Economic Freedom

A Few Definitions

ALL three freedoms on which I am attempting to lecture
have their positive and negative aspecrs; they mean freedom
from something as well as freedom to do something. Politi-
cal freedom means freedom fromn political control, as well
as liberty to speak, think and vote as one pleases; but the
negative feature of it has been stressed by the bills of rights.
Academic freedom means freedom of scholars and teachers
fromt certain types of control by political and academic su-
periors, but the positive aspect is by far the more important.

Economic freedom lies logically berween these two.
President Franklin D. Roosevelt, in his famous message to
Congress of January 1941, gave one of the Four Freedoms
~ freedom from want — to economics, and at least part of
another — freedom from fear. But it is clear that neither in-
cluded economic freedom in the positive sense of free en-
terprise; they come, rather, under the heading of security.’

* The same i true of some of the articles in the United Nations Uni-
veral Declaration of Human Righty; for example:

“Art. 22, Everyone . . . has the to social security.

Ar. 33. (1) Everyone has the right to work, to free choice of em-
ploymen, to just and favoursble conditions of work and to protection
aganw i oyment.

“(3) Everyone who works has the right to just and favourable re-
mancration ensuring for himself and his family an existence worthy of
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Many of the laws passed under the Roosevelt New Deal for
the purpose of dissipating fear and mitigating want are re.
garded as the antithesis of freedom by a large part of the
American and Canadian public, because they restrict the
citizen's freedom to work, to invest, make profits and grow
rich. I'm not going to chop logic on the varied dichotomies
of freedom and security; but I can't resist introducing an ex-
ample from Through the Looking Glass:

“When [ use a word,” Humpty Dumpty said in rather
a scomful tone, “it means just what I choose it to mean
— neither more nor less.”

“The question is,” said Alice, “whether you can make
words mean so many different things.”

“The question is,” said Humpty Dumpty, “which i tw
be master — that's all.”

Now, the question here is, what value is to be master?
Professional economists, qua economists, are supposed t0
concern themselves with economic means, not ends. They
must regard the good economy as the one which gives the
maximum real income to society as a whole; which satisfies
consumers’ wants as fully as possible. But even the econo-
mist qua citizen must realize thar it is not always best for
every citizen to have his economic wants completely sstis

haman dignity, and supplemented, if necessary, by other means of socisl
“(4) Everyone has the 1 fi joi ions for the
m&;‘gw right to form and to join trade unions for
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fied; that the old carrot-before-the-donkey simile is sull
valid. The science of economics, which started as a branch
of moral philosophy, can never be divorced from ethical
and social considerations.

Nor can we forget that English America began as a
dream — the Utopia of Sir, now Saint, Thomas More in
1516; 3 land where there was peace, liberry and plenty for
all; where a six-hour day left time for recreation; where the
mind and all the arts were cultivated, This search for the
good life, the welfare of society, is implicit in all economic
discussions on a high plane, and has never been wholly ab-
sent from the thoughrts of North American statesmen.

The great debate of our day is that of economic freedom
versus governmental and group controls. There is a grow-
ing mass of relevant data as to which system tworks best,
from the narrow economic viewpoints of production, dis-
tribution, real wages, and the like; but the question is so
mived up with ideas of what constitutes the good life, the
relative values of freedom and security, and so on, that it
can never be really settled.

Assuming that we are all in favor of the economic system
of the Western world, as compared with the various torali-
tarian states, | propose in a limited and tentative way to
speak of the flux and reflux of collectivism and free enter-
prise in the Western world.

Economic freedom as commonly understood, and as 1
shall use the term today, means, in the international field,
free trade and free currency exchange. In the domestic field,
with which I am principally concerned, it means freedom
to choose your profession or occupation, free competition
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at all levels, freedom to grow rich or go broke, freedom 1o
make all the profit you can, ro acquire a fortune, and to by
queath or inherit said fortune. Economic freedom meany

private enterprise and the free market as AGAINST statigm (¢
socialism, or the rigged market,

The Rise and Fall of Laissez Faire

It will be obvious that as I define economic freedom you
could as well call it free enterprise; and tha, as so defined,
economic freedom waxed during the nineteenth century
and waned during the twentieth — some will say, waned o
the vanishing point, although T hope to show the contrary.
Free enterprise attained a theoretical justification in lisa
faire, and there are people today who regard laissez faire =
a law of life, or of nature; almost a revelation. The impos-
tion of checks and controls by governments in the last forty
years, especially their transference of income from one clas
of the community o another by taxation and minimsum
wages, has seemed, and seill seems, monstrous, almost blss-
phemous, ro many of the victims,

Fifty years ago, British and American economists and
statesmen apparently reached final conclusions on the valot
and necessity of privare enterprise and the gold standard;
Yt in twenty years the consensus had been broken and the
outlook changed by wars and depression. A new eco-

nomic th
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thrift is no longer a virtue; and that good citizens need no
longer expect to bequeath or to inherit large forrunes. Da-
vid Lloyd George remarked in his speech of 29 April 1909,
introducing his famous budget — a budget now regarded as
the precursor of our present trend: “Spending is pleasant,
paying is irksome; spending is noble, paying is sordid.” He
meant to be ironical; but the real irony is that this doctrine
became orthodox.

While the hero of the old dispensation was the entrepre-
neur, the hero of the new is the employee; as you may
gather by comparing mural paintings of the New Deal era
in the United States with those that used to adorn the build-
ings of the Chicago World's Fair of 18¢3. The buxom la-
dies representing commerce and industry, uncomfortably
nding giant cog wheels; the cornucopias overflowing with
golden sovercigns and eagles; the groups of respectable,
frock-coated directors at 2 conference, presumably thinking
up beneficent schemes of private profit for public benefit,
have now given way to brawny young men and women
working on an assembly line, harvesting crops with a com-
bine, or striding hand-in-hand with numerous offspring,
faces uplifted toward the radiance of a golden day. The en-
treprencur, if depicted at all, is either a wizened old rat
clutching his securities, or an enormously fat gentleman ac-
companied by a lady bursting out of her clothes, gobbling a
rich meal at an expensive restaurant.

Although the free enterprise system began losing its
power less than fifty years ago, it is a johnny-come-lately
in Western civilization. Free enterprise, except on a very
low level, hardly existed in Europe when the French and

-
Sl



58 ECONOMIC FREEDOM

English colonies in North America were founded. Bur the
very foundation of those colonies, with the limitless scope
to human endeavor that they opened up, gave a tremendous
fillip to free enterprisc. Three centurics ago the New
World, and a large part of the commerce of the Old World,
was parceled out to trade gilds or joint-stock corporations
with exclusive rights. Mercantilism, as the economic system
then promoted by governments is called, restricted trade,
commerce and manufacturing on every side, particulasly in
the colonies.

One of the favorite myths of American history, illus-
trared by full-page advertisements by big business around
Thanksgiving Day, is that of the Pilgrim Fathers abolishing
communism and introducing the American Way of Life;
but nothing of the sort happened. The New England colo-
nies of the seventeenth century, though virtually independ-
ent of Old England, ser up their own little mercanle
systems, fixed prices and wages (maximum prices and masi-
mum wages), enforced the quality of their leading prod-
ucts, and forbade export in times of scarcity. Even freedom
of movement was restricted, in the supposed interest of
making people live in tghe little communities where the
constable and the clergy could keep everyone in hand. The
frequent orders of the King of France that Canadian co-
reurs de bois should stay out of the woods and settle down
as habitants are well known. Less known is Plymouth Colo-
ny’s similar attempt, in 2 more modest and less monarchical
manner. In 1656 a rugged individualist named Ramsden,
described as having “lived long in the woods in an uncivil
way, with his wife alone,” was ordered by the General
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Court of Plymouth to “repair to some neighborhood by
1 October™; and that if he did not, his house would be pulled
down.?

The situation in French Canada was even worse, from
the laissez faire point of view, because Versailles tried to

impose a French peasant way of life on a rough American
community, with little or no consideration for Canadian

wishes, or of conditions along the St. Lawrence. To quote
the classic description by Francis Parkman:

The spirit of restriction and monopoly had ruled from
the beginning. The old governor Lauson . . . held that
Montreal had no right to trade directly with France, but
must draw all her supplies from Quebec; and this pre-
posterous claim was revived in the time of Mézy. . . . In
1674 the charter of the West India Company was re-
voked, and trade was declared open to all subjects of the
King; yet commerce was still condemned to wear the
ball and chain. New restrictions were imposed, meant for
good, but resulting in evil. Merchants not resident in the
colony were forbidden all trade, direct or indirect, with
the Indians. They were also forbidden to sell any goods
at retail except in August, September, and October; to
trade anywhere in Canada above Quebec, and to sell
clothing or domestic articles ready made. . . . Foreign
trade of any kind was stiffly prohibited. In 1719, after a
new company had engrossed the beaver-trade, its agents
were empowered to enter all houses in Canada, whether
ecclesiastical or secular, and search them for foreign
goods, which when found were publicly burned. In the
next year the royal council ordered that vessels engaged
* Plymouth Colony Records 11 p- 101, For this general subjoct see

E A J. Johnson American Economic Thought in the Seventeemtk Cen-
tury (1932).




6o ECONOMIC FREEDOM

in foreign trade should be caprured by force of arms, like
pirates, and confiscated along with their cargoes; while
anybody having an article of foreign manufacture in his
possession was subjected to a heavy fine.

Attempts were made to fix the exact amount of profit
which merchants from France should be allowed to make
i the colony . . . The merchants who sold and the pur-
chaser who bought above this taniff were alike condemned
to heavy penalties; and so, too, was the merchant who
chose to keep his goods rather than sell them at the price

ordained.?

Parkman argued that this absentee mercantilism was
a leading cause of the weakness of Canada, and of ber
failure to survive as a French colony, in contrast to the Eng-
lish colonies, which had largely thrown off their mer
cantilist trammels by 1715 and adopted a dynamic free
economy.

As Lord Keynes pointed out in his famous Sidney Bal
Lecture of 1924,* the practice and doctrine of free enter-
prise received a great impetus in the early nineteenth cen-
tury from several factors. Men could point to the fact that
the industrial revolution, and indeed all material progres
from 1750 to 1850, came from individual initiative; ergo,
individual initiative should be allowed to carry on, espe-
cially in the exploitation of the American and African con-
tinents. On the negative side, the British civil service, prior
ta the reforms of the 18305, was so corrupt and incompetent
that practical men were prejudiced in favor of letting the
businessmen run business. Finally, coeval with the industrial

* Francis Packman The Old Regime in Cansda (1874) Chap. XX:
qm:ccd in M.omm ed, The Perbman Reader (1955) pp. !:4-"5-
J. M. Keynes The End of Laisses-Faire (1916).
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revolution, there arose a series of distinguished economists
and publicists — Adam Smith, David Ricardo, Nassau Sen-
jor, John Stuart Mill, Herbert Spencer, Alfred Marshall and
William Graham Sumner — who provided a quasi-philo-
sophical justification for laissez faire, so that in course of
time it scemed to have almost divine sanction. It became a
leading dogma that private enterprise and free competition
worked for the public good. An afrer-dinner speaker in
London in 1876 well expressed the general feeling when he
said there was nothing left for economists to do except to
develop and apply laissez faire doctrine; the great work had
been done. Again quoting Keynes, “To the philosophical
doctrine that government has no right to interfere, and the
divine miracle that it has no need o interfere, there is added
a scientific proof that its interference is inexpedient. . . .
The political philosopher could retire in favour of the busi-
ness man — for the latter could attain the philosopher’s
swmemeum bonumn by just pursuing his private profit.” Adam
Smith and John Stuart Mill acquired such kudos that econ-
omists like D. H. Macgregor search their works for texts, to
help prove a very different system; Keynes deigns to show
that Adam Smith was brighter than his disciples, who out-
Smithed Smith. Adam Smith, for instance, stated that gov-
emnment should be responsible for “the protection of every
member of the society from the injustice and oppression of
every other member of it.””* And Nassau Senior, whose
name is associated with the unpopular Poor Law of 1834,
wrote that “the only rational foundation of government is
expediency, the general benefit of the community. It is the

* Adam Smith Wealth of Narions Book IV Chap, .
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duty of government to do whatever is conducive to the
welfare of the governed.” *

Earl Attlee and President Roosevelt could have said mo
more!

In truth, laissez faire at its apogee had a positive reform-
ing side which disappeared when it declined to a mere bus-
nessmen'’s anger with government control or defense against
the demands of labor. The laissez faire publicists, for in-
stance, wanted a prohibition of monopolies, a firm control
of money so that there would never be inflation or defis-
tion, 2 stern refusal of favors to pressure groups, and inter-
national free trade. These, and other controls necessary to
make the system work for the public bencfit as well as po-
vate profit, were never well thought out or more than par-
tially applied. Laissez faire was also coeval with a belief in
the perfectibility of human nature. It assumed a Christian
society of people who would nor push an advanrage to the
point of greed, who would endure starvation wages and
dependence on private charity rather than submit to trade-
union regulations, and who would “accept, obey and sup-
port all the rules required to make the free economy a per-
fect servant of the common welfare.”

Laissez faire failed because the system required too much
“pure, lonely self-reliance in a world full of hazards,” ' be-
cause there was too much “original sin” in mankind and
not enough virtue; and also because the working man came
to feel victimized by it. During the capitalist avalanche that

(I;ws;n;o;sqm by D. H. Macgregor Ecomomic Thought and Policy
T O. H. Taylor Economic Liberalism (198¢) pp. 237-238, 241.

S
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overwhelmed all English-speaking countries from 1865 to
1893, enormous fortunes were built up, and also spent, with
considerable effect on natvional development. Bur in the
same period, when laissez faire was riding high, the real
wages of unskilled labor and factory labor in the United
Seates, i.c., the purchasing power of the weekly wage in
terms of food, clothing, fuel, rent, furniture and robacco,
actually declined 6 and § per cent respectively.* The worker
and the small-business man were the first to see the holes in
laissez faire and to demand that government do something
to fill them.

A public policy of laissez faire was never carried to the
extreme degree in Great Britain that it was in Canada and
the United States. The abuses of the free enterprise system
were earlier recognized in the Old Country, and earlier cor-
rected. The first effective factory act, which set up a board
of inspectors to sce that it was enforced, was Lord Al-
thorp's in 1833; and the first ten-hour labor law was passed
by the House of Commons in 1847. But the industrial
Commonwealth of Massachusetts did not pass a ten-hour
act until 1874. Although the French national workshops es-
tablished in 1848 were pointed at with scorn as an example
of the furility of “made work," Parliament, warned by
what had happened in the Irish famine of 1846, relieved the
cotron famine of 1863 in Lancashire by public works, to
the extent of £ 1,750,000; an enormous sum for those days.
The Lloyd George budget of 19og with its tax on the “un-
camed increment” in land values, and unemployment in-

* Paul H. Douglas Real Wages in the United States, 1390-1926 (1930)
PP §B2~83,

Ll
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surance that seems moderate enough today, appeared radical
and confiscatory in the longitude of Montreal and New
York; and it was Lloyd George indeed who inaugurated

the public policy of transferring wealth from one class 1o
another by means of taxation.

The Resistance to Collectivism

The free enterprise system was naturally more at home
in undeveloped countries like the United States and Caa-
ada. As carly as 1778 a young poet of Portsmouth, New
Hampshire, composing a new epilogue ro Addison’s Cato in
honor of General Washington, wrote:

No pent-up Urica contracts your pow'ss,

But the whole boundless Continent is ours!
The United States Federal Constitution was adopted in an
era when every liberal and republican aimed ro restrict
rather than extend the powers of government. Our famous
general welfare clause — “The Congress shall have power ©
lay and collect taxes . . . to . . . provide for the common
defense and general welfare” — was undoubtedly intended
as a limitation on the taxing power; but in course of time it

has come to mean a planetary extension of the spending
power.

When the states of the American union, responding t
pressure from workers and small-business men, began to
pass welfare legislation, they were challenged in the Fed-

eral courts, T!\eir opponents invoked an amendment to the
Federal Constitution which was adopted in 1868 to protect
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Negroes from discrimination in the states: “Nor shall any
State deprive any person of life, liberty, or property, with-
out due process of law.” This clause was so construed as to
void welfare legislation by the states.

For instance, in 1882 the New York Legislature passed a
law prohibiting the manufacture of cigars in renement
houses, It was sponsored by a young member of the legisla-
wre named Theodore Roosevelt, who had seen for himself
the one-room flats where whole families and their lodgers
ate, slept, spat, and rolled cigars. The Supreme Court of
New York held this law unconstirutional because it robbed
the tenement-house owners of profitable rents withour due
process, or any compensating public advantage. In an un-
usually fatuous obiter dictum the Courr observed, “It can-
not be perceived how the cigar maker is to be improved in
his health or his morals by forcing him from his home and
its hallowed associations and beneficent influences to ply
his trade elsewhere.” This decision, said Theodore Roose-
velr, retarded the cause of housing reform for a generation.
“The right of a person to scll his labor upon such terms as
he deems proper,” became a postulate of American deci-
sions on social legislation, even before Herbert Spencer an-
nounced it in his Justice (1891). Nothing acted as such a
red rag to the labor bull as this theory that labor was a com-
modity, to be bought and sold in a free market, like fish or
potatoes.

One of the many abuses of free enterprise in those days
Wwas the payment of miners’ wages in orders on the com-
pany’s store. A Pennsylvania statute forbidding this prac-
tee was judicially nullified in a decision which declared
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that the prohibition was “insulting and degrading” to the
miner, and “subversive of his rights as a citizen.” A ten-hour
law for women was declared unconstitutional in Ilinois:
and a New York law which prohibited night work for
women in factories was thrown out as an unwarrantable in-
terference with a lady's right to “work any time of day
that suits her.” As late as 19os, in the famous Lochner case,
the Supreme Court of the United States declared a law un-
constitutional which limited the hours of work in bakeries,
on the ground that “bakers were sufficiently intelligent ©
make their own labor contracts.”

Industrial accidents also remained at the mercy of the
“fellow servant” doctrine of the common law. The doctrine
that an employer was not responsible for injury caused to
one employee by a fellow employee, fair enough on a medi-
eval farm or in an eighteenth-century shop, was applied to
mines and railroads. It was not until the first decade of the
twentieth century that the states began o pass compulsory
accident compensation laws.

We have now gone to the other extreme. On board an
American freighter in 1949 a sailor tried to steal a bottle of
brandy that another seaman had secreted under his bunk.
When the owner of the bottle protested, he was struck on
the head with the bottle and knocked out. The victim, sup-
ported by his union, sued the shipowners for damages, al-
leging that the ship’s officers were negligent in not protect-

ing him from an unwarranted assault. I'm glad to say that he
lost the case.”

“‘; Leykes Bros. SS. Co. v. Bowdoim, 1954, American Maritime Cases
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The Great Depression and the New Deal

Thas, the nineteenth century evolved a society in which
economic freedom was abused to the point where it became
economic license; the result for the twentieth century was
an intolerable economic anarchy and chaos. The stock mar-
ket crash of 1929, followed by the depression that lasted
until World War II, proved to be the great divide of the
twentieth century for the United States and Canada. Laissez
faire enjoyed a greater prestige on this side of the Atlantic
than in Great Britain, employed a larger percentage of the
population and was subject to less regulation. Conse-
quently, under the impact of the depression it took a greater
beating. Free enterprise fell farther in our two countries
than anywhere clse in the Western world, and so hit the
bottom with the loudest crash.

Opinions differ as to just what caused the crash of 1929
and the Great Depression that followed **; but all boil down
to this — that business and finance, unrestrained by legal
or moral controls, were responsible. The crash cannot be
blamed on labor, or government, or sun spots. Thus the
crash discredited laissez faire, a resort to which, now, is
even less likely than a return to neolithic civilization follow-
ing an atomic war.

No one who lived through the Great Depression will
ever forget it. The experience was even more “traumatic”
than that of the Second World War. We had at least been

'* There are some breezy generalizations on the subjec ¢ in Joha K.
Galbraith The Grear Crash, 1929 (r955).
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prepared for World War 11 by World War I, but nothing
in the experience of the Western world was comparable
with the bankrupteies, the bank failures, the evictions, the
unemployment, the suffering, the despair that followed the
crash of 1929 and the deeper depression of 1931, Fortw-
nately the United States in 1932, when the depression was at
its worst, clected as President Franklin D. Roosevelr, 2 man
of daring, imagination and unquenchable optimism. Canada
had a Premier of very different temper; but Mr. Bennetr's
ideas evolved under the pressure of events, and before he
was defeated by Mr. King he had moved so far to the left
that Mr. Herbert Hoover, who saw eye to eye with him at
the start, had fallen far to the rear.

In both countries innumerable attempts were made to end
the depression and restore full employment, and these ef-
forts added up to a vast increase of governmental poswer.
Not only in relicf, but in trade, industry, the merchant ma-
rine, indeed in almost every phase of human activity except
religion, the state took over where private enterprise had
failed. For the first time in United States history, we find
great industries themselves begging for government regula-
tion, codes of conduct, administrative boards and the like,
to restrain and regulate competition. And by the Wagner
Act, organized labor in the United States was accorded
privileged position which has only slightly been modified
by the Taft-Hartley Act of 1947.

In the course of this revolution the meaning of the term
liberal underwent an almost complete reversal. Up to, let us
say, the Lloyd George era in Britain or the Hoover era in
the United States, liberalism in economics meant the free-
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dom of private enterprise to be let alone; freedom for sup-

and demand to operate, for the “judgment of the mar-
ket” to be applied. Nowadays, as President Roosevelt wrote
in 1941, “the liberal party™ (by which of course he meant
his own Democratic Party) “believes thar, as new condi-
tions and problems arise beyond the power of men and
women to meet as individuals, it becomes the duty of the
Government itself to find new remedies with which to meet
them. The liberal party insists that the Government has the
definite duty to use all its power and resources to meet new
social problems with new social controls — to insure the av-
erage person the right to his own economic and political
life, liberty and the pursuit of happiness.” **

This novel interpretation of liberalism was received with
scorn and loathing by many economists and by most lead-
ers of industry, finance and the Republican Party. To them
liberalism meant free enterprise — the right of industry and
finance to do what they wanted to: to sell ar whatever
price the market would stand, to hire and fire labor at will.
Liberalism meant the right of banks to lend or lose their
depositors’ money as they chose, subject to a central bank’s
control of the money supply; the right of investment houses
to judge what securities they would sell to the public. The
typical American financier or industrialist of 1930 looked
on freedom in terms of power, as indeed his fellows had
done in the past. The crash and the depression proved, if
they proved anything, that the private financier and indus-
trialist had misused or misapplied their power; that the one
governmental brake, the Federal Reserve Board, had failed

" Imroduction to FD.R.'s Public Papers and Addresres (1081).
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to act in time to restrain the unhealthy boom and thereby
avert the disastrous bust. Free economy lost the confidence
of the people; and that confidence has only partly been re-
gained during the prosperous postwar years.

To me there is no question but that the measures known
as the New Deal — haphazard, wasteful and uncotrdinated
though they were —saved the capitalist system in the
United States, and democratic government as well, Condi-
tions had become so desperate in 1933, when Franklin D.
Roosevelt was inaugurated as President, that the country
was ripe for any sort of economic quackery or political
demagoguery. The French financiers and industrialists were
soon saying “Plutét Hitler que Blum™ — and if we had not
had Roosevelt we would certainly have had a Huey Long
or another of that ilk in the Presidency. Canada, of course,
did have a number of Huey Longs, forrunately on the pro-
vincial, not the Federal level. Bur the financial and indus-
trial community of the United States, far from being grate-
ful to F.D.R., bit the healing hand like a wounded dog
trying to bite the veterinarian. Outside the United States,
Roosevelr is recognized as one of the really great statesmen
of our era; bur within the United States, where his memory
is cherished by a majority of the people, his name is stil
exccrated by many leaders of the financial and industrial
world.

Why this should be so has always interested me; and |
never had a good answer unal I tried the question on the
philosopher Alfred North Whitehead. “Mr. Roosevelt is
no more bitterly hated by your men of wealth today,” he
said to me, “than Mr, Gladstone was by the English county
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families when I was a boy — and for the same reason; he is

d 25 a traitor to his class,” That, I believe, is the an-
swer. By and large the financial oligarchy of the United
Seates, though it took a bcating from the Great Depres-
sion, hoped to profit by it ultimately, through destroying
the power of organized labor, ending collective bargaining
and letting wages and prices follow a descending spiral to
rock-bottom, That would have happened in the United
States under the unregulared laissez faire system which ob-
rined in 1929. The New Deal prevented it by putting a
“floor"” under wages. As it turned out, labor ultimarely prof-
ited from the Grear Depression while free capital and pri-
vate finance lost both power and prestige.**

At the same time, the Grear Depression started that
trabison des clercs, the counterblast to which has endan-
gered civil liberties. A number of intellectuals and labor
leaders in the United States concluded that the entire capi-
talist system was finished and went over to an extreme col-
lective system, some to the fascist, but most to the commu-
nist variety. The number who did so was very small, but
men like Alger Hiss, Harry Dexter White, Burgess and Mec-
Lean, who finally were detected, have brought the entire
intelligentsia under suspicion. The labor leaders ensnared
by communism were many times more numerous, but none

" J. K. Galbeaith American Capiraliom (1952) p. 84 explained the
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were personally so prominent; and nobody in the United
States except Westbrook Pegler dares to atrack labor lead-
ers in the same terms that any backwoods legslator or
village newspaper editor is free to use against “intellecrualy”

These two social results of the Great Depression at oppo-
site ends of the political spectrum — vicious hatred of the
new liberalism on the one hand, and the flight to commu-
nism on the other — have, as I suggested in my first lecture,
interlocked and interacted to create the phenomenon known
as McCarthyism.

New Deal legislation was pitched for security, not Lb-
erty; there's no doubt about that. The Social Security Act
of 1935 was the first nationwide system of unemployment
insurance and retirement pensions in the United States. The
Agricultural Adjustment Act, subsidizing farm prices and
paying farmers not to grow certain crops, was voided by
the Supreme Court in 1936, repassed, and validated by a Su-
preme Court with new members. The Federal Farm Loan
Act of 1933 authorized loans up to two billion dollars
prevent foreclosure of farm mortgages. The Reconstruction
Finance Corporation was authorized to lend money directly
to farmers. Labor was protected by the Wagner Act, the
National Labor Relations Board, and the Fair Labor Stand-
ards Act of 1938, which put a “ceiling over hours and 4
floor under wages,” and which was sustained by the So-
preme Court, That law was the greatest offense of the New
Deal from the laissez faire point of view. It prevented
wages from being knocked down to “A dollar a day isa
white man’s pay,” as the old ballad has it.

On the financial and industrial side, F.D.R., following
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the lead of Great Britain, took the United States off the
gold standard on 19 April 1933. Congress canceled both
public and private pre-existing contracts to pay certain
debes in gold, and this virtual confiscation of savings was
sustzined by the courts; ten years earlier it would have been
considered immoral and revolutionary. The Glass-Sreagall
Banking Act of 1933 separated commercial from invest-
ment banking, and guaranteed the public’s bank deposits.
And the stock exchange, whose unbridled speculation and
mendacious unloading of worthless securities on the public
had contributed more than any other facror to the crash,
was regulated by the Securities Act of 1933, which set
up the now famous S.E.C,, the Securities and Exchange
Commission, with power to pass on all new issues. This
SEC. has probably done more than any other New Deal
device to prevent the depression after World War II upon
which the communist world has been counting so confi-
dently.

Perhaps the greatest constructive and permanent achieve-
ment of the New Deal was the Tennessee Valley Author-
ity. Keynes had said, “The important thing for a Govern-
meot is not to do things which individuals are doing already,
ind to do them a little berter or a little worse; bur ro do
thase things which ar present are not done at all.” ** Well,
here it was — first (I belicve) of the new Authorities that
have been a model for the Schumann Plan; an Authority
whose objective was to harness a great river that runs
through or berween six states of the Union, to supply cheap
dectric power and fertilizers, withdraw marginal lands

¥ J M. Keynes The End of Laissez-Faire (1g:6) P45
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from cultivation, and promote the health and welfare of an
entire region.

Every one of these New Deal acts in some way narrowed
the scope of free enterprise and economic freedom, The
employer lost his freedom to hire and fire; the broker lost
his freedom to shear the lambs; the banker lost his freedom
to make unsound and speculative loans; the grear urilities,
now in competition with government enterprise, lost their
freedom to charge “all that the traffic would bear” for elec-
tric light and power. And at the same time the scope of gor-
ernment was extended, the number of Federal employes
doubled, and the cost of running the government, with sl
these handours to farmers, to the unemployed, to pay mor-
gages and the like, went up astronomically.

The New Free Enterprise

Many and dire were the prophecies that all this added up
to the end of free enterprise and the “American way of
life”; that “creeping socialism™ would smother the Repub-
lic, and the freeborn Englishman would become little bet-
ter than a serf. Hayek, Jewkes and Schumpeter, like the
three witches in Macbheth, prophesicd that each deviation
from free enterprise would propel the free nations irresisti
bly from New Dealism to socialism, and from socialism t
some form of police state."* Ten years and more have now

"&wfwwmwhumy- ;
ous pastime for economists and historians, lcyCamn.lb:Fh ,
ford don who had studied the ancient civilizations, predicted in hi
Progress and Catastropbe (1937) that our civilization had already cob
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since these three weird sisters uttered their gloomy
prophecy on the “barren heath” of the “dismal science™;
yet I think we may say that our economic Macbeth is still
Thane of Glamis. I would not deny that he hankers to be
Thane of Cawdor or that his left-wing Lady still has cyes
on the crown. But if you will bear with me, I shall relate
some postwar developments which in my opinion justify
the quip of Adolf Berle, Jr., that instead of getring “creep-
ing socialism™ out of the New Deal and the war, we got
“galloping capitalism.”

We now have a capitalism so different from that of the
last century that it really needs a new name. Development
no longer depends on the so-called “verdict of the market”
3 in laissez faire days. That is equally true of pricing, sales
and investment. (1) The transportation services, the public
utilities, the fuels, are now so far under public regulation in
the United States and Canada — when not actually national-
wed — that pricing is done by administrative decisions, not
by what businessmen think the market will take. (2) Free
venture capital has become so scarce, owing to the high and
progressive income tax and the continual pressure to spend
racher than save, that the big corporations are now financing
changes and expansion by plowing in their own profits
rather than by borrowing, or issuing new stock. The Na-
tional City Bank has estimated that in eight years (1946—

lapred, 55 would presently become . and Harold J, Laski, in Re-
fections om the Revolution of Our ;hnr (r943), predicted thar freedom
"Mheulledfmti&;}ms-mﬂd a\lybenh:?iueddmmwz
complete state contro nance, investment, 5 po
ﬂwﬂpm;tlnhm.bc-id.hdqth“mam
expenience” (p. 347).
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1953), 64 per cent of the hundred and fifry billion dollars
spent in the United States to enlarge and modemize plant
and equipment came out of the retained earnings and re-
serves of the industries themselves, Of the remainder, 18 pe
cent came from bank credit, 12 per cent from bonds or
notes, and only 6 per cent from new issues of stock.”

Major corporations of today do not seck new capinl;
they form it themselves out of earnings. Even the release of
stock by the Ford Motor Company to public sale in 1955
was not a subscription of old capital. It was merely the un-
loading of securities that the Ford family or Foundation had
held in roo great a quantity for their financial health.

In this amazing new development of capitalistic free en-
terprise, doctrine has lagged behind practice to a ludicroas
extent. By and large our industrial leaders are still talking
laissez faire. F. A. Hayek's T'he Road to Serfdom, the at-
tack on collectivism which appeared at the end of Warkd
War 11, was abridged and circulated free by several large
American corporations in the hope thar it would be a wam-
ing against the growth of government regulation and plan-
ning. Yet at the same time these VEry COrporate executives
were seeking nationwide central planning nuclei. The Inter-
state Oil Compact of 1935, with Congressional approval,
provided for the adjustment of crude ol production to esti-
mated demand, and is now enforced by the Connally “Hot
Oil" Act, which forbids the shipment of petroleum from
one state of the Union to another, unless a certificate proves
that it has been produced in accordance with production

** A A. Berle, Jr. The Twentieth Century Capitalire Revolution
(1954) pp. 3738, s
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controls. Not exactly free enterprise, was it? Yet the oil
industry wanted it, and it has worked successfully for
over twenty years. The American aircraft industry is still
in private hands, bur since the United States government
buys about g5 per cent of its products, government dicta-
tion as to specifications, prices, wages and hours is complete
and continuous. Electronics are in much the same situation.

In the really big industries of the United States, com-
petition is never permitted to carry through to its logical
end. Nobody wants that. If things ger out of hand, and
competition threatens to become ruinous (as when the
Texas oil gushers were inundating the refiners with crude
oil), government is asked to step in and referee a plan to
control the entire industry. Or, if the industry is interna-
tonal in character, an international compact is formed.™
Thar is the mid-twentieth-century pattern. Now that 135
corporate Goliaths own 45 per cent of the industrial as-
sets of the Unired States, and ave able to finance their own
growth, corporate Davids are becoming scarce.'” As a Hai-
tian proverb puts it, a cockroach does not stop to argue
with a chicken.

 See especially Part Four of A. W, Macmahon ed. Federalim Ma-
twre and Emergent (1955).

'"A. A. Bere, Jr. The Twentieth Cenmtury Capitalist Revolution
G Ao i o) s e g
Federal Trade Comenission Cmangou 3}' m
(1947), puts it another way. 13 manufacturing corporations
S o o ot e e g,
'ﬁ“ompfodmcopwf.dnmmdoab'uﬂm.&om
MEony Leweenmobopoly 1nd o competen o 3wy s st
of sebstantial equals, has been given a horrid name, ogliopoly.




78 ECONOMIC FREEDOM

It is the big concentrates that set the prices; and when
prices are fixed by agreement or collusion within an indus-
try, what becomes of laissez faire? The fact is thar nobody
really wants free competition nowadays in big industy.
The thrills of the old nineteenth-century cutthroat wars be-
tween railway and steamship companies, berween Standard
Oil and its competitors, between rival banks, are now re-
garded as childish, a sort of cops-and-robbers game; under
present conditions a price war might be ruinous. From top
executive to lowliest lumper, everyone nowadays wants 1
steady job, producing predictable goods at a predicrable
cost under predictable conditions, to be sold at a predictable
price. That is what we now mean by security, and what we
are getting; and there can be no blinking the fact that this s
not security in the ecighteenth-century meaning of the
word: the guarantee of liberty. But I for one won't give up
freedom as lost. 1 believe that we still retain a large measure
of economic freedom, and that it is likely to increase rather
than diminish unless we have another world war or workd
depression.

With price competition ruled out, competition continues
in other forms, especially for new markets, by persuasive
advertising and salesmanship, such as we see every day be-
tween the big tobacco companies that make popular brands
of cigarettes. And there is competition between alternate
products. In most parts of the United Srates, for instance,
anthracite coal has just abour priced itself our of the do-
mestic fuel market, in favor of oil; and natural gas is run-
ning oil a good race. Nylon has absorbed a large part of the
market formerly monopolized by cotton, just as cotton in
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the eighteenth century replaced linen and wool for many
uses, Plastics and aluminum have lessened the peacetime de-
mands for iron and steel. Even the most traditionally oper-
ated and wasteful of our North American industries, the
fisheries, have at long last adopted new methods: the fried-
frozen fish stick from Nova Scotia and New England is
now competing for the dollars and calories of housewives
from Sydney to Vancouver, and from Edmonton to Hous-
ton.

These new enterprises often start inside an industry, the
iitiative coming from salaried scientists and researchers.
Almost every private enterprise of today, even a fairly small
one, has a rescarch laboratory and a statistician. In England
I heard a story about the old-fashioned woolen factory in
the West Riding of Yorkshire which was losing out under
the management of two elderly brothers. The son of one,
who had been to Cambridge, said that what they needed was
a researcher. “What's that?” they asked. The young man
explained as best he could, and was told to hire one, and did
s0. The brothers ushered the man of science into a large
room which they had fitted up as a sort of high-school phys-
ics laboratory, and locked him in. At the lunch hour they
unlocked the door and inquired, * "Ee, laddie; hast discov-
ered anything yer?”

In Britain, Canada and the United States, the big corpora-
tions are hiring the brainiest laddies out of M.LT. and the
engineering schools, even if they have no immediate work
for them to do, because they hope they may “discover
something”; and their salaries, written off taxable income,
cost the corporation nothing. Conversely, a bright young
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man who has invented a new drug or plastic or gadget has
little or no hope of finding the capital to develop it Bu
Du Pont or Imperial Chemicals can afford to spend a mil-
lion dollars to develop something just on the chance that i
may become profitable, because that, too, costs them noth-
ing — the million dollars comes off taxable income.

Free enterprise, like Mark Twain, may remark that the
rumor of its death is exaggerared. A good many gnim proph-
ecies have not come to pass. Lord Keynes in his famous lec-
wure of 1924, The End of Laissez-Faire,”* declared that the
time had come when each government must decide on the
optimum population for its country, and even “take steps
to carry it into operation.”” Nothing of the sort has hap-
pened. Even voluntary birth control is forbidden wherever
the Catholic Church is strong, and the entre Westem
world since 1945 has shown an extraordinary fecundity -
though as yet no other family has matched the Dionnes.

When the Labor Party came into power in England after
the war, its left wing declared thar nationalization would
not work without forcible allocation of labor; but all at-
tempts to check and hamper the mobility of the British
workingman broke on the rock of British conceptions of
freedom.

Benito Mussolini, contemplating a photograph of FD.R.
in the carly days of the New Deal, remarked, “He is trying
to save his country with a smile; he will soon find, like me,
that he can’t do it without a scowl and without terror.” But
Roosevelt wore that smile to his dying day, and the people
of the United States subjected themselves under his leader-

" J. M. Keynes The End of Laisses-Faire (19:6).
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ship to an unheard-of regimentation, in peace as in war,
without the aid of hoodlums, jackboots, castor oil or gas
chambers.

Despite the bankruptcies of the Great Depression and
the trend toward consolidation, there were actually 27 per
cent more manufacturing concerns in the United States in
1947 than there were at the time of the crash in 1929 —
3,800,000 individual free enterprises in all, exclusive of the
farms; and if we included the farms, the number would add
up to ten million."

In the midst of the New Deal it was freely predicted by
financiers and economists that the United States could not
stand a national debt of more than a hundred billion dol-
lars. The debr had risen to 278.7 billion by the end of 1945;
and by October of 1955 it had slightly increased, to 279.9
billion.™ But we seem to be happily borrowing along.

Prophets of doom were also worried about the growing
number of people on the public payrolls of the Federal Gov-
ernment, which, added to those in the armed forces and on
relief, meant a dead weight on the economy. This number
of Federal employees, which never exceeded a million be-
fore the depression, rose to 2,892,000 in 1946; and the Eisen-
hower administration succeeded in reducing it only to
2,348,000 by the end of 1954.** That is a tremendous num-
ber of people to be “feeding at the public crib,” and it does
not include state or municipal employees, who would ac-
count for many thousands more; yet we seem to be able to

' S. H. Slichter The American Economy (1948) pp. 16-18.
. ™ The figures were $278.48: 000,000 and $2
informstion from the Sestistical Edicor of the Globe.

¥ Figures from the same source.
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support them. In fact, “wolf" has been cried so often by
conservatives that people have come to believe that there
isn’t any wolf; that is now the danger. For this sort of thing
cannot go on indefinitely; there must be a halt somewhere
short of everyone being on the public payroll, as happened
in Newfoundland before it went bankrupt.

The proportion of people still employed, and of goods
still produced, by free enterprise is much greater than i
generally supposed. In Great Britain in 1955, after the La-
bor Party’s nationalization of railways, coal mines and other
industries, only 21 per cent of the total gross production
was represented by government production or government
purchase of goods and services. The other 79 per cent was
produced by free enterprise.”* The proportion in the United
States was very nearly the same. For Canada, the figures are
18 per cent government, 82 per cent free enterprise. In
1948 about 85 per cent of the industrial output of the
United States was produced by private enterprise, and only
15 per cent by the government, including the output of the
Tennessee Valley Authority.™

Thus, we still have plenty of free enterprise in the United
States and Canada, but with a difference. Individuals are
free to start new enterprises, individuals and companies are
free to buy and sell, expand or retrench, and in other ways

2 These res were farnished colleague Prof -
mE.Hnﬁns’l'bcymudu bymyo"o"m' ms"d

goods and services, including the wa persons engaged p@&:
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t0 their self-interest; but within a framework of
rules established by government and by labor unions, and
under the excessive raxation of corporate income — 38 per
cent in the United States, except for very small units. Of
these two forces that hamper free enterprise today, that of
the unions is the stronger; and in the Unired Stares, with
the recent merger of the C.1.O. and the A.F. of L., it may
well become stronger still.

Owing largely to the efforts of the labor unions, and to
full employment, we now have a strange imbalance in the
United Seates between the rewards thar different kinds of
labor receive, Teachers in the public schools, who are not
unionized, commonly receive less pay than the school jani-
tors, who are. Locomotive engineers, who have indeed a
great rcsponsibility, but whose skill can be learned very
quickly, receive a higher annual wage than a captain in the
Navy, who has been Immmg his profession for twenty-five
years and whose train, as it were, is a 200-million-dollar
sireraft carrier with a complcmcnt of 2500 men. Young
physicians, after four years in college, three in medical
school, and a year or more as internes, commonly earn less
i 2 year than a plumber, who can learn his trade in two
years and be paid while learning. It was recently ascer- 1/
tained in Washington that the Dean of the Cathedral Chap-
ter receives a smaller annual salary than the wage of 2 ma-
son who is working on completing the edifice. And so it
£0ss, on every side. The unions have battled their way so
successfully that their members have become the privileged
ClasnnourWsternsoaety comparable to the remtier of
the nineteenth century.
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There is small likelihood of getting this remedied under
a democracy, unless labor irself takes the initiative. Labor
may realize that it is possible to go too far in raising wages
without commensurate increase in production. Many
spokesmen for labor are still working on two obsolete hy-
pothescs: that there is a fixed amount of work which has
to be done, no matter at what cost; and that wage increases
can be passed on to the public in prices. The fallacy of the
one is shown by the phenomenal growth of “do it yoursel”™
kits and of home house-building. The falsity of the other i
shown by the book business. In our modern society we may
have to buy gas stoves and electric toasters at any price, but
we can go without books; and although the wages of lino-
typers have increased over 100 per cent since 1940, publish-
ers do not dare to raise the price of books more than 30 per
cent, or people will not buy them. But new methods of
offser and the like for producing books are being rapidly
developed, and it seems probable that some linotypers will
price themselves out of their jobs.

Galloping Capitalism

On the other side of the economic picture we have the
SUper-corporation, or comcentrate as it is often called. In
the manufacture of motor cars, radios and other clectrical
appliances, in petroleum refining, in meat packing and in
iron and steel production, a few mammoth Ccorporations
share from one half to three fifths of the business in the
United Seates. The remaining half to two fifths of the bus-

S
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ness is shared by a large number of competitors, so that
there is no monopoly; but the pricing, production and sales
icies of the concentrartes set the pace for the little fellows.

Concentrates, all privately owned, have grown by leaps
and bounds in recent years; and it is they who are now in-
vading the field of government, rather than government
rking them over. Standard and Shell Oil, United States
Steel, Reynolds Aluminum, General Motors and a score of
other super-corporations have their own foreign offices,
their own diplomats, who negotiate with similar corpora-
tions in other nations, or their governments, and in some
cases take over governmental functions. United Fruit has
been doing this for over fifty years in the Caribbean. Cor-
poration diplomacy is almost always sceret and, in general,
more successful in gerting results than official diplomacy by
governments. Take the Anglo-Iranian Oil Company contro-
versy. Governments had a hand in settling it, but the major
work of negoriation and compromise was done by the cor-
porations; and when the settlement was made and the Per-
sian refineries were reopened, all the major oil companies,
nvals to Anglo-Iranian, agreed to relinquish to Anglo-
Iranian all its former markets which they had in the mean-
tme absorbed. Imagine that being done between rival rail-
road companies in the old laissez faire days!

These international corporations can and do energize the
cconomy on a huge scale. They open mines, build towns,
construct roads, and incidentally improve the living stand-
ards of hitherto backward peoples by giving stimuli and
scope for their ambitions. United States Steel, for instance,
i order to tap a new iron ore area in Venezuela, in a few
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months built hundreds of miles of roads, a small city and
several towns, with hundreds of homes for the workers, On
the north shore of Jamaica, Reynolds Aluminum, the Kai-
ser Company, and Aluminia of Jamaica Ltd., a Canadian
corporation, are strip-mining bauxite, which they ship w©
plants in Baton Rouge, Louisiana, and Kitimat, British Co-
lumbia. In return they have undertaken to develop the econ-
omy of Jamaica by introducing new strains of cattle, poul-
try, and citrus fruits; they have built a modern dressing
plant and a freezer, reforested hundreds of acres with ma-
hogany, and built a big hospital. That sort of thing is going
on all over the world. Capital investment in a country of
backward economy is not a mere stripping of natural re-
sources, like the old copper mining of Chile, which left the
Chileans nothing but the hole; it is a means of building up 2
local diversified economy and improving the native stand-
ard of living; as different from the Marxian theory of
capitalist exploitation as whire is from black.

Almost unknown to the public, these giant Canadian and
Unired States concentrates, cither alone or in a diplomatic
partnership with their European counterparts, are effecting
an economic revolution which began during the Great De-
pression —a revolution comparable in its results with the
communist revolution in Russia. These are no longer mere
corporations, they are institutions; and in spite of the gov-
ernment regulation to which they are subjected — usually
by their own desire — they are units in a free world. Al-
though they have gone a long way from the scheme of
things described by Adam Smith, they still produce for
profit, bargain with labor, compete with other products in




ECONOMIC FREEDOM 87

the market, reward skill and initiative, and, except for the

fixing of prices, satisfy every test of a free enterprise. The

concentrates have, in fact, set up one supranational Author-
ity, under the Schumann Plan; and if the Western world
goes ahead on that line, more will follow.

The success of these concentrates refutes the charge of
ereeping socialism; but the power thar they wield is terrific;
their ability to affect the lives of you and me is frightening;
and their lack of a guiding principle or philosophy is ap-
palling. As yer there is no doctrine or corpus of principles
to determine how these super-corporations shall conduct
their business. They are acting empirically, like the English
cotton factories before there were any Factory Acts. We
need 2 broad analysis and description of the present eco-
nomic world just as much as the world of 1850 needed John
St.mrtMill. Capitalism has galloped far ahead of the econo-
fomses; and the public, charmed by the slick-paper advertis-
ing, the TV programs, and soap operas financed by the con-
centrates, has not begun to realize what is going on.

: President Roosevelr in 1938 appointed a Temporary Na-
tinal Economic Committee to investigate the concentra-
ton of economic power. The committee sat for three years,
filled 17,000 pages with its reports and ended with the lame
conclusion “that the information which this committee has
asembled . . . will enable the people of America to know
what must be done if human freedom is to be preserved.” ™
That was sixteen years ago; yet, to date, nobody has come
forth with a single constructive suggestion as to what must
be dane, or to answer the question, Who will regulate

™). K. Galbraith American Capiraliom (1953) p. 0.
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these giant concerns which control such immense segments
of our economy? Their stockholders can’t do it. Their di-
rectors and managers are practically independent of control,
From time to time they appeal to government for regula-
tion, as the airlines did for the Civil Aeronautics Act. But
with a2 new technical revolution, that of nuclear fission, im-
pending, national governments will no longer be competent,
Who is there to do it, except the United Nations?
Professor Galbraith has a less heroic remedy. He asserss
that the concentrates are in fact being automatically regu-
lated by the “countervailing power” of the labor unions,
and of the buyers. Every scller has to have a buyer; and
some of the principal buyers of consumer goods in our pres-
ent economy are department stores like Macy's and chain
stores like Sears, Roebuck and F. W. Woolworth, which
are concentrates themselves. In the British Isles and Scands-
navia the same countervailing power is applied by the grear
consumers’ codperatives. But what of the motor-car indus-
try, which sells directly to the public through s own

agents? Or the building industry, before whom the individ-
ual home builder is helpless?

Untouched Areas of Free Enterprise;
“Fair Trade”

As we have seen, 79 per cent of the business in Great Brit-
ain and the Unired States, and 82 per cent in Canada, is still
private enterprisc. But very many of these enterprises, such
as the railroads and airlines in the United Stares, are also
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uader government regulation or control, and the tendency
of the times is toward more regulation rather than less. The
syndicated cartoon of Fagaly and Shorten, “There Oughta
Be 2 Law,” is much to the point. Almost everyone can
think of 2 new subject or business thar needs regulation,
rather than one already regulated that should be decon-
wolled.

For instance, my wife, a professional singer, declares that
teachers of voice in the United States should be examined
and licensed as (1 believe) they are in Italy. She points out
that the old adage, “Them that can, do; them that can't,
teach,” is particularly true of teachers of voice. Any busted
baritone or cracked contralto can hang out a sign as
“Teacher of Voice,” artract pupils and complertely ruin the
voices of young men and women. My wife observes that
even the hairdresser whom she patronizes has to be exam-
med for competence by a state board, and must pay an an-
nual ficense fee before he can practice, to protect ladies
from having their hair burned off or otherwise ruined; bur
that the old adage Cavear emptor prevails in the teaching of
singing. [ can only reply that if competent teachers of sing-
g would organize a union and convince the public that so-
ciety has as great an interest in protecting the voice as in
preserving the hair, they would probably get the kind of
baw they need. And one more lirtle area of freedom will
then be gone.

_ When you once place something under legal regulation,
i1 very difficult to recover it for free competition, even if
the regulations prove to be harmful on the whole, because
there is always someone who has an interest in recaining
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the controls. For an example, take the recent history of the
so-called fair-trade movement. This price-rigging scheme,
as complete a derogation of the free enterprise system as
you can find outside the toralitarian states, was adopred un-
der the sacred slogan of preserving free enterprise and the
American way of life. Although practically every econo-
mist in the country opposed them, fair-trade laws were
passed by forty-five of the forty-cight states of the Union.

These laws allow a manufacturer to dictate the price at
which his product will be sold at rerail. Fair-trade laws
place it in the power of the manufacturer, or any aggrieved
party, to bring suit against a cut-price retailer and punish
him by fines or refusal of supplies, or both. The impetus for
this fair-trade movement, the real steam behind it, came
from small independent shopkeepers, especially drugstores,
groceries and hardware stores, who in the Great Depression
were often forced out of business by department stores,
chain stores, supermarkets and mail-order houses. It was ar-
gued that society has an interest in keeping these small re-
tailers going; that the comer druggist, for instance, can’t
live on filling prescriptions for the neighborhood; he must
be able to sell nationally advertised drugs and toilet articles.
And if the customer can ger his Bayer aspirin and Colgate
toothpaste 20 per cent cheaper at a cut-rate chain store, he
will. The small-town hardware dealer can’t make a living
selling garden tools and seeds; he must be able to marke re-
frigerators, television sets and washing machines, which he
can't do if the city department store is able to undercut him

$25 to §100 on these big-ticker items. And manufacturers
in the United Stares seem 1o have the idea that any under-
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cutting in the price of a nationally advertised brand lessens
public confidence in that brand — makes people suspect
there is something wrong with it. The favorite phrase in this
connection 15, “We must protect ‘quality” items from de-
hasement in the consumer’s mind.” ** So the manufacturers
joined in the hue and cry against price-cutting, which a de-
cision of the Supreme Court in 1911 had upheld as a natural
nght of dealers: to sell whar they own for the price they
choose to ask,

While the strength of the fair-trade movement came from
the manufacturers of “name brands,” and small retailers
who wanted protection from chain stores and the like, the
great talking point was the iniquity of the “loss leader.” In
case you are not familiar wich the jargon of fair trade, I
shall explain that a loss leader is an article, usually a na-
tonally advertised one, which a department or chain store
sells for a short time ar a severely cut price, or even ar a loss,
in order to attract customers into the store and lead them to
buy other things too. The favorite “loss leader” item in the
F'nircd States seems to be a dishwasher, and the favorite one
i Canada a floor polisher. (Psychologists are welcome to
make deductions on national character from this differ-
ence!) The theory of the fair-traders is that if 2 housewife
who has long and vainly coveted a General Electric floor
polisher listed retail at §54.50 suddenly sees it advertised by
1 department store at $33.85, she will rush in and buy one;
but ar the same time she will look around the store and
squander the $20.65 that she has saved, on pots and pans,
curtains, nylon stockings and what not. Whether Canadian

¥ The ‘Fair Trade' Question (sce Bibliography, page t55) p 70
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and American housewives do or do not behave in this irn-
tional manner is beside the poinr; the chain and department
store executives believe that they do, and so, unless re-
strained by law, will occasionally sell an advertised brand ar
a loss in order to attract new customers. And the neighbor-
hood hardware dealer, who has spent time and money dem-
onstrating a $54.50 floor polisher to Mrs. McTavish, feels
frustrared and cheated if she rushes into a department store
and snaps one up for $33.85.

Fair-trade laws in the United States promptly ran up
against the snag of the antitrust laws, which make horizon-
tal price-fixing illegal. Manufacturers cannot legally agree
to charge identical prices for identical goods, nor can re-
tailers agree among themselves never to cut prices; that
would be horizontal price-fixing. But the fair-trade laws
allow the same thing in effect by permitting manufacturer
A to fix a retail price which rerailers X, Y and Z have w0
observe. It became necessary, therefore, for Congress to
pass enabling legislation which repealed the Sherman and
other antitrust laws as regards retail price-rigging. The
first of these national laws was the Miller-Tydings Act of
1937, which allowed vertical price-fixing on the products
of manufacturers who were in competition with other
manufacturers of similar goods; and that meant almost ev-
eryone. Naturally there was a good deal of litigation be-
tween manufacturers and wholesalers and retailers as o
just how far they could go. In 1951 there was a famous
case of Schwegmann Brothers v. Calvert Distillers Corpora-
tion.* The creators of the “Gentdeman of Distinction” who
drinks Calvert whiskey had been trying to force all retailers

* 341 U. S. Reports 184,




ECONOMIC FREEDOM 93

to observe a minimum fixed price, presumably so that un-
diinguished gentlemen could not buy it. The Schwegmann
Brothers of New Orleans — obviously no gentlemen — re-
fused to comply, cut prices and brought suit when the dis-
tillers denied them further supplies of Calvert whiskey. The
case went to the Supreme Court of the United States, which
upheld the Schwegmanns, and declared that “when re-
wilers are forced to abandon price competition, they are
driven into a compact in violation of the spirit of the pro-
viso which forbids ‘horizontal’ price fixing," and that the
Calvert Company’s attempt to fix prices by compulsion
wis illegal.

But that was not the end of it. The forces of fair trade,
outraged ar the Supreme Court’s decision to give ungentle-
manly consumers of whiskey a break, rallied and induced
Congress to pass the McGuire Act in 1952, which contains
the monstrous “nonsigner” clause. This means, in effect,
that if manufacturer A has induced retailer X to sign an
sgreement to sell a certain brand of whiskey at §6.50 a bot-
the, every other retailer in the state is required to maintain
the identical price upon mere notification thereof, even if
he has refused to sign the agreement. President Truman
sgned this McGuire Act with evident reluctance, becavse
he hoped it would “help small businessmen to stay in busi-
ness,” which he believed — mindful no doube of his own ex-
P‘ffetlcc ~ to be “a healthy thing for our economy and our
m"'

We have had fair trade in the United States now for
twenty-five years, and it has never done for the little fellow
what it promised, This particular check on economic free-

dom has not justified itself. And why? In the first place,
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fair-trade laws are exceedingly difficult to enforce, The
states, reluctant to build up a new burcaucracy o
around for curt prices, have generally lefr enforcement to
the big manufacturers, who have to bring court action
against a recalcitrant retailer, or cut off his supplies; and the
manufacturers themselves, when faced with a glutted in-
ventory of goods, have frequenty violated the law by
dumping their advertised brands to be sold by the so-called
discount houses. Naturally, when enforcement of a regu-
latory law is left to the very people whom it is supposed 0
regulate, its enforcement will be very sportty.

Second, the fair-trade laws are full of loopholes. The
big department stores and mail-order houses in the Unired
States, like Macy's, Gimbel's and Sears, Rocbuck, have
adopted the practice of inducing manufacturers to make
special brands for them, or to rename a brand for them, es-
pecially in “big-ticket” items such as electrical and motor-
car equipment. These special brands, though not nationally
advertised, have proved upon test by Consumers' Research
to be as good, and often better, than the widely ballyhooed
ones. And fair-trade laws enable chain stores and mail-order
houses to organize price raids on competitors by marketing
these private brands at prices against which the independent
retailers, limited to national brands whose prices are pegged
by fair trade, cannot possibly compete.

And third, it is notorious that prices of very many items
are less in the District of Columbia and the three states that
have never passed fair-trade laws — Vermont, Missouri and
Texas — than in adjoining states with fair-trade laws.

The United States Federal Trade Commission opposed
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the passage of the McGuire Act, with its notorious non-
signer clause; and in April 1955 2 national advisory com-
mitree of sixty, appointed by the Artorney General to
report on fair trade, recommended repeal both of the Miller-
Tydings Act of 1937 and the McGuire Act of 1952. The
far-trade system, declared this advisory committee,
“strikes . . . at all price reductions which pass to the con-
sumer the economies of competitive distribution. . . . Itis
the Committee’s view that ‘Fair Trade' when used as a de-
vice for relieving distributors from the rigors of price com-
petition, is at odds with the most elementary principles of a
dynamic free enterprise system.” *

Now, it is an interesting instance of the close relation be-
tween our respective countries that on 28 March 1955, only
three days before the Attorney General’s advisory commit-
tee issued its report, the Restrictive Trade Practices Com-
mission set up under the Department of Justice of Canada
signed a report making recommendations along almost iden-
tical lines.

In the United States, however, the question was whether
to maintain or repeal a system of legislation that had
been tried for twenty-four years. In the Dominion, where
very little fair-trade legislation had been passed, the ques-
tion was whether it should be strengthened or allowed to
die.

In a very thorough and comprehensive report of some
three hundred pages,™ the Canadian commission exposed

** The ‘Fair Trade’ Question pp- 67-78- o Ruauiey o

* Restrictive _Tr:de Practices Commission, o i o

Loss-Leader Selling,” published by Departmenc
CondnduuminTbc‘F&ﬁ:’lyiomlwW'
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the sophistry of the “loss leader” argument, approved
sales below actual net cost for “come-on™ purposes, and
declared that ordinary cut-price sales were of advantage
not only to the Canadian consumer but to the manufac-
turer, who “in this manner taps a buying level which
would not be reached in any other way.” In the case that |
mentioned, where a $54.50 floor polisher was marked down
from $54.50 to $33.85, the commission found that the re-
tailer actually made money — there was no loss. The com-
mission declared its belief that “many maufacturers and
merchants in Canada have been too much concerned in at-
tempting to maintain conventional practices and have not
given sufficient attention to adaptations which may be nec-
essary under present competitive conditions.” It concluded
that no more fair-trade legislation was necessary or desir-
able in Canada. “It must be remembered,” reported the
commission, “that in our free economy, competition is the
great regulating force that operates in the public interest,
compelling producers, manufacturers and merchants to seek
constantly to improve their methods of production and dis-
tribution. . . . Any legislative interference with freedom
of competition, therefore, requires for its justification sub-
stantial proof of the serious character of the evil it is de-
signed to correct.”

American and Canadian economy is still highly competi-
tive, and far more so than in Europe, where class fecling
among producers and distributors prevents price compen-
tion or the passing along of economies in production to the
consumer. It is more competitive than in the eighteenth cen-
tury, when high transportation costs protected the local
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r from distant producers,” Competition in retailing
has been sumulated by marking the price, which did not be-
come general until around 1890, and which, in certain lines
such 35 “antiques” and other secondhand goods, does not
peevail even today. Another and very modern form of com-
petition is the contest between the old and the new; the de-
sirc for a new model, stimulated by adverdsing.

Few economists have analyzed the role of advertising in
the modern economic world. The extent of it is one of the
proofs that we have free enterprise stll; for in totalitarian
countries, where the state handles production and distribu-
oo, you need no more advertising than a radio announce-
ment or posted notice that if you wish to buy a winter over-
ceat you had better queue up early Monday morning at a
cerin garment outler, or go withour. Advertising, too,
has been brought under government regulation to prevent
scrial fraud or misrepresentation — especially in proprie-
tary drugs and cosmetics — but it has become a necessary

. pare of distribution. It has stimulated the receptivity of
customers to new products. Having successfully persuaded
the conservative male dresser to wear colored shirts instead
of white ones, the profession is now engaged in breaking
down adherence to the conventional black dinner jacker,
ind inducing the American gentleman ro blossom out in
pink, green and canary-colored tuxedos.

Its latest diabolical stunt is the trade-in sale for ready-
made clothing. Many clothing stores in various parts of the
United States will give you five to ten dollars off the price

.h"‘Y-'fﬁrlndc'ismcﬂonmmdcd&ﬁn rote
Bt high transportation cost formerly gave to small shops 0d
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of a new suit if you turn in your old one, The idea, it & er.
plained in a trade journal, is that thousands of old suity
hanging in men’s wardrobes and closets are veholog

cally blocking new consumer purchases.” When the link
woman says, “John, you need a new suit,” and he rephes,
“I have three good old ones,” she can now retort, “Tem
‘em in for new ones, just as you did your old car.” The "«
men" are in collusion with the women to deprive us men of
one of our last rights and privileges — wearing out our okl
clothes.

Joking aside, the advertising business, by stimulating coo-
sumer demand throughour society, has greatly enhanced the
demands of labor. Having convinced the workingman that
the American way of life requires possession of a car, a
electric refrigerator, a TV set, an electric stove and a dish-
washing machine — or floor polisher — American industry
must pay him enough to enable him to buy. Advertising
more than any other factor, has made the luxuries of yester-
day the necessities of today; and if any profession in Canls
or the United States is to be crowned or cursed for bringing
about the present state of the economy, it is the “ad men”

The Challenge of Free Enterprise

During the second half of the twentieth century we are
likely to have more rather than less free enterprise in North
America, because our people want it. American and Cr
nadian businessmen were thoroughly fed up during the wir
with having to go to Washington or Ottawa, and being
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given the runaround from one bureaucrat to another when-
ever they needed raw marerial, or ro change their prices or
wages. That gave them a prejudice against government in-
terference that they are not likely to forget. Bur, at the
same time, the power of organized labor and the farm vore
will prevent any backward movement ro the complete eco-
nomic freedom of the nineteenth century. Unless our cities
and our civilization are wiped out in an atomic war and we
have to rebuild the economic community from scrarch,
there is no possibility of our recovering the sort of organi-
zation described by Adam Smith and John Stuare Mill.

Although the grand prizes of the future may go to the
giant corporations, since they alone can command the eapi-
tal for large-scale production, there is plenty of room left in
our economy for the little fellows. In some instances, a large
number of small businesses have replaced one big one. Man-
chester, New Hampshire, where most of the labor force is
Canadian, scemed finished on Christmas Eve, 1935, when
the great Amoskeag Cotton Manufacturing Company shut
down forever. But, as of 1 October 1955, no fewer than a
hundred and twenty different business and manufacturing
enterprises occupy the old Amoskeag buildings, and they
employ eleven thousand persons, almost exactly the same
number that Amoskeag employed before the crash of 1929.
The total payroll is far greater than that of 1929, and the
entire community is more prosperous.*

Some capiralists and managers have been successful in
meeting all challenges. Such a firm is the Plymouth Cordage

Company of Plymouth, Massachusetts. Founded by a local
* Information from John R. McLane, Esq., of Manchester, N. H.
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man in 1824, it has rerained substantially the same owner-

ship and management for one hundred and thirty years. It

always had to import raw material, but 2 large part of i

market was the shipbuilding industry of New

After the first quarter-century the local labor force wi
gradually replaced by German, Italian and Portuguese -
migrants, Markets were extended by making binder twine
for the West. Efforts by the cordage trust to put the Plym-
outh company out of business, when it refused to be sb-
sorbed, were successfully resisted. In 1916, owing to a great
increase in the cost of living, the workers went on strike, but
the management eventually mer their demands and learned
to cope with twentieth-century labor conditions. It has also
established a research section and met the challenge of new
raw materials such as nylon. Fifty years ago, anticipating
the t demand for its products in the growing economy
of (éa‘rr:da, Plymouth Cordage established a subsidiary at
Welland, Onuario. The Plymouth plant has been progres-
sively enlarged and modernized, so that today it is d:e hrg-
est producer of cordage in the world. The company’s chicf
manager is a direct descendant of Elder Brewster of the
May flower's company, and a majority of its directors arc
descendants of the founders,

Conclusion

It was Voltaire, I believe, who said, “Qui ' pas Pespri
de son dge, de son dge a tout le malbeur.” That is very %
plicable to living economists, Not only the three weird sis-
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rers, Hayek, Jewkes and Schumpeter, but many who were
brought up in the tradition of Adam Smith and Alfred
Marshall, are unhappy about modern trends. Others have
taken refuge in mathemarical economics and econometrics,
in which questions of wages, prices, investment, produc-
tion, etc., are expressed in complicated equations that re-
quire 2 knowledge of calculus to comprehend. There are,
however, a few economists in Canada, Great Britain and the
United Stares who are making a sincere effort to understand
ind analyze the facts and trends of our times, and to tell us
about them. Of these Sumner H. Slichter is the most vocal
and, on the whole, the most optimistic. He, more than any
other on this side of the Adantic, and even more than Har-
rod, Keynes's disciple at Oxford, has the sense, or spirit,
of our era,

So ler us see what Slichter concludes in his recent book
The American Economy, meaning the economy of the
United States and Canada, He puts it first to cCONOMIC tests,
and then to social and political tests.

In the first category he finds the American economy
highly successful ar (1) increasing production; i.c., in the
output per man hour. And this, he asserts, is due funda-
mentally to economic freedom, to the large measure of free
enterprise that has survived.

(2) “Has the economy provided people with reasonable
security and abundant opportunities?” Here, too, the rec-
ord is excellent. Safeguards built into the economy during
the New Deal have considerably flactened the mountains
and filled in the valleys of the business cycle and so far pre-
vented a postwar depression. We cannot yet appreciate
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what ten years of continuously good employment have
done for the morale of our Western world, or how pro-
foundly disappointed the Soviets are at this ourcome, Ther
entire diplomacy in the Stalin era was based on the expects-
tion that American economy would go into a tailspin, fol.
lowed by an American withdrawal from Europe comps
rable in its effects ro the famous withdrawal of the Romn
legions from Britain in A.p. 410. In the United Seates, and
even more in Canada, owing to the spectacular development
of iron ore, oil and uranium, jobs and business opportuss-
ties have increased faster than population.

(3) “Does the economy adjust itself effectively to new
conditions?” To this query Slichter gives a qualified “Yes”
Public policy “often moves slowly and timidly, avoiding
issues until a large part of the community sces that a prob-
lem exists and demands action”; but business concerns have
been quick to adapt themselves to changes, such as finding
substitutes for scarce or vanishing raw materials.

(4) “Docs the economy distribute its product widely
and fairly?" Widely, yes; but whether fairly or unfairly de-
pends on one’s ethical standard in such matters. “There s
no basis,” says Slichter, “for the oft expressed fears that in-
comes are becoming concentrated in the hands of pm
owners.” The lowest income group in the community hs
gained the most in developments since 1941; the fived:
income group has lost. There is a serious imbalance here,
more so, I think, than Slichter admits, since he advocm.d
the theory that slow inflation, forced by rising labor costs, 5
a lesser evil than chronic unemployment. Resentment 0v¢t
this imbalance on the part of a large section of the middle
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class is generally supposed to be a main reason for the Re-
publican Presidential victory in 1952. And the Republicans
have helped slightly to redress the balance by checking in-
flation and preventing large further rises in prices.

(5) “"Does the American economy provide a reasonable
balance between the interests of consumer and those of pro-
ducers™ Slichter thinks not. The effect of technological
progress, he believes, has been to raise wages rather than to
reduce prices; many gains in technology have not been
passed along to the consumer. But, if technical change is a
good thing, which we all assume, the present “ogliopoly,” *
with its vast expenditures for research and invention, is far
better than monopoly or statism, which tend to ignore new
mventions and suppress changes that would be troublesome
and costly.

On the side of noneconomic tests Slichrer asks: (1) “Is
industry operated with proper regard for the workers and
their needs as human beings®™ He points out the results of
what has been called the “management revolution”; the
studies conducted by the Harvard School of Business Ad-
ministration on human relations in industry; the lessened
authority of foremen and supervisors. Much remains to be
done, bur the outlook is bright for “more understanding
and humane treatment of employees than has ever occurred
in the history of the world.” Compare, for instance, France,
where a majority of factory workers are bitterly hostile to

their bosses and foremen and vote communist.
(2) “Is our economic setup favorable to the development

1 See Note 1y, above. On this point see J. K. Galbraith Americen
Capitalisms (1952) pp. o ff.
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of the arts and sciences, music and lirerature, scholmﬁp
and religion?" — to mention man's principal noneconomic
needs. The answer is, reasonably so, and relatively far more
than in any toralitarian seate, although devorees of the opens
and ballet may still regard Russia with longing. Doulless
the greater part of our cultural production is trashy, espe-
cially in music, television and literature; but most of us pre-
fer freedom to produce and consume trash over any
of government to control taste. Apparently the British think
$0, 100, judging by the recent opening of their TV circuns
to commercials and commercially sponsored programs.
(3) “Does our cconomy furnish a favorable environment
for democracy?” The answer 15, emphatically yes. As loog
as government keeps its hands off organs of opinion like the
newspaper and radio, reform agitation goes on.

The present division of power among government, ll-
dustry and labor may be compared with the medieval din-
sion between church and state. We all seek a balanced s
ciety, as the Middle Ages did, and so far have been mbu
less successful than the Middle Ages. The present situs
tion is overbalanced in favor of organized labor; but let us
be patient and remember the century and a half that elapsed
after the industrial revolution began, before labor got any-
thing out of ir, and the progressive fall in real wages be-
tween 1893 and 1916,

It is demonstrable thar the workingman of the Western
world, the man of limited education who earns his living
by manual labor at the lower end of the scale, whether it be
farming, fishing, industry or transport, now commands
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more goods and better services for less work than at any
previous era of history, together with more social security.
And the worker has not failed to observe that his real wage
has improved while free competition has declined; that he
has had to battle for his social gains through his unions and
the vote. Is ir surprising that, like the millionaire of 1890
who became a mulumillionaire by 1910, he wants more of
the same? .

Our mixed system of semicontrolled free enterprise,
squeezed between the upper millstone of the state and the
vether millstone of the labor union, is still grinding out far
greater benefits in terms of the good life than any other
system known to us in the present or the past. Just as politi-
cal freedom can, in the long run, be preserved only if the
people are emotionally attached to it and observe the mutual
toleration and forbearance that alone enable free institu-
tons to flourish, so there must be a certain “climate” of
business practice if free enterprise is to continue. “Whether
we are to enjoy a free narional marker, as the commerce
clause [of the Federal Constitution] envisages, depends as
much upon the practices of business enterprise as upon gov-
emmental acts.” ** And the system is not immutable or
etermal. Ir must continue to justify irself to the people, by
making it possible for decent people to obtain remunera-
tion commensurate with their ability and the results of their
cfforrs,

In order to avoid drifting into a social system like that
of imperial Rome, where the populace was kepr docile by

2 H. M. Holt, in A. W. Macmahon eod. Federaliom Mattre and
Emergent (1955) pp. 160-161.
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breadandcirmmorimoasynunaldntomodeznmﬁ-
tarianism, our political and economic institutions st be
implemented by religion. Free enterprise as it exists today,
like the laissez faire out of which it grew, makes strong de-
mands on human nature. It can only function in a sog
that believes in God and in the Hebraic-Hellenic ethies
upon which Christianity built; a society where the grex
majority of people respect integrity and justice, practice
honesty and fair dealing, and have higher values than mere
wealth and comfort.

Most of the second half of the twentieth century lis
ahead of us. If a substantial measure of economic frecdom s
to survive, it will be owing as much to our character and
our wisdom as to any external or material influence such &
war, technology and the exploitation of natural resources
Only a really Christian commonwealth is capable of pre-
serving freedom; and without freedom, nothing in what we
call civilization is worth preserving.




