owner isfaced with aStuationin
which the costs of action must be reduced in order to bring them back in line with the reduced expected
income. In the Garden of Eden, thereis only one way left to do this: by shortening the waiting time, reducing
the disutility of waiting, and choosing a course of action that promises earlier returns. Thus, the introduction of
aggressively founded ownership leads to a tendency to reduce investment decisions and favors consumptior
decisons. Put dragtically, it leads to a tendency to turn philosophers into drunks. This tendency is permanent
and more [p. 16] pronounced when the threet of intervention with the naturd owner’ srightsis permanent, and
it is less S0 to the degree that the threat is restricted to certain times or domains. In any case, though, the rate
of investment in human capitd islower than it would be with the right of exclusive contral of natural owners
over their bodies being untouched and absolute.



The second effect might be called socid. The introduction of eements of aggressively founded
ownership implies achangein the socid structure, achange in the compaosition of society with respect to
persondlity or character types. Abandoning the natural theory of property evidently implies a redistribution of
income. The psychic income of personsin their capacity as users of their “own” naturd body, as persons
expressing themsdvesin this body and deriving satisfaction from doing o, is reduced at the expense of ar
increase in the psychic income of personsin their capacity as invaders of other peoples bodies. It has become
relatively more difficult and codtly to derive satisfaction from using one€' s body without invading thet of others,
and rdatively less difficult and codtly to gain satisfaction by using other peoples’ bodies for one' s own
purposes. This fact done does not imply any socia change, but once a Single empirical assumption is made, it
does. As suming that the dedire to gain satisfaction at the expense of alossin satis faction available to others by
indrumentalizing another person’s body exigts as a human desire, that it may not be indtilled in everybody and
to the same extent, but that it existsin some people sometimes to some degree and so conceivably can be
suppressed or encouraged and favored by some given indtitutional arrangement, consequences are imminent.
And surdly, this as sumption is true. Then, the redistribution of chances for income acquisition must result in
more people usng aggression to gain persond satisfaction and/or more people becoming more aggressive, i.e.,
shifting increasingly from nonaggressive to aggressve roles, and dowly changing their per sondity ase
consequence of this; and this change in the character Structure, [p. 17] in the mord composition of society, in
turn leads to another reduction in the level of invesment in human capitd.

In short, with these two effects we have aready pinpointed the most fun damentd reasons for
socidism’ s being an economicaly inferior system of property arrangements. Indeed, both effects will reappear
agan and again in the course of the following analyses of socidist policy schemes. All that isleft now isto
explain the naturd theory of property asregardsthe redl world of dl around scarcity, for thisis the point of
departure for dl forms of red socidism.

Notwithstanding some evident differences between bodies and al other scarce resources, dl
conceptua distinctions can be made and gpplied again without difficulties: Unlike bodies, which are never
“unowned” but always have a natural owner, dl other scarce resources can indeed be unowned. Thisisthe
case as long as they remain in their natura tate, unused by anyone. They only become someone' s property
once they are treated as scarce means, that is, as soon as they are occupied in some objective bor ders and
put to some specific use by someone. This act of acquiring pre vioudy unowned resourcesiis caled “origind
appropriation.”11 Once unowned resources are appropriated it becomes an aggression to uninvitedly change
their physica characterigtics or to restrict the owner’ s range of uses to which he can put these resources, as
long as a particular use does not affect the physica characteritics of anyone elsg's property—just asin the
case of bodies. Only in the course of a contractud relationship, i.e., when the natura owner of a scarce means
explicitly agrees, isit possble for someone ese to utilize and change previoudy acquired things. And only if the
origina or previous owner deliberately transfers his property title to Someone else, either in exchange for
something or as afree gift, can this other person himsalf become the owner of such things. Unlike bodies,
though, which for the same “natura” reason can never be unowned and d o [p. 18] can never be parted with
by the natural owner completely but only be “lent out” aslong asthe owners agreement lasts, naturaly dl
other scarce resources can be “dienated” and a property title for them can be relinquished once and for dl.12

A socia system based on this natural position regarding the assgnment of property rightsis, and will
from now on be called pure capitalist. And since its ideas can aso be discerned as the dominating idess of
private law, i.e., of the norms regulating relations between private persons, it might also be termed a pure
private law system.13 This system is based on the idea that to be nonaggressive, dlaims to property must be
backed by the “ objective’ fact of an act of origind appropriation, of previous ownership, or by a mutualy



beneficia contractua relaionship. This relationship can either be a deliberate cooperation between property
owners or the ddliberate transfer of property titles from one owner to another. If this systemis dtered and
instead a policy isindituted that assigns rights of exclusive control over scarce means, however partid, to
persons or groups of persons that can point neither to an act of previous usership of the things concerned, nor
to acontractua relation with some previous user-owner, then thiswill be called (partia) socialism.

It will bethe task of the next four chaptersto explain how different ways of deviating from a pure
capitdist system, different ways of redistributing property titles awvay from natural owners of things (i.e., from
people who have put some particular resources to a specific use and so are naturdly linked to them, and onto
people who have not yet done anything with the resources but who have smply made averbd, declarative
clam regarding them) lowersinvestment and increases consumption, and in addition causes a change in the
composition of the population by favoring nonproductive over productive people. [p. 19]

Chapter 3
Socialism Russian Style

We have defined socidlism as an indtitutiondized policy of redigtribution of property titles. More
precisaly, it isatransfer of property titles from people who have actudly put scarce means to some use or who
have acquired them contractudly from persons who have done so previoudy onto persons who have neither
done anything with the things in question nor acquired them contractudly. For ahighly unredistic worlod—the
Garden of Eden—I then pointed out the socio-economic consequences of such a system of assigning property
rights were then pointed out: a reduction of investment in human capita and increased incentives for the
evolution of nonproductive persondity types.

| now want to enlarge and concretize this analysis of socidism and its socio-economic impact by
looking at different though equally typica ver sons of socidism. In this chapter | will concentrate on the
andysis of what most people have cometo view as“socidism par excdlence’ (if not the only type of socidisr
thereis), this probably being the most appropriate starting point for any discussion of socidism. This“socidisr
par excdlence’ isasocid system in which the means of production, that is, the scarce resources used to
produce consumption goods, are “nationadized” or “socidized.”

Indeed, while Karl Marx, and like him most of our contemporary intel lectuas of the left, was dmost
exclusvely concerned with the analysis of the economic and socid defects of capitaism, and in dl of his
writings made only afew generd and vague remarks about the congtructive problem of the organization of the
process of production under socidism, capitaism’s alegedly superior dternative, there can be no doubt that
thisis what he considered the cornerstone of a socidist policy and the key to a better and more prosperous
future. 1 Accordingly, socidization of the means of production[p. 20] has been advocated by all socidists of
orthodox Marxist persuasion ever since. It is not only what the communist parties of the West officidly havein
store for us, though they become increasingly reluctant to say so in order to seize power. In dl of the Westerr
socidist and socid-democratic parties a more or less numerous, outspoken, and e ogquent minority of somein
fluence aso exists, which arduoudy supports such a scheme and proposes socidization, if not of al means of
production, then at least of those of big industry and big business. Most importantly, smaler or bigger sectors
of nationalized industries have become part of socid redlity even in the so-called “most capitdist” countries,
and of course an dmost complete socidization of the means of production has been tried out in the Soviet
Union and later in dl of the Soviet-dominated countries of Eastern Europe, as well asin a number of other



countries al over the world. The following analysis should thus enable us to understand the economic and
socid problems of societies, insofar as they are characterized by nationalized means of production. And in
particular, it should help us to understand the centra problems that plague Russaand its satdllites, as these
countries have carried apolicy of socidization so far that it can justly be said to be their dominant structura
feature. It is because of thisfact that the type of socidism under investigation is cdled “Russan” style2

Asregards the motivationa forces pushing socidization schemes, they are avowedly egditarian. Once
you dlow private property in the means of production, you alow differences. If | own resource A, then you do
not own it, and our relationship to this resource is thus different. By abolishing private ownership everyone <
position visavis means of production is equalized with one stroke, or S0 it seems. Everyone becomes
co-owner of everything, reflecting everyone s equd standing as human beings. And the economic rationale of
such aschemeisthat it is supposedly more efficient. To the untrained observer unfamiliar with the
action-coordinating function of prices, [p. 21] capitaism as based on private ownership of means of
production smply appears chaotic. It seemsto be awasteful system characterized by duplicating efforts,
ruinous competition, and the absence of concerted, coordinated action. As Marxigts cdl it depreciatively, it is
an “anarchy of production.” Only when collective ownership is substituted for private does it seemingly
become possible to diminate this waste by implementing a single, comprehensive, coordinated productior
plan.

More important, though, than motivation and promises iswhat a socidization of means of productior
redly amounts to.3 The property rules that are adopted under a socidization policy and which condtitute the
basic legd principles of countries like Russa are characterized by two com plementary features. First, nobody
owns the sociaized means of produc tion; they are “socialy” owned, which isto say precisdly: no person, or
no group of persons, or al taken together is dlowed to either acquire them or sdl them and keep the receipts
from their sde privately. Their useis deter mined by people not in the role of an owner but of a caretaker of
things. And secondly, no person or group of persons or al taken together is alowed to engage newly in private
investment and create new private means of production. They can neither invest by transforming the exigting,
nonproductively used resources into productive ones, by origina saving, by pooling resources with other
people, nor by a mixture of these techniques. Investment can only be done by caretakers of things, never for
private profit, aways on behdf of the community of caretakers with whom the possible profits from
investments would have to be shared.4

What does it mean to have such a caretaker economy?. What, in par ticular, does it imply to change
from an economy built on the natura theory of property to a socialized one? In passing, two observations
should be made, which will dready throw some light on the above-mentioned sociaist promises of equality and
efficiency. Declaring everybody a co-owner of [p. 22] everything solves the problem of differencesin
ownership only nomindly. It does not solve the red underlying problem: differences in the power to contral. In
an economy based on private ownership, the owner determines what should be done with the means of
production. In a socidized economy this can no longer happen, as there is no such owner. Nonetheless, the
problem of determining what should be done with the means of production il exists and must be solved
somehow, provided there is no prestabilized and presynchronized harmony of interests among al of the people
(in which case no problems whatsoever would exist anymore), but rather some degree of disagreement. Only
one view as to what should be done can in fact prevail and others must mutatis mutandis be excluded. But ther
again there must be inequdities between people: someone' s or some groups opinion must win over that of
others. The difference between a private property economy and asocidized oneisonly how whase will
prevailsin cases of disagreement is to be determined. In capitaism there must be somebody who controls, and
others who do not, and hence redl differences among people exist, but the issue of whose opinion prevailsis



resolved by origina appropriation and contract. In socidism, too, red differences between con trollers and
noncontrollers mug, of necessity, exist; only in the case of sociaism, the position of those whose opinion wins
is not determined by previous usership or contract, but by political means.> This differenceis certainly ahighly
important one, and our discusson will return to it later in this chapter and again in later chapters, but here it
auffices to say that—contrary to socialism’s egditarian promises—it is not a difference between &
non-egditarian and an egditarian system as regards power of control.

The second obsarvation is intimately connected with the first and con cerns socidism’s dlegedly
Superior coordinating capabilities. Again closer ingpection reved s that the difference is merely illusory, created
only by semantics. to say that an economy of private ownersis supplanted by anationaized [p. 23] one
cregtes the impression that instead of a multitude of decision-making units, dl of a sudden thereis only one
such unit. In fact, nothing has changed a al. There are as many individuas with as many different in terests ac
before. Just as much as capitalism then, socidism has to find a solution to the problem of determining how to
coordinate the uses of dif ferent means of production, given the fact of differing views among people on how
this should be accomplished. The difference between capitalism and socidism is again one of how coordination
Is achieved, and not between chaos and coordination, as the socidist semantic indnuates. Instead of Smply
letting individuals do what they want, capitalism coordinates actions by congtraining people to respect previous
user-ownership. Socialism, on the other hand, instead of |etting people do whatever pleases them, coordinates
individua plans by superimposing on one person’s or group of persons plan that of another disagreaing
person or group regardless of prior ownership and mutua exchange agreements.® It hardly deserves comment
that this difference, too, is of the utmost importance. But it isnot, as Marxist socidism would like usto believe,
a difference between socia planning and no planning at dl; on the contrary, as soon as the coordinating
mechanisms of socidism and capitalism are brought into the open and recongtructed, socidism’'sclam to
gregter efficiency immediately begins to lose much of its credibility, and the opposite thesis agppears to be more
convinang.

How well-founded thisthesisindeed is, and exactly why it isthat capitalism’s, and not socidism's,
coordinating mechanism proves to be economically superior will become clear when one turns away from ap
parent differences and concentrates on rea ones instead, and looks at the redistribution of property titles, and
hence of income, which isimplied in giving up capitaiam in favor of a caretaker economy, as characterized
above. From the standpoint of the natural theory of property—the foundation [p. 24] of capitdism—the
adoption of the basic principles of a caretaker economy means that property titles are redistributed away from
actua producers and users of means of production, and away from those who have acquired these means by
mutua consent from previous users, to acommunity of caretakers in which, at the very best, every persor
remains the caretaker of the things he previoudy owned. But even in this case each previous user and eact
contractor would be hurt, as he could no longer sdll the means of production and keep the receipt from the
sde privady, nor could he privatdy gppropriate the profit from using them the way they are used, and hence
the value of the means of production for him would fal. Mutatis mutandis, every nonuser and noncontractor of
these means of production would be favored by being promoted to the rank of caretaker of them, with at least
partid say over resources which he had previoudy neither used nor contracted to use, and his income would
rse.

In addition to this redigtributive scheme there is another one, implied by the prohibition of newly
crested private capital or by the degree of hamper ing (dependent asit is on the Size of the socidized part of
the economy) under which this process must now take place: aredistribution avay from people who have
forgone possible consumption and instead saved up fundsin order to employ them productively, i.e., for the
purpose of producing fu ture consumption goods, and who now can no longer do so or who now have fewer



options available, toward nonsavers, who in adopting the redistribution scheme, gain a say, however partid,
over the saver’sfunds.

The socio-economic consequences of a policy of socidization are es sentidly implied in these
formulations. But before taking a more detailed look a them, it might be worthwhile to review and clarify the
centrd features of the red world in which this socidization scheme would purportedly take place. 1t should be
recadled that oneis dedling with a changing world; that man, in addition, can learn with respect to thisworld
and so does not necessarily [p. 25] know today what he will know at alater point in time; thet thereis e
scarcity of amultitude of goods and that accordingly man is pressed by a multitude of needs, not al of whick
he can satisfy a the same time and/or without sacrificing the satisfaction of other needs; because of this, mar
must choose and order his needsin ascae of preferences according to the rank of urgency that they have for
him; also, more specificaly, that neither the process of origina appropriation of resources perceived as scarce,
nor the process of production of new and the upkeep of old means of production, nor the process of
contracting, is cogtless for man; that al of these activities cost at the very least time, which could be spent
otherwise, eg., for leisure activities, and in addition one should not forget that one is dedling with aworld
characterized by the divison of labor, which isto say that one is not talking about aworld of sdf-sufficient
producers, but one in which production is carried out for amarket of independent consumers.

With thisin mind, then, what are the effects of socidizing the means of production? To begin with,
what are the “economic” consequences, in the colloquid sense of the term? There are three intimately related
effects.” Frd—and thisis the immediate generd effect of al types of socidism—thereisardative drop in the
rate of investment, the rate of capital formation. Since “socidization” favors the nonuser, the nonproducer, and
the noncontractor of means of production and, mutatis mutandis, raises the costs for users, producers, and
contractors, there will be fewer people acting in the latter roles. There will be less origind appropriation of
natural resources whose scarcity is redlized, there will be less production of new and less upkeep of old factors
of production, and there will be less contracting. For al of these activities involve costs and the cogts of
performing them have been raised, and there are aternative courses of action, such as leisure-consumptior
activities, which at the same time have become relatively less costly, and thus more open and available to
actors. Along the same line, because everyone' s[p. 26] investment outlets have dried up asit is no longer
permissible to convert private savings into private investment, or because the outlets have been limited to the
extent to which the economy is socidized, there will therefore be less saving and more consuming, less work
and more leisure. After dl, you can not become a capitdist any longer, or your possibility of becoming one has
been redtricted, and so there is at least one reason less to save! Needless to say, the result of thiswill be a
reduced output of exchangesable goods and alowering of the living stlandard in terms of such goods. And Since
these lowered living standards are forced upon people and are not the natural choice of consumers who
deliberately change their rdative evauation of leisure and exchangeable goods as the result of work, i.e.,, Snce
it is experienced as an unwanted impoverishment, a tendency will evolve to compensate for such losses by
going underground, by moonlight ing and creeting black markets.

Secondly, apolicy of the socidization of means of production will result in awasteful use of suck
means, i.e,, in use which a best satisfies second-rate needs and at wordt, satisfiesno needs at al but
exclusively increases costs.8 The reason for thisis the existence and unavoidability of change! Onceitis
admitted that there can be change in consumer demand, change in technologica knowledge, and change in the
natural environment in which the process of production has to take place—and dl of thisindeed takes place
congtantly and unceasingly—then it must also be admitted that there is a congtant and never-ending need to
reorganize and reshuffle the whole structure of socid production. There is dways a need to withdraw old in
vestments from some lines of production and, together with new ones, pour them into other lines, thus making



certain productive establishments, cer tain branches, or even certain sectors of the economy shrink and others
ex pand. Now assume—and thisis precisely what is done under a socidization scheme—that it is either
completdy illegd or extremdy difficult to sdl the [p. 27] collectively owned means of production into private
hands. This process of reorganizing the structure of production will then—even if it does not stop
a-together—at least be serioudy hampered! The reason is basicaly asmple one, but Hill of the utmost
importance. Because the means of production elther cannot be sold, or sdling them is made very difficult for
the sdlling caretaker or the private buyer or both, no market prices for the means of production exigt, or the
formation of such pricesis hindered and made more costly. But then the caretaker-producer of the socidized
means of produc tion can no longer correctly establish the actua monetary cogts involved in using the
resources or in making any changes in the production structure. Nor can he compare these costs with his
expected monetary income from sdes. In not being permitted to take any offers from other private individuas
who might see an dternative way of using some given means of production, or in being restricted from taking
such offers, the caretaker smply does not know what he is missing, what the foregone opportunities are, and is
not able to correctly assess the monetary costs of withholding the resources. He cannot discover whether his
way of usng them or changing their use is worth the result in terms of monetary returns, or whether the costs
involved are actualy higher than the returns and so cause an absolute drop in the value of the output of
consumer goods. Nor can he establish whether hisway of producing for consumer demand is indeed the most
efficient way (as compared with conceivable dternative ways) of satisfying the most urgent consumer needs, or
if less urgent needs are being satisfied at the expense of neglecting more urgent ones, thus causing a least &
relative drop in the value of the goods produced. Without being able to resort unrestrictedly to the means of
economic caculation, there is Smply no way of knowing. Of course one could go ahead and try to do on€' <
best. That might even be successful sometimes, though one would have no way of assuring onesdf that it is.
But, in any case, the larger the consumer market iswhich one has[p. 28] to serve, and the more the
knowledge regarding preferences of different groups of consumers, specia circumstances of higtorica time and
geographica space, and possibilities of technology is dispersed among different individuas, the more likdly it is
that one will go wrong. A misallocation of means of production, with wastes and shortages as the two sides of
the same coin, must ensue. In hampering and of course even more S0, in making it outright illegd for private
entrepreneurs to bid away means of production from caretakers, a system of socidized production prevents
opportunities for improvement from being taken up to the full extent they are perceived. Again, it hardly needs
to be pointed out that this, too, contributes to impoverishment.9

Thirdly, socidizing the means of production causes relative impoverish ment, i.e,, adrop in the generd
standard of living, by leading to an over-utilization of the given factors of production. The reason for this, again,
liesin the peculiar pogtion of a caretaker as compared with that of a private owner. A private owner who has
the right to sdll the factors of production and keep the money receipts privately will, because of this, try to
avoid any increase in production which occurs at the expense of the vaue of the capitd employed. His
objective isto maximize the vaue of the products produced plus that of the resources used in producing then
because he owns both of them. Thus he will stop producing when the value of the margina product produced
is lower than the depreciation of the capita used to produce it. Accordingly, he will, for instance, reduce the
depreciation costs involved in producing, and instead engage in increased conservation, if he anticipates future
price rises for the products produced and vice versa. The Situation of the careteker, i.e., the incentive structure
which heisfacing, is quite different in this respect. Because he cannot sell the means of production, his
incentive to not produce, and thereby utilize the capital employed, at the expense of an excessve reduction in
cgpita vaueis, if not completdly [p. 29] gone, then at least relatively reduced. True, sSince the caretaker in a so
cialized economy aso cannot privately appropriate the receipts from the sae of products, but must hand thenr
over to the community of caretakers at large to be used at their discretion, his incentive to produce and sl
products at all isrelatively weakened aswdll. It is precisdly this fact that explainsthe lower rate of capitd



formation. But as long as the caretaker works and produces at dl, hisinterest in gaining an income evidently
exigs, even if it cannot be used for purposes of private capital formation, but only for private consumptior
and/or the creation of private, nonproductively used wedth. The careteker’ sinability to sdll the means of
production, then, implies that the incentive to increase his private income a the expense of capitd vaueis
raised. Accordingly, to the extent that he sees his income dependent on the output of products produced (the
sday paid to him by the community of caretakers might be dependent on thid), hisincentive will be raised to
increase this output at the expense of capital. Furthermore, since the actua caretaker, insofar as he is not
identical with the community of caretakers, can never be completely and permanently supervised and thus car
derive income from using the means of production for private purposes (i.e., the production of privately used,
non-or black-marketed goods) he will be encouraged to increase this output at the expense of capital valueto
the extent that he sees his income dependent on such private production. In any case, capita consumption and
overuse of existing capita will occur; and increased capital consumption once more impliesrdaive im
poverishment, since the production of future exchange goods will, as a con sequence, be reduced.

Whileimplied in this analys's of the thresfold economic conseguences of socidizing the means of
production—reduced investment, misallocation, and overutilization, al of which lead to reduced living
sandards—in order to reach a full understanding of Russan-type societiesit is interesting and indeed [p. 30]
important to point out specificaly that the above andysis aso gpplies to the productive factor of [abor. Witr
respect to labor, too, sociadization implies lowered investment, misallocation, and overutilization. Frgt, sncethe
owners of labor factors can no longer become salf-employed, or since the opportunity to do so is restricted,
on the whole there will be less investment in human capital. Second, since the owners of [abor factors can no
longer el their labor services to the highest bidder (for to the extent to which the economy is socidized,
separae bidders having independent control over specific complementary factors of production, including the
money needed to pay labor, and who take up opportunities and risks independently, on their own account, are
no longer adlowed to exigt!) the monetary cost of using a given labor factor, or of combining it with
complementary factors, can no longer be established, and hence al sorts of misallocations of |abor will ensue.
And third, since the owners of |abor factorsin a socidized economy own at best only part of the proceeds
from their labor while the remainder belongs to the community of caretakers, there will be an increased
incentive for these caretakers to supplement their private income at the expense of losses in the capita vaue
embodied in the laborers, so that an overutilization of labor will result.10

Lagt, but certainly not least, apalicy of the socidization of the means of production affects the
character structure of society, the importance of which can hardly be exaggerated. As has been pointed out
repeatedly, adopting Russan-type socidism instead of capitalism based on the natura theory of property
implies giving a relative advantage to nonusers, non producers, and noncontractors as regards property titles of
the means of production and the income that can be derived from using of these means. If people have ar
interest in stabilizing and, if possible, increasing their income and they can shift relatively eadly from the role of
auser-producer or contractor into that of a nonuser, nonproducer, or noncontractor—assumptions, [p. 31] to
be sure, whose vadidity can hardly be disputed—then, responding to the shift in the incentive structure affected
by socidization, people will in creasingly engage in nonproductive and noncontractud activities and, astime
goes on, their personditieswill be charged. A former ability to per ceive and to anticipate Stuations of
scarcity, to take up productive oppor tunities, to be aware of technological possibilities, to anticipate changes
in demand, to develop marketing strategies and to detect chances for mutually advantageous exchanges, in
short: the ability to initiate, to work and to respond to other peopl€e’ s needs, will be diminished, if not
completely extinguished. People will have become different persons, with different skills, who, should the
policy suddenly be changed and capitdism reintroduced, could not go back to their former selves immediately
and rekindle their old productive spirit, even if they wanted to. They will Smply have forgotten how to do it



and will have to rdearn, dowly, with high psychic costsinvolved, just asit involved high costs for them to
suppress their productive skillsin the first place. But thisis only haf the picture of the sociad consequences of
socidization. It can be completed by recalling the above findings regarding capitadism’s and socidism'’s
apparent differences. Thiswill bring out the other side of the persondity change caused by socidizing,
complementing the just mentioned loss in productive capacity. The fact must be recalled that socidism, too,
mugt solve the problem of who is to control and coordinate various means of production. Contrary to
cgpitalism’s solution to this problem, though, in socidism the assgnment of different positionsin the productior
sructure to different people is a political matter, i.e., a matter accomplished irrespective of considerations of
previous user-ownership and the existence of contractud, mutualy agreeable exchange, but rather by
superimposing one person’ swill upon that of another (disagreeing) one. Evidently, a person's postion in the
production structure has an immediate effect on hisincome, be it in terms of exchangeable goods, psychic
income, [p. 32] datus, and the like. Accordingly, as people want to improve their income and want to move
into more highly evaluated positions in the hierarchy of caretakers, they increasingly have to use their palitica
talents. It becomesirrelevant, or is at least of reduced importance, to be amore efficient producer or
contractor in order to rise in the hierarchy of income recipients. Insteed, it isincreasngly important to have the
peculiar skills of apolitician, i.e,, a person who through persuasion, demagoguery and intrigue, through
promises, bribes, and threats, manages to assemble public support for his own position. Depending on the
intendty of the desire for higher incomes, people will have to spend less time developing their productive skills
and more time cultivating politicd taents. And since different people have differing degrees of productive and
politica tdents, different people will rise to the top now, so that one finds increasing numbers of paliticians
everywhere in the hierarchical order of caretakers. All the way to the very top there will be people
incompetent to do the job they are supposed to do. It is no hindrance in a caretaker’s career for him to be
dumb, indolent, inefficient, and uncaring, as long as he commands superior politica skills, and accordingly
people like thiswill be taking care of the means of production everywhere.11

A look a Russaand other Eagt-bloc countries in which a policy of socidization of means of
production has been carried out to a considerable degree can help illustrate the truth of the above conclusions.
Even a super ficid acquaintance with these countries suffices to see the vdidity of the first and main concluson.
The generd standard of living in the Eagt-bloc countries, though admittedly different from country to country (e
difference that itsef would have to be explained by the degree of gtrictness with which the socidization scheme
was and presently is carried through in practice), is clearly much lower than that in the so-called capitdist
countries of the West. (Thisis true even though the degree to which Western countries are [p. 33] socialized,
though differing from country to country, isitsdf quite con siderable and normaly very much underestimated as
will become clear in later chapters.) Though the theory does not and cannot make a precise prediction of how
dragtic the impoverishment effect of asocidization policy will be, except that it will be anoticegble ong, it is
certainly worth mentioning that when dmost complete socidization wasfirgt put into effect in immediate
post-World War | Russia, this experience cost literaly millions of lives, and it required amarked changein
policy, the New Economic Policy (NEP), merely afew years later in 1921, reintroducing elements of private
ownership, to moderate these disastrous effects to levels that would prove tolerable.12 Indeed, repeated
changesin policy made Russa go through a similar experience more than once. Smilar, though somewhat less
dradtic, results from apolicy of socidization were experienced in dl of the East European countries after
World War 1. There, too, moderate privatization of small farming, the crafts, or small businesses had to be
permitted repeatedly in order to prevent outright economic breakdowns.13 Nonetheless, in spite of suck
reforms, which incidentaly prove the point that contrary to socidist propagandait is private and not socid
ownership that improves economic performance, and in pite of the fact that moonlighting, illega productive
activities, bartering, and black market trade are ubiquitous phenomenain al of these countries, just asthe
theory would lead one to expect, and that this underground economy takes up part of the dack and helpsto



improve things, the standard of living in the East-bloc countries is lamentably low. All sorts of basic consumer
goods are entirely lacking, in far too short supply or of extremely poor qudity.14

The case of West and East Germany is particularly ingtructive. Here, history provides us with ar
example that comes as close to that of a con trolled socia experiment as one could probably hope to get. A
quite homogeneous population, with very much the same history, culture, character [p. 34] structure, work
ethics, divided after Hitler-Germany’ s defeat in World War 11. In West Germany, more because of lucky
circumstances than the pressure of public opinion, a remarkably free market economy was adopted, the
previous system of al-around price controls abolished in one stroke, and dmaost compl ete freedom of
movement, trade, and occupation intro duced.15 In East Germany, on the other hand, under Soviet Russar
dominance, socidization of the means of production, i.e., an expropriation of the previous private owners, was
implemented. Two different indtitution a frameworks, two different incentive structures have thus been applied
to the same population. The difference in the results is impressive.16 While both countries do well in their
respective blocs, West Germany has the highest standard of living among the mgjor West-European nations
and East Germany pridesitsdf in being the most well-off country in the East bloc, the slandard of living in the
West is so much higher and has become relatively more so over time, that despite the transfer of considerable
amounts of money from West to East by government as well as private citizens and increasingly socidist
policiesin the Wes, the visitor going from West to East is Smply stunned as he enters an dmost completely
different, impoverished world. Asameatter of fact, while dl of the East-European countries are plagued by the
emigration problem of people wanting to leave for the more prosperous capitalist West with itsincreased
opportunities, and while they al have gradually established tighter border controls, thus turning these countries
into sort of gigantic prisoner campsin order to prevent this outflow, the case of Germany isamos sriking
one. With language differences, traditionally the most severe naturd barrier for emigrants, nonexistent, the
difference in living sandards between the two Germanys proved to be so great and emigration from East to
West took on such proportions, that in 1961 the socidist regime in East Germany, in alast desperate step,
findly had to close its borders to the West completely. To keep the population [p. 35] in, it had to build &
system the likes of which the world had never seen of walls, barbed wire, eectrified fences, minefidds,
automatic shooting devices, watchtowers, etc., dmaost 900 miles long, for the sole purpose of preventing its
people from running away from the consequences of Russan-type socidism.

Besides exemplifying the main point, the case of the two Germanys, be cause of its experimenta-like
character, proves particularly hdpful in il lustrating the truth of the rest of the theoreticaly derived conclusions.
Looking at comparable socia postions, dmost nowhere in West Germany will one find people working as
little, as dowly, or as negligently (while the working hours, higher in the Eadt, are of course regulated!) astheir
East German counterparts. Not, to be sure, because of any dleged differencesin mentality or work ethics, as
those are very much the same historicaly, but because the incentive to work is consderably reduced by &
policy scheme that effectively closes dl or most outlets for private investment. Effective work in East Germany
ismost likely to be found in the underground economy. And in response to the various disincentives to work,
and in par ticular to work in the “officidly” controlled economy, thereis dso atendency among East Germans
to withdraw from public life and to stress the importance of privacy, the family, relaives, and persond friends
and connections, sgnificantly exceeding what is seen in the West.17

Thereis dso ample evidence of misdlocation, just as the theory would lead one to expect. While the
phenomenon of productive factors that are not used (at least not continuoudy) but are Smply inactive because
com plementary factors are lacking can of course be observed in the West, in the East (and again, inthe
German case certainly not because of differencesin organizationa taents) it is observed everywhere as &
permanent feature of life. And while it is normally quite difficult in the West, and requires specidl



entrepreneurid talent to point out changes in the use of certain means of [p. 36] production that would result in
an overadl improvement in the output of consumer goods, thisis reatively easy in the East-bloc countries.
Almogt everyone working in East Germany knows many ways to put the means of production to more urgent
uses than onesthat are currently being used, where they are evidently wasted and cause shortages of other,
more heavily demanded goods. But since they are not able to bid them away and must instead go through
tedious politica procedures to initiate any changes, nothing much can be or indeed is done.

Experience adso corroborates what has been said about the other side of the coin: the overutilization of
publicly owned means of production. In West Germany such public goods aso exist, and as would be
expected, they arein rdatively bad shape. But in East Germany, and no differently or in fact even worsein the
other Soviet-dominated countries, where dl factors of production are socidly owned, insufficiently maintained,
deteriorating, unrepaired, rusting, even smply vandalized production factors, machinery, and buildings are truly
rampant. Further, the ecology crissis much more dramatic in the Eagt, in spite of the relatively underdeve oped
date of the generd economy, than in the West—and dl thisis not, as the case of Ger many proves clearly
enough, because there are differences in peopl€’ s “naturd” inclination to care and to be careful.

Finally, as regards the theoreticaly predicted changesin the socid and persondlity structure,
complaints about superiors are, of course, quite a common phenomenon everywhere. But in the countries of
Russian-type socidism, where the assgnment of pogtionsin the hierarchy of caretakersis and must be entirely
apolitical affair, such complaints about downright incompetent, unqudified, and ridiculous superiors are, ever
if not more loudly voiced, most frequent, most severe, and best-founded, and decent people are most often
driven to despair or cynicism as a consequence. And since afew people from East Germany ill go to West
Germany a an age [p. 37] where they are still members of the labor force, some as escapees but more
frequently because a sort of ransom has been paid for them, sufficient materid dso exigsto illudtrate the
conclusion that in the long run a socid ized economy will reduce peopl€ s productive capacities. Among those
going to the West there is a sgnificant number who led quite norma productive lives in the East but who,
despite the absence of any linguigtic and cultural barriers, prove to be incagpable of, or have the greatest
difficulties, adapting to Western society with its increased demand for productive and competitive skills and
spirits. [p. 38] [p. 39]

Chapter 4
Socialism Social-democratic Style

In the last chapter | analyzed the orthodox marxist verson of socidism—socidism Russan-dtyle, asit
was caled—and explained its effects on the process of production and the socia mord structure. | went on to
point out that the theoretically foreseen consequences of relative impoverishment proved to be so powerful that
in fact apolicy of socidizing the means of production could never actudly be carried through to itslogica end:
the socidization of all production factors, without causing an immediate economic disaster. Indeed, sooner or
later dll actud redlizations of Marxist socidism have had to reintroduce e ements of private ownership in the
means of production in order to overcome or prevent manifest bankruptcy. Even moderate “ market” socialiam,
however, cannot prevent a rdative impoverishment of the population, if the idea of sociaized production is not
abandoned entirely, once and for all.

Much more o than any theoretical argument, it has been the disap pointing experience with
Russian-type socidism which hasled to a congtant decline in the popularity of orthodox Marxist socidism and



has spurred the emergence and development of modern socid-democratic socidism, which will be the concern
of this chapter. Both types of sociaism, to be sure, derive from the same ideological sources.1 Both are
egditarian in motivation, at leest in theory,2 and both have essentialy the same ultimate god: the abolishment of
capitdism as asocid system based on private ownership and the establishment of anew society, characterized
by brotherly solidarity and the eradication of scarcity; a society in which everyoneis paid “according to his
needs.” From the very beginnings of the socidist movement in the mid-nineteenth century, though, there have
been conflicting ideas on the methods best suited for achieving these gods. While generdly there [p. 40] was
agreement on the necessity of socidizing the means of production, there were dways diverging opinions or
how to proceed. On the one hand, within the socidist movement there were the advocates of a revolutionary
course of action. They propagated the violent overthrow of the existing governments, the complete
expropriation of dl capitdigtsin one stroke, and the temporary (i.e., until scarcity would indeed, as promised,
be eradicated) dictatorship of the proletariat, i.e., of those who were not capitaists but who had to sdll their
labor services, in order to stabilize the new order. On the other hand there were the reformists who advocated
agradudist gpproach. They reasoned that with the enlargement of the franchise, and ultimately with asysterr
of universal suffrage, socidism’ s victory could be attained through democrétic, parliamentary action. This
would be so because capitaism, according to common socidist doctrine, would bring about a tendency
towards the proletarization of society, i.e., atendency for fewer people to be self-employed and more to
become employees ingtead. And in accordance with common socidist beliefs, this tendency would in turr
produce an increasingly uniform proletarian class consciousness which then would lead to a swelling voter
turnout for the socidist party. And, so they reasoned, as this strategy was much more in line with public
opinion (more appedling to the mosily peacefully-minded workers and at the same time less frightening to the
capitdists), by adopting it, socidism'’s ultimate success would only become more assured.

Both of these forces co-existed within the socidist movement, though their relationship was a times
quite strained, until the Bolshevik Revolution of October, 1917 in Russa In practice, the socidist movement
generdly took the reformist path, whilein the field of ideologica debate the revolutionaries dominated.3 The
Russan events changed this. With Lenin in the leed, for the firgt time the revolutionary socidigts redized their
program and the socialist movement as awhole had to take a tand vis avis the Russan [p. 41] experiment.
As a conseguence, the socidist movement split into two branches with two separate parties: a communist party
either more or less in favor of the Russian events, and asocidist or socid-democratic party with reservations,
or againg them. Still, the split was not over the issue of socidization; both werein favor of that. It was an oper
split over the issue of revolutionary vs. democratic parliamentary change. Faced with the actud experience of
the Russan revolution—the violence, the bloodshed, the practice of uncontrolled expropriation, the fact that
thousands of new leaders, very often of questionable reputation or smply shady, inferior characters, were
being swept to the politica helm—the socid democrats, in their attempt to gain public support, ft they had to
abandon their revolu tionary image and become, not only in practice but in theory as well, a decidedly
reformist, democratic party. And even some of the communist parties of the West, dedicated asthey wereto a.
theory of revolutionary change, but just as much in need of public support, felt they had to find some faullt, a
least, with the peculiar Bolshevik way of implementing the revolution. They, too, increasingly thought it
necessary to play the refor mist, democratic game, if only in practice.

However, thiswas only the first step in the transformation of the sociadist movement effected by the
experience of the Russian revolution. The next step, as indicated, was forced upon it by the dim experience
with Soviet Russa s economic performance. Regardless of their differing views on the desirability of
revolutionary changes and equally unfamiliar with or unable or unwilling to grasp aostract economic reasoning,
socidists and com munigts dike could ill, during a sort of honeymoon period which they fdlt the new
experiment deserved, entertain the most illusory hopes about the economic achievements of apolicy of



socidization. But this period could not |ast forever, and the facts had to be faced and the results eva uated after
some time had elgpsed. For every decently neutral observer of things, and [p. 42] later for every dert vistor
and travder, it became evident that sociaism Russan-style did not mean more but rather less wedth and that it
was asystem above dl, that in having to alow even smal niches of private capitd formation, hed in fact
dready admitted its own economic inferiority, if only implicitly. As this experience became more widdy

known, and in particular when after World War |1 the Soviet experiment was repeated in the East Europear
countries, producing the very same dim results and thus disproving the thesis that the Soviet mess was only due
to agpecid Asan mentdity of the people, in their race for public support the socidig, i.e, the
socid-democratic and communig, parties of the West were forced to modify their programs further. The
communists now saw various flaws in the Russan implementation of the socidization program as well, and
increesngly toyed with the idea of more decentradized planning and decison-making and of partia
socidization, i.e., socidization only of mgor firms and industries, dthough they never entirely abandoned the
idea of socidized production.4 The socidigt or socid-democretic parties, on the other hand, less sympathetic
from the beginning towards the Russan modd of socidism and through their decidedly reformist-democratic
policy dready inclined to accept compromises such as partid socidization, had to make a further adaptive
move. These parties, in response to the Russian and East European experiences, increasingly gave up the
notion of socidized production atogether and instead put more and more emphasis on the idea of income
taxation and equalization, and, in another move, on equdization of opportunity, as being the true cornerstones
of socidiam.

While this shift from Russan-type socidism towards a socid-democratic one took place, and il is
taking place in al Western societies, it was not equaly strong everywhere. Roughly speaking and only looking
at Europe, the displacement of the old by the new kind of socialism has been more pronounced, the more
immediate and direct the experience with Russan-type [p. 43] socidism for the population in which the
socidist and/or com munist parties had to find supporters and voters. Of al the mgjor countries, in West
Germany, where the contact with thistype of socidism isthe most direct, where millions of people till have
ample opportunities to see with their own eyes the mischief that has been done to the people in East Ger many,
this displacement was the most complete. Here, in 1959, the social democrats adopted (or rather were forced
by public opinion to adopt) anew party program in which all obvious traces of aMarxist past were cor
Spicuoudy absent, that rather explicitly mentioned the importance of private ownership and markets, thet
talked about socidization only as a mere pos shility, and that instead heavily stressed the importance of
redistributive measures. Here, the protagonists of a policy of socidization of the means of production within the
socid-democratic party have been considerably outnumbered ever since; and here the communist parties, even
when they are only in favor of peaceful and partid socidization, have been reduced to insignificance. In
countries further removed fromthe iron curtain, like France, Itay, Spain, and dso Greet Britain, this change
has been less dramatic. Nonetheless, it is safe to say that today only socia-democratic socidism, as
represented most typically by the German social-democrats, can claim widespread popularity in the West. As
ameatter of fact, due partly to the influence of the Socidist Internationad—the association of socidist and
social-democratic parties—socia-democratic sociaism can now be said to be one of the most widespread
ideologies of our age, increasingly shap ing the palitical programs and actud policies not only of explicitly
socidigt parties, and to alesser degree those of the western communists, but also of groups and parties who
would not even in their most far-fetched dreams call themsealves socididts, like the east coast “liberd”
Democrats in the United States.6 And in the fidd of internationd palitics the ideas of socia-democratic
socidism, in particular of a redigtributive approach towards the [p. 44] so-called North-South conflict, have
amaost become something like the of ficid podtion among dl “wel-informed” and “well-intentioned” men; €
consensus extending far beyond those who think of themsdlves as socidigts.”



What are the centra features of socidism socid-democratic-style? There are basically two
characteridtics. Firdt, in postive contradistinction to the traditiond Marxist-style socidism, socia-democratic
sociaism does not outlaw private ownership in the means of production and it even accepts the idea of all
means of production being privately owned—with the exception only of educeation, traffic and communication,
central banking, and the police and courts. In principle, everyone has the right to privately ap propriate and
own means of production, to sdll, buy, or newly produce them, to give them away as a present, or to rent them
out to someone else under a contractua arrangement. But secondly, no owner of means of productior
rightfully owns all of the income that can be derived from the usage of his means of production and no owner
IS eft to decide how much of the total income from production to allocate to consumption and investment.
Ingtead, part of the income from production rightfully belongs to society, hasto be handed over toit, and is
then, according to idess of egditarianism or didtributive justice, redistributed to itsindividua members.
Furthermore, though the respective income-shares that go to the producer and to society might be fixed at any
given point in time, the share that rightfully belongs to the producer isin principle flexible and the determinatior
of itssze, aswell asthat of society’s share, is not up to the producer, but rightfully belongs to society.8

Seen from the point of view of the naturd theory of property—the theory underlying capitalism—the
adoption of these rulesimplies that the rights of the natural owner have been aggressvely invaded. According
to this theory of property, it should be recalled, the user-owner of the means of produc tion can do whatever
he wants with them; and whatever the outcome of his [p. 45] usage, it is his own private income, which he car
use again as he pleases, aslong as he does not change the physical integrity of someone else's property and
exclusvely relies on contractua exchanges. From the standpoint of the natural theory of property, there are not
two separate processes—the production of income and then, after income is produced, its distribution. There
isonly one process. in producing incomeit is automaticaly distributed; the producer isthe owner. As
compared with this, socidism socid-democratic style advocates the partid expropriation of the natural owner
by redistributing part of the income from production to people who, whatever their merits otherwise, definitely
did not produce the income in question and definitely did not have any contractuad damsto it, and who, in
addition, have the right to determine unilaterdly, i.e., without having to wait for the affected producer’ s
consent, how far this partid expropriation can go.

It should be clear from this description that, contrary to the impression which sociaisr
socid-democratic styleis intended to generate among the public, the difference between both types of
socidism is not of a categoricd nature. Rather, it is only amétter of degree. Certainly, the first mentioned rule
seems to inaugurate afundamentd differencein that it allows private ownership. But then the second rulein
principle alows the expropriation of dl of the producer’ s income from production and thus reduces his
ownership right to a purely nomina one. Of course, socid-democratic socialism does not have to go asfar as
reducing private ownership to one in name only. And admittedly, as the income-share that the producer is
forced to hand over to society can in fact be quite moderate, this, in practice, can make a tremendous
difference as regards economic performance. But till, it must be redlized that from the standpoint of the
nonproducing fellowmen, the degree of expropriation of private producers income is a matter of expediency,
which suffices to reduce the difference between both [p. 46] types of socidisn—Russan and
socid-democratic style—once and for dl to a difference only of degree. It should be apparent what this
important fact implies for a producer. It means that however low the presently fixed de gree of expropriatior
might be, his productive efforts take place under the ever-present threst that in the future the income-share
which must be handed over to society will be raised unilaterdly. It does not need much comment to see how
thisincreases therisk, or the cost of producing, and hence lowers the rate of investment.

With this satement afirst step in the analysis that follows has aready been taken. What are the



economic, in the colloquia sense of the term, con sequences of adopting a system of socid-democratic
socidism? After what has just been sad, it is probably no longer dtogether surprising to hear that at least ac
regards the generd direction of the effects, they are quite amilar to those of traditiond Marxist-type socidism.
Stll, to the extent that social-democratic socidism settles for partia expropriation and the reditribution of
producer incomes, some of the impoverishment effects that result from a policy of fully socidizing means of
production can be circumvented. Since these resources can till be bought and sold, the problem most typica
of a caretaker economy—that no market prices for means of production exist and hence neither monetary
caculation nor accounting are possible, with ensu ing misallocations and the waste of scarce resourcesin
usagesthat are at best of only secondary importance—is avoided. In addition, the problem of overutilization is
at least reduced. Also, since private investment and capitd formation is till possible to the extent that some
portion of income from production is left with the producer to use at his discretion, under socidisT
socid-democrdic syle there is ardatively higher incentive to work, to save, and to invest.

Nonethdess, by no means can dl impoverishment effects be avoided. Socidism socid-democretic
syle, however good it might look in comparison [p. 47] with Russan-type sociaism, sill necessarily leadsto e
reduction in investment and thusin future wedth as compared with that under capitalism.® By taking part of the
income from production away from the owner-producer, however smdl that part may be, and giving it to
people who did not produce the income in question, the costs of production (which are never zero, as
producing, appropriating, contractings dways imply at least the use of time, which could be used otherwise, for
leisure, consump tion, or underground work, for ingtance) rise, and, mutatis mutandis, the costs of
nonproducing and/or underground production fal, however dight ly. As a consequence there will be rdaively
less production and investment, even though, for reasons to be discussed shortly, the absolute level of
production and wedth might il rise. There will be relatively more leisure, more consumption, and more
moonlighting, and hence, dl in dl, relative impoverishment. And this tendency will be more pronounced the
higher the income from production thet is redistributed, and the more imminent the likelihood thet it will be
raised in the future by unilatera, noncontractual societal decision.

For along time by far the most popular idea for implementing the generd policy god of
socid-democratic socidism was to redistribute monetary in come by means of income taxation or agenerd
salestax levied on producers. A look at this particular technique shal further darify our point and avoid some
frequently encountered misunderstandings and miscon ceptions about the generd effect of reative
impoverishment. What is the economic effect of introducing income or sales taxation where there has beer
none before, or of raising an exigting leve of taxaion to anew height?10 In answering this, | will further ignore
the complications that result from the different possible ways of redistributing tax money to different individuas
or groups of individuals—these shdl be discussed later in this chapter. Here we will only take into account the
generd fact, true by definition for dl [p. 48] redigtributive systems, that any redigtribution of tax money ise
trandfer from monetary income producers and contractual money recipients to peoplein their capacity as
nonproducers and nonrecipients of contractua money incomes. Introducing or raising taxation thus implies that
monetary income flowing from production is reduced for the producer and increased for people in their roles
as nonproducers and noncontractors. This changes the relative costs of production for monetary return versus
nonproduction and production for nonmonetary returns. Accordingly, insofar as this change is perceived by
people, they will increasingly resort to leisurely con sumption and/or production for the purpose of barter,
smultaneoudy reduc ing their productive efforts undertaken for monetary rewards. In any case, the output of
goods to be purchased with money will fal, which isto say the purchasing power of money decreases, and
hence the generd standard of living will decline.

Agang this reasoning it is sometimes argued that it has been frequently observed empirically that arise



in the levd of taxation was actudly ac companied by arise (not afdl) in the gross nationd product (GNP), and
that the above reasoning, however plausible, must thus be consdered em piricdly invalid. This aleged
counter-argument exhibits a smple misunderstanding: a confusion between absolute and relative reduction. Ir
the above andysis the conclusion is reached that the effect of higher taxesis ardative reduction in productior
for monetary returns; areduction, that is, as compared with the level of production that would have beer
attained had the degree of taxation not been dtered. It does not say or imply anything with respect to the
absolute leve of output produced. As a matter of fact, absolute growth of GNP is not only compatible witk
our anayss but can be seen as a perfectly normal phenomenon to the extent that advances in productivity are
possible and actudly take place. If it has become possible, through improvement in the technology of
production, to produce a[p. 49] higher output with an identica input (in terms of costs), or aphysicaly
identica output with areduced input, then the coincidence of increased taxation and increased output is
anything but surprising. But, to be sure, this does not at dl affect the vaidity of what has been stated about
relativeim poverishment resulting from taxation.

Another objection that enjoys some popularity is that raisng taxes leads to a reduction in monetary
income, and that this reduction raises the mar gind utility of money as compared with other forms of income
(likeleisure) and thus, instead of lowering it, actually helpsto increase the tendency to work for monetary
return. This observation, to be sure, is perfectly true. But it is amisconception to believe that it does anything
to invaidate the rela tive impoverishment thess. Firgt of dl, in order to get the full picture it should be noted
that through taxation, not only the monetary income for some people (the producers) is reduced but
smultaneoudy monetary income for other people (nonproducers) is increased, and for these people the
margind utility of money and hence their inclination to work for monetary return would be reduced. But thisis
by no means dl that need be said, asthis might il leave the impression that taxation smply does not affect the
output of exchangeable goods a adl—sinceit will reduce the margind utility of money income for some and
increase it for others, with both effects cancelling each other out. But this impression would be wrong. As e
matter of fact, thiswould be adenid of what has been assumed &t the outset: that atax hike, i.e., ahigher
monetary contribution forced upon disgpproving income producers, has actudly taken place and has been
perceived as such—and would hence involve alogica contradiction. Intuitively, the flaw in the belief that
taxation is“neutral” as regards output becomes apparent as soon as the argument is carried to its ultimate
extreme. It would then amount to the statement that even complete expropriation of dl of the producers
monetary income and the transfer of it to a group of nonproducers would [p. 50] not make any difference,
snce the increased laziness of the nonproducers resulting from this redistribution would be fully compensated
by an in creased workaholism on the part of the producers (which is certainly ab surd). What is overlooked in
this sort of reasoning is that the introduction of taxation or therisein any given leve of taxation does not only
imply favor ing nonproducers at the expense of producers, it dso smultaneoudy chan ges, for producers and
nonproducers of monetary income dike, the cost atached to different methods of achieving an (increasing)
monetary in come. For it is now relaively less codtly to atain additiond monetary in come through
nonproductive means, i.e., not through actudly producing more goods but by participating in the process of
noncontractua acquis tions of goods already produced. Even if producers are indeed more intent upor
attaining additional money as a consequence of a higher tax, they will increasingly do so not by intensifying their
productive efforts but rather through exploitative methods. This explains why taxation is not, and never can be,
neutrd. With (increased) taxation a different legal incentive struc ture is ingtitutionalized: one that changes the
relative costs of production for monetary income versus nonproduction, including nonproduction for leisurely
purposes and nonproduction for monetary return, and aso versus production for nonmonetary return (barter).
And if such adifferent incen tive structure is gpplied to one and the same population, then, and neces sarily so,
adecrease in the output of goods produced for monetary return must result.11



While income and sdes taxation are the most common techniques, they do not exhaust
socid-democratic socidism' s repertoire of redistributive methods. No matter how the taxes are redistributed
to the individuas com posing a given society, no métter, for instance, to what extent monetary in comeis
equdized, Since these individuals can and do lead different lifestyles and since they dlocate different portions of
the monetary income assigned [p. 51] to them to consumption or to the formation of nonproductively used
private wealth, sooner or later significant differences between people will again emerge, if not with respect to
their monetary income, then with respect to private wedth. And not surprisingly, these differences will steedily
become more pronounced if a purely contractua inheritance law exists. Hence, socid-democratic socidiam,
motivated asit is by egditarian zed, includes private wedth in its policy schemes and imposes atax on it, too,
and in particular imposes an inheritance tax in order to satisfy the popular outcry over “unearned riches’ faling
upon hers.

Economicdly, these measuresimmediatdly reduce the amount of private wedth formation. Asthe
enjoyment of private wedlth is made rdlatively more cosily by the tax, less wedth will be newly crested,
increased consumption will ensue—including that of existing stocks of nonproductively used riches—and the
overdl standard of living, which of course dso depends on the comforts derived from private wedth, will snk.

Similar conclusions about impoverishment effects are reached when the third mgor field of tax
policies—that of “natural assets’—is analyzed. For reasons to be discussed below, thisfield, next to the two
traditiond fields of monetary income and private wedth taxation, has gained more prominence over time under
the heading of opportunity equdization. It did not take much to discover that a person’s position in life does
not depend exclusive ly on monetary income or the wedlth of nonproductively used goods. There are other
things that are important in life and which bring additiona income, even though it may not be in the form of
money or other exchange goods: a nice family, an education, hedlth, good looks, etc. | will call these
nonexchangeabl e goods from which (psychic) income can be derived “naturd assets” Redistributive socidism,
led by egditarian idedls, is dso irritated by exigting differencesin such assets, and tries, if not to eradicete, ther
at least to moderate them. But these assets, being nonexchangesble goods, cannot [p. 52] be easly
expropriated and the proceeds then redistributed. It is also not very practica, to say the least, to achieve this
god by directly reducing the nonmonetary income from natural assets of higher income peogple to the leve of
lower income people by, for instance, ruining the hedlth of the heal thy and so making them equal to the sick,
or by smashing the good-looking peopl€e s faces to make them look like their less fortunate bad-looking
fdlows12 Thus, the common method socia-democratic socidism advocates in order to creste “equality of
opportunity” istaxation of naturd assets. Those people who are thought to recelve ardatively higher
nonmonetary income from some asset, like hedlth, are subject to an additiond tax, to be paid in money. This
tax is then redistributed to those people whose respective income is reltively low to help compensate them for
thisfact. An additiond tax, for ingance, is levied on the hedlthy to hep the unhedthy pay their doctor bills, or
on the good-looking to help the ugly pay for plastic surgery or to buy themselves adrink so that they car
forget about their lot. The economic consequences of such redistributive schemes should be clear. Insofar as
the psychic income, represented by hedlth, for instance, requires some productive, time and cost-consuming
effort, and as people can, in principle, shift from productive roles into nonproductive ones, or channe their
productive efforts into different, non- or less heavily taxed lines of nonexchangeable or exchangeable goods
production, they will do so because of the increased costs involved in the production of persond hedth. The
overdl production of the wedth in question will fal, the generd standard of hedlth, thet is, will be reduced. And
even with truly natural assats, like intelligence, about which people can admittedly do little or nothing,
consequences of the same kind will result, though only with atime lag of one generation. Redlizing thet it has
become relaively more codtly to beintelligent and less so to be nonintdlligent, and wanting as much income (of



al sorts) as possble for one' s offspring, the incentive for inteligent peopleto [p. 53] produce offspring has
been lowered and for nonintelligent ones raised. Given the laws of genetics, the result will be a population thet
isdl indl lessintelligent. And besides, in any case of taxation of naturd assets, true for the example of hedtr
aswdl asfor that of inteligence, because monetary income is taxed, a tendency smilar to the one resulting
from income taxation will set in, i.e., atendency to reduce on€e's efforts for monetary return and instead
increasngly engage in productive activity for nonmonetary return or in al sorts of nonproductive enterprises.
And, of course, dl this once again reduces the genera standard of living.

But thisis dill not dl that has to be said about the consequences of socidism socid-democratic-style,
asit will also have remote yet nonethe less highly important effects on the socid-mora structure of society,
which will become visble when one congders the long-term effects of introducing redigtributive policies. It
probably no longer comes as a surprise thet in this regard, too, the difference between Russian-type socidisr
and socidism socid-democratic style, while highly interesting in some detalls, is not of aprincipa kind.

As should be recaled, the effect of the former on the formation of per sondity types was twofold,
reducing the incentive to develop productive skills, and favoring at the same time the development of politica
talents. This precisdly is dso the overadl consequence of socid-democratic socialism. As socia-democratic
socidism favors nonproductive roles as well as productive ones that escape public notice and so cannot be
reached by taxation, the character of the population changes accordingly. This process might be dow, but as
long as the peculiar incentive structure es tablished by redigtributive policies ladts, it is congtantly operative.
Lessin vestment in the development and improvement of one's productive skillswill take place and, as &
consequence, people will become increasingly unable to secure their income on their own, by producing or
contracting. And as[p. 54] the degree of taxation rises and the circle of taxed income widens, people will
increasingly develop persondities asinconspicuous, as uniform, and as mediocre asis possble—at least asfar
as public gppearance is concerned. At the same time, as a person’s income simultaneoudy becomes
dependent on Palitics, i.e,, on society’ s decision on how to redistribute taxes (which is reached, to be sure, not
by contracting, but rather by superimposing one person’ s will on another’ s recalcitrant one!), the more
dependent it be comes, the more people will have to politicaize, i.e., the more time and energy they will have
to invest in the development of their specid talents for achieving persond advantages at the expense (i.e, in @
noncontractua way) of others or of preventing such exploitation from occurring.

The difference between both types of socidiam lies (only) in the follow ing: under Russian-type
socidism society’ s control over the means of production, and hence over the income produced with them, is
complete, and so far there seems to be no more room to engage in political debate about the proper degree of
politicalization of society. Theissue is settled—just asit is settled a the other end of the spectrum, under pure
capitalism, where there is no room for politics at dl and dl relaions are exclusively contractud. Under
socid-democratic socidism, on the other hand, socid control over income produced privately is actudly only
partid, and increased or full control exists only as society’ s not yet actuaized right, making only for a potentid
threst hanging over the heads of private producers. But living with the threat of being fully taxed rather thar
actudly being s0 taxed explains an interesting feature of socia-democratic socialism as regards the generd
development toward increasingly politicalized characters. It explains why under a system of socid-democratic
socidism the sort of politicdization is different from that under Russan-type socidism. Under the latter, time
and effort is spent nonproductively, discussing how to digtribute the socidly owned income; under the former,
to be sure, thisisaso [p. 55] done, but time and effort are dso used for palitical quarrels over the issue of
how large or small the socidly administered income-shares should ac tudly be. Under a system of socidized
means of production where thisissue is settled once and for dl, there is then relatively more withdrawa fromr
public life, resgnation, and cynicism to be observed. Socid-democratic socidism, on the other hand, where



the question is dill open, and where producers and nonproducers aike can gill entertain some hope of
improving their position by decreasing or increasing taxation, has less of such privatization and, instead, more
often has people actively engaged in political agitation ether in favor of increasing society’s control of privately
produced incomes, or against it.13

With the generd smilarity aswell asthis specific difference between both types of socidism explained,
the task remains of presenting a brief anays's of some modifying forces influencing the generd development
toward unproductive politicalized personalities. These are effected by dif fering approaches to the desirable
pattern of income digtribution. Russian and socid-democratic socidiam dike are faced with the question of
how to distribute income that happens to be socidly controlled. For Russiar-type socidism it is a matter of
what sdariesto pay to individuas who have been assgned to various positions in the caretaker economy. For
redigtributive socidism it is the question of how much tax to adlocate to whom. While there are in principle
innumerable ways to do this, the egditarian philosophy of both kinds of sociaism effectively reducesthe
available options to three genera types.14 Thefirg oneis the method of more or less equalizing everybody’ <
monetary income (and possibly dso private, nonproductively used wedlth). Teachers, doctors, construction
workers and miners, factory managers and cleaning ladies dl earn pretty much the same salary, or the
difference between them is at least considerably reduced.15 It does not need much commert to redize that this
approach reduces the incentive to [p. 56] work most dragtically, for it no longer makes muck
difference—sdary-wise—if one works diligently al day or fools around most of the time. Hence, disutility of
labor being afact of life, people will increasingly fool around, with the average income that everyone seemsto
be guaranteed congtantly faling, in relative terms. Thus, this gpproach relatively strengthens the tendency
toward withdrawd, disllusonment, cynicism, and mutetis mutandis, contributes to ardative reduction in the
generd amosphere of politicdization. The second gpproach has the more moderate aim of guaranteeing &
minimum income which, though normally somehow linked to average income, falswell bdlow it.16 This, too,
reduces the incentive to work, since, to the extent that they are only margina income producers with incomes
from production only dightly above the minimum, people will now be more inclined to reduce or even sop
their work, enjoy leisure ingtead, and settle for the minimum income. Thus more people than otherwise will fall
below the minimum line, or more people than otherwise will keep or acquire those characterigtics on whose
existence payment of minimum salariesis bound, and as a consequence, again, the average income to whict
the minimum salary islinked will fal below the leve that it otherwise would have reached. But, of course, the
incentive to work is reduced to asmaller degree under the second than the first scheme. On the other hand, the
second gpproach will lead to areatively higher degree of active politicaization (and less of resigned
withdrawa), because, unlike average income, which can be objectively ascertained, the level a which the
minimum income is fixed is a completdly subjective, arbitrary affair, which is thus particularly proneto
becoming a permanent political issue.

Undoubtedly, the highest degree of active paliticdization is reached when the third distributiond
approach is chosen. Its god, gaining more and more prominence for socid democracy, isto achieve equdity
of oppor tunity.17 The ideaisto create, through redigtributional measures, asituation[p. 57] inwhick
everyone s chance of achieving any possible (income) postion in lifeis equa—very much asin alottery where
each ticket has the same chance of being awinner or aloser—and, in addition, to have a corrective
mechanism which helps rectify Stuations of “undeserved bad luck” (whatever that may be) which might occur
in the course of the ongoing game of chance. Taken literdly, of course, thisideais absurd: there is no way of
equaizing the opportunity of someone living in the Alps and someone residing & the seesde. In addition, it
seems quite clear that the idea of a corrective mechanism is Smply incompetible with the lottery idea. Yetitis
precisdly this high degree of vagueness and confusion which contributes to the popular apped of this concept.
What congtitutes an opportunity, what makes an opportunity different or the same, worse or better, how muck



and what kind of compensation is needed to equdize opportunities which admittedly cannot be equaized in
physical terms (asin the Alpsseaside example), what is undeserved bad luck and what arectification, are al
completey subjective matters. They are dependent on subjective evauations, changing asthey do, and thereis
then—if one indeed epplies the equdity of opportunity concept—an unlimited reservoir of al sorts of
distributional demands, for al sorts of reasons and for dl sorts of people. Thisis o, in particular, because
equaizing opportunity is compatible with demands for differences in monetary income or private wedth. A
and B might have the same income and might both be equdly rich, but A might be black, or awoman, or have
bad eyesight, or be aresident of Texas, or may have ten children, or no husband, or be over 65, whereas B
might be none of these but something ese, and hence A might argue that his opportunities to attain everything
possiblein life are different, or rather worse, than B’s, and that he should somehow be compensated for this,
thus making their monetary incomes, which were the same before, now different. And B, of course, could
argue in exactly the same way by smply reversing the [p. 58] implied evauation of opportunities. As g
consequence, an unheard of de gree of politicaization will ensue. Everything seemsfair now, and producers
and nonproducers dike, the former for defensve and the latter for aggressve purposes, will be driveninto
gpending more and more time in the role of raising, destroying, and countering didtributiona demands. And to
be sure, this activity, like the engagement in leisurely activities, is not only nonproductive but in clear contrast to
the role of enjoying leisure, implies spending time for the very purpose of actudly disrupting the undisturbed
enjoyment of wedlth produced, aswell asits new production.

But not only isincreased politicalization simulated (above and beyond the level implied by socidisr
generaly) by promoting the idea of equdiz ing opportunity. There is once more, and thisis perhaps one of the
mogt interesting features of new socid- democratic-socialism as compared with its traditional Marxist form, &
new and different character to the kind of poaliticdization implied by it. Under any policy of digtribution, there
must be people who support and promote it. And normaly, though not exclusvely so, thisis done by those
who profit most from it. Thus, under a system of income and wedlth-equdization and aso under that of &
minimum income policy, it is mainly the “have-nots’ who are the supporters of the politicalization of socid life.
Given the fact that on the average they happen to be those with rdatively lower intelectud, in particular verba
capahiilities, this makes for palitics which appears to lack much intellectua sophidtication, to say the least. Put
more bluntly, politics tends to be outright dull, dumb, and appalling, even to a consderable number of the
have-nots themsdves. On the other hand, in adopting the idea of equalizing opportunity, differencesin
monetary income and wedlth are not only alowed to exist but even become quite pronounced, provided that
thisisjudtifiable by some underlying discrepancies in the opportunity structure for which the former differences
help compensate. Now in this sort of politics the haves can participate, too. As[p. 59] amatter of fact, being
the ones who on the average command superior ver ba skills, and the task of defining opportunities as better
or worse being es sentidly one of persuasve rhetorical powers, thisis exactly their sort of game. Thus the
haves will now become the dominant force in sugtaining the process of paliticaization. Increasingly it will be
people from their ranks that move to the top of the socialist party organization, and accordingly the appearance
and rhetoric of socidigt palitics will take on a different shagpe, becoming more and more intellectudized,
changing its appedl and attract ing a new class of supporters.

With this| have reached the stage in the analysis of socid-democratic socidism where only afew
remarks and observations are needed which will help illustrate the vaidity of the above theoretica
condderations. Though it does not at dl affect the validity of the conclusions reached above, depend ing as
they do exclusvdy on the truth of the premises and the correctness of the deductions, there unfortunately exists
no nearly perfect, quas-experimental case to illudtrate the workings of socia-democratic socidism as
compared with capitaism, asthere was in the case of East and West Ger many regarding Russan-type
socidism. Illugtrating the point would involve a comparison of manifestly different societies where the ceteris



are clearly not paribus, and thus it would no longer be possible to neetly match certain causes with certain
effects. Often, experimentsin socia-democratic socidism smply have not lasted long enough, or have beer
interrupted repegatedly by policies that could not definitely be classified as socid-democratic sociaism. Or else
from the very beginning, they have been mixed with such different—and even incongstent—ypolicies as aresult
of political compromising, that in redlity different causes and effects are so en tangled that no griking illudrative
evidence can be produced for any thesis of some degree of specificity. The task of disentangling causes and
effects then becomes a genuinely theoretica one again, lacking the peculiar persuasiveness [p. 60] that
characterizes experimentally produced evidence.

Nonetheless some evidence exidts, if only of amore dubious qudity. Firgt, on theleve of highly globd
obsarvations, the generd thesi's about relative impoverishment brought about by redidtributive socidiamisil
lustrated by the fact that the stlandard of living is relatively higher and has become more so over timein the
United States of Americathan in Western Europe, or, more specifically, than in the countries of the Europear
Com munity (EC). Both regions are roughly comparable with respect to popuation sze, ethnic and cultura
diversity, tradition and heritage, and also with respect to natural endowments, but the United Statesis
comparatively more capitdist and Europe more socidist. Every neutrd observer will hardly fal to notice this
point, asindicated also by such globa measures as sate expenditure as percent of GNP, which isroughly 35
percent in the United States as compared to about 50 percent or more in Western Europe. It dso fitsinto the
picture that the European countries (in particular Greet Britain) exhibited more impressve rates of economic
growth in the nineteenth cen tury, which has been described repeatedly by historians as the period of classica
liberalism, than in the twentieth, which, in contrast, has been termed that of socialism and satism. In the same
way the validity of the theory isillustrated by the fact that Western Europe has been increasingly surpassed in
rates of economic growth by some of the Pacific countries, such as Japan, Hong Kong, Singapore, and
Malaysa; and that the latter, in adopting arelatively more capitdist course, have meanwhile achieved a much
higher sandard of living than socidigticaly inclined countries which started at about the same time with roughly
the same basis of economic development, such as India

Coming then to more specific observations, there are the recent ex periences of Portugd, wherein
1974 the autocratic Sdazar regime of con servative sociaism (on this type of socialism see the fallowing
chapter), [p. 61] which had kept Portuga one of the poorest countriesin Europe, was sup planted in ar
upheava by redigributive socidism (with eements of nationdization) and where since then the standard of
living has fdlen even further, literdly turning the country into athird world region. Thereisdso the socidist
experiment of Mitterand' s France, which produced an immediate deterioration of the economic Stuation, so
noticeable—maost congpicuous being a dragtic rise in unemployment and repested currency deva uations—that
after less than two years, sharply reduced public support for the government forced areversd in policy, which
was amost comic in that it amounted to a complete denia of what only afew weeks before had beer
advocated asits dearest convictions.

The mogt ingtructive case, though, might again be provided by Germany and, thistime, West
Germany. 18 From 1949 to 1966 a liberal-conservative government which showed a remarkable commitment
to the principles of amarket economy existed, even though from the very beginning there was a consderable
degree of consarvative-socidist elements mixed in and these e ements gained more importance over time. Ir
any case, of al the mgor European nations, during this period West Germany was, in relative terms, definitey
the most capitaist country, and the result of this was that it be came Europe' s most prosperous society, with
growth rates that surpassed those of dl its neighbors. Until 1961, millions of German refugees, and afterwards
millions of foreign workers from southern European countries became integrated into its expanding economy,
and unemployment and inflation were amaost unknown. Then, after a brief trangtion period, from 1969 to



1982 (amost an equal time span) a socid-democraticaly led socidist-liberal government took over. It raised
taxes and socid security contributions considerably, increased the number of public employees, poured
additiond tax fundsinto existing socid programs and created new ones, and significantly increased spending on
al sorts of so-called “public [p. 62] goods, “thereby dlegedly equalizing opportunities and enhancing the over
al “qudity of life” By resorting to a Keynesian policy of deficit spending and unanticipated inflation, the effects
of rasng the socidly guaranteed minimum provisions for nonproducers at the expense of more heavily taxed
producers could be delayed for afew years (the motto of the economic policy of former West Germar
Chancdlor Hdmut Schmidt was “rather 5% inflation than 5% unemployment”). They were only to become
more dragtic somewhat later, however, as unanticipated inflation and credit expansion had created and
prolonged the over- or rather mainvestment typica of aboom. Asaresult, not only was there much more thar
5 percent inflation, but unemployment aso rose steadily and approached 10 percent; the growth of GNF
became dower and dower until it actudly fell in absolute terms during the last few years of the period. Instead
of being an expanding economy, the absolute number of people employed decreased; more and more pressure
was generated on foreilgn workers to leave the country and the immigration barriers were Smultaneoudy raised
to ever higher levels. All of this happened while the importance of the underground economy grew steedily.

But these were only the more evident effects of a narrowly defined economic kind. There were other
effects of adifferent sort, which were ac tualy of more lasting importance. With the new socidist-libera
government the idea of equalizing opportunity came to the ideologica forefront. And as has been predicted
theoreticdly, it was in particular the officid spreading of the idea mehr Demokratie wagen (*risk more
Democracy” )—initidly one of the most popular dogans of the new (Willy Brandt) era—that led to a degree of
politicalization unheard of before. All sorts of demands were raised in the name of equdity of opportunity; and
there was hardly any sphere of life, from childhood to old age, from leisure to work conditions, that was not
examined intensaly for possible differences that it offered to different people [p. 63] with regard to
opportunities defined as relevant. Not surprisingly, such op portunities and such differences were found
congtantly,19 and, accordingly, the realm of politics seemed to expand dmost daily. “ There is no question that
isnot apalitica one’ could be heard more and more often. In order to stay ahead of this development the
parties in power had to change, too. In particular the Social Democrats, traditionaly a blue-collar workers
party, had to develop a new image. With the idea of equaizing opportunity gain ing ground, it increasingly
became, as could be predicted, the party of the (verba) inteligentsia, of socid scientists and of teachers. And
this“new” party, dmod asif to prove the point that a process of politicaization will be sustained mainly by
those who can profit from its distributional schemes and that the job of defining opportunitiesis essentialy
arbitrary and amat ter of rhetorica power, then made it one of its central concernsto channel the most diverse
politica energies st in motion into the field of equdizing, above al, educationd opportunities. In particular,
they “equalized” the op portunities for a high school and universty education, by offering the respective
sarvices not only free of charge but by literaly paying large groups of students to take advantage of them. This
not only increased the demand for educators, teachers, and socid scientists, whose payment naturaly had to
come from taxes. It dso amounted, somewhet ironically for asocidist party which argued that equdizing
educationa opportunities would imply an income transfer from the rich to the poor, in effect to asubsidy paid
to the more intelligent a the expense of a complementary income reduction for the less intelligent, and, to the
extent that there are higher numbers of intelligent people among the middle and upper socid classesthar
among the lower, a subsidy to the haves paid by the have-nots.20 As aresult of this process of politicaizatior
led by increased numbers of tax-paid educators gaining influence over increased numbers of sudents, there
emerged (as could be predicted) a change in the mentaity of the people. It wasincreasingly [p. 64] considered
completely normd to satisfy dl sorts of demands through political means, and to dlaim dl sorts of aleged rights
againg other sup posedly better-situated people and their property; and for awhole generation of people
raised during this period, it became less and less naturd to think of improving one' s lot by productive effort or



by contracting. Thus, when the actual economic crisis, necessitated by the reditributionist policy, arose, the
people were |ess equipped than ever to overcome it, becauise over time the same policy had weskened
precisay those skills and taents which were now most urgently required. Revedingly enough, when the
socidig-libera government was ousted in 1982, mainly because of its obvioudy miserable economic
performance, it was ill the prevaent opinion that the crisis should be resolved not by diminating the causes,
i.e., the swollen minimum provisons for nonproducers or noncontractors, but rather by another redistributive
measure: by forcibly equdizing the available work—time for employed and unemployed people. And in line
with this spirit the new conservetive-liberal government in fact did no more than dow down the rate of growt
of taxation. [p. 65]

Chapter 5
The Socialism of Conservatism

In the two preceding chapters the forms of socidism most commonly known and identified as such,
and that are indeed derived from basically the same ideologica sources were discussed: socidisT
Russan-style, as most conspicuoudy represented by the communist countries of the East bloc; and
socid-democratic socidism, with its most typical representatives in the socidist and socid-democratic parties
of Western Europe, and to alesser extent in the “liberals’ of the United States. The property rules underlying
their policy schemes were andyzed, and the idea presented that one can apply the property principles of
Russian or socia-democratic sociadism in varying degrees. one can socidize al means of production or just €
few, and one can tax away and redigtribute dmost dl income, and dmost al types of income, or one can do
thiswith just asmall portion of only afew types of income. But, as was demongrated by theoretica means
and, less gringently, through some illustrative empirica evidence, as long as one adheres to these principles at
all and does not once and for al abandon the notion of ownership rights belonging to nonproducers (nonusers)
and non-contractors, relative impoverishment must be the result.

This chapter will show that the sameistrue of conservatism, because it, too, isaform of sociaism.
Conservatism aso produces impoverishment, and dl the more so, the more resolutdly it is gpplied. But before
going into a systematic and detailed economic andysis of the peculiar ways in which conservatism produces
this effect, it would be appropriate to take a short look at history, in order to better understand why
consarvatism indeed is socidism, and how it isrelated to the two egditarian forms of socialism discussed
previoudy.

Roughly spesking, before the eighteenth century in Europe and [p. 66] throughout the world, a socid
system of “feuddism” or “absolutism,” which was in fact feuddism on a grander scde, existed.1 |n abstract
terms, the socid order of feudaism was characterized by aregiond overlord who claimed ownership of some
territory, including al of its resources and goods, and quite often aso of dl of the men placed upon it, without
having originaly gppropriated them himsdf through use or work, and without having a contractua claim to
them. On the contrary, the territory, or better, the various parts of it and the goods standing on it, had beer
actively oc cupied, used, and produced by different people before (the “ natural owners’). The ownership
damsaf the feudd lords were thus derived from thin air. Hence, the practice, based on these alleged
ownership rights, of renting land and other production factors out to the natural ownersin return for goods and
sarvices unilateraly fixed by the overlord, had to be enforced againgt the will of these natural owners, by brutal
force and armed violence, with the help of anoble caste of military men who were rewarded by the overlord



for their services by being dlowed to participate and share in his exploitative methods and proceeds. For the
common man subject to this order, life meant tyranny, exploitation, economic stagnation, poverty, star vation,
and despair.2

As might be expected, there was resstance to this system. Interestingly enough though (from &
present-day perspective), it was not the peasant population who suffered most from the existing order, but the
merchants and traders who became the leading opponents of the feudd system. Buying at alower pricein one
place and traveling and selling at ahigher price in adifferent place, as they did, made their subordination to any
one feuda lord relatively weak. They were essentialy aclass of “internationd” men, crossing the borders of
various feudd territories congtantly. As such, in order to do business they required a stable, internationdly vaid
legd system: asystem of rules, vaid regardless of time and place, defining property [p. 67] and contract,
which would facilitate the evolution of the indtitutions of credit, banking and insurance essentid to any
large-scale trading business. Naturally, this caused friction between the merchants and the feudal lords as
representatives of various arbitrary, regiond, lega systems. The mer chants became feuddism’s outcasts,
permanently threatened and harassed by the noble military caste attempting to bring them under their contral.3

In order to escape this threat the merchants were forced to organize themselves and help establish
small fortified trading places at the very frin ges of the centers of feuda power. As places of partid
exteritoridity and at least partid freedom, they soon attracted growing numbers of the peasantry running away
from feudd explaitation and economic misery, and they grew into small towns, fostering the devel opment of
crafts and productive enterprises which could not have emerged in the surroundings of ex ploitation and legd
ingtability characteridtic of the feuda order itself. This process was more pronounced where the feuda powers
were relaively weak and where power was dispersed among a greast number of often very minor, rival feuda
lords. It wasin the cities of northern Itdy, the cities of the Hansetic league, and those of Handersthat the
spirit of capitaism first blossomed, and commerce and production reached their highest levels4

But this partid emancipation from the regtrictions and the sagnation of feudalism was only temporary,
and was followed by reaction and decline. This was due in part to internal wesknesses in the movement of the
new merchant classitsdf. Still too much ingrained in the minds of men was the feudd way of thinking in terms
of different ranks assigned to people, of subordination and power, and of order having to be imposed upor
men through coercion. Hence, in the newly emerging commercid centers anew set of noncontractud
regulations and restrictions—now of “bourgeois’ origin—was soon established, guilds that restrained free
competition were formed, and a new merchant oligarchy arose.> More important, though, for this reactionary
[p. 68] process was yet arother fact. In their endeavor to free themsalves from the exploitative interventions of
the various feudad lords, the merchants had to look for naturd dlies. Understandably enough, they found suck
alies among those from the class of feuda lords who, though comparatively more powerful than their noble
felows, had the centers of their power a ardatively greater distance from the commerciad towns seeking
assistance. In aigning themsdves with the merchant class, they sought to extend their power beyond its present
range at the expense of other, minor lords.6 In order to achieve this god they firgt granted certain exemptions
from the “norma” obligations faling upon the subjects of feudd rule to the rising urban centers, thus assuring
their existence as places of partid freedom, and offered protection from the neighboring feuda powers. But as
soon as the coalition had succeeded in its joint attempt to wesken the local lords and the merchant towns
“foreign” feudd aly had thereby become established as area power outside of its own traditiond territory, it
moved ahead and established itself as afeudd super power, i.e., asamonarchy, with aking who
superimposed his own exploitative rules onto those of the adready ex igting feudd system. Absolutism had beer
born; and as this was nothing but feudalism on alarger scae, economic decline again st in, the towns
disntegrated, and stagnation and misery returned.’



It was not until the |ate saventeenth and early eighteenth centuries, then, that feudalism came under truly
heavy attack. This time the attack was more severe, because it was no longer smply the attempt of practica
men—the merchants—to secure spheres of relative freedom in order to do their prac tical business. It was
increasingly an ideologica bettle fought againgt feudaism. Intellectua reflection on the causes of the rise and
decline of commerce and industry that had been experienced, and a more intensve study of Roman and in
particular of Natural Law, which had both been rediscovered in the course of the merchants struggle to
develop an internationa [p. 69] merchant law and judtify it againg the competing dams of feudd law, had led
to asounder understanding of the concept of liberty, and of liberty as a prerequisite to economic prosperity.8
Astheseidess, culminating in such works as J. Locke' s “ Two Trestises on Government,” 1688, and A.
Smith’s“Wedlth of Nations,” 1776, spread and occupied the minds of a steadily expanding circle of people,
the old order logt its legitimacy. The old way of thinking in terms of feuda bonds gradudly gave way to the
idea of a contractua society. Findly, as outward expressions of this changed state of affairsin public opinion,
the Glorious Revolution of 1688 in England, the American Revolution of 1776, and the French Revolution of
1789 came dong; and nothing was the same after these revolutions had occurred. They proved, once and for
al, tha the old order was not invincible, and they sparked new hope for further progress on the road toward
freedom and prosperity.

Liberdism, astheideologica movement that had brought about these earth-shattering events came to
be cdled, emerged from these revol utions stronger than ever and became for somewhat more than half &
century the dominating ideological force in Western Europe. It was the party of freedom and of private
property acquired through occupation and contract, assgning to the state merely the role of enforcer of these
natura rules.® With remnants of the feudd system dill in effect everywhere, however shaken in their ideologica
foundation, it was the party representing an increesangly liberdized, deregulated, contractudized society,
interndly and externdly, i.e., regarding domestic as well asforeign affairs and relations. And as under the
pressure of liberd ideas the European societies became increasingly free of feudd restrictions, it aso became
the party of the Industrial Revolution, which was caused and stimulated by this very process of liberdization.
Economic development set in at a pace never before experienced by mankind. Industry and commerce
flourished, and capital formation and accumulation [p. 70] reached new heights. While the standard of living
did not rise immediately for everyone, it became possible to support a growing number of people—people,
that is, who only afew years before, under feudadism, would have died of starvation because of the lack of
economic wedth, and who could now survive. In addition, with population growth leveling off below the
growth rate of capital, now everyone could redidticaly entertain the hope of rising living sSandards being just
around the corner.10

It isagaing this background of history (somewhat streamlined, of course, asit has just been presented)
that the phenomenon of conservatism as aform of socidism and itsrelation to the two versons of socidisr
originating in Marxism must be seen and understood. All forms of socidism are ideologica responses to the
chalenge posed by the advance of liberdism; but their stand taken againgt liberalism and feuddism—the old
order that liberadlism had helped to destroy—differs considerably. The ad vance of liberdism had simulated
socid change at a pace, to an extent, and in variations unheard of before. The liberdization of society meant
that in creasingly only those people could keep a given socid position once ac quired who could do so by
producing mogt efficiently for the most urgent wants of voluntary consumers with aslittle cost as possble, and
by relying exclusively on contractua relationships with respect to the hiring of factors of production and, in
particular, of labor. Empires upheld soldy by force were crumbling under this pressure. And as consumer
demand to which the production structure now increasingly had to adapt (and not vice versa) was changing
congtantly, and the upspring of new enterprises became in creasingly less regulated (insofar as it was the result



of origina appropriation and/or contract), no one s relaive position in the hierarchy of income and wedlth was
secure anymore. Insteed, upward and downward socia mobility increased significantly, for neither particular
factor-owners nor owners of particular labor services were any longer immune to respective [p. 71] changesin
demand. They were no longer guaranteed stable prices or a stable income.11

Old Marxist and new socid-democratic sociaism are the egditarian, progressive answersto this
chalenge of change, uncertainty, and mobility. Like liberdlism, they hail the destruction of feuddism and the
advance of capitalism. They redize that it was capitdism that freed people from exploitative feuda bonds and
produced enormous improvements in the economy; and they understand that capitalism, and the devel opment
of the productive forces brought about by it, was a necessary and positive evolu tionary step on the way
toward sociadism. Socidism, as they concaive it, shares the same gods with liberalism: freedom and prosperity.
But socidism supposedly improves on the achievements of liberaism by sup planting capitaism—the anarchy
of production of private competitors which causes the just-mentioned change, mobility, uncertainty, and unrest
in the socid fabric—at its highest stage of development by arationaly planned and coordinated economy
which prevents insecurities derived from this change from being felt a an individud level. Unfortunately, of
course, asthe last two chapters have sufficiently demondgtrated, thisis arather confused idea. It is precisely by
meaking individuas insengtive to change through redigtributional measures that the incentive to adapt quickly to
any future change is taken away, and hence the value, in terms of consumer evauations, of the output
produced will fal. And it is precisely because one plan is subgtituted for many seemingly uncoordinated ones
that individua freedom is reduced and, mutatis mutandis, government by one man over another increased.

Conservatism, on the other hand, is the anti-egditarian, reactionary answer to the dynamic changes set
in motion by aliberalized society: It is anti-libera and, rather than recognizing the achievements of liberdism,
tends to idedlize and glorify the old system of feudalism as orderly and stable.12 As a postrevol utionary
phenomenon, it does not necessarily and [p. 72] outrightly advocate a return to the prerevol utionary status quo
ante and ac cepts certain changes, however regretfully, asirreversible. But it is hardly ruffled when old feudd
powersthat had lost dl or parts of their estates to the natural owners in the course of the liberdization process
are retored to their old position, and it definitely and openly propagates the conservation of the status quo,
I.e, the given highly unequd digtribution of property, wedth, and income. Itsideaisto stop or dow down the
permanent changes and mobility processes brought about by liberalism and capitdism as completely as
possible and, instead, to recreste an orderly and stable socid system in which everyone remains securely in the
position that the past had assigned to him.13

In order to do s0, conservatism must, and indeed does, advocate the legitimacy of noncontractua
means in the acquisition and retention of property and income derived from it, Snce it was precisdly the
exclusve reiance on contractud relations that caused the very permanence of chan gesin the rdative
digtribution of income and wedlth. Just as feudaism d lowed the acquisition and upholding of property and
wesdlth by force, so conservatism ignores whether or not people have acquired or retain their given income-and
wealth-position through origina gppropriation and con tract. Instead, conservatism deems it appropriate and
legitimate for a class of once-established owners to have the right to stop any socia changethet it consders e
threat to their relative pogtion in the socid hierarchy of income and wedth, even if the various individua
owner-users of various production factors did not contract into any such agreement. Conservatism, then, must
be addressed as the ideologicd heir of feudalism. And as feudaism must be described as aristocratic socidisr
(which should be clear enough from its above characterization), so must conservatism be consdered asthe
socidiam of the bourgeois establishment. Liberdism, to which both the egditarian and the conservative
versons of socidism areideologica [p. 73] responses, reached the height of its influence around the
mid-nineteenth century. Probably its very last glorious achievements were the reped of the Corn Lawsin



England in 1846, accomplished by R. Cobden, J. Bright and the anti-corn law league, and the 1848
revolutions of continental Europe. Then, because of interna wesknesses and incons stencies in the ideology of
liberdism,14 the diversions and the divisiveness which the various nation states imperiaist adventures had
brought about, and last but not least be cause of the apped that the different versions of socidism with their
various promises of security and stability had and still have for the public' s widespread distaste for dynamic
change and mahbility,15 liberdism’s decline set in. Socidlisam increasingly supplanted it as a dominating
ideologica force, thereby reversing the process of liberaization and once again impos ing more and more
noncontractua elements on society. 16 At different times and places, different types of socidism found support
in public opinion to varying degrees, S0 that today traces of al of them can be found to coexigt in different
degrees everywhere and to compound their respective im poverishment effects on the process of production,
the upkeep of wedth and the formation of character. But it isthe influence of consarvative socidism, in
particular, that must be stressed, especially because it is very often overlooked or underestimated. If today the
societies of Western Europe can be described as socidi, this is due much more to the influence of the
socidiam of consarvatiam than to that of egditarian idess. It is the peculiar way in which conservatism exertsiits
influence, though, that ex plainswhy thisis often not recognized. Conservatism not only shapes the socid
structure by enacting policy; especialy in societies like the European ones where the feudd past has never
been completely shaken off but where a great number of feuda remnants survived even the pegk of liberdiam.
An ideology such as conservaism dso exerts its influence, very inconspicuous ly, by smply maintaining the
satus quo and letting things continue to be [p. 74] done according to age-old traditions. What then are the
specificaly con servative e ements in present-day societies, and how do they produce relative
impoverishment?. With this question, we turn to the systemétic analys's of conservatism and its economic and
socio-economic effects. An abstract characterization of the property rules underlying conservatism and e
description of these rulesin terms of the natural theory of property shal again be the Sarting point. There are
two such rules. Firgt, conservative socidism, like socid-democratic socidism, does not outlaw private
property. Quite to the contrary: everything—all factors of production and dl of the nonproductively used
wedlth—can in principle be privately owned, sold, bought, rented out, with the exception again only of such
aress as education, traffic and communication, centra banking, and security production. But then secondly, no
owner owns all of his property and dl of the income that can be derived from its utilization. Rather, part of this
belongs to the society of present owners and income recipients, and society has the right to alocate present
and future produced income and wedth to itsindividua membersin such away that the old, relative
digtribution of income and wedlth is preserved. And it is aso society’ s right to determine how large or smdl the
income and wedlth-share that is so administered should be, and what exactly is needed to preserve agiver
income and wedlth-distribution. 17

From the perspective of the naturd theory of property, the property ar rangement of conservatism
again implies an aggression againg the rights of natural owners. Natural owners of things can do whatever they
wish with them, as long as they do not uninvitedly change the physica integrity of someone else's property.
Thisimplies, in particular, their right to change their property or to put it to different uses in order to adapt to
anticipated changes in demand and so preserve or possibly enhance its value; and it dso gives them theright to
regp privately the benefits of increased property vaues that slem from unanticipated changes in demand—from
changes, [p. 75] that is, that were lucky for them, but which they did not foresee or effectuate. But & the same
time, Snce according to the principles of the natural theory of property every natura owner isonly protected
againg physica invason and the noncontractua acquisition and transfer of property titles, it dso implies that
everyone congtantly and permanently runs the risk that through changesin demand or actions which other
owners perform with their property, property vaueswill fall below their given leve. According to this theory,
however, no one owns the value of his property and hence no one, a any time, has the right to preserve and
restore his property values. As compared with this, conservatism ams precisely at such a preservation or



restoration of values and their rdative digtribution. But thisis only possible, of course, if aredistribution in the
assignment of property titles takes place. Since no one's property va ues depend exclusively on one' s own
actions performed with one's own property, but also, and inescapably so, on other peoples’ actions
performed with scarce means under their own control (and beyond that of another’s), in order to preserve
given property va ues someone—some single person or some group of persons—would have to rightfully own
al scarce means (far beyond those that are actualy controlled or used by this person or group of persons).
Furthermore, this group must literdly own al persons bodies, since the use that a person makes of his body
can aso influence (increase or decrease) existing property vaues. Thus, in order to redlize the god of
conservatism, aredistribution of property titles must occur away from people as user-owners of scarce
resources onto people who, whatever their merits as past producers, did not presently use or contractualy
acquire those things whaose utilization hed led to the change in the given distribution of vaues.

With this understood, the first conclusion regarding the generd economic effect of conservatism lies a
hand: with the naturd owners of things fully or partidly expropriated to the advantage of nonusers,
nonproducers [p. 76] and noncontractors, conservatism eiminates or reduces the former’ sincentive to do
something about the vaue of existing property and to adapt to changes in demand. The incentives to be aware
of and to an ticipate changesin demand, to quickly adjust existing property and to use it in a manner consgtent
with such changed circumstances, to increase productive efforts, and to save and invest are reduced, asthe
possible gains from such behavior can no longer be privatdy gppropriated but will be so cidized. Mutatis
mutandis, the incentive isincreased to do nothing in order to avoid the permanent risk of one's property vaues
faling below their present level, as the possible losses from such behavior no longer have to be privatdy
appropriated, but will aso be socidized. Thus, snce dl these activities—the avoidance of risk, awareness,
adaptability, work, and saving—are costly and require the use of time and possibly other scarce resources
which a the same time could be used in dternative ways (for leisure and consumption, for ingtance), there will
be fewer of the former activities and more of the latter, and as a consequence the genera standard of living will
fal. Hence, one would have to conclude that the conservative god of presarving existing vaues and existing
digtributions of vaues among dif ferent individuas can only be accomplished at the expense of agenerd,
relative drop in the overdl vaue of newly produced and old, maintained goods, i.e., reduced socid wedth.

It has probably become apparent by now that from the point of view of economic andysis, thereise
griking Smilarity between the socialism of consarvatism and socia-democratic socidism. Both forms of
socidiam involve aredigtribution of property titles away from producers/contractors onto
nonproducers'noncontractors, and both thereby separate the processes of producing and contracting from that
of the actud acquisition of income and wedlth. In doing this, both make the acquisition of income and wedlth &
politica affair—an affair, that is, in the course of which one (group of) person(s) [p. 77] imposesits will
regarding the use of scarce means onto the will of other, recacitrant people; both versons of socidism, though
in prinaple daming full ownership of al of the income and wedth produced on behdf of nonproducers, alow
their programs to be implemented in agradua fashion and carried through to varying degrees, and both, ase
consequence of dl this, mugt, to the extent that the respective policy isindeed enacted, lead to relative
impoverishment.

The difference between conservatism and what has been termed socid-democratic socidism lies
exclusvely in the fact that they gpped to different people or to different sentimentsin the same people in that
they prefer adif ferent way in which the income and wedlth extracted noncontractually from producersis ther
redistributed to nonproducers. Redigtributive socidism assgns income and wedlth to nonproducers regardless
of their past achievements as owners of wedlth and income recipients, or even tries to eradicate existing
differences. Conservatism, on the other hand, allocates income to nonproducers in accordance with their past,



unegua income and wedth-position and aims a abilizing the existing income digtribution and exigting income
differentials. 18 The difference is thus merely one of socid-psychology: in favoring different patterns of
digtribution, they grant privileges to different groups of nonproducers. Redistributive sociaism par ticularly
favors the have-nots among nonproducers, and especially disad vantages the haves among the producers; and,
accordingly, it tends to find its supporters mostly among the former and its enemies among the latter.
Conservatism grants specia advantages to the haves among the group of nonproducers and particularly
damages the interests of the have-nots among productive people; and so it tends to find its supporters mainly in
the ranks of the former and spreads despair, hopel essness, and resentment among the latter group of people.

But dthough it istrue that both systems of socidism are very much dike [p. 78] from an economic
point of view, the difference between them with respect to their socio-psychologica bass ill has an impact or
their respective economics. To be sure, thisimpact does not affect the generd impoverish ment effects resulting
from the expropriation of producers (as explained above), which they both have in common. Instead, it
influences the choices that socia-democratic socidism on the one hand and conservatism on the other make
among the specific insdruments or techniques available for reaching their respective digtributiond gods.
Socid-democratic socidism’s favorite technique is that of taxation, as described and analyzed in the preceding
chapter. Conservatism can use this instrument, too, of course; and indeed it must make use of it to some
extent, if only to finance the enforcement of its policies. But taxation is not its preferred technique, and the
explanation for thisisto be found in the social-psychology of con servatism. Dedicated to the preservation of &
gatus quo of unequa pos tions of income, wedlth, and Satus, taxation is Smply too progressive an insrument
for reaching conservative goas. To resort to taxation means that one lets changes in the distribution of wedltr
and income happen firgt, and only then, after they have come into existence, does one rectify things again and
restore the old order. However, to proceed in this way not only causes bad feglings, particularly among those
who through their own efforts have actudly improved their relative position first and are then cut back again.
But aso, by letting progress occur and then trying to undo it, conservatism weakens its own judtification, i.e.,
its reasoning that a given didtribution of income and wedlth is legitimate because it is the one which has dways
been in effect. Hence, conservatism prefers that changes do not occur in the first place, and it prefersto use
policy measures that promise to do just this, or rather, promise to help make such changes less apparent.

There are three such generd types of policy measures. price-contrals, regulations, and behavior
contrals, al of which, to be sure, are socidigtic [p. 79] measures, asistaxation, but dl of which, interestingly
enough, have generdly been as neglected in attempts to assess the overdl degree of socidism in different
societies, as the importance of taxation in this regard has been overrated.19 | will discuss these specific
consarvative policy schemesin turn.

Any changein (relative) prices evidently causes changesin the rdaive position of the people supplying
the respective goods or services. Hence, in order to fix their position it would seem that dl that need be done
isfix prices—thisis the conservative rationde for introducing price controls. To check the vaidity of this
conclusion the economic effects of price-fixings need to be examined.20 To begin with, it is assumed thet &
selective price control for one product or one group of products has been enacted and that the current market
price has been decreed as the price above or below which the product may not to be sold. Now, aslong as
the fixed price isidentica to the market price, the price control will Smply be ineffective. The peculiar effects
of price-fixing can only come about once this identity no longer exists. And as any price-fixing does not
eliminate the causes that would have brought about price changes, but smply decrees that no atten tion be paid
to them, this occurs as soon as there are any changes in demand, for whatever reason, for the product in
question. If the demand in creases (and prices, not being controlled, would go up as well) then the fixed price
turnsinto an effective maximum price, i.e., aprice abovewhich it isillega to sal. If the demand decreases



(and prices, without controls, would fall), then the fixed price becomes an effective minimum price, i.e., aprice
below which it becomesillegd to sdll.21

The consequence of imposing of a maximum price is an excess demand for the goods supplied. Not
everyone willing to buy at the fixed price can do so. And this shortage will last aslong as prices are not
alowed to rise with the increased demand, and hence, no possibility exigts for the [p. 80] producers (who
assumedly had aready been producing up to the point at which margina codts, i.e., the cost of producing the
last unit of the product concerned, equaed margina revenue) to direct additiona resources into the specific
line of production, thus increasing output without incurring losses. Queues, rationing, favoritism,
under-the-table payments, and black markets will become permanent features of life. And the shortages and
other Sde effects which they bring dong will even increase, as excess demand for the price-controlled goods
will spill over to dl other noncontrolled goods (in particular, of course, to subdtitutes), increase their (relative)
prices, and thereby create an additiona incentive to shift resources from controlled into noncontrolled lines of
production.

Imposing aminimum price, i.e., a price above the potentid market price below which sales become
illegal, mutatis mutandis produces an excess of supply over demand. There will be a surplus of goods
produced that Smply cannot find buyers. And again: this surplus will continue aslong as prices are not alowed
to drop aong with the reduced demand for the product in question. Milk and wine lakes, butter and grain
mountains, to cite just afew examples, will develop and grow; and as the storage binsfill up it will be come
necessary to repeatedly destroy the surplus production (or, as an d ternative, to pay the producers not to
produce the surplus anymore). Surplus production will even become aggravated as the artificialy high price
attracts an even higher investment of resourcesin this particular field, which then will be lacking in other
production lines where there is actudly a greeter need for them (in terms of consumer demand), and where, as
a consequence, product prices will rise.

Maximum or minimum prices—in either case price controls will result in relative impoverishment. Ir
any event they will lead to aStuation in which there are too many (in terms of consumer demand) resources
bound up in production lines of reduced importance and not enough are avallablein lines [p. 81] of increased
relevance. Production factors can no longer be alocated so that the most urgent wants are satisfied firgt, the
next urgent ones second, etc., or, more precisely, so that the production of any one product is not extended
above (or reduced below) the level at which the utility of the margina product fals below (or remains above)
the margina utility of any other product. Rather, the imposition of price controls means that less urgent wants
are satisfied at the expense of reduced satisfaction of more urgent wants. And thisisto say nothing else thar
that the standard of living will be reduced. That people waste their time scrambling for goods because they are
in artificdly low supply or that goods are thrown away because they are held in artificidly high supply are only
the two most conspicuous symptoms of this reduced socid wedlth.

But thisis not dl. The preceding analyss aso reveds that conservatism cannot even reach its god of
digributiond stability by means of partid price control. With only partialy controlled prices, disruptionsin the
exising income and wedth postion still must occur, as producers in uncontrolled lines of production, or in lines
of production with minimum product prices are favored at the expense of those in controlled lines, or lineswitr
maximum product prices. Hence there will continue to be an incentive for individud producers to shift from one
line of production into a different, more profitable one, with the consegquence that differencesin the
entrepreneurid dertness and ability to foresee and implement such profitable shifts will arise and result in
disruptions of the established order. Conservatism then, if it isindeed uncompromising in its commitment to the
preservation of the status quio, is driven to congtantly enlargening the circle of goods subject to price controls
and actually cannot stop short of complete price controls or price-freezing.22 Only if the prices of dl goods



and sarvices, of capital and of consumer goods alike, are frozen a some given level, and the productior
process is thus completely separated from demand—instead of disconnecting [p. 82] production and demand
a only afew points or sectors as under partial price control—does it seem possible to preserve an existing
digtributiond order in full. Not surprisingly, though, the price that has to be paid for such full-down
conservaism is even higher than that of only partia price controls.23 With dl-around price control, private
ownership of means of produc tion isin fact abolished. There can Hill be private ownersin name, but the right
to determine the use of their property and to engage in any contractua exchange that is deemed beneficid is
lost completely. The immediate conseguence of this silent expropriation of producers then will be areduc tior
in saving and investing and, mutatis mutandis, an increase in consump tion. As one can no longer charge for the
fruits of one' s labor what the market will bear, thereis Smply less of areason to work. And in addition, as
prices are fixed—independent of the vaue that consumers attach to the products in question—there isaso less
of areason to be concerned about the qudity of the particular type of work or product that one still happens
to perform or produce, and hence the quality of each and every product will fall.

But even more important than this is the impoverishment that results from the dlocationa chaos cregted
by universal price controls. While dl product prices, including those of dl cost factors and, in particular, of
labor are frozen, the demand for the various products sill changes constantly. Without price controls, prices
would follow the direction of this change and thereby create an incentive to constantly move out of less vaued
lines of production into more vaued ones. Under universal price controls this mechaniam is completely
destroyed. Should the demand for a product in crease, a shortage will develop as prices are not alowed to
rise, and hence, because the profitability of producing the particular product has not been dtered, no additional
production factors will be attracted. As a conse quence, excess demand, left unsatisfied, will spill over to other
products, increasing [p. 83] the demand for them above the leve that otherwise would have been established.
But here again, prices are not alowed to rise with the in creased demand, and again a shortage will develop.
And so the process of shifting demand from most urgently wanted products to products of secon dary
importance, and from there to products of sill lesser relevance, Snce again not everyone' s attempt to buy at
the controlled price can be satisfied, must go on and on. Findly, since there are no dternatives available and
the paper money that people Htill have to spend has alower intringc vaue than even the least vauable product
available for sde, excess demand will spill over to products for which demand had origindly declined. Hence,
even in those lines of production where a surplus had emerged as the consequence of declining demand but
where prices had not been alowed to fal accord ingly, sales again will pick up as a consequence of unsatisfied
demand dse where in the economy; in spite of the artificidly high fixed price surpluses will become sdlegble;
and, with profitability thus restored, an outflow of capita will be prevented even here.

The imposition of al-around price controls means that the system of production has become
completely independent of the preferences of con sumers for whose satisfaction production is actualy
undertaken. The producers can produce anything and the consumers have no choice but to buy it, whatever it
is. Accordingly, any change in the production structure that is made or ordered to be made without the help
offered by fredly float ing pricesis nothing but a groping in the dark, replacing one arbitrary array of goods
offered by another equaly arbitrary one. There is Smply no con nection anymore between the productior
sructure and the structure of demand. On the level of consumer experience this means, as has been described
by G. Reisman, “. . . flooding people with shirts, while making them go barefoot, or inundating them with shoes
while making them go shirtless; of giving them enormous quantities of writing paper, but no pensor ink, or [p.
84] viceverss, . . . indeed of giving them any absurd combination of goods.” But, of course, “. . . merely giving
consumers unbal anced combinations of goods isitsaf equivaent to amgor decline in production, for it
represents just as much of alossin human well-being.”24 The standard of living does not smply depend on
some total physical output of production; it depends much more on the proper distribution or proportioning of



the various specific production factorsin producing a well-balanced composition of a variety of consumer
goods. Universal price controls, asthe ‘ultimaratio’ of conservatism, prevent such awell-proportioned
composition from being brought about. Order and stability are only seemingly created; in truth they are e
means of creating alocationa chaos and arbitrariness, and thereby drastically reduce the general standard of
living.

In addition, and this leads to the discussion of the second specificaly conservative policy instrument,
i.e., regulations, even if prices are control led al-around this can only safeguard an existing order of income
and wedth didribution if it is unredlistically assumed that products as well astheir producers are “ stationary.”
Changes in the exigting order cannot be ruled out, though, if there are new and different products produced,
new technologies for producing products are developed, or additiond producers spring up. All of thiswould
lead to disruptions in the existing order, asthe old products, technologies, and producers, subject asthey are
to price con trols, would then have to compete with new and different products and ser vices (which, since
they are new, cannot have been price-controlled), and they would probably |ose some of their established
income-share to the newcomers in the course of this competition. To compensate for such disruptions,
conservatism could once again make use of the instrument of taxation, and indeed to some extent it does. But
to let innovations occur first without hindrance and to then tax the gains away from the innovators and restore
the old order is, as was explained, too progressive an instrument for a policy [p. 85] of conservatism.
Conservatism prefers regulations as ameans of preventing or dowing down innovations and the socid
changes that they bring about.

The most dragtic way of regulating the system of production would be smply to outlaw any innovation.
Such apalicy, it should be noted, hasiits adherents among those who complain about others' consumerism,
i.e., about the fact that today there are dready “dl too many” goods and services on the market, and who wish
to freeze or even reduce this present diversity; and aso, for dightly different reasons, among those who want
to freeze present production technology out of the fear that technologica innovations, as labor-saving devices,
would “destroy” (exigting) jobs. Nonethe less, an outright prohibition of al innovative change has hardly ever
been serioudy attempted—perhaps with the recent exception of the Pol Pot regime—because of alack of
support in public opinion which could not be convinced that such a policy would not be extremdy codtly in
terms of wel fare losses. Quite popular, though, has been an only dightly more moderate approach: While no
changeisruled out in principle, any innovation must be officialy approved (approved, that is, by people other
than the innovator himself) before it can be implemented. Thisway, consaervatism argues, it is assured that
innovations are indeed socialy acceptable, that progressis gradud, that it can be introduced smultaneoudy by
al producers, and that everyone can share in its advantages. Compulsory, i.e., government-enforced, cartels
are the mogt popular means for achieving this effect. By re quiring al producers, or al producers of one
indudtry, to become members of one supervisory organization—the cartel—it becomes possible to avoid the
al-too-visble excess supply brought about by minimum price controls—through the impaosition of productior
quotas. Moreover, the disruptions caused by any innovative measure can then be centrally monitored and
moderated. But while this approach has been gaining ground congtantly in [p. 86] Europe and to a somewhat
lesser degree in the United States, and while certain sectors of the economy are indeed aready subject to very
smilar controls, the most popular and most frequently used conservative-socidist regulatory ingrument is ill
that of establishing predefined standards for predefined categories of products or producers to which all
innovations must conform. These regulations lay down the kind of qudifications a per son must fulfill (other
than the “normd” ones of being the rightful owner of things and of not damaging the physica integrity of other
peoples property through one’'s own actions) in order to have the right to establish himself as a producer of
some sort; or they stipulate the kinds of tests (as regards, for instance, materias, appearance, or
measurements) a product of a given type must undergo before being newly alowed on the market; or they



prescribe definite checks that any technologica improvement must passin order to become a newly
approbated method of production. With such regulatory means innovations can neither be completely ruled
out, nor can it be atogether avoided that some changes might even be quite surprising. But as the predefined
standards to which changes have to conform must of necessity be “ conservetive,” i.e,, formulated in terms of
existing products, producers, or technologies, they serve the purpose of conservatism in that they will indeed at
least dow down the speed of innovative changes and the range of possible surprises.

In any case, dl these types of regulations, the first mentioned ones more and the latter less, will lead to
areduction in the generd standard of living.25 An innovation, to be sure, can only be successful, and thus allow
the innovator to disrupt the existing order of income and wedth digtribution, if it isindeed more highly valued
by the consumers than the competing old products. The impaosition of regulaions, however, implies a
redistribution of property titles away from the innovators and onto the established producers, products, and
technologies. Hence, in fully or partidly socidizing [p. 87] possible income and wedth gains semming from
innovative changes in the process of production and mutatis mutandis by fully or partialy socidizing the
possible losses from not innovating, the process of innovation will be dowed down, there will be fewer
innovators and innovations, and instead, a Strengthened tendency will emerge to settle for the way things are.
This means nothing e se than that the process of increasing consumer satisfaction by producing more highly
evauated goods and services in more efficient, cost-saving waysis brought to a standdtill, or is at least
hampered. Thus, even if in asomewhat different way than price contrals, regulations will make the productior
gructure fal out of line with demand, too. And while this might help safeguard an exigting digtribution of wedlth,
It must once again be paid for by agenerd declinein the overdl wedlth thet isin corporated in this very same
production structure.

Findly, the third specificaly conservative policy instrument is behaviord controls. Price controls and
regulations freeze the supply Side of an economic system and thereby separate it from demand. But this does
not preclude changes in demand from coming into existence; it only makes the supply Sdeirresponsveto it.
And s0 it can ill happen that discrepancies not only emerge, but that they aso become appalingly apparent
as such. Behaviord controls are policy measures designed to control the demand sde. They am &t the
prevention or retardation of changesin demand in order to make the irresponsiveness of the supply side less
vishble, thereby completing the task of conservatism: the preservation of an existing order from disruptive
changes of any kind.

Price controls and regulations on one side, and behaviora controls on the other are thus the two
complementary parts of a conservative policy. And of these two complementary Sides of conservatiam, it might
well be argued that it isthe Side of behaviora controls that is the most distinctive feature of a conservative
policy. Though the different forms of socidism favor [p. 88] different categories of nonproductive and
noninnovative people a the ex pense of different categories of potentia producers and innovators, just as
much as any other variant of socialism conservatism tends to produce less productive, lessinnovative people,
forcing them to increase consumption or channd their productive and innovetive energiesinto black markets.
But of dl the forms of socidisam, it is only conservatism which as part of its program interferes directly witl
consumption and noncommercia exchan ges. (All other forms, to be sure, have their effect on consumption,
too, in sofar asthey lead to areduction in the standard of living; but unlike conservatiam, they leave the
consumer pretty much aone with whatever isleft for him to consume.) Conservatism not only cripples the
development of one's productive talents; under the name “paternalism” it also wants to freeze the behavior of
people in ther roles as isolated consumers or as ex change partners in noncommercid forms of exchanges,
thereby stifling or suppressing one' s talent to develop a consumer lifestyle that best satisfies one' s recreetiona
needs, too.



Any change in the pattern of consumer behavior has its economic side effects. (If | let my hair grow
longer this affects the barbers and the scissors indudtry; if more people divorce this affects lawvyers and the
housing market; if | start smoking marijuama this has consequences not only for the use of agriculturd land but
aso for the ice cream industry, etc.; and above dl, al such behavior disequilibrates the existing vaue system of
whoever happensto fed affected by it.) Any change could thus appear to be a disruptive dement visavise
conservative production structure, conservatism, in principle, would have to consder all actions—the whole
lifestyle of peoplein ther roles asindividua consumers or noncommercid exchangers as proper objects of
behaviora controls. Full-blown conservatism would amount to the establishment of asocid system in whick
everything except the traditiona way of behaving (which is explicitly alowed) is outlawed. In practice,
conservatism[p. 89] could never go quite thisfar, asthere are costs connected with controls and asit would
normally have to reckon with risng resstance in the public opinion. “Norma” conservatiam, then, is
characterized instead by smdler or greater numbers of specific laws and prohibitions which out law and punig
various forms of nonaggressive behavior of isolated con sumers, or of people engaging in noncommercia
exchanges—of actions, that isto say, which if indeed performed, would neither change the physical integrity of
anyone else' s property, nor violate anyone sright to refuse any exchange that does not seem advantageous,
but which would rather (only) disrupt the established “paternd” order of socia vaues.

Once again the effect of such apolicy of behaviord controlsis, in any case, rdative impoverishment.
Through the impostion of such controls not only is one group of people hurt by the fact that they are no longer
alowed to perform certain nonaggressive forms of behavior but another group benefits from these controlsin
that they no longer have to tolerate such dis liked forms of behavior. More specificaly, the losersin this
redistribution of property rights are the user-producers of the things whose consumption is now hampered, and
those who gain are nonusers/nonproducers of the con sumer goods in question. Thus, anew and different
incentive structure regarding production or nonproduction is established and gpplied to a given population. The
production of consumer goods has been made more cogtly since their value has falen as a consequence of the
impostion of controls regarding their use, and, mutatis mutandis, the acquisition of consumer satisfactior
through nonproductive, noncontractuad means has been made relatively less costly. As a consequence, there
will be less production, less saving and investing, and a greater tendency instead to gain satisfaction &t the
expense of othersthrough paliticd, i.e., aggressve, methods. And, in particular, insofar as the redtrictions
imposed by behavioral controls con cern the use that a person can make of his own body, the consequence
will [p. 90] be alowered vaue attached to it and, accordingly, a reduced investment in human capitd.

With this we have reached the end of the theoreticd andysis of conser vatism as a specia form of
sociaism. Once again, in order to round out the discussion afew remarks which might help illustrate the
vaidity of the above conclusons shal be made. Asin the discussion of socid-democratic socidism, these
illugtrative observations should be read with some precau tions: firg, the vdidity of the conclusons reached in
this chapter has been, can, and must be established independent of experience. And second, asfar as
experience and empirica evidence are concerned, there are unfortunately no examples of societies that could
be studied for the effects of conservatism as compared to the other variants of socialism and capitalism. There
IS no quasi-experimenta case study which aone could provide one with wheat is normaly considered “sriking”
evidence. Redlity israther such that dl sorts of policy measures—conservative, socid-democrétic,
Marxig-socidist, and aso capitaigt-liberd—are so mixed and combined, thet their respective effects cannot
usualy be neatly matched with definite causes, but must be disentangled and matched once more by purdly
theoretica means.

With thisin mind, though, something might well be said about the actud performance of conservatisr
in history. Once more, the difference in the living standards between the United States and the countries of



Western Europe (taken together) permits an observation that fits the theoretica picture. Surely, as mentioned
in the previous chapter, Europe has more redistributive socidism—as indicated roughly by the overal degree
of taxation—than the United States, and is poorer because of this. But more striking dill is the difference that
exists between the two with respect to the degree of conservatism.26 Europe has afeudd past that is
noticegble to thisvery day, in particular in the form of numerous regulations thet redtrict [p. 91] trade and
hamper entry and prohibitions of nonaggressve actions, whereas the United States is remarkably free of this
past. Connected with thisis the fact that for long periods during the nineteenth and twentieth centuries, Europe
had been shaped by policies of more or less explicitly conservative parties rather than by any other politica
ideology, whereas a genuingly con servative party never existed in the United States. Indeed, even the socidist
parties of Western Europe were infected to a notable extent by conser vatism, in particular under the influence
of the labor unions, and imposed numerous conservative-socidist eements (regulations and price controls, that
i) on the European societies during their periods of influence (while they admittedly helped abolish some of the
conservative behaviora controls). In any case then, given that Europe is more socidist than the United States
and its living sandards are relatively lower, thisis due less to the greater influence of socia-democratic
socidism in Europe and more to the influence of the socidism of conservatism—as indicated not so much by
its higher overd| degrees of taxation, but rather by the sgnificantly higher numbers of price contrals,
regulations, and behaviora controlsin Europe. | should hasten to add that the United Statesis not richer than it
actudly isand no longer exhibits its nineteenth century economic vigor not only be cause they adopted more
and more of redistributive socialism’s policies over time, but more so because they, too, increasingly fdl prey
to the con servative ideology of wanting to protect a status quo of income and wedlth ditribution from
competition, and in particular the position of the haves among exigting producers, by means of regulations and
price controls.27

On even amore globd leve, another observation fits the theoreticdly derived picture of conservatisr
causing impoverishment. For outside the so-caled Western world, the only countries that match the miserable
economic performance of the outrightly Marxist-sociaist regimes are precisdy those societiesin Latin Americe.
and Adathat have never serioudy [p. 92] broken with their feudd past. In these societies, vast parts of the
economy are even now amost completely exempt from the sphere and the pressure of freedom and
competition and are instead locked in their traditiona position by regulatory means, enforced, asit were, by
outright aggression.

Onthelevd of more specific observations the data so clearly indicate what the theory would lead
one to expect. Returning to Western Europe, there can be little doubt that of the mgjor European countries,
Italy and France are the most conservative, especidly if compared with the northern nationswhich, asfar ac
socidism is concerned, have been leaning more toward its redistributive version.28 While the leve of taxatior
in Italy and France (dtate expenditure as part of GNP) is not higher than elsewhere in Europe, these two
countries clearly exhibit more conservative-socidist €e ments than can be found anywhere dse. Both Itdy and
France are sudded with literally thousands of price controls and regulations, making it highly doubtful that
there is any sector in their economies that can be called “freg” with some judtification. As a consegquence (and
as could have been predicted), the standard of living in both countries is significantly lower than that of northern
Europe, as anyone who is not traveling exclusively in resort towns cannot fail to notice. In both countries, to be
sure, one objective of conservatism seems to have been reached: the differences between the haves and the
have-nots have been well-preserved—one will hardly find as extreme income and wedth differentidsin West
Germany or the United States asiin Italy or France—but the price isarédative drop in socid wedth. Ase
matter of fact, thisdrop is so sgnificant that the sandard of living for the lower and lower-middle dass in both
countriesis a best only abit higher than that in the more liberalized countries of the East bloc. And the
southern provinces of Italy, in particular, where even more regulations have been piled on top of those vaid



everywhere in the country, have just bardly |eft the camp of the third world nations. [p. 93]

Findly, asalast example that illustrates the impoverishment caused by conservative policies, the
experience with nationd-socidism in Germany and to alesser degree with Itaian fascism should be mentioned.
It is often not understood that both were conservative-socidist movements29 It is as such, i.e., as movements
directed againg the change and the socid disrup tions brought about by the dynamic forces of a free economy,
that they—other than Marxigt-socidist movements—could find support among the class of established
proprietors, shop owners, farmers and entrepreneurs. But to derive from this the conclusion that it must have
been a pro-capitaist movement or even the highest stage in the development of capitalism beforeits fina
demise, as Marxists normally do, is entirdly wrong. Indeed, fascism’s and Nazism's most fervently abhorred
enemy was not socidism as such, but liberdism. Of course, both also despised the socidism of the Marxists
and Bolshevigs, because at least ideologically they were internationdists and pecifists (relying on the forces of
history that would leed to a destruction of capitalism from within), while fascism and Nazism were nationalist
movements devoted to war and conquest; and, probably even more important regarding its public support,
because Marxism implied that the haves would be expropriated by the have-nots and the socia order thus
would be turned upside-down, while fascism and Nazism promised to preserve the given order.30 But, and
thisis decisve for their classfication as socidist (rather than capitaist) movements, to pursue this god
implies—as has been explained in detail above—just as much adenid of therights of the individua user-owner
of things to do with them whatever seems best (provided one does not physicaly damage another’ s property
or engage in noncontractua exchanges), and just as much an expropriation of naturad owners by “society’ (that
is, by people who neither produced nor contractualy acquired the things in question) as does the policy of
Marxism. And indeed, in order to reach this god both fasciam and Nazism did exactly what their classificatior
[p. 94] as conservative-socidist would have led one to expect: they established highly controlled and regulated
economies in which private ownership was dill existent in name, but had in fact become meaningless, sncethe
right to determine the use of the things owned had been dmost completely lost to palitica inditutions. The
Nazis, in particular, imposed a system of almost complete price controls (including wage controls), devised the
ingtitution of four-year plans (dmost like in Russia, where the plans spanned the period of five years) and
established economic planning and supervising boards which had to gpprove dl significant changesin the
production structure. An “owner” could no longer decide what to produce or how to produce it, from whom
to buy or to whom to sell, what prices to pay or to charge, or how to implement any changes. All this, to be
sure, created afeding of security. Everyone was assigned a fixed position, and wage-earners as well as
owners of capital received a guaranteed, and in nomind terms, stable or even growing income. In addition,
giant forced labor programs, the reintroduction of conscription, and finaly the implementation of awar
economy strengthened the illusion of economic expansion and prosperity.31 But as would have to be expected
from an economic system that destroys a producer’ s incentive to adjust to demand and avoid not adjusting to
it, and that thereby separates demand from production, this feding of prosperity proved to be nothing but ar
illuson. In redity, in terms of the goods that people could buy for their money the standard of living fell, not
only in relative but even in absolute terms.32 And in any case, even disregarding here dl of the destruction that
was caused by the war, Germany and to alesser extent Italy were severely impoverished after the defeat of
the Nazis and fascigts. [p. 95]

Chapter 6
The Socialism of Social Engineering



and The Foundations of Economic Analysis

In light of the theoretica arguments presented in the preceding chapters it gppears thet there is no
economic judtification for socidism. Socidism promised to bring more economic prosperity to the people thar
capitalism, and much of its popularity is based on this promise. The arguments brought forward, though, have
proved that the opposite is true. It has been shown that Russian-type socidism, characterized by nationdized
or socidized means of production, necessarily involves economic waste Since no prices for factors of
production would exist (because means of production would not be alowed to be bought or sold), and hence
no cost-accounting (which is the means for directing scarce resources with aternative uses into the most
vaue-productive lines of production) could be accomplished. And as regards socia -democratic and
conservative sociaism, it has been demondtrated that in any event, both imply arisein the costs of productior
and, mutatis mutandis, adecline in the costs of its dternative, i.e., non-production or black-market production,
and so would lead to ardative reduction in the production of wedlth, since both versons of socidism establig
an incentive structure that (compared to a capitaist system) reatively favors nonproducers and noncontractors
over producers and contractors of goods, products and services.

Experience, too, supportsthis. By and large, living standards in the East European countries are
sgnificantly lower than in Western Europe, where the degree to which the socidization of means of productior
that has taken place, though certainly remarkable, is rdatively much lower. Also, wherever one extends the
degree of redistributive measures and the proportion of [p. 96] produced wedlth that is redistributed is
increased, as, for ingtance, in West Germany during the 1970s under socid-democratic liberd government
coditions, thereis aretardation in the socia production of wedth or even an absolute reduction in the genera
gandard of living. And wherever a society wants to preserve the status quo, thet is, a given income and wedlth
digtribution, by means of price controls, regulations, and behaviora controls—as, for instance, in Hitler's
Germany or present-day Italy and France—the living standards will congtantly fall further behind those of more
liberd (capitdist) societies.

Nonetheless, socidism is very much dive and well, even in the West where socid-democratic
socidism and consarvatism have remained powerful ideologies. How could this come about? One important
factor isthat its adherents abandoned the origind idea of socidism’s economic su periority and insteed,
resorted to a completely different argument: that socialism might not be economically superior but is mordly
preferable. This daim will be consdered in Chapter 7. But that is certainly not the end of the story. Socidisr
has even regained strength in the field of economics. This became possible because socialism combined its
forces with theideology of empiricism, which traditiondly has been strong in the Anglo-Saxon world and
which, in particular through the influence of the so-called Vienna-circle of posgitivist philosophers, became the
dominant philasophy-epistemol ogy-methodology of the twentieth century, not only in the field of the natura
sciences but dso in the socid sciences and economics. This gpplies not only to the philosophers and
methodol ogists of these sciences (who, incidentdly, have since freed themsdves from the spell of empiriciar
and pogitivism) but probably even more so to the practitioners (who are till very much under its influence).
Combining its force with empiricism or postivism, which includes for our purposes the so-cdled criticd
rationalism of K. R. Popper and his followers, socidism developed into what will henceforth [p. 97] be cdled
the’ socidism of socid engineering.”! It isaform of socidism very different in its style of reasoning fromr
traditional Marxism, which was much more rationdistic and deductive—one that Marx had adopted from the
classical economist D. Ricardo, the most important source for Marx’s own economic writings. But it ssemsto
be precisdly because of this difference in style that the socidism of socid-engineering has been ale to win
more and more support from the traditional camps of socia-democratic and conservative socidists. In West



Germany, for ingtance, the ideology of “piecemed socia engineering,” as K. R. Popper has cdled his socid
philosophy,2 has now become something like the common ground of “moderates’ in dl politica parties, and
only doctrinaires, o it seems, of either Sde do not subscribe to it. The former SPD-chancellor Helmut Schmidt
even publicly endorsed Popperianism as his own philosophy.3 However, it isin the United States that this
philosophy is probably more deeply rooted, asit isadmost custom-tailored to the American way of thinking in
terms of practica problems and pragmatic methods and solutions.

How could empiricism-positiviam hdp save socidiam? On a highly abdtract level the answer should be
clear. Empiriciam-podtivism must be able to provide reasons why al the arguments given so far have falled to
be decisive; it must try to prove how one can avoid drawing the conclusonsthat | have drawn and gill dlaim to
be rationa and to operate in accordance with the rules of scientific inquiry. But how, in detall, can thisbe ac
complished? On this the philosophy of empiricism and pogtivism offers two seemingly plausible arguments.
Thefirgt and indeed the most centrd of its tenetsis this# knowledge regarding redlity, which is caled empirica
knowledge, must be verifidble or at least falsfiable by experience; and experience is dways of such atype that
it could, in principle, have been other than it actually was so that no one could ever know in advance, i.e,
before actudly having had some particular experience, if the outcome would be [p. 98] one way or ancther. If,
mutatis mutandis, knowledge is not verifiable or fasfiable by experience, then it is not knowledge about
anything rel—empirical knowledge, that is—but smply knowledge about words, about the use of terms,
about Sgns and trandformationd rules for them—or analytical knowledge. And it is highly doubtful thet
andytica knowledge should be ranked as “knowledge'a dl.

If one assumes this position, as | will do for the moment, it is not difficult to see how the above
arguments could be saverdly rebuffed. The arguments regarding the impossibility of economic caculation and
the cost-raising character of socid-democratic or conservative measures necessarily leading to adeclinein the
production of goods and services and hence to reduced standards of living evidently claimed to be vadid e
priori, i.e., not falgfiable by any kind of experience, but rather known to be true prior to any later experiences.
Now if this were indeed true, then according to the first and centra tenet of empiricism-positivism, this
argument could not contain any information about redity, but instead would have to be consdered idle verba
quibbling—an exercise in tautologica trandformations of words such as “cogt,” *production,” “output of
production,” *consumption”—which do not say anything about redlity. Hence, empiricism concludes that
insofar asredlity, i.e., the real consequences of real socidism, is concerned, the arguments presented thus far
carry no weight whatsoever. Rather, in order to say anything convincing about socidism, experience and
experience done would have to be the decisive thing to consider.

If thiswere indeed true (as | will till assume), it would at once dispose of dl of the economic
arguments againgt socialism which | have presented as being of a categorica nature. There smply could not be
anything categorica about redity. But even then, wouldn't empiricism-positivism gill have to face up to the red
experiences with red socialism and wouldn’t the result of this be just as decisve? In the preceding chapters,
much more emphasis [p. 99] was placed on logical, principle, categorica (dl used synonomoudy here)
reasons directed againg socidism’s dams of offering a more promising way to economic prosperity thar
through capitaism; and ex perience was cited only loosgly in order to illudtrate athesis whose vdidity could
ultimately have been known independent of illustrative experience. Nonetheless, wouldn't even the somewhat
unsystematicaly cited ex perience be sufficient to make a case againg socidism?

The answer to these questionsis adecisive “no.” The second tenet of empiricism-positiviam explains
why. It formulates the extenson or rather the gpplication of the first tenet to the problem of causdlity and causa
ex planation or prediction. To causdly explain or predict ared phenomenon is to formulate a satement of
ether the type “if A, then B” or, should the vari ables dlow quantitative measurement, “if an increase (or



decrease) of A, then anincrease (or decrease) of B.” As a statement referring to redlity (with A and B being
real phenomena), its vaidity can never be established with certainty, i.e., by examination of the propositior
aone or of any other propogtion from which the one in question could in turn be logicaly deduced, but will
always be and remain hypothetical, depending on the out come of future experiences which cannot be known
in advance. Should ex perience confirm a hypothetical causa explanation, i.e., should one observe an instance
where B indeed followed A, as predicted, thiswould not prove that the hypothesisistrue, since A and B are
genera, abstract terms (“universas,” as opposed to “ proper names’) which refer to events or processes of
which there are (or, at least might, in principle, be) an indefinite number of instances, and hence later
experiences could gtill possibly fasfy it. And if an experience fdsfied a hypothesis, i.e., if one observed ar
instance of A that was not followed by B, this would not be decisve ether, asit would sill be possible that the
hypothetically related phenomena were indeed causally linked and that some other previoudy neglected and
uncontrolled circumstance [p. 100] (“variable’) had smply prevented the hypothesized relaionship from being
actudly observed. A fasfication would only prove that the par ticular hypothesis under investigation was not
completely correct asit stood, but rather needed some refinement, i.e., Some specification of additional
variables which one would have to watch out for and control in order to be able to observe the hypothes zed
relationship between A and B. But to be sure, afalsfication would never prove once and for al that &

rel ationship between some given phenomenadid not exist.

Given that this empiricis-pogitivist postion on causal explanation is cor rect, it is easy to see how
sociaism could be rescued from empiricaly justified criticism. Of course, a socidist-empiricist would not deny
the facts. He would not argue that there indeed is alower standard of living in Eagtern than in Western Europe,
and that increased taxation or a conservative policy of regulations and controls have indeed been found to
correlate with aretardation or shrinking in the production of economic wedth. But within the boundaries of his
methodology he could perfectly well deny that based on such experiences a principled case againgt socidisr
and its claim of offering a more promising path toward prosperity could be formulated. He could, that isto say,
play down the (seemingly) falsifying experiences, and any other that might be cited, as merely accidentd; ac
experiences that had been produced by some unfortunately neglected and uncontrolled circumstances whick
would disappear and indeed turn into its very opposite, reveding the true relationship between socidism and
an increased production of socia wedlth, as soon as these circumstances had been controlled. Even the
ariking differences in the sandard of living between East and West Germany—the example that | stressed so
heavily because it most closaly resembles that of a controlled socid experiment—could thus be explained
away: in arguing, for instance, that the higher living sandards in the West must be explained not by its more
cgpitalist mode of production, but by the [p. 101] fact that Marshal aid had streamed into West Germany
while East Germany had to pay reparations to the Soviet Union; or by the fact that from the very beginning,
East Germany encompassed Germany’ s less developed, rurd, agriculturd provinces and so had never had the
same gtarting point; or that in the eastern provinces the tradition of serfdom had been discarded much later
than in the western ones and so the mentality of the people was indeed different in both East and West
Germany, etc.

In fact, whatever empirica evidence one brings forward againgt socidism, as soon as one adopts the
empiricist-postivist philosophy, i.e., as soon astheideaof formulating a principled case ether in favor of or
againg socidism is dropped asin vain and ill-conceived, and it isinstead only admitted that one can, of course,
err with respect to the details of some socidigt policy plan but would then be flexible enough to amend certain
pointsin one' s policy whenever the outcome was not satisfactory, socidism is made immune to any decisve
criticism, because any failure can dways be ascribed to some as yet uncontrolled intervening variable. Not
even the most perfectly conducted, controlled experiment, it should be noted, could change this Stuation a bit.
It would never be possible to control al variables that might concelvably have some influence on the variable to



be explained—for the practica reason that thiswould involve controlling literdly al of the universe, and for the
theoretical reason that no one at any point in time could possibly know whet dl the variables are which make
up thisuniverse. Thisis a question whose answer must permanently remain open to newly discovered and
discerned experiences. Hence, the above characterized immunization strategy would work without exception
and unfailingly. And since, as we know from the writings of the empiricists themsdves, and in particular those
of D. Hume, there exists no “band” that one could observe to connect vishbly certain variables as causes and
effects, it should be noted that there would be no way whatsoever to exclude any variable as a possible [p.
102] disturbing influence from the outset without indeed trying it out and controlling it. Not even the seemingly
most absurd and ridiculous varigbles, such as, for instance, differences in weether, or afly passing by in one
case but not in the other, could be ruled out in advance; al that could be done would be to point to experience
again. (“Flies passng or not passing by never made a difference for the outcome of an experiment.”) But
according to the empiricist doctrine itsdlf, this experience, referring asit does only to past ingtances, would
once again not help decide the matter definitively, and areference to it would only amount to a begging of the
question.

No matter what the charges brought against socialism are, then, aslong as they are based on empirical
evidence the empiricig-socidist could argue that there is no way of knowing in advance what the results of &
certain policy scheme will be without actualy enacting it and letting experience spesk for itself. And whatever
the observable results are, the origind socidist idea—the “hard-core’ of on€'s “research programme’ as the
neo-Popperian philosopher Lakatos would have cdled it—can aways be rescued easily by pointing out
some previoudy neglected, more or less plausible variable, whose noncontrol is hypothesized to be responsible
for the negative result, with the newly revised hypothesis again needing to be tried out indefinitdy, ad infinitum. 7
Experience only tells ustha a particular socidist policy scheme did not reach the god of producing more
wedth; but it can never tdl usif adightly different one will produce any different results, or if it is possbleto
reach the god of improving the production of wealth by any socidist policy at all.

| have now reached the point in my argument where | shdl chalenge the vaidity of these two centra
tenets of empiricism-positivism. What is wrong with them, and why cannot even empiricism help save
socidism? The answer will be given in three stages. Firg, | will demondtrate that the empiricist position proves
to be self-defeeting at closer andysis because it [p. 103] itsdf mugt at least implicitly assume and presuppose
the existence of non-empirica knowledge as knowledge about redity. This being mainly a destructive task, |
will then have to address the question of how it is possble to have or conceive of knowledge that informs
about redity, but which is not itself subject to confirmation or falsfication by experience. And thirdly, | will
show that such knowledge not only is conceivable and must be presupposed but thet there are positive
ingtances of it which serve as the firm epistemol ogica foundation on which the economic case againg socidisT
can be and indeed al dong has been built.

In spite of the apparent plausibility of empiricism’s centrd idess, it might be noted &t the very outset
that even on the leve of intuition things do not seem to be exactly the way empiricism would want them to be.
It certainly is not evident that logic, mathematics, geometry, and aso certain statements of pure economics, like
the law of supply and demand or the quantity theory of money, because they do not dlow any falsfication by
experience, or rather because their vaidity isindependent of experience, do not give us any information about
redity but are merdly verbd quibble. The opposite seems much more plausible: that the propositions advanced
by these disciplines—for instance, a satement of geometry such as*“If adraight line Sand acircle C have
more than one point in common then S has exactly two pointsin common with C,” or a statement more closely
related to the field of action with which | am concerned here, such as*One cannot have his cake and edt it,
too”—do in fact inform about redity and inform about what cannot possbly be different in redity at pain of



contradiction.8 If | had a cake and ateiit, it can be concluded that | do not have it anymore—and this clearly is
aconcluson that informs about redity without being falsifiable by experience.

But much more important than intuition, of course, is reflexive andyss, and thiswill prove the
empiricis pogtion to be smply sef-defeating. If it [p. 104] were true that empirical knowledge must be
fdgfiable by experience and that andyticad knowledge, which is not o fasfiable, thus cannot contain any
empirica knowledge, then what kind of statement is this fundamenta statement of empiriciam itself? It mugt
agan be either andytica or empiri cd. If andytica, then according to its own doctrine this proposition is notk
ing but some scribbling on paper, hot air, entirdly void of any meaningful content. It is only because the terms
used in the statement such as“knowledge,” “experience,” “fddfiable” etc., have dready been given some
meaningful interpretation that this might & first be overlooked. But the entire meaninglessness of andytica
gatements follows conclusively from the empiricig-postivigt ideology. Of course, and thisisthe firgt
sef-defeating trap, if thiswere true, then empiricism could not even say and mean what it seemsto say and
mean; it would be no more than arustling of leaves in the wind. To mean anything & al, an interpretation must
be given to the terms used, and an interpretation of terms, to be sure, is dways (as long as one expressior
cannot be explained in terms of ancther one) apracticd affar; an affair, that is, in which the usage of aterm is
practiced and learned with real instances of the concept designated by the term, and by which aterm is thus
tied to redity.9 However, not just any arbitrary interpretation would do: “falsifiable,” for instance, does not
mean what one means by “red” or “green.” In order to say what empiricism-positivism evidently wants to say
when formulating its basic tenets, the terms must be given the meaning that they actudly have for the empiricist
aswel| asfor those whom he wants to convince of the appropriateness of his methodology. But if the
satement indeed means what we thought it did dl dong, then it evidently contains information about redity. As
ameatter of fact it informs us about the fundamenta ructure of redlity: thet thereis nothing in it that can be
known to be true in advance of future confirming or fasifying experiences. And if this proposition now is taker
to be analytical, i.e,, as astatement that does not alow fasfication[p. 105] but whose truth can be
established by an analysis of the meanings of the terms used aone, as has been assumed for the moment, ther
one has no less than a glaring contradiction at hand and empiricism once again proves to be salf-defeating. 10

Hence, it seems that empiricism-positivism would have to choose the other available option and
declare its central creed itsdlf to be an empirical satement. But then, clearly, the empiricist position would no
longer carry any weight whatsoever: after dl, the fundamental proposition of empiricism serving as the basis
from which dl sorts of rules of correct scientific inquiry are derived could be wrong, and no one could ever be
aureif it was or was not s0. One could equaly well claim the exact opposite and within the con fines of
empiricism there would be no way of deciding which position was right or wrong. Indeed, if its central tenet
were declared an empirica proposition, empiricism would cease to be a methodo-logy—a logic of
science—altogether, and would be no more than a completely arbitrary ver ba convention for calling certain
(arbitrary) ways of deding with certain statements certain (arbitrary) names. It would be a position void of any
justification of why it, rather than any other one, should be adopted.11

However, thisis not dl that can be mustered againgt empiricism, even if the second available dternative
is chosen. Upon closer ingpection this es cape route leads to another trap of self-defegt. Even if this route were
chosen, it can be shown that the empiricist-positivist postion must tacitly presuppose the existence of
nonempirical knowledge as“red” knowledge. In order to redize this, let it be assumed that a causa
explanation relating two or more events has been found to fit one particular instance of experiences regarding
such events, and is then gpplied to a second ingtance, presumably to undergo some further empirical testing.
Now, one should ask onesdlf what is the presupposition which must be made in order to relate the second
ingtance of experience to thefirg as either confirming or fasifying [p. 106] it? At firg it might seem dmost



sdf-evident that if in the second in stance of experience the observations of the first were repested, this would
be a confirmation, and if not, afasfication—and clearly, the empiricist methodology assumesthisto be
evident, too, and does not require further explanation. But thisis not true.12 Experience, it should be noted,
only reveals that two or more observations regarding the tempora sequence of two or more types of events
can be “neutrdly” classfied as*repetition” or “nonrepetition.” A neutra repetition only becomes a*positive”’
confirmation and a nonrepetition a*“ negative’ fagfication if, independent of what can actually be discovered by
experience, it is assumed that there are congtant causes which operate in time-invariant ways. If, contrary to
this, it is assumed that causesin the course of time might operate sometimes this way and sometimes that way,
then these repetitive or nonrepetitive occurrences Smply are and remain neutraly registered experiences,
completely independent of one another, and are not in any way logicaly related to each other as confirming or
fddgfying one another. There is one experience and then there is another, they are the same or they are
different, but that isdl thereisto it; nothing ese follows.

Thus, the prerequisite of being ableto say ‘fasfy’ or “confirm” is the congtancy principle: the
conviction that observable phenomenaarein prin ciple determined by causes that are congtant and
time-invariant in the way they operate, and that in principle contingency plays no part in the way causes
operate. Only if the congtancy principle is assumed to be vaid doesit follow from any failure to reproduce &
result that there is something wrong with an origind hypothesis; and only then can a successful reproductior
indeed be interpreted as a confirmation. For only if two (or more) events are indeed cause and effect and
causes operate in atime-invariant way must it be concluded that the functiona relationship to be observed
between causdly related variables must be the samein dl actua instances, and that [p. 107] if thisis not
indeed the case, something must be at fault with the particular specification of causes.

Obvioudy now, this constancy principle is not itself based on or derived from experience. There is not
only no observable link connecting events. Even if such alink existed, experience could not reved whether or
not it was time-invariant. The principle cannot be disproved by experience ether, snce any event which might
appear to disprove it (such as afailure to duplicate some experience) could be interpreted from the outset as if
experience had shown here that merely one particular type of event was not the cause of another (otherwise
the experience would have been successfully repesated). However, to the extent that experience cannot exclude
the possihility that another set of events might actudly be found which would turn out to be time-invariant in its
way of operating, the vdidity of the constancy principle cannot be disproved.

Nonetheless, athough neither derived from nor disprovable by ex perience, the congtancy principleis
nothing less than the logically necessary presupposition for there being experiences which can be regarded as
ether confirming or fasfying each other (in contrast to isolated, logically unconnected experiences). And
hence, since empiricism-positivism as sumes the existence of such logicaly related experiences, it must be cor
cluded that it dso implicitly assumes the existence of nonempirica knowledge about redlity. It must assume that
there are indeed time-invariantly operating causes, and it must assume that thisis the case athough experience
could never possibly prove nor disprove it. Once again, then, empiricism turns out to be an inconsistent,
contradictory philosophy.

By now it should be sufficiently clear that aprioristic knowledge must exis, or a leaedt, that
empiricism-positivism—the philosophy which is the most skepticd about its possibility—mugt in fact
presuppose its existence. [p. 108] Admittedly, though, the very idea of knowledge as knowledge about redl
things whose vdidity can be ascertained independent of experienceisadif ficult one to gragp—otherwise the
overwhelming success of the philosophy of empiricism-pogtivism in the scientific community and in the opinior
of the “educated public’ could hardly be explained. Hence, before proceeding to the more concrete task of
elucidating the specific apriorigtic foundations on which the economic case againg socidiam redts, it would



seem appropriate to make a few rather generd comments which should help make it more plausible that there
isindeed something like aprioristic knowledge.

It seemsto be of great importance to firgt rid onesdf of the notion that aprioristic knowledge has
anything to do with “innateidess’ or with “intui tive’ knowledge which would not have to be discovered
somehow or learned. Innate or not, intuitive or not: these are questions that concern the psychol ogy of
knowledge. In comparison, epistemology is concerned ex clusively with the question of the validity of
knowledge and of how to ascertain validity—and, to be sure, the problem of aprioristic knowledge is soldy ar
epistemologica one. Apriorigtic knowledge can be, and in fact quite often is, very smilar to empirica
knowledge from a psychologica point of view, in that both types of knowledge must be acquired, discovered,
learned. The process of discovering gprioristic knowledge might and very often indeed seems to be even more
difficult and painstaking than that of acquiring empirical knowledge, which frequently enough smply seemsto
press itself onto us without our having done much about it; and aso, it might well be the case geneticdly that
the acquisition of apriorigtic knowledge requires one' s having previoudy had some sort of experience. But al
this, it should be repested, does not affect the question of the vaidation of knowledge, and it is precisdly and
exclusvely in this regard that aprioristic and empirica knowledge differ categoricaly.13

On the positive sde, the most important notion for understanding the [p. 109] posshbility of a priori
knowledge, | submit, is that there are not only nature-given things which one has to learn about through
experience, but that there are dso artificia, man-made things which may require the existence or use of naturd
materias, but which to the very extent that they are congtructs can nonetheless not only be fully understood in
terms of their structure and implications, but which aso can be andyzed for the question of whether or not their
method of congtruction can conceivably be atered.14

There are three mgjor fields of congtructs: language and thought, actions, and fabricated objects, al of
which are man-made things. We shdl not ded here with fabricated objects but will only mention in passng that
Euclidean geometry, for ingtance, can be conceived of asided norms we cannot avoid using in congtructing
measurement insruments that make empirica measurements of space possible. (In so far, then, Euclidear
geometry cannot be said to have been falsfied by the theory of rdativity; rather, this theory presupposesiits
vdidity through the use of itsinsruments of measuring.)1> The fidd of action, as our area of main concern, will
be analyzed when the aprioristic foundations of economics are discussed. The first explanation of gprioristic
knowledge, then, as knowledge of rules of congtruction which cannot concelvably be dtered, shall be giver
using the example of language and thought. Thisis chosen as the starting point, because it is language and
thought which one usesin doing whet is being done here, that is, in communicating, discussng, and arguing.

Asempiricigts see it, language is a conventiondly accepted system of sgns and sign-combinations,
which, again by convention, are given some meaning, ultimately by means of ostengive definitions. According to
this view, it may seem that dthough language is an atificia, man-made product, nothing can be known about it
apriori. And indeed, there are lots of different languages, dl using different Sgns, and the meaning of the terms
used can be assgned and changed arbitrarily, so that everything there isto know [p. 110] about language
mus, or S0 it seems, be learned from experience. But this view isincorrect, or at best isonly haf of the truth.
True, any language is a conventiond sgn system, but what is a convention? Evidently, it cannot be suggested
that “ convention” in turn be defined conventiondly, as that would smply be begging the question. Everything
can be called a convention (and, for that matter, alanguage), but surely not everything that can be caled one
isin fact aconventiona agreement. Saying and being understood in saying “ convention is used in such and
such away” presupposes that one aready knows what a convention is, as this statement would aready have
to make use of language as a means of communication. Hence, one is forced to conclude that languageis e
conventiona sgn system and as such knowledge about it can only be empirical knowledge. But in order for



there to be such a system it must be assumed that every spesker of alanguage dready knowswhat &
convention is, and he must know this not smply in the way he knows that “dog” means dog, but he must know
the redl, true meaning of convention. As such his knowledge of what alanguage is must be considered a priori.
Thisindgght can be repeated for more particular levels. There are dl sorts of specific satements that can be
made in alanguage, and surely experience plays arole here. However, knowing what it means to make &
proposition can definitely not be learned from experience, but rather must be presupposed of any speaker of a
language. What a proposition is cannot be explained to a speaker by just another statement unless he aready
knows how to interpret this as a propogition. And the sameis true with definitions: it would not do to define
“definition” ogtengvely by pointing to someone who is just pointing out some definition, because just asin the
case in which theword “dog” is defined by pointing to a dog, an understanding of the meaning of ostensive
definitions must dready be presupposed when it is understood that pointing to a dog, accompanied by the
sound [dog] means that “dog” means dog, so in the case of [p. 111] “definition.” To define definitior
ostengvely would be entirely meaningless, unless one aready knew that the particular sound made was
supposed to Sgnify something whaose identification should be asssted by pointing, and how then to identify
particular objects as instances of generd, abstract properties. In short, in order to define any term by
convention, a spesker must be assumed to have a priori knowledge of the real meaning—the regl
definition—of “definition.”16

The knowledge about language, then, that must be considered a priori in that it must be presupposed
of any speaker speaking any language, is that of how to make real conventions, how to make a proposition by
making a statement (i.e., how to mean something by saying something) and how to make ared definition and
identify particular ingtances of generd properties. Any denid of this would be sdlf-refuting, asit would have to
be made in alanguage, making propositions and using definitions. And as any experience is conceptua
experience, i.e., experience in terms of some language—and to say that thisis not so and mean it would only
prove the point as it would have to be cast in alanguage, too—by knowing thisto be true of alanguage a
priori, one would aso know an apriori truth about redlity: that it is made of particular objects that have
abstract properties, i.e., properties of which it is possible to find other instances; that any one object either
does or does not have some definite property and so there are facts that can be said to be the case, true or
wrong; and aso that it cannot be known a priori what dl the facts are, except that they indeed also must be
facts, i.e., instances of particular abstract properties. And once again, one does not know al thisfrom
experience, as experienceisonly what can appear in the forms just described.17

With thisin mind we can turn to the field of action in order to prove the specific point that one dso has
positive, gprioristic knowledge of actions and consequences of actions because actions, too, are man-made
congtructs [p. 112] which can be fully understood regarding their rules of congtruction; and that
empiricism-positivism cannot—at pain of contradiction—possibly be thought to be weakening or ever
serioudy chalenging the economic case againg socidiam, asthis case ultimatdy rests on such foundations,
whereas the empiricist philosophy stands in contradiction to it.

In the firgt argumentative step | shall demongtrate that the empiricist methodology, contrary to its own
clam, cannot possibly gpply to actions and thereby reved afirdt, dbeit rather negative, instance of aprioristic
knowledge about actions. Empiricism clams that actions, just as any other phenomenon, can and must be
explained by means of causa hypotheses which can be confirmed or refuted by experience. Now if thiswere
the case, then empiricism would be forced to assume (contrary to its own doctrine that thereis no apriori
knowledge as knowledge about redity) that time- invariantly operating causes with respect to actions exist.
One would not know in advance which particular event might be the cause of a particular action—experience
would have to reved this. But in order to proceed the way that empiricism wants us to proceed—to relate



different experiences regarding sequences of events as either confirming or fasfying each other, and if
falsfying, then responding with areformulation of the original causal hypothesis—a congtancy over timein the
operation of causes must be presupposed. However, if this were true, and actions could indeed be con celved
as governed by time-invariantly operating causes, what about ex plaining the explainers, i.e., the persons who
carry on the very process of hypothesis cregtion, of verification and fasfication,—al of us, that is, who act the
way the empiricigts tel usto act? Evidently, to do dl this—to assmi late confirming or fasfying experiences, to
replace old hypotheses with new ones—one must assumedly be able to learn. However, if oneisableto learr
from experience, and the empiricist is compelled to admit this, then one cannot know at any given time what
one will know &t later time and how one will [p. 113] act on the basis of this knowledge. Rather, one can only
recongtruct the causes of one's actions after the event, as one can only explain one's knowledge after one
dready possessesit. Thus, the empiricist methodology applied to the field of knowledge and action, which
contains knowledge as its necessary ingredient, is smply contradictory—alogica absurdity.18 The constancy
principle may be correctly assumed within the sphere of natural objects and as such the methodology of
empiricism may be applicable there, but with respect to actions, any attempt at causd empirical explanation is
logicaly impossible, and this, which is definitely knowledge about something real, can be known with certainty.
Nothing can be known a priori about any particular action; but apriori knowledge exists regarding actions
insofar asthey are actions at dl. 1t can be known a priori that no ac tion can be conceived of as predictable or
the basis of congtantly operating causes.

The second insight regarding action is of the same type. | will demondrate that while actions
themselves cannot be concelved of as caused, anything that is an action must presuppose the existence of
causdity in the physicad world in which actions are performed. Causality—which the empiricig-positivist
philosophy somehow had to assume existed in order to make its own methodological procedures logicaly
feasible, even though its assumption definitely could not be said to be derived from experience and justified in
terms of it—is a category of action, i.e,, it is produced or congtructed by usin following some procedura rule;
and thisrule, asit turns out, proves to be necessary in order to act at al. In other words, thisrule is such that it
cannot concelvably be fagfied, as even the attempt to falsfy it would have to presupposeit.

After what has been said about causdity, it should indeed be easy to see that it is a produced rather
than a given feature of redlity. One does not experience and learn that there are causes which dways operate
in the same [p. 114] way and on the basis of which predictions about the future can be made. Rather, one
establishes that phenomena have such causes by following a particular type of investigative procedure, by
refusing on principle to alow any exceptions, i.e., instances of inconstancy, and by being prepared to deal with
them by producing a new causal hypothesis each time any such an gpparent inconstancy occurs. But what
makes this way of proceeding necessary?. Why does one have to act this way?. Because behaving thisway is
what performing intertiond actionsis, and aslong as one acts inten tionaly, presupposing constantly operating
causesis precisaly what one does. Intentiond acts are characterized by the fact that an actor interferesin his
environment and changes certain things, or preverts them from changing, and so diverts the “natural” course of
eventsin order to achieve a preferred result or state of affairs; or should an active interference prove
impossble, that he prepares himsdf for aresult he cannot do anything about except anticipate in time, by
watching out for temporaly prior events which indicate the later result. In any case, in order to produce a result
that otherwise would not have happened, or to be able to adapt to an inevitable result that otherwise would
have come as a complete surprise, the actor must presuppose congtantly operating causes. He would not
interfere if he did not assume this would help bring about the desired result; and he would not prepare for and
adjugt to anything unless he thought the events on whose basis he began his preparations were indeed the
congtantly operating causal forces that would produce the result in question, and the preparation taken would
indeed lead to the goa desired. Of course, an actor could go wrong with respect to his particuar assumptions



of cause-and-effect relations and a desired result might not come about in spite of the interference, or ar
anticipated event for which preparations had been made might fail to occur. But no matter what happensin this
respect, whether or not the results conform to the expectations, whether or not actions regarding some giver
[p. 115] result or event are upheld for the future, any action, changed or unchanged, presupposes that there
are congtantly operating causes even if no particular cause for aparticular event can be pre-known to any
actor a any time. In fact, digproving that any natura phenomenon is governed by time-invariantly operating
causes would require one to show that given phenomenon can not be anticipated or produced on the basis of
antecedent variables. But clearly, trying to prove this would again necessarily presuppose that the oc currence
or nonoccurrence of the phenomenon under scrutiny could be effected by taking appropriate action and that
the phenomenon must thus assumedly be embedded in a network of constantly operating causes. Hence, one
isforced to conclude that the vaidity of the constancy principle cannot be fasified by any action as any actior
would have to presuppose it.19 (Thereis only oneway in which it might be said that “experience’ could
‘fasfy” the constancy principle: if the physical world were indeed so chaotic that one could no longer act at dll,
then of course it would not make much sense to spesk of aworld with congtantly operating causes. But ther
human beings, whose essentia characteridtic isto act intentionaly, would aso no longer be the ones who
experience thisincongtancy. Aslong as one survives as a human being—and thisis what the argument in effect
says—the congtancy principle must be assumed to be vaid a priori, as any action must presuppose it and no
experience that anyone could actudly have could pos sibly disprove this.)20

Implied in the category of causdlity isthat of time. Whenever one produces or prepares for acertain
result and thereby categorizes events as causes and effects, one aso distinguishes between earlier and later
events. And to be sure, this categorization is not smply derived from experience, i.e., the mere observance of
things and events. The sequence of experiences asit appearsin the tempora order of one's observationsis
quite a different thing from the real sequence of eventsin red time. Asaméter of [p. 116] fact, one can
observe thingsin an order that is exactly the opposite of the real tempora order in which they stand to each
other. That one knows how to interpret observationsin away that might deviate from and correct on the
temporal order in which they were made and can even locate events in ob jective time requires that the
observer be an actor and know what it means to produce or prepare for some result.21 Only because oneis
an actor, and experiences are those of an acting person, can events be interpreted as oc curring earlier and
later. And, one cannot know from experience that ex periences must be interpreted with reference to actions,
as the performance of any action aready presupposes the possession of experiences interpreted thisway. No
person who did not know what it meansto act could ever experience events placed in red time, and hence the
meaning of time must be assumed to be known a priori to any actor because of the fact that heis an actor.

Furthermore, actions not only presuppose causdity and an objective time order, they also require
vaues. Values, too, are not known to us through experience; rather, the opposite is true. One only experiences
things because they are things on which pogtive or negative value can be placed in the course of action. Only
by an actor, that isto say, can things be experienced as vadue-laden and, even more generdly, only because
oneisan actor does one have conscious experiences a al, as they inform about things which might be vauable
for an acting person to know. More precise ly: with every action an actor pursues agod.22 He wantsto
produce a definite result or be prepared for a result that he cannot prevent from hap pening. Whatever the goal
of hisaction (which, of course, one could only know from experience), the fact that it is pursued by an actor
reveasthat he places value on it. As amatter of fact, it revedsthat a the very start of his action he places a
relatively higher vaue on it than onany other goa of action he could think of, otherwise he would have acted
differently. Furthermore, [p. 117] Sncein order to achieve hismogt highly valued god any actor must interfere
a an earlier point in time or must watch out for an earlier event in order to start preparations for some later
occurrence, every action must aso employ means (at least those of the actor’s own body and the time



absorbed by the interference or the preparations) to produce the desired end. And as these means are
assumed to be causaly necessary for achieving the valued goa, otherwise the actor would not employ them,
vaue must dso be placed on them. Not only the godss, then, have vaue for an actor, but the means do, too—a
vauethat is derived from that of the desired end, as one could not reach an end without employing some
means. In addition, as actions can only be performed sequentialy by an actor, every action involves making &
choice. It involves taking up that course of action which a the moment of acting promises the most highly
vaued reault to the actor and hence is given preference by him; a the same time it involves excluding other
possible actions with expected results of alesser vaue. As a consequence of having to choose whenever one
acts—of not being able to redize dl vaued goad's s multaneoud y—the performance of each and every actior
implies the incurrence of costs. The cogt of an action isthe price that must be paid for having to prefer one
course of action over another, and it amounts to the va ue atached to the most highly vaued god that cannot
be realized or whose redlization must now be deferred, because the means necessary to produce it are bound
up in the production of another, even more highly vaued end. And while thisimpliesthat at its sarting point
every action must be considered to be worth more than its costs and able to secure a profit to the actor, i.e,, a
result whose vaue is ranked higher than the costs, every action is aso threatened by the possibility of aloss.
Such aloss would occur if in retrogpect an actor found that—contrary to his own previous expectation—the
result in fact had alower vaue than that of the relinquished dternative. And just as every action necessarily
amsat a profit, the pos- [p. 118] shility of aloss, too, is a necessary accompaniment to any action. For an
actor can dways go wrong regarding his causa-technologica knowledge, and the results amed for cannot be
produced successfully or the events for which they were produced do not occur; or he can go wrong because
every action takes time to complete and the value attached to different goas can change in the meantime,
making things less vauable now that earlier ap peared to be highly valuable.

All of these categories—vaues, ends, means, choice, preference, cost, profit and loss—are implied in
the concept of action. None of them is derived from experience. Rather, that one is able to interpret
experiences in the above categories requires that one aready know what it means to act. No one who is not
an actor could understand them as they are not “given,” ready to be experienced, but experienceiscast in
theseterms asit is constructed by an actor according to the rules necessary for acting. And to be sure, as
actions are real things and one cannot not act—as even the attempt to do so would itself be an action aimed at
agod, requiring means, excluding other courses of action, incurring cogts, subjecting the actor to the possibility
of not achieving the desired god and so suffering aloss—the knowledge of what it means to act must be
consdered knowledge about redity which isapriori. The very possession of it could not be undone or
disproved, since this would aready presupposeits very existence. As a matter of fact, aStuation in whick
these categories of action would cease to have areal existence could not itsalf ever be observed, as making ar
ob servation isitsdf an action.23

Economic andyss, and the economic andysis of socidiam in particular, has asits foundation this
priori knowledge of the meaning of action aswell asitslogica condituents. Essentialy, economic analysis
conssts of: (1) an understanding of the categories of action and an understanding of the meaning of a change
in values, codts, technologica knowledge, etc.; (2) a[p. 119] description of a dtuation in which these
categories assume concrete mean ing, where definite people are identified as actors with definite objects
specified as their means of action, with definite gods identified as values and definite things specified as cods,
and (3) adeduction of the consequences that result from the performance of some specified action in this
gtuation, or of the conseguences that result for an actor if this Stuation is changed in a specified way. And this
deduction mugt yield a priori-vaid conclusions, provided there is no flaw in the very process of deduction and
the sSituation and the change introduced into it being given, and a priori—vaid conclusions about reality if the
Stuation and Stuation—change, as described, can themsalves be identified as redl, because then their validity



would ultimately go back to the indisputable vaidity of the categories of action.

It isdong this methodologicd path that in the preceding discusson of sociaism the conclusion was
derived, for ingtance, thet if the labor expended by an actor was not itself hisgod of action, but rather only his
means of reaching the god of producing income and if thisincome then is reduced againgt his consent—by
taxation—then for him the cost of expending labor has been increased, as the vaue of other, dternative gods
that can be pursued by means of his body and time has gone up in rdative terms, and hence a reduced
incentive to work must result. Along this path, too, the conclusion—as an a priori conclusion—uwas reached
that, for ingtance, if the actuad users of means of production do not have the right to sdll them to the highest
bidder, then no one can establish the monetary costs involved in producing whet is actualy produced witk
them (the monetary value, that is, of the opportunities foregone by not using them differently), and no one car
assure any longer that these means are indeed employed in the production of those goods considered to be the
most highly vaued ones by the actors at the beginning of their productive efforts. Hence a reduced output in
terms of purchasing power must ensue. [p. 120]

After thisrather lengthy digresson into the field of epistemology, let us now return to the discusson of
the socidism of socid engineering. This digresson was necessary in order to refute the claim of
empiricism-pogtiviam, which if true would have saved socidism, that nothing categorical can be said againgt
any policy-scheme, as only experience can reved the red consequences of certain policies. Againg this | have
pointed out that empiricism clearly seemsto contradict intuition. According to intuition, logic is more
fundamenta than experience and it is al'so knowledge about red things. Furthermore, empiricism-pogitivisrT
turns out to be self-contradictory, asit itself must presuppose the existence of a priori knowledge as red
knowledge. There indeed exists a stock of postive a priori knowledge which must be presupposed of every
experiencing and acting person, because he knows what it means to act, and which cannot possibly be refuted
by experience, as the very attempt to do so would itself presuppose the vaidity of what had been disputed.

The discussion has led us to a concluson which can be summed up as follows: “ Experience does not
beet logic, but rather the oppositeistrue.” Logic improves upon and corrects experience and tells us what kind
of ex periences we can possibly have and which ones are instead due to a mud died mind, and so would be
better labeled “dreams’ or “fantasies’ rather than as experiences regarding “redity.” With this reassurance
about the solidity of the foundations on which the economic case againgt socialism has been buiilt, &
graightforward criticism of the socidiam of socid engineering is now possible; acriticism whichisagain e
logica one, drawing on apriori knowledge, and demondtrating that the gods pursued by the socidism of socia
engineering can never be reached by its proposed means, since this would stand in contradiction to suct
knowledge. The following critique can now be brief, as the ideology of socid engineering, apart from its
empiricig-pogtivist methodology which has been proven faulty, isredly no different [p. 121] from the other
versons of socidism. Hence, the analyses provided in the preceding chapters regarding Marxit,
socid-democratic and conservative socialism find application here, too.

This becomes clear once the property rules of the socialism of socid engineering are stated. Firdt, the
user-owners of scarce resources can do whatever they want with them. But secondly, whenever the outcome
of this processis not liked by the community of socia engineers (people, that is, who are not the user-owners
of the things in question and who do not have a contractualy acquired title to them), it has theright to interfere
with the practices of the actual user-owners and determine the uses of these means, thereby redtricting their
property rights. Further, the community of sociad engineers has the right to determine unilaterdly what isor is
not a preferred outcome, and can thus restrict the property rights of natural owners when ever, wherever, and
to the extent that it thinks necessary in order to produce a preferred outcome.



Regarding these property rules, one redlizes at once that although socialism of socid engineering dlows:
for agradud implementation of its goas with only amoderate degree of intervention in the property rights of
natural owners, since the degree to which their rights can be curtailed is to be determined by society (the socia
engineers), private ownership isin principle abolished and peoples’ productive enterprises take place under the
threat of an ever-increasing or even tota expropriation of private owners. In these respectsthereis no
difference whatsoever between socia-democratic and conservative socidism and socidism's socidly
engineered verson. The difference again is reduced to one of socid psychology. While Marxigt, redistributive,
and consarvative sociadism dl want to achieve agenera goa determined in advance—a god of égdité or of
the preservation of a given order—the socidism of socia engineering does not have any such design. Itsideals
one of punctuated, unprincipled intervention; flexible, piece-med [p. 122] engineering. The engineering socidist
is thus seemingly much more open to criticism, changing responses, new ideas—and this attitude certainly
gppedsto alot of people who would not willingly subscribe to any of the other forms of socidism. On the
other hand, though, and this should be kept in mind as well, there is dmost nothing, including even the most
ridiculous thing, that some socia engineers would not like to try out on their fellowmen, whom they regard ac
bundles of variables to be technicaly manipulated like pawns on a chessboard by setting the right stimuli.

In any case, since the socidism of socid engineering does not differ in principle from any of the other
versons of socidiam, in that it implies a redigtribution of property titles away from the users and contractors of
scarce resources and onto nonusers and noncontractors, it, too, raises the cost of production and so leadsto &
reduction in the production of wedlth; and thisis necessarily so and no one need try it out first to reach this cor
cluson. This generd conclusion istrue regardless of the specific course socid engineering might teke. Let us
say that the community of socid en gineers does not gpprove of some people having alow income and so
decides to fix minimum wages above the current market levdl.24 Logic tels one that thisimplies a restriction of
the property rights of the employers as well as the employees who are no longer alowed to Strike certain kinds:
of mutualy beneficid bargains. The consequence is and must be unemploy ment. Instead of getting paid at &
lower market wage, some people now will not get paid & dl, as some employers cannot pay the additiona
cods or hire as many people as they would be willing to hire a lower costs. The employers will be hurt as they
can only employ fewer people and the output of production hence will be lower, in relative terms,; and the
employees will be hurt, as instead of some income, abeit low, they now have no income. It cannot be stated a
priori who of the employees and the employers will suffer most from this, except thet it will be those of the
former whose [p. 123] specific labor services have ardatively low vaue on the market, and those of the latter
who specificaly hire precisdly this type of labor. However, knowing from experience, for instance, that
low-skilled labor services are particularly frequent among the young, among blacks, among women, among
older people who want to reenter the labor force after alonger period of household-work, €tc., it can be
predicted with certainty that these will be the groups hit the hardest by unemployment. And to be sure, the very
fact that the problem which intervention was origindly supposed to cure (the low income of some peaple) is
now even worse than before could have been known a priori, independent of any experience! To think that,
mided by faulty empiricist methodology, dl thisfirst hasto be tried out asit otherwise could not have beer
known is nat only scientific humbug; like dl acting based on ill-conceived intdlectud foundetions, it is
extremdy costly aswell.

Tolook at yet another example, the community of socia engineers does not like the fact that rents for
houses or apartments are as high as they are, and hence some people are not able to live as comfortably as
they think they should. Accordingly, rent-control legidation is passed, establishing maximum rents for certain
apartments.25 Thisisthe Stuation, for ingtance, in New Y ork City, or on amuch grander scae, in al of Itady.
Again, without having to wait for the consequences to become real one knows what they will be. The



congtruction of new apartments will decrease, as the returns from investment are now lower. And with respect
to old gpartments, immediate shortages will appear, as the demand for them, their prices being lower, will rise.
Some older gpartments might not even be rented out anymore, if the fixed rents are so low that the rent would
not even cover the cost of the deterioration that occurs by just living in and using the apart ment. Then there
would be a tremendous shortage of housing next to thousands of empty apartments (and New Y ork City and
Italy provide uswith perfect illugtrations of this). And there would be no way out of this, as[p. 124] it dill
would not pay to construct new apartments. In addition, the increased shortages would result in very costly
inflexibilities, as people who had hap pily gotten into one of the low-priced apartments would be increasingly
un willing to move out again, in spite of the fact that, for ingtance, the family size normally changes during the
life cycle and so different needs as regards housing emerge, and in spite of the fact that different job
opportunities might appear at different places. And so0 a huge waste of rental space occurs, because old
people, for example, who occupy large apartments that were just the right Size when the children were il
living a home but are much too big now, till will not moveinto smaler gpartments as there are none available;
and young familieswho arein need of larger premises cannot find those ether, precisaly because such places
will not be vacated. Waste also occurs because people do not move to the places where there is the greatest
demand for their specific labor services, or they spend large amounts of time commuting to rather distant
places, merdly because they cannot find a place to live where there is work for them, or they can only find
accommodations a a much higher price than their presently fixed low rent. Clearly, the problem that the socid
engineers wanted to solve by means of introducing rert control legidation is much worse than before and the
generd standard of living, in reative terms, has declined. Once again, al of this could have been known &
priori. For the socid engineer, however, mided by an empiricist-positivist methodology which tls him thet
thereisno way of knowing results unless things are actualy tried out, this experience will probably only st the
stage for the next intervention. Perhaps the results were not exactly as expected because one had forgotten to
control some other important variable, and one should now go ahead and find out. But as this chapter has
demondtrated, thereisaway of knowing in advance that neither the first nor any subsequent acts of
intervention will ever reach their god, asthey dl imply an interference with the rights of the naturd owners[p.
125] of things by nonusers and noncontractors.26

In order to understand this, it is only necessary to return to sound economic reasoning; to redlize the
unique epistemologica nature of economics as an apriorigtic science of human action that rests on founda tions
whose very denia must presuppose their vaidity; and to recognize, in turn, that a science of action grounded in
an empiricig-pogtivist methodol ogy is asill-founded as the statement that “one can have his cake and edt it,
too.” [p. 126] [p. 127]

Chapter 7
The Ethical Justification of Capitalism
and Why Socialism IsMorally Indefensible

The last four chapters have provided systematic reasons and empirica evidence for the thes's that
socidism asasocid system that is not thoroughly based on the “ naturd theory of property” (the
firg-use-firg-own rule) which characterizes capitaism must necessarily be, and in fact is, an inferior systenr
with respect to the production of wedth and the average standard of living. This may satisfy the person who
believes that economic wedlth and living standards are the most important criteriain judging a society—and



there can be no doubt that for many, one' s standard of living is a matter of utmost importance—and because
of thisit is certainly necessary to keep dl of the above economic reasoning in mind. Y et there are people who
do not attach much importance to economic wedlth and who rank other values even higher—happily, one
might say, for socidiam, because it can thus quietly forget its origind daim of being able to bring more
prosperity to mankind, and instead resort to the atogether different but even more inspiring clam that whereas
socidism might not be the key to prosperity, it would mean judtice, fairness, and mordity (dl terms used
synonymoudy here). And it can argue that a trade-off between efficiency and justice, an exchange of “less
wedth” for “more justice” isjudtified, Snce justice and fairness, are fundamentally more valuable thar
economic wedth.

Thiscdam will be examined in some detail in this chapter. In so doing, two separate but related clams
will be andyzed: (1) the clam made in par ticular by socidists of the Marxist and the socid-democratic camp,
and to alesser degree aso by the conservatives, that aprincipled case in favor of [p. 128] socidism can be
made because of the mora vaue of its principles and, mutatis mutandis, that capitalism cannot be defended
moraly; and (2) the cdlaim of empiricist sociaism that normative statements (“should” or “ought”
satements)—aince they neither soldly relate to facts, nor smply state averbd definition, and thus are neither
empirica nor andyticd statements—are not redly statements at al, at least not satements that one could call
“cognitive” in the widest of al senses, but rather mere “verba expressons’ used to express or arouse fedings
(such as“Wow” or “grrrrr”).1

The second, empiricig or, asits podition goplied to the fidd of morasis cdled, “emativig” clam will
be dedt with firdst, asin away it is more far-reaching.2 The emotivist position is derived by accepting the
central empiricigt-pogitivist claim that the dichotomous distinction between empirica and andytical statements
isof an dl-inclusve nature; thet is, that any statement whatsoever must be empirica or andyticd and never car
be both. This position, it will be seen, turns out to be self-defeating on closer ingpection, just as empiricismin
generd turned out to be salf-defeeting.3 If emotivism isavaid pogtion, then its basic proposition regarding
normative statements must itsaf be andytica or empirical, or ese it must be an ex pression of emations. If it is
taken to be andyticd, then it is mere verba quibble, saying nothing about anything red, but rather only defining
one sound by another, and emotivism would thus be avoid doctrine. If, instead, it is empiricd, then the
doctrine would not carry any weight, as its centrd proposition could well be wrong. In any case, right or
wrong, it would only be a proposition stating a historicd fact, i.e., how certain expressions have been used in
the past, which initsdf would not provide any reason what soever why this would have to be the casein the
future, too, and hence why one should or rather should not look for normative statements that are more thar
expressons of emationsin that they are meant to be judtifiable. And the emotivist doctrine would aso lose dll
itsweight if it adopted the third dternative [p. 129] and declared its central tenet itsdf a“wow” statement, too.
For if this were the case, then it would not contain any reason why one should re late to and interpret certain
datements in certain ways, and o if one's own ingtincts or fedlings did not happen to coincide with somebody
elsg s “wowing,” there would be nothing that could stop one from following one's own fedings ingtead. Just as
anormative statement would be no more than the barking of adog, so the emotivist position then is no more
than abark ing comment on barking.

On the other hand, if the centrd statement of empiricism-emotivism, i.e., that normative Statements
have no cognitive meaning but are Smply expres sons of fedings, isitsdf regarded as a meaningful Satement
communicat ing that one should concelve of dl statements that are not andytica or empirical as mere
expressive symbals, then the emotivigt position becomes outrightly contradictory. This pogition must ther
assume, a least implicitly, that certain indgghts, i.e,, those rdating to normative statements, cannot smply be
understood and meaningful, but can aso be given judtification as statements with specific meanings. Hence, one



must conclude that emotivism faters, because if it were true, then it could not even say and mean what it
says—it smply would not exist as a position that could be dis cussed and evaluated with regard to its vdidity.
But if it isameaningful position which can be discussed, then thisfact beliesits very own basic premise.
Moreover, the fact that it isindeed such ameaningful position, it should be noted, cannot even be disputed, ac
one cannot communicate and argue that one cannot communicate and argue. Rather, it must be presupposed
of any intdlectua postion, thet it is meaningful and can be argued with regard to its cognitive vaue, smply
because it is presented in alanguage and communicated. To argue otherwise would dready implicitly admit its
vaidity. Oneisforced, then, to accept arationalist gpproach towards ethics for the very same reason that one
was forced to adopt arationdist instead [p. 130] of an empiricist episemology.4 Y et with emotivism so
rebuffed, | am gill far awvay, or so it seems, from my set god, which | share with the Marxist and conservative
socidids, of demondrating that a principled casein favor of or againgt socidism or cgpitaism can be made.
What | have reached so far isthe conclusion that the question of whether or not normative statements are
cognitive onesis itsalf a cognitive problem. However, it dill s;emsto be afar cry from there to the proof that
actual norm proposals can indeed be shown to be ether valid or invaid.

Fortunately, thisimpresson iswrong and there is dready much more won here than might be
suspected. The above argument shows us that any truth claim—the claim connected with any proposition that
itistrue, objective, or vdid (dl terms used synonymoudy here—is and must be raised and decided upon in
the course of an argumentation. And since it cannot be disputed that thisis S0 (one cannot communicate and
argue that one cannot communicate and argue), and it must be assumed that everyone knows what it meansto
clam something to be true (one cannot deny this statement without claiming its negeation to be true), this has
been gptly cdled “the apriori of communication and argumentation.”>

Now, arguing never just condsts of free-floating propositions claming to be true. Rather,
argumentation is dways an activity, too. But given that truth claims are raised and decided upon in
argumentation and that ar gumentation, aside from whatever issaid inits course, isa practica affair, it follows
that intersubjectively meaningful norms must exis—yprecisaly those which make some action ar
argumentation—uwhich have specid cognitive statusin that they are the practica preconditions of objectivity
and truth.

Hence, one reaches the conclusion that norms must indeed be assumed to be judtifiable asvdid. It is
smply impossible to argue otherwise, because the ability to argue so would in fact presuppose the validity of
those [p. 131] normswhich underlie any argumentation whatsoever.6 The answer, then, to the question of
which ends can or cannot be judtified is to be derived from the concept of argumentation. And with this, the
peculiar role of reason in determining the contents of ethicsis given a precise description, too. In contrast to
the role of reason in establishing empirica laws of nature, reason can clam to yidd results in determining moral
laws which can be shown to be vaid a priori. It only makes explicit what is aready implied in the concept of
argumentation itself; and in andyzing any actuad norm proposd, itstask is merely confined to andyzing whether
or not it islogicaly consstent with the very ethics which the proponent must presuppose as vaid insofar as he
is able to make his proposd a dl.”

But what is the ethicsimplied in argumentation whose vdidity cannot be disputed, as disputing it would
implicitly have to presuppose it? Quite commonly it has been observed that argumentation impliesthat &
propos tion clams universal acceptability, or, should it be anorm proposd, that it is“universdizable.”
Applied to norm proposdls, thisistheidea, asformu lated in the Golden Rule of ethics or in the Kantiar
Categorical Imperdtive, that only those norms can be justified that can be formulated as generd principles
which are vdid for everyone without exception.8 Indeed, as ar gumentation implies that everyone who car
understand an argument must in principle be able to be convinced of it smply because of its argumentative



force, the universdization principle of ethics can now be understood and explained as grounded in the wider
“gpriori of communication and ar gumentation.” Y et the universaization principle only provides a purely for ma
criterion for mordity. To be sure, checked againgt this criterion dl proposas for vaid norms which would
specify different rules for different classes of people could be shown to have no legitimate claim of being
universaly acceptable as fair norms, unless the distinction between different classes of people were such that it
implied no discrimination, but could ingtead [p. 132] be accepted as founded in the nature of things again by
everyone. But while some norms might not pass the test of universdization, if enough attention were paid to
their formulation, the most ridiculous norms, and what is of course even more relevant, even openly
incompatible norms could easily and equaly well passit. For example, “everybody must get drunk on Sundays
or befined” or “anyone who drinks acohol will be punished” are both rules that do not dlow discriminatior
among groups of people and thus could both clam to satisfy the condition of universdization.

Clearly then, the universalization principle alone would not provide one with any postive st of norms
that could be demondtrated to be judtified. However, there are other positive normsimplied in argumentatior
adde from the universalization principle. In order to recognize them, it is only necessary to cdl three
interrelated facts to attention. Fird, that argumentation is not only a cognitive but dso apracticd affair.
Second, that argumen tation, as aform of action, implies the use of the scarce resource of one's body. And
third, that argumentation is a conflict-free way of interacting. Not in the sense that there is dways agreement o
the things said, but in the sense that as long as argumentation isin progressit is dways possble to agree a
least on the fact that there is disagreement about the validity of what has been said. And thisis to say nothing
else than that a mutua recognition of each person’s exclusive control over his own body must be presupposed
aslong asthereis argumentation (note again, that it isimpossible to deny thisand claim this denid to be true
without implicitly having to admit its truth).

Hence, one would have to conclude that the norm implied in argumen tation is that everybody has the
right of exclusive control over his own body as hisingtrument of action and cognition. Only if thereis at least an
implicit recognition of eech individual’s property right in his own body can argumentation take place.® Only as
long asthisright is recognized isit possible for [p. 133] someone to agree to what has been said in ar
argument and hence can what has been said be vaidated, or isit possible to say “no” and to agree only on the
fact that there is disagreement. Indeed, anyone who would try to justify any norm would dreedy have to
presuppose the property right in his body as avaid norm, smply in order to say, “Thisiswhat | clam to be
true and objective.” Any person who would try to dispute the property right in his own body would become
caught up in a contradiction, as arguing in thisway and claiming his argument to be true, would aready
implicitly accept precisdy this norm as being vdid.

Thusit can be stated that whenever a person clams that some statement can be justified, he at least
implicitly assumes the following norm to be justified: “Nobody has the right to uninvitedly aggress againg the
body of any other person and thus ddimit or restrict anyone' s control over hisown body.” Thisruleisimplied
in the concept of judtification as argumentative judtification. Justifying means justifying without having to rely or
coercion. In fact, if one formulates the opposite of thisrule, i.e., “everybody has the right to uninvitedly aggress
againg other people’ (arule, by the way, that would pass the formal test of the universdization principle!), then
it iseasy to seethat thisrule is not, and never could be, defended in argumentation. To do so would in fact
have to presuppose the vdidity of precisdly its opposite, i.e., the aforementioned principle of nonaggression.

With this judtification of a property norm regarding a person’s body it may seem that not much iswon,
as conflicts over bodies, for whose pos sible avoidance the nonaggression principle formulates a universaly
judtifi able solution, make up only asmdl portion of dl possble conflicts. However, thisimpresson is not
correct. To be sure, people do not live on air and love adone. They need a smdler or greater number of other



things aswell, amply to survive—and of course only he who survives can sustain an argumentation, let done
lead a comfortable life. With respect to dl of [p. 134] these other things norms are needed, too, asit could
come to conflicting evauations regarding their use. But in fact, any other norm must be logi cally competible
with the nonaggression principle in order to be judtified it sdf, and, mutatis mutandis, every norm that could be
shown to be incompetible with this principle would have to be consdered invdid. In ad dition, as the things
with respect to which norms have to be formulated are scarce goods—just as a person’s body is a scarce
good—and asit is only necessary to formulate norms at al because goods are scarce and not be cause they
are particular kinds of scarce goods, the specifications of the nonaggression principle, conceived of as g
specid property norm referring to a gpecific kind of good, mugt in fact aready contain those of a genera/

theory of property.

I will firgt state this genera theory of property as a set of rules gpplicable to all goods with the purpose
of helping oneto avoid all possible conflicts by means of uniform principles, and will then demonstrate how
this generd theory isimplied in the nonaggression principle. Since according to the nonaggression principle
person can do with his body whatever he wants as long as he does not thereby aggress against another
person’s body, that person could also make use of other scarce means, just as one makes use of one'sown
body, provided these other things have not already been ap propriated by someone else but are dill ina
natural, unowned state. As Soon as scarce resources are visibly appropriated—as soon as someone “mixes his
labor,” as John Locke phrased it,10 with them and there are objective traces of this—then property, i.e., the
right of exclusive control, can only be acquired by a contractua transfer of property titles from a previousto e
later owner, and any attempt to unilaterdly delimit this exclusive control of previous owners or any unsolicited
transformetion of the physical characteristics of the scarce meansin question is, in grict andlogy with ac
gressions againgt other peopl€' s bodies, an unjudtifiable action.11 [p. 135]

The compatibility of this principle with that of nonaggression can be demonstrated by means of ar
argumentum a contrario. Firg, it should be noted that if no one had the right to acquire and control anything
except his own body (arule that would pass the formad universdization test), then we would al cease to exist
and the problem of the judtification of normative statements (or, for that matter, any other problem that is of
concern in thistreatise) smply would not exist. The existence of this problem is only pos sible because we are
aive, and our existence is due to the fact that we do not, indeed cannot, accept anorm outlawing property in
other scarce goods next and in addition to that of one's physica body. Hence, the right to ac quire such goods
must be assumed to exist. Now, if thisis so, and if one does not have the right to acquire such rights of
exclusve control over un used, nature-given things through one' s own work, i.e., by doing something witr
things with which no one ese had ever done anything before, and if other people had the right to disregard
one' s ownership claim with respect to such things which they had not worked on or put to some particular use
before, then thiswould only be possible if one could acquire property titles not through labor, i.e., by
establishing some objective, intersubjectively controllable link between a particular person and a particular
scarce resource, but smply by verba declaration; by decree.12 However, acquiring property titles through
declaration is incompatible with the above judtified nonaggression principle regarding bodies. For one thing, if
one could Indeed appropriate property by decree, then this would imply that it would aso be possible for one
to smply declare another person’s body to be one' s own. Y et this, clearly enough, would conflict with the
ruling of the nonaggression principle which makes a sharp distinction between one's own body and the body of
another person. And this digtinction can only be made in such a clear-cut and unambiguous way because for
bodies, as for anything else, the separation between “mine’ and “yours’ is not based on verba declarations [p.
136] but on action. (Incidentaly, a decision between rival declarative claims could not be made unless there
were some obj ective criterion other than declaration.) The separation is based on the observation that some
par ticular scarce resource had in fact—for everyone to see and verify, as objective indicators for thiswould



exist—been made an expression or materidization of one sown will, or, as the case may be, of someone
elsg’ swill. Moreover, and more importantly, to say that property is acquired not through action but through &
declaration involves an open practica contradiction, because nobody could say and declare so unlessin
Spite of what was actudly said hisright of exclusve control over his body as his own in strument of saying
anything was in fact aready presupposed.

It has now been demondirated that the right of origina appropriation through actionsis compatible with
and implied in the nonaggression principle as the logicaly necessary presupposition of argumentation.
Indirectly, of course, it has dso been demonstrated that any rule specifying different rights, such asasocidist
property theory, cannot be justified. Before entering a more detailed analys's, though, of why any socidist
ethic isindefengble—a discusson which should throw some additiond light on the importance of some of the
dipulations of the “naturd,” capitalist theory of property—a few remarks about what is or is not implied by
classfying these latter norms as judtified seem to be in order.

In making this assertion, one need not claim to have derived an “ought” from an “is.” Infact, one car
reedily subscribe to the dmost generdly accepted view that the gulf between “ought” and “is’ islogicdly
unbridgeable.13 Rather, dassfying the rulings of the naturd theory of property in thisway isapurely cognitive
maiter. It no more follows from the classfication of the principle underlying capitdlism as“fair” or “just” that
one ought to act according to it, than it follows from the concept of vadidity or truth that one should aways
drive for it. To say that this principleis just aso does not [p. 137] preclude the possibility of people proposing
or even enforcing rules that are incompatible with it. As a matter of fact, with respect to normsthe stuaion is
very smilar to that in other disciplines of scientific inquiry. The fact, for instance, that certain empirica
satements are justified or justifiable and others are not does not imply that everyone only defends objective,
vaid satements. Rather, people can be wrong, even intentiondly. But the ditinction between objective and
subjective, between true and fase, does not lose any of its significance because of this. Rather, people who are
wrong would have to be classified as either uninformed or intentiondly lying. The case is Smilar with respect to
norms. Of course there are many people who do not propagate or enforce norms which can be classified as
valid according to the meaning of judtification which | have given above. But the distinction between judtifiable
and nonjudtifiable norms does not dissolve because of this, just as that between objective and subjective
statements does not crumble because of the existence of uninformed or lying people. Rather, and accordingly,
those people who would propagate and enforce such different, invalid norms would again have to be classified
as uninformed or dishonest, insofar as one had explained to them and indeed made it clear that their dternative
norm proposals or enforcements could not and never would be judtifiable in argumentation. And there would
be even more judtification for doing so in the mora case than in the empirical one, Snce the vaidity of the
nonaggression principle and that of the principle of origind appropriation through action asitslogicaly
necessary corollary must be considered to be even more basic than any kind of valid or true statements. For
what isvalid or true has to be defined as that upon which everyone acting according to this principle car
possibly agree. As amatter of fact, as has just been shown, at least the implicit acceptance of these rulesisthe
necessary prerequisite to being ableto live and to argue a al.14

Why isit, then, precisdly, that socidist property theories of any kind fail [p. 138] to be judtifiable as
vaid? Frg, it should be noted that dl of the actudly practiced versons of socidism and most of its
theoretically proposed modes as well woud not even pass the firgt formad universdization test, and would fail
for thisfact donel These versonsdl contain norms within their framework of legd rules which have the form
“some people do, and some people do not.” However, such rules, which specify different rights or obligations
for different classes of people, have no chance of being accepted asfair by every potentia participant in ar
argumentation for smply forma reasons. Unless the distinction made between different classes of people



happens to be such that it is acceptable to both sides as grounded in the nature of things, such rules would not
be acceptable because they would imply that one group is awarded legd privileges at the expense of cor
plementary discriminations againg another group. Some people, either those who are dlowed to do something
or those who are not, therefore could not agree that these were fair rules.15 Since most kinds of socidism, as
practiced or preached, have to rely on the enforcement of rules such as *some people have the obligation to
pay taxes, and others have the right to consume them” or “some people know what is good for you and are
alowed to help you get these dleged blessings even if you do not want them, but you are not alowed to know
what is good for them and help them accordingly’ or “some people have the right to determine who has too
much of something and who too little, and others have the obligation to comply” or even more plainly, “the
computer indusiry must pay to subsidize the farmers,” “the employed for the unemployed,” *the ones without
kids for those with kids,” etc., or vice versa, they dl can be discarded easily as serious contenders to the clam
of being part of avalid theory of norms qua property norms, because they al indicate by their very formulatior
that they are not universdizable.

But what iswrong with the socidist property theoriesif thisistaken care[p. 139] of and thereis
indeed a theory formulated that contains exclusvely universdizable norms of the type “nobody is dlowed to”
or “everybody can”? Even then—and this, more ambitioudy, is what has been demondtrated indirectly above
and shdl be argued directly-sociaism could never hope to prove its validity, no longer because of formal
reasons, but because of its materid specifications. Indeed, while those forms of socialism that can easily be
refuted regarding their claim to mora validity on smple forma grounds can & least be practiced, the
application of those more sophisticated versons that would pass the universdlization test prove, for materia
reasons, to be fatd: even if wetried, they Smply could never be put into effect.

There are two related specificationsin the norms of the natural theory of property with at least one of
which asocidist property theory comesinto conflict. The first such specification is that according to the
capitaigtic ethic, aggression is defined as an invasion of the physical integrity of another person’s property. 16
Socidiam, ingtead, would define aggression as an invasion of the value or psychic integrity of another
person’ s property. Conservative socialism, it should be recaled, aimed at preserving a given distribution of
wedth and vaues, and attempted to bring those forces which could change the status quo under control by
means of price controls, regulations, and behaviora controls. Clearly, in order to do so, property rights to the
value of things must be assumed to be judtifiable, and an in vasion of vaues, mutatis mutandis, must be
classfied as unjudtifiable ag gression. Y et not only conservatism usesthisidea of property and aggression.
Socia-democratic socialism does, too. Property rights to vaues must be assumed to be legitimate wher
socia-democratic socidism alows me, for ingtance, to demand compensation from people whose chances or
opportunities negatively affect mine. And the same is true when com pensation for committing psychologica or
“dructura violence’—a particularly dear term in the | eftist political science literature—is permitted.17 [p. 140]
In order to be able to ask for such compensation, what was done—affecting my opportunities, my psychic
integrity, my feding of what is owed to me—would have to be classfied as an aggressive act.

Why isthisidea of protecting the value of property unjudtifiable? First, while every person, at least in
principle, can have full control over whether or not his actions cause the physical characteristics of something
to change, and hence aso can have full control over whether or not those actions are judtifiable, control over
whether or not one's actions affect the value of someone else's property does not rest with the acting person,
but rather with other people and their subjective evauations. Thus no one could determine ex ante if his actions
would be dassified asjudtifiable or unjudtifiable. One would first have to interrogate the whole population to
meake sure that one's planned actions would not change another person’s evauations regarding his own
property. And even then nobody could act until universal agree ment was reached on who is supposed to do



what with what, and at which point in time. Clearly, for dl the practica problemsinvolved, one would be long
dead and nobody would argue anything any longer long before this was ever accomplished.18 But more
decisvey 4ill, the socidist postion regarding property and aggression could not even be effectively argued,
because arguing in favor of any norm, socidist or not, implies that there is conflict over the use of some scarce
resource, otherwise there would smply be no need for discussion. However, in order to argue that thereis e
way out of such conflicts, it must be presupposed that actions must be dlowed to be performed prior to any
actud agreement or disagreement, because if they were not, one could not even argue so. Yet if one can do
this—and socidism too must assume that one can, insofar as it exists as an argued intdllectua position—ther
thisis only possible because the existence of objective borders of property i.e., borders which every person
can recognize as such on his own, without having to agree firgt with anyone se with [p. 141] respect to one's
system of vaues and evauations. Socidism, too, then, in spite of what it says, must in fact presuppose the
existence of objective property borders, rather than of borders determined by subjective evauations, if only in
order to have any surviving socidist who can make his mora proposas.

The socidist idea of protecting vaue instead of physicd integrity aso fails for a second, related reason.
Evidently, the value of a person, for ex ample, on the labor or marriage market, can be and indeed is affected
by other peopl€ s physicd integrity or degree of physical integrity. Thus, if one wanted property values to be
protected, one would have to dlow physical aggression against people. However, it is only because of the
very fact that a person’s borders—that is, the borders of a person’s property in his body as his domain of
exclusive control with which another person is not alowed to interfere unless he wishes to become ar
aggressor—are physica borders (intersubjectively ascertainable, and not just subjectively fancied borders) that
everyone can agree on anything independently (and, of course, agreement means agreement of independent
decision-making units). Only because the protected borders of property are objective then, i.e., fixed and
recognizable as fixed prior to any conventiona agreement, can there a dl be argumentation, and possibly
agreement, between independent decision-making units. There smply could not be anyone arguing anything
unless his existence as an independent physica unit was first recognized. No one could argue in favor of &
property system defining borders of property in subjective, evaluative terms—as does socialism—because
smply to be able to say so presupposes that, contrary to what the theory says, one must in fact be a physicaly
Independent unit saying it.

The Stuation isno less dire for socidism when one turns to the second essentid specification of the
rulings of the natura theory of property. The basic norms of capitaism were characterized not only by the fact
that [p. 142] property and aggression were defined in physical terms; it was of no lessimportance that in
addition property was defined as private, individualized property and that the meaning of origind
appropriation, which evidently implies making a distinction between prior and later, had been specified. It is
with this additiona specification aswell that socidism comesinto conflict. Instead of recognizing the vita
importance of the prior-later distinction in deciding between conflicting property clams, socidism proposes
normswhichin effect sate that priority isirrdevant in making such adecison and that late-comers have ac
much of aright to ownership asfirs-comers. Clearly, thisideaisinvolved when socid-democratic socidism,
for instance, makes the natural owners of wedth and/or their heirs pay atax so that the unfortunate |atecomers
might be able to participate in its consumption. And thisideaiis aso involved, for ingtance, when the owner of a
natura resource isforced to reduce (or increase) its present exploitation in the interest of pogterity. Both times
it only makes sense to do so when it is assumed that the person accumulating wedlth firgt, or using the natura
resource firgt, thereby commits an aggression againgt some late-comers. If they have done nothing wrong, ther
the late-comers could have no such daim against them.19

What iswrong with thisidea of dropping the prior-later distinction as moraly irrdevant? Firs, if the



late-comers, i.e., those who did not in fact do something with some scarce goods, had indeed as much of &
right to them asthe first-comers, i.e., those who did do something with the scarce goods, then literaly no one
would be dlowed to do anything with anything, as one would have to have dl of the late-comers consent prior
to doing whatever one wanted to do. Indeed, as posterity would include one's children’s children—people,
that is, who come so late that one could never possibly ask them—advocating alega system that does not
make use of the prior-later digtinction as part of its underlying property theory is smply aosurd in [p. 143] that
it implies advocating desth but must presuppose life to advocate any thing. Neither we, our forefathers, nor our
progeny could, do, or will survive and say or argue anything if one were to follow thisrule. In order for any
person—past, present, or future—to argue anything it must be possible to survive now. Nobody can wait and
suspend acting until everyone of an indeterminate class of late-comers happens to appear and agree to what
one wantsto do. Rather, insofar as a person finds himself done, he must be able to act, to use, produce,
consume goods straightaway, prior to any agreement with people who are smply not around yet (and perhaps
never will be). And insofar as a person finds himsdf in the company of others and there is conflict over how to
use agiven scarce resource, he must be able to resolve the problem a a definite point in time with a definite
number of people instead of having to wait unspecified periods of time for ungpecified numbers of people.
Smply in order to survive, then, which isa prerequisite to arguing in favor of or against anything, property
rights cannot be conceived of as being timeless and nonspecific regarding the number of people concerned.
Reather, they must necessaxily be thought of as originating through acting at definite pointsin time for definite
acting individuas.20

Furthermore, the idea of abandoning the prior-later distinction, which socidism finds so atractive,
would again smply be incompatible with the nonaggression principle as the practica foundation of
argumentation. To argue and possibly agree with someore (if only on the fact that there is dis agreement)
means to recognize each other’ s prior right of exclusive control over his own body. Otherwise, it would be
impossible for anyone to firgt say anything a a definite point in time and for someone else to then be able to
reply, or vice versa, as neither the first nor the second speaker would be independent physical decisonmaking
units anymore, a any time. Eliminat ing the prior-later distinction then, as socidism atemptsto do, is
tantamount to eiminating the possibility of arguing and reaching agreement. However, [p. 144] as one cannot
argue that there is no possibility for discusson without the prior control of every person over his own body
being recognized and accepted asfair, alate-comer ethic that does not wish to make this difference could
never be agreed upon by anyone. Smply saying that it could implies a contradiction, as one's being able to
say o would presuppose one's ex istence as an independent decision-making unit at a definite point intime.

Hence, oneisforced to conclude that the socidist ethic is acomplete failure. In dl of its practical
versons, it is no better than arule such as* 1 can hit you, but you cannot hit me,” which even failsto passthe
universaization test. And if it did adopt universdizable rules, which would basicaly amount to saying
“everybody can hit everybody else,” such rulings could not concelvably be said to be universaly acceptable or
account of their very materid specification. Smply to say and argue SO must presuppose a person’s property
right over his own body. Thus, only the first-come-first-own ethic of capitalism can be defended effectively as
it isimplied in argumentation. And no other ethic could be so judtified, as judtifying something in the course of
argumentation implies presupposing the validity of precisdy this ethic of the natura theory of property. [p. 145]

Chapter 8
The Socio-psychological Foundations of



Socialism or The Theory of The State

In the preceding chapters it has been demondtrated that socidism asa socid system implying e
reditribution of property titles away from user-owners and contractors to nonuser-owners and noncontractors
necessarily involves areduction in the production of weslth, since the use and contracting of resources are
cogly activities whose performance is made even more costly as compared with dternatives available to
actors. Secondly, such a system cannot be defended as afair or just socid order from amora point of view
because to argue S0, in fact to argue a dl, in favor or againgt anything, be it amora, nonmora, empiricd, or
logico-andytica position, necessarily presupposes the vdidity of the firgt-use-first-own rule of the natura
theory of property and capitalism, as otherwise no one could survive and then say, or possibly agree on,
anything as an inde pendent physica unit.

If neither an economic nor amora case for socialism can be made, then socidism is reduced to ar
affair of merely socid-psychologica sgnificance. What, then, are the socio-psychologica foundations on which
sociaism rests? Or, since socialism has been defined as an ingtitutionalized policy of redistribution of
property titles avay from user-owners and contractors, how is an ingditution that implements amore or less
total expropriation of natural owners possible?

If an indtitution exigts that is alowed to appropriate property titles other than through origina
appropriaion or contract, it must assumedly damage some people who consider themsalves to be the natural
owners of these things. By securing and possibly increasing its monetary and/or non [p. 146] monetary income
it reduces that of other people—something categoricdly different from the Stuation that exists when thereis e
contractua relation ship among people in which no one gains at the expense of anyone ese but everyone
profits, as otherwise there smply would not be any exchange. In this case one can expect resistance to the
execution of such apolicy. Thisinclination to resst can, of course, be more or less intensive, and it can change
over time and become either more or less pronounced and pose a greater or smaller threat to the indtitutior
carrying out the policy of redigtribution. But aslong asit exigs at dl, the inditution must reckon withit. Ir
particular, it must reckon with it if one assumes that the people representing thisingtitution are ordinary people
who, like everyone dse, have an interest not only in stabilizing their current income which they are able to
secure for themselves in their roles as representatives of this ingtitution but aso in increasing thisincome as
much as possible. How, and thisis precisdy the problem, can they stabilize and possibly increase their income
from noncontractua exchanges, even though this necessarily creates victims—and, over time, increasing
numbers of victims, or victims who are increasingly hurt?

The answer can be broken down into three parts which will be discussed in turn: (1) by aggressive
violence; (2) by corrupting the public through let ting them or rather parts of them share in the enjoyment of the
receipts coer cively extracted from natural owners of things, and (3) by corrupting the public through letting
them or parts of them participate in the specific policy of expropriation to be enacted.

To assureits very exisence, any inditution that enforces a socidist theory of property must rely on the
continua threat of violence. Any such indtitution threstens people who are unwilling to accept its noncontractud
appropriations of their natura property with physica assault, imprisonment, endavement, or even death, and it
must carry out such threats if necessary, [p. 147] in order to Stay ‘trust-worthy” asthe kind of ingtitution that it
IS. Since one is dedling with an indtitution—an organization, that is, which performs these actions on a regular
basis—it is dmog sdf-explanatory that it refusesto cdl its own practice of doing things “aggresson,” and
ingtead adopts a different name for it, with neutra or possibly even positive connotations. In fact, its
representatives might not even think that they themsdves are aggressors when acting in the name of this



organization. However, it is not names or terms that matter here or e'sewhere, but what they redly mean.1
Regarding the content of its actions, violence is the cornerstone of socidism’s existence as an inditution. And
to leave no room for misunderstanding here, the violence on which sociadism rests is not the kind of violence
that a natura owner of things would use or threaten to use againgt aggressive intruders of his property. It is not
the defensive threat toward a prospective murderer of, let us say, subjecting him to capital punishment, should
he in fact murder someone. Rather, it is aggressive violence directed at innocent victims. An inditution carrying
out socidism literdly rests on the threat posed by a prospective murderer againgt innocent people (i.e., people
who have not done any physical harm whatsoever to anyone) to kill them should they not comply with his
demands, or even to kill them judt for the “fun” of killing.

Itisnot at dl difficult to recognize the truth of this. In order to do so, it is only necessary to assume e
boycott of any exchange-rdation with the representatives of sociaism because such an exchange, for whatever
reasons, no longer seems profitable. It should be clear that in asocid system based on the natural theory of
property—under capitalism—anyone would have the right to boycott at any time, as long as he was indeed the
person who gppropriated the things concerned by using them before anyone else did or by acquiring thenr
contractualy from a previous owner. However much a person or ingtitution might be affected by such &
boycott, it would have to tolerate it and suffer silently, or esetry to persuade the [p. 148] boycotter to give up
his position by making a more lucrative offer to him. But it is not so with an ingtitution that puts sociaist idess
regarding proper ty into effect. Try, for instance, to stop paying taxes or to make your future payments of taxes
dependent on certain changes or improvements in the services that the inditution offersin return for the
taxes—it would fine, as sault, imprison you, or perhaps do even worse things to you. Or to use another
example, try to ignore thisingditution’s regulations or controls im posed on your property. Try, that isto say, to
meake the point that you did not consent to these limitations regarding the use of your property and that yoL
would not invade the physicd integrity of anyone se's property by ig noring such impaositions, and hence, that
you have the right to secede from its jurisdiction, to “cancel your membership” so to speak, and from then or
dedl with it on equd footing, from one privileged inditution to another. Again, assumedly without having
aggressed againg anyone through your secession, this ingtitution would come and invade you and your
property, and it would not hesitate to end your independence. As a matter of fact, if it did not do o, it would
stop being what it is. It would abdicate and become aregular private property owner or a contractual
association of such owners. Only because it does not so abdicate isthere sociaism at dl. Indeed, and thisis
why thetitle of this chapter suggested that the question regarding the socio-psychologica foundations of
socidismisidenticd to that of the foundations of a gate, if there were no ingtitution enforcing sociaistic idess
of property, there would be no room for a date, as a Sate is nothing e se than an indtitution built on taxatior
and unsolicited, noncontractud interference with the use that private people can make of their natura property.
There can be no socidism without a sate, and aslong asthere is a Sate there is socidism. The date, then, is
the very inditution that puts socidism into action; and as socialism rests on aggressive violence directed againgt
innocent victims, aggressve violence is the nature of any [p. 149] state.?

But sociaism, or the gate as the incorporation of socidist ideas, does not rest exclusvely or
aggression. The representatives of the state do not engage solely in aggressive actsin order to stabilize thelr
incomes, though without it there would not be any state! Aslong as the relationship between the state and
private property ownersis exclusvely a paragtic one, and the activities of the representatives of the Sate
consst entirdly of unsolicited in terferences with other peopl€ s property rights, designed to increase thein
come of the former at the expense of a corresponding reduction in income of the latter, and these agents of
sociaism then do nothing e se with their income than consume it for their own private purposes, then the
chances for the sat€' s growth and the spread of socidism are a least very limited and narrow. Certainly, one
man, or one group of men, possessed with sufficient aggressive energies can inspire enough fear in one and



possibly even in afew others, or in another more numerous group of men who, for whatever reason, lack suck
characterigtics, and can establish a stable relationship of exploitation. But it isimpossible to explain the fact,
characterigtic of al states and each and every socialist socid system, that the group of men representing the
gate can hold people ten, a hundred, or even athousand times more numerous than they themselvesin
submisson, and extract from them the incredibly large amounts of income thet they in fact do, only by indtilling
fear in them.

It might be thought that an increase in the degree of exploitation could explain the Sze of income. But
from the economic reasoning of previous chapters we know that a higher degree of exploitation of natural
owners necessarily reduces their incentive to work and produce, and so there is anarrow limit to the degree to
which one person (or group of persons) can lead a comfortable life on the income coercively extracted from
another person (or aroughly equaly sized group of persons) who would have to support [p. 150] thislife Syle
through his (their) work. Hence, in order for the agents of socidism to be able to lead a comfortable life and
prosper asthey do, it is essentia that the number of exploited subjects be considerably larger and grow
over-proportionaly as compared with those of the representatives of the state itsdlf. With this, however, we
are back to the question of how the few can rule the many.

There would dso be no convincing way around this explanatory task by arguing that the state could
samply solve this problem by improving its weaponry; by threatening with atomic bombs ingtead of with guns
and rifles, so to spesk, thereby increasing the number of its subjects. Since redigticaly one must assume that
the technologica know-how of such improved weaponry can hardly be kept secret, especidly if it isin fact
aoplied, then with the sate’ s improved instruments for indilling fear, mutatis mutandis the victims' ways and
means of ressting improve as well, and hence, such advances can hardly be thought of as explaining what has
to be explained.3 One must conclude, then, that the problem of explaining how the few can rule the many is
indeed redl, and that socidism and the state as the incorporation of sociaism must rest in addition to aggression
on some sort of active support among the public.

David Humeis one of the classc expositors of thisingght. In his essay on “The firg principles of
government” he argues.

Nothing gppears more surprising to those who consder human affairswith e
philosophicd eye, than the easiness with which the many are governed by the few, and
the implicit submission, with which men resign their own sentiments and passonstao
those of their rulers. When we inquire by what means this wonder is effected we shdl
find, that as Force is dways on the Sde of the governed, the governors have nothing to
support them but opinion. It is, therefore, on opinion only that government is founded,
and this maxim extends to the most despotic and most military [p. 151] governments,
aswdll asto the most free and most popular. The soldan of Egypt, or the emperor of
Rome, might drive his harmless subjects, like brute beasts, againgt their sentiments and
inclination. But he mugt, at least, have led his mamalukes or praetorian bands, like
men, by their opinion.4

How indeed is this support brought about?. One important component in the process of generating it is
Ideology. The state spends much time and effort persuading the public that it is not really what it is and that the
conse quences of its actions are positive rather than negative. Such Ideologies, spread to sabilize a Sate' s
existence and increase its income, claim that sociaism offers a superior economic system or asocid order thet
ismore just than capitalism, or clam that there is no such thing asjustice at dl prior to the Sat€' s stepping in
and smply declaring certain normsto be just.5 And such ideologies, too, less attractive now, but once



extremely powerful, are those, for example, of the state being sanctified by religion, or of the rulers not being
ordinary people but instead god-like superhumans, who must be obeyed because of their natura superiority. |
have gone to great lengths in previous chapters to demongtrate that such Ideas are false and unjustified, and |
will return to the task of analyzing and unmasking another fashionable Ideology in the fina chapter of this
treatise. But regardless of the falsity of these Ideologies, it must be recognized thet they certainly do have some
effect on people, and that they do contribute—some more so than others—to their submission to apolicy of
aggressive invasion of the property rights of natural owners.

Y et there is another more important component contributing to public support and thisis not verba
propaganda, but rather actions with a clear-cut, tangible impact. Instead of being a mere parasitic consumer of
goods that other people have produced, the state, in order to sabilize itsdf and in crease its income as muck
as possible, adds some positive ingredients to [p. 152] its policy, designed to be of use to some people outside
the circle of its own personnd. Either it is engaged as an agent of income trandfer, i.e., as an organization that
hands out monetary or nonmonetary income to B that it has previoudy taken away from A without A’<
consent—naturaly after sub tracting a handling charge for the never costless act of such atransfer—or it
engages in the production of goods or services, using the means ex propriated earlier from natura owners, and
thus contributes something of vaue to the users/buyers/consumers of these goods. Either way, the State
generates support for its role. The recipients of transferred incomes as well as the users/consumers of
state-produced goods and services become de pendent to varying degrees on the continuation of a given state
policy for their current incomes, and their inclination to resist the socidism embodied in Sate ruleis reduced
accordingly.

But thisisonly haf of the picture. The positive achievements of the Sate are not undertaken smply to
do something nice for some people, as, for in stance, when someone gives somebody else a present. Nor are
they done smply to gain as high an income as possible from the exchange for the or ganization doing them, as
when an ordinary, profit-oriented ingtitution engagesin trade. Rather, they are undertaken in order to secure
the exist ence and contribute to the growth of an indtitution thet is built on aggressive violence. As such, the
positive contributions emanating from the state must serve a strategic purpose. They must be designed to
break up resistance to or add support for the continued existence of an aggressor as an aggressor. Of course,
the gtate can err in thistask, as can any ordinary business, because its decisions about what measures best
sarvesits strategic purposes have to be made in anticipation of certain expected results. And if it errswith
respect to the responses following its policy decisons, instead of rising its income can fal, jeopardizing its very
exisence, just as a profit-oriented ingtitution can make losses or even go bankrupt if the public is not [p. 153]
willing to ddliberately buy what it was expected to buy. But only if the peculiar strategic purpose of state
transfers and state production as com pared with private transfers or production is understood does it become
possible to explain typicd, recurring structural patterns of a stat€’' s actions, and to explain why States generdly
and uniformly prefer to go into certain lines of activities rather than others.

Asregards the first problem: it does not make sense for a date to exploit every individua to the same
extent, snce this would bring everyone againg it, strengthen the solidarity among the victims, and in any casg, it
would not be a policy that would find many new friends. It also does not make sense for a state to grant its
favors equaly and indiscriminately to everybody. For if it did, the victims would il be victims, dthough
perhaps to alesser degree. However, there would then be less income left to be distributed to people who
would truly profiteer from state action, and whose increased support could help compensate for the lack of
support from victimized persons. Rather, state policy must be and indeed is guided by the motto “divide et
imperd’: treat people differently, play them againgt each other, exploit one possibly smaller group and favor
another possibly larger group at the former’s expense, and so counterbalance increased resentment or



resistance of some by increased support of others. Politics, as palitics of a gate, isnot “the art of doing the
possible” as satesmen prefer to describe their business. It isthe art, building on an equilibrium of terror, of
helping to Sabilize sate income on as high aleve as possble by means of popular discrimination and &
popular, discriminatory scheme of digtributional favors. To be sure, a profit-oriented ingtitution can aso engage
in dis criminatory business policies, but to do so and to follow a discriminatory employment policy or not to sell
indiscriminately to anyone who iswilling to pay the price set for a given service or product is codtly, and so ar
economic incentive to avoid such action exigts. For the state, on the other hand, there [p. 154] is every
incentive in the world to engage in such discriminatory practices.6

Regarding the kinds of services preferably offered by the state: clearly, the state cannot produce
everything, or at least not everything to the same extent, for if it tried to do so itsincome would actualy
fal—as the state can only appropriate what has in fact been produced earlier by natura owners, and the
incentive to produce anything in the future would be amost completely gone in a system of dl-around
socidization. It is of utmost im portance in trying to implement socidism, then, that a Sate engagein and
concentrate on the production and provision of such goods and services (and, mutatis mutandis, drive private
competitors out of competition in such lines of productive activities, thereby monopolizing their provison)
which are srategicaly relevant for preventing or suppressing any actud revolt, rebdlion, or revolution.”

Thus, al sates—some more extensively than others, but every date to a considerable degree—have
fdlt the need to take the system of education, for one thing, into their own hands. It either directly operates the
educationd inditutions, or indirectly controls such ingditutions by making their private operation dependent or
the granting of a state license, thus insuring that they operate within a predefined framework of guideines
provided by the state. Together with a steadily extended period of compulsory schooling, this gives the state &
tremendous head gart in the competition among dif ferent ideologies for the minds of the people. Ideological
competition which might pose a serious threet to state rule can thereby be eiminated or itsim pact
considerably reduced, especidly if the state as the incorporation of sociaism succeeds in monopolizing the job
market for intellectuds by making a state license the prerequisite for any sort of systematic teaching activity.8

The direct or indirect control of traffic and communication is of amilar [p. 155] strategic importance
for agtate. Indeed, al states have goneto great pains to control rivers, coasts and seaways, streets and
raillroads, and especialy, mall, radio, televison, and telecommunication systems. Every prospective dissdent is
decisvey regtrained in his means of moving around and coor dinating the actions of individuas if these things
are in the hand or under the supervision of the state. The fact, well known from military history, thet traffic and
communication systems are the very first command posts to be occupied by any state attacking another vividly
underlines their centra strategic Sgnificance in imposing state rule on a ociety.

A third central concern of strategic relevance for any date is the control and possible monopolizatior
of money. If the state succeeds in thistask and, asis the case now al over the world, supplants a system of
free bank ing and metal-based currency—most commonly the gold standard—uwith a monetary systerr
characterized by a state-operated central bank and paper-money backed by nothing but paper and ink, &
great victory has indeed been reached. In its permanent struggle for higher income, the state is no longer
dependent on the equally unpopular means of increased taxation or currency depreciation (coin-clipping),
which at dl times has been unmasked quickly as fraudulent. Rather, it can now increase its own revenue and
decrease its own debt dmogt a will by printing more money, as long as the additiona money is brought into
circulation before the inflationary consequences of this practice have taken effect or have been anticipated by
the market.9

Fourth and lagt, there is the area of the production of security, of police, defense, and judicia courts.



Of dl the state-provided or controlled goods or servicesthisis certainly the area of foremost Strategic
importance. In fact, it is of such great significance for any state to gain control of these things, to outlaw
compstitors, and to monopolize these activities, that “state’ and * producer of law and order” have frequently
been congidered [p. 156] synonyms. Wrongly so, of course, as the state must be correctly described as ar
indtitution of organized aggression atempting only to appear as an ordinary producer in order to continue
aggressing againg innocent naturd owners. But the fact that this confusion exists and is widdy shared can be
explained with reference to the observation that dl states must monopolize the production of security because
of its centra strategic importance, and hence, these two terms, different as they are with respect to their
intentiona meaning, indeed have the same extensond meaning.

It isnot difficult to see why in order to stabilize its existence, a sate can not, under any circumstances,
leave the production of security in the hands of amarket of private property owners.10 Since the state
ultimately rests on coercion, it requires armed forces. Unfortunately (for any given state, thet is), other armed
dates exist which implies that there is a check on a state’ s desire to expend its reign over other people and
thereby increase its revenue appropriated through exploitation. It is unfortunate for a given state, too, that such
asysem of competing states a'so implies that each individua state is somewhat limited regarding the degree to
which it can exploit its own subjects, as their support might dwindleif its own rule is perceived as more
oppressive than that of competing states. For then the likelihood of a state’'s subjects collaborating with &
compstitor initsdesreto ‘take over,” or that of voting with their feet (leaving one€'s own country and going to
adifferent one) might increase.11 It is even more important, then, for each in dividud state to avoid any suck
unpleasant competition from other poten tially dangerous armed organizations at least within the very territory
it happens to control. The mere existence of a private protection agency, armed as it would have to be to do
itsjob of protecting people from aggres son and employing people trained in the use of such arms, would
condtitute a potentid threat to a state’s ongoing policy of invading private peopl€e’s property rights. Hence,
such organizations, which would surely spring upon[p. 157] the market as the desire to be protected against
aggressors is agenuine one, are eagerly outlawed, and the state arrogates this job to itself and its monopolistic
control. As a matter of fact, sates everywhere are highly in tent on outlawing or a least controlling even the
mere possession of arms by private citizens—and most states have indeed succeeded in this task—as an
armed man is clearly more of athreat to any aggressor than an unarmed man. It bears much lessrisk for the
date to keegp things peaceful while its own aggression continues, if rifles with which the taxman could be shot
are out of the reach of everyone except the taxman himsdf!

With respect to the judicid system matters are quite smilar. If the sate did not monopolize the
provison of judicid services, it would be unavoidable that, sooner or later (and most likely sooner), the tate
would come to be regarded as the unjust inditution it in fact is. Y et no unjust organization has any interest in
being recognized as such. For one thing, if the state did not seeto it that only judges appointed and employed
by the state itself administered the law, it is evident that public law (those norms regulating the relaionship
between the state and private individuas or associations of such individuals) would have no chance of being
accepted by the public, but instead would be unvelled immediately as a system of legdized aggression, exising
inviolation of dmogt everyone' s sense of justice. And secondly, if the state did not dso monopolize the
adminigtration of private law (those norms regulating the relationships among private citizens) but left this task
to competing courts and judges, dependent on the public’s ddliberate financia support, it is doubtful that norms
implying an asymmetrica distribution of rights or obligations between different persons or classes of persons
would have even the dightest chance of becoming generaly accepted as vaid laws. Courts and judges who
laid down such rules would immediately go bankrupt due to alack of continued financial assstance.12
However, since the state is dependent on a policy of divide et impera to maintainits[p. 158] power, it must
stop the emergence of a competitive system of private law courts at al costs.



Without a doubt, al of these state-provided services—education, traffic and communication, money
and banking, and, most importantly, security and the administration of justice—are of vital importance to any
society whatsoever. All of them would certainly have to be provided, and would, in fact, be produced by the
market if the state did not take these things into its own hands. But this does not mean that the state issimply &
subdtitute for the market. The state engages in these activities for an entirely different reason than any private
business would—not smply because there is a demand for them, but rather because these areas of activities
are of essentid drategic importance in assuring the state' s continued existence as a privileged indtitution built on
aggressive violence. And this different strategic intent is responsible for apeculiar kind of product. Since the
educators, employees of traffic and communication systems, those of centra banks, the police and judges, are
al pad by taxes, the kind of products or services provided by a sate, though certainly of some postive vaue
to some people, can never be of such quality that everyone would deliberately spend his own money on them.
Rather, these services dl share the characteristic that they contribute to letting the state increase its own
coercively extracted income by means of benefiting some while harming others.13

But there is even more to the socio-psychologicd foundations of the state as an indtitution of continued
aggression againg natura owners than the popular redistribution of strategically important goods and services.
Equaly important for the state’'s stability and growth is the decison-making structure which it adopts for itsdlf:
its condtitution. An ordinary profit-oriented business would try to adopt a decision-making structure best suited
toitsgod of maximizing income through the perception and implementa tion of entrepreneurial opportunities,
I.e., differencesin production costs and [p. 159] anticipated product demand. The state, in comparison, faces
the entirely different task of adopting a decison-making structure which dlowsit to in crease maximaly its
coercively appropriated income—given its power to threaten and bribe persons into supporting it by granting
them specid favors.

| submit that the best decision-making structure for doing so is ademocratic condtitution, i.e., the
adoption of mgority rule. In order to red ize the vaidity of thisthesis, only the following assumption need be
made. Not only the persons actualy representing the state have the desire (which they, incidentdly, are dways
permitted to satisfy) to increase their income a the expense of a corresponding income reduction of natura
owners, producers, and contractors; this lust for power and the desire to rule others also exists among the
people governed. Not everyone has this desire to the same extent; indeed some people might never haveit.
But most people have it quite normally on recurring occasions. If thisis so (and experience informs us thet this
is indeed the case), then the state must reckon with resistance from two andyticaly distinct sources. On the
one hand there is resstance by the victims which any state policy creates. The state can try to break this up by
making supportive friends, and indeed it will succeed in doing so to the extent that people can be corrupted
through bribery. On the other hand, if lust for power exists among the victims and/or the persons favored by &
given State policy, then there must also be resstance or at least discontent originating from the fact that any
given policy of expropriation and discriminatory distribution autometically excludes any other such policy with
its advocates in the state-ruled population, and hence must frustrate their particular plan of how power should
be used. By definition, no change in the expropriation-redistribution policy of the sate can diminate this sort of
discontent, as any change would necessarily exclude a different policy. Thus, if the state wants to do something
to reduce the resstance (emming [p. 160] from the frustration of one's lust for power) that any one particular
policy implies, it can only do so by adopting a decision-making structure which minimizes the disappointment
of potentia power wielders: by opening up a popular scheme of participation in decison making, so that
everyone lust ing for his particular power policy can hopeto have ashot at it in the future.

This, precisaly, isthe function of a democracy. Since it is based on arespect for the mgority, it is by
definition a popular congtitution for decison making. And asit indeed opens up the chance for everyoneto



lobby for his own specific plan of widding power a regular intervals, it maximaly reduces current frustrated
lust for power through the prospect of a better future. Contrary to popular myth, the adoption of a democratic
congtitution has nothing to do with freedom or justice.14 Certainly, as the date restrainsitsdf in its use of
aggressve violence when engaging in the provison of some postively vaued goods and services, so it accepts
additiona congraints when the incumbent rulers subject themsdlves to the control of the mgority of those
being ruled. Despite the fact, though, that this condraint fulfills the pogtive function of satifying certain desires
of certain people by reducing the intengity of the frustrated lust for power, it by no meansimpliesthe ate' <
forsaking its privileged postion as an inditution of legalized aggresson. Rather, democrétizing the stateis ar
organizational measure undertaken for the Strategic purpose of rationdizing the execution of power, thereby
increasing the amount of income to be aggressvely appropriated from natural owners. The form of power is
changed, but mgjority ruleis aggresson, too. In a system based on the naturd theory of property—under
capitaism—mgority rule does not and cannot play any role (gpart from the fact, of course, thet if accepted,
anyone could join an association adopting mgority rule, such as a sports club or an association of animal
lovers, whose jurisdiction is deliberately accepted by members as binding for the duration of one's
membership). In such a system, only the rules of origina appropriation [p. 161] of goods through use or
contractua acquidition from previous owners are vaid. Appropriation by decree or without a previous
user-owner’s con sent regardless of whether it was carried out by an autocrat, a minority, againg a mgjority,
or by amgority against aminority iswithout exception an act of aggressive violence. What digtinguishes &
democracy from an autocracy, monarchy, or oligarchy is not that the former means freedom, whereas the
others mean aggression. The difference between them lies soldly in the techniques used to manage, transform,
and channel popular resistance fed by the frustrated lust for power. The autocrat does not alow the populatior
to influence palicy in any regular, formdized way, even though he, too, must pay close attention to public
opinion in order to stabi lize his existence. Thus, an autocracy is characterized by the lack of anin
dtitutionalized outlet for potentia power wielders. A democracy, on the other hand, has precisely such an
inditution. It alows mgorities, formed according to certain formalized rules, to influence policy changes
regularly. Accordingly, if disappointed lust for power becomes more tolerable when there isaregular outlet for
it, then there must be less resstance to democratic rule than to autocratic power. Thisimportant
socio-psychological difference between autocratic and democratic regimes has been described masterfully by
B. de Jouvend!:

From the twelfth to the eighteenth century governmenta authority grew continuoudy.
The process was understood by al who saw it happening; it stirred them to incessant
protest and to violent reaction.—In later times its growth has continued at ar
accelerated pace, and its extension has brought a corresponding extension of war.
And now we no longer understand the process, we no longer protest, we no longer
react. This quiescence of oursis anew thing, for which Power has to thank the
smoke-screen in whichit has wrapped itsef. Formerly it could be seen, manifest in the
person of the king, who did not disclam being the master he was, and in whom humar
passions were discernible. [p. 162] Now, masked in anonymity, it clamsto have no
existence of its own, and to be but the impersona and passionless instrument of the
generd will. — But that is clearly afiction. — . . . Today as dways Power isin the
hands of a group of men who control the power house.. . . . All that has changed is
that it has now been made easy for the ruled to change the personnd of the leading
wielders of Power. Viewed from one angle, this weakens Power, because the wills
which control a society’s life can, at the society’s pleasure, be replaced by other wills,
in which it feds more confidence. — But by opening the prospect of Power to al the
ambitious talents, this arrangement makes the extension of Power much easer. Under



the “ancien regime,” society’ s moving spirits, who had, as they knew, no chance of &
sharein Power, were quick to denounce its smallest encroachment. Now, on the other
hand, when everyone s potentidly a minister, no one is concerned to cut down ar
office to which he aspires one day himsdf, or to put sand in a machine which he means
to use himsdf when histurn comes. Hence, it isthat thereisin the political circlesof &
modern society awide complicity in the extension of Power.15

Given an identicd population and an identica state policy of the dis criminatory provison of goods and
sarvices, ademocratic state has more opportunities for increasing its own aggressively appropriated income.
And mutatis mutandis, an autocracy must settle for areative lower income. In terms of the classics of politica
thought, it must rule more wisdly, i.e, ruleless. Sinceit does not alow any will other than that of the autocrat,
and per haps hisimmediate advisors, to gain power or influence policy on aregular basis, its execution of
power appears lesstolerable to those ruled. Thus, its stability can only be secured if the overdl degree of
exploitation enacted by the dateis relatively reduced.

The Stuation over the last two centuries vividly illudrates the vdidity of thisthess. During this time we
have experienced an dmost universa sub ditution of relaively democratic regimes for reatively
autocratic-monarchical [p. 163] systems.16 (Even Soviet Russais notably more democratic than czarist
Russa ever was.) Hand in hand with this change has gone a process never experienced before regarding its
speed and extent: a permanent and seem ingly uncontrollable growth of the state. In the competition of different
dates for exploitable populations, and in these states attempts to come to grips with internd resistance, the
democratic state has tended to win outright over the autocratic one as the superior power-variant. Ceteris
paribus, it is the democretic state—and the democratic socialism incorporated in it—which commands the
higher income and o proves to be superior in wars with other states. And ceteris paribus, it isthis state, too,
that succeeds better in the management of internal resstance: it is, and historically this has been shown
repestedly, easer to save the power of a state by democratizing it than by doing the opposite and autocratizing
its decison-making structure.

Here, then, we have the socio-psychologicd foundations of the Sate as the very indtitution enacting
socidism. Any date rests on the monopolization or the monopolistic control of strategicaly important goods
and serviceswhich it discriminately provides to favored groups of people, thereby breaking down resistance to
apolicy of aggression againgt natura owners. Furthermore, it rests on a policy of reducing the frustrated lust
for power by creating outlets for public participation in future changesin apolicy of exploration. Naturdly,
every hitorica description of a gtate and its specific socidist policy and policy changeswill haveto give e
more detailed account of what made it possible for socialism to become established and to grow. But if any
such description is supposedly complete and is not to fal prey to ideologica deception, then al measures
taken by the state must be described as embedded in this very indtitutiond framework of violence, divide et
impera, and democratization.

Whatever any given state doesin terms of positively evaluated contribu tions to society, and however
great or amdl the extent of such contributions [p. 164] might be; whether the state provides help for working
mothers with depend ent children or gives medica care, engages in road or airport construction; whether it
grants favorsto farmers or students, devotes itsdf to the production of educationa services, society’s
infragtructure, money, sted or peace; or even if it does al of these things and more, it would be completely
fdlacious to enumerate dl of thisand leaveit a that. What must be said in ad dition is that the Sate can do
nothing without the previous noncontractua expropriation of naturd owners. Its contributions to welfare are
never an or dinary present, even if they are given away free of charge, because some thing is handed out that
the state does not rightfully own in the first place. If it sellsits services at codt, or even at a profit, the means of



production employed in providing them ill must have been gppropriated by force. And if it sdllsthem a &
subsidized price, aggresson must continue in order to uphold the current level of production.

The Stuation is Smilar with respect to a state’ s decison-making struc ture. Whether adateis
organized autocraticaly or democratically, has a centralized or decentralized decision-making structure, &
single or multi stage representationa structure; whether it is organized as a system of par ties or as a corporate
date, it would be delusory to describeit in these terms and leave it at that. In order to be exhaudtive, what
must be added is that first and foremogt, the congtitution of a state is an organizationd device for promoting its
exigence as an indtitution of aggresson. And insofar as its Sability rests on condtitutiondly guaranteed rightsto
participate in the in auguration of policy changes, it must be stiressed that the State rests on an inditutiondized
gpped to motivationa energiesthat peoplein thar private lives would regard as crimina and accordingly
would do everything to sup press. An ordinary business enterprise has a decison-making structure that must
adapt to the purpose of enabling it to secure as high a profit as pos sble from saesto deliberately supportive
customers. A gtate’ s condtitution [p. 165] has nothing in common with this, and only superficid sociologica
“dudiesin organization” would engage in investigations of structura smilarities or differences between the
two.17

Only if thisis thoroughly understood can the nature of the state and socialism be fully grasped. And
only then can there be a complete under standing of the other Sde of the same problem: what it takes to
overcome sociadism. The state cannot be fought by smply boycotting it, as a private business could, because
an aggressor does not respect the negative judg ment reveded by boycotts. But it dso cannot smply be fought
by counter ing its aggression with defensive violence, because the state’ s aggresson is supported by public
opinion.18 Thus, everything depends on a change in public opinion. More specificaly, everything depends or
two assumptions and the change that can be achieved regarding their status as redigtic or unredlitic. One suck
assumption was implied when it was argued above that the state can generate support for its role by providing
certain goods and services to favored groups of people. There, evidently, the assumption involved was that
people can be corrupted into supporting an aggressor if they receive a share, however smdl, of the benefits.
And, since ates exist everywhere, this assumption, happily for the state, must indeed be said to be redistic
everywhere, today. But then, there is no such thing as alaw of nature stating that this must be so forever. Ir
order for the state to fail in reaching its objective, no more and no less than a change in generd public opinior
must take place: state-supportive action must come to be regarded and branded asimmoral because it is
support given to an organization of inditutionaized crime. Socidism would be at its end if only people stopped
letting themsalves be corrupted by the state’' s bribes, but would, let us say, if offered, take their share of the
wesdlth in order to reduce the state' s bribing power, while continuing to regard and treet it as an aggressor to
be resisted, ignored, and ridiculed, at any time and in any place. [p. 166]

The second assumption involved was that people indeed lust for power and hence can be corrupted
into state-supportive action if given achance to satisfy this lust. Looking at the facts, there can hardly be any
doubt that today this assumption, too, is redigtic. But once again, it is not redistic be cause of naturd laws, for
at least in principle, it can deliberately be made unredistic.19 In order to bring about the end of statism and
sociaism, no more and no less must be accomplished than a change in public opinion which would lead people
away from uang the inditutiond outlets for policy participation for the satisfaction of power lugt, but insteed
meake them suppress any such desire and turn this very organizationd wegpon of the state againgt it and pust
uncompromisingly for an end to taxation and regulation of natural owners wherever and whenever thereisa
chance of influencing palicy.20 [p. 167]



Chapter 9
Capitalist Production and
The Problem of Monopoly

The previous chapters have demondirated that neither an economic nor amora case for sociaism car
be made. Socidiam is economicaly and mordly inferior to capitdiam. The last chapter examined why socidisT
is nonethdess aviable socid system, and andlyzed the socio-psychologica characterigtics of the Sate—the
ingtitution embodying socialism. Its exist ence, Sability, and growth rest on aggression and on public support of
this aggresson which the state manages to effect. Thisit does, for one thing, through a policy of popular
discrimination; apalicy, that is, of bribing some people into tolerating and supporting the continua exploitatior
of others by granting them favors, and secondly, through a policy of popular participation in the making of
policy, i.e., by corrupting the public and persuading it to play the game of aggresson by giving prospective
power wielders the consoling opportunity to enact their particular exploitative schemes at one of the
subsequent policy changes.

We shal now return to economics, and andyze the workings of a capitalist system of production—z
market economy—as the dternative to socidism, thereby congtructively bringing my argument againg
socidism full drde Whilethe find chapter will be devoted to the question of how capitalism solves the
problem of the production of so-cdled “public goods,” this chapter will explain what might be termed the
normal functioning of capitalist production and contrast it with the norma working of a system of state or social
production. We will then turn to what is generdly believed to be a specid problem alegedly showing a peculiar
economic deficiency in a pure capitdist production system: the so-called problem of monopolistic production.
[p. 168]

Ignoring for the moment the specid problems of monopolistic and public goods production, we will
demongtrate why capitalism is economically superior as compared to its dternative for three structura reasons.
Firg, only capitdism can rationdly, i.e., in terms of consumer evauations, alocate means of production;
second, only capitaism can ensure that, with the quaity of the people and the alocation of resources being
given, the qudity of the output produced reaches its optima level as judged again in terms of consumer
evauations, and third, assuming a given dlocation of production factors and qudity of output, and judged again
in terms of con sumer evauations, only a market system can guarantee that the value of production factorsis
effidently conserved over time.1

Aslong asit produces for amarket, i.e., for exchange with other people or businesses, and subject as
it isto the rule of nonaggression againg the property of natura owners, every ordinary businesswill useits
resources for the production of such goods and such amounts of these goods which, in anticipation, promise &
return from sales that surpasses as far as possible the costs which are involved in using these resources. If this
were not so, a business would use its resources for the production of different amounts of such goods or of
different goods atogether. And every such business has to decide repestedly whether a given alocation or use
of its means of production should be upheld and reproduced, or if, due to a change in demand or the
anticipation of such a change, aredlocation to different usesisin order. The question of whether or not
resources have been used in the most value-productive (the mogt profitable) way, or if agiven redlocation was
the most economic one, can, of course, only be decided in amore or less distant future under any conceivable



economic or socid system, be cause invariably time is needed to produce a product and bring it onto the
market. However, and thisis decisve, for every businessthere is an objec tive criterion for deciding the extent
to which its previous dlocationd [p. 169] decisions were right or wrong. Bookkeeping informs us—and in
principle anyone who wanted to do so could check and verify thisinformation—whether or not and to what
extent a given dlocation of factors of produc tion was economicaly rationa, not only for the businessin totd
but for each of its subunits, insofar as market prices exist for the production factors used in it. Since the
profit-loss criterion is an ex post criterion, ard must necessarily be so under any production system because of
the time factor involved in production, it cannot be of any help when deciding on future ex ante dlocations.
Nevertheess, from the consumers  point of view it is possible to conceive of the process of resource alocation
and redllocation as rational, because every dlocationa decison is constantly tested against the profit-loss
criterion. Every busnessthat fails to meet this criterion isin the short or long run doomed to shrink in Sze or be
driven out of the market entirely, and only those enterprises that successfully manage to meet the profit-loss
criterion can stay in operation or possibly grow and prosper. To be sure, then, the indtitutiondization of this
criterion does not insure (and no other criterion ever could) that al individud business decisons will aways
turn out to berationd in terms of consumer evauations. However, by diminating bad forecasters and
Strengthening the position of consstently successful ones, it does insure that the structurd changes of the whole
production system which take place overtime can be described as constant movements toward a more rationa
use of resources and as a never-ending process of directing and redirecting factors of production out of less
vaue-productive lines of production into lines which are vaued more highly by the consumer.2

The stuation is entirely different and arbitrariness from the point of view of the consumer (for whom, it
should be recalled, production is undertaken) replaces rationdity as soon as the state enters the picture.
Because it isdif ferent from ordinary businessesin that it is alowed to acquire income by noncontractua
means, the state is not forced to avoid lossesif it wantsto [p. 170] stay in busness as are dl other producers.
Rather, since it isalowed to im pose taxes and/or regulations on people, the sate isin a pogtion to deter mine
unilateraly whether or not, to what extent, and for what length of time to subsidize its own productive
operations. It can aso unilaterdly choose which prospective competitor is alowed to compete with the state
or pos sihly outcompete it. Essentialy this means that the state becomes inde pendent of cost-profit
condderations. But if it isno longer forced to test continualy any of its various uses of resources againg this
criterion, i.e, if it no longer need successfully adjudt its resource alocations to the changes in demand of
consumers in order to survive as a producer, then the se quence of alocationa decisions as awhole must be
regarded as an ar bitrary, irrationa process of decision making. A mechanism of sdection forcing those
dlocationd “mutations’ which congstently ignore or exhibit a maladjustment to consumer demand out of
operation Smply no longer ex ists.3 To say that the process of resource dlocation becomes arbitrary in the
absence of the effective functioning of the profit-loss criterion does not mean that the decisons whick
somehow have to be made are not subject to any kind of constraint and hence are pure whim. They are not,
and any such decision faces certain constraints imposed on the decison maker. If, for instance, the alocation
of production factors is decided democraticdly, then it evidently must gpped to the mgjority. But if adecisor
iscondrained in thisway or if it is made autocratically, respecting the state of public opinion as seen by the
autocrat, then it is dill arbitrary from the point of view of voluntarily buying or not-buying consumers4 Hence,
the dlocation of resources, whatever it is and however it changes over time, embodies awasteful use of scarce
means. Freed from the necessity of making profitsin order to survive as a consumer-serving inditution, the
date necessarily subgtitutes alocationd chaos for rationdity. M. Rothbard nicely summarizes the problem as
folows [p. 171]

How can it (i.e. the government, the state) know whether to build road A or road B,
whether to invest in aroad or in a school—in fact, how much to spend for al its



activities? Thereis no rationd way that it can dlocate funds or even decide how muctk
to have. When there is a shortage of teachers or schoolrooms or police or streets, the
government and its supporters have only one answer: more money. Why is this answer
never offered on the free market? The reason is that money must be withdrawn fron
some other uses in consumption or investment . . . . and this withdrawa must be
judtified. Thisjudtification is provided by the test of profit and loss: the indication that
the most urgent wants of the consumers are being satisfied. If an enterprise or product
Isearning high profits for its owners and these profits are expected to continue, more
money will be forthcoming; if not, and losses are being incurred, money will flow out of
the indugtry. The profit-and-losstest serves asthe critica guide for directing the flow
of productive services. No such guide exigs for the government, which has no rationa
way to decide how much money to spend, either in tota, or in each specific line. The
more money it spends, the more service it can supply—but where to sop?

Besides the misallocation of factors of production that results from the decision to grant the Sate the
specid right to gppropriate revenue in a non contractua way, state production implies areduction in the quaity
of the output of whatever it decides to produce. Again, an ordinary profit-oriented business can only maintain a
given Sze or possbly grow if it can sall its products at a price and in such quantity that alow it to recover a
least the cogsinvolved in production and is hopefully higher. Since the demand for the goods or services
produced depends either on their relative quality or on their price—this being one of many criteria of
quality—as perceived by potentia buyers, the producers must constantly be concerned about “ per ceived
product quality” or “chegpness of product.” A firm is dependent ex clusvely on voluntary consumer purchases
for its continued existence, so [p. 172] thereis no arbitrarily defined standard of quality for acapitaist
enterprise (including so-caled scientific or technologica standards of quality) set by an aleged expert or
committee of experts. For it there is only the quality as perceived and judged by the consumers. Once again,
this criterion does not guarantee that there are no low-quality or overpriced products or services offered on the
market because production takes time and the sales test comes only after the products have appeared on the
market. And this would have to be so under any system of goods production. Nonetheless, the fact that every
capitalist enterprise must undergo this sales test and passiit to avoid being diminated from the market
guarantees a sovereign position to the consumers and their evauations. Only if product qudity is congtantly
improved and adjusted to consumer tastes can a business stay in operation and prosper.

The story is quite different as soon as the production of goods is under taken by the state. Once future
revenue becomes independent of cost covering sales—asistypicaly the case when the state produces e
good—there is no longer a reason for such a producer to be concerned about product quaity in the same way
that a saes-dependent ingtitution would have to be. If the producer’ s future income can be secured, regardless
of whether according to consumer evaluations the products or services produced are worth their money, why
undertake specid efforts to improve anything? More precisdy, even if one assumes that the employees of the
date as a productive enterprise with the right to impose taxes and to regu late unilateraly the competitiveness
of its potertid rivas are, on the average, just as much interested or uninterested in work as those working in &
profit-dependent enterprise,6 and if one further assumes that both groups of employees and workers are on
the average equdly interested or uninterested in an increase or decrease in their income, then the qudity of
products, measured in terms of consumer demand and revedled in actua [p. 173] purchases, must be lower in
adate enterprise than in private business, be cause the income of the state employees would be far less
dependent on product quality. Accordingly, they would tend to devote relatively less ef fort to producing
quality products and more of their time and effort would go into doing what they, but not necessarily the
consumer, happen to like.” Only if the people working for the state were superhumans or angels, while



everyone dse was Smply an ordinary, inferior human being, could the result be any different. Y et the same
result, i.e., the inferiority of product qudity of any state-produced goods, would again ensue if the human race
in the aggregate would somehow improve: if they were working in a state enterprise even anges would
produce alower qudity output than their angel-colleagues in private business, if work implied even the dightest
disutility for them.

Findly, in addition to the facts that only a market system can ensure arationa alocation of scarce
resources, and that only capitalist enterprises can guarantee an output of products that can be said to be of
optima quality, there isathird structura reason for the economic superiority, indeed unsurpassability of &
capitdist system of production. Only through the operation of market forcesisit possible to utilize resources
efficiently over timein any given dlocation, i.e, to avoid overutilization as wel as underutilization. This problerr
has aready been addressed with reference to Russan style socidism in Chapter 3. What are the indtitutiona
congraints on an ordinary profit-oriented enterprise in its decisions about the degree of exploitation or
consarvation of its resources in the particular line of production in which they happen to be used? Evidently,
the owner of such an enterprise would own the production factors or resources as well as the products
produced with them. Thus, hisincome (used herein awide sense of the term) consists of two parts: the income
that is received from the sales of the products produced after various operating costs have been subtracted;
and the vaue [p. 174] that is embodied in the factors of production which could be trandated into current
income should the owner decide to sdll them. Ingtitutiondizing a capitalist system—a socid order based or
private property—thus implies es tablishing an incentive structure under which people would try to maximize
their income in both of these dimensions. What exactly does this mean?8 Every act of production evidently
affects both mentioned income dimen sions. On one hand, production is undertaken to reach an income returr
from sdles. On the other hand, as long as the factors of production are ex haudtible, i.e., aslong asthey are
scarce and not free goods, every produc tion act implies a deterioration of the vaue of the production factors.
Assuming that private ownership exigts, this produces a Stuation in which every business congtantly tries not to
let the marginal costs of production (i.e., the drop in value of the resources that results from their usage) to be
come greeter than the margind revenue product, and where with the help of bookkeeping an instrument for
checking the success or failure of these attempts exigts. If a producer were not to succeed in this task and the
drop in the vaue of capita were higher than the increase in the income returns from sales, the owner’ s totdl
income (in the wider sense of the term) would be reduced. Thus, private ownership is an inditutiona device for
safeguard ing an exigting stock of capita from being overexploited or if it is, for punishing an owner for letting
this hgppen through losses in income. This helps make it possible for vaues produced to be higher than values
destroyed during production. In particular, private ownership is an ingtitution in which an incentive is
established to efficiently adjust the degree of conserving or consuming a given stock of capita in aparticular
line of production to anticipated price changes. If, for instance, the future price of oil were expected to rise
aboveits current leve, then the value of the capita bound up in ail production would immediately rise as would
the margind cogt involved in producing the margina product. Hence, the enterprise would immediately [p.

175] beimpelled to reduce production and increase conservation accordingly, because the margina revenue
product on the present market was till at the unchanged lower level. On the other hand, if in the future il
prices were expected to fall below their present level, thiswould result in an immediate drop in the respective
capital vaues and in margind costs, and hence the enterprise would immediately begin to utilize its capita
stock more inten sively since prices on the present market would till be rdatively higher. And to be sure, botr
of these reactions are exactly what is desirable from the point of view of the consumers.

If the way in which a capitalist production system works is compared with the Situation that becomes
indtitutionalized whenever the state takes care of the means of production, striking differences emerge. Thisis
true especidly when the sate is a modern parliamentary democracy. In this case, the managers of an enterprise



may have the right to receive the returns from sales (after subtracting operation costs), but, and thisis decisive,
they do not have the right to appropriate privately the receipts from a possible sae of the production factors.
Under this congdlation, the incentive to use agiven stock of capitd economicaly over timeisdradticaly
reduced. Why?. Because if one has theright to privately appropriate the income return from product sales but
does not have the right to appropriate the gains or losses in capital vaue that result from a given degree of
usage of this capitd, then there is an incentive dructure ingtitutionaized not of maximizing tota income—i.e,
total socid wedlth in terms of consumer evauations—but rather of maximizing income returns from sales a the
expense of losses in capita vaue. Why, for instance, should a government officid reduce the degree of
exploitation of agiven stock of capital and resort to a policy of conservation when prices for the goods
produced are expected to rise in the future? Evi dently, the advantage of such a conservationist policy (the
higher capitdl vaue resulting from it) could not be regped privately. On the other hand, [p. 176] by resorting to
such apalicy one' sincome returns from sales would be reduced, whereas they would not be reduced if one
forgot about conserving. In short, to conserve would mean to have none of the advantages and dl of the
disadvantages. Hence, if the state managers are not super-humans but ordinary people concerned with their
own advantages, one must conclude that it is an absolutely necessary consequence of any state production thet
agiven stock of capita will be overutilized and the living standards of consumersimpaired in comparison to the
Stuation under capitdism.

Now it isfarly certain that someone will argue that while one would not doubt what has been stated so
far, thingswould in fact be different and the deficiency of a pure market syssem would come to light as soon as
one paid attention to the specia case of monopoligtic production. And by necessity, monopolistic productior
would have to arise under capitdism, at least in the long run. Not only Marxigt critics but orthodox economic
theorigts as well make much of this aleged counter-argument.9 In answer to this challenge four points will be
made in turn. First, available higtorical evidence shows that contrary to these critics thes's, thereisno
tendency toward increased monopoly under an unhampered market system. In addition, there are theoretica
reasons that would lead one to doubt that such atendency could ever prevail on afree market. Third, even if
such a process of increasing monopolization should come to bear, for whatever reason, it would be harmless
from the point of view of consumers provided that free entry into the market were indeed ensured. And fourth,
the concept of monopoly prices as distinguished from and contrasted to competitive pricesisillusory in g
cgpitaist economy.

Regarding hitorica evidence, if the thesis of the critics of capitaism were true, then one would have to
expect a more pronounced tendency toward monaopolization under relaively freer, unhampered, unregulated
laissez-faire capitdism than under areatively more heavily regulated system of [p. 177] “wefare’ or “socid”
capitdism. However, higtory provides evidence of precisely the opposite result. Thereis generd agreement
regarding the as sessment of the historical period from 1867 to World War | as being ardatively more
capitaist period in history of the United States, and of the subsequent period being one of comparatively more
and increasing business regulations and welfare legidation. However, if one looks into the matter one finds thet
there was not only less development toward monopolization and concentration of business taking place in the
first period than in the second but also that during the first period a constant trend towards more severe
competition with continudly faling prices for dmost al goods could be observed.10 And this tendency wes
only brought to a hat and reversed when in the course of time the market system became more and more
obstructed and destroyed by state intervention. Increasing monopolization only set in when leading
businessmen became more suc cessful a persuading the government to interfere with this fierce system of
competition and pass regulatory legidation, imposing asystem of “orderly” competition to protect existing large
firms from the so-caled cutthroat com petition continually springing up around them.11 G. Kolko, aleft-winger
and thus certainly a trustworthy witness, at least for the critics from the left, sums up his research into this



question asfollows.

There was during this[first] period a dominant trend toward growing competition.
Competition was unacceptable to many key business and financid leaders, and the
merger movement was to a large extent areflection of voluntary, unsuccessful business
effects to bring irrestible trends under control . . . As new competitors sprang up, and
as economic power was diffused throughout an expanding nation, it became apparent
to many important businessmen that only the nationad government could [control and
gabilize] the economy . . . Ironicaly, contrary to the consensus of historians, it was not
the existence of monopoly which caused the government to intervene in the economy,
but the lack of it.12 [p. 178]

In addition, these findings, which stand in clear contradiction to much of the common wisdom on the
matter, are backed by theoretical considerations.13 Monaopolization means that some specific factor of
production is withdrawn from the market sphere. Thereis no trading of the factor, but there is only the owner
of thisfactor engaging in restraint of trade. Now if thisis S0, then no market price exigts for this monopolized
production fac tor. But if there is no market price for it, then the owner of the factor can also no longer assess
the monetary costs involved in withholding it from the market and in using it as he happensto useiit. In other
words, he can no longer caculate his profits and make sure, even if only ex post facto, that he isindeed
earning the highest possible profits from hisinvestments. Thus, provided that the entrepreneur isredly
interested in making the highest pos sible profit (something, to be sure, which is dways assumed by his critics),
he would have to offer the monopolized production factors on the market continualy to be sure that he was
indeed using them in the most profitable way and that there was no other more lucrative way to use them, so as
to make it more profitable for him to sdll the factor than keep it. Hence, it seems, one would reach the
paradoxica result thet in order to maximize his profits, the monopolist must have a permanent interest in
discontinuing his position as the owner of a production factor withheld from the market and, instead, desireiits
indusion in the market sphere.

Furthermore, with every additiona act of monopolization the problem for the owner of monopolized
production factors—i.e., that because of the impossibility of economic caculation, he can no longer make sure
that those factors are indeed used in the most profitable way—becomes ever more acute. Thisis o, in
particular, because redidticaly one must assume that the monopolit is not only not omniscient but that his
knowledge regarding future competing goods and services by the consumers in future markets becomes more
and more limited as the process of monopolization advances. [p. 179] As production factors are withdrawn
from the market, and as the circle of consumers served by the goods produced with these factors widens, it
will be lesslikdly that the ronopolist, unable to make use of economic cal culation, can remain in command of
al the rdlevant information needed to detect the most profitable uses for his production factors. Insteed, it be
comes more likely in the course of such a process of monopoalization, that other people or groups of people,
given their desire to make profits by en gaging in production, will perceive more lucrative ways of employing
the monopolized factors.14 Not necessarily because they are better entrepreneurs, but smply because they
occupy different positions in space and time and thus become increasingly aware of entrepreneuria oppor
tunities which become more and more difficult and costly for the monaopo list to detect with every new step
toward monopolization. Hence, the likeihood that the monopolist will be persuaded to el his monopolized
factorsto other producers—nota bene: for the purpose of thereby increasing his profits—increases with every
additiona step toward monopolization.15

Now, let us assume that what historical evidence aswell as theory proves to be unlikely happens
anyway, for whatever reason. And let us assume straightaway the most extreme case conceivable: thereis only



one single business, one super-monopolist so to speak, that provides dl the goods and services available or
the market, and that is the sole employer of everyone. What does this state of affairsimply regarding consumer
satisfaction, provided, of course, as assumed, that the super-monopolist has acquired his position and upholds
it without the use of aggresson? For one thing, it evidently means that no one has any vadid dams againg the
owner of thisfirm; his enterprise isindeed fully and legitimately his own. And for another thing it means that
thereis no infringement on anyon€e s right to boycott any possible exchange. No one is forced to work for the
monopoligt or buy anything from him, and everyone can do with his earnings from[p. 180] labor services
whatever he wants. He can consume or save them, use them for productive or nonproductive purposes, or
associate with others and combine their funds for any sort of joint venture. But if this were so, then the
exigence of amonopoly would only alow one to say this: the monop olist clearly could not see any chance of
improving hisincome by sdling dl or part of his means of production, otherwise he would do so. And no one
else could see any chance of improving hisincome by bidding away factors from the monopolist or by
becoming a capitdist producer himsdlf through origind saving, through transforming existing nonproductively
used private wedth into productive capital, or through combining funds with others, otherwise it would be
done. But then, if no one saw any chance of improv ing his income without resorting to aggression, it would
evidently be absurd to see anything wrong with such a super-monopoly. Should it indeed ever come into
exigtence within the framework of amarket economy, it would only prove that this sdf-same super-monopolist
was indeed providing con sumers with the most urgently wanted goods and services in the most ffi cient way.

Y et the question of monopoly prices remains.16 Does't a monopoly price imply a suboptima supply
of goods to consumers, and in't there then an important exception from the generdly superior economic
working of capitaliam to be found here? In away this question has dready been answered by the above
explanation that even a super-monopolist estab lishing itself in the market cannot be considered harmful for
consumers. But in any case, the theory that monopoly prices are (alegedly) categoricdly differert fromr
competitive prices has been presented in different, technica language and hence deserves specia treatment.
Thereault of thisanalys's, which is hardly surprisng now, only reinforces what has aready been dis covered:
monopoly does not congtitute a specid problem forcing anyone to make qudifying amendments to the generd
rule of amarket economy [p. 181] being necessarily more efficient than any socidist or datist system. What is
the definition of “monopoly price’ and, in contrast to it, of “competitive price” according to economic
orthodoxy (which in the matter under inves tigation includes the so-called Austrian school of economics as
represented by L. v. Mises)? The following definition istypica:

Monopoly is a prerequisite for the emergence of monopoly prices, but it is not the only
prerequisite. Thereisafurther condition required, namely a certain shape of the
demand curve. The mere existence of monopoly does not mean anything in this regard.
The publisher of a copyrighted book isamonopolist. But he may not be ableto sl &
single copy, no matter how low the price he asks. Not every price a which &
monopolist sals a monopolized commodity is amonopoly price. Monopoly prices are
only prices at which it is more advantageous for the monopolist to redtrict the total
amount to be sold than to expand its sdesto the limit which a competitive market
would dlow.17

However plausible this digtinction might seem, it will be argued that neither the producer himself nor
any neutral outside observer could ever decideif the prices actually obtained on the market were monopoly or
com ptitive prices, based on the criterion “restricted versus unrestricted supply’ as offered in the above
definition. In order to understand this, suppose a monopolist producer in the sense of “a sole producer of &
given good” ex igs. The question of whether or not agiven good is different from or homogeneous to other



goods produced by other firmsis not one that can be decided based on a comparative analysis of such goods
in physica or chemical terms ex ante, but will dways have to be decided ex post facto, on future markets, by
the differert or equa treatment and evauations that these goods receive from the buying public. Thus every
producer, no matter what his product is, can be considered a potential monopoalist in this sense of the term, at
the point of decision making. What, then, isthe decison[p. 182] with which he and every producer is faced?
He must decide how much of the good in question to produce in order to maximize his monetary income (with
other, nonmonetary income cons derations assumed to be given). To be able to do this he must decide how the
demand curve for the product concerned will be shaped when the products reach the market, and he must
take into condderation the various production costs of producing various amounts of the good to be produced.
This done, he will establish the amount to be produced at that point where returns from sales, i.e., the amount
of goods sold times price, minus production cogts involved in producing that amount, will reach a maximum.
Let us assume this happens and the monopolist aso happensto be correct in his evauation of the future
demand curvein that the price he seeks for his productsindeed clears the market. Now the question is, isthis
market price amonopoly or acom petitive price? As M. Rothbard redized in his path-breaking but muck
neglected andysis of the monopoly problem, thereis no way of knowing. Was the amount of the good
produced “restricted” in order to take advantage of inelastic demand and was a monopoly price thus reaped,
or was the price reached a competitive one established in order to sal an amount of goods that was expanded
“to the limit that a competitive market would alow”? There is no way to decide the matter.18 Clearly, every
producer will awaystry to set the quantity produced a alevel above which demand would become dadtic
and would hence yield lower total returns to him because of reduced prices paid. He thus engagesin redtrictive
practices. At the same time, based on his estimate of the shape of future demand curves, every producer will
aways try to expand his production of any good up to the point a which the margina cost of production (that
is, the opportunity cost of not producing a unit of an aternative good with the help of scarce production factors
now bound up in the process of producing another unit of x) equals the price per unit of x that one expectsto
be able to charge at the respective [p. 183] level of supply. Both restriction and expansion are part of
profit-maximizing and market-price formation, and neither of these two aspects can be separated from the
other to make avaid digtinction between monopolistic and competitive action.

Now, suppose that at the next point of decision making the monopolist decides to reduce the output of
the good produced from a previoudy higher to anew lower level, and assume that he indeed succeedsin
securing higher total returns now than &t the earlier point in time. Wouldn't this be a clear instance of &
monopoly price? Again, the answer must be no. And this time the reason would be the indistinguishability of
this redlocationa “redriction” from a“norma” redlocation that takes account of changesin demand. Every
event that can be interpreted in one way can dso be interpreted in the other, and no means for deciding the
matter exist, for once again both are essentialy two aspects of one and the same thing: of action, of choosing.
The same reault, i.e., aredtriction in supply coupled not only with higher prices but with prices high enough to
increase total revenue from saes, would be brought about if the monopolist who, for example, produces a
unique kind of apples faces an increase in the demand for his gpples (an upward shift in the demand curve) and
smultaneoudy an even higher increase in demand (an even more drastic upward shift of the demand curve) for
oranges. In this situation he would regp greater returns from a reduced output of gpples, too, because the
previous market price for his gpples would have become a subcompetitive price in the meantime. And if he
indeed wanted to maximize his profits, instead of smply expanding apple production according to the
increased demand, he now would have to use some of the factors previoudy used for the production of gpples
for the production of oranges, because in the meantime changes in the system of relative prices would have
occurred. However, what if the monopolist who restricts gpple production does not engage in producing
oranges with the now available [p. 184] factors, but instead does nothing with them? Again, dl that this would
indi cateisthat besdes the increase in demand for gpples, in the meantime an even greater increase in the



demand for yet another good—Ieisure (more precisaly, the demand for leisure by the monopolist who isaso &
consumer)-had taken place. The explanation for the restricted gpple supply is thus found in the relative price
changes of leisure (instead of oranges) as compared with other goods.

Neither from the perspective of the monopolist himsdf nor from that of any outsde observer could
restrictive action then be digtinguished concep tualy from norma redllocations which smply follow anticipated
changes in demand. Whenever the monopolist engages in redtrictive activities which are followed by higher
prices, by definition he must use the released factors for another more highly valued purpose, thereby indicating
that he adjusts to changesin reative demand. As M. Rothbard sums up,

We cannot use “regtriction of production” as the test of monopoly vs. competitive
price. A movement from a sub-competitive to a competitive price dso involves
restriction of production of this good, coupled, of course, with an expansion of
production in other lines by the released factors. There is no way whatever to
distinguish such aredtriction and corollary expansion from the dleged “monopoly
price’ dtuation. If the redtriction is accompanied by increased leisure for the owner of
the labor factor rather than increased production of some other good on the market, it
isdtill the expansion of the yidd of a consumer good—leisure. Thereis ill no way of
determining whether the “regtriction” resulted in a*monopoly” or a*“competitive’ price
or to what extent the motive of increased leisure was involved. To define a monopoly
price as a price ataned by sdling asmdler quantity of aproduct a ahigher priceis
therefore meaningless, since the same definition applies to the “competitive’ price as
compared with a subcompetitive price.19 [p. 185]

The andysis of the monopoly question, then, provides no reason what soever to modify the description
given above of the way a pure market economy normaly works and its superiority over any sort of socidist or
datist systemn of production. Not only is a process of monopolization highly unlikely to occur, empiricaly as
well astheoreticdly, but even if it did, from the point of view of the consumers it would be harmless. Within the
framework of a market system a restrictive monaopolistic price could not be distinguished from anorma price
hike semming from higher demand and changesin relaive prices. And as every redrictive action is
smultaneoudy expansonary, to say that the curtallment of production in one production line coupled with ar
increase in totd revenue implies amisdlocation of production factors and an exploitation of consumersis
amply nonsense. The misunderstanding involved in such reasoning has been accurately reveded in the
following passage from one of L. v. Mises later worksin which he implicitly refutes his own above-cited
orthodox position regarding the monopoly-price problem. He states.

An entrepreneur at whose disposal are 100 units of capitd employs, for instance, 50
units for the production of p and 50 units for the production of g. If both lines are
profitable, it is odd to blame him for not having employed more, e.g., 75 units, for the
production of p. He could increase the production of p only by curtailing
correspondingly the production of g. But with regard to q the same fault could be
found with the grumblers. If one blames the entrepreneur for not having produced
more p, one must blame him aso for not having produced more g. This means. one
blames the entrepreneur for the fact that there is scarcity of factors of production and
that the earth is not aland of Cockaigne.20

The monopoly problem as a specid problem of markets requiring state action to be resolved does not
exig.21 In fact, only when the state enters [p. 186] the scene does ared, nonillusory problem of monopoly



and monopoly prices emerge. The ate is the only enterprise whaose prices and business practices can be
conceptualy distinguished from al other prices and prac tices, and whose prices and practices can be caled
‘too high” or “exploitative’ in a completdy objective, nonarbitrary way. These are prices and practices which
consumers are not voluntarily willing to pay and accept, but which instead are forced upon them through
thrests of violence. And only for so privileged an indtitution as the Sateis it aso normd to expect and to find &
permanent process of increasing monopolization and concentration. As compared to al other enterprises,
which are subject to the control of voluntarily buying or not-buying consumers, the enterprise “ sate”’ isar
organization that can tax people and need not wait until they accept the tax, and can impose regulations on the
use people make of their property without gaining their consent for doing so. This evidently givesthe Sate, ac
compared to dl other indtitutions, atremendous advantage in the competition for scarce resources. If one only
assumes thet the representatives of the state are as equally driven by the profit motive as anyone g, it follows
from this privileged position that the organization “state’ must have a rdatively more pronounced tendency
toward growth than any other organization. And indeed, while there was not evidence for the thessthat &
market system would bring about a tendency toward monopoalistic growth, the thessthat a Satist systerr
would do so isamply supported by historical experience. [p. 187]

Chapter 10
Capitalist Production And The
Problem of Public Goods

We have tried to demolish socidism on the economic as well as mord fronts. Having reduced it to &
phenomenon of exclusvely socio-psychologica sgnificance, i.e,, a phenomenon for whose existence neither
good economic nor good mora reasons can be found, its roots were explained in terms of aggresson and the
corruptive influence that apolicy of divide et impera exercises on public opinion. The last chapter returned to
economicsin order to give the find blows to socidism by engaging in the constructive task of explaining the
workings of a capitdist socid order as socidism’s economically superior riva, reedy for adoption at any time.
In terms of consumer evauations, capitaism was indicated as being superior with respect to the alocation of
production factors, the qudity of the output of goods produced, and the preservation of vaues embodied in
capitd over time. The so-caled monopoly problem alegedly associated with a pure market system wasin fact
demonstrated not to congtitute any specia problem at dl. Rather, everything said about the normally more
efficient functioning of capitalism is true dso with respect to monopoalistic producers, as long as they are indeed
subject to the control of voluntary purchases or voluntary abstentions from purchases by consumers.

Thisfind chapter will andyze an even more frequently cited specid case which dlegedly requires one
to make qudifying amendments regarding the thesis of the economic superiority of capitalism: the case of the
production of so-called public goods. Considered in particular will be the production of security.

If what has been stated in the foregoing chapter regarding the working of a market economy istrue,
and if monopolies are completely harmless to consumers as long as the consumers have the right to boycott
them and [p. 188] fredy enter the market of competing producers themselves, then one must draw the
conclusion that for economic as well as mora reasons, the produc tion of dl goods and services should be left
in private hands. And in par ticular it follows that even the production of law and order, justice and
peace—those things that one has come to think of as being the most likely candidates for state-provided
goods for reasons explained in Chapter 8—should be provided privately, by a competitive market. This



indeed isthe conclusion that G. de Malinari, arenowned Belgian economigt, formulated as early as 1849—at
atimewhen classicd liberalism was Hill the dominant ideologica force, and “economist” and “socidist” were
generdly (and rightly so) consdered to be antonyms

If thereis one wdl etablished truth in political economy, itisthis That in dl cases, for al commodities
that serve to provide for the tangible or in tangible need of the consumer, it isin the consumer’s best interest
that labor and trade remain free, because the freedom of labor and trade have as their necessary and
permanent result the maximum reduction of price. And this: Thet the interests of the consumer of any
commodity whatsoever should a ways prevail over the interests of the producer. Now, in pursuing these prin
ciples, one arrives a this rigorous conclusion: That the production of security should, in the interest of
consumers of this intangible commodity, remain subject to the law of free competition. Whenceit follows That
no governmert should have the right to prevent another government from going into competition with it, or
require consumers of security to come ex clusively to it for this commodity. 1

And he comments on this argument by saying: “Either thisislogica and true, or dsethe principles or
which economic scienceis based are invaid.”2

Thereis apparently only one way out of this unpleasant (for dl socidigts, [p. 189] that is) conclusion:
to argue that there are particular goods to which for some specia reasons the above economic reasoning does
not apply. It isthisthat the so-caled public goods theorists are determined to prove.3 However, we will
demondtrate that in fact no such specia goods or specid reasons exist, and that the production of security in
particular does not pose any problem different from that of the production of any other good or ser vice, beit
houses, cheese, or insurance. In spite of its many followers, the whole public goods theory is faulty, flashy
reasoning, ridden with internal incons stencies, nonsequiturs, appeding to and playing on popular prejudices
and assumed beliefs, but with no scientific merit whatsoever.4

What, then, does the “escape route” that socidist economists have found in order to avoid drawing
Molinari’s conclusion look like? Since Malinari’ stime it has become increasingly common to answer the
question of whether there are goods to which different sorts of economic andyses apply in the affirmative. Asa
matter of fact, nowadaysit is amost impossible to find a single economic textbook that does not make and
dress the vital importance of the distinction between private goods, for which the truth of the economic
Superiority of acapitdist order of production is generaly admitted, and public goods, for which it is generdly
denied.> Certain goods or services, and among them, security, are said to have the specia charac terigtic that
their enjoyment cannot be restricted to those persons who have actualy financed their production. Rather,
people who have not participated in their financing can draw benefits from them, too. Such goods are called
public goods or services (as opposed to private goods or services, which excusively benefit those people who
actudly paid for them). And it is due to this specia feature of public goods, it is argued, that markets cannot
produce them, or at least not in sufficient quantity or qudity, and hence compensatory state action is required.6
The examples given by different authors for dleged public goods vary widdy. Authors often classify [p. 190]
the same good or services differently, leaving dmost no dassification of a particular good undisputed.” This
clearly foreshadows the illusory character of the whole distinction. Nonetheless, some examples that enjoy par
ticularly popular status as public goods are the fire brigade that stops a neighbor’ s house from catching fire,
thereby Ietting him profit from my fire brigade, even though he did not contribute anything to financing it; or the
police that by walking around my property scare avay potentia burglars from my neighbor’s property aswell,
even if he did not help finance the patrals, or the lighthouse, a particularly dear example to economists,8 that
helps ships find their way, even though they did not contribute a penny to its construction or upkeep.

Before continuing with the presentation and critical examination of the theory of public goods let us



investigate how useful the digtinction between private and public goodsisin helping decide what should be
produced privately and what by the state or with sate help. Even the most superficia analysis could not fail to
point out that using this dleged criterion, rather than presenting a sensible solution, would get one into deep
trouble. While at least at first glance it seems that some of the state-provided goods and services might indeed
qualify as public goods, it certainly is not obvious how many of the goods and servicesthat are actudly
produced by states could come under the heading of public goods. Railroads, postd services, telephone,
streets, and the like seem to be goods whose usage can be redtricted to the persons who actualy finance them,
and hence appear to be private goods. And the same seems to be the case regarding many aspects of the
multidimensiond good “ security”: everything for which insurance could be taken out would have to qudify as @
private good. Y et this does not suffice. Just as alot of state-provided goods appear to be private goods, s0
many privately produced goods seem to fit in the category of a public good. Clearly my neighbors would profit
from my well-kept rose [p. 191] garden—they could enjoy the sight of it without ever helping me garden. The
sameistrue of dl kinds of improvements that | could make on my property that would enhance the vaue of
neighboring property as well. Even those people who do not throw money in his hat could profit from a street
musician’s performance. Those fellow travellers on the bus who did not help me buy it profit from my
deodorant. And everyone who ever comesinto contact with me would profit from my efforts, undertaker
without their financia support, to turn mysdf into amost lovable person. Now, do al these goods—rose
gardens, property improvements, street music, deodorants, persondity improvements—since they clearly seem
to possess the characteristics of public goods, then have to be provided by the state or with Sate assstance?

Asthese latter examples of privately produced public goodsindicate, there is something serioudy
wrong with the thesis of public goods theorists that these goods cannot be produced privately but instead
require Sate in tervention. Clearly they can be provided by markets. Furthermore, historical evidence shows
usthat al of the dleged public goods which states now provide had a some timein the past actualy beer
provided by private entrepreneurs or even today are so provided in one country or another. For example, the
posta service was once private dmost everywhere; streets were privately financed and gtill are sometimes,
even the beloved ligh thouses were originaly the result of private enterprise;® private police forces, detectives,
and arbitrators exist; and help for the sick, the poor, the elderly, orphans, and widows has been a traditiona
field for private charity organizations. To say, then, that such things cannot be produced by a pure market
system is fasfied by experience one hundredfold.

Apart from this, other difficulties arise when the public-private goods digtinction is used to decide what
to leave to the market and what not. What, for instance, if the production of so-caled public goods did not
have pogtive [p. 192] but negative consequences for other people, or if the consequences were positive for
some and negetive for others? What if the neighbor whose house was saved from burning by my fire brigade
had wished (perhaps be cause he was overinsured) that it had burned down, or my neighbors hate roses, or
my fellow travellers find the scent of my deodorant disgusting? In addition, changes in the technology car
change the character of a given good. For example, with the development of cable TV, agood that was
formerly (seemingly) public has become private. And changes in the laws of property—of the appropriation of
property—can have the very same effect of changing the public-private character of agood. The lighthouse,
for in stance, isa public good only insofar asthe seais publicly (not privately) owned. But if it were permitted
to acquire pieces of the ocean as private property, asit would bein apurely capitalist socid order, then asthe
ligh thouse only shines over alimited territory, it would clearly become possible to exclude nonpayers from the
enjoyment of its services.

Leaving this somewhat sketchy level of discusson and looking into the digtinction between private and
public goods more thoroughly, it turns out to be acompletely illusory digtinction. A clear-cut dichotomy



between private and public goods does not exist, and thisis essentidly why there can be so many
disagreements on how to classify given goods. All goods are more or less private or public and can—and
congtantly do—change with respect to their degree of privateness/publicness with peopl€ s changing values
and evauations, and with changesin the compostion of the population. They never fal, once and for dl, into
ether one or the other category. In order to recognize this, one must only recal what makes something a good.
For something to be agood it must be redized and treated as scarce by someone. Something is not &
good-as-such, that isto say, but goods are goods only in the eyes of the beholder. Nothing is a good without
at least one person subjectively evaluating it as such. But then, snce goods [p. 193] are never
goods—as-such—since no physico-chemica analyss can identify something as an economic good—there is
clearly no fixed, objective criterion for classfying goods as either private or public. They can never be private
or public goods as such. Their private or public character depends on how few or how many people consider
them to be goods, with the degree to which they are private or public changing as these eval uations change,
and ranging from one to infinity. Even seemingly completely private things like the interior of my apartment or
the color of my underwear thus can become public goods as soon as somebody e se starts caring about
them.10 And seemingly public goods, like the exterior of my house or the color of my overdls, can become
extremely private goods as soon as other people stop caring about them. Moreover, every good can change
its characteristics again and again; it can even turn from a public or private good to a public or private bad and
vice versa, depending solely on the changesin this caring or uncaring. However, if thisis o, no decisor
whatsoever can be based on the classification of goods as private or public.11 In fact, to do so it would not
only become necessary to ask virtudly every individua person with respect to every single good whether or
not he happened to care about it, positively or negatively and perhaps to what extent, in order to determine
who might profit from what and should hence participate in its financing. (And how could one know if they
were teling the truth?) 1t would aso become necessary to monitor dl changes in such evauations continualy,
with the result that no definite decision could ever be made regarding the production of anything, and as e
consequence of anonsensicd theory dl of uswould be long dead.12

But even if one wereto ignore dl these difficulties, and were willing to admit for the sake of argument
that the private-public good digtinction did hold water, even then the argument would not prove what it is
supposed to. It neither provides conclusive reasons why public goods—assuming that [p. 194] they exist ase
Separate category of goods—should be produced at al, nor why the state rather than private enterprises
should produce them. Thisiswheat the theory of public goods essentidly says, having introduced the
above-mentioned conceptua distinction: The positive effects of public goods for people who do not contribute
anything to their production or financing proves that these goods are desirable. But evidently, they would not
be produced, or at least not in sufficient quantity and qudity, in afree, competitive market, snce not al of
those who would profit from their production would also contribute financidly to make the productior
possible. So in order to produce these goods (which are evidently desirable, but would not be produced
otherwise), the state must jump in and assst in their production. This sort of reasoning, which can be found in
amost every textbook on economics (Nobel laureates not excluded!3) is completely fa lacious, and fallacious
on two counts.

For one thing, to come to the conclusion that the state has to provide public goods that otherwise
would not be produced, one must smuggle anorm into one's chain of reasoning. Otherwise, from the
satement that be cause of some speciad characterigtics of theirs certain goods would not be produced, one
could never reach the conclusion that these goods should be produced. But with anorm required to justify
their conclusion, the public goods theorigts clearly have left the bounds of economics as a positive, wertfrei
science. Instead they have transgressed into the field of morals or ethics, and hence one would expect to be
offered atheory of ethics as a cognitive disciplinein order for them to legitimately do what they are doing and



to judtifiably derive the conclusion that they actudly derive. But it can hardly be stressed enough that nowhere
in the public goods theory literature can there be found anything that even faintly resembles such a cognitive
theory of ethics.14 Thusit must be stated at the outset, that the public goods theorists are misusing whatever
prestige they might have as positive [p. 195] economists for pronouncements on matters on which, astheir
own writings indicate, they have no authority whatsoever. Perhaps, though, they have sumbled on something
correct by accident, without supporting it with an eaborate moral theory?. It becomes apparent that nothing
could be further from the truth as soon as one explicitly formulates the norm that would be needed to arrive a
the above-mentioned conclusion about the state’' s having to assist in the provision of public goods. The norr
required to reach the above concluson is this. whenever it can somehow be proven that the production of &
particular good or service has a postive effect on someone but would not be produced at dl, or would not be
produced in a definite quantity or qudity unless others participated in its financing, then the use of aggressive
violence againg these personsis dlowed, ether directly or indi rectly with the help of the state, and these
persons may be forced to share in the necessary financia burden. It does not need much comment to show
that chaos would result from implementing this rule, as it amounts to saying that everyone can aggress aganst
everyone €l se whenever hefedslikeit. Moreover, it should be sufficiently clear from the discussion of the
problem of the judtification of normative statements (Chapter 7) that this norm could never be justified as afar
norm. For to argue in that way and to seek agree ment for this argument must presuppose, contrary to what
the norm says, that everyone s integrity as a physicaly independent decision-making unit is assured.

But the public goods theory breaks down not just because of the faulty mora reasoning implied init.
Even the utilitarian, economic reasoning contained in the above argument is blatantly wrong. Asthe public
goods theory dtates, it might well be that it would be better to have the public goods than not to have them,
though it should not be forgotten that no a priori reason exigts that this must be so of necessity (which would
then end the public goods theorists' reasoning right here). For it is clearly possble, and [p. 196] indeed known
to be afact, that anarchigts exist who so greatly abhor state action that they would prefer not having the
so-cdled public goods at dl to having them provided by the state! 15 is In any case, even if the argument is
conceded so far, to legp from the statement that the public goods are desirable to the statement that they
should therefore be provided by the state is anything but conclusive, as this is by no means the choice with
which oneis confronted. Since money or other resources must be withdrawn from possible dternative usesto
finance the supposedly desirable public goods, the only relevant and appropriate question is whether or not
these dternative uses to which the money could be put (that is, the private goods which could have beer
acquired but now cannot be bought because the money is being spent on public goods instead) are more
va uable—more urgent—than the public goods. And the answer to this question is perfectly clear. In terms of
consumer evauations, however high its absolute level might be, the value of the public goods is relatively lower
than that of the competing private goods, because if one had |eft the choice to the consumers (and had not
forced one dternative upon them), they evidently would have preferred spending their money differently
(otherwise no force would have been necessary). This proves beyond any doubt that the resources used for
the provision of public goods are wasted, as they provide consumers with goods or serviceswhich at best are
only of secondary importance. In short, even if one assumed that public goods which can be distinguished
clearly from private goods existed, and even if it were granted that a given public good might be useful, public
goods would gill compete with private goods. And there is only one method for finding out whether or not
they are more urgently desired and to what extent, or, mutatis mutandis, if, and to what extent, their productior
would take place at the expense of the nonproduction or reduced production of more urgently needed private
goods. by having everything provided by freely competing private enterprises. Hence, contrary [p. 197] to the
conclusion arrived at by the public goods theorigts, logic forces one to accept the result that only a pure market
system can safeguard the rationdity, from the point of view of the consumers, of a decision to produce a public
good. And only under a pure capitalist order could it be ensured that the decision about how much of a public



good to produce (provided it should be produced at dl) is rationa aswell.16 No less than a semantic
revolution of truly Orwellian dimensions would be required to come up with a different result. Only if one were
willing to interpret sSomeone' s “no” asredly meaning “yes,” the “nonbuying of something” as meaning that it is
redly “preferred over that which the nonbuying person does instead of non-buying,” of “force’ redlly meaning
“freedom,” of “non-contracting” reglly meaning “making a contract” and so on, could the public goods
theorists' point be “proven.”17 But then, how could we be sure that they redly mean what they seem to mear
when they say what they say, and do not rather mean the exact opposite, or don’t mean anything with &
definite content &t dl, but are smply babbling? We could not! M. Rothbard is thus completdly right when he
comments on the endeavors of the public goods ideologues to prove the existence of so-called market failures
due to the nonproduction or a quantitatively or quditatively “deficient” production of public goods. He writes,
“. .. such aview completely misconceives the way in which economic science asserts that free-market actior
isever optimd. It is optima, not from the sandpoint of the persond ethica views of an economigt, but fromr
the standpoint of free, voluntary actions of dl participants and in satifying the freely expressed needs of the
consumers. Government interference, therefore, will necessarily and dways move away from such ar
optimum.”18

Indeed, the arguments supposedly proving market failures are nothing short of being patently absurd.
Stripped of their disguise of technica jargon al they proveisthis amarket is not perfect, asit is characterized
by [p. 198] the nonaggression principle imposed on conditions marked by scarcity, and so certain goods or
services which could only be produced and provided if aggression were dlowed will not be produced. True
enough. But no market theorist would ever dare deny this. Yet, and thisis decisive, this“imperfec tion” of the
market can be defended, mordly as well as economicaly, whereas the supposed “ perfections’ of markets
propagated by the public goods theorists cannot.19 It is true enough, too, that atermination of the Sate' s
current practice of providing public goods would imply some change in the exigting socid dructure and the
digtribution of wedth. And such areshuffling would certainly imply hardship for some people. As a matter of
fact, thisis precisely why there iswidespread public resstance to a policy of privatizing sate functions, ever
though in the long run overdl socid wedth would be enhanced by this very policy. Surdy, however, this fact
cannot be accepted as avaid argument demondtrating the failure of markets. If aman had been alowed to hit
other people on the head and is now not permitted to continue with this practice, heis certainly hurt. But one
would hardly accept that as avaid excuse for upholding the old (hitting) rules. He is harmed, but harming him
means subgtituting a socid order in which every consumer has an equa right to determine what and how muck
of anything is produced, for a system in which some consumers have the right to determine in what respect
other consumers are not alowed to buy voluntarily what they want with the means justly acquired by them and
at their disposal. And certainly, such a subgtitution would be preferable from the point of view of al consumers
as voluntary consumers.

By force of logica reasoning, then, one must accept Molinari’ s above-cited conclusion that for the
sake of consumers, dl goods and services be provided by markets.20 It is not only fase that dearly
distinguishable categories of goods exist, which would render specia amendments to the genera thesis of
capitalism’s economic superiority necessary; even if they [p. 199] did exist, no specid reason could be found
why these supposedly specid public goods should not aso be produced by private enterprises since they
invarigbly stand in competition with private goods. In fact, in spite of al the propaganda from the Sde of the
public goods theoridts, the greater efficien cy of markets as compared with the state has been realized with
respect to more and more of the aleged public goods. Confronted daily with ex perience, hardly anyone
serioudy studying these matters could deny that nowadays markets could produce postal services, railroads,
electricity, telephone, education, money, roads and so on more effectively, i.e., more to the liking of the
consumers, than the Sate. Y et people generdly shy away from accepting in one particular sector what logic



forces upon them: in the field of the production of security. Hence, the rest of this chapter will explain the
superior functioning of a capitalist economy in this particular area—a superiority whose logica case has
aready been made, but which shdl be rendered more persuasive once some empirica materia is added to the
andysisand it is studied as a problem in its own right.21

How would a systern of nonmonopolistic, competing producers of security work?. It should be clear
from the outset that in answering this question one is leaving the realm of purely logical anadlysis and hence the
answers must necessarily lack the certainty, the apodictic character of pronouncements on the vdidity of the
public goods theory. The problem faced is precisdy andogous to that of asking how a market would solve the
problem of hamburger production, especidly if up to this point hamburgers had been produced exclusively by
the state, and hence no one could draw on past experience. Only tentative answers could be formulated. No
one could possibly know the exact structure of the hamburger industry—how many competing companies
would come into existence, what importance this industry might have compared to others, what the
hamburgers would look like, how many different sorts of hamburgers would appear on the market [p. 200]
and perhaps disappear again because of alack of demand, and so on. No one could know dl of the
circumstances and the changes which would in fluence the very structure of the hamburger industry that would
take place over time—changes in demand of various consumer groups, changes in technology, changesin the
prices of various goods that affect the industry directly or indirectly, and so on. It must be stressed that dl this
isno dif ferent when it comesto the question of the private production of security. But this by no meansimplies
that nothing definitive can be said on the mat ter. Assuming certain generd conditions of demand for security
services which are known to be more or less redistic by looking at the world as it presently is, what can and
will be said is how different socia orders of security production, characterized by different structura
congtraints under which they have to operate, will respond differently.22 Let usfirst andyze the specifics of
monopoligtic, state-run security production, as at least in this case one can draw on ample evidence regarding
the vdidity of the con clusions reached, and then turn to comparing this with what could be ex pected if such a
system were replaced by a nonmonopolistic one.

Even if security is consdered to be a public good, in the dlocation of scarce resources it must compete
with other goods. What is spent on security can no longer be spent on other goods that aso might increase
consumer satisfaction. Moreover, security isnot asingle, homogeneous good, but rather conssts of numerous
components and aspects. There is not only prevention, detection, and enforcement but there is also security
from robbers, rapigts, polluters, natura disasters, and so on. Moreover, security isnot produced in a“lump,”
but can be supplied in margina units. In addition, different people attach different importance to security as e
whole and aso to different aspects of the whole thing, depending on their persona characteristics, their past
experiences with various factors of insecurity, and the time and place in which they happen to live.23 Now, and
[p. 201] here we return to the fundamental economic problem of alocating scarce resources to competing
uses, how can the state—an organization which is not financed exclusvely by voluntary contributions and the
sdes of its products, but rather partialy or even wholly by taxes—decide how much security to produce, how
much of each of its countless aspects, to whom and where to provide how much of what? The answer isthat it
has no rationa way to decide this question. From the point of view of the consumers its response to their
security demands must thus be considered arbitrary. Do we need one policeman and one judge, or 100,000 of
each? Should they be paid $100 a month, or $10,000? Should the policemen, however many we might have,
spend more time patrolling the streets, chasing robbers, recovering stolen loot, or spying on participantsin
victimless crimes such as prodtitution, drug use, or smuggling? And should the judges spend more time and
energy hearing divorce cases, traffic violations, cases of shoplifting, murder, or antitrust cases? Clearly, dl of
these questions must be answered somehow because aslong asthere is scarcity and we do not livein the
Garden of Eden, the time and money spent on one thing cannot be spent on another. The state must answer



these questions, too, but whatever it does, it does it without being subject to the profit-and-loss criterion.
Hence, its action is arbitrary and thus necessarily involves count less wasteful misallocations from the
consumer’ s viewpoint.24 |ndependent to alarge degree of consumer wants, the state-employed security
producers instead do, as everyone knows, what they like. They hang around instead of doing anything, and if
they do work they prefer doing what is easiest or work where they can wield power rather than serve
consumers. Police of ficers drive around alot in cars, hasde petty traffic violators, and spend huge amounts of
money investigating victimless crimes which alot of people (i.e., nonparticipants) do not like, but which few
would be willing to spoend their money on to fight, asthey are not immediately affected by it. Yet with[p. 202]
respect to the one thing that consumers want most urgently—the prevention of hard-core crime (i.e., crimes
with victims), the detection and effective punishment of hard-core criminds, the recovery of loot, and the
securement of compensation to victims of crimes from the aggressors—they are notorioudy inefficient, in spite
of ever higher budget dlocations.

Further, and here | return to the problem of alowered quality of output (with given alocations),
whatever state-employed police or judges happen to do (arbitrary asit must be), since their incomeis more or
less independent of the consumers eva uations of their respective services, they will tend to do poorly. Thus
one observes police arbitrariness and brutality and the downessin the judicia process. Moreover, it is
remarkable that neither the police nor the judicid system offers consumers anything even faintly resembling &
sarvice contract in which it islaid down in unambiguous terms what procedure the consumer can expect to be
st in motion in a specific Stuation. Rather, both operate in a contractua void which over time dlows them to
change their rules of procedure arbitrarily, and which explains the truly ridiculous fact that the settlement of
disputes between police and judges on the one hand and private citizens on the other is not assigned to ar
independent third party, but to another police or judge who shares employers with one party—the
government—in the dispute.

Third, anyone who has seen state-run police stations and courts, not to mention prisons, knows how
trueit isthat the factors of production used to provide us with such security are overused, badly maintained,
and filthy. There is no reason for them to satisfy the consumers who provide their in come. And if, in ar
exceptiond case, this happens not to be so, then it has only been possible a costs that are comparatively much
higher than those of any Smilar private business.25

Without a doubt, al of these problems inherent in a system of monopoligtic [p. 203] security
production would be solved relatively quickly once a given demand for security serviceswas met by 8
competitive market with its en tirdly different incentive structure for producers. Thisisnot to say that &
“perfect” solution to the problem of security would be found. There would still be robberies and murders, and
not al loot would be recovered nor al murderers caught. But in terms of consumer evauations the Stuatior
would improve to the extent that the nature of man would dlow this. Firdt, aslong asthereis a compstitive
system, i.e., aslong as the producers of security services depend on voluntary purchases, most of whict
probably take the form of service and insurance contracts agreed to in advance of any actua “occurrence’ of
insecurity or aggression, no producer could increase its in come without improving services or quaity of
product as perceived by the consumers. Furthermore, al security producers taken together could not bol ster
the importance of their particular industry unless, for whatever reason, consumers indeed started evauating
security more highly than other goods, thus ensuring that the production of security would never and nowhere
take place at the expense of the non- or reduced production of, let us say, cheese, as a competing private
good. In addition, the producers of security services would have to diversfy ther offerings to a consderable
degree because a highly diversfied demand for security products among millions and millions of consumers
exigs. Directly dependent on voluntary consumer support, they would immediately be hurt financidly if they



did not appropriately respond to the consumers' various wants or changes in wants. Thus, every consumer
would have a direct influence, dbeit small, on the output of goods appearing on or disgppearing from the
security market. Instead of offering a uniform “security packet” to everyone, asis characteristic of state
production policy, amultitude of service packages would appear on the market. They would be tailored to the
different security needs of different people, taking account of different occupations, different risk-taking [p.
204] behavior, different things to be protected and insured, and different geographical locations and time
congraints.

But that isfar from dl. Besides diversfication, the content and quality of the products would improve,
too. Not only would the treetment of con sumers by the employees of security enterprisesimprove
immediatdly, the | could careless’ attitude, the erbitrariness and even brutality, the negligence and tardiness of
the present police and judiciad systemswould ultimately disagppear. Since they then would be dependent or
voluntary consumer support, any matrestment, impoliteness, or ineptitude could cost them their jobs. Further,
the above-mentioned peculiarity—that the settle ment of digputes between aclient and his service provider is
invariably entrusted to the latter’ s judgment—would amost certainly disgppear from the books, and conflict
arbitration by independent parties would become the standard deal offered by producers of security. Most
importantly though, in order to attract and retain customers the producers of such services would have to offer
contractswhich would alow the consumer to know what he was buying and enable him to raise avdid,
intersubjectively ascertainable complaint if the actud performance of the security producer did not live up to its
obligations. And more specificdly, insofar asthey are not in dividualized service contracts where payment is
made by the customers for covering their own risks exclusively, but rather insurance contracts proper whick
involve pooling one' s own risks with those of other people, contrary to the present statist practice, these
contracts most certainly would no longer contain any deliberately built-in redistributive scheme favoring one
group of people at the expense of another. Otherwise, if anyone had the fedling that the contract offered to him
involved his paying for other peopl€' s peculiar needs and risks—factors of possible insecurity, that is, that he
did not perceive as gpplicable to his own case—he would Smply rgject Sgning it or discontinue his payments.
[p. 205]

Y et when dl thisis sad, the question will inevitably surface, “Wouldn't a competitive system of
security production sill necessarily result in per manent socia conflict, in chaos and anarchy?.” There are
severd points to be made regarding this aleged criticism. Firg, it should be noted that such an impressior
would by no means be in accordance with historical, empiri ca evidence. Systems of competing courts have
existed at various places, such asin ancient Irdland or at the time of the Hansestic league, before the arriva of
the modern nation state, and as far as we know they worked well.26 Judged by the then existent crime rate
(crime per capita), the private police in the Wild West (which incidentally was not as wild as some movies
ingnuate) was relatively more successful than today’ s state-supported police.27 And turning to contemporary
experience and examples, millions and millions of internationa contacts exist even now—contacts of trade and
travel—and it certainly seemsto be an exaggeration to say, for instance, that there is more fraud, more crime,
more breach of contract there than in domestic relations. And thisis o, it should be noted, without there being
one big monopolistic security producer and law-maker. Findly it is not to be forgotten that even now in a great
number of countries there are various private security producers aongsde to the state: private investigators,
Insurance detectives, and private arbitrators. Regarding their work, the impression seems to confirm the thes's
that they are more, not less, successful in resolving socid conflicts than their public counterparts.

However, this higtorica evidence is greetly subject to dispute, in par ticular regarding whether any
generd information can be derived from it. Y et there are systematic reasons, too, why the fear expressed in the
above criticism is not well-founded. Paradoxica asit may seem at firg, thisis be cause establishing &



competitive system of security producers implies erect ing an inditutionalized incentive structure to produce ar
order of law and law-enforcement that embodies the highest possible degree of consensus [p. 206] regarding
the question of conflict resolution, and hence will tend to generate less rather than more socid unrest and
conflict than under monaopolistic auspices! 28 In order to understand thisit is necessary to take a closer look at
the only typica Stuation that concerns the skeptic and alows him to believe in the superior virtue of &
monopoligtically organized order of security production. Thisis the Stuation when a conflict arises between A
and B, both are insured by different companies and the companies cannot come to an immediate agreement
regarding the vaidity of the conflicting clams brought forward by their respective clients. (No problem would
exig if such an agreement were reached, or if both clients were insured by one and the same company—at
least the problem then would not be different in any way from that emerging under a statist monopoly!)
Wouldn't such a Stuation dways result in an armed confrontation? Thisis highly unlikely. Firgt, any violent
battle between companies would be costly and risky, in particular if these companies had reached &
respectable size which would be important for them to have in order to appear as effective guarantors of
security to their progpective dlientsin the first place. More importantly though, under a competitive system witr
each company dependent on the continuation of voluntary consumer payments, any beattle would have to be
deliberately supported by each and every client of both companies. If there were only one person who
withdrew his payments because he was not convinced the battle was necessary in the particular conflict at
hand, there would be immediate economic pressure on the company to look for a peaceful solution to the
conflict.29 Hence, any competitive producer of security would be extremely cautious about his dedication to
engaging in violent measures in order to resolve conflicts. Ingtead, to the extent thet it is peaceful
conflict-resolution that consumers want, each and every security producer would go to greet lengths to provide
such measuresto its clients and to establish in advance, for everyone to know, to what arbitration process it
would be willing to submit [p. 207] itsdf and its clients in case of a disagreement over the eva uation of
conflicting daims. And as such a scheme could only gppear to the clients of different firmsto be redly working
if there were agreement among them regarding such arbitrational measures, a system of law governing relations
between companies which would be universally acceptable to the clients of dl of the competing security
producers would naturdly evolve. Moreover, the economic pressure to generate rules representing consensus
on how conflicts should be handled is even more far-reaching. Under a competitive system the independent
arbitrators who would be entrusted with the task of finding peaceful solutionsto conflicts would be dependent
on the continued support of the two disagreeing companies insofar as they could and would sdect different
judgesif either one of them were sufficiently dissatisfied with the outcome of their arbitration work. Thus, these
judges would be under pressure to find solutions to the problems handed over to them which, thistime not with
respect to the procedural aspects of law, but its content, would be acceptable to dl of the dlients of the firms
involved in agiven case asafar and just solution.30 Otherwise one or dl of the companies might lose some of
their customers, thus inducing those firms to turn to a different arbitrator the next time ttey were in need of
one.31

But wouldn’t it be possible under a competitive system for a security-producing firm to become ar
outlaw company—afirm, that is, which, sup ported by its own clients, started to aggress againgt others? There
is certainly no way to deny that this might be possible, though again it must be emphasized that here oneisin
the redlm of empirica socia science and no one could know such a thing with certainty. And yet the tacit
ingnuation thet the possbility of a security firm becoming an outlaw company would somehow indicate &
severe deficiency in the philosophy and economics of a pure capitdist socid order isfdlacious32 Frg, it
should be recalled that any socia system, a Satist-socidist order no less than a pure market [p. 208]
economy, is dependent for its continued existence on public opinion, and that a given state of public opinion at
al times delimits what can or cannot occur, or what is more or less likely to occur in a given society. The
current state of public opinion in West Germany, for instance, makesiit highly un likely or even impossible thet



adatig-sociaist system of the present-day Russian type could be imposed on the West German public. The
lack of public support for such a system would doom it to failure and makeit col lapse. And it would be ever
more unlikely that any such attempt to impose a Russan-type order could ever hope to succeed among
Americans, given American public opinion. Hence, in order to see the problem of outlaw companies correctly,
the above question should be phrased as follows: How likely isit that any such event would occur in agiver
society with its specific Sate of public opinion? Formulated in thisway, it is clear that the answer would have
to be different for different societies. For some, characterized by socidist ideas deeply entrenched in the
public, there would be a greater likelihood of the reemergence of aggressor companies, and for other societies
there would be amuch smaler chance of this hgppening. But then, would the prospect of a competitive systen
of security production in any given case be better or worse than that of the continuation of a Statist system? Let
uslook, for instance, at the present-day United States. Assume that by a legidative act the state had abolished
itsright to provide security with tax funds, and a competitive system of security production were intro duced.
Given the gate of public opinion, how likely would it then be that outlaw producers would spring up, and what
if they did? Evidently, the answer would depend on the reactions of the public to this changed Stuation. Thus,
thefirdt reply to those chalenging the idea of a private market for security would have to be: what about you?
What would your reaction be? Does your fear of outlaw companies mean that you would then go out and
engage in trade with a security producer that aggressed againgt other [p. 209] people and their property, and
would you continue supporting it if it did? Certainly the critic would be much muted by this counterattack. But
more important than thisis the systemétic chalenge implied in this persond counterattack. Evidently, the
described change in the situation would imply a change in the cost-benefit structure that everyone would face
once he had to make his decisons. Before the introduction of a competitive system of security production it
had been legd to participate in and support (Sate) aggression. Now such an activity would be anillega
activity. Hence, given one' s conscience, which makes each of one's own decisions appear more or less codlly,
I.e, more or lessin harmony with one's own principles of cor rect behavior, support for afirm engaging in the
exploitation of people un willing to ddiberately support its actions would be more costly now than before.
Given thisfact, it must be assumed that the number of people—among them even those who otherwise would
have readily lent their sup port to the state—who would now spend their money to support afirm committed
to honest business would rise, and would rise everywhere this socia experiment was tried. In contragt, the
number of people ill com mitted to a policy of exploitation, of gaining at the expense of others, would fall.
How drastic this effect would be would, of course, depend on the state of public opinion. In the example a
hand—the United States, where the natural theory of property is extremely widespread and accepted as a
private ethic, the libertarian philosophy being essentialy the ideology on which the country was founded and
that let it develop to the height it reached33—the above-mentioned effect would naturaly be particularly
pronounced. Ac cordingly, security-producing firms committed to the philosophy of protect ing and enforcing
libertarian law would attract the greatest bulk of public support and financid assstance. And while it may be
true that some people, and among them especidly those who had profited from the old order, might continue
their support of apolicy of aggression, it isvery unlikely that they [p. 210] would be sufficient in number ad
financid strength to succeed in doing so0. Rether, the likdy outcome would be that the honest companies would
develop the strength needed—a one or in a combined effort and supported in this effort by their own voluntary
customers—to check any such emergence of outlaw producers and destroy them wherever and whenever they
came into existence.34 And if againgt al odds the honest security producers should lose ther fight to retain &
free market in the production of security and an outlaw monopoly reemerged, one would Smply have a state

again.35

In any case, implementing a pure capitaist socia system with private producers of security—a systerr
permitting freedom of choice—would neces sarily be better than what one has now. Even if such an order
should then collapse because too many people were till committed to a policy of ag gresson againgt and



exploitation of others, mankind would at least have ex perienced a glorious interlude. And should this order
survive, which would seem to be the more likely outcome, it would be the beginning of a system of justice and
unheard-of economic prosperity. [p. 211]

Notes

Chapter 1

1. Toavoid any misunderstanding from the outset: the thesis presented here isthat any given society’ s
overdl wedth will be relatively increased, i.e., will grow more than it otherwise would, if the overall
degree of socialism is decreased and vice versa. The United States, for instance, would improve their
standards of living by adopting more capitalism (above the level that would be attained otherwise), and sc
would Germany, etc. It is a somewhat different task, though, to explain the relative position (as regards
overall wealth) of different societies at any given time because then, of course, the “ ceteris’ are no
longer necessarily “paribus,” while, of course, other things, in addition to an existing degree of socialism,
undoubtedly affect a society’s overall wealth. A given society’s history, for instance, has a tremendous
ef fect on its present wedlth. Every society isrich or poor not only because of present but also past
conditions; because of capital having been accumulated or destroyed in the past by our fathers and
forefathers. So it can easily happen that a society which is presently more capitalist can still be
significantly poorer than a more sociaist one. And the same, only seemingly paradoxical result car
emerge because societies can (and do) differ with respect to other formerly or presently operating
factors affecting the production of wealth. There can and do exist, for instance, differences in the work
ethic and/or in prevalent world-views and habits among societies and these can and do account for
divergencies (or smilarities) in the production of wealth of societies alike or different with respect to their
present degree of socialism. Thus, the most straightforward and best way to illustrate the vdidity of the
thesis that the degree of socidism isinversaly related to a society’ s wealth in any comparative socia
analysis, would be to compare societies which, except for differences in their degree of socialism, are
paribus with respect to their history and the present socio- psychological characteristics of their people,
or are a least very similar, like, for instance, West and East Germany: and here the predicted effect
indeed shows in the most dramatic way, as will be dedlt with in the following.

2. Incidentaly, “sociaism” in the United States is called “liberadism” and the socidigt, or socia democrat
there, who calls himself “liberal” would generaly detest being caled “socidist.”

3. Recdl the repeated pronouncements in the early days of Soviet-Russian communism, up to the days of
Khrushchev, that the capitalist world would soon be economically surpassed! [p. 212]

Chapter 2

1. Cf. D. Hume, A Treatise of Human Nature (ed. Selby-Bigge), Oxford, 1968, esp. 3, 2, p.484; and,
“Enquiry Concerning the Principles of Moras,” in: Hume, Enquiries (ed. Selby-Bigge), Oxford, 1970; cf.
aso: L. Robbins, Palitical Economy: Past and Present, London, 1977, esp. pp. 29-33.

2. Incidentdly, the normative character of the concept of property aso makes the sufficient precondition
for its emergence as a concept clear: Besides scarcity “rationality of agents’ must exit, i.e., the agents
must be capable of communicating, discussing, arguing, and in particular, they must be able to engage
in an argumentation of normative problems. If there were no such capability of communication,
normative concepts smply would not be of any use. We do nat, for instance, try to avoid clashes over the
use of a given scarce resource with, let us say, an elephant, by defining property rights, for we cannot
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argue with the elephant and hence arrive at an agreement on rights of ownership. The avoidance of
future clashes in such a case is exclusively atechnical (as opposed to a normative) problem.

It should be noted that a person cannot intentionally not act, as even the attempt not to act, i.e., one's
decision not to do anything and instead remain in some previously occupied position or state would itself
qualify as an action, thus rendering this statement aprioristically true, i.e., a statement that cannot be
challenged by experience, as anyone who would try to disprove it thereby would have to choose and put
his body willy-nilly to some specific use.

Cf. L. v. Mises, Human Action, Chicago, 1966, esp. part 1; M. N. Rothbard, Man, Economy and State,
Los Angeles, 1970; also: L. Robbins, Nature and Significance of Economic Science, London, 1935.

On the concept of cost cf. in particular, M. Buchanan, Cost and Choice, Chicago, 1969; L.SE. Essays
on Cost (ed. Buchanan and Thirlby), Indianapolis, 1981.

It is worth mentioning here that the vaidity of al of what follows, of course, in no way depends on the
correctness of the description of the natural position as “natural.” Even if someone would only be willing
to grant the so-called natural position the status of an arbitrary starting point, our [p. 213] andysis
assumes validity. Terms don’t matter; what counts is what the natura position redly is and implies as
such. The following analyses are concerned exclusively with this problem.

Note again that the term “aggression” is used here without evaluative connotations. Only later in this
treatise will | demonstrate that aggression as defined above is indeed morally indefensible. Names are
empty; what aone isimportant iswhat it realy isthat is called aggression.

When | discuss the problem of moral justification in Chapter 7, | will return to the importance of the
distinction just made of aggression as an invasion of the physical integrity of someone and, on the other
hand, an invasion of the integrity of someone’ s value system, which is not classified as aggression. Here
it suffices to notice that it is some sort of technical necessity for any theory of property (not just the
natural position described here) that the delimitation of the property rights of one person against those of
another be formulated in physical, objective, intersubjectively ascertainable terms. Otherwise it
would be impossible for an actor to determine ex ante if any particular action of his were an aggression
or not, and so the socia func tion of property norms (any property norms), i.e., to make a conflict—free
interaction possible, could not be fulfilled smply for technica reasons.

It is worth mentioning that the ownership right ssemming from production finds its natura limitation only
when, as in the case of children, the thing produced isitself another actor- producer. According to the
natural theory of property, a child, once born, is just as much the owner of his own body as anyone else.
Hence, not only can a child expect not to be physically aggressed against but as the owner of hisbody a
child has the right, in particular, to aandon his parents once he is physically able to run away from them
and say “no” to their possible attempts to recapture him. Parents only have specia rights regarding their
child—stemming from their unique status as the child’s producers—insofar as they (and no one else) can
rightfully claim to be the child’ s trustee as long as the child is physicaly unable to run away and say “no.”

On the disutility of work and waiting cf. the theory of time-preference as espoused by L. v. Mises,
Human Action, Chicago, 1966, chapters 5, 18, 21 ; the same, Socialism, Indianapolis, 1981, chapter 8;
M. N. Rothbard, Man, Economy and State, Los Angeles, 1970, chapters 6, 9; aso: E.v.
Boehm-Bawerk, Kapital und Kapitalzins. Positive Theory des Kapitals, Meisenheim, 1967; F. Fetter,
Capital, Interest and Rent, Kansas City, 1976.

On acritical assessment of the term “human capita,” in particular of the [p. 214] absurc
treatment that this concept has had at the hands of some Chicago-economists (notably G. Becker,
Human Capital, New York, 1975), cf. A. Rub-ner, The Three Sacred Cows of Economics, New Y ork,
1970.
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13.

On the theory of original appropriation cf. J. Locke, Two Treatises of Government (ed. Ladlett),
Cambridge, 1960, esp. 2, 5.

On the distinction, flowing naturally from the unique character of a person’s body as contrasted with al
other scarce goods, between “inalienable” and “alienable’ property titles cf. W. Evers, “Toward a
Reformation of aLaw of Contracts,” in: Journal of Libertarian Studies, 1977.

The superimposition of public on private law has tainted and compromised the latter to some extent
everywhere. Nonetheless, it is not difficult to disentangle existing private law systems and find what is
here called the natural position as congtituting its central el ements—a fact which once again underlines
the “naturalness’ of this property theory. Cf. aso Chapter 8, n. 13. [p. 215]

Chapter 3

On Marxism and its development cf. L. Kolakowski, Main Currents of Marxism, 3 vols,, Oxford, 1978;
W. Leonhard, Sovietideologie. Die politischen Lehren, Frankfurt/M., 1963.

When one speaks of socialism Russian style it is evident that one abstracts from the multitude of

concrete data which characterize any social system and with respect to which societies may differ.
Russian style socialism is what has been termed by M. Weber an “ideal type.” It “isarrived at through
the one-sided intensification of one or severa aspects and through integration into an immanently
consistent conceptua representation of a multiplicity of scattered and discrete individual phenomena’ (M.
Weber, Gesammelte Aufsaetze zur Wissenschaftslehre, Tuebingen, 1922, p.191). But to stress the
abdtract character of the concept by no means implies any deficiency in it. On the contrary, it is the very
purpose of constructing ideal types to bring out those features which the acting individuals themselves
regard as constituting relevant resemblances or differences in meaning, and to disregard those which
they themselves consider to be of little or no importance in understanding either one’s own or another
person’s actions. More specifically, describing Russian style socialism on the level of abstraction choser
here and developing a typology of various forms of sociaism later on should be understood as the attempt
to reconstruct those conceptua distinctions which people use to attach themsalves ideologicaly to various
political parties or socia movements, hence enabling an understanding of the ideological forcesthat in
fact shape present-day societies. On ideal types as prerequisites for historico-sociological research cf. L.
v. Mises, Epistemological Problems of Economics, New Y ork, 1981, esp. pp.75ff; the same, Human
Action, Chicago, 1966, esp. pp.59ff. On the methodology of “meaning reconstruction” of empirical socid
research cf. H. H. Hoppe, Kritik der kausalwis- senschaftlichen Sozialforschung, Opladen, 1983,
chapter 3, esp. pp.33ff.

For the following cf. in particular L. v. Mises, Socialism, Indianapolis, 1981.

Of course, this complete outlawing of private investment, as stated under (2) only applies strictly to a
fully sociaized economy. If next to a sociaized part of the economy a private part aso exists, then
private investment would only become curtailed and hampered to the degree to which the economy [p.
216] is socidized.

The related, crucia difference between capitalism and socialism is that under the former, the voluntary
actions of consumers ultimately determine the structure and process of production, wheress it is the
producer-caretakers who do so under socialism. Cf. in particular Chapter 9 below.

Writes Mises, “The essentid mark of sociadism isthat one will aone acts. It isimmaterial whose will it
is. The director may be anointed king or a dictator, ruling by virtue of his charisma, he may be a Fuehrer
or aboard of Fuehrers appointed by the vote of the people. The main thing is that the employment of dl
factors of production is directed by one agency only’ (L. v. Mises, Human Action, Chicago, 1966,
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p.695).

Cf. L. v. Mises, Socialism, Indianapolis, 1981, esp. part 2; dso Human Action, Chicago, 1966, esp.
Chapters 25, 26.

On the following cf. dso F. A. Hayek (ed.), Collectivist Economic Planning, London, 1935; Journal of
Libertarian Sudies 5, 1, 1981 (An Economic Critique of Socidism).

On the free market as the necessary prerequisite for economic calculation and rational resource
alocation cf. aso Chapters 9, 10 below.

Incidentaly, this proves that a sociaized economy will be even less productive than a dave economy. Ir
adave economy, which of course also suffers from arelatively lower incentive to work on the part of
the daves, the daveholder, who can sell the dave and capture his market value privately, would not have
acomparable interest in extracting from his dave an amount of work which reduces the dave' s value
below the value of his margina product. For a caretaker of labor no such disincentive exists. Cf. also G.
Reisman, Government Against the Economy, New Y ork, 1979.

Cf. H. H. Hoppe, Eigentum, Anarchie und Staat, Opladen, 1987, esp. Chapter 5, 3.2.

To be sure, Russiawas a poor country to begin with, with little accumulated capital to be drawn on and
consumed in an “emergency.” On the socio-economic history of Soviet Russia cf. B. Brutzkus,
Economic Planning [p. 217] in Soviet Russia, London, 1935; also, e.g., A. Nove, Economic History
of the USSR, Harmondsworth, 1969; dso S. Wellisz, The Economies of the Soviet Bloc, New Y ork,
1964.

On the economic system of the Soviet-dominated East bloc cf. T. Rakowska- Harmstone (ed).,
Communism in Eastern Europe, Bloomington, 1984; H. H. Hohmann, M. Kaser, and K. Thalheim
(eds.), The New Economic Systems of Eastern Europe, London, 1975; C.M. Cipolla(ed.), Economic
History of Europe. Contemporary Economies, vol 2, Glasgow, 1976.

On everyday lifein Russacf., eg., H. Smith, The Russians, New York, 1983; D.K. Willis, Klass. How
Russians Really Live, New York, 1985; S. Pgovich, Life in the Soviet Union, Ddlas, 1979; M. Miller,
Rise of the Russian Consumer, London, 1965.

Cf. L. Erhard, the initiator and mgjor political exponent of post-war economic policy, Prosperity through
Competition, New Y ork, 1958; and The Economics of Success, London, 1968. For theoreticians of the
German “soziade Marktwirtschaft” cf. W. Eucken, Grundsaetze der Wirtschaftspolitik, Hamburg,
1967; W. Roepke, A Humane Economy, Chicago, 1960; the same, Economics of a Free Society,
Chicago, 1963. For a critique of the West German economic policy as insufficiently capitalist and ridder
with inconsistencies which would lead to increasingly socidist interventions in the course of time cf. the
prophetic observations by L. v. Mises, Human Action, Chicago, 1966, p.723.

For comparative studies on the two Germanys cf. E. Jesse (ed.), BRD und DDR, Berlin, 1982; H. v.
Hamel (ed.), BRD-DDR. Die Wirtschaftssys-teme, Muenchen, 1983; dso K. Thalheim, Die
wirtschaftliche Entwicklung der beiden Staaten in Deutschland, Opladen, 1978.

An honest but naive empirically minded comparative study which illustrates that at bet,
economic statistics has very little to do with reality as perceived by acting personsis P. R. Gregory and
R.C. Stuart, Comparative Economic Systems, Boston, 1985, Chapter 13 (East and West Germany). For
avauable critique of economic gtatistics cf. O. Morgenstern, National Income Statistics. A Critique of
Macroeconomic Aggregation, San Francisco, 1979. For an even more fundamental criticism cf. L. v.
Mises, Theory of Money and Credit, Irvington, 1971, part |1, Chapter 5.

On lifein East Germany cf. E. Windmoeller and T. Hoepker, Leben in der DDR, Hamburg, 1976. [p.
218]
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Chapter 4

Cf. L. Kolakowski, Main Currents of Marxism, 3 vols., Oxford, 1978; a'so W. Leonhard,
Sovietideologie heute. Die politischen Lehren, Frankfurt/M., 1963.

Cf. note 16 below on the assessment of the somewhat different practice.

Cf. E. Bernstein, Die Voraussetzungen des Sozialismus und die Auf-gaben der Sozialdemokratie,
Bonn, 1975, as a mgor expositor of the refor-mist-revisionist course; K. Kautsky, Bernstein und das
sozialdemokr atische Programm, Bonn, 1976, as exponent of the Marxist orthodoxy.

On the idea of a*“market-socialism” cf. one of its leading representatives, O. Lange, “On the Economic
Theory of Socidism,” in M. |. Goldman (ed.), Comparative Economic Systems, New Y ork, 1971.

On the ideology of the German Socia Demoacrats cf. T. Meyer (ed.), Demokratischer Sozialismus,
Muenchen, 1980; G. Schwan (ed.), Demok-ratischer Sozialismus fuer Industriegeselischaften,
Frankfurt/M., 1979.

Indicators for the social-democratization of the socialist movement are the rise of the socidist party and
the corresponding decline of the orthodox communist party in France; the emergence of a
socia-democratic party as ariva to the more orthodox labour party in Great Britain; the moderation of
the communigtsin Italy as the only remaining powerful communist party in Western Europe toward an
increasingly socia-democratic policy; and the growth of the socidist-socia-democratic parties in Spain
and Portugal under Gonzales and Soares, both with close ties to the German SPD. Furthermore, the
socidist parties of Scandinavia, which traditionally had close ly followed the German path and which later
provided safe haven to a number of prominent socidists during the Nazi persecution (most notably W.
Brandt and B. Kreisky), have long given credence to the revisionist beliefs.

On the socia-democratic position regarding the North-South conflict cf. North- South: A Programme
for Survival, Independent Commission on International Development Issues (Chair: W. Brandt), 1980.
[p. 219]

Note again that this characterization of socia-democratic socialism has the status of an “ideal type” (cf.
Chapter 3, n. 2). It isnot to be taken as a description of the policy or ideology of any actual party.
Rather, it should be understood as the attempt to reconstruct what has become the essence of modern
sociad-democratic style socialism, underlying a much more diverse redlity of programs and policies of
various parties or movements of different names as the ideologically unifying core.

Onthefollowing cf. L. v. Mises, Socialism, Indianapolis, 1981, esp. part V; Human Action, Chicago,
1966, esp. part 6.

Cf. M. N. Rothbard, Power and Market, Kansas City, 1977.

In addition, it should not be overlooked that even if it led to increased work by those taxed, a higher
degree of taxation would in any case reduce the amount of leisure available to them and thereby reduce
their standard of living. Cf. M.N. Rothbard, Power and Market, Kansas City, 1977, pp.95f.

A fictiona account of the implementation of such a policy, supervised by “The unceasing vigilance of
agents of the United States Handicapper General” has been given by K. Vonnegut in “Harrison
Bergeron,” in: K. Von-negut, Welcome to the Monkey House, New Y ork, 1970.

On the phenomenon of politicalization cf. dso K. S. Templeton (ed.), The Politicalization of Society,
Indianagpolis, 1977.



14. On the concern of orthodox and social-democratic socialism for equality cf. S. Lukes, “Socialism and
Equdity,” in: L. Kolakowski and S. Hampshire (eds.), The Socialist Idea, New Y ork, 1974; aso B.
Williams, “The Idea of Equality,” in P. Ladett and W. G. Runciman (eds.), Philosophy, Politics, and
Society, 2nd series, Oxford, 1962.

For a critique of the socialist concept of equality cf. M. N. Rothbard, “Freedom, Inequality,
Primitivism and the Division of Labor,” in K. S. Templeton (ed.), The Politicalization of Society,
Indianapalis, 1977; and Egalitarianismas a Revolt Against Nature, (title essay), Washington, 1974; H.
Schoeck, Envy, New York, 1966; and 1st Leistung unanstaendig?, Osnabrueck, 1971; A. Flew, The
Politics of Procrustes, London, 1980; and Sociology, Equality and Education, New Y ork, 1976. [p.
220]

15. Traditiondly, this approach has been favored, at least in theory, by orthodox Marxist socialism—in line
with Marx’ famous dictum in his “Critique of the Gotha Programme,” (K. Marx, Selected Works, val. 2,
London, 1942, p.566), ‘from each according to his ability, to each according to his needs.” Economic
reality, however, has forced the Russian-style countries to make considerable concessions in practice.
Generadly speaking, an effort has indeed been made to equalize the (assumedly highly visible) monetary
income for various occupations, but in order to keep the economy going, considerable differencein
(assumedly less visible) nonmonetary rewards (such as specia privileges regarding travel, education,
housing, shopping, €tc.) have had to be introduced.

Surveying the literature, P. Gregory and R. Stuart (Comparative Economic Systems, Boston,
1985), date: “. . . earnings are more equally distributed in Eastern Europe, Y ugodavia and the Soviet
Union than in the United States. For the USSR, this appears to be ardatively new phenomenon, for as
late as 1957, Soviet earnings were more unequa than the United States.” However, in Soviet-style
countries “arelatively larger volume of resources. . . is provided on an extramarket bases . . .” (p.502).
In conclusion: “Income is distributed more unequaly in the capitalist countries in which the state plays a
relatively minor redistributiverole . . . (United States, Italy, Canada). Y et even where the state plays a
major redistributive role (United Kingdom, Sweden), the distribution of incomes appears to be dightly
more unequd than in the planned socialist countries (Hungary, Czechodovakia, Bulgaria). The Soviel
Union in 1966 appears to have a less egditarian distribution of income than its East Europear
counterparts’ (p.504). Cf. adso, F. Parkin, Class Inequality and Political Order, New York, 1971, esp.
Chapter 6.

16. This approach is traditionally most typical for socia-democratic sociaism. In recent years it has been
given much publicized support—from the side of the economics professon—by M. Friedman with his
proposal for a*“negative income tax” (Friedman, Capitalism and Freedom, Chicago, 1962, Chapter 12);
and by J. Rawls—from the philosophical side—with his*“difference principle’ (Rawls, A Theory of
Justice, Cambridge, 1971, pp. 60, 75ff, 83). Accordingly, both authors have received much attention from
socia-democratic party intellectuas. Generdly, Friedman was only found “guilty” of not wanting to set
the minimum income high enough—but then, he had no principled criterion for setting it at any specific
point anyway. Rawls, who wants to coerce the “most advantaged person” into letting the “least
advantaged oneg” share in his fortune whenever he happens to improve his own position, was at times
even found to have gone too far with his egditarianism. Cf. G. Schwan, Sozialismus in der
Demokratie. Theorie eine [p. 221] konsequent sozialdemokratischen Politik, Stuttgart, 1982, Chapter 3.
D.

17. A representative example of social-democratically inclined research on equality of opportunity, in
particular regarding education, is C. Jencks, and others, Inequality, London, 1973; the increasing
prominence of the idea of equalizing opportunity also explains the flood of sociologica studies on “quality
of life” and “socia indicators’ that has appeared since the late 1960s. Cf., for instance, A. Szalai and F.
Andrews (eds.), The Quality of Life, London, 1980.

18. Onthefollowing cf. dso R. Merklein, Griff in die eigene Tasche, Hamburg, 1980; and Die Deutschen
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werden aermer, Hamburg, 1982.

Cf. as arepresentative example, W. Zapf (ed.), Lebensbedingungen in der Bundesrepublik,
Frankfurt/M., 1978.

Cf. on this A. Alchian, “The Economic and Socia Impact of Free Tuition” in: A. Alchian, Economic
Forces at Work, Indiangpolis, 1977. [p. 222]

Chapter 5

On the following cf. in particular M. N. Rothbard's brilliant essay” Left and Right: The Prospects for
Liberty’ in the same, Egalitarianism as a Revolt Against Nature, Washington, 1974.

On the social structure of feudaism cf. M. Bloch, Feudal Society, Chicago, 1961; P. Anderson,
Passages from Antiquity to Feudalism, London, 1974; R. Hilton (ed.), The Transition from Feudalisir
to Capitalism, London, 1978.

Cf. H. Pirenne, Medieval Cities. Their Origins and the Revival of Trade, Princeton, 1974, Chapter 5,
esp. pp. 126ff; also cf. M. Tigar and M. Levy, Law and the Rise of Capitalism New York, 1977.

It isworth stressing that contrary to what various nationaist historians have taught, the reviva of trade
and industry was caused by the weakness of central states, by the essentialy anarchistic character of
the feuda system. Thisinsight has been emphasized by J. Baechler in The Origins of Capitalism New
York, 1976, esp. Chapter 7. He writes: “The constant expansion of the market, both in extensiveness and
in intensity, was the result of an absence of a political order extending over the whole of Western
Europe.” (p.73) “The expansion of capitalism owes its origin and raison d’ eetre to political anarchy . . . .
Collectivism and State management have only succeeded in school text-books (look, for example, at the
constantly favourable judgement they give to Colbertism).” (p.77) “All power tends toward the absolute.
If it is not absolute, this is because some kind of limitations have come into play . . . those in positions of
power at the centre ceaselesdy tried to erode these limitations. They never succeeded, and for a reason
that also seems to me to be tied to the international system: alimitation of power to act externally and the
constant threat of foreign assault (the two characteristics of a multi-polar system) imply that power is
aso limited internally and must rely on autonomous centres of decisionmaking and so may use them only
sparingly.” (p.78)

On the role of ecological and reproductive pressures for the emergence of capitaism cf. M.
Harris, Cannibals and Kings, New Y ork, 1978, Chapter 14. [p. 223]

Cf. on this the rather enthusiastic account given by H. Pirenne, Medieval Cities, Princeton, 1974,
pp.208ff.

On this codlition cf. H. Pirenne, Medieval Cities, Princeton, 1974. “The clear interest of the monarchy
was to support the adversaries of high feudalism. Naturaly, help was given whenever it was possible to
do so without becoming obligated to these middle classes who in arising against their lords fought, to al
intents and purposes, in the interests of roya prerogatives. To accept the king as arbitrator of their
quarrel was, for the parties in conflict, to recognize his sovereignty . . . It was impossible that royalty
should not take count of this and seize every chance to show its goodwill to the communes which,
without intending to do so, labored so usefully in its behaf” (p.179-80; cf. aso pp.227f).

Cf. P. Anderson, Lineages of Absolutism, London, 1974.
Cf. L. Tigar and M. Levy, Law and the Rise of Capitalism, New Y ork, 1977.

Cf. L. v. Mises, Liberalismus, Jena, 1929; also E. K. Bramsted and K. J. Melhuish (eds.), Western
Liberalism London, 1978.
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Cf. F. A. Hayek (ed.), Capitalism and the Historians, Chicago, 1963.

On the socia dynamics of capitalism as well as the resentment caused by it cf. D. Mc. C. Wright,
Democracy and Progress, New Y ork, 1948; and Capitalism New York, 1951.

In spite of their generally progressive attitude, the socialist Ieft is not entirely free of such conservative
glorifications of the feudd past, either. In their contempt for the “dienation” of the producer from his
product, which of courseis the normal consegquence of any market system based on division of labor,
they have frequently presented the economically self-sufficient feudal manor as a cozy, wholesome
socid model. Cf., for ingtance, K. Polanyi, The Great Transformation, New Y ork, 1944.

Cf. R. Nisbet, “Conservatism,” in: R. Nisbet and T. Bottomore, History of Sociological Analysis, New
York, 1978; dso G. K. Katenbrunner (ed.), Rekonstruktion des Konservatismus, Bern, 1978; on the
relationship between [p. 224] liberalism and conservatism cf. F. A. Hayek, The Constitution of Liberty,
Chicago, 1960 (Postscript).

On the inconsistencies of liberalism cf. Chapter 10, n. 21.

Normally, peoples attitudes toward change are ambivalent: on the one hand, in their role as consumers
people see change as a positive phenomenon since it brings about a greater variety of choice. On the
other hand, in their role as producers people tend to embrace the idedl of stability, as thiswould save
them from the need to continually adapt their productive efforts to changed circumstances. It is, then,
largely in their capacity as producers that people lend support to the various socidist stabilization
schemes and promises, only to thereby harm themselves as consumers. Writes D. Mc. C. Wright in
Democracy and Progress, New Y ork, 1948, p.81: “From freedom and science came rapid growth and
change. From rapid growth and change came insecurity. From insecurity came demands which ended
growth and change. Ending growth and change ended science and freedom.”

On liberaism, its decline, and the rise of socialism cf. A. V. Dicey, Lectures on the Relation Between
Law and Public Opinion in England during the Nineteenth Century, London, 1914; W. H. Greenlesf,
The British Political Tradition, 2 vols,, London, 1983.

| might again mention that the characterization of conservatism, too, has the status of an ideal-type (cf.
Chapter 3, n. 2; Chapter 4, n. 8). It is the attempt to reconstruct those ideas which people either
consciously or unconsciously accept or reject in attaching or detaching themselves to or from certain
socid policies or movements.

The idea of a conservative policy as described here and in the following can also be said to be a
fair reconstruction of the underlying, unifying ideologica force of what isindeed labeled “ conservative’ in
Europe. However, the term “conservative’ is used differently in the United States. Here, quite
frequently, everyone who is not a left-liberal-(social)-democrat is labeled a conservative. As comparec
with this terminology, our usage of the term conservative is much narrower, but also much morein line
with ideological redlity. Labeling everything that is not “liberal” (in the American sense) “conservative’
glosses over the fundamental ideologica differences that—despite some partial agreement regarding
their opposition to “liberalism”—exist in the United States between libertarians, as advocates of a pure
[p. 225] capitalist order based on the natural theory of property, and conservatives proper, who, from W.
Buckley to . Kristol, nominaly hail the ingtitution of private property, only to disregard private owners
rights whenever it is deemed necessary in order to protect established economic and political powers
from eroding in the process of peaceful competition. And in the field of foreign affairs they exhibit the
same disrespect for private property rights through their advocacy of a policy of aggressive
interventionism. On the polar difference between libertarianism and conservatism cf. G. W. Carey (ed.),
Freedom and Virtue. The Conservative/Libertarian Debate, Lanham, 1984.

D. Mc. C. Wright (Capitalism New York, 1951, p.198) correctly describes that both—Ieft-liberalism, or



19.

20.
21

23.

24,
25.

26.
27.
28.
20.

rather social democracy, and conservatism—imply a partial expropriation of producers/contractors. He
then misinterprets the difference, though, when he sees it as a disagreement over the question of how far
this expropriation should go. In fact, there is disagreement about this among socia-democrats and
conservatives. Both groups have their “radicals’ and “moderates.” What makes them social-demaocrats
or conservatives is a different idea about which groups are to be favored at the expense of others.

Note the interesting relationship between our sociological typology of socidist policies and the logical
typology of market interventions as developed by M. N. Rothbard. Rothbard (Power and Market,
Kansas City, 1977, pp. 10ff) distinguishes between “autistic intervention” where ‘the intervener may
command an individual subject to do or not to do certain things when these actions directly involve the
individua’ s person or property a/one . . . (i.e.) when exchange is not involved”; “binary intervention”
where ‘the intervener may enforce a coerced exchange between the individua subject and himself’; and
‘triangular intervention” where ‘the intervener may either compel or prohibit an exchange between a
pair of subjects’ (p. 10). In terms of this distinction, the characteristic mark of conservatism then isiits
preference for “triangular intervention”—and as will be seen later in this Chapter, “autistic intervention”
insofar as autistic actions also have natural repercussions on the pattern of inter-individual
exchanges—for such interventions are uniquely suited, in accordance with the socia psychology of
conservatism, to helping “freeze’ agiven pattern of social exchanges. As compared with this, egalitarian
socidism, in line with its described “ progressive” psychology, exhibits a preference for” binary
interventions® (taxation). Note, however, that the actua policies of socialist and social-democratic parties
do not aways coincide precisaly with our ideal-typica description of sociaism social-democratic style.
While they generdly do, the socidist parties—most [p. 226] notably under the influence of labor
unions—have also adopted typically conservative policies to a certain extent and are by no means totaly
opposed to any form of triangular intervention.

Cf. on the following M. N. Rothbard, Power and Market, Kansas City, 1977, pp.24ff.

While in order to stabilize socia positions, price-freezing is needed and price- freezing can result in
maximum or minimum prices, conservatives distinctly favor minimum price controls to the extent that it is
commonly considered even more urgent that one’s absolute—rather than one' s relative—wesalth position
be prevented from eroding.

To be sure, conservatives are by no means aways actually willing to go quite as far. But they recurringly
do so—the last time in the United States being during the Nixon presidency. Moreover, conservatives
have aways exhibited a more or less open admiration for the great unifying socia spirit brought about by
awar-economy which is typicaly characterized precisely by full-scale price controls.

Cf. G. Reisman, Government Against the Economy, New Y ork, 1979. For an apologetic treatment of
price-controls cf. J. K. Galbraith, A Theory of Price Control, Cambridge, 1952.

G. Reisman, Government Against the Economy, New Y ork, 1979, p.141.

On the palitics and economics of regulation cf. G. Stigler, The Citizen and the State. Essays on
Regulation, Chicago, 1975; M. N. Rothbard, Power and Mar ket, Kansas City, 1977, Chapter 3.3; on
licenses cf. dso M. Friedman, Capitalism and Freedom, Chicago, 1962, Chapter 9.

Cf. dso B. Badie and P. Birnbaum, The Sociology of the State, Chicago, 1983, ep. pp.107f.
Cf. on this R. Radosh and M. N. Rothbard (eds.), A New History of Leviathan, New Y ork, 1972.
Cf. Badie and Birnbaum, The Sociology of the State, Chicago, 1983. [p. 227]

Cf. L. v. Mises, Omnipotent Government, New Haven, 1944; F. A. Hayek, The Road to Serfdom,
Chicago, 1956; W. Hock, Deutscher Antikapitalismus, Frankfurt/M, 1960.
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Cf. one of the foremost representatives of the German “Historical School,” the “Kathedersoziais and
nazigpologist: W. Sombart, Deutscher Sozialimus, Berlin, 1934.

Cf. W. Fischer, Die Wirtschaftspolitik Deutschlands 1918-45, Hannover, 1961; W. Treue,
Wirtschaftsgeschichte der Neuzeit, vol. 2, Stuttgart, 1973; R. A. Brady, “Modernized Camerdismin
the Third Reich: The Case of the Nationa Industry Group,” in: M. |. Goldman (ed.), Compar ative
Economic Systems, New Y ork, 1971.

The average gross income of employed personsin Germany in 1938 (last figure available) was (in
absolute terms, i.e., not taking inflation into account!) still lower than that of 1927. Hitler then started the
war and resources were increasingly shifted from civilian to non-civilian uses, so that it can safely be
assumed that the standard of living decreased even further and more drastically from 1939 on. Cf.
Statistisches Jahrbuch fuer die BRD, 1960, p.542; cf. also V. Trivanovitch, Economic Devel opment
of Germany Under National Socialism New York, 1937, p.44. [p. 228]

Chapter 6

Of. on the classicd positivigt position A.J. Ayer, Language, Truth and Logic, New York, 1950; on
critical rationalism K. R. Popper, Logic of Scientific Discovery, London, 1959; Conjectures and
Refutations, London, 1969; and Objective Knowledge, Oxford, 1973; on representative statements of
empiricism-positivism as the appropriate methodology of economics cf. e.g. M. Blaug, The Methodology
of Economics, Cambridge, 1980; T. W. Hutchinson, The Significance and Basic Postulates of
Economic Theory, London, 1938; and Positive Economics and Policy Objectives, London, 1964; and
Politics and Philosophy of Economics, New York, 1981; dso M. Friedman, “The Methodology of
Positive Economics,” in: M. Friedman, Essays in Positive Economics, Chicago, 1953; H. Albert,
Marktsoziol ogie und Entscheidungslogik, Neuwied, 1967.

On piecemedl socia engineering cf. K. R. Popper, The Poverty of His-toricism, London, 1957.
Cf. G. Luehrs (ed.), Kritischer Rationalismus und Sozialdemokratie, 2 vols., Bonn, 1975-76.
On thefollowing cf. M. Hollisand E. Ndll, Rational Economic Man, Cambridge, 1975, pp.3ff.

Cf. D. Hume, A Treatise of Human Nature and Enquiry Concerning Human Understanding, in:
Selby-Bigge (ed.), Hume's Enquiries, Oxford, 1970; aso H. H. Hoppe, Handeln und Erkennen, Bern,
1976.

Cf. I. Lakatos, “Fasification and the Methodology of Scientific Research Programmes,” in: Lakatos and
Musgrave (eds.), Criticism and the Growth of Knowledge, Cambridge, 1970.

All of this has been brought home to Popperianism, mainly by T. S. Kuhn, The Structure of Scientific
Revolutions, Chicago, 1964; and it was then P. Feyerabend who drew the most radical conclusion: to
throw out science's claim to rationality atogether, and to embrace nihilism under the banner “everything
goes’ (P. Feyerabend, Against Method, London, 1978; and Science in a Free Society, London, 1978).
For a critique of this unfounded [p. 229] conclusion cf. note 20 below.

Cf. on thisand the following A. Pap, Semantics and Necessary Truth, New Haven, 1958; M. Hollis and
E. Ndl, Rational Economic Man, Cambridge, 1975; B. Blanshard, Reason and Analysis, La Sdle,
1964.

Cf. on thisW. Kamlah and P. Lorenzen, Logische Propaedeutik, Mann-heim, 1967.

Cf. L. v. Mises, The Ultimate Foundation of Economic Science, Kansas City, 1978, p.5: “ The essence
of logical positivism is to deny the cognitive value of a priori knowledge by pointing out that al a priori
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propositions are merely andytic. They do not provide new information, but are merely verba or
tautologica . . . Only experience can lead to synthetic propositions. There is an obvious objection against
this doctrine, viz., that this proposition isin itself a—as the present writer thinks, false—synthetic a priori
proposition, for it can manifestly not be established by experience.”

M. Hollis and E. Néll remark: “Since every significant statement is, for a positivit, anadytic or synthetic
and none is both, we can ask for a classification . . . . We know of no positivist who has tried to produce
empirica evidence for statements of (the sort in question). Nor can we see how to do so, unless by
arguing that thisis a matter of fact how people use terms. . . which would prompt us to ask smply ‘So
what'?” (M. Hollisand E. Nell, Rational Economic Man, Cambridge, 1975, p. 110).

Cf. onthisH. H. Hoppe, Kritik der kausalwissenschaftlichen Sozial-forschung, Opladen, 1983; and
“Is Research Based on Causal Scientific Principles Possible in the Socid Sciences,” in Ratio, XXV, 1,
1983.

Cf. 1. Kant, Kritik der reinen Vernunft, in Kant, Werke (ed. Weischede!), Wiesbaden, 1956, val. II,
p.45.

This, of course, is a Kantian idea, expressed in Kant’s dictum that “reason can only understand what it
has itself produced according to its own design” (Kritik der reinen Vernunft, in: Kant, Wer ke (ed.
Weischedd ), Wiesbaden, 1956, vol. 11, p.23).

Cf. on this P. Lorenzen, “Wieist Objektivitaet in der Physik moeglich”; [p. 230] “Das
Begruendungsproblem der Geometrie als Wissenschaft der raeum-lichen Ordnung,” in: Methodisches
Denken, Frankfurt/M., 1968; and Normative Logic and Ethics, Mannheim, 1969; F. Kambartel,
Erfahrung und Struktur, Frankfurt/M., 1968, Kap. 3; also H. Dingier, Die Ergreifung des Wirklichen,
Muenchen, 1955; P. Janich, Protophysik der Zeit, Mannheim, 1969.

On the problem of redl vs. conventiona or stipulated definitions cf. M. Hollisand E. Nell, Rational
Economic Man, Cambridge, 1975, pp.177ff. “Honest definitions are, from an empiricist point of view, of
two sorts, lexical and stipulative.” (p.177) But “when it comes to judtifying (this) view, we are
presumably being offered a definition of “definition’. Whichever category of definition the definition . . .
falsin, we need not accept it as of any epistemologica worth. Indeed, it would not be even a possble
epistemological thess, unless it were neither lexical nor stipulative. The view is both inconvenient and
sef-refuting. A contrary opinion with along pedigree is that there are ‘real’ definitions, which capture
the essence of the thing defined” (p.178); cf. also B. Blanshard, Reason and Analysis, La Sdle, 1964,
pp.268f.

Cf. A. v. Mdsen, Philosophy of Nature, Pittsburgh, 1953, esp. Chapters 1,4.

Cf. dso H. H. Hoppe. Kritik der kausalwissenschaftlichen Sozial-for schung, Opladen, 1983; and “I<
Research Based on Causa Scientific Principles Possible in the Social Sciences’ in Ratio XXV, 1, 1983.
Here the argument is summed up thus (p.37): “(1) | and—as possible opponents in an argument—other
people are able to learn. (This statement cannot be challenged without implicitly admitting that it is
correct. Above dl, it must be assumed by anyone undertaking research into causes. To this extent,
proposition (1) isvaid apriori.) (2) If it is possible to learn, one cannot know at any given time what one
will know at any later time and how one will act on the basis of this knowledge. (If one did know at any
given time what one will come to know at some later time, it would be impossible ever to learr
anything—hbut see proposition (1) on this point.) (3) The assertion that it is possible to predict the future
state of one's own and/or another’ s knowledge and the corresponding actions manifesting that
knowledge (i.e. find the variables which can be interpreted as the causes) involves a contradiction. If the
subject of a given state of knowledge or of an intentional act can learn, then there are no causes for this;
however, if there are causes, then the subject cannot learn—but see again proposition (1).” [p. 231]
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M. Singer, Generalization in Ethics, London, 1863; P. Lorenzen, Normative Logic and Ethics,
Mannheim, 1969; S. Toulmin, The Place of Reason in Ethics, Cambridge, 1970; F. Kambartel (ed.),
Praktische Philosophie und konstr uktive Wissenschaftstheorie, Frankfurt/M, 1974; A. Gewirth,
Reason and Morality, Chicago, 1978.

Causdlity, then, is not a contingent feature of physical redlity, but rather a category of action, and as such,
alogically necessary trait of the physica world. This fact explains why in spite of the possibility explained
above of immunizing any hypothesis against possible refutations by postulating ever new uncontrollec
variables, no nihilistic consequences regarding the undertaking of causal scientific research follow (cf.
note 7 above). For if it is understood that natural science is not a contemplative enterprise but ultimately
an instrument of action (cf. on thisaso J. Habermas, Knowledge and Human Interests, Boston, 1971,
esp. Chapter 6), then neither the fact that hypotheses can be immunized nor that a selection between
rival theories may not always seem possible (because theories are, admittedly, under- determined by
data) ever affects the permanent existence of the rationality criterion of “instrumental success.” Neither
immunizing hypotheses nor referring to paradigmatic differences makes anyone less subject to this
criterion in whose light every theory ultimately proves commensurable. It is the inexorability of the
rationality criterion of instrumental success which explains why—not withstanding Kuhn, Feyerabend et
al.—the development of the natural sciences could bring about an ultimately undeniable, constant
technological progress.

On the other hand, in the field of human action, where, as has been demonstrated above, no
causal scientific research is possible, where predictive knowledge can never attain the status of
empirically testable scientific hypotheses but rather only that of informed, not-systematically teachable
foresight, and where in principle the criterion of instrumental success is thus inapplicable, the spectre of
nihilism would seem indeed to be redl, if one were to take the empiricist methodological prescriptions
seriously. However, not only are these prescriptions ingpplicable to the socia sciences as empirical
sciences (cf. on thisH. H. Hoppe, Kritik der kausalwissenschaftlichen Sozialforschung, Opladen,
1983, esp. Chapter 2); as | show here, contrary to the empiricist doctrine according to which everything
must be tried out before its outcome can be known, a priori knowledge regarding action exists, and
gpodictically true predictions regarding the social world can be made based on this a priori knowledge. It
isthis, then, that proves al nihilistic temptations unfounded. [p. 232]

Cf. dso, H. H. Hoppe, Handeln und Erkennen, Bern, 1976, pp.62f.

Cf. dso L. v. Mises, Human Action, Chicago, 1966; Epistemological Problems of Economics, New
York, 1981; and The Ultimate Foundation of Economic Science, Kansas City, 1978.

The gprioristic character of the concept of action—i.e., the impossibility of disproving the proposition that
man acts and acting involves the categories explained above, because even the attempt to disprove it
would itself be an action—has its complement in the field of epistemology, in the law of contradiction and
the unthinkability of its denial. Regarding this law B. Blanshard writes. “To deny the law means to say
that it isfalse rather than true, that its being false excludes its being true. But thisis the very thing that is
supposedly denied. One cannot deny the law of contradiction without presupposing its validity in the act
of denying it” (B. Blanshard, Reason and Analysis, La Salle, 1964, p.276).

Infact, asL v. Misesindicates, the law of contradiction isimplied in the epistemologically more
fundamental “axioms of action.” (L v. Mises, The Ultimate Foundation of Economic Science, Kansas
City, 1978, p.35). On the relation between praxeology and epistemology cf. also Chapter 7, n. 5.

On the effects of minimum wages cf. also Y. Brozen and M. Friedman, The Minimum Wage: Who
Pays?, Washington, 1966.

On the effects of rent control cf. aso C. Baird, Rent Control: The Perennial Folly, San Francisco,
1980; F. A. Hayek et a., Rent Control: A Popular Paradox, Vancouver, 1975.
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Cf. dso L. v. Mises, A Critique of Interventionism, New Rochelle, 1977. [p. 233]

Chapter 7

For such aposition cf. A. J. Ayer, Language, Truth and Logic, New Y ork, 1950.

On the emoativigt position cf. C. L. Stevenson, Facts and Values, New Haven, 1963; and Ethics
and Language, London, 1945; cf. dso the instructive discussion by G. Harman, The Nature of
Morality, New York, 1977; the classical exposition of the idea that “reason is and can be no more than
the dave of the passions’ isto be found in D. Hume, Treatise on Human Nature, (ed. Selby-Bigge),
Oxford, 1970.

Cf. also Chapter 6 above.

For various “ cognitivist” approaches toward ethics cf. K. Baier, The Moral Point of View, Ithaca, 1958;
M. Singer, Generalization in Ethics, London, 1863; P. Lorenzen, Normative Logic and Ethics,
Mannheim, 1969; S. Toul-min, The Place of Reason in Ethics, Cambridge, 1970; F. Kambartel (ed.),
Praktische Philosophie und konstr uktive Wissenschaftstheorie, Frankfurt/M., 1974; A. Gewirth,
Reason and Morality, Chicago, 1978.

Another cognitivist tradition is represented by various “natura rights’ theorists. Cf. J. Wild,
Plato’s Modern Enemies and the Theory of Natural Law, Chicago, 1953; H. Vesatch, Rational Man.
A Modern Interpretation of Aristotelian Ethics, Bloomington, 1962; and For An Ontology of Morals.
A Critique of Contemporary Ethical Theory, Evanston, 1968; and Human Rights. Fact or Fancy?,
Baton Rouge, 1985; L. Strauss, Natural Right and History, Chicago, 1970.

Cf. K. O. Apdl, Transformation der Philosophie, Vol. 2, Frankfurt/M, 1973, in particular the essay
“Das Apriori der Kommunikationsgemeinschaft und die Grundlagen der Ethilk”; also J. Habermas,
“Wahrheitstheorien,” in: H. Fahrenbach (ed.), Wirklichkeit und Reflexion, Pfullingen, 1974; Theorie
des kommunikativen Handelns, Vol. 1, Frankfurt/M, 1981, pp.44ff; and Moralbewusstsein und
kommunikatives Handeln, Frankfurt/M., 1983.

Note the structural resemblance of the “apriori of argumentation” to the “apriori of action,” i.e.,
the fact, as explained in Chapter 6 above, that there is no way of disproving the statement that everyone
knows what it meansto act, since the attempt to disprove this statement would presuppose one’ s
knowledge of how to perform certain activities. Indeed, the indisputability of the knowledge of the
meaning of validity claims and action are intimately related. On the one hand, actions are more
fundamental than argumentation [p. 234] with whose existence the idea of validity emerges, as
argumentation is clearly only a subclass of action. On the other hand, to say what has just been said
about action and argumentation and their relation to each other aready requires argumentation and so in
this sense—epistemol ogically, that is—argumentation must be considered to be more fundamental thar
nonargumentative action. But then, asit is epistemol ogy, too, which reveds the insight that although it
might not be known to be so prior to any argumentation, in fact the development of argumentation
presupposes action in that validity claims can only be explicitly discussed in an argument if the persons
doing so dready know what it means to have knowledge implied in actions; both, the meaning of action in
general and argumentation in particular, must ke thought of as logically necessary interwoven strands of
apriori knowledge.

Methodologically, our approach exhibits a close resemblance to what A. Gewirth has described as the
“diadectically necessary method” (Reason and Morality, Chicago, 1978, p.42-47)—amethod of a priori
reasoning modeled after the Kantian idea of transcendental deductions. Unfortunately, though, in his
important study Gewirth chooses the wrong starting point for his analyses. He attempts to derive an
ethical system not from the concept of argumentation, but from that of action. However, this surely
cannot work, because from the correctly stated fact that in action an agent must, by necessity,



presuppose the existence of certain values or goods, it does not follow that such goods then are
universalizable and should thus be respected by others as the agent’ s goods by right. (On the requirement
of normative statements to be universdizable cf. the following discussion in the text.) Rather, the idea of
truth, or regarding morals, of universalizable rights or goods only emerges with argumentation as a specia
subclass of actions but not with action as such, asis clearly reveded by the fact that Gewirth, too, is not
engaged smply in action, but more specificaly in argumentation when he tries to convince us of the
necessary truth of his ethical system. However, with argumentation recognized as the one and only
appropriate starting point for the diaecticaly necessary method, a capitaist (i.e., non-Gewirthian) ethic
follows, as will be seen. On the faultiness of Gewirth’s attempt to derive universalizable rights from the
notion of action cf. aso the perceptive remarks by M. MacIntyre, After Virtue, Notre Dame, 1981,
pp.6465; J. Habermas, Moralbewusstsein und kommunikatives Handeln, Frankfurt/M., 1983,
pp.110-111; and H. Veatch, Human Rights, Baton Rouge, 1985, pp. 159-160.

7. Therelationship between our approach and a “natural rights’ approach can now be described in some
detail, too. The natural law or natural rights [p. 235] tradition of philosophic thought holds that universally
valid norms can be discerned by means of reason as grounded in the very nature of man. It has been a
common quarrel with this position, even on the part of sympathetic readers, that the concept of human
nature is far “too diffuse and varied to provide a determinate set of contents of natural law” (A. Gewirth,
“Law, Action, and Mordity” in: Georgetown Symposium on Ethics. Essays in Honor of H. Veatch
(ed. R. Porreco), New York, 1984, p.73). Furthermore, its description of rationality is equally ambiguous
in that it does not seem to distinguish between the role of reason in establishing empirical laws of nature
on the one hand, and normative laws of human conduct on the other. (Cf., for instance, the discussion in
H. Veatch, Human Rights, Baton Rouge, 1985, p.62-67.)

In recognizing the narrower concept of argumentation (instead of the wider one of human
nature) as the necessary starting point in deriving an ethic, and in assigning to moral reasoning the status
of apriori reasoning, clearly to be distinguished from the role of reason performed in empirical research,
our approach not only claims to avoid these difficulties from the outset, but claims thereby to be at once
more straightforward and rigorous. Still, to thus dissociate mysalf from the natural rights tradition is not to
say that | could not agree with its critical assessment of most of contemporary ethical theory; indeed | do
agree with H. Veatch’s complementary refutation of al desire (teleologicd, utilitarian) ethics aswell as
all duty (deontological) ethics (see Human Rights, Baton Rouge, 1985, Chapter 1). Nor do | claim that it
isimpossible to interpret my approach asfaling in a*“rightly conceived”’ natura rights tradition after al.
What | claim, though, is that the following approach is clearly out of line with what the natura rights
approach has ac tualy come to be, and that it owes nothing to this tradition as it stands.

8. The universdization principle figures prominently indeed among &l cognitivist approaches to moras. For
the classica exposition cf. |. Kant, “ Grundlegung zur Metaphysik der Sitten” and “Kritik der praktischer
Vernunft” in: Kant, Wer ke (ed. Weischede), val. 1V, Wiesbaden, 1956.

9. It might be noted here that only because scarcity existsis there even a problem of formulating moral
laws; insofar as goods are superabundant (“free” goods) no conflict over the use of goods is possible and
no action-coordination is needed. Hence, it follows that any ethic, correctly conceived, must be
formulated as a theory of property, i.e., atheory of the assignment of rights of exclusive control over
scarce means. Because only then does it become possible to avoid otherwise inescapable and
unresolvable conflict. Unfortunately, moral philosophers, in their widespread ig norance of economics,
have hardly ever seen this clearly enough. Rather, [p. 236] like H. Veatch (Human Rights, Baton
Rouge, 1985, p. 170), for instance, they seem to think that they can do without a precise definition of
property and property rights only to then necessarily wind up in a sea of vagueness and ad-hoceries. Or
human rights as property rights cf. also M. N. Rothbard, The Ethics of Liberty, Atlantic Highlands, 1982,
Chapter 15.

10. Cf. J. Locke, Two Treatises on Government (ed. P. Ladett), Cambridge, 1970, esp. 2, 5.
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On the nonaggression principle and the principle of original appropriation cf. also M. N. Rothbard, For A
New Liberty, New York, 1978, Chapter 2; and The Ethics of Liberty, Atlantic Highlands, 1982,
Chapters 6-8.

This, for instance, is the position taken by J. J. Rousseau, when he asks us to resist attempts to privately
appropriate nature given resources by, for example, fencing them in. In his famous dictum, he says,
“Beware of listening to thisimpostor; you are undone if you once forget that the fruits of the earth belong
to us dl, and the earth itself to nobody” (“Discourse upon the Origin and Foundation of Inequality among
Mankind” in: J. J. Rousseau, The Social Contract and Discourses (ed. G. Cole), New Y ork, 1950,
p.235). However, it is only possible to argue so if it is assumed that property claims can be justified by
decree. Because how else could “dl” (i.e., even those who never did anything with the resourcesin
question) or “nobody” (i.e., not even those who actually made use of it) own something—unless property
claims were founded by mere decree?!

On the problem of the deriveability of “ought” from “is’ statements cf. W. D. Hudson (ed.), The
Is-Ought Question, London, 1969; for the view that the fact-value dichotomy is an ill-conceived idea cf.
the natural rights literature cited in note 4 above.

Writes M. N. Rothbard in The Ethics of Liberty, Atlantic Highlands, 1982, p.32: “Now, any person
participating in any sort of discussion, including one on vaues, is, by virtue of so participating, dive and
affirming life. For if he were really opposed to life he would have no businessin such a discussion,
indeed he would have no business continuing to be aive. Hence, the supposed opponent of life isredly
affirming it in the very process of discussion, and hence the preservation and furtherance of one's life
takes on the stature of an incontestable axiom.” Cf. also D. Osterfeld, “the Natural Rights Debate” in:
Journal of Libertarian Studies, VII, I, 1983, pp.106f. [p. 237]

Cf. adso M. N. Rothbard, The Ethics of Liberty, Atlantic Highlands, 1982, p.45.

On the importance of the definition of aggression as physical aggression cf. aso M. N. Rothbard, The
Ethics of Liberty, Atlantic Highlands, 1982, Chapters 8-9; the same, “Law, Property Rights and
Pollution,” in: Cato Journal, Spring 1982, esp. pp. 60-63.

On the idea of structura violence as distinct from physical violence cf. D. Senghaas (ed.), Imperialismus
und strukturelle Gewalt, Frankfurt/M., 1972.

Theidea of defining aggression as an invasion of property values also underlies the theories of
justice of both J. Rawls and R. Nozick, however different these two authors may have appeared to be to
many commentators. For how could he think of his so-caled difference-principle—" Social and economic
inequalities are to be arranged so that they are . . . reasonably expected to be to everyone’ s—including
the least advantaged one' s—ad-vantage or benefit” (J. Rawis, A Theory of Justice, Cambridge, 1971,
pp. 60-83; see dso pp.75ff)—as justified unless Rawls believes that smply by increasing his reative
wealth a more fortunate person commits an aggres sion, and a less fortunate one then has avalid clam
against the more fortunate person only because the former’ s relative position in terms of value has
deteriorated? And how could Nozick claim it to be justifiable for a“dominant protection agency” to
outlaw competitors, regardless of what their actions would have been like (R. Nozick, Anarchy, State
and Utopia, New Y ork, 1974, pp.55f)? Or how could he believe it to be morally correct to outlaw
so-called nonproductive exchanges, i.e., exchanges where one party would be better off if the other one
did not exist at all, or at least had nothing to do with it (as, for instance, in the case of a blackmailee and a.
blackmailer), regardless of whether or not such an exchange involved physicd invasion of any kind
(ibid., pp. 83-86), unless he thought that the right existed to have the integrity of one's property values
(rather than its physicd integrity) preserved? For a devastating critique of Nozick’s theory in particular
cf. M. N. Rothbard, The Ethics of Liberty, Atlantic Highlands, 1982, Chapter 29; on the fallacious use of
the indifference curve analysis, employed both by Rawls and Nozick, cf. the same, “Toward a
Recongtruction of Utility and Welfare Economics,” Center for Libertarian Studies, Occasional Paper
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No. 3, New York, 1977.
Cf. dso M. N. Rothbard, The Ethics of Liberty, Atlantic Highlands, 1982, p.46. [p. 238]

For an awkward philosophical attempt to justify alate-comer ethic cf. J. Rawls, A Theory of Justice,
Cambridge, 1971, pp.284ff; J. Sterba, The Demands of Justice, Notre Dame, 1980, esp. pp.58ff,
pp.137ff; On the absurdity of such an ethic cf. M. N. Rothbard, Man, Economy and State, Los
Angeles, 1972, p.427.

It should be noted here, too, that only if property rights are conceptualized as private property rights
originating in time, does it then become possible to make contracts. Clearly enough, contracts are
agreements between enumerable physically independent units which are based on the mutua recognition
of each contractor’s private ownership claims to things acquired prior to the agreement, and which then
concern the transfer of property titles to definite things from a specific prior to a specific later owner. Nc
such thing as contracts could conceivably exist in the framework of alate-comer ethic! [p. 239]

Chapter 8

On the difference between ingtitutional aggression committed by the state as the very incorporation of
socialism and common, crimina action cf. L. Spooner, No Treason, Colorado Springs, 1973, pp. 19-20.:
.”..the government, like a highwayman, saysto aman: “Y our money, or your life.” And many, if not
most, taxes are paid under the compulsion of that threat. The government does not, indeed, waylay a man
in alonely place, spring upon him from the roadside, and, holding a pistol to his head, proceed to rifle his
pockets. But the robbery is none the less a robbery on that account; and it is far more dastardly and
shameful. The highwayman takes solely upon himsdf the responsibility, danger, and crime of his own act.
He does not pretend that he has any rightful claim to your money, or that he intends to use it for your
own benefit. He does not pretend to be anything but a robber. He has not acquired impudence enough to
profess to be merely a“protector,” and that he takes men’s money against their will, merely to enable
him to “protect” those infatuated travellers, who feel perfectly able to protect themselves, or do not
appreciate his peculiar system of protection. He is too sensible a man to make such professions as these.
Furthermore, having taken your money, he leaves you, as you wish him to do. He does not persist in
following you on the road, against your will; assuming to. be your rightful “sovereign,” on account of the
“protection” he affords you. He does not keep “ protecting” you, by commanding you to bow down and
serve him; by requiring you to do this, and forbidding you to do that; by robbing you of more money as
often as hefinds it for hisinterest or pleasure to do so; and by brandishing you as arebd, atraitor, and
an enemy to your country, and shooting you down without mercy, if you dispute his authority or resist his
demands. He is too much of a gentleman to be guilty of such impostures and insults and villainies as
these. In short, he does not, in addition to robbing you, attempt to make you either his dupe or his dave.
The proceedings of those robbers and murderers, who call themselves “the government,” are directly the
opposite of these of the “single highwayman.”

On the theory of the state cf. M. N. Rothbard, “ The Anatomy of the State,” in: the same,
Egalitarianism As A Revolt Against Nature, Washington, 1974; For A New Liberty, New York, 1978;
and The Ethics of Liberty, Atlantic Highlands, 1982; H. H. Hoppe, Eigentum, Anar chie und Staat,
Opladen, 1987; cf. dso A. Herbert, The Right and Wrong of Compulsion by the State (ed. E. Mack),
Indianapoalis, 1978; H. Spencer, Social Statics, London, 1851; F. Oppenheimer, The Sate, New Y ork,
1926; A. J. Nock, Our Enemy, the State, [p. 240] Delevan, 1983; cf. also J. Schumpeter’s remark
directed against then as now prevalent views, notably among economists, that “ the theory which
construes taxes on the analogy of club dues or the purchase of a service of, say, a doctor only
proves how far removed this part of the social sciences is from scientific habits of minds” (J.
Schumpeter, Capitalism, Socialism and Democracy, New Y ork, 1942, p. 198).



10.
11

13.

In addition, the use of at least some weaponry, such as atomic bombs, against one's subjects would be
prohibitive, since the rulers could hardly prevent that they themselves would be hurt or killed by it, too.

D. Hume, Essays, Moral, Political and Literary, Oxford, 1971, p.19; cf. dso E. de LaBoetie, The
Politics of Obedience: The Discourse of Voluntary Servitude, New Y ork, 1975.

The classica exposition of the idea that in the “state of nature” no distinction between “just” and “ unjust”
can be made and that only the state creates justice isto be found in T. Hobbes, Leviathan, Oxford, 1946.
That this “postivistic” theory of law is untenable has been implicitly demonstrated in Chapter 7 above. In
addition, it should be noted that such a theory does not even succeed in doing what it is supposed to do: in
justifying the state. Because the transition from the state of nature to a statist system can of course only
be called justified (as opposed to arbitrary) if natura (pre- statist) norms exist that are the justificatory
basis for this very trangition.

For modern postivigs cf. G. Jelinek, Allgemeine Staatslehre, Bad Homburg, 1966; H. Kelsen,
Reine Rechtslehre, Wien, 1976; for acritique of legal positivism cf. F. A. Hayek, Law, Legislation and
Liberty, 3 vals,, Chicago, 1973-79.

For the classical exposition of this view of politics cf. N. Machiavelli, The Prince, Harmondsworth, 1961;
cf. also Q. Skinner, The Foundations of Modern Political Thought, Cambridge, 1978.

Cf. on this and the following, M. N. Rothbard, Power and Market, Kansas City, 1977, pp. 182f.

On the role of the intellectuals and teachers as advocates of socialism and statism cf. B. de Jouvend,
“The Treatment of Capitalism by Continental Intellectuals,” in: F.A. Hayek, Capitalism and the
Historians, Chicago, 1954; L. v. Mises, The Anti- Capitalist Mentality, South Holland, 1972. [p. 241]

On afree market monetary system and the effects of government intervention on this system cf. R. Paul
and L. Lehrman, The Case For Gold, San Francisco, 1983, Chapters 2, 3; M. N. Rothbard, What Has
Government Done to Our Money?, Novato, 1973.

On the problem of afree market production of law and order cf. Chapter 10 below.
Cf. on this aso Chapter 5, n. 4.
On this point cf. aso Chapter 10 below.

F. Oppenheimer, System der Soziologie, VoL I, Der Staat, Stuttgart, 1964. Oppenheimer sums up the
peculiar, discriminatory character of state-provided goods, in particular of its production of law and order,
in thisway (pp.322-323): ‘the basic norm of the state is power. That is, seen from the side of its origin:
violence transformed into might. Violence is one of the most powerful forces shaping society, but is not
itself aform of social interaction. It must become law in the positive sense of thisterm, that is,
sociologically speaking, it must permit the development of a system of * subjective reciprocity’: and thisis
only possible through a system of self- imposed restrictions on the use of violence and the assumption of
certain obligations in exchange for its arrogated rights. In this way violence is turned into might, and &
relationship of domination emerges which is accepted not only by the rulers, but under not too severely
oppressive circumstances by their subjects as well, as expressing a ‘just reciprocity.” Out of this basic
norm secondary and tertiary norms now emerge as implied in it: norms of private law, of inheritance,
crimina, obligational, and congtitutiona law, which all bear the mark of the basic norm of power and
domination, and which are al designed to influence the structure of the state in such away as to increase
economic exploitation to the maximum level which is compatible with the continuation of legally regulatec
domination.” Theinsight is fundamental that “law grows out of two essentially different roots( . .. ): on
the one hand, out of the law of the association of equals, which can be called a‘naturd’ right, eveniif it is
no ‘natura right,” and on the other hand, out of the law of violence transformed into regulated might, the
law of unequals.”
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Only the fact that democracy has become a sacred cow in modern politics can explain why the extent to
which the idea of mgjority ruleisridden [p. 242] with inner contradictionsis aimost generdly overlooked:
first, and thisis dready decisive, if one accepts democracy as justified, then one would also have to
accept a democratic abolishment of democracy and a substitution of either an autocracy or alibertarian
capitalism for democracy—and this would demondtrate that democracy as such cannot be regarded as a
moral vaue. In the same way it would have to be accepted as justified if majorities decided to eiminate
minorities until the point at which there were only two people, the last mgority, |eft, for which majority
rule could no longer be applied, for logico-arithmetic reasons. This would prove once again that
democracy cannot in itself be regarded as justifiable. Or, if one did not want to accept these
consequences and instead adopted the idea of a constitutionally limited, liberal democracy, one would at
the same time have to admit that the principles from which these limitations are derived must then be
logically more fundamental than the maority rule—and this again would point to the fact that there car
be nothing of particular mora value in democracy. Second, by accepting magjority ruleit is not
automatically clear what the population isto which it should be applied. (The mgority of which
population isto decide?) Here there are exactly three possibilities. Either one applies the democratic
principle once again with regard to this question, and decides to opt for the idea that grester majorities
should aways prevail over smaler ones—but then, of course, there would be no way of saving the ides
of nationd or regional democracy, as one would have to choose the total, global population as one's
group of reference. Or, one decides that determining the population is an arbitrary matter—but in this
case, one would have to accept the possibility of increasingly smaller minorities seceding from larger
ones, with every individua being his own sdf-determining mgjority, as the logical end point of such &
process of secession—and once again the unjustifiability of democracy as such would have been
demonstrated. Third, one could adopt the idea that selecting the population to which the mgority principle
is applied is neither done democraticaly nor arbitrarily, but somehow differently—but then again, one
would have to admit that whatever this different principle that would justify such a decison might be, it
must be more fundamental than the mgjority rule itsdf, and mgjority rule in itself must be classified as
completely arbitrary. Cf. on this M. N. Rothbard Power and Market, Kansas City, 1977, pp. 189ff., H.
H. Hoppe, Eigentum, Anarchie und Staat, Opladen, 1987, Chapter 5.

B. de Jouvenel, On Power, New Y ork, 1949, pp. 9-10; on the socia psychology of democracy cf. dsc
the same, On Sovereignty, Cambridge, 1957; G. Mosca, The Ruling Class, New York, 1939; H. A.
Mencken, Notes on Democracy, New Y ork, 1926; on the tendency of democratic rule to “ degenerate”
to oligarchic rule cf. R. Michels, Zur Soziologie des Parteiwesens [p. 243] in der modernen
Demokratie, Stuttgart, 1957.

Cf. on this process, R. Bendix, Kings or People, Berkeley, 1978.

On the fundamental difference between private business organizations and the state cf. L. v. Mises,
Bureaucracy, New Haven, 1944.

L. Spooner describes the supporters of the state as falling into two categories: “1. Knaves, a numerous
and active class, who see in the government an instrument which they can use for their own
aggrandizement or wealth. 2. Dupes—a large class, no doubt—each of whom, because he is alowed one
voice out of millions in deciding what he may do with his own person and his own property, and because
he is permitted to have the same voice in robbing, endaving, and murdering others, that others havein
robbing, endaving and murdering himsdlf, is stupid enough to imagine that heisa‘free man,” 8
‘sovereign,’ that thisis a‘free government,” ‘the best government on earth,” and such like absurdities’ (L
Spooner, No Treason. The Constitution of No Authority, Colorado Springs, 1973, p. 18).

Writes E. de la Boetie (The Politics of Obedience: The Discourse of Voluntary Servitude, New
York, 1975, pp. 52-53): “He who domineers over you . . . has indeed nothing more than the power thal
you confer upon him to destroy you . . . . Resolve to serve no more, and you are at once freed. | do not
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ask that you place hands upon the tyrant to topple him over, but smply that you support him no longer;
then you will behold him, like a great Colossus whose pedestal has been pulled away, fall of his owr
weight and break into pieces.”

On a dtrategy for liberty, and in particular on the importance of a libertarian movement for the
achievement of these goals, cf. M. N. Rothbard, For A New Liberty, New Y ork, 1978, Chapter 15; and
The Ethics of Liberty, Atlantic Highlands, 1982, part 5. [p. 244]

Chapter 9
Cf. on this also Chapter 3 above and Chapter 10 below.

On the function of profit and losscf. L. v. Mises, Human Action, Chicago, 1966, Chapter 15; and “Profit
and Loss,” in: the same, Planning for Freedom, South Holland, 1974; M. N. Rothbard, Man, Economy
and Sate, Los Angeles, 1970, Chapter 8.

On the economics of government cf., esp. M. N. Rothbard, Power and Market, Kansas City, 1977,
Chapter 5.

Regarding democraticaly controlled alocations, various deficiencies have become quite evident. For
instance J. Buchanan and R. Wagner write (The Consequences of Mr. Keynes, London, 1978, p. 19),
“Market competition is continuous, at each purchase, a buyer is able to select among competing sellers.
Political competition is intermittent; a decision is binding generdly for afixed number of years. Markel
competition allows several competitors to survive smultaneoudly . . . . Politica competition leads to an
al-or-nothing outcome.. . . . in market competition the buyer can be reasonably certain asto just what it
isthat he will receive from his purchase. In political competition, the buyer isin effect purchasing the
services of an agent, whom he cannot bind . . . . Moreover, because a politician needs to secure the
cooperation of amgority of politicians, the meaning of avote for apalitician is less clear than that of a
‘vote' for aprivate firm.” (Cf. on this also J. Buchanan, “Individua Choicein Voting and the Market,” in:
the same, Fiscal Theory and Political Economy, Chapel Hill, 1962; for a more generd treatment of the
problem J. Buchanan and G. Tullock, The Calculus of Consent, Ann Arbor, 1962.)

What has commonly been overlooked, though—esgecialy by those who try to make a virtue of
the fact that a democracy gives equa voting power to everyone, whereas consumer sovereignty allows
for unequal “votes’—is the most important deficiency of al: that under a system of consumer
sovereignty people might cast unequal votes but, in any case, they exercise control exclusively over
things which they acquired through original appropriation or contract and hence are forced to act morally.
Under ademocracy of production everyone is assumed to have something to say regarding things one did
not so acquire, and hence one is permanently invited thereby not only to create lega instability with al its
negative effects [p. 245] on the process of capital formation, but, moreover, to act immordly. Cf. on this
also L. v. Mises, Socialism, Indianapalis, 1981, Chapter 31; aso cf. Chapter 8 above.

M. N. Rothbard, Power and Market, Kansas City, 1977, p. 176.

Thisis avery generous assumption, to be sure, asit isfairly certain that the so- called public sector of
production attracts a different type of person from the very outset and boasts an unusualy high number
of inefficient, lazy, and incompetent people.

Cf. L. v. Mises, Bureaucracy, New Haven, 1944; Rothbard, Power and Market, Kansas City, 1977,
pp. 172ff; and For A New Liberty New York, 1978, Chapter 10; also M. and R. Friedman, The Tyranny
of the Status Quo, New York, 1984, pp. 35-51.

Onthefollowing cf. L. v. Mises, Human Action, Chicago, 1966, Chapter 23.6; M.N. Rothbard, Man
Economy and State, Los Angeles, 1970, Chapter 7, esp. 7.4-6; “ Conservation in the Free Market,” in:
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Egalitarianism As A Revolt Against Nature, Washington, 1974; and For A New Liberty, New Y ork,
1978, Chapter 13.

On this and the following cf. L. v. Mises, Socialism Indianapolis, 1981, part 3.2.

Thus states J. W. McGuire, Business and Society, New Y ork, 1963, pp. 38-39: “From 1865 to 1897,
declining prices year after year made it difficult for businessmen to plan for the future. In many areas
new railroad links had resulted in a nationaization of the market east of the Mississippi, and even small
concernsin small towns were forced to compete with other, often larger firms located at a distance. At
the same time there were remarkable advances in technology and productivity. In short it was a
wonderful erafor the consumer and afrightful age for the producers especially as competition became
more and more severe.”

Cf. onthis G. Kolko, The Triumph of Conservatism, Chicago, 1967; and Railroads and Regulation,
Princeton, 1965; J. Weingtein, The Corporate /deal in the Liberal Sate, Boston, 1968; M. N. Rothbarc
and R. Radosh (eds.), A New History of Leviathan, New York, 1972. [p. 246]

G. Kolko, The Triumph of Conservatism, Chicago, 1967, pp.4-5; cf. adso the investigations of M. Olson,
The Logic of Collective Action, Cambridge, 1965, to the effect that mass organizations (in particular
labor unions), too, are not market phenomena but owe their existence to legidative action.

Onthefollowing cf. L. v. Mises, Socialism, Indianapolis, 1981, part 3.2; and Human Action, Chicago,
1966, Chapters 25-26; M. N. Rothbard, Man, Economy and State, Los Angeles, 1970, pp.544ff;
pp.585ff; and “Ludwig von Mises and Economic Calculation under Socialism,” in: L. Moss (ed.), The
Economics of Ludwig von Mises, Kansas City, 1976, pp. 75-76.

Cf. F. A. Hayek, Individualism and Economic Order, Chicago, 1948, esp. Chapter 9; I. Kirzner,
Competition and Entrepreneurship, Chicago, 1973.

Regarding large-scale ownership, in particular of land, Mises observesthat it is normally only brought
about and upheld by nonmarket forces: by coercive violence and a state-enforced legal system outlawing
or hampering the selling of land. “Nowhere and at no time has the large scale ownership of land come
into being through the working of economic forces in the market. Founded by violence, it has been upheld
by violence and that alone. As soon as the latifundia are drawn into the sphere of market transactions
they begin to crumble, until at last they disappear completely . . . . That in amarket economy it is difficult
even now to uphold the latifundia, is shown by the endeavors to create legidation ingtitutions like the
‘Fideikommiss and related legal institutions such asthe English ‘entail’ . . . . Never was the ownership
of the means of production more closely concentrated than at the time of Pliny, when half the province of
Africawas owned by six people, or in the day of the Merovingian, when the church possessed the
greater part of dl French soil. And in no part of the world is there less large-scale land ownership than in
capitaist North America,” Socialism, Indiangpolis, 1981, pp.325326.

Cf. on the following in M. N. Rothbard, Man, Economy and State, Los Angeles, 1970, Chapter 10, esp.
pp.586ff; also W. Block, “ Austrian Monopoly Theory. A Critique,” in: Journal of Libertarian Studies,
1977.

L.v. Mises, Human Action, Chicago, 1966, p.359; cf. also any current textbook, such as P. Samuelson,
Economics, New York, 1976, p.500. [p. 247]

Cf. M. N. Rothbard, Man, Economy and State, Los Angeles, 1970, Chapter 10, esp. pp.604-614.
M. N. Rothbard, Man, Economy and State, Los Angeles, 1970, p.607.
L.v. Mises, “Profit and Loss,” in: Planning for Freedom, South Holland, 1974, p.116.

In fact, historically, governmental anti-trust policy has amost exclusively been a practice of providing less
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successful competitors with the lega tools needed to hamper the operation of their more successful
rivals. For an impressive assembly of case studies to this effect cf. D. Armentano, Antitrust and
Monopoly, New York, 1982; dso Y. Brozen, s Government the Source of Monopoly? And Other
Essays, San Francisco, 1980. [p. 248]

Chapter 10

G. de Malinari, “The Production of Security,” Center for Libertarian Studies, Occasional Paper No. 2,
New York, 1977, p.3.

bid., p.4.

For various approaches of public goods theorists cf. J. Buchanan and G. Tullock, The Calculus of
Consent, Ann Arbor, 1962; J. Buchanan, The Public Finances, Homewood, 1970; and The Limits of
Liberty, Chicago, 1975; G. Tullock, Private Wants, Public Means, New Y ork, 1970; M. Olson, The
Logic of Collective Action, New Y ork, 1965; W. Baumol, Welfare Economics and the Theory of the
Sate, Cambridge, 1952.

Cf. on the following M. N. Rothbard, Man, Economy and State, Los Angeles, 1970, pp.883ff; and “The
Myth of Neutral Taxation,” in: Cato Journal, 1981; W. Block, “Free Market Transportation:
Denationalizing the Roads,” in: Journal of Libertarian Studies, 1979; and *Public Goods and
Externalities: The Case of Roads,” in: Journal of Libertarian Studies, 1983.

Cf. for instance, W. Baumol and A. Blinder, Economics, Principles and Policy, New Y ork, 1979,
Chapter 31.

Another frequently used criterion for public goodsis that of “non-rival-rous consumption.” Generaly,
both criteria seem to coincide: when free riders cannot be excluded, nonrivalrous consumption is possible;
and when they can be excluded, consumption becomes rivalrous, or so it seems. However, as public
goods theorists argue, this coincidence is not perfect. It is, they say, conceivable that while the exclusion
of free riders might be possible, their inclusion might not be connected with any additional cost (the
marginal cost of admitting free ridersis zero, that is), and that the consumption of the good in question by
the additionaly admitted free rider will not necessarily lead to a subtraction in the consumption of the
good avail able to others. Such a good would be a public good, too. And since exclusion would be
practiced on the free market and the good would not become available for nonrivalrous consumption to
everyone it otherwise coul d—even though this would require no additiona costs—this, according to
statist- socidist logic, would prove a market failure, i.e., a suboptimal level [p. 249] of consumption.
Hence, the state would have to take over the provision of such goods. (A movie theater, for instance,
might only be haf-full, so it might be “costless’ to admit additional viewers free of charge, and their
watching the movie aso might not affect the paying viewers; hence the movie would qudify as a public
good. Since, however, the owner of the theater would be engaging in exclusion, instead of letting free
riders enjoy a“costless’ performance, movie theaters would be ripe for nationdization.) On the
numerous falacies involved in defining public goods in terms of nonrivalrous consumption cf. notes 12
and 16 below.

Cf. on thisW. Block, “Public Goods and Externdities,” in: Journal of Libertarian Studies, 1983.

Cf. for instance, J. Buchanan, The Public Finances, Homewood, 1970, p.23; P. Samuelson, Economics,
New York, 1976, p.160.

Cf. R. Coase, “The Lighthouse in Economics,” in: Journal of Law and Economics, 1974.

Cf. for instance, the ironic case that W. Block makes for socks being public goods in *Public Goods and
Externdities” in: Journal of Libertarian Studies, 1983.



11. To avoid any misunderstanding here, every single producer and every association of producers making
joint decisions can, at any time, decide whether or not to produce a good based on an evduation of the
privateness or publicness of the good. In fact, decisions on whether or not to produce public goods
privately are constantly made within the framework of a market economy. What isimpossibleisto
decide whether or not to ignore the outcome of the operation of a free market based on the assessment
of the degree of privateness or publicness of a good.

12. Infact, then, the introduction of the distinction between private and public goodsis a relapse into the
presubjectivist era of economics. From the point of view of subjectivist economics no good exists that
can be categorized objectively as private or public. This, essentially, is why the second proposed criterion
for public goods, i.e., permitting nonrivarous consumption (cf. note 6 above), breaks down, too. For how
could any outside observer determine whether or not the admittance of an additional free rider at no
charge would not indeed lead to areduction in the enjoyment of [p. 250] agood by others? Clearly,
there is no way that he could objectively do so. In fact, it might well be that one’'s enjoyment of a movie
or driving on arood would be considerably reduced if more people were allowed in the theater or on the
rood. Again, to find out whether or not thisis the case one would have to ask every individua—and not
everyone might agree. (What then?) Furthermore, since even a good that alows nonrivarous
consumption is not a free good, as a consequence of admitting additiona free riders “ crowding” would
eventually occur, and hence everyone would have to be asked about the appropriate “margin.” In
addition, my consumption may or may not be affected, depending on who it is that is admitted free of
charge, so | would have to be asked about this, too. And findly, everyone might change his opinion on al
of these questions over time. It is thus in the same way impossible to decide whether or not agood is e
candidate for state (rather than private) production based on the criterion of nonrivalrous consumption as
on that of nonexcludability. (Cf. aso note 16 below).

13. Cf. P. Samuelson, “The Pure Theory of Public Expenditure,” in: Review of Economics and Statistics,
1954; and Economics, New Y ork, 1976, Chapter 8; M. Friedman, Capitalism and Freedom, Chicago,
1962, Chapter 2; F. A. Hayek, Law, Legislation and Liberty, vol. 3, Chicago, 1979, Chapter 14.

14. In recent years economigts, in particular of the so-called Chicago-school, have been increasingly
concerned with the analysis of property rights (cf. H. Demsetz, ‘9"he Exchange and Enforcement of
Property Rights,” in: Journal of Law and Economics, 1964; and ‘ Toward a Theory of Property Rights,”
in: American Economic Review, 1967; R. Coasg, ‘ The Problem of Socid Cogt,” in: Journal of Law and
Economics, 1960; A. Alchian, Economic Forces at Work, Indianapolis, 1977, part 2; R. Posner,
Economic Analysis of Law, Boston, 1977). Such analyses, however, have nothing to do with ethics. Or
the contrary, they represent attempts to substitute economic efficiency considerations for the
establishment of justifiable ethical principles (on the critique of such endeavors cf. M. N. Rothbard, The
Ethics of Liberty, Atlantic Highlands 1982, Chapter 26; W. Block, “ Coase and Demsetz on Private
Property Rights,” in: Journal of Libertarian Studies, 1977; R. Dworkin, “Is Wedth aValue,” in:
Journal of Legal Studies, 1980; M. N. Rothbard, “The Myth of Efficiency,” in: M. Rizzo (ed.), Time,
Uncertainty, and Disequilibrium, Lexington, 1979). Ultimately, al efficiency arguments are irrelevant
because there smply exists no nonarbitrary way of measuring, weighing, and aggregating individua
utilities or disutilities that result from some given alocation of property rights. Hence, any attempt to
recommend some particular system of assigning property rights in terms of its alleged maximization of
“socia welfare” is pseudo-scientific humbug (see [p. 251] in particular, M. N. Rothbard, ‘ Toward a
Recongtruction of Utility and Welfare Economics,” Center for Libertarian Studies, Occasiona Paper No.
3, New York, 1977; dso, L. Rabbins, “Economics and Political Economy,” in: American Economic
Review, 1981).

The “Unanimity Principle’ which J. Buchanan and G. Tullock, following K. Wicksdll
(Finanztheor etische Unter suchungen, Jena, 1896), have repestedly proposed as a guide for economic
policy is aso not to be confused with an ethical principle proper. According to this principle only suct
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policy changes should be enacted which can find unanimous consent—and that surely sounds attractive;
but then, mutatis mutandis, it also determines that the status quo be preserved if there isless than
unanimous agreement on any proposal of change—and that sounds far less attractive because it implies
that any given, present state of affairs regarding the alocation of property rights must be legitimate either
as apoint of departure or as a to-be-continued state. However, the public choice theorists offer no
judtification in terms of a normative theory of property rights for this daring claim as would be required.
Hence, the unanimity principle is ultimately without ethical foundation. In fact, because it would legitimize
any concelvable status quo, the Buchananites most favored principle is no less than outrightly absurd as a
moral criterion (cf. on thisaso M. N. Rothbard, The Ethics of Liberty, Atlantic Highlands, 1982,
Chapter 26; and “The Myth of Neutrd Taxation,” in: Cato Journal, 1981, pp.549f).

Whatever might still be left for the unanimity principle, Buchanan and Tullock, following the leac
of Wicksdll again, then give away by reducing it in effect to one of “relative’” or “quad” unanimity.

Cf. on thisargument M. N. Rothbard, “ The Myth of Neutral Taxation,” in: Cato Journal, 1981, p.533.
Incidentally, the existence of one single anarchist also invalidates al references to Paretooptimality as a
criterion for economically legitimate state action.

Essentiadly the same reasoning that leads one to reject the socialist-statist theory built on the allegedly
unique character of public goods as defined by the criterion of nonexcludability, also applies wher
instead, such goods are defined by means of the criterion of nonrivalrous consumption (cf. notes 6 and 12
above). For one thing, in order to derive the normative statement that they should be so offered from the
statement of fact that goods which alow nonrivarous consumption would not be offered on the free
market to as many consumers as could be, this theory would face exactly the same problem of requiring
ajudtifiable ethics. Moreover, the utilitarian reasoning is blatantly wrong, too. To reason, as the public
goods theorists do, that the free-market practice of excluding free riders from the [p. 252] enjoyment of
goods which would permit nonrivalrous consumption at zero marginal costs would indicate a suboptima
level of socia welfare and hence would require compensatory state action is faulty on two related
counts. First, cost is a subjective category and can never be objectively measured by any outside
observer. Hence, to say that additiona free riders could be admitted at no cost istotally inadmissible. In
fact, if the subjective costs of admitting more consumers at no charge were indeed zero, the private
owner-producer of the good in question would do so. If he does not do so, this reveds that to the
contrary, the costs for him are not zero. The reason for this may be his belief that to do so would reduce
the satisfaction available to the other consumers and so would tend to depress the price for his product;
or it may ssimply be his didlike for uninvited free riders as, for instance, when | object to the proposa thal
| turn over my less-than-capacity-filled living room to various sdlf- inviting guests for nonrivalrous
consumption. In any case, since for whatever reason the cost cannot be assumed to be zero, it is ther
falacious to speak of a market failure when certain goods are not handed out free of charge. On the
other hand, wel fare losses would indeed become unavoidable if one accepted the public goods theorists
recommendation of letting goods that alegedly alow for nonrivalrous consumption to be provided free of
charge by the state. Besides the insurmountable task of determining what fulfills this criterion, the state,
independent of voluntary consumer purchases asit is, would first face the equally insoluble problem of
rationally determining how much of the public good to provide. Clearly, since even public goods are not
free goods but are subject to “crowding” at some level of use, there is no stopping point for the state,
because at any level of supply there would still be users who would have to be excluded and who, with a
larger supply, could enjoy afreeride. But even if this problem could be solved miraculoudly, in any case
the (necessarily inflated) cost of production and operation of the public goods distributed free of charge
for nonrivalrous consumption would have to be paid for by taxes. And thisthen, i.e., the fact that
consumers would have been coerced into enjoying their free rides, again proves beyond any doubt that
from the consumers' point of view these public goods, too, are inferior in value to the competing private
goods that they now no longer can acquire.

17. The most prominent modern champions of Orwellian double talk are J. Buchanan and G. Tullock (cf.
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their works cited in note 3 above). They claim that government is founded by a*“constitutional contract”
in which everyone “conceptually agrees’ to submit to the coercive powers of government with the
understanding that everyone elseis subject to it, too. Hence, government is only seemingly coercive but
redly voluntary. There are severd evident [p. 253] objections to this curious argument. Firs, thereis no
empirical evidence whatsoever for the contention that any constitution has ever been voluntarily accepted
by everyone concerned. Worse, the very idea of al people voluntarily coercing themsalvesis smply
inconceivable, much in the same way that it is inconceivable to deny the law of contradiction. For if the
voluntarily accepted coercion is voluntary, then it would have to be possible to revoke one’ s subjection to
the condtitution and the state would be no more than a voluntarily joined club. If, however, one does not
have the “right to ignore the state’—and that one does not have thisright is, of course, the characteristic
mark of a state as compared to a club—then it would be logically inadmissible to claim that one' s
acceptance of state coercion is voluntary. Furthermore, even if all this were possible, the congtitutiona
contract could still not claim to bind anyone except the original signers of the con stitution.

How can Buchanan and Tullock come up with such absurd ideas? By a semantic trick. What
was “inconceivable” and “no agreement” in pre- Orwellian talk is for them “conceptually possible’ and a
“conceptua agreement.” For a most instructive short exercisein this sort of reasoning in leaps and
bounds cf. J. Buchanan, “A Contractarian Perspective on Anarchy,” in: Freedom in Constitutional
Contract, College Station, 1977. Here we learn (p. 17) that even the acceptance of the 55 m.p.h, speec
limit is possibly voluntary (Buchanan is not quite sure), sinceit ultimately rests on al of us conceptudly
agreeing on the congtitution, and that Buchanan is not redlly a stati<t, but in truth an anarchist (p. 11).

M. N. Rothbard, Man, Economy and State, Los Angeles, 1970, p.887.

This, first of al, should be kept in mind whenever one has to assess the validity of statist-interventionist
arguments such as the following, by J. M. Keynes (“The End of Laissez Faire,” in: J. M. Keynes,
Collected Writings, London 1972, val. 9, p.291): “The most important Agenda of the state relate not to
those activities which private individuas are aready fulfilling but to those functions which fal outsde the
sphere of the individua, to those decisions which are made by no one if the state does not make them.
The important thing for government is not to do things which individuas are doing aready and to do them
alittle better or alittle worse: but to do those things which are not done at al.” This reasoning not only
appears phony, it truly is.

Some libertarian minarchists object that the existence of a market presupposes the recognition and
enforcement of a common body of law, and hence a government as a monopolistic judge and
enforcement agency. [p. 254] (Cf., for instance, J. Hospers, Libertarianism Los Angeles, 1971; T.
Machan, Human Rights and Human Liberties, Chicago, 1975.) Now, it is certainly correct that a
market presupposes the recognition and enforcement of those rules that underlie its operation. But from
this it does not follow that this task must be entrusted to a monopolistic agency. In fact, acommon
language or sign-system is also presupposed by the market; but one would hardly think it convincing to
conclude that hence the government must ensure the observance of the rules of language. Just as the
system of language then, the rules of market behavior emerge spontaneously and can be enforced by the
“invisible hand” of salf-interest. Without the observance of common rules of speech people could not
reap the advantages that communication offers, and without the observance of common rules of conduct,
people could not enjoy the benefits of the higher productivity of an exchange economy based on the
division of labor. In addition, as | have demonstrated in Chapter 7, independent of any government, the
rules of the market can be defended a priori as just. Moreover, as| will argue in the conclusion of this
Chapter, it is precisely a competitive system of law administration and law enforcement that generates
the greatest possible pressure to elaborate and enact rules of conduct that incorporate the highest degree
of consensus conceivable. And, of course, the very rules that do just this are those that a priori reasoning
establishes as the logically necessary presupposition of argumentation and argumentative agreement.

Incidentally, the same logic that would force one to accept the idea of the production of security by
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private business as economically the best solution to the problem of consumer satisfaction also forces
one, as far as mora-ideologica positions are concerned, to abandon the political theory of classica
liberalism and take the small but nevertheless decisive step (from there) to the theory of libertarianism, or
private property anarchism. Classical liberalism, with L. v. Mises asits foremost representative in this
century, advocates a socia system based on the fundamental rules of the natural theory of property. And
these are aso the rules that libertarianism advocates. But classical liberalism then wants to have these
laws enforced by a monopolistic agency (the government, the state)—an organization, that is, which is
not exclusively dependent on voluntary, contractual support by the consumers of its respective services,
but instead has the right to unilaterally determine its own income, i.e., the taxes to be imposed on
consumers in order to do itsjob in the area of security production. Now, however plausible this might
sound, it should be clear that it isinconsistent. Either the principles of the natura property theory are
valid, in which case the sate as a privileged monopolist isimmoral, or business built on and [p. 255]
around aggression—the use of force and of noncontractua means of acquiring resources—is vaid, in
which case one must toss out the first theory. It isimpossible to sustain both contentions and not be
inconsistent unless, of course, one could provide a principle that is more fundamenta than both the
natural theory of property and the state’ s right to aggressive violence and from which both, with the
respective limitations regarding the domains in which they are valid, can be logicaly derived. However,
liberalism never provided any such principle, nor will it ever be able to do so, since, as | demongtrated in
Chapter 7, to argue in favor of anything presupposes one's right to be free of aggression. Given the fact
then that the principles of the natura theory of property cannot be argumentatively contested as morally
valid principles without implicitly acknowledging their validity, by force of logic one is committed to
abandoning liberalism and accepting instead its more radica child: libertarianism, the philosophy of pure
capitalism, which demands that the production of security be undertaken by private business, too.

Cf. on the problem of competitive security production G. de Molinad, “The Production of Security”
Center for Libertarian Studies, Occasiona Paper No. 2, New York, 1977; M. N. Rothbard, Power and
Market, Kansas City, 1977, Chapter 1; and For A New Liberty, New Y ork, 1978, Chapter 12; aso:
W.C. Wooldridge, Uncle Sam the Monopoly Man, New Rochelle, 1970, Chapters 5-6; M. and L.
Tannehill, The Market for Liberty, New York, 1984, part 2.

Cf. M. Murck, Soziologie der oeffentlichen Sicherheit, Frankfurt/M., 1980.
On the deficiencies of democratically controlled alocation decisions cf. above, Chapter 9, n. 4.

Sums up Molinari (“Production of Security,” Center for Libertarian Studies, Occasional Paper No. 2,
New York, 1977, pp. 13-14): “If . . . the consumer is not free to buy security wherever he pleases, you
forthwith see open up alarge profession dedicated to arbitrariness and bad management. Justice
becomes dow and costly, the police vexatious, individud liberty is no longer respected, the price of
security is abusively inflated and inequitably apportioned, according to the power and influence of this or
that class of consumers.” [p. 256]

Cf. the literature cited in note 21 above; also: B. Leoni, Freedom and the Law, Princeton, 1961; J.
Peden, “Property Rightsin Cdltic Irish Law,” in: Journal of Libertarian Studies, 1977.

Cf. T. Anderson and P. J. Hill, “The American Experiment in Anarcho- Capitalism: The Not So Wild,
Wild Weg,” in: Journal of Libertarian Studies, 1980.

Cf. on the following H. H. Hoppe, Eigentum, Anarchie und Staat, Opladen, 1987, Chapter 5.

Contrast this with the state’ s policy of engaging in battles without having everyone' s deliberate support
because it has the right to tax people; and ask yoursdlf if the risk of war would be lower or higher if one
had the right to stop paying taxes as soon as one had the feeling that the state’ s handling of foreign
affairs was not to one'sliking!



3L

32.

And it may be noted here again that norms that incorporate the highest possible degree of consensus are,
of course, those that are presupposed by argumentation and whose acceptance makes consensus on
anything at all possible, as shown in Chapter 7.

Again, contrast this with state-employed judges who, because they are paid from taxes and so are
relatively independent of consumer satisfaction, can pass judgments which are clearly not acceptable as
fair by everyone; and ask yourself if the risk of not finding the truth in a given case would be lower or
higher if one had the possibility of exerting economic pressure whenever one had the fedling that a judge
who one day might have to adjudicate in one's own case had not been sufficiently careful in assembling
and judging the facts of a case, or smply was an outright crook.

Cf. on the following in particular, M. N. Rothbard, For A New Liberty, New Y ork, 1978, pp.233ff.

Cf. B. Ballyn, The Ideological Origins of the American Revolution, Cambridge, 1967; J. T. Main, The
Anti-Federalists: Critics of the Constitution, Chapel Hill, 1961; M. N. Rothbard, Conceived in
Liberty, 4 vols,, New Rochelle, 1975-1979. [p. 257]

Naturally, insurance companies would assume a particularly important role in checking the emergence of
outlaw companies. Note M. and L. Tan-nehill: “Insurance companies, a very important sector of any
totally free economy, would have a specid incentive to dissociate themsalves from any aggressor and, in
addition, to bring al their considerable business influence to bear against him. Aggressive violence
causes value loss, and the insurance industry would suffer the major cost in most such value losses. An
unrestrained aggressor is awalking liability, and no insurance company, however remotely removed from
his original aggression, would wish to sustain the risk that he might aggress against one of its own clients
next. Besides, aggressors and those who associate with them are more likely to be involved in Situations
of violence and are, thus, bad insurance risks. An insurance company would probably refuse coverage to
such people out of aforesighted desire to minimize any future losses which their aggressons might
cause. But even if the company were not motivated by such foresight, it would still be forced to raise
their premiums up drastically or cancel their coverage atogether in order to avoid carrying the extra risk
involved in their inclination to violence. In a competitive economy, no insurance company could afford to
continue covering aggressors and those who had dealings with aggressors and smply pass the cost on to
its honest customers; it would soon |ose these customers to more reputable firms which could afford to
charge less for their insurance coverage.

What would loss of insurance coverage mean in afree economy?. Even if [the aggressor] could
generate enough force to protect itself against any aggressive or retaiatory force brought againg it by
any factor or combination of factors, it would still have to go completely without several economic
necessities. It could not purchase insurance protection against auto accidents, natura disasters, or
contractual disputes. It would have no protection against damage suits resulting from accidents occurring
on its property. It is very possible that [it] would even have to do without the services of afire
extinguishing company, since such companies are natural outgrowths of the fire insurance business.

In addition to the terrific penalties imposed by the business ostracism which would naturaly
follow its aggressive act [it] would have trouble with its employees . . . . [For] if a defense service agent
carried out an order which involved the intentional initiation of force, both the agent and the entrepreneur
or manager who gave him the order, as well as any other employees knowledgeably involved, would be
liable for any damages caused” (M. and L. Tannehill, The Market for Liberty, New Y ork, 1984,
pp.110-111).

The process of an outlaw company emerging as a state would be even [p. 258] further complicated,
since it would have to reacquire the “ideological legitimacy’ that marks the existence of the presently
existing states and which took them centuries of relentless propaganda to develop. Once this legitimacy is
lost through the experience with a pure free market system, it is difficult to imagine how it could ever be
easly regained. [p. 259]
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