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For Elizabeth, who made it possible.

“Love” and “Pontchartrain” don't rhyme. Too bad.






 

 

None are more hopelessly enslaved than
those who falsely believe they are free.

—Johann Wolfgang von Goethe











	 
	
Introduction






What should we call the vast hodgepodge of statutes, regulations, court rulings, government bureaus, police departments, law courts, military organizations, and assorted authoritative busybodies under whose weight we Americans are now suffocating? Following Thomas Hobbes, I have settled on the term Leviathan. Unlike Hobbes, however, I do not recommend the beast. Instead, I have come, not lightly but in the course of some forty years of studying how it operates, to oppose it root and branch. Finding it to be for the most part wasteful, destructive, and vicious—an insult to every genuinely humane sentiment and ideal—I have concluded that Edmund Burke was right: the thing itself is the abuse. The essays collected in this volume present some of the reasons why I have come to this conclusion.

If I had to use a single word to describe what is fundamentally wrong with government today, I would use the word fraud. Certainly nowadays—perhaps in every age—government is not what it claims to be (competent, protective, and just), and it is what it claims not to be (bungling, menacing, and unjust). In actuality, it is a vast web of deceit and humbug, and not for a good purpose, either. Indeed, its true purposes are as reprehensible as its noble claims are false. Its stock in trade is pretense. The velvet glove of its countless claims of benevolence scarcely conceals its iron fist of violence and threats of more violence. It wants to be loved, but it will settle for being feared. The one thing it will not do is simply leave us alone.

Consider, for example, its vaunted welfare state, the hydra-headed legal and bureaucratic monstrosity with which it pretends to protect the people from every common adversity of life, while taking from the (always guilty) rich in order to give to the (always innocent) poor. As I show in the first three chapters here, this gigantic undertaking fails every moral and practical test imaginable, but it certainly has substantial effects, including the unfortunate ones I describe in chapter 3, “Nineteen Neglected Consequences of Income Redistribution.” Nor do these consequences just take their toll once and for all. Far worse, they eat away at the moral, social, and economic foundations of what was once a considerably more honest and self-reliant culture. Societies that have embraced the welfare state have embarked on a course of self-destruction, and we Americans are already well along on that ruinous journey.

As the national government has risen to its imperial heights during the past century we have been blessed with a succession of glorious leaders. Chief among them, of course, looms the sainted Franklin Delano Roosevelt, now beloved by politicians of both major parties as the kind of strong, compassionate, charismatic leader that all aspirants to the presidency dream of becoming. The received understanding of FDR, however, is sheer bunk, as I show in chapter 4, “The Mythology of Roosevelt and the New Deal.” FDR was a wily and successful politician, one must admit; but intelligent, knowledgeable, compassionate, or responsible he was not. That so many came to love this wretched politico testifies sadly to the condition into which the once-proud American people had fallen in the depths of the Great Depression—a tragedy that, notwithstanding the court historians' claims to the contrary, his New Deal policies only worsened and prolonged.

Later presidents, aping the great FDR, fell short of his enduring mass popularity but came close to equaling his duplicity and mendacity, as I suggest in chapter 6, “Bolingbroke, Nixon, and the Rest of Them.” If Americans could only hear what the great politicians say in the privacy of their inner sanctums—as the public did when Nixon's secret oval-office tapes became public—they would have a far different impression of their leaders. They might even decide to come after those clown princes with pitchforks.

Adulation of “great presidents” epitomizes the prevailing misunderstanding of the nature of politics and government, as I argue in chapter 5, “Public Choice and Political Leadership.” Why, one wonders, is this point so difficult to grasp? People do not expect to find chastity in a whorehouse. Why, then, do they expect to find honesty and humanity in government, a congeries of institutions whose modus operandi consists of lying, cheating, stealing and, if need be, murdering those who resist? The public persists in supposing that good leaders can be found to replace the currently ruling brutes, but ferocious prizefighters do not tend to be replaced by pacifistic Milquetoasts, and in the event that the latter happened to gain office, they would be quickly ousted by the former.

These days the gap between government's pretense of protecting the people and the reality of its harming them is perhaps nowhere greater than in relation to the Food and Drug Administration (FDA), a power-grabbing agency that maintains a tight regulatory grip on goods that account for some 25 percent of the consumer budget. Far from saving lives, as it claims, this organization excels only in public relations, where one must admit it has been fabulously successful. The real outcome of its operations, however, must be counted in terms of hundreds of thousands of premature deaths and unimaginable amounts of human suffering, not to mention its suppression of liberty in the most intimate areas of human life. If people really crave being treated as docile and stupid children, then the FDA is just what they need. Sad to say, as I show in chapter 10, “Regulatory Harmonization: A Sweet-Sounding, Dangerous Development,” the kind of despotism practiced by the FDA is presently spreading throughout the world, as governments join forces to crush individual choice and to confine their duped populations in an iron cage of paternalistic tyranny from which they will never escape because any place to which they might flee will be equally bad.

Not content with this faux protective “soft” despotism, the U.S. government has exercised a steel-hard variety in its never-ending “war on drugs.” In large part in the performance of this assault on basic liberties, U.S. governments at all levels have now jammed more than 2 million persons into jails and prisons, and subjected more than 4 million others to probation, parole, or some other form of “correctional supervision,” as I show in chapter 13, “Lock 'Em Up!” Welcome to the land of the free. Just remember: your body belongs to the state.

Proceeding hand in hand with this quintessential yahoo-Christian crusade we find an advancing secular therapeutic ethos in which every human misstep represents a “disease” from which only a government-imposed treatment can save us, as I discuss in chapter 12, “We're All Sick, and Government Must Heal Us.” Thus, a cultural development that might otherwise have been dismissed as merely misguided or silly has greased the skids for ever more intrusive government actions that now penetrate homes, schools, courtrooms, prisons, and a variety of other venues in a quest to save people from their insufficient self-esteem and the manifold maladies to which that insufficiency supposedly gives rise—all of them working under threat of government violence, of course (can't let the inmates run the prison, now can we?).

For the greater part of the past century, the U.S. government—in common with many other, equally presumptuous governments—has undertaken to manage the economy, ostensibly in the public interest. Its doing so presupposes that it knows what to do and that it has an incentive to take the proper actions, but all such presuppositions are complete tomfoolery. The U.S. government no more knows how to manage the economy than I know how to build a perpetual-motion machine, and even if it did know how, it wouldn't do so because there'd be no payoff for the political pirates who preside over the beastly Leviathan. As I show in the essays placed under the rubric of “Economic Disgraces,” the government is good at just one thing: stripping the populace of trillions of dollars in the form of taxes, fees, confiscations, and other rip-offs.

Ours is not, of course, the only government capable of such outrages, and in certain respects other governments—including some among the presumably civilized nations—are even worse offenders, as I show in chapter 17, “A Tale of Two Labor Markets” (which pertains to western Europe), and chapter 23, “Pity the Poor Japanese.” In chapters 21 and 22, my illustrations of the extremes of government mismanagement, as demonstrated by the economic devastation the central planners wreaked in North Korea and the People's Republic of China, come close to being cases in which the facts really do speak for themselves. Fortunately, in these cases we have excellent natural experiments to confirm our suspicions.

If governments have come to wield vast economic powers, they have done so in large part as a result of the policies and practices they first adopted during great national emergencies, especially during the two world wars. Those wars provided plausible occasions for the adoption of multiple government economic-management schemes—everything from interference in labor-management relations to wage-price controls to central allocations of raw materials. Of all such endeavors, the absolute worst was the conscription of men to serve in the armed forces: in the United States, nearly 3 million during World War I, some 10 million during World War II, and additional millions during the Cold War through 1972, many of the latter serving as cheap cannon fodder in Korea and Vietnam. By this draft, the government proved that it would indeed, as Jack Kennedy promised, pay any price, so long as that price consisted of the lives and liberty of hapless young men. (I propose that the U.S. Congress adopt as its official slogan, “Better you than me, pal.”)

Strange to say, the government has always bragged about its plunging the nation into the Big One because, according to the orthodox interpretation, it thereby “got the economy out of the Great Depression.” (Why, wouldn't you be willing to sacrifice a few hundred thousand young men's lives in order to get everybody into a regular job?) This experience has been understood ever since in terms of primitive Keynesian macroeconomics; indeed, it did much to fasten that unsound economic theory on the economics profession and the general public in the first place. There's just one problem: no “wartime prosperity” occurred, as I show in chapter 27, “The Myth of War Prosperity.” People went to work, all right, those who were not forced into the armed forces, but civilian consumption and investment declined after 1941, and genuine economic recovery did not occur until the demobilization and reconversion of 1945–47 The economy produced plenty of guns and ammo during the war, to be sure, but such production is scarcely the stuff of true prosperity.

The wartime government actions left a multitude of legacies—some institutional, as when emergency laws remained on the statute books or emergency agencies continued to function, and some ideological, as when the people came to accept as normal a variety of government actions they had previously regarded as unconstitutional or beyond the moral or practical pale. Without the government's World War I program, the New Deal would have been well-nigh unthinkable, and without the World War I program and the New Deal, the government never could have achieved the monstrous size and scope of its World War II program. Such contingencies illustrate the notion of “path dependency”—the idea that what is likely to happen next depends to some extent on what has happened in the past. In a social, economic, and political world subject to path dependency, extraordinary occurrences are never just aberrations or statistical “outliers”; they are causal factors in the ongoing stream of events.

After World War II ended, the U.S. government quickly launched into fighting the Cold War. It must be admitted that for the major players of the military-industrial-congressional complex (MICC), this was a mighty good deal, as I show in chapter 25, “Crisis and Quasi-corporatist Policymaking,” and chapter 29, “Beware the Pork Hawk.” Indeed, the deal was so good that when the Cold War ended, the movers and shakers of the MICC decided to keep plowing ahead as if nothing had changed—same force structure, same kinds of weapons, same chronic waste, abuse, and mismanagement. Hey, why give up a good deal if you don't have to! (See chapter 30, “The Cold War Is Over, but U.S. Preparation for It Continues.”) The attacks of September 11, 2001, ought to have revealed this military house of cards for the sham that it is, but, of course, when government runs the show, cause and effect don't work normally. No heads rolled; nobody was punished for failing to protect the American people. Instead, the MICC is now being rewarded by the biggest run-up of military spending in a generation. (For the national-security apparatus, I propose the official slogan, “No failure goes unrewarded.”)

Speaking of things that have not been rolled back, I also have something to say here about the oft-encountered idea that the world has entered a new era in which government is in retreat. In some commentators' view, modern technology has tipped the balance decisively in favor of the public prey, as against the government predator. The Internet, the global capital market, the competition among nation-states for mobile resources—such are the clubs people are now wielding to whack Leviathan away, or so it is argued. I find these arguments greatly exaggerated, as I explain in chapters 31-33 under the interrogatory heading “Retreat of the State?”

In my view, the U.S. government is growing stronger, not weaker, all things considered. Perhaps the most important reason for this ongoing growth of government is ideological; it is that so few people in the United States today really give a damn about living as free men and women. After a century of fighting a losing battle against their own governments, the American people have finally accepted that the best course open to them is simply to label their servitude as freedom and to concentrate on enjoying the creature comforts that the government still permits them to possess. They may be slaves, but they are affluent slaves, and that condition is good enough for them.

*   *   *

Except for one previously unpublished report (which appears here as chapter 9), these essays first appeared in various periodicals and anthologies, and I am grateful for the permissions the original publishers have given for their reuse here. The oldest came forth in 1981, and a half-dozen others during the 1980s, but two thirds of them were published during the past seven or eight years. Almost half were composed for the “Etceteras” feature that I write from time to time in my capacity as editor of The Independent Review: A Journal of Political Economy. All are accessible to any intelligent reader with an interest in the topic at hand. Nothing that I have written primarily for professional economists or economic historians appears here. (Another collection to be published soon, Depression, War, and Cold War: Studies in Political Economy, contains some of my more demanding and professionally focused papers.)

In preparing the materials of the present volume for republication, I have taken advantage of the opportunity to add documentation, polish the prose, and bring the discussions up to date. Nothing appears here exactly as it did in its first publication. In reworking the seven review essays at the end, however, I have refrained from adding more recent citations to my critical arguments on the grounds that it would be unfair to criticize authors in the light of research that they could not have known about at the time they wrote their own books.

Although I express a definite point of view in these essays, I have also been at pains to present evidence, explanation, and analysis—this book is not just a bunch of op-ed diatribes. Above all, I have sought to express my ideas in clear, forceful, and vivid English. To the extent that I have succeeded in this attempt, the reader may find that at least from time to time the essays provide enjoyment as well as instruction.

Robert Higgs

Covington, Louisiana

February 2004
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Is More Economic Equality Better?






For most American intellectuals, the answer is obvious. The question itself would strike them as either frivolous or callously reactionary. For the typical intellectual, including the typical economist, it is clear that more economic equality is better. If pressed, the intellectual might offer some kind of argument to support his position, but normally he simply treats it as axiomatic.

I disagree. In doing so, I am not claiming that more economic equality is necessarily worse. I simply insist that the societal distribution of income or wealth itself, whatever it might happen to be, is morally neutral: neither an increase nor a decrease in the degree of inequality has any unambiguous moral meaning. Everything hinges on why the distribution changes. Once we know and morally assess the actions that cause the distribution to change, we need go no further. The resulting change in the distribution itself is a statistical artifact, devoid of any moral implications.

The Prevailing Intellectual Position

When I say that the typical intellectual believes more economic equality is better, I am not thinking about wild-eyed radicals or street-corner revolutionaries. I have in mind some of the most respected and influential social scientists in the land. Consider, for example, the statement of Arthur M. Okun, an economist who taught at Yale before serving on the President's Council of Economic Advisers during the 1960s: “Equality in the distribution of incomes…would be my ethical preference. Abstracting from the costs and the consequences, I would prefer more equality of income to less and would like complete equality best of all.”1

Henry J. Aaron, an economist and senior fellow at the Brookings Institution who has taught at the University of Maryland and served as assistant secretary for planning and evaluation in the Department of Health, Education and Welfare, has said: “My own perception is that some additional redistribution [from the richer to the poorer via government] will cost almost nothing in freedom, though it will cost something in efficiency, and that it is worth getting.”2


Christopher Jencks, a Harvard professor of sociology, has gone much further than Okun and Aaron. Jencks concludes his widely discussed (and partially federally funded) book Inequality with a remarkable passage urging more government intervention in the distributive process, more envy among the poor, more guilt among the rich, and ultimately a revolutionary restructuring of American society:

The crucial problem today is that relatively few people view income inequality as a serious problem…. We need to establish the idea that the federal government is responsible for not only the total amount of the national income, but for its distribution…[;] those with low incomes must cease to accept their condition as inevitable and just…. [T]hey must demand changes in the rules of the game…. [Some] of those with high incomes, must begin to feel ashamed of economic inequality.…[W]e will have to establish political control over the economic institutions that shape our society. This is what other countries usually call socialism.3

As a final example, consider the statement of Charles E. Lindblom, a professor of economics and political science at Yale, in his highly acclaimed treatise on the world's political and economic systems Politics and Markets:

It is in communist provision of minimum standards of living and some degree of equality in the distribution of income and wealth that the communist claim to approximate the humanitarian vision…seems undeniable. On these fronts communist systems have to be credited with great accomplishments, on the whole probably greater than those of the polyarchies…. Inequality in the United States is severe in its [harmful] effects.4

Such examples quickly become tedious; their message is clear enough. The prevailing position, not only on the left but also within the mainstream of American social science, is that the existing inequality of income and wealth is unjust. Indeed, most writers routinely employ the words unequal and inequitable as synonyms, showing no concern for the moral freight borne by this linguistic practice. Hence, not surprisingly, enthusiastic approbation is showered on government policies that promise, either directly or indirectly, to redistribute income from the richer to the poorer.

The Facts about Inequality

Open the Statistical Abstract and you will find the “facts” on which most judgments about inequality rest. According to these official data, the lowest fifth of households gets less than 4 percent of the total income (this share having fallen slightly over the past ten years), and the highest fifth gets about 50 percent (this share having risen substantially over the past ten years).5 The top one percent of households receives about 22 percent of the total income (this share having risen substantially over the past ten years). Economics textbooks reproduce these figures. Economists study and debate them at great length. Intellectuals fashion from them the ammunition for politicians to fire in demagogic salvos.

Yet these figures are virtually worthless. Acceptance of them makes economists either the most gullible or the most dishonest guild on earth. To assess the credibility of the data, one must begin by inquiring into their sources. In fact, they come from the information supplied by people on the census forms collected every ten years or in response to the much smaller Current Population Survey conducted by the Census Bureau as an ongoing project. In both cases, we find out only what people choose to tell us. Of course, people have many reasons to dissemble. A desire to conceal illegally acquired income, a cavalier attitude in responding to the survey, a devotion to privacy in their financial affairs—such are the sources of misreporting. It happens among the rich, the poor, and those in between, but how much is anyone's guess.

Even when people want to be honest and try to be accurate, they forget, miscalculate, or misconstrue the questions. “Household income” is by no means a crystal-clear concept. Just what is a household? And what qualifies as income? Once the data are in hand, should the statistician make his calculations on an annual basis or average them over a longer time span? What adjustments, if any, should be made for differences in age and family size among the income recipients? How much of the money income reported is taken away in individual income and payroll taxes? The answers to these questions are uncertain. To make matters even foggier, the official data neglect whole realms of real income, such as the income in kind received directly from other persons or indirectly in the form of government transfers. As Edgar K. Browning has said, “we really do not know how much redistribution is going on in the present system…. How can we talk sensibly about redistributing more if we do not know how much is already being redistributed?”6

Still, the statistical issues are secondary. Even if the figures on the societal distribution of income were conceptually unambiguous and numerically precise, the question would remain: Is more equality better? And the answer would still be: not necessarily. To appreciate the basis for this answer, consider some ways in which a more equal societal distribution of income might come about.

Greater Equality: Seven Scenarios

The scenarios I offer here are hypothetical, but they are not impossible. Their lessons, like those of parables, are independent of their degree of descriptive historical veracity.


1. The death rate increases abruptly for persons older than thirty-five. Because older persons have, among other things, accumulated more property and job experience, their average wealth and incomes exceed those of younger persons. To the extent that (average) younger persons inherit the wealth of (average) decedents, the increased mortality among older persons would tend to reduce economic inequality.

2. Young women suddenly find themselves unable to bear children. Because babies do not produce income or accumulate wealth, their presence in society creates economic inequality. Diminished fecundity therefore would tend to reduce economic inequality.

3. A new law requires housewives to enter into paid employment. Because housewives are not rewarded for their efforts in the home by explicit monetary payments, their presence in society increases economic inequality—at least as it is now measured. If all housewives were compelled to earn wages in the paid-labor market, measured economic inequality would decline markedly.

4. A new law requires every worker to switch occupations at least once a year. (Something resembling this requirement has been the policy in communist China at various times during the past fifty years.) Because job experience improves the productivity of workers and leads to higher earnings, the distribution of earnings in an economy where no one could ever escape from the entry level would tend to be more equal, other things being the same.

5. Poor robbers increase their plunder of rich victims. Of course, this reign of Robin Hoods would diminish economic inequality, though the reduction would probably never be detected by the Census Bureau.

6. People develop an aversion to education and training. As in the scenario of annual switching of occupations, the universal refusal to accumulate human capital would tend to place all workers on a more equal footing, and economic inequality would tend to decline.

7. The workweek is legally fixed at twenty hours, and overtime work is outlawed. This trade-union dream come true would tend to equalize the distribution of earnings by making the amounts of labor supplied by various workers more uniform.

To sum up, all of the foregoing scenarios have two characteristics in common. Each entails increased economic equality, and each in its own way is a disaster. Increased mortality, decreased fecundity, forced labor, forced occupational mobility, increased robbery, mass abandonment of education and training, forced unemployment—surely few decent people would argue in their favor. Any increase of measured societal economic equality that arose from such catastrophic events would certainly be considered a spurious indication of increased social well being if one knew its origins.

Yet economists and other intellectuals routinely compare the income or wealth distribution between times or places and judge the differences good or bad, depending on whether the measured degree in inequality is less or more, without giving any consideration to why the differences exist. This practice bespeaks utter moral blindness. If inequality increases because—in counter-scenarios of those sketched here—older people live longer, women succeed in having the babies they want, more wives choose to work at home, workers switch occupations less frequently, robbery declines, more people acquire advanced education and training, or more workers choose to work full time, can anyone reasonably conclude that society is worse off?

Conclusion

If we know that individual actions are just, that knowledge is all we need in order to make a moral assessment. A supposedly deleterious change in the statistical measure of the societal distribution of income or wealth, should it occur, is simply irrelevant. Changes in such aggregative measures have no moral implications whatever. The error of supposing that more societal equality is necessarily better springs in large part from an even more fundamental error: the implicit assumption that societies are moral agents. Obviously, they are not, nor can they ever be. Society is nothing more than an abstraction, a concept, an intellectual invention. Just as only individuals are economic actors, capable of purposive goal-seeking behavior, so only individuals are moral agents, whose actions we may properly describe as ethical or unethical. Moral individual actions, like immoral individual actions, may produce either more or less societal inequality, depending on their precise character. Some rich individuals steal from some poor persons, and vice versa. Some rich persons voluntarily transfer their wealth to some poor individuals, and vice versa. Any changes in the aggregative statistical profile brought about by such complex and variable individual behavior are wholly uninformative for purposes of a moral assessment. In their simple-minded moral judgments about differences in societal distributions, many intellectuals have committed astonishingly blatant errors. They could have saved themselves from these blunders had they kept their eyes focused on the only true economic and moral agent, the individual human being.

Notes

1.    Arthur M. Okun, Equality and Efficiency: The Big Tradeoff (Washington, D.C.: Brookings Institution, 1975), p. 47.


2.    Comments on a paper by Okun in Income Redistribution, edited by Colin Campbell (Washington, D.C.: American Enterprise Institute for Public Policy Research, 1977), p. 46.

3.    Christopher Jencks, Inequality: A Reassessment of the Effect of Family and Schooling in America (New York: Harper Colophon Books, 1973), pp. 263–65.
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The Welfare State

Promising Protection in an Age of Anxiety






More and more we…debate what government should do—what it should do in a providential manner for people more than people can do for themselves, how it shall confer upon them welfare, security, happiness—forgetting that though an omnipotent government were able to confer these blessings, it would be obliged at the same time to confer upon people also the status of servility.

—Garet Garrett, 1935, Salvos Against the New Deal: Selections
from the Saturday Evening Post, 1933–1940

Anxiety, according to The Random House Dictionary, denotes “distress or uneasiness of mind caused by apprehension of danger or misfortune.” By this definition, the twentieth century qualifies as an age of anxiety for Americans.

There is irony in this condition because in many respects we twentieth-century (now become twentieth-first-century) Americans enjoy much more security than our forebears ever did. Our life expectancy is longer, our work easier and more remunerative, our style of life more comfortable, stimulating, and unconstrained. Yet, notwithstanding all objective indications that our lives are better than those of our ancestors, we have become incessant worriers.

Our predecessors dealt with their worries by relying on religious faith. For tangible assistance, they turned to kinfolk, neighbors, friends, and coreligionists, as well as to comrades in lodges, mutual benefit societies, ethnic associations, labor unions, and a vast assortment of other voluntary groups. Those who fell between the cracks of the families, churches, and voluntary societies received assistance from cities and counties, but governmentally supplied assistance was kept meager and its recipients stigmatized.

In the twentieth century, especially after the onset of the Great Depression, Americans came to place their faith in government, increasingly in the federal government. When Franklin Delano Roosevelt assumed the presidency in 1933, voluntary relief quickly took a back seat to government assistance. Eventually, hardly any source of distress remained unattended by a government program. Old age, unemployment, illness, poverty, physical disability, loss of spousal support, child-rearing needs, workplace injury, consumer misfortune, foolish investment, borrowing blunder, traffic accident, environmental hazard, loss from flood, fire, or hurricane—all became subject to government succor.

Our ancestors relied on themselves; we rely on the welfare state. The “safety net” that governments have stretched beneath us, however, seems more and more to be a spider's web in which we are entangled and from which we must extricate ourselves if we are to preserve or perhaps regain a prosperous and free society.

Bismarck, Soldiers, and Mothers

The modern welfare state is often seen as originating in Imperial Germany in the 1880s, when the Iron Chancellor, Prince Otto von Bismarck, established compulsory accident, sickness, and old-age insurance for workers. Bismarck was no altruist. He intended his social programs to divert workers from revolutionary socialism and to purchase their loyalty to the kaiser's regime; to a large extent he seems to have achieved his objectives.

In the late nineteenth century, no aspiring American social scientist regarded his education as complete without a sojourn in a German university, and the impressionable young men brought back to the United States a favorable view of Bismarckian social policies absorbed from the teachings of Deutschland's state-worshipping professoriate.1 Men such as Richard T Ely, Edward A. Ross, Henry Carter Adams, and Simon Patten transported ideas and outlooks that persisted through several generations.2 Consider, as but one example, that Edwin Witte, the chief architect of the Social Security Act of 1935, was a student of John R. Commons, who was a student of Ely, whom Joseph Schumpeter described as “that excellent German professor in an American skin.”3.

While Ely and the others were preaching their Germanic doctrines in the late nineteenth and early twentieth centuries, an incipient welfare state was emerging quite independently in the United States through a far-reaching expansion of the pensions provided to Union veterans of the Civil War. Originally the pensions went only to men with proven service-related disabilities and to their dependent survivors, but politicians, especially the Republicans, soon recognized that they could buy votes by dispensing the pensions more liberally. Eligibility rules were stretched further and further. Eventually no service-related disability needed to be proved, no combat experience was required, and old age alone was sufficient for a veteran to qualify. Some congressmen even went so far as to change the official military records of deserters in order to award them pensions through special acts of Congress.4

Between 1880 and 1910, the federal government devoted about a quarter of its spending to veterans' pensions. By the latter date, more than half a million men, approximately 28 percent of all those age sixty-five or older, were receiving pensions, as were more than three hundred thousand dependent survivors of veterans. Moreover, thousands of old soldiers lived in homes maintained by the federal government or by the states.5

That politicians turned the legitimate pension system for injured veterans and their survivors into a political patronage machine should hardly come as a surprise. Buying votes and dispensing patronage are what elected politicians normally do unless rigidly constrained. The doleful profligacy of the Civil War pension system might well have served as a warning, and for a while it did, but eventually the lesson was forgotten.

During the first three decades of the twentieth century, when middle-class political groups generally refused to support proposals for comprehensive social-spending programs on the grounds that elected politicians would abuse them, women's organizations including the General Federation of Women's Clubs and the National Congress of Mothers lobbied successfully for the establishment of state mothers' pensions.6 These small, locally administered stipends went to “respectable impoverished widows” to allow them to care for children at home. Between 1911 and 1928, forty-four states authorized such payments.7 In 1935, with passage of the Social Security Act, the federal government joined forces with the states in financing an extension of the mothers' pensions, Aid to Dependent Children (ADC)—later called Aid to Families with Dependent Children (AFDC), which ultimately became nearly synonymous with “welfare.”

In addition, during the second decade of the twentieth century, all but six states enacted workmen's compensation laws, which removed workplace injury claims from the courts and required that employers carry insurance to pay compensation for various types of injury under a system of strict liability.8

The First Cluster, 1933–1938

Between 1929 and 1933, the economic contraction left millions of Americans destitute. State and local governments, straining to provide unprecedented amounts of relief while their own revenues were shrinking, called on the federal government for help. President Herbert Hoover opposed federal involvement in relief efforts, but he reluctantly signed the Emergency Relief and Construction Act of 1932, which transferred federal funds to the states for relief of the unemployed (under the fiction that the transfers were loans).

After Franklin Delano Roosevelt took office, the federal government immediately launched vast relief activities. The Federal Emergency Relief Administration (FERA), directed by welfare czar Harry Hopkins, channeled funds to the states—half in matching grants (one dollar for three dollars) and half in discretionary grants. The money went to work-relief projects for the construction of roads, sewers, and public buildings; to white-collar beneficiaries such as teachers, writers, and musicians; and to unemployable persons including the blind, the physically disabled, the elderly, and mothers with young children.9

Hopkins's discretionary allocations and his oversight of the federal money embroiled the FERA in political controversy. Politicians fought fiercely for control of the patronage inherent in determining who would get the relief money and the jobs and who would fill the 150,000 administrative positions. According to Jeremy Atack and Peter Passell, “Governor Martin Davey of Ohio had an arrest warrant sworn out for Hopkins should he set foot in the state, and a number of politicians, the most notable being Governor William Langer of North Dakota, were convicted of misusing funds and served time in jail.”10

Also in 1933, Congress created the Civilian Conservation Corps to put young men to work in outdoor projects under quasi-military discipline; the Public Works Administration to employ people in building public works such as dams, hospitals, and bridges; and the Civil Works Administration to operate hastily contrived federal make-work projects for more than 4 million of the unemployed during the winter of 1933–34.

In 1935, with 7.5 million workers (more than 14 percent of the labor force) still unemployed and another 3 million hired only for emergency relief jobs,11 Congress passed the Emergency Relief Appropriation Act, under the authority of which FDR created the Works Progress Administration (WPA) to hire the unemployed. The president appointed Hopkins to act as the WPA's administrator. By the time the WPA was terminated eight years later, it had paid out more than $10 billion for 13.7 million person-years of employment, for the most part in construction projects but also in a wide range of white-collar jobs, including controversial support for actors, artists, musicians, and writers.12

Like the FERA, the WPA engaged the ambitions of state and local politicians in a “cooperatively administered” arrangement that set a pattern for many subsequent welfare programs. Under federally issued guidelines and with mainly federal funding, state and local officials secured substantial control of the patronage. Local governments usually designed the projects, selecting workers from their relief rolls and bearing a small portion of the costs. The Republicans correctly viewed the WPA as a massive Democratic vote-buying scheme. WPA projects were frequently ridiculed, as in the following stanzas of a contemporary song:

We're not plain every day boys,

Oh, no, not we.

We are the leisurely playboys

Of industry,

Those famous little WPA boys

Of Franklin D.


Here we stand asleep all day

While F. D. shooes the flies away

We just wake up to get our pay

What for? For leaning on a shovel.13

The spirit of this song persisted ever afterward, as many tax-paying private employees have resented those employed in government make-work projects (often described in later times as “training” programs).

During the first two years of his presidency, FDR came under growing pressure from more radical politicians. Louisiana senator Huey Long touted his Share Our Wealth Plan for a sweeping redistribution of income and gained a national following in 1934 and 1935. Simultaneously, California physician Francis Townsend recruited millions of supporters for his Townsend Plan, under which people older than sixty years of age could retire and receive from the government a monthly stipend of $20 0 on the condition that all the money be spent within thirty days. To head off the mass appeal of such outlandish proposals, FDR formed in 1934 the Committee on Economic Security, whose executive director was Edwin Witte, to formulate a plan for a national social-security system.

This planning bore fruit in 1935, when Congress passed the Social Security Act, the foundation of America's welfare state. The act gave federal matching funds to the states for assistance to the aged poor, the blind, and dependent children. It levied a payroll tax, 90 percent of which would be refunded to states that established acceptable unemployment insurance systems. (All of them did.) And it created a national old-age pension program disguised as insurance but actually, especially after amendments in 1939 added surviving dependents as recipients, a scheme for transferring current income from workers to nonworkers.

From that time forward, defenders of the pension system denied that it was a “welfare” program for redistributing income. “It was portrayed instead as a huge set of public piggy banks into which individual prospective ‘beneficiaries’ put away ‘contributions’ for their own eventual retirements.”14 In the 1950s, 1960s, and 1970s, congressional incumbents turned the pension system into a fabulous vote-buying machine, as they repeatedly extended its coverage, added disability insurance in 1956, raised the benefits, and even, in 1972, indexed the pensions to protect them from inflation. Only in the 1990s did a substantial portion of the public begin to recognize that the piggy bank depiction was a myth and that the system faced bankruptcy as the ratio of taxpayers to recipients slipped ever lower because of demographic changes.15

As the New Deal was breathing its last in 1938, it brought forth the Fair Labor Standards Act. This act established a national minimum wage (originally twenty-five cents per hour for covered employees but scheduled to rise to forty cents over seven years); fixed a maximum work week (originally forty-four hours but scheduled to fall to forty by 1940); set a 50 percent premium for overtime work; prohibited the employment of children under sixteen years of age in most jobs; and authorized the Department of Labor to enforce the law.16 Afterward, Congress raised the minimum wage repeatedly. It is now (early in 2002) $5.15 per hour. This pseudowelfare measure has proven to be an effective means of actually increasing the unemployment rate of low-productivity workers—those who are young, ill-educated, or inexperienced—but continuing support by leftist politicians and labor unions has prevented its repeal.

The GI Bill

In the spring of 1944, with elections looming and 11.5 million men—most of them draftees—in the armed forces, FDR and Congress saw the wisdom of accepting the American Legion's proposals to create unprecedented benefits for veterans: hence the Servicemen's Readjustment Act, popularly known as the GI Bill of Rights. Besides guaranteeing medical care in special veterans' hospitals, the law provided for pensions and vocational rehabilitation for disabled veterans; occupational guidance; unemployment benefits for up to fifty-two weeks; guaranteed loans for the purchase of homes, farms, or businesses; and stipends and living allowances for up to four years for veterans continuing their education.17 Most of the 16 million veterans of World War II took advantage of the unemployment and educational benefits. In addition, by 1962 the Veterans' Administration had insured more than $50 billion in loans.18

Even though the veterans' program applied to only a minority of the total population, it helped to retain the momentum of the burgeoning welfare state. “When the steam appeared to have escaped from the engine of the New Deal by 1945, the World War II nondisabled veterans' benefits—by design and chance—provided new sources of energy.”19 The GI Bill set an irresistible precedent, and later legislation provided similar benefits for veterans of the Korean War and, in 1966, even for those who served in the armed forces in peacetime.20

The Second Cluster, 1964–1972

With the succession of the ambitious New Dealer Lyndon B. Johnson to the presidency, the drive to build the welfare state became ascendant again. The election of 1964 brought into office a large, extraordinarily statist Democratic majority in Congress. Keynesian economists assured the public that they could fine-tune the economy, taking for granted a high rate of economic growth from which the government could reap a perpetual “fiscal dividend” to fund new programs. John Kenneth Galbraith, Michael Harrington, and other popular social critics condemned the market system's failures and ridiculed its defenders. The public seemed prepared to support new measures to fight a “war on poverty,” establish “social justice,” and end racial discrimination. Hence the Great Society.21

Congress loosed a legislative flood by passing the Civil Rights Act of 1964. Among other things, in an attempt to quash racial discrimination this landmark statute set aside private-property rights and private rights of free association. The ideal of a color-blind society, however, died an early death, succeeded within a few years by “affirmative action”—an array of racial and other preferences enforced by an energetic Equal Employment Opportunity Commission and enthusiastic federal judges.22

Congress proceeded to pass a variety of laws that injected the federal government ever more deeply into education, job training, housing, and urban redevelopment. The Food Stamp Act of 1964 gave rise to one of the government's most rapidly growing benefit programs: in 1969 fewer than 3 million persons received such stamps, and federal outlays totaled $250 million; in 1981, 22 million persons received the stamps, and federal outlays totaled $11 billion.23 The Community Action Program aimed to mobilize the poor and raise their incomes. When Congress appropriated $300 million to create community-action agencies, a wild scramble to get the money ensued, led by local politicians and, in some cities, by criminal gangs—as vividly portrayed in Tom Wolfe's tragicomic tale Mau-Mauing the Flak Catchers (1970).

In 1965, Medicare was added to the Social Security system, ensuring medical care for everyone older than sixty-five years of age. Medicaid, a cooperatively administered and financed program (state and federal), assured medical care for welfare recipients and the medically indigent. As usual, these programs were not exactly what they were represented to be. “Most of the government's medical payments on behalf of the poor compensated doctors and hospitals for services once rendered free of charge or at reduced prices,” historian Allen J. Matusow has observed. “Medicare-Medicaid, then, primarily transferred income from middle-class taxpayers to middle-class health-care professionals.”24

The federal government's health programs also turned out to be fiscal time bombs. Between 1970 and 2000, in constant (1996) dollars, Medicare outlays increased from $20.8 billion to $181.2 billion; the federal portion of Medicaid from $9.9 billion to $109.8 billion.25 Like the old-age pensions, these programs achieved rates of growth that could not be sustained indefinitely.

Other Great Society measures to protect people from their own incompetence or folly included the Traffic Safety Act (1966), the Flammable Fabrics Act (1967), and the Consumer Credit Protection Act (1968).

After Richard Nixon became president, highly significant measures continued to pour forth from Congress—the National Environmental Policy Act (1969), the Clean Air Act Amendments (1970), the Occupational Safety and Health Act (1970), the Consumer Product Safety Act (1972), the Water Pollution Control Act (1972), and the Equal Employment Opportunity Act (1972), to name but a few. Nixon also wielded his congressionally authorized power to impose comprehensive wage-and-price controls between 1971 and 1974, thereby (spuriously) protecting the public from the inflation created by the Federal Reserve System's intemperate monetary policies.

The Welfare State Marches On

Although the growth of the welfare state has slowed during the past twenty years, it has scarcely stopped. The reform of the family-assistance program enacted in 1996 signaled a partial retreat on one front, but the staying power of that reform remains much in doubt,26 and as I write (early in 2002), unemployment-insurance claims and the welfare rolls are growing rapidly as a result of the national economic recession.27 Such recent measures as the Clean Air Act Amendments (1990), the Nutrition Labeling and Education Act (1990), the Safe Medical Devices Act (1990), the Civil Rights Act (1991), the Health Insurance Portability and Accountability Act (1996), and the relentless power grabs of the Food and Drug Administration show that our rulers remain as determined as ever to protect us from ourselves—to treat us as a shepherd treats his flock, and with no more regard for our intelligence and our rights.

If we cared nothing for our own freedom, we might be inclined to accept the welfare state's ministrations with gratitude, but even then our contentment would be disturbed by the large extent to which the government fails to deliver what it promises. To be blunt, the government's protection is largely fraudulent. Officials pretend to protect citizens and to promote social harmony while actually accomplishing the opposite. Thus, the government's affirmative action programs have actually fostered racial acrimony and conflict rather than racial harmony28 The environmental laws have caused many billions of dollars to be squandered in mandated actions for which costs vastly exceed benefits.29 And the Food and Drug Administration, far from improving public health, has caused (at least) hundreds of thousands of excess deaths and untold human suffering.30 It is bad enough that citizens are viewed as sheep; it is worse that they are sheared and slaughtered.31

Fifty years ago, Bertrand de Jouvenel wrote, “The essential psychological characteristic of our age is the predominance of fear over self-confidence…. Everyone of every class tries to rest his individual existence on the bosom of the state and tends to regard the state as the universal provider.” But this protection costs the public far more than the high taxes that fund its provision because “if the state is to guarantee to a man what the consequences of his actions shall be, it must take control of his activities…to keep him out of the way of risks.”32 In the interval since Jouvenel wrote those lines, the demand for government protection has risen to new heights, and the corresponding loss of individual liberties has proceeded apace.

If we are to regain our liberties, we must reassert our responsibilities for ourselves, accepting the consequences of our own actions without appealing to the government for salvation. To continue on the road we Americans have traveled for the past century is ultimately to deliver ourselves completely into the hands of an unlimited government. It will not matter if democratic processes lead us to that destination. As noted previously, the making of the welfare state has been from the very beginning a matter of politicians' corrupt vote buying and patronage dispensing—democracy in action: “And one sad servitude alike denotes / The slave that labours and the slave that votes.”33 We can have a free society or a welfare state. We cannot have both.
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Nineteen Neglected Consequences of Income Redistribution






Virtually every government action changes the personal distribution of income, but some government programs, which give money, goods, or services to individuals who give nothing in exchange, represent income redistribution in its starkest form.

Until the twentieth century, governments in the United States steered pretty clear of such “transfer payments.” The national government gave pensions and land grants to veterans, and local governments provided food and shelter to the destitute, but the transfers to veterans might best be regarded as deferred payments for military services, and the local relief never amounted to much.

Since the creation of the Social Security system in 1935, especially during the past thirty-five years, the amount of income overtly transferred by governments has risen dramatically. In 1965, government transfer payments to persons amounted to less than $36 billion, or 6.4 percent of personal income. In 1999, the total came to $1,016 billion, or 13 percent of personal income. In other words, more than one dollar out of every eight received as personal income now takes the form of old-age, survivors, disability, and health insurance benefits ($588 billion); unemployment-insurance benefits ($20 billion); veterans' benefits ($24 billion); family assistance payments ($18 billion); and miscellaneous other government transfer payments ($366 billion), including government employees' retirement benefits, federal payments to farmers, and state and local public assistance to poor people.1

Myth Versus Reality

It is tempting to think about government transfers in a simple way: one person, taxpayer T, loses a certain amount of money; another person, recipient R, gains the same amount; and everything else remains the same. When people view income redistribution in this way, they tend to make a judgment about the desirability of the transfer simply by considering whether T or R is the more deserving. Commonly, in particular when the issue is discussed in the news media or by left-liberal politicians, R is portrayed as a representative of the poor and downtrodden and T as a wealthy person or a big corporation. From this point of view, opponents of the transfers appear callous and lacking in compassion for the less fortunate.

In fact, the overwhelming portion—more than 85 percent—of all government transfer payments is not “means-tested”—that is, not reserved for low-income recipients.2 The biggest share goes to the elderly in the form of old-age pensions and Medicare benefits, and anyone at least sixty-five years old, rich and poor alike, can receive these benefits. Today, people older than sixty-five have the highest income per person and the highest wealth per person of any age group in the United States. Federal transfer payments to farmers present an even more extreme case of giving to those who are already relatively well off. In 1989, for example, the federal government paid about $15 billion to farmers in direct crop subsidies, and 67 percent of the money went to the owners of the largest 17 percent of the farms. Thus, in many cases, payments to farmers are literally welfare for millionaires.3 It is simply a hoax that, as a rule, government is taking from the rich for the benefit of the poor. Even people who believe in the rectitude of redistribution à la Robin Hood ought to be troubled by the true character of the redistribution being effected by governments in America today.

Apart from the troubling moral questions raised by redistribution, the issue is far more complicated than ordinarily considered. Beyond the naked fact that T pays taxes to the government and the government gives goods, services, or money to R, at least nineteen other consequences occur when the government redistributes income.

Neglected Consequences

1. Taxes for the purpose of income redistribution discourage the taxpayers from earning taxable income or from raising the value of taxable property through investment. People who stand to lose part of their earnings respond to the altered personal payoff. As a result, they produce fewer goods and services and accumulate less wealth than they otherwise would. Hence, the society is made poorer, both now and later.

2. Transfer payments discourage the recipients from earning income in the present and from investing in their potential to earn income in the future. People respond to a reduced cost of idleness by choosing to be idle more often. When they can get current income without earning it, they exert less effort to earn income. When they expect to get future income without earning it, they invest less in education, training, job experience, personal health, migration, and other forms of human capital that enhance their potential to earn income in the future. Hence, the society is made even poorer, both now and later, than it would have been—merely because taxes discourage current production and investment by the taxpayers who fund the transfers.

3. Recipients of transfers tend to become less self-reliant and more dependent on government payments. When people can get support without exercising their own abilities to discover and respond to opportunities for earning income, those abilities atrophy. People forget—or never learn in the first place—how to help themselves, and eventually some of them simply accept their helplessness. It is no accident that both material privation and lassitude have distinguished the individuals accustomed to living on payments from Aid to Families with Dependent Children (AFDC) or from its post-1996 successor Temporary Assistance for Needy Families (TANF).

4. Recipients of transfers set a bad example for others, including their children, other relatives, and friends, who see that one can receive goods, services, or money from the government without earning them. The onlookers easily adopt an attitude that they, too, are entitled to such transfers. They have fewer examples of hardworking, self-reliant people in their families or neighborhoods. Hence, a culture of dependency on government transfers can become pervasive when many people in a neighborhood rely on such transfers for life's essentials or—where the recipients are better off—for its comforts.

5. Because some transfers are more generous than others, some classes of recipients come to resent the “injustice” of the distribution of the largess. Hence arise political conflicts. Representatives of discontented groups politicize the determination of the amounts to be transferred and engage in continual jockeying to increase certain kinds of transfers, at the expense of others if necessary. Note, for example, the ceaseless activities of the American Association of Retired Persons, perhaps the most powerful lobby in Washington, as it strives to increase old-age pensions and Medicare benefits, or of the National Association for the Advancement of Colored People as it seeks to increase transfers that benefit blacks in particular. Such political maneuvering creates or exacerbates conflicts among groups defined by their eligibility to receive particular kinds of transfers: old against young, black against white, rural against urban, female against male, northern against southern, homeowner against renter, and so forth without visible limit. In this way, society becomes more contentious.

6. Just as recipients engage in internecine warfare, so do taxpayers, who resent disproportionate burdens in funding the transfers. For instance, young people now learn that their Social Security taxes are going straight into the pockets of retired people who as a group are better off than they are. Young taxpayers also learn that they probably will never recoup their own contributions, unlike the present-day elderly, who have realized an extraordinarily high effective rate of return on their “contributions.” (Recently, the average married couple was getting back everything ever paid in, with interest, in just over four years.)4 Black Social Security taxpayers learn that because of their lower life expectancy, they cannot expect to receive as much retirement income as the average white person can expect. Taxpayers who consider themselves disproportionately burdened grow to resent their exploitation by the tax-and-transfer system. Therefore, they give more support to politicians who promise to defend their pocketbooks against legislative marauders, and they strive harder to avoid or evade taxes.

7. As a result of the preceding two consequences, the entire society grows more divided and pugnacious. Less and less does the society constitute a genuine community. Rather, it becomes balkanized into bellicose subgroups regarding one another as oppressors and oppressed. People lose their sense of belonging to a common political community with collective interests and joint responsibilities. Instead, fellow citizens regard each other as either patsies or moochers and feel personal hostility toward those who appear to be net gainers from the system. Some actually come to hate the perceived moochers. Witness the palpable hostility when shoppers paying cash wait in the check-out line at the grocery store while someone uses food stamps to make purchases.

8. Among the recipients of transfers, self-help institutions languish. In former days, the burden of caring for the less fortunate outside the family was borne mainly by friends and neighbors acting jointly through churches, lodges, unions, clubs, and other voluntary associations. When individuals can receive assistance directly from the government, however, competing private associations tend to wither and eventually die—at least, their functions as helping institutions disappear. When they are gone, people who need help have nowhere to turn except to the government, which is unfortunate in many ways because what the government does is not really the same. Nor is it as effective, especially in the long run, when private associations have much greater success in making sure that people who recover their capacities then resume taking care of themselves.

In the aftermath of the big Los Angeles earthquake a few years ago, it was noted that “Thousands of forlorn, atomized individuals did nothing but wait for a centralized savior, the federal government. America has been diminished by a system of compulsory compassion that simply wants true communities out of the way so that altruism can be left to the experts.”5

9. Just as self-help institutions wither among the needy, so do charitable institutions among those who are better off. When government agencies stand ready to attend to every conceivable problem in society, people whose sensibilities incline them toward helping the less fortunate have less incentive to organize themselves for doing so. It is easy to say, “I pay my taxes, and plenty of them. Let the government take care of the problem.” If one contributes to charities, it is as if one were paying twice to accomplish the same objective. Hence, government transfers crowd out private transfers. Coercion, in the form of the tax system, displaces the voluntary provision of assistance, and private charitable institutions wane.

10. As citizens drop out of their involvement in charitable and helping institutions, letting the government take over, they become less self-directing and more accepting of all kinds of government activity. So when someone proposes that the government undertake a function previously carried out exclusively within the private sphere, people are not shocked; they are not even very suspicious of the government's ability to carry out the task. After all, governments now do all sorts of things, from socializing preschoolers to feeding the poor to insuring the medical expenses of the elderly. So what if the government takes on still another responsibility? What was once a prevailing suspicion of the enlargement of government has become a resignation to or even a ready acceptance of its continuing expansion into new areas.

In the nineteenth century, opponents of proposed new government programs would commonly protest: “The government has no business doing that.” Now we rarely hear anyone oppose a government initiative on these grounds. That there exists a private sphere into which government ought never to intrude has become a nearly extinct species of thought as governments have spread their programs, activities, and regulations into almost every cranny of society, including (formerly) private life.

11. Hence, people do not mobilize political opposition so readily when new government programs are proposed. Facing less opposition, those who support the new programs are more likely to triumph politically. New government programs proliferate more quickly, restrained somewhat by budgetary limitations but not much by fundamental ideological objections. According to a recent Wall Street Journal/NBC poll, “when Americans were asked whether ‘entitlements’ should be cut to reduce the deficit, 61% said yes. But when they were asked whether ‘programs such as Social Security, Medicare, Medicaid and farm subsidies’ should be cut, 66% said no.”6 Most people evidently resent paying for the programs, but they have no objection to the programs themselves.

12. Redistribution involves more than T who pays and R who receives. In between stands B, the bureaucracy that determines eligibility, writes the checks, keeps the records, and often does much more, sometimes intruding into clients' personal lives. The mediating bureaucracies consume vast resources of labor and capital, accounting for much of the gross expense of the transfer system. For the government to transfer a dollar to R, it is never sufficient to take just a dollar from T A hefty “commission” must also be paid to support B. From a societal perspective, one must recognize that labor and capital employed by the bureaucracies cannot be used to produce goods and services valued by consumers. Again, the society is made poorer.

13. Once a bureau is created, its staff becomes a tenacious political interest group, well placed to defend its budget and to make a case for expanding its activities. After all, who knows more about the urgent necessity of increasing a bureau's budget and staff than those who carry out its activities? The bureaucrats have a close hold on the relevant data and the ostensible expertise with respect to whatever problem they treat. Therefore, they have potent advantages in the political process when they seek to augment the resources placed at their command. Agency experts will testify that outsiders “just don't know how serious the problem is.”

A bureau often constitutes one side of a political “iron triangle,” joined with the organized client groups that form the second side and the congressional committees with legislative jurisdiction or oversight responsibility that form the third side. When the bureau becomes politically embedded in this way, as most do, its impoverishment of society can continue indefinitely without serious political challenge.

14. Taxpayers do not simply cough up money to fund the transfers without resistance. Many of them devote time, effort, and money to minimizing their legal tax liability or to evading taxes. They buy books and computer software. They employ financial advisers, lawyers, and accountants. From time to time, they organize political movements to campaign for tax relief à la California's Proposition 13. All the labor and capital employed in connection with tax resistance are unavailable to produce goods and services valued by consumers. Society is made poorer and will remain poorer as long as people continue to devote resources to tax resistance. (However, to the extent that tax resistance succeeds in making tax rates lower than they otherwise would have been, it promotes greater wealth creation in the longer run.)

15. In the end, many citizens will pay taxes to finance the transfers. Even if no one tries to resist the taxes or alters his behavior in supplying labor and capital, the cost to taxpayers will be more than one dollar for each dollar taken by the government because it is costly just to comply with the tax laws. Taxpayers must keep records, research the tax rules, fill out forms, and so forth. These activities require time and effort withdrawn from valuable alternative uses. Many people, even though they intend nothing more than full compliance with the law, hire the expert assistance of accountants and tax preparers—the tax rules are so complicated that mere mortals cannot cope. Use of resources to comply with tax laws makes the society poorer.


According to a study by James L. Payne, just the private compliance expense of taxpayers plus the budgetary and enforcement expense of the Internal Revenue Service add $270 million to the tab for each billion dollars of spending by the federal government.7

16. Just as taxpayers do not passively submit to being taxed, so recipients and potential recipients of transfers do not just sit quietly waiting for their ship to come in. They also act politically. They form organizations, attend meetings, employ publicists and lobbyists, and campaign for political candidates who support their objectives. All the labor and capital employed in transfer-seeking activities are therefore unavailable to produce goods and services valued by consumers. Society is made poorer and will remain poorer as long as people continue to devote resources to seeking transfers.

17. Just as taxpayers must employ resources to comply with the tax laws, so transfer recipients must employ resources to establish and maintain their eligibility to receive the transfers. For example, recipients of unemployment insurance benefits must visit the state department of employment security and wait in long lines to certify that they are indeed unemployed; sometimes they must go from place to place applying for jobs, which they may have no intention of accepting, in order to demonstrate that they are “seeking employment.” Recipients of disability insurance benefits must visit doctors and other health professionals to acquire certification that they are indeed disabled. In each case, more resources are squandered, and society is made that much poorer.

18. By adopting programs to redistribute substantial amounts of income, a nation guarantees that its government will become more powerful and invasive in other ways. Because government itself is the most menacing interest group in society, nothing good can come of this development, and much evil may come of it. As James Madison remarked more than two centuries ago, “one legislative interference is but the first link of a long chain of repetitions, every subsequent interference being naturally produced by the effects of the preceding.”8 When the government created Medicare and Medicaid in 1965, for example, it set in motion a train of events that led inexorably to the subsequent “crisis” of escalating health-care costs and thence to the bigger government now being wrought by congressional efforts to deal with this artificial crisis, including the ominous, if pleasingly named, Health Insurance Portability and Accountability Act of 1996.9

19. Creating a more powerful and invasive government means that citizens' liberties will be diminished. Rights previously enjoyed will be set aside. For a long time, American citizens enjoyed extensive rights in the negative sense—rights to be left alone by governments and by other people as they went about their lives. All individuals could enjoy such rights simultaneously. With the growth of the transfer society American citizens have gravitated away from negative rights and toward positive rights, also known as welfare rights, which are in effect claims on other people's resources. One person's welfare right entails other people's corresponding duty to provide the resources necessary to satisfy the claim. As such entitlements have grown, therefore, liberties as negative rights have necessarily diminished.

Culmination

Ironically in the full-fledged transfer society, where governments busy themselves redistributing income by means of hundreds of distinct programs, hardly anyone is better off as a result. Those who get something of value from the system frequently give up even more in taxes. Further, because many of the consequences of government income redistribution share the common aspect of impoverishing the society, even those who get a bigger slice than they surrender are cutting into a smaller pie. Only the ruling class—those who constitute the government—can confidently expect to gain, as each new program enlarges the number of official jobs and the bureaucracy's budget.

In the transfer society, the general public is not only poorer but also less contented, less autonomous, more rancorous, and more politicized. Individuals take part less often in voluntary community activities and more often in belligerent political contests. Genuine communities cannot breathe in the poisonous atmosphere of redistributional politics. Most important, the society that allows its government to redistribute income on a large scale necessarily sacrifices much of its liberty.

Finally, one must recognize that, notwithstanding what some regard as the institutionalization of compassion, the transfer society quashes genuine virtue. Redistribution of income by means of government coercion is a form of theft. Its supporters attempt to disguise its essential character by claiming that democratic procedures give it legitimacy, but this justification is specious. Theft is theft, whether it be carried out by one thief or by a hundred million thieves acting in concert. And it is impossible to found a good society on the institutionalization of theft.
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The Mythology of Roosevelt and the New Deal






The Great Depression was a watershed in U.S. history. Soon after Herbert Hoover assumed the presidency in 1929, the economy began to decline, and between 1930 and 1933 the contraction assumed catastrophic proportions never experienced before or since in the United States. Disgusted by Hoover's inability to stem the collapse, the voters elected Franklin Delano Roosevelt as president, along with a heavily Democratic Congress, in 1932 and thereby set in motion the radical restructuring of government's role in the economy known as the New Deal.

With few exceptions, historians have taken a positive view of the New Deal. They have generally praised such measures as the massive relief programs for the unemployed; the expanded federal regulation of agriculture, industry, finance, and labor relations; the establishment of a legal minimum wage; and the creation of the Social Security program with its old-age pensions, unemployment insurance, and income supplements for the aged poor, the physically disabled, the blind, and dependent children in single-parent families. In the construction of the U.S. regulatory-and-welfare state, no one looms larger than Roosevelt.

For this accomplishment, along with his wartime leadership, historians and the general public alike rank Franklin D. Roosevelt among the greatest of U.S. presidents. Roosevelt, it is repeatedly said, restored hope to the American people when they had fallen into despair because of the seemingly endless depression, and his policies “saved capitalism” by mitigating its intrinsic cruelties and inequalities. The very title of the volume in the Oxford History of the United States that deals with the Roosevelt era—Freedom from Fear—encapsulates the popular as well as the academic understanding of what the New Deal achieved. The author of that volume, David M. Kennedy of Stanford University, concludes that “achieving security was the leitmotif of virtually everything the New Deal attempted…. Its cardinal aim was not to destroy capitalism but to de-volatilize it, and at the same time to distribute its benefits more evenly.”1

This view of Roosevelt and the New Deal amounts to a myth compounded of ideological predisposition and historical misunderstanding. In a 1936 book called The Menace of Roosevelt and His Policies, Howard E. Kershner came closer to the truth when he wrote that Roosevelt “took charge of our government when it was comparatively simple, and for the most part confined to the essential functions of government, and transformed it into a highly complex, bungling agency for throttling business and bedeviling the private lives of free people. It is no exaggeration to say that he took the government when it was a small racket and made a large racket out of it.”2

As this statement illustrates, not everyone admired Roosevelt during the 1930s. Although historians have tended to view his opponents as self-interested reactionaries, the legions of these “Roosevelt haters” actually had a clearer view of the economic consequences of the New Deal. The nearly 17 million men and women who, even in Roosevelt's moment of supreme triumph in 1936, voted for Alfred Landon could not all have been plutocrats.

Prolonging the Depression

The irony is that even if Roosevelt had helped to lift the spirits of the American people in the depths of the depression—an uplift for which no compelling documentation exists—that achievement only led the public to labor under an illusion. After all, the root cause of the prevailing malaise was the continuation of the depression. Had the masses understood that the New Deal was only prolonging the depression, they would have had good reason to reject it and its vaunted leader.

In fact, as many observers claimed at the time, the New Deal did prolong the depression. Had Roosevelt only kept his inoffensive campaign promises of 1932—promises to cut federal spending, balance the budget, maintain a sound currency, and rein in the bureaucratic centralization in Washington—the depression might have passed into history before his next campaign in 1936. Instead, Roosevelt and Congress, especially during the congressional sessions of 1933 and 1935, embraced interventionist policies on a wide front. With its bewildering, incoherent mass of new expenditures, taxes, subsidies, regulations, and direct government participation in productive activities, the New Deal created so much confusion, fear, uncertainty, and hostility among businessmen and investors that private investment and hence overall private economic activity never recovered enough to restore the high levels of production and employment enjoyed during the 1920s.3

In the face of the interventionist onslaught, the U.S. economy between 1930 and 1940 failed to add anything to its capital stock: net private investment for that eleven-year period totaled minus $3.1 billion.4 Without ongoing capital accumulation, no economy can grow. Between 1929 and 1939, the economy sacrificed an entire decade of normal economic growth, which would have increased the national income by 30–40 percent.


The government's own greatly enlarged economic activity did not compensate for the private shortfall. Apart from the mere insufficiency of the dollars spent, the government's spending tended, as contemporary critics aptly noted, to purchase a high proportion of sheer boondoggle. In the words of the common man's poet Berton Braley,

A dollar for the services

A true producer renders—

(And a dollar for experiments

Of Governmental spenders!)

A dollar for the earners

And the savers and the thrifty—

(And a dollar for the wasters,

It's a case of fifty-fifty!).5

Under heavy criticism, Roosevelt himself eventually declared that he was “not willing that the vitality of our people be further sapped by the giving of doles, of market baskets, by a few hours of weekly work cutting grass, raking leaves, or picking up papers in the public parks.”6 Nevertheless, the dole did continue.

Buying Votes

In this madness, the New Dealers had a method. Notwithstanding its economic illogic and incoherence, the New Deal served as a highly successful vote-buying scheme. Coming into power at a time of widespread destitution, high unemployment, and business failures, the Roosevelt administration recognized that the president and his Democratic allies in Congress could appropriate unprecedented sums of money and channel them into the hands of recipients who would respond by giving political support to their benefactors. As John T. Flynn said of Roosevelt, “it was always easy to interest him in a plan which would confer some special benefit upon some special class in the population in exchange for their votes,” and eventually “no political boss could compete with him in any county in America in the distribution of money and jobs.”7

In buying votes, the relief programs for the unemployed—especially the Federal Emergency Relief Administration, the Civilian Conservation Corp, and the Works Progress Administration—loomed largest, though many other programs fostered achievement of the same end. Farm subsidies, price supports, credit programs, and related measures won over much of the rural middle class. The labor provisions of, first, the National Industrial Recovery Act, then later the National Labor Relations Act, and finally the Fair Labor Standards Act purchased support from the burgeoning ranks of the labor unions. Homeowners supported the New Deal out of gratitude for the government's refinancing of their mortgages and its provision of home loan guarantees. Even blacks, loyal to the Republican Party ever since the Civil War, abandoned it in exchange for the pittances of relief payments and the tag ends of employment in the federal work-relief programs.8 Put it all together and you have what political scientists call the New Deal Coalition—a potent political force that remained intact until the 1970s.

Inept, Arrogant Advisers

Journalists titillated the public with talk of Roosevelt's “Brains Trust”—his coterie of policy advisers just before and shortly after his election in 1932, of whom the most prominent were Columbia University professors Raymond Moley, Rexford Guy Tugwell, and Adolph A. Berle. In retrospect, it is obvious that these men's ideas about the causes and cure of the depression ranged from merely wrongheaded to completely crackpot.

Many of the early New Dealers viewed the collapse of prices as the cause of the depression, so they regarded various means of raising prices, especially cartelization of industry and other measures to restrict market supplies, as appropriate in the circumstances. Raise farm prices, raise industrial prices, raise wage rates, raise the price of gold. Only one price should fall—namely, the price (that is, the purchasing power) of money. Thus, they favored inflation and, as a means to this end, the abandonment of the gold standard, which had previously kept inflation more or less in check.

Later advisers, the “happy hot dogs” (after their mentor and godfather Harvard law professor Felix Frankfurter), such as Tom Corcoran, Ben Cohen, and James Landis, who rose to prominence during the mid-1930s, had no genuine economic expertise but contributed mightily to Roosevelt's swing away from accommodating business interests and toward assaulting investors as a class, whom he dubbed “economic royalists” and blamed for the depression and other social evils.

Early and late, the president's advisers shared at least one major opinion: that the federal government should intervene deeply and widely in economic life; or, in other words, that government spending, employing, and regulating, all directed by “experts” such as themselves, could repair the various perceived defects of the market system and restore prosperity while achieving greater social justice. As Garet Garrett perceived as early as August 1933, the president's academic advisers sought not merely to deal with the emergency. Theirs was “a complex intention, not restoration, not prosperity again as it had been before, but a complete new order, scientifically planned and managed, the individual profit motive tamed by government wisdom, human happiness ascendant on a plotted curve.”9 Even at the time, the overweening haughtiness of these incompetent policy advisers struck many thoughtful onlookers as their most distinctive trait. As James Burnham wrote of them in his 1941 book The Managerial Revolution, “they are, sometimes openly, scornful of capitalists and capitalist ideas…. They believe that they can run things, and they like to run things.”10 More recently, even a sympathetic left-liberal historian, Alan Brinkley, wrote that the hardcore New Dealers embraced government planning “with almost religious veneration.”11

The Misleading Analogy of War

Many of the New Dealers, including Roosevelt himself (as assistant secretary of the navy), had been active in the wartime administration of Woodrow Wilson. Ruminating on how to deal with the depression, they seized on an analogy: the war was a national emergency, and we dealt with it by creating government agencies to control and mobilize the private economy; the depression is a national emergency, and therefore we can deal with it by creating similar agencies. From that reasoning arose a succession of government organizations modeled on wartime precedents. The Agricultural Adjustment Administration resembled the Food Administration; the National Recovery Administration resembled the War Industries Board; the Reconstruction Finance Corporation (created under Hoover but greatly expanded under Roosevelt) resembled the War Finance Corporation; the National Labor Relations Board resembled the War Labor Board; the Tennessee Valley Authority resembled the Muscle Shoals project; the Civilian Conservation Corp resembled the army itself; and the list went on and on.

In his first inaugural speech, Roosevelt declared, “we must move as a trained and loyal army willing to sacrifice for the good of a common discipline.” He warned that should Congress fail to act to his satisfaction, he would seek “broad executive power to wage a war against the emergency as great as the power that would be given me if we were in fact invaded by a foreign foe.”12 However stirring the rhetoric, this approach to dealing with the depression rested on a complete misapprehension. The requisites of successfully prosecuting a war had virtually nothing in common with the requisites of getting the economy out of a depression. (Moreover, the president and his supporters greatly overestimated how successful their wartime measures had been—World War I had ended before the many defects of those measures became widely appreciated.)

A Pure Political Opportunist

Roosevelt did not trouble himself with serious thinking. Flynn referred to an aspect of his character as “the free and easy manner in which he could confront problems about which he knew very little.”13 Nor did he apparently care that he knew very little; his mind sailed strictly on the surface: “Fundamentally he was without any definite political or economic philosophy. He was not a man to deal in fundamentals…. The positions he took on political and economic questions were not taken in accordance with deeply rooted political beliefs but under the influence of political necessity…. He was in every sense purely an opportunist.”14 Raymond Moley flaunted “the superb assurances that the President has given the country in connection with some of this [1933] legislation…that it is frankly experimental.”15 In other words, Roosevelt had no idea how to deal with the situation he confronted, but he determined to launch a thousand ships anyhow in the hope that one of them might reach the promised land and in the conviction that he would be rewarded politically for such mindless activism.

An indifferent student and then a wealthy, handsome, and popular young man about town, Roosevelt had distinguished himself in his early days mainly by his amiable and charming personality. A born politician—which is to say, he was devious, manipulative, and mendacious—he had a flair for campaigning and for posturing before and propagandizing the public. His “first instinct,” according to New York Times reporter Turner Catledge, “was always to lie,” although “sometimes in midsentence he would switch to accuracy because he realized he could get away with the truth in that particular instance.”16 Though millions hated him with a white-hot passion, there is no gainsaying that far more loved him, and millions regarded him as a savior—“the Heaven-sent man of the hour,” as the New York Times editorialized on June 18, 1933.17

If demagoguery were a powerful means of creating prosperity, then Roosevelt might have lifted the country out of the depression in short order. But in 1939, ten years after the onset of the depression and six years after the commencement of the New Deal, 9.5 million persons, or 17.2 percent of the labor force, still remained officially unemployed (of whom more than 3 million were enrolled in emergency government make-work projects). Roosevelt proved himself to be a masterful politician, but, unfortunately for the American people subjected to his policies, he had no idea how to end the depression other than to “try something” and, when that didn't work, to try something else. His ill-conceived, politically shaped experiments so disrupted the operation of the market economy and so discouraged the accumulation of capital that they thwarted the full recovery that otherwise would have occurred—after all, the capitalist machine was not irreparably broken, despite what an emergent school of “stagnationist” economists was saying in the late 1930s. Roosevelt's followers revered him as a great leader then, and many people revere him still, but except for the members of the planner class and their private-sector pets, wrongheaded leadership turned out to be worse than no leadership at all.

Legacies

Although Roosevelt and the New Dealers failed to end the depression, they succeeded in revolutionizing the institutions of U.S. political and economic life and in changing the country's dominant ideology. Even today sixty-five years after the New Deal ran out of steam, its legacies remain and continue to hamper the successful operation of the market economy and to diminish individual liberties.

One need look no further than an organization chart of the federal government. There one finds agencies such as the Export-Import Bank, the Farm Credit Administration, the Rural Housing and Community Development Service (formerly part of the Farmers Home Administration), the Federal Deposit Insurance Corporation, the Federal Housing Administration, the National Labor Relations Board, the Rural Utilities Service (formerly the Rural Electrification Administration), the Securities and Exchange Commission, the Social Security Administration, and the Tennessee Valley Authority—all of them the offspring of the New Deal. Each in its own fashion interferes with the effective operation of the free-market system. By subsidizing, financing, insuring, regulating, and thereby diverting resources from the uses most valued by consumers, each renders the economy less productive than it could be—in the service of one special interest or another.

Once the New Deal had burst the dam between 1933 and 1938, ample precedent had been set for virtually any government program that could gain sufficient political support in Congress. Limited constitutional government, especially after the Supreme Court revolution that began in 1937, became little more than an object of nostalgia for classical liberals.

Indeed, in the wake of the New Deal, the ranks of the classical liberals diminished so greatly that they became an endangered species. The legacy of the New Deal was, more than anything else, a matter of ideological change. Henceforth, nearly everyone would look to the federal government for solutions to problems great and small, real and imagined, personal as well as social. After the 1930s, the opponents of any proposed federal program might object to its structure, its personnel, or its cost, but hardly anyone objected on the grounds that the program was by its very nature improper to undertake at the federal level of government.

“People in the mass,” wrote H. L. Mencken, “soon grow used to anything, including even being swindled. There comes a time when the patter of the quack becomes as natural and as indubitable to their ears as the texts of Holy Writ, and when that time comes it is a dreadful job debamboozling them.”18 Sixty-five years after the New Deal itself petered out, Americans overwhelmingly take for granted the expansive, something-for-nothing character of the federal government established by the New Dealers. For Democrats and Republicans alike, Franklin Delano Roosevelt looms as the most significant political figure of the twentieth century.

However significant his legacies, though, Roosevelt deserves no reverence. He was no hero. Rather, he was an exceptionally resourceful political opportunist who harnessed the extraordinary potential for personal and party aggrandizement inherent in a uniquely troubled and turbulent period of U.S. history. By wheeling and dealing, by taxing and spending, by ranting against “economic royalists” and posturing as the friend of the common man, he got himself elected time after time. For all his undeniable political prowess, however, he prolonged the depression and greatly fostered a bloated, intrusive government that has been trampling on the people's liberties every since.
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