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Introduction


In the academic world, university economics departments are usually where you will find the most conservatives and the least politically correct foolishness. Understanding even the most elementary economic principles inoculates one against the utopian fantasies of liberals and socialists—such as curing poverty with minimum wage laws (why not make it $1,000 per hour and end poverty once and for all?); controlling inflation with price-control laws (yeah, like Nixon did); enriching the working class by taking more money out of their pockets in taxes; cutting the cost of medical care by giving government bureaucrats a monopoly in its provision; putting the nation’s entire money supply under the control of political appointees in a secret organization (the Fed) that has never been audited; giving politicians legal rights to counterfeit money (“monetary policy”); and so forth. This is why economists are often treated like the skunks at the picnic by liberal and socialist utopians in academe and elsewhere. They point out the obvious.


This general truth is far from universal, however; there are plenty of economics departments at American universities where just about everyone is to the left of a Hillary Clinton or a Barack Obama. Then there are the celebrity economists chosen by the government elites and crony capitalist corporate bureaucrats who are featured on the network television stations and in the New York Times and the Washington Post. Some of them, like Clinton administration labor secretary Robert Reich, are not even economists but lawyers and political hacks.
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A Book You’re Not Supposed to Read


James T. Bennett and Thomas J. DiLorenzo, Official Lies: How Washington Misleads Us (Alexandria, Virginia: Groom Publishing, 1993).


Government lies to us about just about everything.





Most people largely ignore economics because, let’s face it, “the dismal science” (Thomas Carlyle’s name for it) is not quite as simple and easy as watching a TV sitcom or an episode of Wheel of Fortune. Most of what average citizens think they know about the subject comes from brief snippets they see on TV or read in the Times or the Post by celebrity economists such as Paul Krugman, former officials like Robert Reich, or government bond salesmen from some Wall Street bank or hedge fund.


Much of what such people say about economics is politically correct propaganda and pure hokum. Their job is to create what free-market economist Ludwig von Mises called official myths about economics and government. The job of real economists, said Mises, is to unmask some of these myths. That is exactly what this book proposes to do.


Internationally known investor and author Doug Casey forcefully explained how this all works in an essay with the catchy title of “How Economic Witch Doctors Convince Everyone They’re Neurosurgeons.” Most economists, writes Casey, “are political apologists masquerading as economists.” They “prescribe the way they would like the world to work and tailor theories to help politicians demonstrate the virtue and necessity of their quest for more power.”


The field of economics “has been turned into the handmaiden of government in order to give a scientistic justification for things the government… wants to do.” The antidote to this, says Casey, is not to spend hundreds of thousands of dollars on a college degree in economics but to educate yourself. “[E]very person should be his own economist” after undergoing such self-education, he says, repeating the advice of twentieth-century free-market economist Ludwig von Mises.1
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Pot, Meet Kettle


Doug Casey says that economists “have become an excuse for central planning,”2 and he is right. And to think that we used to criticize the Soviets for centrally planning their economy.





Given this state of affairs, the main purpose of this book is twofold: first, to explain and criticize many of the false theories that have evolved primarily to prop up government power and enrich the ruling class, not to improve the economy; and second, to help you, the reader, to become your own economist—and hence a better citizen.


The Remnant


There has always been a remnant of economic educators who understood and taught their students about the value of private property, free markets, free trade, and economic freedom—along with the perils and inevitable failures of government interventionism. This “remnant” consists of three basic schools of economic thought whose ideas will be discussed throughout this book: 1) the Austrian School of economics, so named because its founders were from Austria, the best known of whom is the Nobel laureate F. A. Hayek; 2) the Chicago School of free-market economics most associated with another Nobel laureate, Milton Friedman; 3) and the Public Choice School, associated with your author’s graduate school professor and onetime colleague, Nobel laureate James M. Buchanan. This last school of thought, which uses economic theory and methodology to analyze government behavior, is known for its theory of “government failure.”


In today’s crazed world of academic “wokeness,” the new word for political correctness, it is not uncommon for professors who espouse such views to be libeled, slandered, and even chased off campus. Exhibit A is the experience of the college campus speakers’ series administered by the conservative organization Young America’s Foundation, whose speakers have been shouted down, canceled, harassed, disinvited, and threatened. Some universities have even demanded that they spend tens of thousands of dollars for extra “security” should they sponsor a campus lecture by a—horrors!—conservative speaker.


Anything that challenges the politically correct orthodoxy—in economics, and virtually all other fields—is likely attacked by the campus Left, sometimes violently. When yours truly was invited to give a lecture in defense of capitalism and economic freedom at a North Carolina college, I discovered that extra campus police and security guards had been called in, apparently just in case anything was said that the campus Marxists found to be insensitive!


The Socialist Founders of the American Economic Association


Economics as a profession was founded in 1885 by late nineteenth-century versions of today’s politically correct professors. The leaders of the movement were men like Richard T. Ely. Ely was an American who had gone to Germany to pursue graduate studies at a time when German academe had decided to abandon virtually all of the economic theory that had been developed up to that time, from Adam Smith, author of the most famous treatise in economics, The Wealth of Nations, to their own time. In its place they had put a method of studying and researching “economics” that involved using statistics and historical facts in an ad hoc way to essentially crusade for a welfare state, government regulation of business, and socialism. It was called the German Historical School.


So members of the new American Economic Association decided to disavow the traditional methods and theories of economics in order to create a false façade of “science” for their socialistic political preferences. They were well aware that economic logic and common sense invalidated many of their utopian government interventions, so they opted to ignore economic logic and common sense.
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Lying with Statistics


“There are three kinds of lies: lies, damned lies, and statistics,” according to Mark Twain, who attributed the saying to Disraeli. “If you torture the data long enough, it will confess” seems to have been the unofficial motto of the German Historical School economists.





The founding document of the American Economic Association (AEA) threw down the gauntlet to the other economic scholars at the time (the Remnant) who still valued the previous century or more of economic scholarship. That document praised the state as “an educational and ethical agency whose positive aid is an indispensable condition of human progress” while condemning “the doctrine of laissez-faire” (a.k.a. economic liberty) as “unsafe in politics and unsound in morals.” The document also included some Marxist class-conflict language, declaring, “We hold that the conflict of labor and capital has brought to the front a vast number of social problems whose solution is impossible without the united efforts of Church, state, and science.”3


By “science” the founders of the American Economic Association apparently meant their own personal opinions and policy preferences, expressed in academic jargon and made almost impossible for the average person to understand, to be imposed on the public by the state with the blessings of the “Church.”


The AEA’s declaration-of-purpose document was eventually changed because so many in the new profession of academic economics had studied, well, economics, and not just the manipulation of statistics to “justify” statism, interventionism, and socialism. That backtracking returned the field to the arena of healthy intellectual debate, but not for long.
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No Wall of Separation


Unlike today’s “progressives,” the original “progressives” such as Ely and his comrades had no problem with the non-separation of church and state. Many of them were “pietists” who believed a collaboration of church and state, under their supervision, could and should stamp out “sin” and create a version of heaven on earth.4





The Great Depression was a turning point when academic economists realized for the first time that they didn’t have to spend their work lives in stuffy college classrooms but could become directors of government agencies and advisors to presidents. And at higher pay to boot! It doesn’t take a genius to realize that the kind of advice that would be wanted would be to give more power, money, and influence to the government to “manage” the economy, just as Doug Casey points out.


The so-called Keynesian Revolution was revolutionary because the 1936 book by British economist John Maynard Keynes, titled The General Theory of Employment, Interest, and Money, seemed to provide an intellectual rationale for an American version of central planning through monetary and fiscal (taxing and spending) policy. It was the perfect “scientistic” smokescreen for increased governmental power, as Doug Casey would say. Keynesianism swept the economics profession, while at the same time there was a proliferation of stylized theories of “market failure” blaming the Great Depression—and virtually all other economic ailments—on too much economic freedom, too much prosperity, and not enough government supervision, bureaucracy, and central planning. Many of these theories will be discussed—and dissected—in detail in the chapters of this book.


By the end of World War II the economics profession had become dominated by interventionists of all kinds, including socialists, and it would remain so for the next several decades. Things seemed bleak for the relatively small number of old-school free-market economists who, led by F. A. Hayek, established the Mont Pelerin Society in 1947. The society was named after a mountain in the Alps where this remnant of academic defenders of freedom held their first meeting to discuss how to oppose the burgeoning trend towards socialism throughout the world. Hayek, Milton Friedman, Henry Hazlitt, Karl Popper, Leonard Read, and Ludwig von Mises were among the best-known conservative and libertarian scholars who attended that first meeting. Ludwig Erhard, chancellor of Germany from 1966 to 1969, was also a prominent member of the Mont Pelerin Society. As the German minister of economic affairs under the occupation authorities, he deregulated the German economy after the war on a single day in 1948, igniting the “German economic miracle.”5
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A Book You’re Not Supposed to Read


Henry Hazlitt, The Failure of the New Economics: An Analysis of the Keynesian Fallacies (Eastford, Connectict: Martino Fine Books, 2016).


Hazlitt’s complete refutation of Keynes’s General Theory was originally published in 1959. History proves that Hazlitt was right on the money and Keynes was dead wrong.





By the 1970s the Keynesian-interventionist-socialist dominance of economics began to crumble thanks to “stagflation”—higher unemployment and inflation at the same time—created by all the government intervention. The Keynesians had no explanation for stagflation; in fact, one of their core principles was that inflation and unemployment are always inversely related. There was a resulting resurgence of free-market economics, with Hayek being awarded the Nobel Prize in economics in 1974 and Friedman in 1976. The Keynesian era seemed to have run its course, and the Chicago, Austrian, and Public Choice schools were gaining ground—and adherents. Theirs were the economic ideas that were embraced by the Reagan and Thatcher administrations of the late 1970s and early 1980s.


The point of this brief sketch of some aspects of the history of the American economics profession is that “liberal” or leftist ideas have indeed dominated economics for long periods of history, but there has always been a remnant of influential economic thinkers who, although outnumbered in academe, have been very effective communicators of economic ideas—politically incorrect ideas.
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Pledging Her Faith


British prime minister Thatcher is said to have stormed into a cabinet meeting, slammed one of Hayek’s books onto a table, and said, “This is what we believe in!”





A sampling of these ideas, taken from the vast literature of economics from the past several decades, thoroughly footnoted and written in plain English, is what this book is all about. Among the politically incorrect ideas you will encounter are: why markets work but governments do not; why political control of prices is the worst economic idea in history; how liberal economists make careers out of attacking phony, straw-man arguments; why capitalism is the cure for, not the cause of, most environmental problems; why almost everything you may have learned in college (or elsewhere) about “market failure” is false; why failure is “success” in government; why regulation is always the cause of monopoly, not the solution; the anatomy of the government’s job-destroying and boom-and-bust-creating machinery; why “trade agreements” are anti–free trade; the Fed’s hundred-year record of failure; the economic poison of socialism; and more. Along the way, you will be introduced to dozens of books the left-liberal establishment doesn’t want you to read—which means of course you certainly should! Reading this book will put you well on the road to becoming your own economist.


Thomas J. DiLorenzo


Bluffton, South Carolina


March 2022










CHAPTER 1 [image: ] What Is “the Free Market,” Anyway?



No institution in the world does a better job of encouraging human cooperation for the benefit of society as a whole than the much-denigrated free-market economy. Human beings long ago figured out that they all had a much better chance of surviving and prospering if they could rely on what economists call “the division of labor.” Just imagine what it would be like if you had to grow your own food; raise or capture and kill your own chickens, cows, hogs, and other animals for meat; make you own bread; build your own house; manufacture your own vehicles; and do everything else for yourself. We would all still be living like cavemen and cavewomen, not even rising to the level of Fred and Wilma Flintstone.


The free market is an institution in which people specialize in myriad different tasks that they accumulate experience and expertise in doing. Whether a person’s skill involves working alone or as part of a team or group, whether in a small business or a large corporation, if that skill is valued by others, then he will be remunerated for his efforts with money. He will then use that money to buy his necessities of life (and fun and leisure products and services as well), produced by people with skills at performing thousands of other tasks. That’s how the division of labor works. It is also why, in a free-market economy, even the poorest people can live a decent life—with prospects of rapid improvement, thanks to economic freedom—because they do not have to rely on their own efforts alone. They can find inexpensive food, clothing, housing, and essentially all other necessities of life, provided by entrepreneurs who themselves prosper by serving them.
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A Book You’re Not Supposed to Read


Henry Hazlitt, Economics in One Lesson (Auburn, Alabama: Mises Institute, 2020).


The best introductory economics book ever written.





To give just one example, the late Sam Walton, the founder of Walmart, became one of the wealthiest men in the world by figuring out how to cut the price of just about everything to the benefit of everyone, but especially of lower-income consumers. That’s one of the other virtues of the free market: it rewards people who can figure out how to supply products and services that might have originally only been affordable to the wealthy so cheaply that just about anyone can afford and enjoy them. Henry Ford became wealthy by producing cheaper and cheaper (and better and better quality) automobiles; John D. Rockefeller became wealthy by selling refined kerosene and other oil industry products cheaper and cheaper for decades; Cornelius Vanderbilt got his start in business by managing a steamship business on the Hudson River in which the ride was free (!), making money by selling food and drinks on board; and on and on.1 For their efforts such men have been denigrated by the enemies of economic freedom (including various politicians, government bureaucrats, socialist ideologues in academe, journalism, and elsewhere) as “robber barons.” Of course, they did not “rob” anyone. Unlike government, they could not force anyone to buy their products; they had to persuade people to buy them by making them cheaper and better.


Only government can rob you of your hard-earned money by threatening imprisonment for refusal to pay what it demands of you for services or products that you may have no need for whatsoever, and whose existence you may even deeply resent. It’s called tax evasion, a crime that is punished under federal and state law by fines, imprisonment, or both. That is why the most menial local government tax-collecting bureaucrat can have more power over your life than the wealthiest businessperson in the world. Businesspeople must persuade people to purchase more of their products or services; unelected government bureaucrats can order you to shut down your business, take your kids out of school, or quit your job, and get the police to enforce the orders (as all Americans learned during the pandemic of 2020–2022).
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A Book You’re Not Supposed to Read


Burton Folsom, The Myth of the Robber Barons: A New Look at the Rise of Big Business in America (Herndon, Virginia: Young America’s Foundation, 2018).


The truth about the misnamed “robber barons.”





Consider, for a moment, the fact that it would be humanly impossible for you and any twenty or so of your friends and acquaintances to make a simple pizza from scratch. What ingredients would you need? Well, first of all there’s the crust. Therefore, you would need a wheat field to grow the wheat that can be turned into flour for the crust—and all the technology that goes into manufacturing the tractors and other farm machinery that are necessities to a wheat farmer. You would also need oil wells and oil refineries to refine the oil into gasoline or diesel fuel for the tractors, trucks, and other vehicles, along with all the technical engineering knowledge required for such an endeavor. Not to mention the creation of capital markets to arrange financing for such a large undertaking.


Then there’s the flour mill, and all the technology involved in turning wheat into flour and, once again, the transportation resources and technology required to deliver the flour to market. There are the tomatoes for the sauce and the tomato farm; the dairy farm to generate the cheese for your pizza; and the vegetables, sausage, and so forth.


So, as you can see, it would be impossible and unthinkable for a family or even the residents of a small city to make a pizza from scratch without the benefits of the division of labor—let alone something more complicated, like an automobile or a computer. The division of labor in a free society where people are free to pursue making money through their own hard work is the glue that holds human civilization together.
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Not So Darwinian


The division of labor destroys the hoary myth that the free market is a matter of the “survival of the fittest.” Even the most unfit can live a decent life while striving to ascend to a “fitter” or even the “fittest” category through education, training, on-the-job experience, entrepreneurship, and perseverance. That is why migration of the world’s poor is always in the direction of countries where there is more economic freedom (a synonym for “the free market”) and away from countries where there is less.





The eighteenth-century Scottish moral philosopher Adam Smith authored what is arguably the most famous single paragraph ever in economic literature in his 1776 book An Inquiry into the Nature and Causes of the Wealth of Nations (usually referred to as just The Wealth of Nations). At the time (the year of the Declaration of Independence, by the way), Europe was being transformed from a system of feudalism to a more-or-less free-market economy with the advent and invention of capitalist institutions.


There was much interest in Adam Smith’s day in whether or not this apparently self-interested pursuit of money was good or bad for the average person in European society. Smith concluded yes, it was good for society because of the division of labor—and because of what came to be known as “the invisible hand.” As Smith wrote,




In civilized society [man] stands at all times in need of the cooperation and assistance of great multitudes, while his whole life is scarce sufficient to gain the friendship of a few persons.… Man has almost constant occasion for the help of his brethren, and it is in vain for him to expect it from their benevolence only. He will be more likely to prevail if he can interest their self-love in his favour, and show them that it is for their own advantage to do for him what he requires of them. Whoever offers to another a bargain of any kind proposes to do this: Give me that which I want, and you shall have this which you want, is the meaning of every such offer; and it is in this manner that we obtain from one another the far greater part of those good offices which we stand in need of. It is not from the benevolence of the butcher, brewer, or the baker, that we expect our dinner, but from their regard to their own interest. Nobody but a beggar chuses to depend chiefly upon the benevolence of his fellow citizens. [Emphasis added.]2
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A Book You’re Not Supposed to Read


Nathan Rosenberg and Richard Birdsall, How the West Grew Rich (New York: Basic Books, 1984).


How property rights and economic freedom made the West more prosperous and free than anywhere else on earth.





The words in italics comprise the famous “invisible hand theorem.” The point is not that the pursuit of “self-love” or self-interest is always a good thing, only that a person’s desire to support himself and his family through commerce or the free market can only be successful if he offers his fellow man something that he wants and values: Give me that which I want (money), and you shall have this which you want (a valued product or service). Free-market exchange or trade is always mutually beneficial; otherwise it would not take place. In the language of game theory, voluntary free-market exchange is a “positive-sum game” that benefits both buyer and seller. Competition in the marketplace harnesses the natural human proclivity for self-preservation in a way that benefits the entire society. From a moral perspective, Rabbi Daniel Lapin makes a telling point in discussing this topic when he says that he would “not be surprised” to learn some day that God approves of a system in which everyone prospers by serving his fellow human beings either as a buyer or seller. 3 Adam Smith, like Rabbi Lapin, was a moral philosopher who studied economics as well. He would likely agree.
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A Book You’re Not Supposed to Read


Thomas Sowell, Basic Economics (New York: Basic Books, 2014).


By one of the most brilliant economists of our time—or any time.





Entrepreneurship: Economic and Political


Most people seem to equate “business” and “commerce” with big business—the automobile industry, the insurance companies, the giant media corporations, the computer industry, etc. It all seems so complex to the ordinary citizen, but the fundamental economic principle of the benefit of the free market under the division of labor can perhaps be understood better on a smaller scale. A good set of examples is from the enormously popular television program Shark Tank, where entrepreneurs with business ideas, new products or services, or both make a pitch to several wealthy investors they want to invest in their new business or business idea. As of this writing the most successful Shark Tank products, each of which went from nothing to sales of over $100 million in just a year or two, included heat-free hair rollers for women, eco-friendly flower deliveries, blankets with hoods for those cold winter nights up North, a stylized toilet seat, a sponge with a smiley face that hardens in cold water and softens in warm water, and a socks-and-T-shirt business that donates a product to homeless charities for each one sold. 4


In each case an entrepreneur asked the question: What problem can I help my fellow citizens solve with a product or service? There are, of course, many products and services that don’t solve other people’s problems very well, but the above-mentioned products and services have, as measured by their enormous popularity—and profits.


Speaking of products that don’t sell, in the free market even business failures have a value: people are not omniscient, and business failures at least tell us what people don’t want despite the best efforts of hopeful entrepreneurs. One thing the free market has going for it in this regard is that the entrepreneurs who create such products and services have a personal financial stake in them. This doesn’t guarantee success, but it creates the right incentive. There is a free-market feedback mechanism whereby products and services that please consumers are rewarded with profits, whereas products and services that do not please consumers are punished with losses and bankruptcies.


With government (the only other means besides the free market of allocating resources in society), by contrast, no politician or government bureaucrat ever has a red cent of his or her own money invested. When their services and programs fail miserably, as they often do, they usually respond by doubling down or tripling down with even more tax dollars—just the opposite of the losses or bankruptcies that follow failed private businesses. In government, failure to serve the public is “success” from a financial perspective. If your government job is to reduce poverty but poverty increases instead, you get a bigger budget. If your government job is to educate children but test scores keep getting worse and worse, your school system will get a bigger and bigger budget. Government entities always and everywhere proclaim that the only reason they have failed at their mission is that they weren’t given enough taxpayer dollars. How ironic that government bureaucrats routinely call themselves “public servants.”


The pursuit of self-interest in politics and government is almost never to the benefit of everyone involved. By definition, a majority-rule democracy is always a matter of a majority imposing its will on an electoral minority, using the coercive powers of the state to force or compel that minority to pay for government programs that it voted against and does not want. It is not voluntary and mutually beneficial any more than an armed robbery on a city street corner is. The politicians themselves prosper in their careers, and various special-interest groups that comprise the majority are satisfied, but it all comes at the expense of the minority. At best, politics is a zero-sum game where one group’s benefits come at the expense of costs imposed upon another group or groups. It has been many generations since the federal government stuck to its legal and constitutional duties as outlined in Article 1, Section 8, of the Constitution: national defense, maintaining the federal judiciary, enforcing patents, regulating foreign trade, establishing citizenship, and the like—things that one could argue do benefit just about everyone by creating a stable society.5 Those things have become smaller and smaller percentages of all federal spending over the years, as government has become essentially the auctioneer of a gigantic transfer society, “buying” votes with taxpayer dollars by imposing taxes on one segment of society in order to subsidize political supporters in a larger segment. Unlike the free market, politics is inherently conflictual.
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Who’s for Dinner?


Benjamin Franklin is said to have defined democracy as two wolves and a lamb voting on what to have for dinner. All three animals get to vote, but the outcome is not likely to be beneficial to all three.





The Consumer Is King


Unless they are granted special government favors or subsidies, big businesses in a free market can only become “big” by pleasing large numbers of customers, period. In that sense they are not different from the Shark Tank entrepreneurs. Indeed, most of them started out as small businesses or even sole proprietorships. Walmart founder Sam Walton started out with a single small grocery store with a $20,000 investment from his father-in-law. The Microsoft Corporation started out in Bill Gates’s father’s garage in Palo Alto, California. John D. Rockefeller saved every penny in his early life from various jobs until he could buy a single oil refinery in Cleveland for $24,000, which eventually became the Standard Oil Company.


Economist Ludwig von Mises, a refugee from Nazi Germany and the preeminent intellectual critic of socialism during the twentieth century,6 explained the imperative to serve consumers that is the cornerstone of any free-market economy:
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A Book You’re Not Supposed to Read


Thomas DiLorenzo, How Capitalism Saved America: The Untold History of Our Country, from the Pilgrims to the Present (New York: Three Rivers Press/Random House, 2004).


How free-market entrepreneurship produces freedom and prosperity, and how government intervention destroys it.







Neither the entrepreneurs nor the farmers nor the capitalists determine what has to be produced. The consumers do that. If a businessman does not strictly obey the orders of the public as they are conveyed to him by the structure of market prices, he suffers losses, he goes bankrupt.… Other men who did better in satisfying the demand of the consumers replace him.… The consumers… make poor people rich and rich people poor. They determine precisely what should be produced, in what quantity, and in what qualities. They are merciless egoistic bosses, full of whims and fancies, changeable and unpredictable.… They do not care a whit for past merit and vested interests.… In their capacities as buyers and consumers they are hard hearted and callous, without consideration for other people.7





In other words, it is businesses in a free market who are the real “public servants.” Moreover, the free market is neutral, in the sense that it works to give the consumers what they want. If you are unhappy that your fellow citizens spend too much of their money on booze and not enough on Bibles, that is not the fault of the free market but of your fellow citizens—and perhaps of your own failure to convince them to alter their behavior!
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A Book You’re Not Supposed to Read


Ludwig von Mises, Human Action (Auburn, Alabama: Mises Institute, 2001).


The great treatise of the twentieth century’s preeminent scholar of capitalism and critic of socialism.





Road Maps, Street Signs, and Market Prices


The free market is based on private property. What is traded during a sale is one piece of private property, usually a product, for another piece of private property, namely, money. When people trade money for goods (or services), they establish free-market prices for them. Free-market prices reflect the size and intensity of “demand” by consumers for the goods and services as well as the amount of “supply.” One does not have to even take an economics course to understand that when a product is popular and people are lining up to buy it, the price is likely to go up, and vice versa—when fewer and fewer people want it, the product becomes cheaper as a result.


In such a scenario the higher price serves as a signal to existing and potential competitors in the business that there is money to be made. The businesses respond to that signal as profit-seeking businesses always do, by producing and offering for sale even more of the popular product. The key here is that the businesses don’t necessarily need to know why the product is popular, only that consumers want it and that that desire has driven up the price. They may make a good profit temporarily, but all the competition and increased supply will eventually cause the price (and profit levels) to drop, maybe even below where it started. In the end, the wishes of consumers are satisfied by all the profit-hungry businesses as though they were led by an invisible hand.


Speaking of hands, on the other hand everyone knows that when any valued resource becomes scarce it is a good idea to conserve it and use less of it to prevent it from running out altogether. Fortunately, we do not need an energy czar to tell us when to reduce our energy consumption—or a car czar, a water czar, a lumber czar, a grocery czar, or any other kind of czar or economic dictator. Whenever any resource—natural or man-made—becomes more scarce, that scarcity will be reflected in a higher price for that resource. It is the higher price that informs us that we should cut back and not use as much of it, or seek out substitutes. When the gasoline price increases by, say, a dollar a gallon, millions of people will respond by carpooling to work and school, taking a bus, doing less leisure driving, or, if given enough time, even moving closer to work and eliminating their commute altogether. Again, we as consumers do not necessarily need to know why gasoline is more expensive, only that it is: the higher price is a signal that tells us that we should reduce our consumption of it and conserve that resource.


But wait! There’s also a third hand (kind of creepy, I know). Another essential function of prices in a free market is that they instruct manufacturers of products and providers of services about what materials to use to produce the product or service in the most efficient (and profitable) manner. Every production process can involve many different types of “inputs” in producing the final “output,” which is a clunky economics term for products and services that we spend our money on. How do businesspeople decide how to organize production? Well, by 1) finding “inputs” of comparable quality, and 2) choosing to use the cheapest one. Only free-market prices can tell them which input to choose.


In a nutshell, free-market prices are like street signs that guide us in our economic decision-making, whether we are acting as consumers or product or service providers. Living in an economy without private property and free-market prices would be like trying to find your way around a strange city with no street signs and no map to tell you where anything is. It would be sheer chaos, which of course is what happened in socialist countries that abolished private property and free-market prices in the twentieth century.


Free-market prices based on private property and private enterprise are essential and indeed imperative if a society values economic freedom in particular and human freedom in general, and seeks to provide opportunities for prosperity to all who wish to pursue them. That is exactly the reason why the first of the ten “planks” in The Communist Manifesto by Karl Marx and Friedrich Engels, which laid out a strategy for destroying economic freedom (a.k.a. “capitalism”), was, in all capital letters: “ABOLITION OF PRIVATE PROPERTY.”










CHAPTER 2 [image: ] The Worst Economic Idea in the World



The worst economic idea in the world is for politicians rather than buyers and sellers to set prices for goods and services. The politicization of prices is a recipe for the destruction of economic prosperity, which of course is why it was a key component of twentieth-century socialism. Socialism was—and is—always about what economist Ludwig von Mises called “destructionism” first and foremost.1 The existing economic system of capitalism must first be destroyed, socialists have always preached, before their alleged socialist utopia can be created. The failure to allow the free market to set prices is precisely the reason twentieth-century socialism (and socialism in any century) was such a miserable, life-destroying failure. Without the guidance of free-market prices, the Russian socialists had no idea in the world how to efficiently organize production. Consequently, in more than seventy years they never produced a single consumer product that anyone would say was world-leader—or even mediocre, for that matter.


Your author recalls teaching an MBA class at Loyola University in Baltimore in the early 1990s and asking the class if anyone could think of any such successful product produced by Soviet socialism. A U.S. Army officer from the Aberdeen Proving Ground offered the example of Soviet AK-47s, while another student said “caviar.” Well, the latter is produced by a fish—the sturgeon, which almost became extinct from the horrific pollution in the Soviet Union—whereas there is no way of knowing how many resources went into producing the Russian AK-47s—which after all were a military rather than a consumer product in the first instance—since there were no financial statements of costs and profits and losses under socialism. The iconic Soviet rifles had to be priced like similar weapons on the world market, but the Russians likely lost money on every one that was sold, with their costs far exceeding the price that each weapon could fetch.
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A Book You’re Not Supposed to Read


Ludwig von Mises, Socialism: An Economic and Sociological Analysis (Indianapolis: Liberty Classics, 2008).


In this prescient book, originally published in 1922, the year the Soviet Union was founded, Mises explained why socialism could never work as a viable economic system and could only produce poverty and misery. History has proven that he was right and the socialists were wrong.
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Robbery under Law


Washington politicians have even perfected a legal extortion scam (immoral but not illegal, since it benefits the lawmakers themselves) whereby they threaten to impose price ceilings (government-mandated prices lower than the free-market price) in a particular industry, until the threatened industry floods congressional campaign coffers with “donations.” After sufficient “donations” are banked, the proposed price ceilings are then forgotten. Legal scholar Fred S. McChesney authored an entire Harvard University Press book about this form of legalized extortion entitled Money for Nothing: Politics, Rent Extraction, and Political Extortion.2 In it he gives chapter and verse of how this racket is operated, with proposed legislation dubbed “milker bills” by congressional staffers because they are intended to “milk” political “contributions” from the targeted industries. McChesney gives examples of how price controls were threatened by Congress on the cable television and pharmaceutical industries, for example, and then dropped after millions in campaign contributions were pocketed by both major political parties.





Not all advocates of allowing prices to be dictated by politicians are socialist ideologues. In fact, most are just your typical, garden-variety politicians who are happy to control prices as a means of dispensing political favors to potential voters to help themselves keep their jobs. A politician can, for example, curry favor with renters and get their votes by promising cheaper rent by means of rent-control laws that keep apartment rental prices below the market. In another instance, he can curry favor with farmers and get kickbacks (known as “campaign contributions”) from them by supporting higher food prices via “price support” laws, which are always especially harmful to the poor who, like everyone else, must pay more for food but, unlike everyone else, really can’t afford it.
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A Book You’re Not Supposed to Read


Fred McChesney, Money for Nothing: Politics, Rent Extraction, and Political Extortion (Cambridge: Harvard University Press, 1997).


How politicians operate a legalized extortion racket by threatening price controls unless sufficient “campaign contributions” are forthcoming.





Concocting Economic Chaos


For as long as there have been politicians, they have banked on the economic ignorance of the general public by promising something for nothing. Price ceilings—government-mandated prices set below free-market prices—are just one of myriad tricks that politicians have up their sleeves in this regard.


Everyone wants cheaper stuff, but when governments mandate lower prices it creates economic chaos that can sometimes literally become deadly and life-threatening. Free-market competition, entrepreneurship, and business expansion and creation—not the machinations of vote-seeking politicians—is how the products and services that we all make use of and enjoy become cheaper and cheaper (and of better quality) over time. Government-mandated lower prices affect both sides of any market: the lower price increases the amount that people want to buy while at the same time the amount supplied to the market declines, as the price is pushed below the cost to some businesses of supplying the product to the market. When more people want something that is in lower and lower supply, the result is shortages. What good is it that a bottle of water, for example, is cheaper if there is no bottled water left at the grocery store?! That is exactly what happens over and over again after hurricanes or other natural disasters disrupt cities and towns in their wake. (There is nothing natural about the disaster when it is created by government price controls.)


When the power goes out after a hurricane—and sometimes stays out for days or even weeks—people tend to go out and try to stockpile bottled water and other necessities. The explosion of demand increases the price of these items, which in turn incentivizes others to make money by supplying more of the higher-priced water and other items. This assures that the price will eventually go down, and the shortages will be resolved—eventually everyone can get all the water he needs, even if at a temporarily higher price.
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