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FOREWORD
Freedom in America is beit:tg struck at from so many sides,
by her would-be friends as well as by her avowed enemies,
that one stands aghast at her survival quality.
Freedom's real foes are pernicious ideas. While in numbers they are large, in essence they are similar, stemming
from but a few plausible notions or fallacies.
Two current manifestations of this bad and careless thinking are (1) the idea that "full employment" can be securely
guaranteed by legislative fiat, and (2) the idea that price and
rationing controls should remain as a fixed feature of our
economy "until supply catches up with demand" and "until
all inflationary dangers are past."
Few men in America have, by their works, earned a better
right to opinion on the subjects about which they write than
Virgil Jordan and Henry Hazlitt.
-PAMPHLETEERS, INC.

October, 1945.
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"FULL EMPLOYMENT•

AND
FREEDOM IN AMERICA*
By

DR. VIRGIL JoRDAN

President; National Industrial Conference Board
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I had better say to you at the outset that I am
not among those who believe that-to quote a recent
Potomac charter-"the end of this war will bring the unfolding of a new era based upon a vastly expanding economy
. and unlimited opportunities for every American," merely by
everybody uniting to ignore or evade the economic facts that
face us, by agreeing upon verbal flower arrangements that
divert attention from them, or by cooperating to compromise
with error and evil in public or private policies for the sake
of political expediency or "peace in our time," either at home
or abroad.
THINK

It seems to me that this war is not the kind of thing that
any candid ·or decent mind can grin off for the news!'eels or
erase by mumbling economic charms or political incantations
over its consequences. Quite apart from its devastating physical effects, which have no parallel in the human record, we
are dealing here with a spiritual and moral catastrophe so
profound and comprehensive that anyone sensitive to truth
must be overwhelmed by the confusion, chaos and conflict
_and the bitterness, hatred and delusion left behind in every
country by the colossal struggle for power with_in and among
governments out of which this war arose. To imagine or
pretend that the vast harvest of waste, destruction, corruption and demoralization sowed in this' thirty years' war can
simply be plowed under with pious platitudes, that you can
-write off either its economic or spiritual costs with .a few
well-chosen words and begin again as though nothing had
happened to men and their world, is merely childish or dis. honest.
--Before the St. Louis Control of the Controllers Institute of America, St.
Louis, Missouri, May 31, 1945.
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Absolute State Is Victorious
The plain truth is that whatever the phrases and formulas
out of which the laurel wreaths of victory may be woven,
among conquerors and conquered alike the idea of unlimited
government has won this war everywhere in the world, not
only on land and sea, but in the minds of men; and the individual citizen who was the unknown soldier who fought it
is also the universal victim. In every country, victorious or
vanquished, his ideas and aspirations are today occupied territory in which by his ·courage; fortitude and credulity he
has helped to plant firmly and perhaps permanently the emblem of the absolute State. After a bare two centuries of
revolt from it, in which men in most countries succeeded in
building some kind of defenses against it, behind which they
could carry on their life and work in tolerable freedom and
independence, the ancient dogma of supreme government has
everywhere returned to the throne, armed with the scepter
of new instruments of power which the absolute monarchs
of yesteryear could not even imagine, and arrayed in regal
robes woven of glittering phrases like full employment, national income, consumer purchasing power, social security
and international stabilization, which disguise age-old ambitions of personal and imperial power.
· You know as well as I do that today most governments
and their millions of dependents, camp followers and courtiers, are concerned mainly with the task of maintaining,
consolidating and indefinitely expanding the power over the
life and work of the community which they won as a result
of this war. They may talk of dismantling war industries
and demobilizing armies-though if you read the news from
Russia in recent days you may doubt even that-but nobody
mentions or could even imagine the demobilization of government. Instead of beating their swords into plowshares
they are forging them into political action committees and
pressure groups and other weapons to preserve the unlimited power and special privileges they won through the war.
In the past, war was only a partial and occasional activity
4

of the community, and so the State at worst touched only
part of men's lives in wartime; but through this war omnipo::_
tent government has dug itself in so deeply and spread itself
so widely through the whole pattern of their ideas, aspirations and conduct that its withdrawal or liquidation is now
unthinkable for most o~ them. It is not merely that every
civilian economy has become permanently an instrument of
military and political policy henceforth. Total war has
l;>rought with it total government everywhere,_ and most of
men's thought about peace and their planning for the postwar world is now shaped in to::rms of_ unlimited expansion
of the wartime pattern of omnipotent government, in which
.vast structures of State machinery, domestic and international, are piled one upon another on a planetary scale, burying the great mass of individual citizens beneath an immense
pyramid of bureaucratic authority within which all independent effort and responsibility become impossible and the
very capacity for them must be crippled and may ultimately
disappear.
Peace Is Peril to Totalitarians
In men's minds all over the world peace looms up as a
peril menacing the omnipotence and providence of the unlimited governments by, of and for which their peoples live.
As the war draws to its close, in almost every act of government-its persistent pressure for peacetime military conscription legislation; its postwar lend-lease, rehabilitation
and world policing and slave labor proposals ; -its reconversion, rationing and price control measures; its "job-budget"
bills, its Bretton· Woods and other international economic
agreements--one may see plainly the political purpose or
hope of keeping the American community and the world in
a kind of permanent war-economy in the name of peace and
full employment as the most plausible and appealing means
of maintaining the power of supreme government at home
and· abroad.
·
So I for one do not expect this war, in the sense that I
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have been speaking of it, to end suddenly or definitely during
this decade; and when it finally subsides-to u;;e Mr. Stalin's
charming phrase-the political temptations to maintain or
resume it will be so strong that beneath the uncertain and
shifting shadows of Dumbarton Oaks most of the world will
be as peaceful as a bomb shelter and as quiet as a subterranean tank factory. War has become too important to the
world's politicians to permit them to take peace very seriously. It has solved too many insoluble problems for too
many of them; and when we talk of the end of the war
today, we should remember always that our word-changers
who have occupied the political temples have become so
skillful in the past decade that they should have no difficulty in making the transition from war to peace with only
a slight change of phraseology, or semantic scenery, leaving
all the economic and political realities essentially the same.
Is There Enthusiasm for End of Power?
If you doubt this, ask yourselves whether anyone in the
business community, or in organized labor, or in public
office, really looks forward with enthusiasm or confidence to
the speedy and drastic demobilization of government and of
the powers which it has got hold of in this war, or sincerely
expects that its end will bring "the unfolding of an era"
based upon anything but the continuation and expansion of
those powers. And when you have answered that question
honestly, I think you come face to face with another-not
one of fact, but one of will.

The course of events abroad and the global fish fry in
San Francisco bring us closer day by day to a decision far
more difficult and terrible than the one that took us into this
war. As it subsides, we are coming to the time when we will
have to decide whether we are willing and able to fight for
the liberation of America from unlimited government at
home, or want to make unconditional surrender to the system of ideas about the State which we presumably set out
to destroy in Europe and Asia in this war, and which have
6

invaded and conquered us here while we were doing it
abroad. To make any sort of armistice with unlimited government will not save us from the choice, for we cannot
merely drop anchor in the swift stream of Statism on which
we are riding, and we shall finally have to get ashore to the
firm ground of freedom or go over the falls of dictatorship
and serfdom.

Business Is Occupied Territory
This is a decision which is perhaps of less concern to
husiness management than to labor and the rest of the
American community because for more than a decade now,
business has been occupied territory, operated largely with
captive labor and management hostages ; but everybody in
this country who still wants any sort of freedom for its own
sake has a stake in that decision. Today the question of
liberty in America is no longer merely an economic issue,
a matter of the market place. It goes far beyond and much
deeper than the problems of Business or labor organization.
It reaches into every part of the life of the individual and
touches everything that makes it worth anything to himself
or anyone else.
Nor is it merely a domestic decision, a matter of individual liberty and independence we are talking about, for it
will determine where we stand in the One World of totalitarian states in which this war will end, and may finally
decide our independence and freedom as a nation, and perhaps whether or not or how soon we must be prepared to
fight again for it. In that sense, there is no doubt that the
fundamental issues of domestic and foreign policy are inseparable, or indeed identical. •They come down to the decision
whether or not this country is to remain within the international system of compulsory collectivism, ,and be kept permanently in the iron circle of socialist states which this war
has created throughout the world. Every event in the field
of foreign affairs from Hot Springs and Bretton Woods
to Yalta and San Francisco makes it evident that this is the
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underlying aim of all international policy towards the United
States, until lately, under the exigencies of war, our government has shown little sign of successful resistance to it, or
indeed of any disposition to oppose it. Instead, we have been
trying to buy international peace, by bargaining away our
birthright of freedom bit by bit here at home. I think it is
one of the greatest paradoxes of history that having beaten
Germany we have adopted, or are about to adopt, all her
basic economic and political ideas-Bismarck's social security
plan, Hitler's full employment plan, and Schacht's schemes
for controlling foreign trade, which is "Bretton Woods."
Nazi Political Ideas Win
We must realize by now that whatever the military or diplomatic outcome of the war in the West, the essential economic and political ideas of National Socialism have conquered Europe even more completely than the Nazi armies
did. It is not merely that the Soviet legions have overrun
the Balkans and the Baltic countries and already turned out
the lights _of an entire continent from Kiel to Korea, but
that in most of the rest of Europe, in Italy, France, and
England, no Red armies were needed to destroy economic
freedom and civil liberty. It had been done long before by
the politicians; businessmen and labor unions of these countries. Our armies abroad have been fighting for ideas-for
a philosophy of life and a conception of government-which,
in fact, were dead nearly everywhere in the-Old World long
before the war began.

U.S. Must Be Dragged In
What is more important is that all of the ideas for the
postwar world which are accepted today in Europe, especially in England and Russia, assume it as an imperative
condition for their success that this countrv be brought
withiii the same system permanently after the war, and_
every device for shaping American thought and feeling to
this end is being used today, as they have been during the
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past decade. The European and Asiatic statesmen who are
planning and building their postwar world on the foundation ideas of National Socialism with a fat;ade of new
names, having destroyed the Nazi military power with our
aid, know better or sooner than the Nazis did that the world
cannot live for long half under socialist serfdom and half
under economic freedom. This recognition is no less urgent
in the long run for Uncle Joe's totalitarian autarchy than
it is for a nation under parliamentary government like England, who must live by trade or starve, and who knows that
her postwar planned economy, however complete, cannot
compete in any free markets of the world with the productive power of a free America.
So I say to you that the character of American political
institutions and her economic system after this war have
become as much a crucial concern of the rest of the world
as those of Germany were at its beginning, or as those of
Russia were after the last war, but this time in ·reverse
fashion, because in a postwar world of socialist .states the
idea of economic freedom will remain a subversive revolutionary force internationally as well as internally, just as
Bolshevism was after the last war. But I think that this
fact will furnish the key to most of the postwar problems of
international relations as well as those of domestic policy
for another decade or two. Whether Ame;ica can be kept
within this global structure of national socialism which has
been erected around her political institutions and economic
organization during this decade, or whether she is to resume
life within the traditional framework of economic freedom
·and competitive effort where she left off-this is the central
issue for the postwar world. It underlies not only the larger
problems of international reconstruction, but also the prac- _
tical domestic problems of reconversion for us.
Fooled By Confusion of Words
I know that few of us in America are yet aware of these
things, and hardly anybody has been quite willing to believe
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that the question would come to that, partly because we are
used to thinking that freedom is free, and can't imagine
having to buy and pay for it again, but mostly because in
the current debates about it, the real issue is disguised in
very shifty economic terms like "full employment," "social
security," "expanding economy," "compensatory fiscal policies," and "international planning," until hardly anyone
knows what anybody is talking about in these matters any
more. You know as well as I do that in this country we
have been living for a decade or more in a new Tower of
Babel deliberately designed for us by our bureaucracies,
under a carefully-planned confusion of tongues, in which
the meaning of all words and ideas i~, made relative to the
political purposes of the moment, and the end of every sentence cancels out the beginning, until even the most absolute tyranny may commit murder and pillage, condone or
encourage slave labor, and maintain concentration camps, in
the narue of freedom, democracy, free enterprise, or international peace. There is no chance that we in America may
make any wise or courageous or honest decisions upon the
fundamental issue that faces us in our domestic situation or
our foreign relations- if we want to- unless somebody
begins soon to nail down in candid and definite terms some
of the ideas and words we are dealing with in discussion of
these matters today, and tells us plainly where they lead.
There are many of them, and their meaning shifts from day
to day amid the semantic shadow dances of the official wordchangers, so all I shall try to do here is to spell out the plain
implications of one of these ideas-that of unlimited government guarantee of income or purchasing power, which has
been successively marketed under the changing labels of national planning, the planned economy, social security, full
employment, guaranteed annual wages and international
stabilization, and has finally become the keystone of the international structure of compulsory collectivism, embodied
simultaneously in the full-employment bill in America and
the Beveridge plan for Britain.
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The Cat Is Let Out of the Bag
The very title, "Full Employment in a Free Society,"
under which Sir William Beveridge has put forward the
British pr()gram of National Socialism in his latest book,
from which the Murray-Kilgore bill has been copied almost
word for word, lets the cat out of the bag. Step by step, as
he presents the attractions of the idea of full employment as
the aim of domestic and international policy for the masses,
he is compelled to expose all the price tags, political accessories and governmental gadgets called for in the fine print
of the contract, and it is clear that the same attachments
come for the American as for the English model of the millennium. It does not matter whether or not the British
people like them or have been accustomed to them by riding
around the back roads to serfdom in the early models of
the welfare state imported from Germany since the time. of
Bismarck. For us the plain fact is that the political accessories of full employment cannot be attached to the American chassis without a complete alteration of its fundamental
design.
Ours was designed deliberately to limit the power of government, by dividing it and neutralizing it through constitutional checks- and balances for the primary purpose of
safeguarding the civil liberties and protecting the political
freedom of the individual citizen against the encroachment
of the state. Now, as the American mind has been reclaimed by the spirit of Europe, we are being told day by
day that these purposes of government are no longer necessary or enough. It is being taken for granted that the original purposes of this design have already be10n replaced or·
supplemented by other ends, which everybody desires and
which cannot be attained within the framework and means
of limited representation government under law. In our
foreign policy \ve are committed to concerted action to maintain peace and promote prosperity in the rest of the world
by continuous and unlimited use of military force and economic power, while in our domestic policy we are committed
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to unlimited guarantee of employment and income. Both
these objectives obviously require a government of unlimited powers, unrestrained executive authority, and unrestricted economic resources, with parliaments and legislatures performing merely advisory or conversational functions, and abdicating to executive agencies their .power of
the purse.

Constitution Must Be Scrapped
Well, there is some gain by way of candor in having come
to the point where some of us recognize that if our government is to play the new role of planetary policeman and
global Santa Claus abroad and provide full employment at
home, we shall have to scrap the Constitution and give up
trying to shape it slyly to these purposes. I do not know
whether or not many Americans have more than_ the sentimental attachment to it which they have for early colonial
antiques. It may be that the American people today, like
those of Europe and Asia, are willing to pay any price for
these things that go under the name of security, and one no
longer can be sure about that after the steady process of
demoralization to which they have been exposed during the
past decade; but they should not go into this collectivist bargain imagining that security is free, any more than freedom
is free.
Nor should any of us who do not share that new delusion
make the mistake of assuming that we need not worry about
the outcome because in· the end everyone will find that that
formula of full employment by unlimited government guarantee is phoney and must fail.

It Will Work All Too Well
No, the trouble with the program of full employment by
government guarantee is not that it won't work, but that if
you ·pay the price it will work so well that when you have
paid the price and got it, all you have left to wish for is
12

that it wouldn't work at all. Once you have set in motion
the massive machinery of unlimited government to make
good its guarantee of fulJ employment and adequate income
for everyone, it is too late to protest that you didn't read the
fine print in the social contract. It is too late to say that you
didn't really mean fulJ employment or even sixty million
jobs, but only fifty-three million or fifty-seven million jobs;
that you didn't quite intend that everybody who can work
must be employed where and at whatever the government
deems necessary or desirable, producing what the government wants, at a wage or profit the government considers
fair, or that everybody mu~t buy and consume what the government decides is desirable at a price which it determines,
or spend or save his income in ways which the state decides
is proper. It is then too late to realize or argue that the
standard of living is not proportional to the amount of employment or payrolJs or income or pensions or wages and
prices, but to the production of the things people want to
buy, consume or keep with the least labor necessary to get
them; that what we ought to aim for is the greatest po~sible
production with the least possible employment. It is useless
to explain that you meant merely that the people who can't
get satisfactory jobs at fair wages should be employed or
supported. at a minimum standard of living. You have paid
your money and made your choice, and alJ the clauses of
the contract must be carried out if any of them are to be
met. What are they?

Axioms of the New Economics
Notice first that the agreement rests on two premises
which practically everyone now accepts almost as axioms of
the new economics. One is that everybody has a political or
legal right to an income sufficient to buy an adequate standard of living, either by being employed by somebody in a
satisfactory job at fair wages, or running a successful business at a fair profit for himself, or being paid an unemployment or health benefit or pension by the government. The
13

other axiom is that this right can be guaranteed-and this is
the important axiom--only if enough money is spent by private citizens and government together to provide the income
required to meet the desired standard of living. The current stipulation is that we must spend about one hundred.
sixty billions of public and private money to provide about
sixty million jobs or businesses, public and private, yielding
enough income to satisfy the contra..:t. But this stipulation
is naturally subject to change from time to time, so there
are the further stipulations that if private spending is not
enough the government must supply the rest, and if private
spending is too much, government must offset it by collecting more money from citizens by borrowing or taxes.
As a social scheme this seems "perfectly neat, and quite
complete, and not in the least extreme." It means merely
that government assumes complete responsibility for the
accounting of the community's money, controlling its expenditures, income and saving, relieving the citizen of all his
budgetary problems, and leaving everything else about his
life and work as it was. If that were all there is to it,
it could be made simpler by arranging to have all private
income paid into the Treasury into a sort of super-socialsecurity account for every individual and then having Mr.
Morgenthau send each citizen a check every month for
whatever balance the public officials figure it would be proper
for him .to spend in the public interest. That would at least
assure full employment in Washington; but a benevolent
government would then only come to the beginning of its
problem, and would soon have to invoke the unread, unwritten or invisible clauses of its contract.

Centers in Power of Purse
First, of course, there are the fiscal clauses, since the whole
full-employment program centers in the power of the purse,
now enlarged to the control not only of the public but of the
private pocketbook.. If the state is to determine total spending, which is the basic idea, it must obviously begin by deter14
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mining not only total incom~ but its distribution, and end by
determining individual income after_ taxes and savings. Citizens might save more or less than is necessary, so they cannot be permitted to earn or spend as much as they please
without upsetting the political- applecart. The state must
have complete control of the net disposable private income,
and a prior lien on it. The withholding tax, borrowed from
Europe, and sold here with the Greek gift of "forgiveness"
attached as a premium, is a device perfectly adapted to this
purpose. It not only converts the income tax into an excise,
and collects it under anaesthesia in advance of spending,
but makes it completely flexible so that it can be applied
specifically to the spending of groups and individuals as
the political conditions may demand, without any regard to
constitutional considerations of equity or equality. When it
is further improved, as its energetic merchandiser, Beardsley Rum!, proposes, by abolishing the corporation income
tax, or converting it into a nominal dog license, the individual citizen becomes merely a tax-bearing animal, thoroughly
domesticated to growing continuous crops of fiscal fleece for
the state to shear. There is no other way to control the
total private spending necessary to provide fuJI employment.
Under this section of the contract, when the state borrows
from citizens and spends on a large scale to provide full
employment in war or peace, it can even make the large
bond buyers pay the principal and interest on the debt held
by the small income brackets, by graduating interest rates
and income taxes accordingly, and you will find this stipulation for selective repudiation of the public debt in the last
budget message of the late President.

Free Consumption Must End
Next in the contract is the-'consumption clause. After you
have determined through your fiscal machinery what the net
disposable private income of the community is to be, and
who is to have it, you cannot let people spend it as they please
if you are to guarantee fu11 employment. They might save
15

it or hoard it, though you can· probably prevent that somewhat as France did by calling in all fifty-franc bills, or
larger, and replacing them by a new issue; or they might
waste it in many undesirable ways, as on liquor or on women
who should be otherwise employed. In any case, you can't be
sure that they will spend it so as to purchase the services of
everybody to whom you have promised a satisfactory job,
at the wages and kind of work he wants, where he happens
to prefer to live. A free competitive market for consumers
or producers is an insuperable hazard to a full-employment
policy, because consumers do not spend intelligently according to any national plan, workers don't change their occupa~
tions, skills or locations easily or freely, and investors andenterprisers have their own peculiar notions as to what they
want to do with their money, according to what consumers
want to do with theirs.
So to fulfill the full-employment contract you have to
stipulate that control of consumption may be necessary in
the national interest, by establishing a system of priorities
in the production or purchase of consumer goods, as the
Beveridge plan calls for, as well as rationing and price controls, and some kind of allocation of new investment or control of the development of new competitive products. Since
the jobs to be filled are not always likely, especially after
this war, to be in the same places as the people who want to
work at them, or to buy the products, the government must
also be able to move industries, labor or markets about (here
or abroad) if it is to balance spending with employment.
So the disposal of surplus war plants, and their voting popuJations, as well as government control of foreign trade, will
probably prove to be important footnotes to the full-employment contract.
Beyond all this there is a much more crucial stipulation
in the consumption clauses of the contract to which very little
attention has been given. Even with complete government
management of private income, the control of private spending and consumptio!l is so hard at best, and individual citi16
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zens are so sthbbornly bent on saving or wasting their moner
in their own way, that it ·will be impossible for government
to make good on its promise of full employment unless it
spends more of their money for them, and makes them buy
and consume what is good for them whether they. want it
or not.

Public Consumption Boundless
Besides, the capacity for private consumption is inevitably limited by time or boredom, but the possibilities of
public consumption are boundless. They include not only the
traditional pyramids, post offices, parks, playgrounds, public
works, and domestic or foreign T.V.A.'s, but medicinal,
dental, manicure and chiropodist services, nurseries, communal feeding, food-stamp plans, "homes of rest and culture," travel for "strength through joy," better meals for
Melanesians, more vitamins for Hottentots, rebuilding the
ruined antiquities of Florence, planting trees in Italy, and
whatever-including continuous war for peace-an ingenious and ambitious government can imagine might make employment if it spent your money for you on something you
wouldn't buy yourself.

Compulsion Key to Consumption
So we come in the full-employment contract to the compulsory consumption clause, which is perhaps the key provision in the whole program, for by it unlimited government
can outflank and bypass the perpetual peril of the competitive market place and the hazards of the consumer's choice.
And for the same reason it has a great appeal to many business men. It is always much easier to do your marketing
through a government which can make the ultimate consumer
take the product whether he wants it or .not, whether it be
pyramids or patent medicine. War is essentially and almost
completely a compulsory consumption economy, where the
unwilling customer merely happens to be your foreign
enemy. The full-employment contract simply applies the
17

same principle and the same method to peace and to the
domestic consumer. Those who made it said as much in
plain terms many times when they asked the world ad nauseam the trick question: "If you can have full employment
in war, why not in peace?" The answer is that you certainly
can if you are willing to have the government spend your
money to buy goods and services you don't choose and can't
use.
But when it does that it is merely putting a lot of your
spending money into other people's pockets, and it must
take it back again in taxes or it must make sure that enough
of the kinds of things that citizens choose to buy are available, else even your own spending money won't buy much
groceries, gadgets or government before you are through.
Thus we arrive, by easy and familiar stages, at the final
clauses of the full-employment contract, the labor and management and investment clauses which cover the problem
of getting the work done that may be needed to produce the
groceries, gadgets or social gains for which the private and
public income is to be spent. These provisions are mostly
in line print or invisible ink, legible to the naked eye only
when the heat is turned on, because the kind of contract we
are talking about is for full employment or full payrolls·,
and the political preamble makes no mention of production
or work. It assumes that they are mostly superfluous synonyms or natural accompaniments of employment and payrolls. In fact, the sequence of events by which the spontaneous generation of prosperity is supposed to take place
is that public plus private spending makes payrolls, which
make employment, which terminates mysteriously and automatically, after a lapse of time and overtime, in the production of useful goods.
Merchants Believe Stork Story
Most retail merchants as well as government officials seem
to believe that prosperity is brought by the spending stork,
18

but industrial management, like the midwife, has a more
realistic view of the process. It knows-and this war drove
the lesson home-that when government starts issuing to
anybody unlimited claims to consume the product of other
people's labor, and undertakes to redeem those claims, it has
to provide the product, too. To do that government has not
only got to provide workers to p~oduce the product, and
manage and direct their work, but it also has to supply their
tools; and th~t means that it must make them produce at
least something more than they are permitted to consume
with the money it gives them.
The difficulty of g~tting enough real work done, and getting enough tools built to do it with, in order to make good
the claims to consume which government issues, is the ultimate dilemma that drives the Welfare State either to repudiation or to the labor camp, or both. If we doubt the historical
evidence on that, it would be easy enough to test the validity
of the spending-expansion idea of prosperity and the. idea
of state capitalism by having the Treasury send every individual a monthly check for $100, which works out roughly
at the desired national income of $160.000,000,000. It would
be interesting not only to see how many million jobs and
how many man-hours we got for it, but also to hear the
arguments that Marriner Eccles, Professor Hansen and
Henry Wallace would make against it. Yet if anything they
have been saying about the magic of consumer purchasing
power in creating employment and production is true, there
is no reason why it wouldn't work, except the simple fact
that most people wouldn't, so long as they could buy anything with the money they get.

Final Stage of Forced Labor
Any full-employment or guaranteed-income program that
begins with government as consumer or dispenser of spending money or purchasing power to the masses must move
from the now familiar phases of forced consumption, forced
19

saving and compulsory management-which we already have
-to the final stage of forced labor, which is common to every
country with total government in Europe and Asia, and has
come close to us here in America during the war. At the
hands of the State security and serfdom are ultimately and
inevitably identical as economic facts, and the political forms
in which they are dressed up are unimportant.
I said that forced labor was the final clause of the. fullemployment contract, and it is perhaps enough ; but it is not
quite the last paragraph. Even in the labor camps of Russia
or Germany men might think and talk,. and thoughts and
words may affect their own and other's work for the State
which employs and supports them. So merely as a matter
of good management and equipment, government has to see
that they are provided with theproper ideas and the right
words. Freedom of speech and thought are the final sacrifices to the Supreme State which are stipulated in the fullemployment program, but by the time they are called for,
they are rarely missed.
So I can sum up for you the written and unwritten conditions of the full-employment contract in these terms : The
government will give you full employment and guarantee
your income provided you will let it use your money as it
pleases; if you will buy for your own use what it tells you,
at the price it fixes, or let it ·do the buying for you; if you
will save as much money as it says and let it invest it as it
pleases; if you will work at whatever it says, when and
where it says, and as much as it says for what it says you
can be paid; and if you will hear, read and think what it
tells you and keep your mouth shut. Beneath the elaborate
and complex apparatus of fiscal and monetary policy, social
insurance, price and wage fixing, rationing, conscription, and
propaganda by which it is operated in the modern State, the
compulsory collective economy, which this contract calls for
to replace the voluntary competitive economy, is a simple
and primitive bargain.
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The Master Must Be Obeyed
It· means . merely that if most men in any community
expect or compel a master-manor government-to promise
to employ, support or protect them as a matter of legal or
political right, they must obey that master, do what work
he rriakes them, live and move where he tells them; eat, wear
and buy what he tells them; save what he tells them; and
ultimately believe and say what he tells them. Even if they
do all of that, in the end their master can guarantee support and security to them only if some of them are able and
willing to produce by their work somewhat more than the
master permits them to consume for themselves. And since
those who are able to produce more than they consume won't
keep on working forever to support the rest, the standard
of living must ultimately descend to the subsistence level
unless the community can beg, borrow or steal enough wealth
and labor from some outside source to keep up the show.
This is what has been happening in Europe and Russia in
the past five years, and it will begin to happen in England
and America if they follow the road laid down in the fullemployment bill and the Beveridge program.
So, when we are told today that we must choose between
full employment by this road or dictatorship and serfdom,
I say you will get both and must take both, for both are stipulated in the bond of this bargain with compulsory collectivism. And if you ask me what we should do instead, I say
that anything or nothing would be better than that. The
colossal structure of international Statism that has been
erected as a monument to the dogma of unlimited government during the past decade is already collpasing into a
rubble of bankruptcy and a brutal struggle for power, and
we have nothing to hope from it by way of peace or pros. perity. Whatever the rest of the world may decide to do,
let us in America make a stand for freedom here at home,
and pay the price. It will be worth whatever it costs, and
this may be our last chance to get it.
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RELEASING THE CONTROLS*
By

HENRY HAZLITT

Member, Editorial Board, The New York Times

that I should like to talk about this evening is how and why we ought to remove the wartime controls that still encumber production. It might be
interesting to ask whether some of these controls were
wise in the first place, or whether they accomplished what
was expected of them, but that would be beside the point
now. We still have some of these controls, and the question
is what to do with them.
GlJIHE SUBJECT

JIL

During the war there was certainly a strong argument for
price .controls. The war in effect brought about practically
an unlimited demand for materials that were often very
limited in supply. There was a point beyond which even
the highest prices could not have stimulated increased production of these materials. But if we had fixed merely the
prices of materials and services needed to fight the war, we
could have brought about precisely the opposite of the real
end that we were seeking. For we were trying to achieve the
greatest possible volume -of war output. We were trying to
keep down ordinary civilian production to the lowest possible level consistent with national health and efficiency. If we
had limited merely the price of war goods, or merely the
price of the necessities of life, then we would have limited
the wages and profits of those who were making those
goods without limiting the wages and the profits of. those
who were making non-essentials and luxuries. The ultimate result of such a policy, if no other controls had been
adopted, could have been to discourage the production of
war goods and civilian necessities and to stimulate the output
of non-essentials and luxuries. This was precisely the opposite of what we were trying to do. The case for the control
of the prices of war essentials, therefore, could plausibly be
stretched to a case for the control of all prices and all wages.
*Before the National Industrial Conference Board, New York, September
20, 1945.
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Free Economy Only Question
Both the- case for narrow and the case for broad price
control, however, whatever their merits may have been in
wartime, completely disappeared on the day that Japan
capitulated. From that moment there has been only one real
question. What is the best method of termin'lting the wartime controls and returning to a free peacetime market
economy?
So many miracles were expected of price control, so many
miracles are still expected of it, that it is worth our while
to examine for a moment precisely what it does. And so
that this examination may be fair, I shall assume that this
price ;control is administered without any intentional favoritism to or discrimination against any group, and without a
taint of politics. I admit that such a premise is apt to seem
a little academic to some of you, but I think we ought to
make it to clarify our thought.
Now there is no point in assuming a price control that
would fix prices exactly where a free market would place
them in any case. That would be the same as having no
price control at all. We must assume conditions as they
were during the war and as they are now. That is, we must
assume that the purchasing power in the hands of the public
is· greater than the supply of goods available, and that prices
are being held down by the OPA below the levels to which
·
a free market would put them.
Now we cannot hold the price of any commodity below
its market level without in time bringing about two consequences. The first is to increase the demand for that commodity. The second is to reduce the supply of that commodity. If we did nothing else, the consequence of the pricefixing, therefore, would be to bring about a shortage of that
commodity. To mitigate that consequence we must ultimate1y take a further step, which is for the government to
say who shall have priority in buying that commodity, or to
whom and in what quantities it shall be allocated, or how it
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shall be rationed. If a rationing system is adopted, it means
that the government is trying to do by coupons or points
part of the job that a free market would have done through
prices. I say only part of the job, because rationing merely
limits the demand without also stimulating the supply, as a
higher price would have done.

Control Depresses Supply
Now price-fixing may seem to be successful for a short
time. It can seem to work well for a while in wartime when
it is supported by patriotism and a sense of crisis. But the
longer it is in effect the more its difficulties increase. When
prices are arbitrarily held down by government compulsion,
demand is chronically in excess of supply. If you ration one
commodity, and the public cannot get enough of it, though
it still has excess purchasing power, it will turn to some substitute. The rationing of each commodity as it grows s~arce,
in other words, must put more and more pressure on the
unrationed commodities that remain. If we assume that we
can and do prevent blackmarkets, therefore, (and I confess
that is a rather large assumption), continued price control
would drive us to the rationing of more and more commodities. This rationing cannot stop with consumers. In. war
it did q.ot stop with consumers ; it was applied first of all,
in fact, in the allocation of raw materials to producers.
The natural consequence of a thoroughgoing over-all price
control which would seek to perpetuate a given historic price
level, in short, whether that of 1942 or any other past year,
must ultimately be a completely regimented economy. Wages
would have to be held down as rigidly as prices. Labor
would have to be rationed as ruthlessly as raw materials.
The end result would be that the government would not only
tell each consumer precisely how much of each commodity
he could have; it would tell each manufacturer precisely
what quantity of each raw material he could have and what
quantity of labor. Competitive bidding for workers could
. no more be tolerated than competitive bidding for mate24

rials. The result would be a completely petrified totalitarian economy, with every business firm and every worker
at the mercy of the government and with a final abandonment of all the traditional liberties that we have known.
For, as Alexander Hamilton pointed out in the. Federalist .
papers a century and a. half ago, "A power over a man's
subsistence amounts to a power over his will."

Price Control Is Political
This is a dark picture; but it must· be renembered that
I have been describing perfect, long continued, and nonpolitical price control. In Europe some of the more fan-_
tastic errors of the bureaucrats have been m:tigated by the
black market. And at home it is obvious that we have not
had and are. not going to have non-political price control.
I shall deal, therefore, with the actual price control program
as it has been outlined by the President, by Secretary Vinson,
by John W. Snyder, and by Chester Bowles, the Administrator of the OPA.
·
The President a few days ago inade it plain that William
H. Davis, the Director of Economic Stabilization, was not
speaking for the Administration in his remarkable interview in which he gave the impression that the government's
policy would be to increase wages·up to 50 per cent without
increasing prices. The President seemed to underline this
repudiation by relieving Mr. Davis of his job. Yet it is a
little difficult to know to what' extent the essential Davis
doctrine has really been dropped. For Secretary Vinson, in
his report .in July as head of the OWMR, declared that "the
American people are in the pleasant predicament of having
to live 50 per cent better than they have ever lived before."
And the President himself has done nothing to modify his
executive order of August 18, which allows any wage increase that does not necessitate a price increase.
Now on what basis will it be decided how a given wage
increase will affect prices? Every company has a different
margin of profit per unit of production, depending on its
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relative efficiency, location, volume of output, and countless
other factors. One company could absorb a wage increase
that would put its competitor out of business. Is each company then to pay different wages? And will the workers
getting less than the highest wages paid in a given industry
or geographical section be expected placidly to accept such
a program?

Open Market Must Decide
The truth is that the WLB and OPA are being asked to
decide something that cannot be decided by anything but an
open, competitive market economy. The formula of granting
an increase in wages wherever it will not require an increase
in prices is, in fact, neither ascertainable nor workable. It is
a political, not an economic formula. It would place in a
handful of appointed officials the arbitrary power of making
or breaking any given labor union or business firm by
granting or withholding a wage increase or price increase.
Its effects ar.e already evident in the demands of the automobile unions for a 30 per cent hourly increase in wages,
even above the wartime level, together with an insistence
that there must be not a penny increase in th!' price of cars
or of anything else.
As for Mr. Davis' opinion that wages are not a major part
of costs, one may get a rough estir:c.ate of the truth by
·recalling that in the fifteen years from 1929 to 1943 wages
and salaries accounted for an average of 69 per cent of the
national income. These wages and salaries had to be paid
out of the national product. The real fallacy is to look only
at the labor costs of a particular firm. But the cost of its
raw materials, its machinery, transportation, light, heat and
power (assuming that these are 'l;upplied from the outside),
must in turn be broken down into labor costs of other firms.
Wages Must Depend on Productivity
To promise to raise wages and to keep down prices would
no doubt be the ideal political formula-if it could be made
to work. To prove that it could, Mr. Davis pointed triumph26

antly to an increase of average hourly wages from 47 cents
to $1.02 from 1919 to 1944. But this improvement required
twenty-five years. It reflected the increase in labor productivity in the meantime. We can continue to raise wages
in relation to prices only by a continued increase in
labor productivity, brought about by a progressive market
economy. A hasty effort, however, to raise wages and keep
down prices by government edict, faster than this increase
in productivity can take place, can only work to wipe out
profit margins, to create uncertainty, to reduce production
and to bring about the very unemployment that the government most wishes to prevent.
_We have heard a great deal of talk of the need of emerging from price control "gradually." I confess that I am a
little suspicious ·myself when I hear this word. It can too
easily become an excuse for harmful delay. I do think there
was a good deal to be said in favor of an orderly and properly synchronized release of price controls. With the virtual
removal of the controls over wages, however, this orderly
and synchronized removal of price controls is no longer possible. By encouraging wages to rise while sitting on prices,
we can only reduce production and create unemployment.
The government's wage policy, in short, has made it neces-sary to get rid of price-fixing with the least possible delay.
What Government Should Do
The Government should immediately, therefore, abandon
completely any attempt at over-all price-fixing. It should not
attempt for a day longer to fix the price of any luxury or
semi-luxury, It should not attempt to fix the price of any
article that was out of production during the war. The
OPA's reconversion price-fixing formulas are complicated,
unrealistic and unfair. They _can only have the effect of
holding up reconversion, of delaying, not stimulating, production. But I do not believe these formulas should be
revised; I think they should be abandoned altogether. If
they are applied to a multitude of small companies they
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cannot be enfo,ced, and in the case of really large cmnpanies they are altogether unnecessary. Companies like Ford
and General Motors, like .Westinghouse and General Electric, and scores of others, depend utterly upon public good
will. They cannot afford to exploit shortages. They must
price as closely as they can in any case, but they ought to
be free to make their own decisions in .the light of their own
intimate and immediate knowledge of what the situation is.
The whole plan of reconversion pricing, in fact, ignores the
enormous role of competition in controlling prices and
bringing them down toward the lowest workable long-term
level.
I need hardly add that the MAP (maximum average
price) program ought to be immediately discontinued. It
has become notorious that this program has forced hundreds of low-priced essentials out of production. I should
like to say a word also about the OPA's cost absorption program, which Mr. Bowles a few days ago rather unwisely
described as the "cornerstone of price control." If that is
the cornerstone, then the structure is certain to collapse. The
Price Administrator, no doubt, will point to its legal basis
in President Truman's executive order of August 18, which
directed that price ceiling increases should not lead to "price
increases at later levels of production· and distribution."
Somebody Sold a Bill of Goods
But somebody must have sold the President :l bill of goods
on that one; he could certainly not have realized its implications. It means, in brief, that if price relief is granted to a
manufacturer, for example, it can only be granted at the
expense of the wholesaler or retailer. It means that, no
matter how small the retailer's previous mark-up may have
been on a particular item, he must cut it by the amount of
increase in price granted to the manufacturer. Thus the retailer is forced to subsidize either the manufacturer or the
consumer, according to how one looks at it. It is difficult to
discover any principle upon which this can be justified as
fair. As to its economic effects,· it will obviously injure
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manufacturers, wholesalers, retailers and consumers all
along the line, because it will not make it worth while for
retailers to carry lines on which the profit-margin is negligible or non-existent, or which may actually involve a loss.
Perhaps the most disheartening thing that has yet happened is Mr. Bowles' announcement that he would ask Congress for authority to place ceilings on building costs and
over the prices of new homes. Precisely when the whole
excuse for price-fixing has disappeared, those in charge of
price-fixing, instead of aiming to get out of it, are asking.
for increased powers and for even more regulation. The
effect of price ceilings on buildings and homes could only
be to kill in its cradle the building boom that might now
develop and provide so much employment to tak~ the place
of war work. The most important effect of this new power,
if the OPA were to get it, would be to reduce the amount
of home building. It would drive the honest builders out
of the field, and leave the field to those who insisted on,
and would get, black market cash in addition to the OPA
prices that would be stated in the contract.

How Shall We Fight Inflation?
But, it will be asked, if we "give up price control how are
we going to fight inflation? How are we going to prevent
a runaway price rise? The answer to this is that there is no
safe or workable way to fight inflation except to stop the
basic cause of inflation. That cause is government deficit
financing. This deficit financing leads to heavy government
borrowing from the banks. This government borrowing
from the banks puts into circulation added bank deposits
and added currency. It means, in other words, a constant
increase .in the supply of· money in relation to the supply
of goods. That must inevitably reduce the value of money in
relation to the value of the goods. We can put the matter
in another way by saying that the government is increasing
the volume of monetary purchasing power in relation to the
volume of goods. It is the government's own policy,· in
short, that is forcing up prices. During the war it could be
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argued that this whole process was in large part beyond the
government's control. But now at last we are in a position
to start bringing the Federal budget into balance. The sooner
we do it the sooner we can solve the problem of inflation.
And there is no other way.
Certainly we cannot solve the problem by more deficit
financing, by continuing to pump new money or to pour new
excess purchasing power into the economic system at one end
and then sitting on prices at the other. That is like pumping
gas into a balloon and trying to keep the balloon from expanding. If you hold it at one part, it merely expands all the
more somewhere else. By trying to sit on the lid, by trying
to control inflation through holding prices, you merely put
the national economy in a strait-jacket and bring about mass
unemployment.
Two Government Criteria The Price Administrator and other government officials
have frequently set two criteria for terminating price control. They have said-and I quote from President Truman's
message to Congress of September 7th- that they will
"eliminate rationing and price controls on one commodity
after another just as soon as supply comes into balance with
demand." But this overlooks that the very price control itself,
as long as the basic causes of inflation continue, will prevent
supply from catching up with demand. It is precisely the
function· of free prices in a free market to bring supply and
demand into balance. But a price below the free market price
must encourage excessive buying at the same time as it discourages production. So if we adhere to this criterion, we
never will terminate price control.
The other criterion often announced by OPA officials is
that price controls will be terminated "as soon as the danger
of inflation is past." But this again is a criterion that would
mean perpetual price control. The danger of inflation will
not be past until deficit financing is brought to a halt; and
even when that happens pric~s will have to catch up with
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the level that the excess purchasing power in existence has
already made inevitable.
To continue the budget deficit and try to cure inflation by
price control is to continue the basic causes of inflation while
trying to prevent the symptoms. It is like increasing the
patient's fever while trying to make him look as good as
ever by holding the thermometer down to normal. To the
extent that this policy is not counteracted by a growth in
black markets, it means that profit margins will be cut or
wiped out, that reconversion will be delayed, that production
will be discouraged, that unemployment will be created by
the government's own policy.
Another False Assumption
We are told, finally, that we must have continued price
control, even though the war is over, to prevent the kind of
violent price fluctuations that took place immediately after
the last World War. This view, in other words, assumes
that unless w_e control prices the pattern of price changes
now will be essentially the same as the pattern from 1919
to 1921. Such an assumption is not justified, unless it can
be shown that the conditions affecting prices in the present
period are essentially the same as. th-ose that existed right
after the last war. There have been ,incidentally, a number
of factual misconceptions in this comparison. For example,
one frequently hears it said that there was a 40 to SO per
cent increase in commodity prices after the last war. Actually
the advance of wholesale prices from the high point of the
war in November, 1918, to the high postwar point in May,
1920, was only 21 per cent.
The pattern of prices after the last war, moreover, was
determined by the policies followed after the last war. It is
true that prices were carried up in part by speculative excesses and by inventory hoarding. But the memory of the
bad consequences to the speculators and inventory hoarders
of 1920 will themselves tend to prevent the repetition of
that particular error.
The main reason for the 1920 boom, however, seems to
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me to have been of a different nature. · After the last war
the United· States Treasury continued to make advances to
its European Allies of several billions of dollars. At the .
same time private individuals, banks and co!:porations extended an unfunded debt to Europe to a total of more than
$3,500,000,000. Together these Government and private
loans financed a:n excess of exports to Europe between the
end of 1918 and September of 1920 of $6,600,000,000. It
was this export boom financed by credit that mainly led to
the 1920 priCe rise. In addition there was a gteat wave of
wage increases which carried wages far beyrmd even war
levels. When the export boom, based on credit, came to an
end, prices here began to drop.
Price-fixing Theory Is Naive
It is naive and unrealistic to believe that we could have
cured all this merely by fixing prices and not doing anything
about the causes that were working on prices. The result of
such a course in 1919 would have been to make the situation much worse than it was. It might have discouraged the
increased production that helped to bring the price rise to a
halt. It would have been even greater folly to try to prevent
the fall of prices in 1920. Prices were then merely adjusting
themselves part way back to the prewar level. While it is
desirable, other things equal, to have price stability, it is
much more desirable to have maximum production and full
employment. To fix prices below the point where a free
market would place them, discourages production by cutting
off profit margins. To fix prices above where a free market
would place them, discourages consumption and hence production. Thus both price ceilings and price floors reduce
production and bring about economic strains and maladjustments.
What does all this lead to? It leads, it seems to me, to
only one conclusion. We can avert the danger of postwar
inflation, not by price-fixing, but only by a return to prudent
government spending ·and by a return t<) a free market
economy.
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