
Planning For Freedom 

The term "planning" is mostly 
· t,;sed as a synonym for socialism, 

communism, and authoritarian 
and totalitarian economic man
agement. Sometimes only the 
German pattern of socialism -
Zwangswirtschaft - is called 
planning, while the term social
ism proper is reserved for the 
Russian pattern of outright so
cialization and bureaucratic op
eration of all plants, shops, and 
farms. At any rate, planning in 
this sense means allround plan
ning by the government and en
forcement of these plans by the 
police power. Planning in this 
sense means full government 
control of business, it is the an
tithesis of free enterprise, private 
initiative, private ownership of 
the means of production, market 
economy, and the price system. 
Planning and capitalism are ut
terly incompatible. Within a sys
tem of planning production is con
ducted according to the govern
ment's orders, not according to 

- the plllns of capitalists and en
trepreneurs eager to profit by 
best filling the wants of the con
sumers. 
PLANNING A TmRD SYSTEM 

But the term planning is also 
used in a second sense. Lord 
Keynes, Sir William Beveridge, 
Professor Hansen, and many oth
er eminent men assert that thc'Y 
do not want to substitute totali
tarian slavery for freedom. They 
declare that they are planning 
for a free society. They recom
mend a third system, which, as 
they say, is as far from social
ism as it is from capitalism, 
which as a third solution of the 
problem of society's economic 
organization stands midway be-
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tween the two other systems, and 
while retaining the advantages 
of both avoids the disadvantages 
inherent in each. 

These self - styled progressives 
are certainly mistaken when 
they pretend that their propos
als are new and unheard of. The 
idea of this third solution is very 
old indeed, and the French have 
long since baptized it with a per
tinent name; they call it interven
tionism Hardly anybody can 
doubt that history will link the 
idea of social security more close
ly than with the American New 
Deal and Sir William Beve
ridge with the memory of Bis
marck whom our fathers did not 
precisely describe as a liberal. 
All the essential ideas of present
day interventionist progressivism 
were neatly expounded by the 
supreme brain-trusters of imper
ial Germany, the Professors 
Schmoller and Wagner, who at the 
same time urged their Kaiser to 
invade and to conquer the Amer
icas. Far be it from me to con
demn any idea only on account 
of its not being new. But as the 
progressives slander all their op
ponents as old-fashioned, ortho
dox, and reactionary, it is ex
pedient to observe that it would 
be more appropriate to speak of 
the clash of two orthodoxies: the 
Bismarck orthodoxY versus the 
Jefferson orthodoxY. 

Before entering into an inves
tigation of the interventionist sys
tem of a mixed economy two 
points must be clarified. 
THE LAW OF THE MARKET 

First: If within a society based 
on private ownership of the 
means of production some of 
these means are owned and op-

perated by the government or 
by municipalities, this still does 
not make for a mixed system 
which would combine socialism 
and private ownership. As long 
as only certain individual enter
prises are publicly controlled, the 
characteristics of the m a r k e t 
economy determining economic 
activity remain essentially unim
paired. The public owned enter
prises, too, as buyers of raw 
materials, semi·finished goods, 
and labor and as sellers of goods 
and services must fit into the 
mechanism of the market econ
omy_ They are subject to the 
law of the market; they have to 
strive after profits or, at least, 
to avoid losses. When it is at
tempted to mitigate or to elim
inate this dependence by cover
ing the losses of such enterprises 
by subsidies out of public funds, 
the only result is a shifting of 
this dependence somewhere else. 
This is because the means for 
the subsidies have to be raised 
somewhere. They may be raised 
by collecting taxes. But the bur
den of such taxes has its effects 
on the public, not on the govern
ment collecting the tax. It is the 
market, and not the revenue de
partment, which decides upon 
whom the tax falls and how it 
affects production · and consump
tion. The market and its inescap
able law are supreme. 

Second: There are two differ
ent patterns for the realization 
of socialism. The one pattern -
we may call it the Marxian or 
Russian pattern - is purely bu
reaucratic. All economic enter
prises are departments of the 
government just as the adminis
tration of the Army and the 

Navy or the Postal system. Ev
ery single plant, shop, or farm, 
stands in the same relation to 
the superior central organization 
as does a post office to the office 
of the Postmaster General. The 
labor army with compulsory 
service; the commander of this 
army is the chief of state. 

The second pattern - we may 
call it the German of Zwang
swirtschaft system differs 
from the first one in that it 
seemingly and nominally main
tains private ownership of the 
means of production, entrepre
neurship, and market exchange. 
So-called entrepreneurs do the 
buying and selling, pay the work
ers, contract debts and pay in
terest and amortization. But they 
are no longer entreprenuers. In 
Nazi Germany they are called 
shopmanagers or Betriebsfuehr
er. The government tells these 
seeming entreprenuers what and 
how to produce, at what prices 
and from whom to buy, at which 
nrices and to whom to sell. The 
government decrees ar-wfiat -
wages laborers should work and 
to whom and under what terms 
the capitalists should entrust 
their funds. Market exchange is 
but a sham. As all prices, wages, 
and interest rates are fixed by 
the authority, they are prices, 
wages, and interest rates in ap
pearance only; in fact they are 
merely quantitative terms in the 
authoritarian orders determining 
each citizen's income, consump· 
tion, and standards of living. The 
authority, not the consumers, di
rects production. The central 
board of production management 
is supreme; all citizens are noth
ing else but civil servants. This 



is socialism, with the outward 
appearance of capitalism. Some 
labels of the capitalistic market 
economy are retained, but they 
signify here something entirely 
different from what they mean 
in the market economy. 

It is necessary to point out 
this fact to prevent a confusion 
of socialism and interventionism. 
The system of hampered market 
economy or interventionism dif
fers from socialism by the very 
fact that it is still market econ
omy. The authority seeks to in
fluence the market by the inter
vention of its coercive power, but 
it does not want to eliminate the 
market altogether. It desires that 
p r o d u c t i o n and consumption 
should develop along lines differ
ent from those prescribed by the 
unhindered market, and it 
wants to achieve its aim by in
jecting into the working of the 
:market orders, commands, and 
prohibitions for whose enforce
ment the police power and its 
apparatus of coercion and com
pulsion stand ready. But these 
are isolated interventions; their 
authors assert that they do not 
plan to combine these measures 
into a completely integrated sys
tem which regulates all prices, 
wages, and interest rates, and 
which thus places full control and 
production and consumption in 
hands of the authorities. 

THE PROGRESSIVE ACCUMU· 

LATION OF CAPITAL 
The fundamental principle of 

those truly liberal economists 
who are nowadays generally 
abused as orthodox, reactionar
ies, and economic royal~sts, is 
this: There are no means by 
liiiJi~ general standard of liv· 
ing can be raised other than ac· 
celcrating the increase of capital 
as compared with population. All 
that good government can do to 
improve the material well bein~ 
of the masses is to establish and 
to preserve an institutional set
ting in which there are no ob
stacles to the progressive accu
mulation of new capital and its 
utilization for the improvement 
of technical methods of produc
tion. The only means to increase 
a nation's welfare is to increase 
and to improve the output of 
products. The only means to 
raise wage rates permanently for 
all those eager to earn wages 
is to raise the productivity of 

labor by increasing the per head 
quota of capital invested and im
proving the methods of produc
tion. Hence, the liberals conclude 
that the economic policy best fit
ted to serve the interests of all 
strata of a nation is free trade 
both in domestic business and in 
international relations. 

INTERVENTIONISTS' 
METHODS 

The interventionists, on the 
contrary, believe that govern
ment has the power to improve 
the masses' standard of living 
partly at the expense of the cap
italists and the entrepreneurs, 
partly at no expense at all. They 
recommend the restriction of pro
fits and the equalization of in
comes and fortunes by confisca
tory taxation, the lowering of the 
rate of interest by an easy money 
policy of credit expansion and 
the raising of the workers' stand
ard of living by the enforcement 
of minimum wage rates. They 
a d v o c a t e lavish government 
spending. They are, curiously 
enough, at the same time in fa
vor of low prices for consumers' 
goods and of high prices for ag
ricultural products. 

The liberal economists, that is, 
those disparaged as orthodox, do 
not deny that some of the meas
ures can, in the short run, im· 
prove the lot of some groups of 
the population. But they say, in 
the long run they must produce 
effects which, from the point of 
view of the government and the 
supporters of its policies, are less 
desirable than the previous state 
of affairs they wanted to alter. 
These measures are, therefore, 
when judged from the point of 
view of their own ad\·ocates, con
trary to purpose. 

SUFFERING FROM THE 

LO.SG RUN 
It is true, many people believe 

that economic policy should not 
bother at all about long-run con
sequences. They quote a dictum 
of Lord Keynes: "In the long 
run we are all dead." I do not 
question the truth of this state
ment; I even consider it as the 
only correct declaration of the 
neo - British Cambridge school. 
But the conclusions drawn from 
this truism are entirely fallacious. 
The exact diagnosis of the eco
nomic evils of our age is: we 
have outlived the short-run and 
are suffering from the long-run 

consequences of policies which 
did not take them into considera
tion. The interventionists have 
silenced the warning voices of the 
economists. 

AS PREDICTED 

But things developed precisely 
as these much abused orthodox 
scholars had predicted. Depres
sion is the aftermath of credit 
expansion; mass unemployment 
prolonged year after year is the 
inextricable effect of attempts to 
keep wage rates above the level 
which the unhampered market 
would have fixed. All those evils 
which the progressives interpret 
as evidence of the failure of cap
italism are the necessary out
come of allegedly social interfer
ence with the market. It is true 
that many authors who advocat
ed these measures and many 
statesmen and politicians who ex
ecuted them were impelled by 
good intentions and wanted to 
make people more prosperous. 
But the means chosen for the 
attainment of the ends aimed at 
we r e inappropriate. However 
good intentions may be, they can 
never render unsuitable means 
any more suitable. 

!\lEANS NOT ENDS 
It must be emphasized that we 

are discussing means md meas
ures, not ends. The matter at 
issue is not whether the policies 
advocated by the self-styled pro
gressives are to be recommended 
or condemned from any arbi
trary preconceived point of view. 
The essential problem is whether 
such policies can really attain 
the ends aimed at. 

.1t is beside the mark to con
fuse the debate by referring to 
accidental and irrelevant mat
ters. It is useless to divert atten
tion from the main problem by 
vilitying capitalists and entre
preneurs and by glorifying the 
virtues of the common man. Pre
cisely because the common man 
is worthy of all consideration, it 
is necessary to avoid policies det
riment:::! to his welfare. 

The market economy is an in
tegrated system of intertwined 
factors that mutually condition 
and determine one another. The 
social apparatus of coercion and 
compulsion, i.e., the state, cer
tainly has the might to interfere 
with the market. The government 
or agencies in which the govern
ment, either by legal privilege 

or by indulgence, has vested the 
power to apply violent pressure 
with impunity, are in a position 
to decree that certain market 
phenomena are illegal. But such 
measures do not bring about the 
results which the interfering pow
er wants to attain. They not only 
render conditions more unsatisfac
tory for the interfering authority. 
They disintegrate the market sys-

• tern altogether, they paralyze its 
operatiOn, they bring about chaos. 

If one considers the \vorking of 
the market system as unsatisfac-
tory, one must try to substitute 
another system for it. This is 
what the socialists aim at. But 
socialism is not the subject mat-
ter of this meeting's discussion. 
I was invited to deal with inter
ventionism, i.e., with various · 
measures designed to improve 
the operation of the market sys-
tem, not to abolish it altogether. 
And what I contend is that such 
measures must needs bring about 
results which from the point of 
view of their supporters are 
more undesirable than the pre-
vious state of affairs they want-
ed to alter. 

TRADE UNIO.SS REFORMIST 

NONSENSE 
Karl Marx did not believe that 

government or trade union inter
ference with the market can at
tain the beneficial ends eJo..'Pected. 
Marx and his consistent follow
ers condemned all such measures 
in their frank language as re
formist nonsense, capitalist fraud, 
and petty - bourgeois idiocy. They 
called the supporters of such 
measures reactionaries. Clemen
ceau was right when he said: 
"One is always a reactionary in 
somebody's opinion." 

Karl Marx declared that under 
capitalism all material goods and 
likewise labor are commodities, 
and that socialism will abolish 
the commodity character both of 
material goods and of labor. The 
notion "commodity character'' is 
peculiar to the Marxian doctrine; 
it was not used before. Its mean
ing is that goods and labor are 
negotiated on markets, are sold 
and bought on the basis of their 
value. Acording to Marx the com
modity character of labor is im
plied in the very existence of 
the wage system. It can disap
pear only at the "higher stage" 
of communism as a consequence 
of the disappearance of the wage 



system and of payment of wage 
rates. Marx would have ridiculed 
the endeavors to abolish the com
modity character of labor by an 
international treaty and the es
tablishment of an International 
Labor Office and by national leg
islation and the allocation of 
money to various national bu
reaus. I mention these things 
only in order to show that the 
progressives are utterly mistaken 
in referring to Marx and the doc
trine of commodity character of 
labor in their fight against the 
economists whom they call re
actionary. 

ONLY POSSffiLE WAY OF 
PERMANEmLY RAISING 
WAGES 

What these old orthodox econo
mists said was this: A perma
nent rise in wage rates for all 
people eager to earn wages is 
only possible as far as the per
head quota of capital invested 
and concomitantly the product
ivity of labor increases. It does 
not benefit the people if mini
mum wage rates are fixed at a 
level above that which the un
hampered market would have fix
ed. It does not matter whether 
this tampering with wage rates 
is done by government decree 
or by labor union pressure and 
compulsion. In either case, the 
outcome is pernicious to the wel
fare of a great section of the 
population. 

UNEI\IPJ ,OYME!'Ii'T TEMPO
RARY IX FREE 1\IARKET 

On an unhampered labor mar
ket wage rates are fixed, by the 
inter-play of demand and supply, 
at a level at which all those 
eager to work can finally find 
jobs. On a free labor market un
employment is temporary only 
and never affects more than a 
small fraction of the people. 
There prevails a continuous tend
ancy for unemployment to dis
appear. But if wage rates are 
raised by the interference of gov
ernment or unions above this 
level, things change. As long as 
only one part of labor is union
ized, the wage rise enforced by 
the unions does not lead to un
employment, but to an increased 
supply of labor in those branches 
of business where there are no 
efficient unions or no unions at 
all. The workers who lost their 
jobs as a consequence of union 

policy enter the market of the 
free branches and cause wages 
to drop in these branches. The 
corollary of the rise in wages for 
organized workers is a drop in 
wages for unorganized workers. 
But if fixing of wage rates above 
the potential market level be
comes general, workers losing 
their jobs cannot find employ
ment in other branches. They re
main unemployed. Unemploy
ment emerges as a mass pheno
menon prolonged year after year. 

NEVER REFUTED 
Such were the teachings of 

these orthodox economists. No
body succeeded in refuting them. 
It was much easier to abuse 
their authors. Hundreds of trea
ties, monographs, and pamphlets 
sneered at them and called them 
n am e s. Novelists, playwrights 
politicians, joined the chorus. 
But truth has its own way. It 
works and produces effects even 
if party programs and textbooks 
refuse to acknowledge it as truth. 
Events have proved the correct
ness of the predictions of the or
thodox economists. The world 
faces the tremendous problem of 
mass unemployment. 

It is vain to talk about em
ployment a n d unemployment 
without precise reference to a 
definite rate of wages. The in
herent tendency of capitalist evo
lution is to raise real wage rates 
steadily. This outcome is the ef
fect of the progressive accumula· 
tion of capital by means of which 
technological methods of produc
tion are improved. Whenever the 
accumulation of additional capi
tal stops, it comes to a stand
still. If capital consumption is 
substituted for an increase of 
capital available, real wage rates 
must drop temporarily until the 
checks to a further increase in 
capital are removed. The malin
vestment, i.e., the squandering 
of capital that is the most char
acteristic feature of credit ex
pansion and the orgy of the fic
titious boom it produces, the con
fiscation of profits and fortunes, 
wars and revolutions, are such 
checks. It is a sad fact that they 
temporarily lower the masses' 
standard of living. But these sad 
facts cannot be brushed away by 
wishful thinking. There are no 
other means to remove them than 
those recommended by the ortho
dox economists: a sound money 

policy, thrift in public expendi
tures, international cooperation 
for safe-guarding durable peace, 
economic freedom. 

The remedies suggested by the 
unorthodox doctrinaires are fu
tile. Their application m a k e s 
things worse, not better. 

NECESSARY OUTCOME OF 
UNION WAGE ACfiVITIES 

There are well - intentioned 
men who exhort union leaders to 
make only moderate use of their 
powers. But these exhortations 
are vain because their authors 
do not realize that the evils tlley 
want to avoid are not due to lack 
of moderation in the wage poli
cies of the unions. They are the 
necessary outcome of the whole 
economic philosophy underlying 
union activities with regard to 
wage rates. It is not my task 
to inquire what good effects un
ions could possibly bring about 
in other fields, for instance in 
education, professional training, 
and so on. I deal only with their 
wage policies. The essence of 
these policies is to prevent the 
unemployed from finding jobs by 
under - bidding union rates. This 
policy splits the whole potential 
labor force into two classes: the 
employed who earn wages higher 
than those they would have earn
ed on an unhampered labor mar
ket, and the unemployed who do 
not earn anything at all. In the 
early thirties money wage rates 
in this country dropped less than 
the cost of living. Hourly real 
wage rates increased in the 
midst of a catastrophic spread of 
unemployment. For many of 
those employed the depression 
meant a rise in the standard of 
living, while the unemployed 
were victimized. The repetition 
of such conditions can only be 
avoided by entirely discarding 
the idea that union compulsion 
and coercion can benefit all those 
eager to work and earn wages. 
What is needed is not lame warn
ings. One must convince the 
workers that the traditional union 
policies do not serve the inter
ests of all, but only those of one 
group. While in individual bar
gaining the unemployed virtually 
have a voice, they are excluded 
in collective bargaining. The 
union officers do not care about 
the fate of non-members and es
pecially not about that of begin-

ners eager to enter their indus
try. 

MASS UNEMPLOYMENT 
PROOF OF FAILURE OF 
UNION MEmODS 

Union rates are fixed at a level 
at which a considerable part of 
available manpower remains un
employed. Mass unemployment is 
not proof of the failure of cap
italism, but the proof of the fail
ure of traditional union methods. 

The same considerations apply 
to the determination of wage 
rates by government agencies or 
by arbitration. If the decision of 
the government or the arbitrator 
fixes wage rates at the market 
level, it is superfluous. If it fixes 
wage rates at a higher level, it 
produces mass unemployment. 

PUBLIC SPENDING FUTILE 
The fashionable panacea sug

gested, lavish public spending, is 
no less futile. If the government 
provides the funds required by 
taxing the citizens or by borrow
ing from the public, it abolishes 
on the one hand as many jobs as 
it creates on the other. If the 
government spending is financed 
by borrowing from commercial 
banks, it means credit expansion 
and inflation. Then the prices of 
all commodities and services 
must rise, whatever the govern
ment does to prevent this out
come. 

If in the course of an infla
tion the rise in commodity prices 
exceeds the rise in nominal 
wage rates, unemployment will 
drop. But what makes unemploy
ment shrink is precisely the fact 
that real wage rates are falling. 
Lord Keynes recommends credit 
exp<)nsion because he believes 
that the wage earners will ac
quiesce in this outcome; he be
lieves that "a gradual and au
tomatic lowering of real wage 
rates as a result of rising prices 
would not be so strongly resist
ed by labor as an attempt to 
lower money wage rates. It is 
very unlikely that this will hap
pen. Public opinion is fully aware 
of the changes in purchasing pow
er and watches with burning in
terest the movements of the in
dex of commodity prices and of 
cost of living. The substance of 
all discussions concerning wage 
rates is real wage rates, not 
nominal wage rates. There is no 
prospect of outsmarting the un
ions by such tricks. 



SOLVED BY FRANK METHODS 
But even if Lord Keynes' as

sumption were correct, no good 
could come from such deception. 
Great conflicts of ideas must be 
solved by straight and frank 
methods; they cannot be solved 
by artifices and makeshifts. What 
is needed is not to throw dust 
into the eyes of the workers, but 
to convince them. They them
selves must realize that the tradi
tional union methods do not serve 
their interests. They themselves 
must abandon of their own ac
cord policies that harm both them 
and all other people. 

What those planning for free
dom do not comprehend is that 
the market with its prices is the 
steering mechanism of the free 
enterprise system. Flexibility of 
commodity prices, wage rates 
and interest rates is instrumen
tal in adapting production to the 
changing conditions and needs of 
the consumers and in discarding 
backward technological methods. 
If these adjustments are not 
brought about by the inter-play 
of the forces operating on the 
market, they must be enforced 
by government o r d e r s. This 
means full government control, 
the N a z i Zwangswirtschaft. 
There is no middle way. The at
tempt to keep commodity prices 
rigid, to raise wage rates and to 
lower interest rates ad libitum 
only paralyze the system. They 
create a state of affairs which 
docs not satisfy anybody. They 
must be either abandoned by a 
return to freedom of the market, 
or they must be completed by 
pure and undisguised socialism. 

INEQUALITY OF INCOMES 
ESSENTIAL 

The inequality of income and 
fortunes is essential in capital
ism. The progressives consider 
profits as objectionable. The very 
existence of profits is in their 
eyes a proof that wage rates 
could be raised without harm to 
anybody else than idle parasites. 
They speak of profit without deal
ing with its corollary, loss. Prof
it and loss are the instruments 
by means of which the consum
ers keep a tight r'- on all en
trepreneurial activitie!>. profit
able one tends to shruu!.. The 
elimination of profit renders pro
duction rigid (that is no expan
sion, no growth) and abolishes the 
consumers' sovereignty. This \vill 
happen not because the enter
prisers are mean and greedy, 
and lack these monkish virtues of 
self-sacrifice which the planners 
ascribe to all other people. In 
the absence of profits t:__ entre
preneurs would not learn what 
the wants of the consumers are, 
and if they were to guess, they 
would not have the means to ad
just and to expand their plants 
accordingly. Profits and loss 
withdraw the material factors of 
production from the hands of the 
inefficient and convoy them into 
the hands of the more efficient. 
It is their social function to make 
a man the more influential in 
the conduct of business the bet
ter he succeeds in producing com
modities for which people scram
ble. 

CONSmiERS BETI'ER SUP
PLIED BECAUSE OF PROFITS 

It is therefore beyond the point 
to apply to profits the yardstick 

of personal merit or happiness. 
Of course, Mr. X. would probably 
be as happy with 10 millions 
as with 100 millions. From a 
metaphysical point of view, it is 
certainly inexplicable why Mr. 
X. should make 2 millions a year 
while the Chief Justice and the 
nation's foremost philosophers 
and poets make much less. But 
the question is not about Mr. X, 
it is about the consumers. Would 
the consumers be better and 
more cheaply supplied if the law 
were to prevent the most effi
cient entrepreneurs expanding the 
sphere of their activities? That 
answer is clearly in the nega
tive. If the present tax rates had 
been in effect from the begin
ning of our century, many who 
are millionaires today would live 
under more modest circum
stances. B u t all those new 
branches of industry which sup
ply the masses with articles un
heard of before would operate, 
if at all, on a much smaller 
scale, and their products would 
be beyond the reach of the com
mon man. 

RESPONSmLE TO THE 
CONSmiERS 

The market system makes all 
men in their capacity as produc
ers responsible to the consumers. 
This dependence is direct with 
entrepreneurs, capitalists, farm
ers, and professional men, and 
indirect with people working for 
salaries and wages. The econom
ic system of the division of la
bor, in which everybody provides 
for his own needs by serving 
other people, cannot operate if 
there is no factor adjusting the 
producers' efforts to the wishes 

of those for whom they produce. 
If the market is not allowed to 
steer the whole economic appa
ratus, the government must do 
it. 
ONLY !\lEANS TO ATI'AIN 
FULL EMPWYMENT, ETC. 

The socialist plans are abso
lutely wrong and unrealizable. 
This is another subject. But the 
socialist writers are at least clear
sighted enough to see that simply 
to paralyze the market system re
sults in nothing but chaos. When 
they favor such acts of sabotage 
and destruction, they do so be
cause they believe that the chaos 
brought about will pave the way 
for socialism. But those who pre
tend that they want to preserve 
freedom, while they are eager to 
fix prices, wage rates. and in
terest rates at a level different 
from that of the market, delude 
themselves. There is no other al
ternative to totalitarian slavery 
than liberty. There is no other 
planning for freedom and gen
eral welfare than to let the mar
ket system work. There is no 
other means to attain full em
ployment, rising real wage rates 
and a high standard of living for 
the common man than private 
initiative and free enterprise. 
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