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Foreword to the Liberty Fund Edition

In 1947, Ludwig von Mises received a letter from a complete stranger 
who had been reading Mises’s book on money. One paragraph didn’t 
make sense to him. He asked Mises for clarifi cation. The letter writer 
was Fred C. Nymeyer, an Illinois businessman. In his reply, Mises com-
plimented Nymeyer: His “thoroughness and critical acumen” in study-
ing his book was “very fl attering indeed for the author. You represent the 
unfortunately very rare type of discriminating readers for whom alone 
it is worthwhile to write books.” 1 As a result of that exchange, Nymeyer 
and Mises soon met and became close friends.

Nymeyer believed the economic understanding he had gained from 
his study of Mises and the Austrian School of Economics had contrib-
uted to his success in business and he wanted to say thanks in some way. 
At Mises’s suggestion, therefore, he published in 1951, as a monograph, 
“Profi t and Loss,” a paper Mises had given that year at the Beauvallon, 
France, meeting of the international free-enterprise Mont Pèlerin So-
ciety. Later when Nymeyer suggested putting out an anthology of sev-
eral of Mises’s papers, Mises asked that “Profi t and Loss” be included. 
Thus, Planning for Freedom appeared in 1952 with “Profi t and Loss” 
plus eleven other Mises essays and addresses undoubtedly selected by 
Mises himself.2 A second edition of Planning for Freedom, enlarged by 

1. When Mises checked the paragraph Nymeyer had questioned (p. 108 in the 1934 British 
translation), he discovered that the German original had indeed been misinterpreted. “Your 
criticism,” he wrote Mr. Nymeyer, “is fully justifi ed. . . . If a new edition of the English transla-
tion is made, I will alter the passage concerned so as to avoid confusion.” A corrected transla-
tion of this paragraph has been made on pp. 129–130 of Liberty Fund’s 2005 printing of their 
edition of The Theory of Money and Credit.
2. Mises suggested to Nymeyer later that the three-volume work Kapital und Kapitalzins by 
Mises’s mentor and professor Eugen von Böhm–Bawerk should be translated into English in 
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the addition of a thirteenth essay, came out in 1962, followed by a third 
memorial edition (1974) and a fourth edition (1980), which reprinted 
four more Mises papers, bringing the total to seventeen. The later edi-
tions of this anthology, published after Mises’s death in 1973, included 
also, as a tribute to Mises, various papers by other authors about him. 
As these additional materials have been covered in the burgeoning 
post–1980 Mises literature, they have been deleted here, making this 
edition of Planning Freedom a collection of Mises’s writings exclusively. 
Further, the articles and papers in this edition have been rearranged 
by subject into four parts: “The Free Market Economy versus Govern-
ment Planning,” “Money, Infl ation, and Government,” “Mises: Critic 
of Infl ationism and Socialism,” and “Ideas.”

Many changes have taken place in the world during the decades 
since these papers were written. The trend toward interventionism has 
been slowed in some countries, speeded up in others. Editor’s notes 
have been introduced in this edition to explain some of these changes, 
as well as Mises’s references to historical events.

Many of the papers in this collection were written as speeches. When 
addressing a one-time audience, Mises always chose his words carefully 
and precisely. He sought to make complex topics—infl ation, price con-
trols, capital investment, social security, unemployment, etc.—simple 
and easy for his listeners to understand.

For instance, on price controls, if the government imposes a ceiling 
on the price of milk because it considers its price too high and because 
it wants the poor to be able to give their children more milk, farm-
ers whose costs are so high that they cannot stay in business and sell 
milk at the controlled price will stop producing milk and will produce 
butter, cheese, or meat instead. The result: less milk for poor children 
(“Middle-of-the-Road Policy Leads to Socialism,” p. 43–44).

On market operations: “There is nothing automatic or mysterious in 
the operation of the market. The only forces determining the continu-
ally fl uctuating state of the market are the value judgments of the various 
individuals and their actions as directed by these value judgments. . . . 
Supremacy of the market is tantamount to the supremacy of the 
consumers. By their buying and by their abstention from buying the 

its entirety and fi nal version. As a result Nymeyer fi nanced its translation by Hans F. Sennholz, 
then a student at New York University working for a doctorate under Mises, and published it as 
Capital and Interest (Libertarian Press, 1959).

x  �  foreword
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consumers determine not only the price structure, but no less what 
should be produced and in what quantity and quality and by whom. . . . 
They make poor men rich and rich men poor” (“Infl ation and Price 
Control,” p. 53–54).

When it comes to money, Mises rejected the imprecise defi nition of 
infl ation as “higher prices.” For him, “Nothing is infl ationary except 
infl ation, i.e., an increase in the quantity of money in circulation and 
credit subject to check (check-book money). And under present condi-
tions nobody but the government can bring an infl ation into being” 
(“Wages, Unemployment, and Infl ation,” p. 73).

“The inevitable result of infl ationary policies is a drop in the mon-
etary unit’s purchasing power. . . . In an industrial society all deferred 
payments must be stipulated in terms of money. They shrink with the 
shrinking of the money’s purchasing power. A policy of defi cit spending 
[government spending in excess of income] saps the very foundation of 
all interpersonal relations and contracts. It frustrates all kinds of savings, 
social security benefi ts and pensions” (“Economic Aspects of the Pen-
sion Problem,” p. 64–65).

The longest, and by far the most important, paper in this collection is 
“Profi t and Loss.” Mises was driven by the fi rm belief that the only way 
to save civilization and to promote peace and prosperity among nations 
was to change the ideas of the people. He fought to educate with the 
only weapons available to him—the spoken and written word. He did 
his best to explain free market principles, capitalism, and the workings 
of the market economy. Clarity of expression was extremely important. 
When a student asked a question in class, Mises quite often urged him 
to write down his ideas—in Mises’s view, the discipline of writing, of 
having to be precise, might very well help him answer his own question. 
Mises, of course, practiced what he preached; the books and articles 
he wrote are legion. In his magnum opus, Human Action (1949), Mises 
had written as precisely and as clearly as he could about all aspects of 
economics. Yet after publishing Human Action, Mises thought he could 
improve his explanation of profi t and loss, so he took advantage of an op-
portunity to present a paper before the Mont Pelerin Society to explain 
still more fully entrepreneurial profi ts and losses. In that analysis, re-
printed here, he destroys the Marxian theme that profi ts deprive labor-
ers of their full share of production, that profi ts come from exploiting 
consumers, that profi ts are compensation for risk taking, management, 
or time. Successful entrepreneurs, Mises points out, actually create new 

foreword  �  xi
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wealth. They convert (transform, combine, refi ne, transport) raw mate-
rials and labor whose value is not fully recognized, or whose potential 
as factors of production may not even be recognized at all, into goods 
and services consumers want and are willing to pay more for than the 
costs incurred in their production. If the entrepreneurs’ returns from 
consumers exceed their costs, they earn profi ts. And in the process, 
they alleviate economic maladjustments. There is nothing normal or 
guaranteed about profi ts. An entrepreneur whose ideas, decisions, and 
actions fail to serve consumers suffers loss.

In the opening essay of this collection, Mises points out the futility 
of trying to change the world by government planning. His constant 
themes are that ideas are important, that ideas can change, and that 
new ideas can change the world. Anyone aware of world events since 
these articles were written will recognize that new ideas since then 
have changed the world in many respects, although not always in the 
freedom direction. How then does Mises recommend planning for free-
dom? “There is no other planning for freedom and general welfare than 
to let the market system work.”

Bettina Bien Greaves
September 2006

xii  �  foreword
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�

Th e Free Market Economy 
versus Government Planning

part 1

Th ere is no other planning for freedom and general welfare than to let 

the market system work.

—“Planning for Freedom”

Th e alternative is not plan or no plan. Th e question is: whose 

planning? Should each member of society plan for himself or should 

the paternal government alone plan for all?

—“Laissez Faire or Dictatorship”
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i

Planning for Freedom

“Planning” and Interventionism

The term ‘planning’ is mostly used as a synonym for socialism, commu-
nism, and authoritarian and totalitarian economic management. Some-
times only the German pattern of socialism—Zwangswirtschaft*—is 
called planning, while the term socialism proper is reserved for the 
Russian pattern of outright socialization and bureaucratic operation of 
all plants, shops, and farms. At any rate, planning in this sense means 
all-around planning by the government and enforcement of these plans 
by the police power. Planning in this sense means full government 
control of business. It is the antithesis of free enterprise, private initia-
tive, private ownership of the means of production, market economy, 
and the price system. Planning and capitalism are utterly incompatible. 
Within a system of planning production is conducted according to the 
government’s orders, not according to the plans of capitalists and entre-
preneurs eager to profi t by best fi lling the wants of the consumers.

But the term planning is also used in a second sense. Lord Keynes, 
Sir William Beveridge, Professor Hansen, and many other eminent 
men assert that they do not want to substitute totalitarian slavery for 
freedom. They declare that they are planning for a free society. They 
recommend a third system, which, as they say, is as far from socialism 
as it is from capitalism, which, as a third solution of the problem of 
society’s economic organization, stands midway between the two other 
systems, and while retaining the advantages of both, avoids the disad-
vantages inherent in each.

Address delivered before the American Academy of Political and Social Science, Philadelphia, 
Pa., March 30, 1945.
* [Editor’s note: “Zwang (German), compulsion; Wirtschaft (German), economy; hence, 
“compulsory economy.”]
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4 � planning for freedom

These self-styled progressives are certainly mistaken when they pre-
tend that their proposals are new and unheard of. The idea of this third 
solution is very old indeed, and the French have long since baptized 
it with a pertinent name; they call it interventionism. Hardly anybody 
can doubt that history will link the idea of social security, more closely 
than with the American New Deal and with Sir William Beveridge, 
with the memory of Bismarck whom our fathers did not precisely de-
scribe as a liberal. All the essential ideas of present-day interventionist 
progressivism were neatly expounded by the supreme brain-trusters of 
imperial Germany, Professors Schmoller and Wagner, who at the same 
time urged their Kaiser to invade and to conquer the Americas. Far be 
it from me to condemn any idea only on account of its not being new. 
But as the progressives slander all their opponents as old-fashioned, or-
thodox, and reactionary, it is expedient to observe that it would be more 
appropriate to speak of the clash of two orthodoxies; the Bismarck or-
thodoxy versus the Jefferson orthodoxy.

Interventionism

Before entering into an investigation of the interventionist system of a 
mixed economy two points must be clarifi ed:

First: If within a society based on private ownership of the means of 
production some of these means are owned and operated by the gov-
ernment or by municipalities, this still does not make for a mixed sys-
tem which would combine socialism and private ownership. As long as 
only certain individual enterprises are publicly controlled, the charac-
teristics of the market economy determining economic activity remain 
essentially unimpaired. The publicly owned enterprises, too, as buyers 
of raw materials, semi-fi nished goods, and labor and as sellers of goods 
and services must fi t into the mechanism of the market economy. They 
are subject to the law of the market; they have to strive after profi ts or, 
at least, to avoid losses. When it is attempted to mitigate or to eliminate 
this dependence by covering the losses of such enterprises with subsi-
dies out of public funds, the only result is a shifting of this dependence 
somewhere else. This is because the means for the subsidies have to be 
raised somewhere. They may be raised by collecting taxes. But the bur-
den of such taxes has its effects on the public, not on the government 
collecting the tax. It is the market, and not the revenue department, 
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planning for freedom � 5

which decides upon whom the tax falls and how it affects production 
and consumption. The market and its inescapable law are supreme.

Second: There are two different patterns for the realization of so-
cialism. The one pattern—we may call it the Marxian or Russian 
pattern—is purely bureaucratic. All economic enterprises are depart-
ments of the government just as the administration of the army and 
the navy or the postal system. Every single plant, shop, or farm, stands 
in the same relation to the superior central organization as does a post 
offi ce to the offi ce of the postmaster general. The whole nation forms 
one single labor army with compulsory service; the commander of this 
army is the chief of state.

The second pattern—we may call it the German or Zwangswirtschaft 
system—differs from the fi rst one in that it, seemingly and nominally, 
maintains private ownership of the means of production, entrepreneur-
ship, and market exchange. So-called entrepreneurs do the buying and 
selling, pay the workers, contract debts, and pay interest and amorti-
zation. But they are no longer entrepreneurs. In Nazi Germany they 
were called shop managers or Betriebsführer. The government tells 
these seeming entrepreneurs what and how to produce, at what prices 
and from whom to buy, at what prices and to whom to sell. The gov-
ernment decrees at what wages laborers should work and to whom and 
under what terms the capitalists should entrust their funds. Market ex-
change is but a sham. As all prices, wages, and interest rates are fi xed 
by the authority, they are prices, wages, and interest rates in appearance 
only; in fact they are merely quantitative terms in the authoritarian or-
ders determining each citizen’s income, consumption, and standard 
of living. The authority, not the consumers, directs production. The 
central board of production management is supreme; all citizens are 
nothing but civil servants. This is socialism, with the outward appear-
ance of capitalism. Some labels of the capitalistic market economy are 
retained, but they signify here something entirely different from what 
they mean in the market economy.

It is necessary to point out this fact to prevent a confusion of social-
ism and interventionism. The system of hampered market economy 
or interventionism differs from socialism by the very fact that it is still 
market economy. The authority seeks to infl uence the market by the 
intervention of its coercive power, but it does not want to eliminate the 
market altogether. It desires that production and consumption should 
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6 � planning for freedom

develop along lines different from those prescribed by the unhindered 
market, and it wants to achieve its aim by injecting into the working of 
the market orders, commands, and prohibitions for whose enforcement 
the police power and its apparatus of coercion and compulsion stand 
ready. But these are isolated interventions; their authors assert that they 
do not plan to combine these measures into a completely integrated 
system which regulates all prices, wages, and interest rates, and which 
thus places full control of production and consumption in the hands of 
the authorities.

How to Raise Wages

The fundamental principle of those truly liberal economists who are 
nowadays generally abused as orthodox, reactionaries, and economic 
royalists is this: There are no means by which the general standard 
of living can be raised other than by accelerating the increase of cap-
ital as compared with population. All that good government can do 
to improve the material well-being of the masses is to establish and 
to preserve an institutional setting in which there are no obstacles to 
the progressive accumulation of new capital and its utilization for the 
improvement of technical methods of production. The only means to 
increase a nation’s welfare is to increase and to improve the output of 
products. The only means to raise wage rates permanently for all those 
eager to earn wages is to raise the productivity of labor by increasing 
the per-head quota of capital invested and improving the methods of 
production. Hence, the liberals conclude that the economic policy 
best fi tted to serve the interests of all strata of a nation is free trade both 
in domestic business and in international relations.

The interventionists, on the contrary, believe that government has 
the power to improve the masses’ standard of living partly at the ex-
pense of the capitalists and entrepreneurs, partly at no expense at all. 
They recommend the restriction of profi ts and the equalization of in-
comes and fortunes by confi scatory taxation, the lowering of the rate 
of interest by an easy money policy and credit expansion, and the rais-
ing of the workers’ standard of living by the enforcement of minimum 
wage rates. They advocate lavish government spending. They are, curi-
ously enough, at the same time in favor of low prices for consumers’ 
goods and of high prices for agricultural products.

The liberal economists, that is, those disparaged as orthodox, do not 
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planning for freedom � 7

deny that some of these measures can, in the short run, improve the 
lot of some groups of the population. But, they say, in the long run 
they must produce effects which, from the point of view of the govern-
ment and the supporters of its policies, are less desirable than the previ-
ous state of affairs they wanted to alter. These measures are, therefore, 
when judged from the point of view of their own advocates, contrary to 
purpose.

Depression, the Aftermath of Credit Expansion

It is true, many people believe that economic policy should not bother 
at all about long-run consequences. They quote a dictum of Lord 
Keynes: “In the long run we are all dead.” I do not question the truth 
of this statement; I even consider it as the only correct declaration of 
the neo-British Cambridge school. But the conclusions drawn from 
this truism are entirely fallacious. The exact diagnosis of the economic 
evils of our age is: we have outlived the short-run and are suffering 
from the long-run consequences of policies which did not take them 
into consideration. The interventionists have silenced the warning 
voices of the economists. But things developed precisely as these much 
abused orthodox scholars had predicted. Depression is the aftermath 
of credit expansion; mass unemployment prolonged year after year is 
the inextricable effect of attempts to keep wage rates above the level 
which the unhampered market would have fi xed. All those evils which 
the progressives interpret as evidence of the failure of capitalism are 
the necessary outcome of allegedly social interference with the mar-
ket. It is true that many authors who advocated these measures and 
many statesmen and politicians who executed them were impelled by 
good intentions and wanted to make people more prosperous. But the 
means chosen for the attainment of the ends aimed at were inappropri-
ate. However good intentions may be, they can never render unsuitable 
means any more suitable.

It must be emphasized that we are discussing means and measures, 
not ends. The matter at issue is not whether the policies advocated 
by the self-styled progressives are to be recommended or condemned 
from any arbitrary preconceived point of view. The essential problem is 
whether such policies can really attain the ends aimed at.

It is beside the mark to confuse the debate by referring to accidental 
and irrelevant matters. It is useless to divert attention from the main 
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8 � planning for freedom

problem by vilifying capitalists and entrepreneurs and by glorifying the 
virtues of the common man. Precisely because the common man is 
worthy of all consideration, it is necessary to avoid policies detrimental 
to his welfare.

The market economy is an integrated system of intertwined factors 
that mutually condition and determine one another. The social appara-
tus of coercion and compulsion, i.e., the state, certainly has the might 
to interfere with the market. The government or agencies in which the 
government, either by legal privilege or by indulgence, has vested the 
power to apply violent pressure with impunity are in a position to de-
cree that certain market phenomena are illegal. But such measures do 
not bring about the results which the interfering power wants to attain. 
They not only render conditions more unsatisfactory for the interfering 
authority. They disintegrate the market system altogether, they para-
lyze its operation, they bring about chaos.

If one considers the working of the market system as unsatisfactory, 
one must try to substitute another system for it. This is what the social-
ists aim at. But socialism is not the subject matter of this meeting’s 
discussion. I was invited to deal with interventionism, i.e., with various 
measures designed to improve the operation of the market system, not 
to abolish it altogether. And what I contend is that such measures must 
needs bring about results which from the point of view of their support-
ers are more undesirable than the previous state of affairs they wanted 
to alter.

Karl Marx on Labor

Karl Marx did not believe that government or trade union interference 
with the market can attain the benefi cial ends expected. Marx and 
his consistent followers condemned all such measures in their frank 
language as reformist nonsense, capitalist fraud, and petty-bourgeois 
idiocy. They called the supporters of such measures reactionaries. 
Clemenceau was right when he said: “One is always a reactionary in 
somebody’s opinion.”

Karl Marx declared that under capitalism all material goods and 
likewise labor are commodities, and that socialism will abolish the 
commodity character both of material goods and of labor. The notion 
“commodity character” is peculiar to the Marxian doctrine; it was not 
used before. Its meaning is that goods and labor are negotiated on mar-
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planning for freedom � 9

kets, are sold and bought on the basis of their value. According to Marx 
the commodity character of labor is implied in the very existence of the 
wages system. It can disappear only at the “higher stage” of commu-
nism as a consequence of the disappearance of the wages system and 
of payment of wage rates. Marx would have ridiculed the endeavors 
to abolish the commodity character of labor by an international treaty 
and the establishment of an International Labor Offi ce and by national 
legislation and the allocation of money to various national bureaus. I 
mention these things only in order to show that the progressives are ut-
terly mistaken in referring to Marx and the doctrine of the commodity 
character of labor in their fi ght against the economists whom they call 
reactionary.

Wage Rates and Unemployment

What these old orthodox economists said was this: A permanent rise 
in wage rates for all people eager to earn wages is only possible as far 
as the per-head quota of capital invested and concomitantly the pro-
ductivity of labor increases. It does not benefi t the people if minimum 
wage rates are fi xed at a level above that which the unhampered mar-
ket would have fi xed. It does not matter whether this tampering with 
wage rates is done by government decree or by labor union pressure 
and compulsion. In either case, the outcome is pernicious to the wel-
fare of a great section of the population.

On an unhampered labor market wage rates are fi xed, by the inter-
play of demand and supply, at a level at which all those eager to work 
can fi nally fi nd jobs. On a free labor market unemployment is tempo-
rary only and never affects more than a small fraction of the people. 
There prevails a continuous tendency for unemployment to disappear. 
But if wage rates are raised by the interference of government or unions 
above this level, things change. As long as only one part of labor is 
unionized, the wage rise enforced by the unions does not lead to un-
employment, but to an increased supply of labor in those branches of 
business where there are no effi cient unions or no unions at all. The 
workers who lost their jobs as a consequence of union policy enter the 
market of the free branches and cause wages to drop in these branches. 
The corollary of the rise in wages for organized workers is a drop in 
wages for unorganized workers. But if fi xing of wage rates above the po-
tential market level becomes general, workers losing their jobs cannot 
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fi nd employment in other branches. They remain unemployed. Unem-
ployment emerges as a mass phenomenon prolonged year after year.

Such were the teachings of these orthodox economists. Nobody suc-
ceeded in refuting them. It was much easier to abuse their authors. 
Hundreds of treatises, monographs, and pamphlets sneered at them 
and called them names. Novelists, playwrights, politicians joined the 
chorus. But truth has its own way. It works and produces effects even 
if party programs and textbooks refuse to acknowledge it as truth. 
Events have proved the correctness of the predictions of the ortho-
dox economists. The world faces the tremendous problem of mass 
unemployment.

It is vain to talk about employment and unemployment without pre-
cise reference to a defi nite rate of wages. The inherent tendency of cap-
italist evolution is to raise real wage rates steadily. This outcome is the 
effect of the progressive accumulation of capital by means of which 
technological methods of production are improved. Whenever the ac-
cumulation of additional capital stops, this tendency comes to a stand-
still. If capital consumption is substituted for an increase of capital 
available, real wage rates must drop temporarily until the checks to a 
further increase in capital are removed. The malinvestment, i.e., the 
squandering of capital that is the most characteristic feature of credit 
expansion and the orgy of the fi ctitious boom it produces, the confi s-
cation of profi ts and fortunes, wars and revolutions are such checks. It 
is a sad fact that they temporarily lower the masses’ standard of living. 
But these sad facts cannot be brushed away by wishful thinking. There 
are no other means to remove them than those recommended by the 
orthodox economists: a sound money policy, thrift in public expendi-
tures, international cooperation for safeguarding durable peace, eco-
nomic freedom.

The remedies suggested by the unorthodox doctrinaires are futile. 
Their application makes things worse, not better.

There are well-intentioned men who exhort union leaders to make 
only moderate use of their powers. But these exhortations are in vain 
because their authors do not realize that the evils they want to avoid 
are not due to lack of moderation in the wage policies of the unions. 
They are the necessary outcome of the whole economic philosophy 
underlying union activities with regard to wage rates. It is not my task 
to inquire what good effects unions could possibly bring about in other 
fi elds, for instance in education, professional training, and so on. I deal 
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only with their wage policies. The essence of these policies is to pre-
vent the unemployed from fi nding jobs by underbidding union rates. 
This policy splits the whole potential labor force into two classes: the 
employed who earn wages higher than those they would have earned 
on an unhampered labor market, and the unemployed who do not earn 
anything at all. In the early thirties money wage rates in this country 
dropped less than the cost of living. Hourly real wage rates increased 
in the midst of a catastrophic spread of unemployment. For many of 
those employed the depression meant a rise in the standard of living, 
while the unemployed were victimized. The repetition of such condi-
tions can only be avoided by entirely discarding the idea that union 
compulsion and coercion can benefi t all those eager to work and to 
earn wages. What is needed is not lame warnings. One must convince 
the workers that the traditional union policies do not serve the interests 
of all, but only those of one group. While in individual bargaining the 
unemployed virtually have a voice, they are excluded in collective bar-
gaining. The union offi cers do not care about the fate of non-members 
and especially not about that of beginners eager to enter their industry.

Union rates are fi xed at a level at which a considerable part of avail-
able manpower remains unemployed. Mass unemployment is not proof 
of the failure of capitalism, but the proof of the failure of traditional 
union methods.

The same considerations apply to the determination of wage rates 
by government agencies or by arbitration. If the decision of the gov-
ernment or the arbitrator fi xes wage rates at the market level, it is 
superfl uous. If it fi xes wage rates at a higher level, it produces mass 
unemployment.

The fashionable panacea suggested, lavish public spending, is no 
less futile. If the government provides the funds required by taxing 
the citizens or by borrowing from the public, it abolishes on the one 
hand as many jobs as it creates on the other. If government spending 
is fi nanced by borrowing from commercial banks, it means credit ex-
pansion and infl ation. Then the prices of all commodities and services 
must rise, whatever the government does to prevent this outcome.

If in the course of an infl ation the rise in commodity prices ex-
ceeds the rise in nominal wage rates, unemployment will drop. But 
what makes unemployment shrink is precisely the fact that real wage 
rates are falling. Lord Keynes recommended credit expansion because 
he believed that the wage earners will acquiesce in this outcome; he 
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believed that “a gradual and automatic lowering of real wage rates as 
a result of rising prices” would not be so strongly resisted by labor as 
an attempt to lower money wage rates. It is very unlikely that this will 
happen. Public opinion is fully aware of the changes in purchasing 
power and watches with burning interest the movements of the index 
of commodity prices and of cost of living. The substance of all discus-
sions concerning wage rates is real wage rates, not nominal wage rates. 
There is no prospect of outsmarting the unions by such tricks.

But even if Lord Keynes’s assumption were correct, no good could 
come from such a deception. Great confl icts of ideas must be solved 
by straight and frank methods; they cannot be solved by artifi ces and 
make-shifts. What is needed is not to throw dust into the eyes of the 
workers, but to convince them. They themselves must realize that the 
traditional union methods do not serve their interests. They themselves 
must abandon of their own accord policies that harm both them and 
all other people.

The Role of Profi t and Loss

What those allegedly planning for freedom do not comprehend is that 
the market with its prices is the steering mechanism of the free enter-
prise system. Flexibility of commodity prices, wage rates and interest 
rates is instrumental in adapting production to the changing condi-
tions and needs of the consumers and in discarding backward tech-
nological methods. If these adjustments are not brought about by the 
interplay of the forces operating on the market, they must be enforced 
by government orders. This means full government control, the Nazi 
Zwangswirtschaft. There is no middle way. The attempts to keep com-
modity prices rigid, to raise wage rates and to lower interest rates ad 
libitum only paralyze the system. They create a state of affairs which 
does not satisfy anybody. They must be either abandoned by a return to 
freedom of the market, or they must be completed by pure and undis-
guised socialism.

The inequality of income and fortunes is essential in capitalism. 
The progressives consider profi ts as objectionable. The very existence 
of profi ts is in their eyes a proof that wage rates could be raised without 
harm to anybody else than idle parasites. They speak of profi t without 
dealing with its corollary, loss. Profi t and loss are the instruments by 
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means of which the consumers keep a tight rein on all entrepreneurial 
activities. A profi table enterprise tends to expand, an unprofi table one 
tends to shrink. The elimination of profi t renders production rigid and 
abolishes the consumers’ sovereignty. This will happen not because 
the enterprisers are mean and greedy, and lack these monkish virtues 
of self-sacrifi ce which the planners ascribe to all other people. In the 
absence of profi ts the entrepreneurs would not learn what the wants 
of the consumers are, and if they were to guess, they would not have 
the means to adjust and to expand their plants accordingly. Profi ts and 
losses withdraw the material factors of production from the hands of 
the ineffi cient and convey them into the hands of the more effi cient. 
It is their social function to make a man the more infl uential in the 
conduct of business the better he succeeds in producing commodities 
for which people scramble.

It is therefore beyond the point to apply to profi ts the yardstick of 
personal merit or happiness. Of course, Mr. X would probably be as 
happy with 10 millions as with 100 millions. From a metaphysical point 
of view, it is certainly inexplicable why Mr. X should make 2 millions a 
year, while the chief justice or the nation’s foremost philosophers and 
poets make much less. But the question is not about Mr. X; it is about 
the consumers. Would the consumers be better and more cheaply sup-
plied if the law were to prevent the most effi cient entrepreneurs from 
expanding the sphere of their activities? The answer is clearly in the 
negative. If the present tax rates had been in effect from the beginning 
of our century, many who are millionaires today would live under more 
modest circumstances. But all those new branches of industry which 
supply the masses with articles unheard of before would operate, if at 
all, on a much smaller scale, and their products would be beyond the 
reach of the common man.

The Market System Serves the Common Man

The market system makes all men in their capacity as producers re-
sponsible to the consumer. This dependence is direct with entrepre-
neurs, capitalists, farmers, and professional men, and indirect with 
people working for salaries and wages. The economic system of the 
division of labor, in which everybody provides for his own needs by 
serving other people, cannot operate if there is no factor adjusting the 
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producers’ efforts to the wishes of those for whom they produce. If the 
market is not allowed to steer the whole economic apparatus, the gov-
ernment must do it.

The socialist plans are absolutely wrong and unrealizable. This is an-
other subject. But the socialist writers are at least clear-sighted enough 
to see that simply to paralyze the market system results in nothing but 
chaos. When they favor such acts of sabotage and destruction, they do 
so because they believe that the chaos brought about will pave the way 
for socialism. But those who pretend that they want to preserve free-
dom, while they are eager to fi x prices, wage rates, and interest rates 
at a level different from that of the market, delude themselves. There 
is no other alternative to totalitarian slavery than liberty. There is no 
other planning for freedom and general welfare than to let the market 
system work. There is no other means to attain full employment, ris-
ing real wage rates, and a high standard of living for the common man 
than private initiative and free enterprise.
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Laissez Faire or Dictatorship

What the “Encyclopaedia of the Social Sciences” 
Says about Laissez Faire

For more than a hundred years the maxim laissez faire, laissez passer 
has been a red rag to harbingers of totalitarian despotism. As these 
zealots see it, this maxim condenses all the shameful principles of cap-
italism. To unmask its fallacies is therefore tantamount to exploding 
the ideological foundations of the system of private ownership of the 
means of production, and implicitly demonstrating the excellence of 
its antithesis, viz., communism and socialism.

The Encyclopaedia of the Social Sciences may fairly be considered as 
representative of the doctrines taught at American and British universi-
ties and colleges. Its ninth volume contains an article “Laissez Faire” 
from the pen of the Oxford professor and author of detective stories, 
G. D. H. Cole. In the fi ve and a quarter pages of his contribution Profes-
sor Cole freely indulges in the use of deprecatory epithets. The maxim 
“cannot stand examination,” it is only prevalent in “popular econom-
ics,” it is “theoretically bankrupt,” an “anachronism,” it survives only 
as a “prejudice,” but “as a doctrine deserving of theoretical respect it is 
dead.” Resort to these and many other similar opprobrious appellations 
fails to disguise the fact that Professor Cole’s arguments entirely miss 
the point. Professor Cole is not qualifi ed to deal with the problems 
involved because he simply does not know what the market economy 
is and how it works. The only correct affi rmation of his article is the 
truism that those rejecting laissez faire are Socialists. He is also right 
in declaring that the refutation of laissez faire is “as prominent in the 
national idea of Fascism in Italy as in Russian Communism.”

Originally published in Plain Talk, January 1949. Reprinted with permission from the Founda-
tion for Economic Education.
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The volume which contains Mr. Cole’s article was published in 
January 1933. This explains why he did not include Nazi Germany in 
the ranks of those nations which have freed themselves from the spell 
of the sinister maxim. He merely registers with satisfaction that the 
conception rejecting laissez faire is “at the back of many projects of na-
tional planning which, largely under Russian infl uence, is now being 
put forward all over the world.”

Laissez Faire Means Free Market Economy

Learned historians have bestowed much pains upon the question to 
whom the origin of the maxim laissez faire, laissez passer is to be attrib-
uted.* At any rate it is certain that in the second part of the eighteenth 
century the outstanding French champions of economic freedom—
foremost among them Gournay, Quesnay, Turgot, and Mirabeau—
compressed their program for popular use into this sentence. Their aim 
was the establishment of the unhampered market economy. In order to 
attain this end they advocated the abolition of all statutes preventing 
the more industrious and more effi cient people from outdoing the less 
industrious and less effi cient competitors and restricting the mobility 
of commodities and of men. It was this that the famous maxim was 
designed to express.

In occasionally using the words laissez faire, laissez passer, the eigh-
teenth century economists did not intend to baptize their social phi-
losophy the laissez-faire doctrine. They concentrated their efforts upon 
the elaboration of a new system of social and political ideas which 
would benefi t mankind. They were not eager to organize a faction or 
party and to fi nd a name for it. It was only later, in the second decade 
of the nineteenth century, that a term came to signify the total com-
plex of the political philosophy of freedom, viz., liberalism. The new 
word was borrowed from Spain where it designated the friends of con-
stitutional government and religious freedom. Very soon it was used all 
over Europe as a label for the endeavors of those who stood for repre-
sentative government, freedom of thought, of speech and of the press, 
private ownership of the means of production, and free trade.

The liberal program is an indivisible and indissoluble whole, not 

* Cf. especially A. Oncken, Die Maxime laissez faire et laissez passer, ihr Ursprung, ihr Werden, 
Bern 1886; G. Schelle, Vincent de Gournay, Paris 1897, pp. 214–26.
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an arbitrarily assembled patchwork of diverse components. Its various 
parts condition one another. The idea that political freedom can be 
preserved in the absence of economic freedom, and vice versa, is an 
illusion. Political freedom is the corollary of economic freedom. It is 
no accident that the age of capitalism became also the age of govern-
ment by the people. If individuals are not free to buy and to sell on the 
market, they turn into virtual slaves dependent on the good graces of 
the omnipotent government, whatever the wording of the constitution 
may be.

The fathers of socialism and modern interventionism were fully 
aware that their own programs were incompatible with the political 
postulates of liberalism. The main target of their passionate attacks was 
liberalism as a whole. They did not make a distinction between the 
political and the economic aspects of liberalism.

But as the years went on, the Socialists and interventionists of the 
Anglo-Saxon countries discovered that it was a hopeless venture to at-
tack liberalism and the idea of liberty openly. The prestige of liberal 
institutions was so overwhelming in the English-speaking world that 
no party could risk defying them directly. Anti-liberalism’s only chance 
was to camoufl age itself as true and genuine liberalism and to denounce 
the attitudes of all other parties as a mere counterfeit liberalism.

The continental Socialists had fanatically smeared and disparaged 
liberalism and progressivism, and contemptuously derogated democ-
racy as “pluto-democracy.” Their Anglo-Saxon imitators, who at fi rst 
had adopted the same procedure, after a while reversed their seman-
tics and arrogated to themselves the appellations liberal, progressive 
and democratic. They began fl atly to deny that political freedom is 
the corollary of economic freedom. They boldly asserted that demo-
cratic institutions can work satisfactorily only where the government 
has full control of all production activities and the individual citizen 
is bound to obey unconditionally all orders issued by the central plan-
ning board. In their eyes all-round regimentation is the only means to 
make people free, and freedom of the press is best guaranteed by a gov-
ernment monopoly of printing and publishing. They were not plagued 
by any scruples when they stole the good old name of liberalism and 
began to call their own tenets and policies liberal. In this country the 
term “liberalism” is nowadays more often than not used as a synonym 
for communism.

The semantic innovation which the Socialists and interventionists 
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thus inaugurated left the advocates of freedom without any name. 
There was no term available to call those who believe that private own-
ership of the material factors of production is the best, in fact, the only 
means to make the nation and all its individual citizens as prosperous 
as possible and to make representative government work. The Socialists 
and interventionists believe that such people do not deserve any name, 
but are to be referred to only by such insulting epithets as “economic 
royalists,” “Wall Street sycophants,” “reactionaries,” and so on.

This state of affairs explains why the phrase laissez faire was more 
and more used to signify the ideas of those who advocate the free mar-
ket economy as against government planning and regimentation.

The Cairnes Argument against Laissez Faire

Today it is no longer diffi cult for intelligent men to realize that the 
alternative is market economy or communism. Production can either 
be directed by buying and abstention from buying on the part of all 
people, or it can be directed by the orders of the supreme chief of state. 
Men must choose between these two systems of society’s economic or-
ganization. There is no third solution, no middle way.

It is a sad fact that not only politicians and demagogues have failed 
to see this essential truth, but that even some economists have erred in 
dealing with the problems involved.

There is no need to dwell upon the unfortunate infl uence which 
originated from John Stuart Mill’s confused treatment of government 
interference with business. It becomes evident from Mill’s Autobiog-
raphy that his change of mind resulting in what he calls “a greater ap-
proximation . . . to a qualifi ed socialism” * was motivated by purely 
personal feelings and affections and not by emotionally undisturbed 
reasoning. It is certainly one of the tasks of economics to refute the 
errors which deform the disquisitions of so eminent a thinker as Mill. 
But it is unnecessary to argue against the prepossessions of Mrs. Mill.

A few years after Mill, another outstanding economist, J. E. Cairnes, 
dealt with the same problem.† As a philosopher and essayist Mill by far 

* Cf. John Stuart Mill, Autobiography, London 1873, p. 191.
† Cf. J. E. Cairnes, “Political Economy and Laissez Faire,” an introductory lecture delivered in 
University College, London, November, 1870; reprinted in Essays in Political Economy, London 
1873, pp. 232–64.
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supersedes Cairnes. But as an economist Cairnes was not second to 
Mill, and his contributions to the epistemology of the social sciences 
are of incomparably greater value and importance than those of Mill. 
Yet, Cairnes’s analysis of laissez faire does not display that brilliant 
precision of reasoning which is the distinguishing mark of his other 
writings.

As Cairnes sees it, the assertion implied in the doctrine of laissez 
faire is that “the promptings of self-interest will lead individuals, in all 
that range of their conduct which has to do with their material well-
being, spontaneously to follow that course which is most for their own 
good and for the good of all.” This assertion, he says, “involves the two 
following assumptions: fi rst, that the interests of human beings are fun-
damentally the same—that what is most for my interest is also most for 
the interest of other people; and, secondly, that individuals know their 
interests in the sense in which they are coincident with the interests of 
others, and that, in the absence of coercion, they will in this sense fol-
low them. If these two propositions be made out, the policy of laissez 
faire . . . follows with scientifi c rigour.”

Cairnes is disposed to accept the fi rst—the major—premise of the 
syllogism, that the interests of human beings are fundamentally the 
same. But he rejects the second—the minor—premise.* “Human be-
ings know and follow their interests according to their lights and dis-
positions; but not necessarily, nor in practice always, in the sense in 
which the interest of the individual is coincident with that of others 
and of the whole.” †

Let us for the sake of argument accept the way in which Cairnes 
presents the problem and in which he argues. Human beings are fal-
lible and therefore sometimes fail to learn what their true interests 
would require them to do. Furthermore, there are “such things in the 
world as passion, prejudice, custom, esprit de corps, class interest, to 
draw people aside from the pursuit of their interests in the largest and 
highest sense.” ‡ It is very unfortunate that reality is such. But, we must 
ask, is there any means available to prevent mankind from being hurt 
by people’s bad judgment and malice? Is it not a non sequitur to as-

* Cf. Cairnes, l.c., pp. 244–45.
† Cf. Cairnes, l.c., p. 250.
‡ Cf. Cairnes, l.c., p. 246.
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sume that one could avoid the disastrous consequences of these hu-
man weaknesses by substituting the government’s discretion for that 
of the individual citizens? Are governments endowed with intellectual 
and moral perfection? Are the rulers not human too, not themselves 
subject to human frailties and defi ciencies?

The theocratic doctrine is consistent in attributing to the head of 
the government superhuman powers. The French royalists contend 
that the solemn consecration at Rheims conveys to the king of France, 
anointed with the sacred oil which a dove from Heaven brought down 
for the consecration of Clovis, divine dispensation. The legitimate 
king cannot err and cannot do wrong, and his royal touch miracu-
lously cures scrofula. No less consistent was the late German professor 
Werner Sombart in declaring that Führertum is a permanent revela-
tion and that the Führer gets his orders directly from God, the supreme 
Führer of the Universe.* Once you admit these premises, you can no 
longer raise any objections against planning and socialism. Why toler-
ate the incompetence of clumsy and ill-intentioned bunglers if you can 
be made happy and prosperous by the God-sent authority?

But Cairnes is not prepared to accept “the principle of State con-
trol, the doctrine of paternal government.” † His disquisitions peter out 
in vague and contradictory talk that leaves the relevant question un-
answered. He does not comprehend that it is indispensable to choose 
between the supremacy of individuals and that of the government. 
Some agency must determine how the factors of production should be 
employed and what should be produced. If it is not the consumer, by 
means of buying and abstention from buying on the market, it must be 
the government by compulsion.

If one rejects laissez faire on account of man’s fallibility and moral 
weakness, one must for the same reasons also reject every kind of gov-
ernment action. Cairnes’s mode of arguing, provided it is not integrated 
into a theocratic philosophy in the manner of the French royalists or 
the German Nazis, leads to complete anarchism and nihilism.

One of the distortions to which the self-styled “progressives” resort 
in smearing laissez faire is the statement that consistent application of 
laissez faire must result in anarchy. There is no need to dwell upon this 

* Cf. W. Sombart, Deutscher Sozialismus, Charlottenburg 1934, p. 213 (American edition: A 
New Social Philosophy, translated by K. F. Geiser, Princeton 1937, p. 194).
† Cf. Cairnes, l.c., p. 251.
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fallacy. It is more important to stress the fact that Cairnes’s argument 
against laissez faire, when consistently carried through to its inevitable 
logical consequences, is essentially anarchistic.

“Conscious Planning” versus “Automatic Forces”

As the self-styled “progressives” see things, the alternative is: “automatic 
forces” or “conscious planning.” * It is obvious, they go on saying, that 
to rely upon automatic processes is sheer stupidity. No reasonable man 
can seriously recommend doing nothing and letting things go without 
any interference through purposive action. A plan, by the very fact that 
it is a display of conscious action, is incomparably superior to the ab-
sence of any planning. Laissez faire means: let evils last and do not try 
to improve the lot of mankind by reasonable action.

This is utterly fallacious and deceptive talk. The argument advanced 
for planning is derived entirely from an inadmissable interpretation of 
a metaphor. It has no foundation other than the connotations implied 
in the term “automatic,” which is customarily applied in a metaphori-
cal sense to describe the market process. Automatic, says the Concise 
Oxford Dictionary, means “unconscious, unintelligent, merely me-
chanical.” Automatic, says Webster’s Collegiate Dictionary, means “not 
subject to the control of the will . . . performed without active thought 
and without conscious intention or direction.” What a triumph for the 
champion of planning to play this trump-card!

The truth is that the choice is not between a dead mechanism and 
a rigid automatism on the one hand and conscious planning on the 
other hand. The alternative is not plan or no plan. The question is: 
whose planning? Should each member of society plan for himself or 
should the paternal government alone plan for all? The issue is not au-
tomatism versus conscious action; it is spontaneous action of each indi-
vidual versus the exclusive action of the government. It is freedom versus 
government omnipotence.

Laissez faire does not mean: let soulless mechanical forces operate. 
It means: let individuals choose how they want to cooperate in the so-
cial division of labor and let them determine what the entrepreneurs 

* Cf. A. H. Hansen, “Social Planning for Tomorrow,” in The United States after the War, Cor-
nell University Lectures, Ithaca 1945, pp. 32–33.
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should produce. Planning means: let the government alone choose and 
enforce its rulings by the apparatus of coercion and compulsion.

The Satisfaction of Man’s “True” Needs

Under laissez faire, says the planner, the goods produced are not those 
which people “really” need, but those goods from the sale of which the 
highest returns are expected. It is the objective of planning to direct 
production toward the satisfaction of “true” needs. But who should de-
cide what “true” needs are?

Thus, for instance, Professor Harold Laski, the former chairman of 
the British Labor Party, determined the objective of planned direction 
of investment as “the use of the investor’s savings will be in housing 
rather than in cinemas.” * It does not matter whether or not one agrees 
with the professor’s personal view that better houses are more impor-
tant than moving pictures. The fact is that consumers, by spending part 
of their money for admission to the movies, have made another choice. 
If the masses of Great Britain, the same people whose votes swept the 
Labor Party into power, were to stop patronizing the moving pictures 
and to spend more for comfortable homes and apartments, profi t-
seeking business would be forced to invest more in building homes 
and apartment houses, and less in the production of swanky pictures. 
What Professor Laski aimed at is to defy the wishes of the consumers 
and to substitute his own will for theirs. He wanted to do away with the 
democracy of the market and to establish the absolute rule of a produc-
tion czar. He might pretend that he is right from a “higher” point of 
view, and that as a superman he is called upon to impose his own set 
of values on the masses of inferior men. But then he should have been 
frank enough to say so plainly.

All this passionate praise of the super-eminence of government ac-
tion is merely a poor disguise for the individual interventionist’s self-
deifi cation. The Great God State is great only because it is expected to 
do exclusively what the individual advocate of interventionism wants 
to be achieved. The only true plan is the one of which the individual 
planner fully approves. All other plans are simply counterfeit. What the 
author of a book on the benefi ts of planning has in mind is, of course, 

* Cf. Laski’s broadcast, Revolution by Consent, reprinted in Talks, Vol. X, Number 10, p. 7 
(October 1945).
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always his own plan alone. No planner was ever shrewd enough to con-
sider the possibility that the plan which the government will put into 
practice could differ from his own plan.

The various planners agree only with regard to their rejection of lais-
sez faire, i.e., the individual’s discretion to choose and to act. They dis-
agree entirely on the choice of the unique plan to be adopted. To every 
exposure of the manifest and incontestable defects of interventionist 
policies the champions of interventionism always react in the same 
way. These faults, they say, were the sins of spurious interventionism; 
what we are advocating is good interventionism. And, of course, good 
interventionism is the professor’s own brand only.

“Positive” Policies versus “Negative” Policies

In dealing with the ascent of modern statism, socialism and interven-
tionism, one must not neglect the preponderant role played by the pres-
sure groups and lobbies of civil servants and those university graduates 
who longed for government jobs. Two associations were paramount in 
Europe’s progress toward “social reform”: the Fabian Society in Eng-
land and the Verein für Sozialpolitik in Germany. The Fabian Society 
had in its earlier days a “wholly disproportionate representation of civil 
servants.” * With regard to the Verein für Sozialpolitik, one of its found-
ers and most eminent leaders, Professor Lujo Brentano, admitted that 
at the beginning it called for no other response than from the civil 
servants.†

It is not surprising that the civil service mentality was refl ected in 
the semantic practices of the new factions. Seen from the point of view 
of the particular group interests of the bureaucrats, every measure that 
makes the government’s payroll swell is progress. Politicians who favor 
such a measure make a positive contribution to welfare, while those 
who object are negative. Very soon this linguistic innovation became 
general. The interventionists, in claiming for themselves the appella-
tion “liberal,” explained that they, of course, were liberals with a posi-
tive program as distinguished from the merely negative program of the 
“orthodox” laissez-faire people.

Thus he who advocates tariffs, censorship, foreign exchange control, 

* Cf. A. Gray, The Socialist Tradition Moses to Lenin, London 1946, p. 385.
† Cf. L. Brentano, Ist das “System Brentano” zusammengebrochen?, Berlin 1918, p. 19.
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price control supports a positive program that will provide jobs for cus-
toms offi cers, censors, and employees of the offi ces for price control 
and foreign exchange control. But free traders and advocates of the 
freedom of the press are bad citizens; they are negative. Laissez faire 
is the embodiment of negativism, while socialism, in converting all 
people into government employees, is 100 percent positive. The more a 
former liberal completes his defection from liberalism and approaches 
socialism, the more “positive” does he become.

It is hardly necessary to stress that this is all nonsense. Whether an 
idea is enunciated in an affi rmative or in a negative proposition de-
pends entirely on the form which the author chooses to give it. The 
“negative” proposition, I am against censorship, is identical with the 
“positive” proposition, I am in favor of everybody’s right to publicize his 
opinions. Laissez faire is not even formally a negative formula; rather 
it is the contrary of laissez faire that would sound negative. Essentially, 
the maxim asks for private ownership of the means of production. This 
implies, of course, that it rejects socialism. The supporters of laissez 
faire object to government interference with business not because they 
“hate” the “state” or because they are committed to a “negative” pro-
gram. They object to it because it is incompatible with their own posi-
tive program, the free market economy.*

Conclusion

Laissez faire means: let the individual citizen, the much talked-about 
common man, choose and act and do not force him to yield to a 
dictator.

* The present writer refuted this distinction between “positive” and “constructive” socialism 
and interventionism on the one hand, and “negative” liberalism of the laissez-faire type on the 
other in his article “Sozialliberalismus,” fi rst published in 1926 in Zeitschrift für die Gesamte 
Staatswissenschaft, and reprinted in 1929 in his book Kritik des Interventionismus, pp. 55–90. 
[Editor’s note: This article was translated as “Social Liberalism” and published in A Critique 
of Interventionism (New Rochelle, N. Y.: Arlington House, 1977), pp. 71–106; 2d revised ed., 
Critique of Interventionism (Irvington-on-Hudson, N. Y.: Foundation for Economic Education, 
1996), pp. 43–70.]
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One of the amazing phenomena of the present election campaign is 
the way in which speakers and writers refer to the state of business and 
to the economic condition of the nation. They praise the administra-
tion for the prosperity and for the high standard of living of the aver-
age citizen. “You never had it so good,” they say, and, “Don’t let them 
take it away.” It is implied that the increase in the quantity and the 
improvement in the quality of products available for consumption are 
achievements of a paternal government. The incomes of the individual 
citizens are viewed as handouts graciously bestowed upon them by a 
benevolent bureaucracy. The American government is considered as 
better than that of Italy or of India because it passes into the hands of 
the citizens more and better products than they do.

Capital Investment Increases Production

It is hardly possible to misrepresent in a more thorough way the fun-
damental facts of economics. The average standard of living is in this 
country higher than in any other country of the world, not because the 
American statesmen and politicians are superior to the foreign states-
men and politicians, but because the per-head quota of capital invested 
is in America higher than in other countries. Average output per man-
hour is in this country higher than in other countries, whether  England 
or India, because the American plants are equipped with more effi -
cient tools and machines. Capital is more plentiful in America than it 
is in other countries because up to now the institutions and laws of the 
United States put fewer obstacles in the way of big-scale capital accu-
mulation than did those foreign countries.

3

Capital Supply and American Prosperity

Address delivered before the University Club of Milwaukee (Wisconsin) on October 13, 1952.
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It is not true that the economic backwardness of foreign countries is 
to be imputed to technological ignorance on the part of their peoples. 
Modern technology is by and large no esoteric doctrine. It is taught at 
many technological universities in this country as well as abroad. It is 
described in many excellent textbooks and articles of scientifi c maga-
zines. Hundreds of aliens are every year graduated from American 
technological institutes. There are in every part of the earth many ex-
perts perfectly conversant with the most recent developments of indus-
trial technique. It is not a lack of the “know-how” that prevents foreign 
countries from fully adopting American methods of manufacturing, 
but the insuffi ciency of capital available.

Under Capitalism, Individual Responsibility 
and Thrift Are Appreciated

The climate of opinion in which capitalism could thrive was character-
ized by the moral approbation of the individual citizen’s eagerness to 
provide for his own and his family’s future. Thrift was appreciated as 
a virtue no less benefi cial to the individual saver himself than to all 
other people. If people do not consume their whole incomes, the non-
consumed surplus can be invested, it increases the amount of capital 
goods available and thereby makes it possible to embark upon projects 
which could not be executed before. Progressive capital accumulation 
results in perpetual economic betterment. All aspects of every citizen’s 
life are favorably affected. The continuous tendency toward an expan-
sion of business activities opens an ample fi eld for the display of the 
energies of the rising generation. Looking backward upon his youth 
and the conditions in his parent’s home, the average man cannot help 
realizing that there is progress toward a more satisfactory standard of 
living.

Such were the conditions in all countries on the eve of the First 
World War. Conditions were certainly not everywhere the same. There 
were the countries of Western Capitalism on the one hand, and on 
the other hand the backward nations which were slow and reluctant in 
adopting the ideas and the methods of modern progressive business. 
But these backward nations were amply benefi ted by the investment 
of capital provided by the capitalists of the advanced nations. Foreign 
capital built their railroads and factories and developed their natural 
resources.
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The spectacle that the world offers today is very different. As it was 
forty years ago, the world is divided into two camps. There is, on the 
one hand, the capitalist orbit, considerably shrunk when compared 
with its size in 1914. It includes today the United States and Canada 
and some of the small nations of Western Europe. The much greater 
part of the earth’s population lives in countries strictly rejecting the 
methods of private property, initiative, and enterprise. These countries 
are either stagnating or faced with a progressive deterioration of their 
economic conditions.

United States Living Standards

Let us illustrate this difference by contrasting, as typical of each of the 
two groups, conditions in this country and those in India.

In the United States, capitalist big business almost every year sup-
plies the masses with some novelties: either improved articles to re-
place similar articles used long since or things which had been alto-
gether unknown before. The latter—as for instance, television sets or 
nylon hosiery—are commonly called luxuries, as people previously 
lived rather contented and happy without them. The average com-
mon man enjoys a standard of living which, only fi fty years ago, his 
parents or grandparents would have considered as fabulous. His home 
is equipped with gadgets and facilities which the well-to-do of earlier 
ages would have envied. His wife and his daughters dress elegantly and 
apply cosmetics. His children, well fed and cared for, have the benefi t 
of a high school education, many also of a college education. If one 
observes him and his family on their weekend outings, one must admit 
that he looks prosperous.

There are, of course, also Americans whose material conditions ap-
pear unsatisfactory when compared with those of the great majority 
of the nation. Some authors of novels and plays would have us believe 
that their gloomy descriptions of the lot of this unfortunate minority 
is representative of the fate of the common man under capitalism. 
They are mistaken. The plight of these wretched Americans is rather 
representative of conditions as they prevailed everywhere in the pre-
capitalistic ages and still prevail in the countries which were either not 
at all or only superfi cially touched by capitalism. What is wrong with 
these people is that they have not yet been integrated into the frame 
of capitalist production. Their penury is a remnant of the past. The 
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progressive accumulation of new capital and the expansion of big-scale 
production will eradicate it by the same methods by means of which it 
has already improved the standard of living of the immense majority, 
viz., by raising the per-head quota of capital invested and thereby the 
marginal productivity of labor.

India’s Living Standards

Now let us look at India. Nature has endowed its territory with valu-
able resources, perhaps more richly than the soil of the United States. 
On the other hand, climatic conditions make it possible for man to 
subsist on a lighter diet and to do without many things which in the 
rough winter of the greater part of the United States are indispensable. 
Nonetheless, the masses of India are on the verge of starvation, shab-
bily dressed, crammed into primitive huts, dirty, illiterate. From year 
to year things are getting worse; for population fi gures are increasing 
while the total amount of capital invested does not increase or, even 
more likely, decreases. At any rate, there is a progressive drop in the 
per-head quota of capital invested.

Laissez Faire Ideas Brought Industrialization to England

In the middle of the eighteenth century conditions in England were 
hardly more propitious than they are today in India. The traditional 
system of production was not fi t to provide for the needs of an increas-
ing population. The number of people for whom there was no room 
left in the rigid system of paternalism and government tutelage of busi-
ness grew rapidly. Although at that time England’s population was not 
much more than fi fteen percent of what it is today, there were several 
millions of destitute poor. Neither the ruling aristocracy nor these pau-
pers themselves had any idea about what could be done to improve the 
material conditions of the masses.

The great change that within a few decades made England the 
world’s wealthiest and most powerful nation was prepared for by a 
small group of philosophers and economists. They demolished entirely 
the pseudo-philosophy that hitherto had been instrumental in shaping 
the economic policies of the nations. They exploded the old fables: 
(1) that it is unfair and unjust to outdo a competitor by producing better 
and cheaper goods; (2) that it is iniquitous to deviate from traditional 
methods of production; (3) that labor-saving machines bring about un-
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employment and are therefore an evil; (4) that it is one of the tasks 
of civil government to prevent effi cient businessmen from getting rich 
and to protect the less effi cient against the competition of the more 
effi cient; and (5) that to restrict the freedom and the initiative of en-
trepreneurs by government compulsion or by coercion on the part of 
other powers is an appropriate means to promote a nation’s well-being. 
In short: these authors expounded the doctrine of free trade and lais-
sez faire. They paved the way for a policy that no longer obstructed the 
businessman’s effort to improve and to expand his operations.

What begot modern industrialization and the unprecedented im-
provement in material conditions that it brought about was neither 
capital previously accumulated nor previously assembled technological 
knowledge. In England, as well as in the other Western countries that 
followed it on the path of capitalism, the early pioneers of capitalism 
started with scanty capital and scanty technological experience. At the 
outset of industrialization was the philosophy of private enterprise and 
initiative, and the practical application of this ideology made the capi-
tal swell and the technological know-how advance and ripen.

One must stress this point because its neglect misleads the statesmen 
of all backward nations in their plans for economic improvement. They 
think that industrialization means machines and textbooks of technol-
ogy. In fact, it means economic freedom that creates both  capital and 
technological knowledge.

India Lacks Capitalist Ideas

Let us look again at India. India lacks capital because it never adopted 
the pro-capitalist philosophy of the West and therefore did not remove 
the traditional institutional obstacles to free enterprise and big-scale 
accumulation. Capitalism came to India as an alien imported ideology 
that never took root in the minds of the people. Foreign, mostly  British, 
capital built railroads and factories. The natives looked askance not 
only upon the activities of the alien capitalists but no less upon those 
of their countrymen who cooperated in the capitalist ventures. Today 
the situation is this: Thanks to new methods of therapeutics, developed 
by the capitalist nations and imported to India by the British, the av-
erage length of life has been prolonged and the population is rapidly 
increasing. As the foreign capitalists have either already been virtually 
expropriated or have to face expropriation in the near future, there 
can no longer be any question of new investment of foreign capital. 
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On the other hand, the accumulation of domestic capital is prevented 
by the manifest hostility of the government apparatus and the ruling 
party.

The Indian government talks a lot about industrialization. But what 
it really has in mind is nationalization of already existing privately 
owned industries. For the sake of argument, we may neglect referring 
to the fact that this will probably result in a progressive decumulation 
of the capital invested in these industries as was the case in most of 
the countries that have experimented with nationalization. At any rate, 
nationalization as such does not add anything to the already prevailing 
extent of investment. Mr. Nehru admits that his government does not 
have the capital required for the establishment of new state-owned in-
dustries or for the expansion of such industries already existing. Thus, 
he solemnly declares that his government will give to private industries 
“encouragement in every way.” And he explains in what this encour-
agement will consist: we will promise them, he says, “that we would 
not touch them for at least ten years, maybe more.” He adds: “We do 
not know when we shall nationalize them.” * But the businessmen 
know very well that new investments will be nationalized as soon as 
they begin to yield returns.

Envy Fosters Anti-capitalism

I have dwelt so long upon the affairs of India because they are represen-
tative of what is going on today almost in all parts of Asia and Africa, in 
great parts of Latin America and even in many European countries. In 
all these countries the population is increasing. In all these countries 
foreign investments are expropriated, either openly or surreptitiously 
by means of foreign exchange control or discriminatory taxation. At 
the same time, their domestic policies do their best to discourage the 
formation of domestic capital. There is much poverty in the world to-
day; and the governments, in this regard in full agreement with public 
opinion, perpetuate and aggravate this poverty by their policies.

As these people see it, their economic troubles were in some un-
specifi ed way caused by the capitalist countries of the West. This no-
tion included, until a few years ago, also the advanced nations of West-

* Cf. Jawaharlal Nehru, Independence and After: A Collection of Speeches, 1946–1949, New 
York 1950, page 192.
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ern Europe, especially also the United Kingdom. With recent eco-
nomic changes, the number of nations to which it refers has been 
more and more restricted; today it means practically only the United 
States. The inhabitants of all those countries in which the average in-
come is considerably lower than in this country look upon the United 
States with the same feelings of envy and hatred with which within 
the capitalist countries those voting the ticket of the various commu-
nist, socialist and interventionist parties look upon the entrepreneurs of 
their own nation. The same slogans that are employed in our domes-
tic  antagonisms—such as Wall Street, big business, monopolies, mer-
chants of death—are resorted to in speeches and articles by the anti-
American politicians when they are attacking what is called in Latin 
America, Yankeeism, and in the other hemisphere, Americanism. In 
these effusions there is little difference between the most chauvinistic 
nationalists and the most enthusiastic adepts of Marxian international-
ism, between the self-styled conservatives eager to preserve traditional 
religious faith and political institutions, and the revolutionaries aiming 
at the violent overthrow of all that exists.

The popularity of these ideas is by no means an effect of the in-
fl ammatory propaganda of the Soviets. It is just the other way round. 
The communist lies and calumnies get their persuasiveness, whatever 
it may be, from the fact that they agree with the socio-political doc-
trines taught at most of the universities and held by the most infl uen-
tial  politicians and writers.

Anti-capitalistic Ideas Are Worldwide

The same ideas dominate the minds in this country and determine 
the attitude of statesmen with regard to all the problems concerned. 
People are ashamed of the fact that American capital developed the 
natural resources in many countries which lacked both the capital and 
the trained specialists required. When various foreign governments ex-
propriated American investments or repudiated loans granted by the 
American saver, the public either remained indifferent or even sympa-
thized with the expropriators. With the ideas underlying the programs 
of the most infl uential political groups and taught at most of the educa-
tional institutions, no other reaction could be expected.

Four years ago there assembled in Amsterdam the World Council 
of Churches, an organization of one-hundred-and-fi fty-odd denomina-
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tions. We read in the report drafted by this ecumenical body the follow-
ing statement: “Justice demands that the inhabitants of Asia and Africa 
should have the benefi ts of more machine production.” This implies 
that the technological backwardness of these nations has been caused 
by an injustice committed by some individuals, groups of individuals 
or nations. The culprits are not specifi ed. But it is understood that the 
indictment refers to the capitalists and businessmen of the shrinking 
number of capitalist countries, practically to the United States and 
Canada. Such is the opinion of very judicious conservative churchmen 
acting in full awareness of their responsibilities.

The same doctrine is at the bottom of the foreign aid and the Point 
Four policies of the United States. It is implied that the American tax-
payers have the moral obligation to provide capital for nations that have 
expropriated foreign investments and are preventing the accumulation 
of domestic capital by various schemes.

There is no use indulging in wishful thinking. Under the present 
state of international law foreign investments are unsafe and at the 
mercy of each sovereign nation’s government. It is generally agreed that 
every sovereign government has the right to decree a fi ctitious parity of 
its infl ated currency as against dollars or gold and to try to enforce this 
arbitrarily fi xed spurious parity by foreign exchange control, that is, by 
virtually expropriating foreign investors. As far as some foreign govern-
ments still abstain from such confi scations, they do so because they 
hope to talk foreigners into more investments and thus to be later in a 
position to expropriate more.

In the ranks of those nations that do all that can be done to prevent 
their industries from getting badly needed capital, we fi nd today also 
Great Britain, once the cradle of free enterprise and before 1914 the 
world’s richest or second richest country. In exuberant and entirely un-
deserved praise of the late Lord Keynes, a Harvard professor found in 
his hero but one weakness. Keynes, he said, “always exalted what was 
at any moment truth and wisdom for England into truth and wisdom 
for all times and places.” * I heartily disagree. Just at the moment in 
which it must have become manifest to every judicious observer that 
England’s economic distress was caused by an insuffi cient supply of 
capital, Keynes enounced his notorious doctrine of the alleged dangers 

* Cf. J. Schumpeter, “Keynes, the Economist,” in The New Economics, ed. by S. E. Harris, 
New York 1947, page 85.
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of saving and passionately recommended more spending. Keynes tried 
to provide a belated and spurious justifi cation of a policy that Great 
Britain had adopted in defi ance of the teachings of all its great econo-
mists. The essence of Keynesianism is its complete failure to conceive 
the role that saving and capital accumulation play in the improvement 
of economic conditions.

Importance of Capital Savings

The main problem for this country is: Will the United States follow 
the course of the economic policies adopted by almost all foreign na-
tions, even by many of those which had been foremost in the evolution 
of capitalism? Up to now in this country the amount of savings and 
formation of new capital still exceeds the amount of dissaving and de-
cumulation of capital. Will this last?

To answer such a question one must look upon the ideas about eco-
nomic matters held by public opinion. The question is: Do the Ameri-
can voters know that the unprecedented improvement in their stan-
dard of living that the last hundred years brought was the result of the 
steady rise in the per-head quota of capital invested? Do they realize 
that every measure leading to capital decumulation jeopardizes their 
prosperity? Are they aware of the conditions that make their wage rates 
tower above those of other countries?

If we pass in review the speeches of political leaders, the editorials of 
newspapers and textbooks of economics and fi nance, we cannot help 
discovering that very little attention, if at all, is paid to the problems of 
capital equipment. Most people take it simply for granted that some 
mysterious factor is operative that makes the nation richer from year to 
year. Government economists have computed a rate of yearly increase 
in the national income for the past fi fty years and blithely assume that 
in the future the same rate will prevail. They discuss problems of taxa-
tion without even mentioning the fact that our present tax system col-
lects large funds, which would have been saved by the taxpayer, and 
employs them for current expenditure.

A typical instance of this mode of dealing (or rather, nondealing) 
with the problem of America’s capital supply may be cited. A few days 
ago the American Academy of Political and Social Science published 
a new volume of its Annals, entirely devoted to the investigation of vi-
tal issues of the nation. The title of the volume is Meaning of the 1952 
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Presidential Election. To this symposium Professor Harold M. Groves 
of the University of Wisconsin contributed an article, “Are Taxes Too 
High?” The author comes out “with a largely negative answer.” From 
our point of view, the most interesting feature of the article is the fact 
that it reaches this conclusion without even mentioning the effects 
which taxes on income, corporations, excess profi ts and estates have 
upon the maintenance and formation of capital. What economists 
have said about these problems either remained unknown to the au-
thor or he does not consider it worthy of an answer.

One does not misrepresent the economic ideas determining the 
course of American policies if one blames them for not being conscious 
of the role the supply of new capital plays in improving and expanding 
production. An instructive example has been provided by the confl ict 
between the government and business concerning the adequacy of 
depreciation quotas under infl ationary conditions. In all the agitated 
debates concerning profi ts, taxes and the height of wage rates the capi-
tal supply is hardly mentioned, if at all. In comparing American wage 
rates and standards of living with those of foreign countries, most au-
thors and politicians fail to stress the differences in the per-head quotas 
of capital invested.

In the latest forty years American taxation more and more adopted 
methods which considerably slowed down the pace of capital accumu-
lation. If it continues along this line, it will one day reach the point at 
which no further increase in capital will be possible, or even decumu-
lation will set in. There is only one way open to stop this evolution in 
time and to spare this country the fate of England and France. One 
must substitute sound economic ideas for fables and illusions.

Scarcity of Capital

Up to this point I have employed the terms capital shortage and scar-
city of capital without further explication and defi nition. This was 
quite suffi cient as long as I dealt primarily with the conditions of coun-
tries whose capital supply appears as inadequate when compared with 
the supply in more advanced countries, especially in the economically 
most advanced country, the United States. But in examining American 
problems, a more searching interpretation of terms is required.

Strictly speaking, capital has always been scarce and will always be. 
The available supply of capital goods can never become so abundant 
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